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$ PREFACE €

International Management is about how firms become and remain international
in scope. It is about the experiences of firms of all sizes, from many countries,
as they come to grips with an increasingly competitive global environment.
It is about the practice of management when a home-market perspective is
no longer enough. Through carefully selected comprehensive case studies and
integrated text material, this book bridges both the internationalization process
and multinational management.

Ongoing
» multinational
Internationalization management
Small-/Medium- Smaller domestic firms Global niche
size firms moving abroad competitors
Larger firms moving Large, full-scale
Larger MNEs into more markets global competitors

The focus of many texts is on the lower right-hand cell in the above
matrix—ongoing management issues in the world’s larger MNEs. This is an
important area, but one that presupposes a body of knowledge that most
students do not possess. The focus of the first half of the text material and
cases is on internationalization—developing an awareness of the impact of
international forces on the firm’s future and establishing and conducting trans-
actions with firms from other countries. It is about understanding the basic
modes of involvement and deciding when each is most appropriate. For each
mode, both inward- and outward-lookirlg perspectives have been adopted:
licensing (as licensor and licensee), trade (exporting and importing), joint ven-
tures (with foreign companies abroad and at home) and subsidiaries (estab-
lishing foreign affiliates and as part of a foreign-controlled affiliate):

The first half of International Management helps to demystify international
business so that meaningful study of multinational management can occur.
In the second half of the book, focus is on how to establish a balance between
the sometimes conflicting demands of the multinational headquarters, the
multinational subsidiary, and the local government. The cases are not limited
to the experiences of the world’s largest MNEs—they are also about smaller

vii
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companies that must be global in order to survive and about the management
of small subsidiaries when the potential parent company contribution has
been exaggerated.

International Management is intended for use in international business and
international management courses at the undergraduate, graduate, and ex-
ecutive levels. It can serve as the basis for an overarching course that deals
with internationalization and multinational management, or for courses in
each. The eight chapters of basic text material can (and should) be supple-
mented with readings of the instructor’s choice. Videotapes are available for
a number of the cases—use of these videos is preferable, but not essential.

The cases in International Management have been extensively classroom-
tested by us and colleagues around the world in executive, MBA, and un-
dergraduate programs. One measure of their quality is that a number of them
have been translated—into Japanese, French, Chinese, and Spanish.

We are deeply indebted to a number of authors and institutions for the
intellectual and financial support we have received:
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Isiaih Litvak, Professor, York University
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Paul Lawrence, Professor, Harvard University

Donald Lecraw, Professor, University of Western Ontario and Institut
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J. Alex Murray, Professor and Dean, School of Business and Economics,
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Christopher Parker, Professor, IMD
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European producer of high-quality international general management cases,
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to the North American market.

Finally, we wish to express our appreciation to former Dean C. “Bud”
Johnston, Research Director Jim Hatch, and our colleagues at Western. The
Western Business School is the second-largest producer of management case
studies in the world. Any ongoing undertaking of this magnitude requires a
great deal of financial and intellectual support. We receive both at Western.

PAUL W. BEAMISH
J.PETER KILLING
DONALD ]. LECRAW
HAROLD CROOKELL



CONTENTS

PART ONE

Text

CHAPTER 1
The Internationalization Process

3

Appreciating the Role of Foreign Competition, 7
Trade, 8
Licensing, 10
Joint Ventures, 11
Wholly Owned Operations—Strategy, Structure, and
Subsidiary Management, 14

CHAPTER 2
The World of International Trade

17

The International Trade Environment into the 1990s, 18
A Framework for Trade Management, 20
Comparative and Competitive Advantage, 25

Absolute and Comparative Advantage, 26
New Theories of International Trade, 30

CHAPTER 3
Managing Export and Import Operations
3

Step 1: Segment World Markets, 35

Step 2: Select an Entry Strategy to Promote Sustainable,
Competitive Advantage, 38

xi



xii Contents

Step 3: Take a Long-Run Perspective, 40
Factors That Impede and Facilitate Trade, 40
Channels of Distribution and Export Marketing, 43
Pricing on Export Markets, 46
Stages of Export Market Involvement, 47
Trade Intermediaries, 48
Import Sourcing, 48
Export Marketers, 49
Trading Houses, 50
Special Topics, 50
Countertrade, 50
Turnkey Projects, 53
Exports, Imports, and International Finance, 55

CHAPTER 4
Licensing

61

When Is Licensing Employed? 61
Risks Associated with Licensing, 62
Costs of Licensing, 62
Unattractive Markets for Licensing, 63
Major Elements of the License Agreement, 63

