IusmessWeek

BUSINESS

/David J. Rachman

‘Michael H. Mescon

Courtland L. Bovée -
John V. Thill




Business Week
on Business Today

Business Today, Sixth Edition

David J. Rachman
Michael H. Mescon
Courtland L. Bovée

John V. Thill

McGraw-Hill Publishing Company

New York St Louis San Francisco Auckland Bogota Caracas Hamburg
Lisbon London Madrid Mexico Milan Montreal New Delhi

Oklahoma City Paris San Juan Sao Paulo Singapore Sydney Tokyo Toronto

N




Business Week on Business Today

+

Copyright © 1990 by McGraw-Hill, Inc All rights reserved Printed in the United States of
America. The contents, or parts thereof, may be reproduced, without permission, solely for use
with Business Today, Sixth Edition by David J Rachman, Michael H Mescon, Courtland L.
Bovée, and Johd V Thill, provided such reproductions carry the same copyright herein, but may
not be reproduced, or distributed, for any ether purpose, without the prior written permission
of the publisher. ’

1234567890 MAL MAL 8 9 43 21 09
ISBN 0-07-051318-X

The editors were June Smith, Dan Alpert, and Peggy Rehberger; the production supervisor was
Diane Renda. Malloy was printer and binder.



PREFACE

Business Week is proud to team with Business Today, Sixth Edition, to
help equip students for business in the 1990s. A leader in award-winning
journalism, Business Week provides

# Uniquely insightful reporting,

® Unmatched coverage of the most important business issues and

events of our time, and

® A writing style that is both lively and motivating.

And that’s exactly what you'll find in this free collection of articles
reprinted from Business Week, articles that add a real-world dimension
to Business Today's discussion of the fundamental principles.

Breadth versus depth: it’s a tough tradeoff for anyone teaching an intro-
duction to business course. How can instructors cover everything and
still provide enough detail to make the subject of business seem real and
interesting? Obviously, the fundamentals have to be emphasized. But
at the same time, students should see how the basic concepts apply to
specific situations in the workaday world.

One way to handle the problem is to provide supplemental materials
that complement the textbook, and this free supplement is a valuable class-
room resource. Editorial excellence is the driving force behind both Business
Week and Business Today. Thus, the specially selected articles in this supple-
ment are carefully keyed to each of the seven parts of Business Today. These
articles dramatize the latest developments in business, and their in-depth
coverage of current business topics help students relate their classroom
studies to contemporary issues facing business and society.

Accompanying this supplement is a helpful Instructor’s Guide with use-
ful background information and learning activities for each article. The
activities are designed to stimulate interest and to create a quality learning
experience for students.

Business Today is noted for its up-to-date coverage of material. Such
comprehensive research and careful attention to currency is uniquely com-
plemented by this collection of outstanding Business Week articles, all
from recent issues.

Business Week and Business Today—working together to bring a world
of learning into your classroom.

E—————
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SPOT ILLUSTRATIONS BY RICHARD OSAKA

Exports are
leading a
major shift

in the U. S.
economy

America’s exports are
surging. And more
than just grain and
computers are heading
abroad. Basic manu-
facturers, once consid-
ered a dying breed, are

selling products that many thought
wouldn’t even be made in the U.S. any
longer. Escalators to Taiwan. Machine
tools to West Germany. Lumber to Ja-
pan. Shoes to Italy. Across many sectors
of the economy, tough times have helped
Americans relearn how to make the
right products at the right prices.

But will the boomlet last? Skeptics ar-
gue that the rise in manufactured ex-
ports is a temporary phenomenon creat-
ed only by the 50% drop in the dollar’s
value over the past three years. The mo-
ment the dollar strengthens, they say,
the export drive will stall. In this view,
U. S. manufacturers lack the will for a
long-term fight abroad. “It's easier to
win at home,” says S. Bruce Smart,
Commerce Dept. Under Secretary for in-
ternational trade.

