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Preface

OUR GLOBAL ENVIRONMENT

There is little doubt that the world is shrinking
by the day. As distances and obstacles to in-
ternational transactions diminish, producers and
consumers expand their horizons. Regardless of
the type of endeavor, the playing field is now
the globe.

Modern advances in communication tech-
nologies and in transportation have brought dis-
tant lands and events into nearly everyone’s field
of vision and within the scope of personal ex-
perience. National cultural achievements,
whether gastronomic, artistic, or literary, are
rapidly shared by a world eager to savor hu-
manity’s inventiveness and to complement tra-
ditional domestic choices. Scientific discoveries
spread widely at astonishing speed; often they
are replicated across the globe within weeks of
their first announcement. And no one can claim
that sporting events, except for a few esoteric
national pastimes, are any longer the domain of
any one nation. But it is perhaps in the field of
business that the transformation from a national
to a global environment has been most dramatic.

In the immediate postwar period the ratio of
world trade to world output (excluding the So-

viet bloc countries and China) was considerably
under 10 percent. By the late 1980s this ratio
had surpassed 20 percent. In manufactured goods,
world trade now represents more than 35 per-
cent of total output of industrial products. Trade
in minerals and agricultural products has also
risen dramatically since the early 1950s. Thus,
trade volume expanded at nearly 9 percent per
annum during the last quarter of a century, far
outpacing and significantly contributing to the
unprecedented economic growth the world has
experienced during this period.

Trade in so-called invisibles—tourism, the
myriad of services from engineering to telecom-
munications that are critical to any modern so-
ciety, dividend and financial flows, and other
international transfers—grew at an even faster
rate, to the point that they approached 50 per-
cent of the value of merchandise trade in 1988.
Led by the globalization of financial services
and markets, this component of world trade
promises to remain the fastest growing segment.
In fact, the liberalization of trade in services and
the international protection of intellectual prop-
erty rights are two subjects of critical impor-
tance to the current Uruguay Round of trade
negotiations under the auspices of the General

XV
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Agreement on Tariffs and Trade, which, if suc-
cessful, may stimulate faster growth for many
of the world’s economies.

International capital flows, both portfolio in-
vestments by individuals and institutions as well
as foreign direct investments (FDI) by corpo-
rations have also grown dramatically during the
postwar period. In recent years, their growth
has been accompanied by considerable diver-
sification in the sources and destinations of in-
vestment. For example, whereas corporations
based in the United States were responsible for
nearly 60 percent of the total stock of FDI as
recently as 1967, the rapid expansion of Euro-
pean and Japanese multinational corporations
had reduced this figure to less than 40 percent
by 1987. The United States, once the principal
source of international investment capital, has
become the major recipient. International in-
vestment activity in stocks, bonds, real estate,
and other assets now plays a central role in se-
curities markets, as greater integration of the
world’s major capital markets is driven by tech-
nological change. The recent frenzy of cross-
border mergers and acquisitions within Europe
and between Europe and the United States pro-
vides further evidence that the globalization of
capital markets goes hand in hand with events
in the real sector.

Yet, as direct investment continues to ex-
pand its organizational form and structure are
rapidly diversifying. Joint ventures, licensing
arrangements, as well as a multitude of non-
equity collaborative agreements appear to be
gaining ground relative to traditional investment
patterns in wholly owned subsidiaries, as new
companies and new countries enter the inter-
national arena. Partnerships and alliances rep-
resent one of the most dynamic dimensions of
the global business environment in the 1980s.

Finally, the speed of technological diffusion
has risen markedly since the early 1950s. Then,
less than 20 percent of U.S. innovations would
be transferred abroad within the first 3 years
following their introduction to the domestic
market. The figure today is closer to 65 percent.

Furthermore, although it used to be safe to pre-
dict an international life cycle that started in the
United States and moved first to Europe, then
to Japan, and eventually to the less developed
countries (with a gap of maybe 5 to 10 years
between each major stage), major innovations
today have equal probability of emanating from
any of the three major trading areas and are
almost instantaneously adopted by the others.
The rapid growth of Japanese and European firms
among the top earners of U.S. patents corro-
borates this trend. And yet, the growing inter-
dependence of world markets means that the
source of innovation and the location of pro-
duction are increasingly divorced both from each
other as well as from the location of demand.

