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Chapter 4

The Transnational Corporation

“Building a global presence is never exclusively the result of a grand design.  Nor is it just outcome of a sequence of opportunistic and random moves.  The wisest approach which might be called directed opportunism maintains opportunism and flexibility within a broad direction set by a systematic framework that addresses four major issues: choice of products, choice of markets, mode of market entry and speed of global expansion.”

Anil Gupta and Vijay Govindarajan1

Introduction 

In their famous book ‘Built to last,’ authors James C Collins and Jerry I Porras have argued that many visionary companies did not have a clear idea of what to do, when they started their operations. Yet, they thought big, defined their corporate purpose in terms of a broad overarching set of loosely defined goals and set themselves Big, Hairy & Audacious Goals (Bhags). Similarly, the evolution of many of today’s transnational or truly global corporations has in more cases than not, been shaped by circumstances, rather than deliberate strategies. However, these companies have typically nurtured big ambitions right from the start and have had strong leaders to facilitate their global expansion. 


In this chapter, we shall look at various companies, some in the early stages and some in an advanced phase of globalisation. Through these examples, we shall try to understand the process of globalisation and the challenges involved.  We will also examine the various conceptual issues in globalisation.

The process of globalisation2
Typically, the process of globalisation evolves through distinct stages.


In the first stage, companies normally tend to focus on their domestic markets. They develop and strengthen their capabilities in some core areas. For example, Sony developed expertise in miniaturization of consumer electronics products. Toyota perfected its lean production system based on its ‘Just in time’ philosophy.  Ericsson learnt the art of designing switches for 
====================================================================


1
Survey - Mastering Global Business, Financial Times, January 29, 1998.


2
Read Kenichi Ohmae’s book “The Borderless World,” p 91 to know more 

about the process of globalisation.

telecom equipment. A strong core capability acts as the launching pad for globalisation. Most Indian companies are in this stage and the challenge 
before them is to strengthen such core capabilities, and extend them to overseas markets.

In the second stage, companies begin to look at overseas markets more seriously but the orientation remains predominantly domestic. The various options a company has in this stage are exporting its products, setting up warehouses abroad and establishing assembly lines in major markets. The idea is to get a better understanding of overseas markets, but without committing large amounts of resources.



The Indian pharmaceutical company, Ranbaxy seems to be in this stage.
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Drawn from Akio Morita’s book “Made in Japan”.


In the third stage, the commitment to overseas markets increases. The company begins to take into account the differences across various markets to customise its products suitably. Different strategies are formed for different markets to maximise customer responsiveness. These may include overseas research & development centres and full-fledged country or region specific manufacturing facilities. This phase can be referred to as the multinational or multi domestic phase. The different subsidiaries largely remain independent of each other and there is little coordination among the different units in the system.

Why firms go international

Various reasons can prompt a company to think actively in terms of international expansion.  Some of them are listed below.

1. Saturated domestic market:
 When the domestic market becomes saturated, attempts to increase market share become increasingly inefficient. At this point, a company may think of capturing markets abroad to generate new growth opportunities. Many American and European automobile companies have made clear their intentions to exploit the Asian markets.

2. Competitive factors:
Sometimes, competition may be less intense in overseas markets than in the domestic market. Thus, international expansion would generate profitable business opportunities. In the case of other firms, overseas presence may become a compelling need  in order to compete on an equal footing with competitors having a stronger international presence. Kodak’s entry into Japan was meant to thwart Fuji's aggressive moves in the US.

3. Excess capacity:    When excess capacity exists, the burden of overheads can be killing. The firm comes under pressure for increasing sales by entering new markets. Tapping international markets through marginal cost pricing* makes sense. Many Japanese companies aggressively export their products, using marginal costing.

4. Product life cycle:    Typically, a product goes through four stages – Introduction, Growth, Maturity and Decline. Different markets may be at different stages of development. If a product has reached the decline stage in the domestic market, a company could introduce it in another market, at a relatively early stage of the product life cycle.

5. Diversification of risk:   By having a presence in various markets, a firm can insulate itself from the ups and downs in individual regions. Ford, for example, might well have gone bankrupt in the late 1970s and early 1980s, had not its European operations generated enough profits to compensate for the losses in North America.

6. Financial reasons: If attractive investment incentives or venture capital are available, overseas expansion may make sense.  By tapping such financial resources, firms can generate new growth opportunities efficiently and without running into a resource crunch.
====================================================================

         *
Price is equated with variable costs plus a margin without considering  fixed costs.

In the final stage, the transnational corporation emerges. Here, the company takes into account both similarities and differences across different markets. Some activities are standardised across the globe while others are customised to suit the needs of individual markets. The firm pursues a multidimensional approach and formulates different strategies for different businesses, to combine global efficiencies, local responsiveness and sharing of knowledge across different subsidiaries. A seamless network of subsidiaries across the world emerges, and it is very difficult to make out where the home country or headquarters is. We shall use the word transnational and global interchangeably in this book, from this point onwards.

The characteristics of a transnational corporation

Sundaram and Black* have pointed out that the distinguishing features of a multinational corporation are Multiple Sources of External Authority (MA) and Multiple Denominations of Value (MV). MA means MNCs are exposed to the regulatory environments of different countries. MV implies that the company incurs costs and generates profits in many currencies. Yet, it would be too much of a simplification to call a company transnational if it has a presence in several countries or has transactions in several currencies. The real quality of a transnational corporation is obviously the ability to deal with



                 Table I

The World's Most Valuable Companies

(Market Capitalisation in $ Billion as on May 31, 2000)

No.
Company
Market Value
Rank in 1999

1
General Electric
520.25
2

2
Intel
416.71
8

3
Cisco Systems
395.01
9

4
Microsoft
322.82
1

5
Exxon- Mobil
289.92
4

6
Vodafone-Airtouch
277.95
70

7
Wal Mart Stores
256.66
6

8
NTT Docomo
247.24
27

9
Nokia
242.19
38

10
Royal Dutch Shell
213.54
5

11
Citi group
209.86
15

12
BP Amoco
207.51
10

13
Oracle
204.01
122

14
IBM
192.49
3

15
Nippon Telegraph & Telephone
189.16
13

16
Deutsche Telecom
187.25
23

17
Lucent Technologies
183.34
16

18
American International Group
173.50
17

19
Merck
172.87
12

20
Pfizer 
171.52
18

Source: "The Global 1000," Business Week, July 10, 2000. pg   49
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In their book, “The International Business Environment.”

these peculiarities in a way that results in a judicious blend of local 
responsiveness through customisation, cost reduction through standardization and optimum value chain configuration. For example, a company with a well thought out manufacturing network in different countries, to make it currency neutral* would be more transnational that one which simply faces foreign exchange exposure and uses hedging tools to eliminate risk.   Similarly, a company which develops a network of operations that make it less vulnerable to political risks in individual overseas markets, would be more transnational than one which does not have such a network. Transnational corporations combine various strengths that are well beyond the reach of companies which predominantly compete in their domestic markets.  We now examine these strengths. 