But evidence is mounting that Ameri-
ca’s new export strength will endure.
That’s because it's coming from what
appears to be a major shift in the U.S.
economy. The volume of exports is
growing almost four times as fast as
import volumes. Over the past 12
months, merchandise exports rose 19%
while imports increased 5%. If U. S. con-
sumers continue their belt-tightening

and the economy slows, some econo-
mists forecast a startling turnaround in
the $171 million trade deficit. “It’s the
major economic trend of this period,”
says New York economist Edward S.
Hyman. “By the end of this year, the
deficit will be under $100 billion. I think
we’ll have a surplus by 1991 or 1992.”

The last time the U.S. ran a trade

surplus in manufactured goods was
1981, when Jimmy Carter’s depreciated
dollar kicked off an export boom for
Ronald Reagan. Something like that is
happening now. Then, it took two years
to see the evidence. This time, in part
because it’s more of a grass-roots shift,
it’s taken closer to three years to show
up in official figures. Now that it has,
the intensity of the surge could prove to
be as surprising as the break in oil
prices.
‘SECOND-RATE’ To be sure, the boom is
still embryonic, and the easy part is
over. Taking advantage of the dollar’s
drop and tapping unused industrial ca-
pacity—without making painful choices
on new investment—wasn’t difficult for
most companies. But making America a
bigger exporter will require a restruc-
turing of the U.S. economy and its ap-
proach to foreign sales. Many now think
that’s possible. “It has to be done,” says
Allied-Signal Chairman Edward L. Hen-
nessy Jr., whose exports increased more
than 10% in 1987. “Otherwise we’re go-
ing to become a second-rate country.
The standard of living will decline.”

Much of the jump in exports so far is
coming from a surprising quarter—com-
panies with less than $400 million in an-
nual sales (page 5). True, it takes a lot
of $10 million orders here and there to
equal one $120 million Boeing 747. But
the sheer number of small manufactur-
ers—hundreds of thousands—makes
them significant. Ultimately, the U.S.
could find that its exports, like those of
West Germany or Italy, depend more on
small companies than on large.

Smaller companies alone, however, are
not the complete answer. A sustained
export drive will depend on America’s
larger multinationals (page 9). Al-
though they are deeply committed to

manufacturing offshore, even relatively
small decisions to buy more American
parts and build new U.S. factories can
multiply production at home and have an
impact on trade.

A third source of export growth is
coming from the foreign industrial gi-
ants that have purchased ailing U.S.
manufacturing assets or built their own
(page 12). Their shipment of goods
abroad helps boost overall U. S. exports.
The presence of foreign transplants also
means that midsize U. S. companies that
once felt safe at home must now look
overseas for new customers. “Every
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manufacturer in North America is in the
international market even if they don’t
attempt to sell abroad,” says William P.
Madar, chief executive of Nordson
Corp., a successful Westlake (Ohio) ex-
porter of industrial equipment. “There’s
no place to hide.”

Each of these players has different
reasons and different timetables for ex-
panding U.S. manufacturing. One con-
cern for the foreigners is the prospect of
a more highly protected U.S. market.
But all the players seem to be respond-
ing to a basic shift in the cost and desir-
ability of making things in the U.S.

Because of the dollar’s fall—but also
because of a new labor climate—Ameri-
can workers are now paid less than their
German and Japanese counterparts. En-
ergy and raw materials are cheap, and
manufacturing in the U.S. guarantees
access to the world’s largest market
while at the same time providing an ex-
port base. “It’s the best country in the
world now in terms of manufacturing
costs,” says Hans W. Decker, president
of U.S. operations for West Germany’s
Siemens. Adds Hewlett-Packard Presi-
dent John A. Young: “The U.S. is cer-
tainly a lot more attractive a place to

manufacture. Just look at all the Japa-
nese manufacturers setting up here.”
Midsize U. S. companies have also dis-
covered what the multinationals have
known all along—that foreign orders are
a quick way to leverage up earnings.
Once a breakeven point is reached, near-
ly every dollar of sales goes to the bot-
tom line. A second boost to earnings
results when sales made in strong cur-
rencies such as Japanese yen and West
German marks are converted to dollars.
Some big domestic companies such as
American Telephone & Telegraph Co.

also are starting export pushes to reap

DOUG FRASER
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better economies of scale. “Every sale of
things made here and sold there lowers
the unit costs for everything I make,”
says J.A. Blanchard III, AT&T group
vice-president for general business sys-
tems, who recently cracked Taiwan and
Hong Kong with small-business tele-
phones made in Shreveport, La.