One ignores these trends only at one’s peril.
Business executives need to understand the fac-
tors driving industries and firms to compete on
a global basis and to develop management strat-
egies and policies to deal with this reality. Al-
though the speed and degree of globalization
will vary by industry according to a variety of
technical and environmental factors, all modern
executives, in any field of specialization, must
incorporate knowledgeably a global perspective
in the execution of their tasks.

ORGANIZATION OF THE BOOK

We have written and designed this book to en-
rich the advanced student’s understanding of
business issues and problems encountered in
managing global corporations. The field of in-
ternational management encompasses a broad
range of skills and disciplines. Case studies rep-
resent ideal vehicles for integrating the various
perspectives needed to master typical interna-
tional business situations. The cases printed in
this volume reflect the authors’ belief that in-
ternational business is a cross-disciplinary field
that can only be mastered through the integra-
tion of various skills, functions, and disciplines.
The book is organized into ten parts with pri-
mary focus on individual areas of management
concern.



Part One: Defining a Global Competitive
Strategy

Part One of the book deals with the broader
environmental context of international busi-
ness. The cases in this part emphasize techno-
logical and political dimensions of the interna-
tional business environment. They also provide
insights into the process and dynamics of in-
dustry globalization and the unique competitive
interrelationships found in most industries sub-
ject to international competition.

Considerable debate and confusion surround
the questions of what constitutes a global in-
dustry and what may be termed global, multi-
national, international, or transnational (if we
accept the United Nations’ terminology) com-
panies. For our purposes, global industries are
characterized by fairly homogenous market de-
mand worldwide and exhibit minimum-scale re-
quirements that exceed the size of any single
national market. Global industry structures are
derived from an overwhelming economic im-
parative to amortize R&D costs, exploit econ-
omies of scale, or take advantage of other firm-
specific resources on a global basis. These in-
dustries (e.g., commercial aircraft or mainframe
computers) are typically but not exclusively
populated by global companies, that is, firms
which optimize their activities as if the world
were a single market, a definition rooted in their
organizational and operating logic and not on
industry association or international scope. In
contrast, we define multinational companies as
consisting of a loosely coupled network of na-
tional subsidiaries, enjoying varying degrees of
self-sufficiency. These firms can successfully in-
habit both global industries, where they pursue
strategies of raising domestic barriers to the en-
try of global competitors, or fragmented indus-
tries (e.g., processed foods or retail banking),
where they position themselves to compete
against purely domestic firms by emphasizing
certain advantages derived from their multi-
country operations. Finally, international com-
panies is a term we reserve to those mainly
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domestic companies which nonetheless partic-
ipate in the international economy through ex-
ports and a few nonintegrated subsidiaries, li-
censees, and agents.

The transition from fragmented to global eco-
nomic and technological conditions has char-
acterized this last quarter of a century for many
industries. How firms adapt or fail to accom-
modate to the new requirements of industries
undergoing such a transition is the thrust of these
first set of cases.

Case One (Tissot) serves as an excellent in-
troduction to the set of issues that will preoc-
cupy us throughout this collection. The elec-
tronic revolution has significantly altered the
nature of competition in the watch industry. The
case traces the results of this evolution from the
perspective of a firm which is caught between
the remnants of the traditional ‘‘craft’” which
made the Swiss industry world leaders for many
years and the mass production and worldwide
distribution strategies followed by the recent en-
trants from Japan and Hong Kong. Tissot’s
management must formulate a global strategy
consistent with the industry’s evolution
and company’s capabilities and previous
experience.

In Cases Two through Four, the Michelin tire
industry series takes us a step back in order to
allow for a longitudinal analysis of the process
of industry globalization. These cases permit
extensive analysis of individual competitors in
an industry experiencing rapid technological
change and global market integration. The cases
also address some public policy issues that often
play a central role in determining the conditions
for success in international business.