Multidimensionality

Transnational companies, have the capability to combine global efficiencies, local responsiveness and the ability to disseminate knowledge across the worldwide system. A unidimensional approach which focuses exclusively on global efficiencies or local responsiveness or which considers all businesses to be alike is not appropriate. A flexible, multidimensional approach is the essence of a transnational corporation. Such a capability is typically built up over a period of time as the company evolves and learns to deal with various types of business problems in different overseas locations. 


Why is a multidimensional approach so critical in today’s global business environment?  
As markets become more competitive and customers become more demanding, efficiency has become important. Without efficiency, products become overpriced and go out of the reach of customers. Global companies, even when serving diverse markets, look out for opportunities to standardise products to the extent possible. Standardisation yields obvious benefits in the form of economies of scale, in activities such as product development, manufacturing and procurement. Yet, standardisation if carried too far, would mean loss of responsiveness to local markets.  The trick is to standardise those aspects which customers do not perceive differently across the world and customise those which they do. 
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*
Currency neutral means operations are immune to foreign exchange rate fluctuations, with losses in some transactions being compensated by gains in others. Read Kenichi Ohmae, “The Borderless World,” pp 157-171 to understand more about foreign exchange markets and their impact on global corporations.






Automobile companies have realised that too many models with minor variations result in ballooning development costs. They are now focusing on a few platforms around which cars of different shapes can be designed. Companies such as Ford and Toyota have mastered the art of  standardising the ‘core product’ while retaining the flexibility to customise and offer features to suit customer tastes in individual markets. Similarly, fast ====================================================================

      1 
Draws heavily from the article, “The Deal Machine” in Business Week, 

November1, 1999, pp 24-30

          2
The company has recently announced that it will rename itself Morgan Stanley.

moving consumer goods companies are looking at ways to standardise some of the elements of the marketing mix while customising the others for local markets. Nestle, Coke and Unilever  actively look for opportunities to extend expensive advertising campaigns developed in one country, across markets, with minor customisation wherever required.

Usinor’s New Global Strategy*

The $14 billion French steel company, Usinor has embarked on an aggressive global expansion through acquisitions, since it was privatized in 1995. The turning point in the company’s growth initiatives came in late 1998, when it acquired a 75% stake in the Belgian steel company, Cockerill Sambre SA. This not only doubled Usinor’s flat rolled steel capacity but also made it one of the top five steel makers in the world. The acquisition of Cockerill also enabled Usinor to boost its market share for automotive steel, in Europe to 35 percent. 


Usinor’s global reach is still skewed in favour of Europe. It generated only 9% of its revenues during the first half of 1999 in the key markets of the US and Canada. The company, however, is taking several steps to strengthen its presence in North America. In 1999, Usinor acquired a 100% stake in Pittsburgh - based J&L Specialty steel. It has also set up a joint venture in Canada for making hot dip galvanized steel. On January 1, 2000, the US sales unit was renamed Usinor Steel Corporation, as part of the company’s global branding efforts.


 Usinor has also made other acquisitions. These include La Magona d’ Italica and Arvedi Group in Italy, Campanhia in Brazil, Acesita in Spain and Eko Stahl in Germany. Usinor is also building a stainless steel finishing unit near Shanghai in China. Since many of these entities have been operating under different names, Usinor is making efforts to create a global identity through the use of its corporate name.


To strengthen its competitive position, Usinor has embarked on a major restructuring move. 23 small divisions have been created, to introduce an entrepreneurial approach to managing the business. According to Gerard Picard, Usinor president, “We decided to split the organisation into business units dedicated to specific markets or products….Each unit has its own profit and loss account and its own approach to the customer. But the business units share the same back office (support), so we have cost savings in terms of administrative or information system costs.”


Truly global companies also do not treat their subsidiaries on a stand-alone basis. A global company can take full advantage of its entire worldwide capabilities when it makes a competitive move. It has the required ====================================================================


*
Based on the article “New name new global strategy,”  by John Sheridan 

in Industry Week, February 21, 2000.

degree of organisational integration to transport capabilities across borders whenever needed. In other words, exchange of ideas, best practices and resources across subsidiaries is a key requirement in a transnational corporation.

A slogan which has become very popular in recent times is ‘Think Global, Act Local.’ The notion that global strategies have to be implemented locally, seems to imply that knowledge transfer is unidirectional from headquarters to the subsidiaries. A truly global company, on the other hand, needs to encourage local managers to share their best practices so that they can be applied globally. According to Jack Welch, CEO of General Electric*, “The aim in a global business is to get the best ideas from everyone. Each team puts up its best ideas and processes constantly. That raises the bar. Our culture is designed around making a hero out of those who translate ideas from one place to another, who help somebody else. They get an award, they get praised and promoted. The way we do this is transportable and translatable. The fact is, all we are talking about is human dignity and voice  - giving people a chance to speak, to have their best idea. That is a global desire of all people who breathe. If you find a way to get rid of the hierarchical nonsense and allow ideas to flourish, it doesn’t matter if you are in Budapest or Beijing." Ford has put in place a system on its Intranet to allow different manufacturing units to contribute ideas on best practices from time to time. This is obviously a result of the automobile giant’s strong commitment to knowledge sharing across different units in its worldwide system.  The oil giants Chevron and BP-Amoco have both developed best practices databases to facilitate knowledge sharing across subsidiaries. 


Flexibility lies at the heart of a multidimensional approach. Traditionally, Japanese companies have either used their global scale domestic facilities to supply to overseas markets or replicated these facilities on a smaller scale in strategically important markets. Matsushita Electric is a typical example. The company’s centralised design and manufacturing facilities enabled it to become the world’s most efficient consumer electronics manufacturer. Over the years, however, Matsushita has been delegating more responsibilities to its subsidiaries. On the other hand, many European companies due to their small home markets and their eagerness to expand overseas, offered considerable autonomy to country subsidiaries to encourage responsiveness to local needs. Till recently, both Philips and Unilever conformed to the multinational style of management. Of late however, these companies have put in place mechanisms to monitor and control the activities of different overseas units, to achieve global coordination. In other words, ====================================================================
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Financial Times, September 30, 1997

strategies need to change in a dynamic way, in response to changes in the environment. 
An important element of flexibility is to retain what works and eliminate what does not, without any preconceived notions. Floris. A. Maljers, former CEO of Unilever once remarked1: “Our organization of diverse operations around the world is not the outcome of a conscious effort to become what is now known among academics as a transnational. Since 1930, the company has evolved mainly through a Darwinian system of retaining what was useful and rejecting what no longer worked – in other words through actual practice as a business responding to the market place.”


One company which comes close to meeting the criterion of multidimensionality is ABB Asea Brown Boveri (ABB). This belongs to a small group of companies today  which combine the best of global capabilities and local responsiveness. ABB’s former CEO Percy Barnevik has described his company thus2:  “ABB is a company with no geographic centre, no national axe to grind. We are a federation of national companies with a global coordination center. We are a Swiss company. Our headquarters is in Zurich, but only 100 professionals work at the headquarters and we will not increase that number. Are we a Swedish company? I am the CEO and I was born and educated in Sweden. But our headquarters is not in Sweden and only two of the eight members of our board of directors are Swedes. Perhaps we are an American company. We report our financial results in US dollars and English is ABB’s official language. We conduct all high level meetings in English. My point is that ABB is none of those things and all of those things. We are not homeless. We are a company with many homes.” 