For all these reasons, the shift toward
making more goods in America reflects
a number of factors beyond the cheap
dollar. It may be part of a deeper trend
that is likely to create long-term export

growth:

® Chrysler Corp., after selling its over-
seas operations eight years ago, will ex-
port $750 million worth of Jeeps and
minivans this year to Europe and Asia.
Although the company is still a net im-
porter to the tune of $750 million, Mi-

there’s a whole different export mind-
set—very few U.S. companies have the
experience and knowledge of how to go
about exporting,” says Stephen S. Co-
hen, director of the Berkeley Roundtable
on the International Economy.

Not so countries that have “export-or-
die” philosophies, which invariably put
at least some of their top managers
abroad. It is not unusual for the manag-
er of a German company’s U.S. opera-
tions to be on the board back home. But
at many U.S. companies, international
executives often face a career dead end.
“T feel a little bit like a Green Beret out
there,” says AT&T international sales ex-
ecutive Richard Hunt Evans.

Even if American companies do all the
right things, foreign competitors are not
going to give up market share easily.

But Europe is still probably the region
where U. S. exports are destined to have
the greatest impact. The U. 8. suffered a
$24.3 billion merchandise trade deficit
with the European Community in 1987,
but that is narrowing rapidly, and no-
where is this more obvious than in Eu-
rope. “I am totally confident in saying
that within two to three years we will be
back in surplus,” says David K. Diebold,
commercial counselor at the U. S. embas-
sy in London.

‘aAwesoME’ Some European executives
are genuinely worried. “The weak dollar
has made American rust-belt products
very competitive,” says John C. Cabhill,
chief executive of British conglomerate
BTR PLC. “There is concern in Europe
that if America turns up the wick, they
could be awesome.” Adds Alain Gomez,

chael N. Hammes, vice-presi-
dent for international
operations, figures that ex-
ports will outpace imports
within three years. Says
Hammes: “We've made a.gi-
ant stride to get economically
justifiable exchange rates.
That gives us what we need
to get started.”

® Mead Corp., in the largest
capital project in its history, is
investing $500 million in a
new mill in Alabama to make
coated paperboard for con-
sumer packaging. It is count-
ing on selling $100 million
worth a year in Japan within
five years. “We have to be a
major exporter,” says Thomas
H. Johnson, president of
Mead’s Coated Board Div.

THE DOLLAR'S DELAYED
_IMPACT ON EXPORTS

chairman of France’s Thom-
son group: “There is no ques-
tion that our American com-
petition is much more
dangerous with the dollar at
5.5 francs than it was a cou-
ple of years ago.”

American Express Bank’s
chief economist, Richard
O’Brien, warns that for years
Europe has relied on the U. S.
to absorb its imports. “Eu-
rope has to face the fact that
they haven’t got this external
stimulus, and they’ll have to
stimulate their own economies
if they want their growth to
continue,” says O’Brien.

But even if the U. S. makes
tremendous strides in Europe,
it is likely to be at least some-
what on the basis of parts,

® When Hewlett-Packard decided to
beef up its line of computer terminals, it
invested $12 million to revamp an exist-
ing Roseville (Calif.) plant rather than
import Asian goods. Why? It can make
higher profits by streamlining its prod-
uct designs and manufacturing process
at home.

One factor that makes cranking up
America’s export machine a difficult
task is that entire industries—notably
consumer electronics and watches—
were shut down or transferred offshore
during the bloody trade wars of the
1970s. “Once you kill [an industry], it’s
real hard for it to come back,” says Jer-
ry K. Pearlman, chairman of Zenith
Electronics Corp., the last major U.S.-
owned consumer-electronics company.
STEPPING STONE? Aside from rebuilding
some lost infrastructure, Americans face
a fight over distribution networks—the
essential ingredient in getting a product
into overseas markets. Addressing this
and the other challenges will require

in executive outlook and man-
agement style. “Outside of a few
cases—Boeing, Caterpillar, where

Nor are foreign governments likely to
be as willing as Washington to allow
deep import penetration. “Someone has
to be willing to buy,” says Richard W.
Heimlich, vice-president for international
strategy at Motorola Inc.