An additional industry analysis exercise is
focused on the construction machinery industry
in Case Five. The initial process of internation-
alization in this heavy manufacturing sector was
led by a U.S. firm, Caterpillar, and a second
wave of international activity was initiated by
Komatsu, a Japanese producer of heavy con-
struction equipment. The comprehensive note
on the industry provides an opportunity to con-
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duct a detailed analysis of industry economics,
cost structure, market conditions, principal
competitors, and a thorough environmental
analysis. Complete case studies of Caterpillar
and Komatsu in Case Six also permit a full anal-
ysis of the issues and options facing the two
principal global competitors in this industry, as
they move from an ‘‘international’’ to a more
‘‘global’’ strategy.

Case Seven (Heineken N.V.) is the last case
in this part and describes the historical growth
and development of a global company in a frag-
mented and domestically oriented industry.
Contrary to the other sectors analyzed above,
the economics of brewing do not call for exten-
sive globalization. Yet, the company has been
active in world markets for over a century. The
case focuses on a reassessment of Heineken’s
international strategy with a view to increase
the commitment of resources to fully owned
subsidiaries in major markets.

Part Two: Translating a Global Strategy
into Local Action

While Part One focuses on global forces shaping
industry environments, Part Two emphasizes
the local dimension of managing a global cor-
poration. Any global strategy still needs to be
implemented through local operations, and al-
though cold analytical reasoning may prevail in
arriving at a clear and logical world design, per-
sonalities, historical commitments, and individ-
ual emotions enter the decision as soon as the
specifics of a given proposal are on the table.
Cases Eight (Athenian Brewery S.A.) and Nine
(J. J. Murphy’s Brewery) exemplify two situa-
tions that put Heineken’s new international
strategy (discussed above) to the test and re-
quire it to be highly responsive to local condi-
tions. The Greek market is growing, and Hei-
neken’s 98-percent-owned affiliate needs to
expand its facilities. But its dominance of the
local market, its competitors’ lack of success,
and its relatively poor profitability present a
challenge in the face of a newly elected socialist
government. The opposite is the case in Ireland,

where Heineken’s licensee has just gone into
bankruptcy, and the company holds a weak po-
sition in the face of a strong international com-
petitor, Guinness. Here, however, local distrib-
utors and the government would welcome
Heineken’s involvement.

Two other case studies also focus on how
multinational firms operate in relating global
strategic considerations to local action in indi-
vidual host countries. In Case Ten, Southland
Bank and Trust Co. is a mid-size regional U.S.
bank, headquartered in Atlanta, whose ‘‘turn-
around”’ plan includes achieving a leading po-
sition in the international wholesale banking
segment. The case is focused from the perspec-
tive of its London branch manager, who must
translate these corporate objectives into a local
strategy in one of the most competitive banking
centers in the world. Case Eleven (The Amer-
ican Express Company in France) examines a
proposal for the company’s Traveler Cheques’
group to enter into a joint venture with three
leading French banks to issue French-franc-
denominated traveler cheques. The venture raises
many questions as to the structure of the ar-
rangement and its impact on Amex’s worldwide
operations of one of its most successful global
products.

Part Three: Market Entry and
Participation Policies

Corporations can participate in individual mar-
kets in a variety of ways. The firm may choose
to enter a market by engaging the services of
an agent or distributor, through a licensee, by
undertaking a variety of joint venture forms,
through acquisition, or by the formation of a
wholly owned subsidiary. The issues and frame-
works relevant to these decisions are the focus
of Part Three.

Case Twelve (Patho-Control, Inc.) focuses
on a small pharmaceutical venture only in its
second year of operations. The company is ap-
proached to set up distribution in Europe through
agents or a combination export management firm
and to undertake a licensing agreement in Col-



ombia. The management of the young company
must assess its various options and choose the
best strategy for expanding to foreign markets
in the face of limited resources and knowledge.
Case Thirteen (Copperweld Inc.) discusses a firm
that successfully introduced a new welded-tube
technology to the U.S. market in the 1960s, a
market which was approaching saturation. Early
export sales to Europe indicate that the same
substitution process might occur there, but mar-
ket and competitive conditions are very differ-
ent. A proposal is made to invest in a $40 million
facility to develop this market, but questions
arise concerning joint venture partners, the pos-
sible reaction of competitors, and the most ap-
propriate location.