Value chain configuration 

A transnational company configures its value chain across different countries to ensure that activities are located in those countries where they can be most efficiently performed. Consider Li & Fung, Hong Kong’s largest export trading company. It deals in items ranging from clothing and fashion accessories to toys and luggage. The way Li & Fung sources toys is revealing. The company has located high value adding activities such as design of the toys and fabrication of molds in Hong Kong. On the other hand, labour intensive activities such as injection of plastic, painting and manufacture of the doll’s clothing are carried out in China. The company uses Hong Kong’s ====================================================================
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Harvard Business Review, September – October, 1992.


2
Harvard Business Review, March – April, 1991

well-developed banking and transportation infrastructure to market its products around the world. As chairman Victor Fung puts it, the labor intensive middle portion of the value chain is still done in southern China while Hong Kong does the front and back ends. 

Transnational companies develop the capability to demarcate activities that need to be tightly controlled by the headquarters and those which can be decentralised and delegated to national subsidiaries. The Swiss food giant, Nestle gives a lot of freedom to its country subsidiaries. Nestle’s local units take decisions on adapting products to suit local tastes. Yet, there are some functions, which the company has chosen to control tightly. These include basic research, branding, financing decisions and many human resources policies. Peter Brabeck Letmathe*, who is currently Nestle’s CEO, once remarked, “The R&D function is one of the few things we haven’t decentralised, although over 18 R&D centers are physically located all over the world. All our research centres, wherever they are, are financed and controlled by headquarters and receive the necessary input mainly from the strategic business units, based upon requests from the markets.” 

Contestability 

A global company needs to have the capability to compete in any overseas market. While it can be selective about the markets it wants to enter (based on their structural attractiveness,) it should have the ability to compete in any market if global considerations demand this. To put it another way,  a global company's decision not to have a presence in a particular country, would be by choice, rather than out of compulsion. Similarly, a global company might even make a strategic retreat from a market. This would, however, be a part of a global game plan rather than because it finds the going tough due to intense competition. TNCs constantly look around the world for market openings, process information on a global basis and constitute a potential threat even in countries where they have not yet entered.
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Source: Financial Times, May 30, 1997, p 26. 

Table II

Partial list of large US companies generating more than 50% of sales in overseas markets.

Company
Total Sales

($ Billion)
Overseas Sales as a percentage of Total Sales

Exxon Mobil
161
72

IBM
87
58

Texaco
42
77

Hewlett Packard
42
55

Compaq
38
55

Motorola
31
57

Intel
29
57

Xerox
23
55

Coca Cola
20
61

Dow Chemical
19
61

Haliburton
15
68

Tech Data
17
51

Mc Donald's
13
62

3 M
16
52

Manpower
10
77

Eastman Kodak
14
52

Aflec
9
81

Colgate Palmolive
9
72


Source: "The International 800", Forbes Global, July 24, 2000. Pg 81

Market spread

A global company earns a significant portion of its revenues in overseas markets. Yet, this is not a sufficient condition for a company to be called global. Indian software companies, for example, typically generate a sizeable chunk of their revenues by exporting to the US, but cannot be considered global, because they have an insignificant presence in other overseas markets. For a truly global company, geographic spread is important. In the ideal case, a company with a global market presence would generate the same market share in each country. Assume the company operates in 100 countries. If it has a market share of say 30% in each of these countries, it would be more global  than another company which operates in fewer countries but has, say, a 40% global market share because of its dominance in a few individual markets.  Coca Cola’s global market spread is superior to that of Pepsi while Colgate Palmolive’s revenues are more spread out across the world, compared to those of Procter & Gamble.  It is interesting to note here that many of the famous Fortune 500 companies based in the US, still generate more than 50% of their revenues in the domestic market. (See Table II).

We can now make an attempt to define a transnational (global) corporation: 


“A transnational corporation operates across the world, configuring its value chain activities in different countries to achieve the twin needs of efficiency and local responsiveness. It has the capability to pool together the resources available to it in its entire worldwide system and use them not only to enter new markets but also to strengthen its competitive position in existing markets. A truly global corporation believes that learning is important and puts in place mechanisms to transfer knowledge across subsidiaries, from subsidiaries to headquarters and from headquarters to subsidiaries.”

DHL: Global leader in the air express market*

DHL has emerged as one of the global leaders in the air express market. It actually consists of two separate companies. DHL Airways, based in Red Wood City, California handles the US domestic market and exports from the US.  DHL International, headquartered in Brussels, handles the remaining business which accounts for 80% of the network’s combined sales of about $ 5.7 billion.  Lufthansa Cargo, Deutsche Post, and Japan Airlines each own 25% of DHL International, with the remaining 25% being held by private individuals.


DHL had been founded in 1969 by Adrian Dalsey, Larry Hill Blom and Robert Lyner.  They looked at air movement as a far more effective alternative to movement by sea.  By 1990, DHL's network had spread across 189 countries.  Currently, DHL's services cover 227 countries.  The Brussels headquarters employs only 450 of the company's 60,000 employees but has people from 26 nationalities.  DHL International's CEO, Robert Kuijpers, a Dutchman, takes obvious pride when he says: "We have no specific home market.  We go everywhere, we are everywhere, we are equally good everywhere."


DHL has identified Asia as a very promising market and expects revenues from this region to expand from one third of total revenues today to 50% within a decade.  As Asia does not have an uninterrupted landmass, truck movement is difficult, making air express the only suitable alternative for rapid movement of cargo and documents.  Asia is also emerging as a major production base for items such as fashion goods, chips and computers, all of which are extremely time sensitive.  DHL moves goods such as Nike shoes, Gap sweaters and Liz Claiborne dresses from Asia to departmental stores all over the world.  It also delivers garments from Hong Kong to stores in the US and Europe, bypassing distribution centers.  As the business logistics requirements move away from shipping large, infrequent batches of merchandise to more frequent, smaller shipments, DHL expects air express volumes to keep rising.


Over the years, DHL has developed specialised capabilities to provide custom built logistics solutions to clients.  In the case of Lucent Technologies, DHL moves integrated circuits from its plants directly to customers anywhere in the world, within 48 hours.  DHL also handles Toshiba Medical's warehousing requirements.  DHL warehouses in Miami, Brussels and Singapore have replaced Toshiba's 50 different stocking locations all over the world.  As business to business e-commerce gains in popularity, DHL remains upbeat: "The whole industrial world is behaving more like the fashion world.  It's musical chairs: No one wants to be caught holding obsolete stock.  High technology products such as semi conductors and medical equipment are the new perishables."

====================================================================
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Draws heavily from Andrew Tanzer’s  article, “Warehouses that fly” in 


Forbes Global, October 18, 1999.  The quotes are drawn from this article.