Unlike earlier eras, when Americans
enjoyed favored access to booms in the
Middle East or Latin America, there are
few wide-open vistas. That means com-
peting with entrenched Asian and Euro-
pean competitors in their home markets.
The economies of Japan, Korea, and Tai-
wan are among the most appealing mar-
kets because they have expanding infra-
structures and exploding consumer
demand. One example: Sales of U.S.
consumer goods to Taiwan jumped tre-
mendously in 1987. Among the beneficia-
ries: Eastman Kodak, Avon, Whirlpool,
Philip Morris, and Mars chocolates. Yet,
for a broad variety of ‘goods, the Asian
markets remain notoriously difficult
to crack.

West Germany, the largest market in
Europe, is deliberately allowing its econ-
omy to grow slowly, and the Germans
seem to have little hunger for imports.

components, and capital goods from low-
cost countries in Latin America or Asia.
Thus, even as American businesses nar-
row the trade gap with Europe, Japan,
or Canada, they could lose ground else-
where. Also key to U.S. export hopes
will be opening markets such as the So-
viet Union and China, maintaining
growth in the developing world, and eas-
ing the Latin American debt problem.

American executives may never devel-
op the export orientation of smaller trad-
ing nations. But because of the size of
the U. S. economy, even small gains can
have a tremendous impact. Japan’s ex-
ports, after all, amount to only 11% of
its economy—the same as the U.S. If
American exports went to 13%, for in-
stance, that would add $70 billion to the
trade balance. The export machine is
geared up. Now the other half of the
challenge is making sure someone out
there is prepared to buy a surge of
goods “Made in the U.S.A.”

By William J. Holstein in New York,
with Steven J. Dryden in Washington, Gail
Schares in Frankfurt, Ted Holden in Tokyo
Jonathan B. Levine in San Francisco




THE LONG ARM
OF SMALL BUSINESS

Why little companies are leading the export boom

Franklin A. Jacobs,
owner of a $34 million
furniture company
called Falcon Products
Inc. in St. Louis, was
on a swing through
Europe late last year
when he came to a startling conclusion:
“I discovered that my products were a
lot better and a helluva lot cheaper”
than what his European competitors
could offer.

That’s when Jacobs caught export fe-
ver. He rented a sprawling exhibition
space at the U.S. embassy in London
and shipped over a container load of his
chairs, tables, booths, and other restau-

rant equipment. Now he has distributors
lined up for the Netherlands and Scandi-
navia and orders for $200,000 worth of
goods. “My products are not high-tech,
and, my God, a lot of people around the
world are making furniture,” says Ja-
cobs. “But what we have is priced prop-
erly, and it will beat them on quality.”
It is a decidedly modest beginning.
But owners of unglamorous small and
midsize businesses such as Jacobs’ are
the Yankee traders of the late-1980s ex-
port boom. Many are tiptoeing into for-
eign markets for the first time. Others
are trying to increase the percentage of
their sales that comes from exports. The
stakes are high, because America’s larg-

est companies have already shifted
much of their production overseas—and
are committed to keeping it there (page
9). These multinationals are importers
as much as exporters. So if the U.S. is
going to narrow its trade gap, the effort
will hinge on the under-$400 million com-
panies that still make things in America
and sell them abroad.
CARPETS TO COMPUTERS. The latest evi-
dence is encouraging. Midsize exporters
are proving you don’t have to be big to
sell well. American goods are cheap.
Quality is still a big concern, but U.S.
products are improving quickly. And
manufacturers don’t need a fancy sales
strategy. Small exporters are discover-
ing they are suddenly competitive in ev-
erything from carpets and saw blades to
computer workstations and microwave
systems. “People are realizing that small
businesses can be part of the [trade]
solution,” says Sheryl J. Swed, director
of international trade at the Small Busi-
ness Administration in Washington.
The weak dollar, of course, provides
the advantage. Prices of U.S.-made
goods are falling so fast that many for-
eigners are knocking on the doors of
small U.S. manufacturers, asking them

WMEASURING UP Ohio's Andrew Bohnengel opened “an entire
world” for his tape company by adopting the metric standard