Case Fourteen (Norman Machine Tool Com-
pany) provides a detailed analysis of a U.S. cor-
poration’s efforts to establish a joint venture in
the People’s Republic of China. Faced with se-
vere competitive pressures from Japanese and
European producers of machine tools, manage-
ment believes they need a low-cost offshore op-
eration to respond. The case describes Nor-
man’s negotiations with Chinese authorities over
a 2-year period aimed at establishing a joint ven-
ture with the leading Chinese producer of ma-
chine tools; the case documents some of the key
barriers and obstacles faced by firms attempting
to establish a presence in the PRC.

Part Four: Alliances, Mergers,
and Acquisitions

A topic of great current interest occupies Part
Four—the growth of a firm’s international ac-
tivities by collaborative alliances, mergers, and
acquisitions. Traditionally, joint ventures and
similar collaborations were undertaken by in-
ternational investors only when they had been
coerced by host country regulations, and these
collaborations were typically limited to agree-
ments with mostly silent partners in developing
countries. Since the late 1970s we have seen a
rash of collaborations and alliances between
partners of equal technical or market standing,
involving operations in the industrial countries.
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Similarly, market entry or expansion by acqui-
sition has been an increasingly favorite choice
for firms coping with the structural rationali-
zation that has accompanied the process of glob-
alization in many industries.

The cases in this part deal with information
technology and financial services, two indus-
tries that have undergone major technological
and competitive challenges in the last 20 years.
Case Fifteen (Italtel) examines the options fac-
ing the Italian Telephone Authority and its prin-
cipal equipment supplier in establishing rela-
tionships with potential sources of critical
technology as the industry shifts to digital
switching and transmission. The case also deals
with the choices of three major multinational
companies operating in Italy—ITT, LM
Ericsson, and GTE—as they too must decide
whether to join forces with Italtel or risk going
alone.

Cases Sixteen through Eighteen deal with the
relationship between AT&T and Olivetti in the
office automation industry and allow for a sim-
ulation of how to structure an international al-
liance in a complex and rapidly evolving com-
petitive environment. Newly deregulated AT&T
is transforming itself from a domestic monopoly
to a competitive, high-tech company free to move
into new world markets. It plans to enter the
information processing field through the auto-
mated office equipment sector and to challenge
IBM and the Japanese in the process. Olivetti
has undergone a dramatic turnaround in office
equipment and automation. Its U.S. position is
still weak, however, and it lacks the capital
strength to expand significantly there. The in-
dustry note (Case Eighteen) provides back-
ground data on markets, competitors, and
technologies.

Case Nineteen (Midland Bank PLC) de-
scribes the early process of internationalization
at Midland Bank through a series of acquisi-
tions, the establishment of branches and affili-
ates in foreign countries, and a major interna-
tional collaborative venture. By the late 1970s,
Midland has changed its strategy to include
greater direct participation in world financial
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markets under its own name. This leads to var-
ious attempts to enter the U.S. market and to
a bid to acquire Crocker National Corporation
in 1980. By 1982, as major management changes
affect the upper echelons of the bank, Midland
still faces the issue of how best to integrate
Crocker in a global strategy.

Part Five: Managing Political Risks
at Home and Abroad

Assessing and managing the political environ-
ment is an integral part of the job of any senior
international manager. Political constraints often
make the best economic strategy unfeasible.
Compromises which call for suboptimal eco-
nomic performance may yield unexpected ben-
efits in the form of political patronage, privi-
leged access to markets, or procurement
opportunities. But these advantages may be short-
lived, requiring difficult trade-offs on the part
of management. And when difficult political de-
cisions cannot be postponed or avoided, the task
of managing the possible negative fallout is crit-
ically important.

Part Five addresses the issue of political risk
at home and abroad. Case Twenty in this series
deals with the home environment and analyzes
General Electric’s decision to develop a ration-
alized production system for its world electric
iron business. The case addresses how the cor-
poration managed the political dimensions of
this decision, specifically in California, while
shifting to a new manufacturing configuration.

Case Twenty-One [Honeywell in France (A)]
addresses the Honeywell Corporation’s rela-
tionship with the public sector in France at a
critical juncture. Following the electoral victory
of the Socialist party in May 1981, Honeywell’s
partners in CII-Honeywell Bull, the main French
computer manufacturer, were subject to nation-
alization. Honeywell’s role in the joint venture
was apt to change, and managing the relation-
ship with its French partners would require sig-
nificant political skills in the future.