Evolutionary Process

The process of globalisation is evolutionary. The balance between centralised control and autonomy to subsidiaries needs to adjust to changes in the environment. In the automobile industry for example, Ford had been an early globaliser. In the early 1990s, under CEO, Alex Trotman, Ford put in place a global unifying structure that sought to generate cost savings by tightly coordinating purchasing, engineering and manufacturing activities. Excessive centralisation, however, created problems for Ford in some strategic markets. In Brazil, the government, in a bid to arrest the decline of the Real, raised interest rates steeply in 1998. As customer spending slowed down, the local units failed to react fast enough to provide finance to customers. Ford had also centralised many product development activities. As a result, its designers seemed to have lost track of what customers in Europe wanted. In response to these problems, new CEO Jacques Nasser has announced that he will give local managers more power to shape local brands and frame marketing strategies. Ford sources explain that local autonomy has become especially important in Europe where the company’s market share has slid from 11.7% in 1994 to 9.3% in 1999.

ABB is yet another example of an organisation which has shown the ability to change with the times. Under Barnevik, ABB had a complex matrix structure in which companies reported to a country head as well as the headquarters. His successor, Goran Lindahl dismantled the structure to a great extent, leaving the country managers responsible only for environment scanning. By simplifying the chain of command, ABB feels it can speed up decision making. Lindahl* has justified his move: “In most countries where we have customers, we now have local expertise. We have local brainpower that can look after the added value.  So we don’t need to have an extra management layer……… Whenever you find a cost element that is not necessary to the business, you must take it out.” 

Conclusion:

Globalisation is a way for companies to generate new growth opportunities and strengthen their competitive position.  Yet, many global companies have found it difficult to integrate their far-flung business units.  In other words, while globalisation offers scope for realising tremendous benefits, there is an equal possibility of heavy damage if it is handled wrongly.   Companies need to examine carefully the various opportunities, which can be tapped through globalisation. The potential benefits should neither be exaggerated nor underestimated.  To simplify matters, companies should minimise the number of cross border processes, at least to start with.  
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Industry Week, November 15, 1999.





      Figure

TNCs:  A framework for understanding the key dimension








There is no standard recipe for success. For example, it may be simplistic to assume that by putting in place an elaborate matrix1 organisational structure, global capabilities can be leveraged.  An organisational structure can be effective only when it sits on top of sound management processes. Global companies also need to have mechanisms to establish a linkage between strategy and operations. These include detailed operating guidelines and necessary supporting systems.  A BCG2 report has put it eloquently: " The most successful global companies are discovering how to acquire and maintain their competitive edge by focussing their integration efforts around a few key business processes that matter strategically.  This requires a strategy, because not every process can (or should) cross borders and not every cross border process can provide an advantage.  They also take a disciplined approach to spot and calibrate process opportunities.  Decisions about structure, which often take place in isolation, follow from a design concept for the key cross border processes."  
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Mark F Blaxill and Xavier Mosquet, “Avoiding the globalization discount”, 

The Boston Consulting Group, 1994, www. bcg.com
Case 4.1 : The evolution of a global organisation - Telefonica*

Introduction 

Telefonica SA of Spain has emerged as one of the leading players in the global telecom services business.  In 1999, Telefonica recorded a turnover of $ 24.49 billion and a net income of $ 1.93 billion, making it Spain’s largest MNC. Telefonica has nearly a million shareholders and its shares are listed on the Madrid, Barcelona, London, Paris, Frankfurt, New York and Lima stock exchanges. In 1999, Telefonica earned approximately 26% of its revenues outside Spain. 

TABLE – I 

          December


     1999

  1998

(Figures in Thousands)

Lines in service
             

  40,199

36,790

In Spain            

   19,226

18,205

             In other countries
  
   20,972

18,585

Cellular customers

   19,582

10,514

In Spain

   
     9,052

  4,894


In other countries
  
   10,530

  5,620

Pay TV customers

      2490

   2370

 
In Spain 

        440

     282

 
In other countries 
      2050

   2088


Source: Telefonica website, www. telefonica.com

Telefonica is an interesting example of how a primarily national outfit based in a relatively less developed country can aggressively expand its international presence. Historically, a government enterprise, Telefonica became a private sector outfit in 1997, when the government sold its remaining 21% stake.  Since then, the company has made rapid strides in its efforts to expand internationally, although in specific geographic regions. Telefonica’s remarkable success in recent times, has encouraged it to think big and launch global promotional campaigns in a fairly aggressive manner. In particular, it has been actively looking at sports sponsorships, becoming the first telecommunications company to back a Formula I team, in 1999. Telefonica feels that a strong global brand image will enable it to hold together its widely dispersed operations in important markets. The recent ===================================================================
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This case draws heavily from the article by Richard Tomlinson, “Dialing in 

on Latin America”, Fortune, October 25, 1999, pp 91-93

takeover of the Internet search engine company, Lycos is an indication of Telefonica’s aggressive approach to globalisation.

Background Note

Established in the early 1920s, Telefonica, was nationalised by the Spanish Government in 1945.  The company introduced long distance service in 1960, satellite communications in 1967 and international service in 1971.

Table II

Telefonica: Summarised Profit & Loss Account

(figures in $ Million) 


December 1999
December 1998
December 1997

Sales
23,168
20,476
15,601

Gross Profit
12,208
11,740
7,314

Net Income
1,821
1,533
1,255

Net Profit Margin (%)
7.9
7.5
8.0


Source: Telefonica website, www. telefonica.com

In the early 1980s, the Spanish telecommunications market was characterised by a shortage of telephone lines, long waiting lists for new connections and poor quality of service.  It was only in the late 1980s that Telefonica  embarked upon a major investment program to correct the situation.  Telefonica also realised the need to respond to fast changing technology and increasing competition due to deregulation.  The company decided to expand abroad and enter new areas of business such as data services, mobile telephone services, satellite communications and other value added services. 


In 1990, Telefonica purchased a minority stake in Compania de Telefonos de Chile.  Subsequently, a Telefonica led consortium won a bid to manage the southern half of Entel, Argentina’s state owned phone system.  Telefonica also acquired a majority stake in state owned Telefonica del peru.  In 1994, the Spanish government announced that it would meet the European Union’s 1998 deadline for opening telecom markets and allowed Telefonica to enter new businesses. In 1997, when competition arrived in Spain, Telefonica was quick to revamp its corporate structure and reduce manpower. By 1994, Telefonica had succeeded in eliminating the waiting list, digitalized several telephone lines, decreased line failures and significantly improved the quality of service.  It had also established a strong presence in countries such as Chile, Argentina, Peru, Venezuela, Puerto Rico, Portugal, Colombia and Romania.    

Global Expansion

Telefonica’s efforts to globalise gathered momentum under CEO Juan Villalonga, who had worked with McKinsey & Co in the US and Europe and with Credit Suisse First Boston in Spain. Under Villalonga, Telefonica took several initiatives to strengthen its competitive position. The company reduced manpower strength, increased its commitment to e-business and began an aggressive international thrust. Viallalonga set the goal of making Telefonica one of the world’s top five telecom companies in the next few years. 