ATOKYO, OREGON
Adolph Hertrich
ships 70% of his
lumber to Japan—
and built a guest

& house to suit clients

AKICKING BACK
John Stollenwerk
finds customers for
his Wisconsin-made
men's shoes in Italy

PHOTOGRAPHS BY (CLOCKWISE FROM LEFT) JEROME MAGID, RICK RAPPAPORT, GIACCONE/MARKA



ILLUSTRATIONS BY RICHARD OSAKA

to bid on overseas business for the first
time. But the dollar’s shift is only part
of the picture. U.S. companies have
been struggling for a decade to become
more efficient and flexible in the face of
foreign competition. Now that effort is
paying off as producers realize that re-
newed competitiveness at home trans-
lates into potential business overseas.
Charting the export explosion among
small companies is difficult, since the
U.S. government does not collect data
on the size of companies exporting
goods. But there’s no doubt the rush is
on. “We've had three times the number
of people looking for help as last year,
and they’re all new players,” declares
Simon C. Fireman, an Export-Import
Bank r. Fireman, who chairs a
newﬁmfage cy task force on trade,
that the U.S. will add thou-
ds of exporters by mid-1989. “We've
only Scratched the surface,” he says.
Gurrently, only 39,000 American man-
ufacturers—about 1 in 10—are export-
ing. The generally recognized estimate is
that the top 250 U. S. multinationals ac-
count for 85% of exports, but that figure
is misleading. It measures only gross
exports and ignores the billions of dol-
lars worth of goods that multinationals
import into the U.S. “To reestablish a
balance of trade, the impetus for export
sales must come from manufacturing.
And it has to be manufacturing of the
midsize companies,” says William P.
Madar, president of Nordson Corp., a
$200 million-a-year maker of industrial
equipment. Charles F. Valentine, partner
in charge of international trade advice
at Arthur Young, agrees: “Thqx:ajori;y

come from the small and
companies.”

The new players will capitalize on

their ability to develop products quickly
and sell them in niches that larger com-
panies overlook. These companies are
predominantly privately held, and they
tend to be run from the top. Often it is
the chairman or president who gets the
company started overseas—and who
puts his personal or family fortune on
the line.
ABU DHABI OR BUST. Many midsize com-
panies haven’t been sure how to tackle
the red tape, language barriers, cultural
differences, and distribution challenges
that face novice exporters. But increas-
ingly, they feel they must establish a
broader international reach—or perish.
“If you're going to survive in a globally
competitive market, you've got to think
globally,” says Thomas D. Sege, chair-
man of Varian Associates Inc., which
builds medical, electronic testing, and
chipmaking equipment. “If we don’t,
we'll jeo ize our position in the U.S.
There #&n’t much choice.” The Palo Alto
(Calif.) company’s oversems sales are
growing at more than twice the pace of
its domestic business.

Some small companies must export to
survive. When the Gulf Coast oil indus-
try collapsed in 1983, it looked like the
end for Bilco Tools Inc. Based in Houma,
La., the $2 million producer of custom-
designed oil-field equipment held only
$18 000 in receivables against $1 million
in debt. “I was virtually out of busi-
ness,” recalls William E. Coyle, the com-
pany’s 38-year-old president.

@um

of the impact [on thedefclt]wﬂl g

i ate, $2,000 from
his savings to buy an around-the-world

lane ticket to search for prospects. “My
gttitude was I'd rather face the un-
known than face my bank board and be
ble to pay them,” says Coyle. The
ip paid off. Coyle landed an order from
a company in Abu Dhabi after discover-
ing its manager was a graduate of Loui-
siana State University. He also made
connections in Singapore and Indonesia:
Now about one-third of the company’s
sales are overseas. “The secret,” says
Coyle, “is to offer something nobody
else can.”

The cheap dollar is also helping over-
come some of the small exporters’ ap-
prehensions, particularly in Europe. At
an annual €rade show in London in No-
vember, where the American embassy
introduces U.S. companies to British
agents and distributors, a record 78 U. S.
high-tech outfits showed up. Alexander
H. Good, director-general of the Com-
merce Dept’s U.S. & Foreign Commer-
cial Service, says medium-size high-tech
companies are exporting with more vig-
or than many other sectors because they
have experience buying components
from Japan, Taiwan, and Korea.