Case Twenty-Two (Houston Machinery Inc.)
deals with a U.S. corporation’s attempt to es-

tablish a joint venture in Mexico. The joint ven-
ture requires the approval of a state-owned cor-
poration and a government ministry. The
management of Houston Machinery Inc. must
structure the venture so that it is viewed at-
tractively in the political arena in Mexico.

Part Six: Managing the International
Marketing Function

Among the most critical issues facing any man-
ager with global marketing responsibilities are
the selection of markets which the firm will enter
and the extent to which product positioning and
marketing strategies need to be adapted to local
circumstances. In fact, the debate on the rela-
tive advantages of standardization versus ad-
aptation has been at the core of the international
marketing literature for nearly 20 years. Related
to these issues, and often defining the choices,
is how the internatinal marketing function is
structured to balance these twin objectives of
uniformity across markets and résponsiveness
to the idiosyncracies of domestic consumers.
Case Twenty-Three (General Electric Pro-
grammable Controllers) presents a situation in
which a new business unit is attempting to de-
velop a global marketing strategy for the intro-
duction of a high-technology product. The com-
pany needs to develop a set of criteria and a
process for assigning priorities to markets and
for selecting entry strategies in each market so
as to achieve the company’s objective to be-
come a global leader in this emergent industry.
Case Twenty-Four deals with Procter &
Gamble Europe’s decision to launch a new
product, Vizir, in the European detergent mar-
ket. The company’s past success has been
achieved through a number of national subsid-
iaries with strong local management and re-
sponsive to national differences in consumer
habits and market structures. In June 1981, as
P&G’s German affiliate prepares to launch Vizir
in its local market, questions arise as to whether
a Europe-wide product roll-out would not be
preferable, and, if so, should the company stan-
dardize its product formulation, packaging, ad-



vertising, and promotion. Case Twenty-Five
[Kolbe Coloured Chemical Division (A)] pre-
sents a vehicle for analyzing international mar-
keting coordination issues in an industrial prod-
uct setting. The newly appointed divisional
marketing manager with worldwide responsi-
bilities must build a global segmentation and
positioning strategy for the division’s products
and then sell it to its fairly autonomous oper-
ating units around the world.

Part Seven: Managing the International
Financial/Control Function

Part Seven treats the proper role of the financial
and controller’s functions in the strategic man-
agement of international operations. These
functions are often viewed as discrete, stand-
alone activities with their own specific skills and
expertise. Our emphasis is instead on the link-
ages between the finance and control functions
and general international management issues.

In Case Twenty-Six, the Argentine subsidi-
ary of Gillette Corporation requires a major cap-
ital expansion to finance the introduction of the
Trac II shaving system in the local market. The
corporate treasurer’s office must help in eval-
uating the attractiveness of the investment and,
if the investment is approved, help arrange the
necessary financing in a highly inflationary en-
vironment. The case develops the role of the
corporate finance function in determining cri-
teria for international project evaluation and im-
plementation, subsidiary capital structure, ex-
posure management, cash management, and
capital budgeting. It also describes how the ob-
jectives of the treasury unit interact with those
of general management in the field.

Case Twenty-Seven [Ford of Europe (A)]
raises two basic issues: the role of financial con-
trol systems in implementing Ford’s corporate
strategy within a changing European automo-
tive environment, and the contrast between
Western and Japanese financial control sys-
tems. An internal company study has shown
that comparable Japanese companies had 35 to
60 percent fewer finance people proportionally

PREFACE  XXi

than Ford. The data in the case allow for ex-
amining the role of the control function in dif-
ferent multinational corporations.

Part Eight: The Management
of International Operations

Part Eight’s five cases deal with the manage-
ment of international operations. Two cases tac-
kle the more traditional issues of technology
transfer and the balance and coordination of in-
ternational manufacturing facilities. Two others
provide detailed insights into the product de-
velopment process from an R&D and technol-
ogy management perspective. The importance
of integrated operations in support of global
strategies is emphasized in these cases as well.