The distinctive feature of Telefonica’s international expansion seems to be a sharp and almost exclusive focus on Latin America, a region which shares several cultural similarities with Spain. The company does not have a presence worth mentioning either in North America or Asia. In Europe, overseas operations have, till recently, been restricted to Portugal, Austria and Italy.

Telefonica has a significant presence in Brazil, Latin America’s largest country. The company operates the main fixed line in Sao Paulo, the leading cell phone business in Rio de Jeneiro and is also the principal carrier in the state of Rio Grande do Sul. In another strategically important Latin American market, Argentina, it has a 51% stake in the venture which provides telecom services to the financial district of Buenos Aires. Telefonica’s presence also extends to Chile and several other Latin American countries. Fortune magazine* has reported:  “The company’s rollout there (Latin America) is unmatched by any Spanish Venture since the 16th century, when the Conquistadors sailed forth to serve God and the king and get rich.”

Telefonica seems to have managed quite shrewdly, its entry into Latin America. To start with, the company carefully selected a number of local partners, well connected to government officials. These contacts stood the company in good stead when the process of deregulation of Latin American telecom markets accelerated in the mid 1990s. To strengthen its competitive position, Telefonica has also announced plans to lay an undersea optic fibre cable which will connect Florida, in southern USA with many countries in Latin America. Telefonica has also been offering technological and managerial expertise to countries in the region. In the first half of 1999, Telefonica collected fees amounting to $73 million for providing know-how to local telecom companies. 


So far, Telefonica’s financial performance in Latin America has not been satisfactory. Due to the economic downturn in the key markets of Brazil and Argentina in the late 1990s, revenue growth has slowed down while ===================================================================
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expenses have increased. Telefonica, feels these setbacks are only temporary and hopes to generate substantial profits in the long run. One particular factor which provides cause for optimism is the performance of its Internet business. According to International Data Corporation, e-commerce spending, which was less than $167 million in 1998 is likely to jump to $ 8 billion by the end of 2003 in the region.

Table II

Telefonica: Products / operations 

(Sales  in 1998) 


$ Million
% of Total

Basic Telephony
9,813
41

International Communications
7,180
30

Mobile Services
3,351
14

Data transmission
957
4

Public Telephony
718
3

Others
1,915
8

Adjustments
(3,458)
-

Total
20,476
100



Source: Telefonica website, www. telefonica.com

Villalonga* has taken the phenomenon of convergence very seriously and continued with his game plan of acquiring Internet service providers and portals. In March 2000, Telefonica acquired one of Europe’s biggest media companies, Endomol Entertainment Holding of the Netherlands. Today, Telefonica’s international network has become so valuable that bigger players like Deutsche Telecom and British Telecom view it as a potential acquisition. As a pre-emptive measure, Telefonica began merger talks with Royal KPN, the Dutch national Phone Company in May, 2000. These talks, however, failed.

Internet initiatives

Among Telefonica’s various divisions, the most aggressive in terms of globalisation has been its Internet subsidiary, Terra Networks, which has entered Miami and New York with English and Spanish portals. The subsidiary’s IPO of $600 million in November, 1999 transformed it into Europe’s largest net company. Today, Terra’s market capitalisation is about
$19 billion. Terra has acquired ISPs in Chile, Peru, Guatemala, Brazil and Mexico. Its Mexican operations generated 37% of its global revenues during 1999 with Spain accounting for only 15% of the revenues during the year. 

====================================================================
*
Villalonga resigned in mid 2000, following major differences with the 


Spanish Government,


In May 2000, Terra announced that it would take over the portal company, Lycos in a $12.5 billion deal.  The new company, Terra Lycos, will have an estimated 40 million users per month in some 30 countries, generating annual revenues of about $500 million. The deal has been accompanied by an agreement between the German media group, Bertelsmann and Telefonica to develop services in e-commerce and download media content from the Terra Lycos platform. Bertelsmann will also retain its 50% stake in Lycos Europe. Telefonica officials explain that Lycos’ position in the US will complement Terra’s strength in Spain and Latin America. This will help Terra Lycos to attract global advertisers. Lycos’ powerful search engine will help Terra hold on to its Internet access customers once they are online, while the deal with Bertelsmann will provide valuable content. Notwithstanding these synergies, some analysts feel that there is little overlap between Lycos’ English and Terra’s Spanish language operations. As a result, opportunities for cost cutting may be limited. Other analysts feel that the cultural integration of the two companies will be a major challenge. As soon as the merger was announced, Telefonica’s share prices dropped, over concerns about the price of the transaction, which valued Lycos at an 80% premium over its previous weekend closing price. 

Case 4.2  : Globalisation pays off for Valeo

Introduction

French company Valeo SA is one of the global leaders in the auto parts business. In 1999, Valeo recorded a sales turnover of Euro 7.717 billion and a net income of Euro 563 million. The company employs some 50,000 people in 20 countries. Few would have imagined about 10 years back that Valeo would emerge as such a formidable player in the global auto components industry. 


Valeo has identified three major competencies around which it plans to expand its business in the coming years: 

· Electric / Electronics, which includes electronics / lighting systems, wiper systems, electric motors, access and security systems, alternators and starters.

· Thermal which consists of engine cooling and climate control activities. 

· Transmissions, which include clutches, transmissions and friction materials.  

Globalisation has played a vital role in the company’s growth in recent times. Starting with the mid 1980s, Valeo has been setting up plants close to the geographically dispersed facilities of global automakers. Valeo has set up 11 national directorates in Europe, Asia, North and South America to manage its global operations. It has also built a strong after sales service network for providing replacement parts and customer support in some 80 countries. 

Background Note

The origin of Valeo goes back to 1910, when an Englishman, Herbert Frood, introduced an asbestos shoe brake for automobiles.  Frood, later sold the business to a Frenchman, Eugene Buisson.  The business expanded over the years through various acquisitions into overseas markets in Europe, Asia and South America and into new product segments such as automotive heating systems, lighting systems, electronics and transmissions.  In 1980, the name Valeo was coined.  In the early 1980s, Valeo diversified into various unrelated businesses.  Soon, the company started making losses.


Valeo seemed to be in big trouble in 1987. In particular, its confinement to a small region was a  major handicap in a rapidly globalising industry. The new CEO, Noel Goutard faced the challenge of reviving Valeo’s competitiveness. Later, Goutard recalled*: “Valeo had been losing money for three years and was in bad shape. It didn’t have a strategy. They thought to ====================================================================
*
Business Week, October 29,1998.  Goutard was succeeded by Andre


Navarri in mid 2000.

diversify away from auto parts.……..If you walk down the corridors or through factories, you see a company has a heart and mind of its own. If you read it well, you can see where its real talents are. Valeo was a company with a depth of expertise about automobile parts manufacturing.”