Take Mentor Graphics Corp., a seven-
year-old company in Beaverton, Ore.,
that specializes in computer-aided. engi-
neering. Of $222 million 1 sales) last
year, nearly half were exports. The com-
pany buys U.S.-made computers, adds
its own software, and packages them in
Amsterdam for some of Europe’s big-
gest high-tech companies: Airbus, Phil-
ips, and Siemens. Mentor expects export
growth of at least 2& this year. Jean-

-




Claude Caraes, Mentor’s vice-president
for Europe, says that prices have
dropped 20% a year because of improve-
ments in technology and another 20%
because of the dollar’s drop. “Customers
know we are producing m dollars, so
they want the lower price,” says
“The effect is that the market is g'row-
ing a lot faster.”
ARGYLES ABROAD. Another hot area for
U.,.S. exporters in Europe is clothing and
taly is the biggest export mar-
ket for Allen-Edmonds, the Port Wash-
ington (Wis.) maker of expensive men’s
shoes, says John J. Stollenwerk, the
company’s 47-year-old president. One
New York entrepreneur, who noticed
that argyle socks were selling for $8 to
$12 in Paris, came in with socks at half
those prices and sold $1 million worth
last year. And at a recent ] show
in Paris, U. S. companies displaying their
{wares abroad for the first time sold out
their capacity. “More and more,” says
Commerce’s Good, “we’re getting so-
phisticated U.S. businessmen who un-
derstand how the world works.”

Although most new exporters are tar-
geting Europe, some of America’s small-
er companies are expanding sales in the
tougher markets of Asia, as well. Nord-
son, of Westlake, Ohio, whose equip-
ment is used to apply sealants, coatings,
and adhesives, has been building its
presence in Japan for 20 years and has
140 Japanese employees. The result: It
sold about $33 million worth of equip-
ment in Japan in 1987 to such tough
customers as Hitachi Ltd.

Another small company that rules a
niche in Japan is PyMaH Corp., of Som-
erville, N.J., a privately held maker of
medical equipment. “We export more

[blood-pressure equipment] to Japan
than anybody else,” says President Paul
M. Hanafin. “We have a nice little niche,
and we make money on that mcheﬁ
A long-term commitment is paying of
in China for Dorr-Oliver Inc&of'Sﬁm-
ford, Conn. The privately owned maker
of food-processing equipment broke into
the Chinese market by repeatedly send-
ing managers there for a month or two
and “being extremely patient” for the
market to develop, says marketing man-
ager John J. Murphy. The company has
won a strong foothold for its technology
in China and sales of some $11.5 million
in Asia in 1987. Overall, about 31% of its

T E—
Since many multinationals

import as much as they export,

trade progress hinges on
small-business sales abroad
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$150 million in sales were from exports.
Most small exporters say that achiev-
ing this level of shipments takes at least
four to five years. For neophytes, the
challenge is figuring out how to get
started.” “It requires patience, commit-
ment, and a willingness to lose money at
first,” cautions Robert N. Lukat, gener-
al manager of Atlanta Saw Co., a $6
million company that sells 60% of its
meat-cutting blades abroad. “If you
don’t have that, you'd be better off go-
ing to Las Vegas and throwing dice.”
The largest hurdles, of course, are
trade barriers, both real and imagined.
Although most U. S. exporters complain

bitterly about Washington’s poor track
record in helping open foreign markets,
many of them have quietly unraveled
the mysteries of doing business overseas
on their own. “It's just a question of
getting experienced people who know
what to do,” shrugs Bruce D. Fraser,
vice-president for international opera-
tions at Panelfold Inc., a Miami exporter
of folding doors and itions.

GOING METRIC. Red tape-aside, an impor-
tant—and often overlooked—key to ex-
porting successfully is learning to cater
to overseas markets. Critics say many
novice exporters fail because they are
astoundingly provincial. For example,
some companies may n\e;gigt such basics
as writing brochures in the local lan-
guage or converting electrical equip-
ment to operate at foreign voltages.