The series starts with a relatively narrow fo-
cus on the management of the manufacturing
function in an international setting. Case Twenty-
Eight (Applichem) provides extensive data on
operating costs, raw material utilization rates,
personnel, overheads, transportation costs, and
exchange, inflation, and wage rates for six man-
ufacturing plants around the world. At issue are
problems such as how to compare productivity,
facilitate learning, and transfer best practices
across plants. Case Twenty-Nine (Honeywell
Pace) examines the organization of production
in a system where components are manufac-
tured in a number of highly specialized plants
in the United States, Japan, and Scotland.
Changes in the European environment and ex-
cess inventories in Belgium force a reassess-
ment of the company’s global manufacturing
strategy and organization.

Cases Thirty (Nestlé, S.A.) and Thirty-One
(Ford of Europe—Product Research and De-
velopment) provide a detailed view into the
management and organization of the product de-
velopment process in these two very different
organizations. The cases contrast the food in-
dustry, which requires significant levels of local
adaptation and greater autonomy at the subsid-
iary level in terms of product development de-
cisions, with the automotive industry, which, at
least in terms of the European market, has been
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under increasing pressures to design and bring
into market fairly universal products with broad
appeal across countries. The different organi-
zational and managerial issues raised by these
two examples allow for some generalization on
the role of the R&D function in multinational
operations.

Finally, Case Thirty-Two [Benetton (A)] pre-
sents a more integrated view of the role of op-
erations management in a global corporation.
Benetton’s success in the European market was
accompanied by major innovations in manufac-
turing, logistics, and merchandising. By the end
of 1982, Benetton’s plans to expand further into
the U.S. and Japanese markets require it to eval-
uate whether its unique methods of providing
production and logistical support could be ex-
tended to these operations.

Part Nine: Organization, Systems,
People, and the Role of Top
Management

Part Nine addresses the complex issues of im-
plementation associated with global operations.
How does the firm operating in a widely diverse
set of environments achieve strategic unity of
purpose while preserving the adaptability and
motivation required for success at the local level?
Cases Thirty-Three through Thirty-Eight tackle
these issues on an increasingly complex scale,
building from the general organizational-stra-
tegic interaction familiar to students of corpo-
rate strategy to introduce the additional diffi-
culties of culture, language, and distance.
Case Thirty-Three (Republic-Telecom Inc.)
describes the organization and management is-
sues associated with the initial stages of inter-
nationalization of a company’s business. The
case describes a specific international venture
opportunity and the process by which the com-
pany reviewed and acted on it. The roles of
project champions, formal strategic planning
systems, and senior executives can be analyzed
in shaping international venture strategy. In Case
Thirty-Four [A.B. Throsten (1)] a dispute be-

tween the management of the Swedish subsid-
iary of a diversified Canadian company and its
headquarters’ staff escalates and comes to the
attention of top management. They must deal
with an investment proposal of small financial
importance but of great significance for the fu-
ture structure and management culture of the
entire organization. This case serves as an ex-
cellent bridge to the organizational problems
typical of the transition from international to
multinational structures.

The next two cases focus on the impact of
rapid growth and international diversification on
a company’s management style and organiza-
tion. A specific issue under study in Case Thirty-
Five [Benetton (B)] is whether a separate U.S.
subsidiary should be created to handle what could
soon turn into Benetton’s largest single market,
including the question of what scope of activity
such a subsidiary might have. Case Thirty-Six
(Heineken Organizational Issues) presents some
of the tensions which existed within the orga-
nization at the time of the strategic changes de-
scribed in Case Seven. Essentially, the natural
overlap of responsibilities between the geo-
graphic area coordinators and the worldwide
functional managers leads to questions con-
cerning their relative role and importance and
whether the balance of power between areas
and functions ought to be changed.

The last two cases in Part Nine deal primarily
with people issues. Case Thirty-Seven (Suji-INS
K.K.) presents a situation in which a U.S. and
a Japanese firm are attempting to develop or-
ganizational and management systems that are
mutually compatible in a joint venture in Japan.
The case addresses the role .of senior manage-
ment in creating, designing, and implementing
an international business relationship as well as
the human resource requirements of effective
joint venture management in the face of cultural
conflicts. Case Thirty-Eight (Ciba-Geigy—
Management Development) focuses on the hu-
man resources management function in a so-
phisticated global corporation. The triggering
decision is the need to appoint a new pharma-