Goutard began efforts to sharpen Valeo’s focus by selling off non-core operations. He also gave a new thrust to cost reduction, new product development and quality improvement programs. The huge headquarters was trimmed and bureaucrats sent to decentralised divisions and profit centres. More importantly, Goutard understood the importance of expanding the company’s global reach to take on larger players like Delphi, Visteon, Robert Bosch and Denso. The company began to acquire plants in strategic markets.   In spite of the recession in Europe, Valeo expanded aggressively in Europe, setting up 80 plants and research centres in 17 countries by 1994. It acquired the German automotive electronics company, Borg Instruments, in 1994. Valeo had also set up five joint ventures in China by the mid 1990s. In 1998, Valeo spent $1.7 billion to buy ITT Electrical Systems to strengthen its presence in North America. In early 2000, Valeo, announced that it was acquiring Nissan’s 20% equity stake in Japanese car lighting maker, Ichiko Industries.

As Valeo acquired new companies, integration became a major issue. The company prescribed a common set of procedures with respect to  personnel, suppliers, quality and lean production. These procedures were implemented in a disciplined manner throughout the Valeo system. Valeo has now developed a standardised architecture, décor and work organisation that it uses for new plants, and to the extent possible, at existing plants throughout the world. Goutard* says with obvious pride: “If we were to take a customer and put him down in one of our plants, he couldn’t tell if he was in South America or central Europe but he would know he was in a Valeo plant.” 


By the late 1990s, Valeo had emerged as one of the leading players in the industry, on par with Delphi, Visteon, Robert Bosch and Denso. In 1998, Valeo sold about $7 billion worth of electric motors, windshield wiper systems, lighting and security systems, climate control assemblies and other components to companies such as GM, Daimler Chrysler and Renault. Valeo’s pretax operating margin of 7.1% during 1998 was also highly creditable.

====================================================================
*
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1999.

TABLE – I 

Valeo: Spread of Operations

Europe 
Asia        North America     South  America

No: of 

manufacturing      69

12

19

15

facilities 

No: of R&D

centres 

 29

  1

  9

  1

No: of 

employees
34,700
             2700
           12,200

2,100



Source: Valeo website, www. valeo.com

TABLE – II 

Valeo: Spread of Sales



(Sales in Euro Million)

Region



1999

1998

1997

France 



1600

1600

1520

Other European Countries 

3160 

2610

2310

North America 


2400

1290

  740

South America


  220

  320

  390

Other Countries


  320

  199

  219


Consolidated 


7700

6019

5179


Source: Valeo website, www. valeo.com

In recent times, Valeo has been attempting to cut costs, by moving production out of Western Europe into regions such as Central Europe and Mexico.  Valeo has also announced that it will eliminate 6000 jobs.

Lessons from Valeo

Valeo’s experience shows that with a high degree of commitment, even small companies, primarily regional in their outlook, can globalise rapidly. It also indicates that companies are often at their best when under pressure. A third lesson which we can draw from Valeo is that strong leadership is critical to any attempts to globalise. Valeo has been fortunate in having a leader like Goutard, whose mature leadership comes through clearly in one of his interviews*: “Transforming a company is an absolute in management. You have to set unreachable goals. The culture has to evolve constantly – every six months I give plants and divisions a new project to excite them. It’s extremely difficult to change a company. Companies are immobile by nature. You have to communicate enormously to excite.... You have to understand how to take ordinary people with their own personal concerns and make them a unified company moving forward in a tough environment. The pressure (from inside) should be not too brutal. The pressure should come from the market. People should out perform because they take pride in the company.”
====================================================================
*
Business Week, October 29,1998.

Case 4.3 : Evolution of a global organisation - The Bata Shoe Organisation

Introduction 

While theoretical frameworks have been used to explain the process of globalisation, circumstances play an important role in shaping this process. Nothing illustrates this point better than the experience of Toronto (Canada), headquartered Bata Shoe Organisation (Bata). After starting off in a humble way in Czechoslovakia, Bata is today the leading shoemaker for the mass markets in many countries. Bata has operations in 69 countries, with over 52,000 employees and 5,000 retail stores. 

Background Note 

The Bata Shoe organisation was set up in 1894 in the town of Ziln, Czechoslovakia.  Founder Thomas Bata wanted his company to emerge as a low cost, yet, quality shoe maker, with the capability to supply shoes to people all over the world. In its early days, Bata was content with its huge domestic market within the erstwhile  Austro Hungarian empire. The break up of the empire in 1918, however, brought about a fundamental transformation of the business scenario. As individual countries went into a protectionist mode, Bata found its operations were becoming seriously constrained. Being a Czech company, Bata could not open retail stores in Hungary and Austria. In countries like Switzerland, high tariffs were imposed. As business dwindled, Bata felt a compelling need to internationalise its operations.

Bata decided to build factories in strategically important markets where it had already established a significant market share. The company set up factories in Croatia, Holland, Germany, France, Switzerland and the UK. These local units operated with substantial autonomy. The founder’s vision, that the business was to be considered a public trust, run efficiently and not merely as a source of personal profit, guided and inspired the individual units.

 Circumstances played a major role in shaping Bata’s fortunes. Apprehending the possibility of being attacked by the Nazis, Bata decided to shift its operations to Canada. 250 employees and their families, 1000 machines and raw materials needed to produce 100,000 pairs of shoes were transported from Czechoslovakia to Canada. The move came just before the Nazis attacked Ziln.

During World War II, Bata faced several production bottlenecks, as the Japanese army spread its tentacles to many South East Asian countries. Operations in Africa and Latin America were also affected. Through a combination of ingenuity and local outsourcing, Bata somehow kept filling its stores with shoes. 

After the war, many of Bata’s properties in Europe were confiscated by the communist governments, which came to power. Only in a few countries like Switzerland and the UK, did Bata manage to retain its production bases. Operations in Asia were severely disrupted except for a few countries like India. Emerging from the war, Bata embarked on a new phase of globalisation.  A temporary world headquarters was set up in London to rebuild the organization and the Bata International Centre was established in Toronto, Canada.

TABLE

Bata: Leading brands
          Name 


                   Positioning 

Bubblegummers                      Children’s footwear, clothing and accessories; focus on

                                                comfort,  durability and fun.

Industrials                               Industrial footwear, clothing and socks; focus on safety.

Marie Claire                           Women’s fashion footwear and accessories; focus on

                                                fashion conscious urban women.

North Star                               Leisure footwear; focused on tastes of North American

                                                teenagers.

         Power 
Positioned as both athletic and casual footwear; superior design and construction using cutting edge technology.

Sandak 
Affordable, comfortable footwear, positioned as a value for money product.

Hawaienas 
Comfortable, affordable, beach and leisure thongs. 

Weinbrenner
Outdoor lifestyle footwear, rugged, durable, casual, comfortable, waterproof.



Source: Bata website, www. bata.com

Bata began to encourage its employees to go out to establish shoe manufacturing and sales organisations in different parts of the world. Thomas J Bata recalled*: “We had a new aspiration – to be shoemaker to the world, not just shoe traders. So we started building lots of little organisations around the world. One group went off to Bolivia and started a factory; another one in Peru and so on.”