By contrast, some small U.S. compa-
nies have become very successful by
customizing products for foreign mar-
kets. Adolph Hertrich, who owns a small
lumber mill in Boring, Ore., switched to
tx::g;chtzmg for his lumber and mas-

apan’s complicated grading sys-
tem. He even stacks his Japan-bound
wood to suit the market there—with
only vertical grain surfaces [exposed. He
generates 70% of his sales in Japan.

Converting to the metric system also
turned the Bohnengel family, owners of
Perfect Measuring Tape Co. in Toledo,
Ohio, into bigger exporters. When Cana-
da adopted metric standards in 1977-78,
the company had to convert if it wanted
to keep selling its disposable paper mea-
suring tape to Canada’s textile compa-
nies. “We converted a machine pnmanly
to supply our Canadian customers,” says
President Andrew C. Bohnengel. “Once
we were able to do that, we found an




entire world out there.” Today, the com-
pany ships 28% of its tape overseas in
markets as disparate as Australia and
Zimbabwe.

Aside from specialization, a major
challenge is distribution. Many U.S. ex-
porters get off the ground with the help
of established foreign distributors.
“They are so much more sophisticated
than we are, it's pathetic,” says Eugene
R. Yost, president of Pittsburgh-based
Black Box Corp., a $75 million company
that sells computer communications
equipment through mail-order catalogs.
Black Box broke into foreign markets by
using independent distributors. But it
soon realized its middlemen represent
competing brands—and often push the

tion—and leaped out again when sales
picked up at home. That track record
makes some foreign buyers understand-
ably skittish about the motives of Ameri-
ca’s newest crop of exporters. “We need
to establish credibility in world mar-
kets,” says Albert O. Hicks, president of
the American Chamber of Commerce in
West Germany and founder of an export
advisory service in Alexandria, Va. Too
many U.S. companies, he says, “fold
their tents and go away” when an initial
sale blitz fizzles.

CONTINENTAL DRIFT. Companies that
tough it out eventually face a more fun-
damental question: when to shift produc-
tion abroad. That step becomes all but
inevitable as business grows in a foreign

AN AMERICAN JEEP IN PARIS While the stronger franc makes US. goods attractive,
large corporations have overlooked rich—if unglamorous—niche markets

most profitable line regardless of who
makes it. That cost the company sales.
Black Box’s solution: jointly owned sales
companies. The arrangement gives
Black Box more control over sales and a
piece of the profits from distribution.

Some exporters advise setting up
wholly owned sales subsidiaries from
the start—and staffing them with native
executives. That helps communicate to
would-be customers that a company is
there to stay. Mentor Graphics spent a
year establishing its European subsid-
iary. “One of your biggest challenges,”
advises President Gerard H. Langeler,
“is to convince them you're not a typical

ican company.”

Indeed, smaller U.S. companies have
jumped into foreign markets in the past
simply to dump excess domestic produc-

market, according to Amir Mahini, direc-
tor of international business research at
McKinsey & Co. In a study of fast-grow-
ing exporters with average sales of $360
million, Mahini concludes that foreign in-
vestment is “largely driven by market
needs, not cost economies.”

That's precisely why Digital Micro-
wave Corp. in San Jose, Calif., is setting
up a plant in Britain only four years
after going into business making small-
dish microwave communications sys-
tems. The $40 million company, which
exports 60% of its production, estimates
that costs will be about 5% higher in
Britain but figures it’s more important
to be near its burgeoning European mar-
ket. “You get to a certain point where
you have to cross over the water if you
want to keep growing,” says William E.

Gibson, the company’s chief executive.

If Digital Microwave is like most com-
panies, however, its exports from the
U.S. will continue to grow. The McKin-
sey study says most small and midsize
companies that set up foreign produc-
tion merely shift their exports from fin-
ished goods to parts and components to
be assembled overseas. Relatively few
of them shift entire lines of production
abroad, as some larger American multi-
nationals have.

Coordinating foreign staffs, distribu-
torships, marketing and sales subsidiar-
ies, and even plants is bound to be a
greater burden on a small company than
on a multibillion-dollar giant. But the dif-
ference is that these problems get high-
er-level management attention at small
companies, usually from a chief execu-
tive. “They realized at the outset that
you cannot view international [opera-
tions] as separate from your organiza-
tion,” says McKinsey’s Mahini.