====================================================================
*
The McKinsey Quarterly, 1994, Number 2

As Bata expanded internationally, it centralised the finance function. Day to day operational responsibilities were largely left to the local units. Bata also began to realise the need for putting in place mechanisms to transmit both knowledge and shared values. The company set up institutes in Europe to teach management practices. Managers from different parts of the world got to know each other when they came to attend training programs. 

In recent times, Bata’s focus has been on India and the Asia Pacific. Bata has announced that it will further expand operations in India. It also has major plans for China, Indonesia, Malaysia and Vietnam.

Global integration

As its network has expanded across the globe, Bata has been looking for opportunities to standardize and cut costs. Since Bata plants consume huge amounts of staple raw materials such as P.V.C, the company has been coordinating purchase activities to get bulk discounts. Bata plants worldwide are subject to the same quality control, health and safety standards. Knowledge sharing has also been identified as a critical area.  Bata uses intranet links, newsletters and seminars to disseminate information about innovations and best practices across its worldwide system. With the creation of tariff free zones in different parts of the word, Bata has also been exploring possibilities for synchronization of operations in these regions. Bata considers its internal design capability to be one of its major strengths. Its product development centres in Italy and Canada handle global projects and assist regional development teams in customising products for local markets. The global teams keep track of fashion, colour and fabric trends across the world. 


Bata executives refer to their attempts to balance centralisation and delegation as the local-global approach.  As they explain*: “Creativity and initiative within operating companies enable them to identify independently how they can best serve their own markets on a day to day basis.  The international management team and core competency experts provide a framework for regional and international synergies, including the sharing of information, deployment and efficient use of resources, marketing, branding strategies and training programs.”

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

*
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Case 4.4 :  The globalization of American e-Business Companies

Introduction

The attempts to expand overseas by American e-business companies offer useful insights.  For the leading Internet companies in the US, the first stop on their globalisation journey has been typically western Europe, a market which is comparable to the US in size, with a good telecommunications infrastructure and high Internet penetration. Europe is also the leader in Wireless Application Protocol (WAP), where companies such as Nokia have been creating waves.  However, there are problems to be addressed, such as cultural differences across countries and lower credit card penetration, which is a stumbling block for online payments.  


 Japan comes next to Europe in terms of infrastructure and P.C penetration.  Even though  Japan lags behind many western nations in PC usage, the country's rich tradition of making consumer electronics appliances has resulted in a 'wired'  culture, with a proliferation of Internet access devices such as cell phones.  Like in Europe, credit card usage lags behind in Japan.  Besides, an unwieldy transportation system and a relatively inefficient distribution infrastructure make order fulfilment  a complicated issue. Japan may, however, reap the benefits of the Internet more than any other developed country.  One of Japan's biggest problems has been its notoriously inefficient distribution system. Many suppliers and retailers are tied to manufacturers through cross holdings.  Manufacturers exert a lot of pricing control and pass on the costs associated with distribution inefficiencies to customers. For Japanese consumers, the Net will be a big boon, as it will give them information that will facilitate price comparison. E-business companies are therefore taking the potential of the Japanese market seriously.


Latin America and Asia, other than Japan are obvious laggards in e-commerce.  In some strategically important markets, however, low penetration and huge population have created mouth-watering opportunities. These include India, Brazil and China.  Most e-business companies have big plans for these markets.  India, in particular, has seen a lot of action in recent times.


In general, e-businesses can globalise, by following one of two approaches: expansion and consolidation in a given region before moving on to other regions or simultaneous expansion across the world.  In the first category, we have companies like Amazon and eBay and in the second, we have the example of Yahoo! Regional consolidation becomes important when supply chain management is a critical success factor.  This is definitely the case for Amazon, which needs logistics centres to ensure efficient order fulfillment in different regions.  Rapid expansion at different locations in one go may be difficult due to resource constraints.  On the other hand, for a portal such as Yahoo! where order execution is not involved, establishing a worldwide presence in quick time is not only easier, but may also be necessary as a pre emptive strategy.  


In this case, we examine the efforts to globalize by Amazon, eBay and Yahoo!
Amazon

Consider the most famous Internet company in the world, Amazon.Com.  In 1999, overseas sales accounted for 22% of Amazon's revenues.  Amazon entered Europe in 1998, acquiring Book Pages Ltd., in the UK and Tele book in Germany.  Amazon renamed these companies as www. amazon.co. uk  and www. amazon.de.  The e-tailer  decided to use its existing infrastructure in the US to manage various activities relating to its web sites in Europe - order management, cash and credit card processing and shipping.  It also retained the same logo and trademark.  Amazon, however, took the help of local people to customise content such as reviews and expert opinions.  The German site, for instance, offers content in the local language with an option to switch over to the Swiss language, and prominently displays American and British music titles,  in line with the preferences of local customers.   On the other hand, the home page of its British website displays popular British titles and music charts.  The film video section contains UK's top rated films.  Amazon has set up local warehouses in both the countries. 

E Bay

The world's most famous online auction company, eBay had 200,000 registered users in some 90 countries other than the US at the end of 1999.  EBay operates six different web sites, www. ebay.com (US), www. ebay.co.uk (UK), ebay. com. au (Australia), www. ebay.de (Germany), www. ebayjapan.co.jp (Japan) and paged. ca-ebay.com (Canada).  eBay  entered the German market by acquiring alando. de.ag, a German trading service.  In the UK,  the company's presence has mainly been built with local management and by gaining awareness through participation in local events like toy and doll exhibitions.  In the case of Australia, New Zealand and Japan,  eBay has preferred the joint venture route to make a quick entry. eBay hosted its Australian site on October 22, 1999.  This site allows eBay users to trade in local currency (Australian Dollars).  The web page also enables them to locate easily, items not available in their own country, and trade with people from other parts of the world.  A country specific page has helped eBay in providing local content.  


Ebay launched its Japanese website in February 2000, offering a 30 percent stake in the joint venture to NEC.  As part of the deal, NEC agreed to place an eBay button on the screen of  its PCs.  Ebay began to market itself through an ISP, Biglobe, with a customer base of 2.85 million.  A major worry for eBay has been the absence of a credit card culture in Japan. To overcome the problem, eBay has continued to look for financial partners having large networks and experience in handling payments in Japan.   


Ebay's Canadian site - pages. ca.ebay.com - allows traders to settle transactions in Canadian dollars.  The company can avoid customs procedures altogether if both buyers and sellers happen to be in Canada. 


Ebay has faced various challenges in its efforts to globalise. To cope with international trade barriers, the company has to offer custom clearing assistance.  Ebay has also struggled in Europe where local competitors are well ahead. The auctioneer has not been able to price its transactions in European currency and is still to install software to calculate European Value Added Tax.  However, eBay remains confident, that, given time, it can compete effectively in the European market.

Yahoo!