The McKinsey study, sponsored by a

group of midsize international compa-
nies called the American Business Con-
ference, also says that new exporters
can find profits faster by focusing on
markets and starting small. It concludes
that successful exporters don’t need
deep pockets as much as a substantial
amount of top management’s time and
commitment to get started.
IGNORING ANALYSTS. That kind of dedica-
tion may come easier to an under-$400
million company, especially since many
are closely held or privately owned. For
one thing, they can make the decision to
go international more quickly. And with-
out Wall Street's reaction to worry
about, they are freer than many multi-
nationals to take a longer view. Says
PyMaH’s Hanafin: “We don’t have to
worry about the analysts telling us how
much I have to show as a profit so our
shares will go up. We invest our money
in long-range things.”

The key question is whether the ex-
port success of a minority of America’s
300,000 manufacturers will encourage
others to follow. Just as the U.S. has
depended on smaller companies for job
creation in recent years, it may also look
to them for growth in manufactured ex-
ports. Arthur Young’s Valentine pre-
dicts the number of smaller U. S. compa-
nies that export will double in five
years—and begin to have a “significant
impact” on the balance of trade. “The
number of companies that are interested
in exporting is unbelievable,” he adds.
“It's like a bandwagon.” On that band-
wagon ride America’s export hopes.

By William J. Hampton in Detroit, with
Zachary Schiller in Cleveland, Resa King
in Stamford, Rick Melcher in London,
Frank Comes in Paris, and bureau reports
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HELP WANTED FROM
THE MULTINATIONALS

They’ll have to stop importing more than they export

The U. S. trade deficit
is not the most im-
portant thing in my
life—running an ef-
JSective-business is.

—Dennis M. Bishop,
head of GE in Taiwan

hen it comes to the yawning
th-ade deficit, America’s multi-
national corporations are as
much a part of the problem as they are
part of the solution. Sure, these multina-
tionals are the country’s biggest export-
ers. But they’re also the nation’s biggest
importers, often bringing more into the
U.S. than they ship out. The Big Three
auto makers alone will be net importers
of about $6 billion in 1988.
From the 1960s into the early 1980s,
when the multinationals began their big
push into offshore manufacturing, the

major controversy they faced was over
the loss of U.S. jobs. Now the spotlight
is increasingly shifting toward their im-
pact on trade. Do the multinationals
have a role to play in spurring U.S.
exports and narrowing the trade gap?
The answer is yes—but, some say,
they’ll need to be persuaded.

DEEP ROOTS. The plain truth is that U. S.
multinationals have a major stake in
keeping much of their production over-
seas. They manufacture and sell nearly
three times as much abroad as they
make in and export from the U.S., and
by now they have set down deep roots
abroad. The view that U. S. multination-
als will quickly move big portions of
their operations back to the U.S. be-
cause of the drop in the dollar is mistak-
en. “Currency fluctuation is one of a
number of criteria we use to make man-
ufacturing decisions but certainly not

the most important,” says Eugene L.
Schotanus, a senior vice-president at
farm-equipment manufacturer Deere &
Co. “Our commitment to international
markets has not changed as a kneejerk
reaction to the dollar depreciation.”
Even so, the enormous size of the
multinationals means that a series of
small decisions by America’s biggest
companies to buy more parts and add
new capacity at home can have a signifi-
cant long-term impact on future U.S.
trade patterns. While America must look
to its smaller companies for a quick
boost in. exports, a sustained export
drive that can turn the deficit around
will depend on the nation’s largest man-
ufacturers producing more at home, too.
Slowly, some-are beginning to do just
that. The 19% increase in merchandise
exports during 1987 is due in part to a
number of moves made by the multina-
tionals over the past three years. Motor-
ola Inc. recently decided to build a cellu-
lar phone plant in Illinois because it is
now cheaper to produce in the U. S. than
overseas. NCR Crrp., which used to make
all of its personal computers in Germa-
ny, is now manufacturing some of them
in Clemson, S. C. NCR will also export its
homegrown computers, giving the trade
problem a double assist. Westinghouse
Electric Corp.’s exports last year rose
10%, to $1.2 billion. Caterpillar Inc.’s are
up 13.5% since 1985, and the big chemi-
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