One of the world's most famous dotcom companies, Yahoo!  has made coordinated attempts to expand globally in the past four years.  The company's first overseas site in Japan was launched in April 1996.  Between September 1996 and October 1996, Yahoo! added sites in the UK, France and Germany. By 2000, it was running eight region specific websites in Europe.  Yahoo! is strong in the UK, France and Germany, but is relatively weak in Scandinavian countries where there are heavily entrenched local players such as Scandinavia Online.  In May 2000, Yahoo! had some 120 million unique users worldwide, about 20 million of whom were in Europe.


Yahoo! has been quite choosy about the markets it wants to enter. The company has not ventured into Russia and many parts of Eastern Europe owing to the limited potential for generating advertisement revenues. Yahoo! has  also decided to cover Belgium from France and Austria out of Germany.  In spite of this caution, Yahoo! seems to have misjudged the potential in Sweden, where it has faced stiff competition from local players.  


Yahoo! has attempted to retain the look and feel of its US web site in other regions but taken care to customize by providing country specific content.  The company has 350 content partnerships across Europe.  Yahoo! decided against tie ups with US based e-business companies, for the European market. According to Fabiola Arrendondo, managing director of Yahoo! Europe* since 1997, "There was a clear need for good customer experience.  We wanted local experience and most US e-commerce companies didn't have local fulfillment.  Our principal aim was to build locally relevant services.  We wanted local advertising, content and e-commerce brand names that the users could recognize."


Most European countries have metered phone access.  Yahoo! decided to offer free Internet access through  British Telecom in October, 1998.  Free access has subsequently been extended to other countries.   
While Yahoo! has a strong presence in Europe, areas of concern remain.  Yahoo! has not gone far enough in signing wireless and broadband deals.  Threats from big European media and telecom companies remain. Notwithstanding these problems. Yahoo! executives remain confident about the company’s ability to expand its international presence.

====================================================================
*
See Business 2.0 article, “The world’s local yoke!” May 1, 2000,


www. business2.com 
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SONY: Evolution of a global company*


Some of the most famous global companies today, were quite cautious during their early days of overseas expansion. Sony cofounder Akio Morita firmly believed that an overseas market had to be first understood carefully and a marketing network put in place before making heavy investments. Morita was particularly careful in the US market: “I always had an eye on producing in the United States, but I felt that we should do it only when we had a really big market, knew how to sell in it and could service what we sold. … That time came in 1971.” Around this time, setting up a factory became a matter of compulsion rather than choice, as Sony found its shipping costs increasing. Morita identified other advantages in an offshore plant: “We could fine tune production depending on the market trends and we could more easily adapt our designs to market needs in a hurry.”  Sony started with an assembly operation, fed with components shipped from Japan. Later, Sony decided to source many of its components within the US, except for some critical components such as electron gun and some special integrated circuits. 


While Sony’s globalisation proceeded in a cautious manner, the company was not found lacking in terms of vision. When it started marketing its transistors in the US in the mid 1950s, one retailer, Bulova offered to buy 100,000 units but insisted that they should be sold under the Bulova brand name. Even though Sony’s headquarters initially favoured the acceptance of the order, Morita remained firmly against the idea. When Morita conveyed  his stand, Bulova insisted: “Our company name is a famous brand name that has taken over fifty years to establish. Nobody has ever heard of your brand name. Why not take advantage of ours?” Morita, remained steadfast in his views and refused to accept the order. His rejoinder to Bulova: “Fifty years ago, your brand name must have been just as unknown as our name is today. I am here with a new product, and I am taking the first step for the next fifty years of my company. Fifty years from now I promise you that our name will be just as famous as your company name is today.”
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Contestability: The true test of globalisation


Contestability, the ability to enter and compete in new markets, separates the men from the boys in global business. Nothing illustrates the point better than the experience of Pepsi in the late 1990s. In September 1996, Pepsico announced that it would write off more than $500 million as part of its efforts to put the ailing Pepsi Cola International back on track. It also announced a drastic change in strategy concentrating on markets where it could prosper alongside Coca-Cola rather than trying to defeat it. 


Analysts, felt that Pepsi was abandoning or shrinking back in certain markets and using its resources in those markets where it had a chance to generate economies of scale and market share to compete with Coca Cola.  In 1997, Pepsi closed down its operations in South Africa, due to its weak competitive position in that country. The company had a share of only 5% of the market against Coke’s 81%. Pepsi explained that in markets such as South Africa, where the business proposition was not sustainable, Pepsi would withdraw. 


	Compared to Coke, Pepsi remains weak in several international markets. Coke’s early mover advantages and staying power have given it a tremendous edge. In India, Coke’s operations are struggling and according to some analysts may not yield profits for another 18 years or so. Yet, Coke is firmly committed to this strategically important market. While Pepsi makes aggressive noises against Coke from time to time, Coke maintains a dignified silence. Coke executives in fact consider tap water rather than Pepsi to be their main competitor. 
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Balancing globalisation and localisation: Morgan Stanley in Europe1


Investment banker Morgan Stanley Dean Witter’s2 (Morgan Stanley) success in Europe indicates how global capabilities backed by a thorough understanding of the local markets can pay rich dividends. Till recently, investment banking activities in Europe were handled mostly by local outfits. The launch of the Euro and the consequent unification of Europe’s capital markets has changed the scenario dramatically. During 1999, the total value of mergers in Europe was more than $ 1 trillion. In this huge market which now rivals the US in size, Morgan Stanley’s expansion offers useful lessons in globalisation.


Morgan Stanley had been nurturing and developing its European client base right from the late 1970s. The investment banker used a combination of American expatriates and local executives to build deep roots in Europe. In some markets, where politicians were deeply suspicious of the American style of management, Morgan Stanley used local nationals to develop contacts. In France, for example,  it recruited Patrice Vial, a top finance ministry official in an earlier French government. In Scandinavia, the investment banker developed strong relationships with the influential Wallenberg family which has stakes in several companies in the region. 


While local contacts have played an important role in strengthening Morgan Stanley’s presence in Europe, they would have meant little without the company’s global resources and capabilities. When deregulation in Europe put pressure on companies to restructure and access overseas capital markets, European companies needed an investment banker with the capability to sell their securities around the world. Morgan Stanley neatly fitted into this role. Its expertise in mergers and acquisitions, capability to design new financial instruments and huge capital resources have inspired the confidence of several European companies. The investment banker has been giving advice to Hoechst in connection with its $ 50 billion merger with France’s Rhone Poulenc. It has also pioneered major securitisation deals for companies such as Canary Wharf. Morgan Stanley’s skills in distributing securities and managing stock offerings are now widely respected. The company has also demonstrated its proactive capabilities by championing the cause of a unified European capital market. It has been putting pressure on national stock exchanges to become more efficient and actively supported electronic exchanges such as Easdaq, Europe’s version of NASDAQ. 


Morgan Stanley, however, has still many concerns to address in Europe. It trails behind Goldman Sachs in Germany, Europe’s largest economy. A slowdown in the process of unification of Europe’s securities markets can hurt the company badly. The investment banker reportedly spends $ 1 million per hour to run its European operations. Any slowdown in growth will obviously pinch hard.
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