CHAPTER 5
The Design and Management of International Joint Ventures

72

Why Do Companies Create International Joint Ventures? 73
Strengthening the Existing Business, 74
Achieving Economies of Scale, 74
Acquiring Technology in the Core Business, 78
Reducing Financial Risk, 79
Taking Products to Foreign Markets, 79
Bringing Foreign Products to Local Markets, 81
Using Joint Ventures for Diversification, 83
Learning from Your Partner, 83
Learning with Your Partner, 83



Contents

What Is Required for International Joint Venture Success? 84
Understanding Your Capabilities and Needs, 84
Choosing an Appropriate Partner, 84
Designing the Joint Venture, 86
Doing the Deal, 87
Making the Venture Work, 88

CHAPTER 6
Organization Structure for Global Operations

91

Evolution of Organization Structure, 91
Changes in the International Business Environment, 96
Pressures toward Globalization, 96
Pressure toward Localization, 97
Structural Consequences of Globalization, 98
Global Strategy and Structure, 99
Multinational Strategy and Structure, 100
Weaknesses in the Global and Multinational Models, 101
The Transnational Option, 102

CHAPTER 7
The Impact of Globalization: Managing Parent-
Subsidiary Relations

105

Steps in the Transition to a Global Structure, 105

Determine Where the Critical Scale Economies and Other Benefits
of Globalization Lie, 105

Establish a Role or Mandate for Each Major Subsidiary—
Which Products Does It Produce for Which Markets? 106

Reduce the Strategic Autonomy of Subsidiaries, 107

Retain the Critical Strengths of the Subsidiary through the Kind of
Mandate Assigned, 107

Rotate Country Managers More Frequently to Help Them Develop
a Global Vision, 107

Change the Performance Measurement System to Fit the Mandate, 108
Steps in the Transition to a Transnational Structure, 109

xiii



xiv Contents

The View from the Subsidiary, 110
The Muitinational Subsidiary, 112
The Rationalized Subsidiary, 113
The World Product Mandate Subsidiary, 114
The Importance of Subsidiary Depth and Competence, 116
Problems with Specialization, 117

CHAPTER 8
Political Risk: Managing Government Intervention

119

Intervention Management: A Shift, 119
Applicability of the Strategy, 122
Defense Strategies, 122
Maximizing Subsidiary Bargaining Power, 123
Optimum Political Strategy, 128
Ineffective Strategies, 129
Modifications to the Basic Strategy, 130
Implications for MNE Parents, 131

PART TWO

Cases on Internationalization

Sterling Marking Products Inc.
143

Kentucky Fried Chicken in China (A)
161

IMAX in the Soviet Union
175

Palmer Clothing
193

Cambridge Products Inc. (A)
210



Contents

Raytheon Canada (A)
219

Hybrid—Skylake
232

Edison Price Inc: Evaluating a Licensing Agreement
249

Cameron Auto Parts (A)
259

Norsk Fiber Optikk
269

Ideal Electronics Corporation (A)
281

Ford Fiat and the European Automobile Industry
290

Ampak International, Ltd.
304

Dafoe and Dafoe, Inc. (A)
316

Panda Furniture (A)
332

PART THREE

Cases on Multinational Management

Camco and the Free Trade Agreement
347

Nestlé-Rowntree (A)
362

Club Mediterranée (A)
393



xvi Contents

Larson Incorporated
412

Metalfabriken (A)
418

Metalfabriken Brazil
430

Metalfabriken India
442

IKEA—Sears
456

P.T. Sepatu Bata (A)
468

P.T. Yanmar Diesel Indonesia
481

Bausch & Lomb: International Organization
499

Borg-Warner Chemicals Europe (A)
526

Falcondo
543

Silver Leaf Tobacco (Kush) Limited (A)
565

Index
575



PART ONE

Text

@






CHAPTER 1
The Internationalization Process

Internationalization is the process by which firms increase their awareness of
the influence of international activities on their future and establish and con-
duct transactions with firms from other countries. International transactions
can influence a firm'’s future in both direct and indirect ways. Decisions made
in offices in Tokyo, Hamburg, or Nairobi, regarding such things as foreign
investments and partnership arrangements, can have significant impact on a
firm in Chicago—and vice versa. The impact of such decisions may not be
immediately and directly evident. The development of an awareness and
appreciation for the role of foreign competition becomes an integral—and
sometimes overlooked—part of the internationalization process.

Firms become international in scope for a variety of reasons—a desire for
continued growth, domestic market saturation, the potential to now exploit
a new technological advantage, and so forth. The dominant reason, however,
relates to performance. There is clear evidence that among the largest mul-
tinational enterprises (MNEs), a strong correlation exists between improved
performance and degree of internationalization (see Exhibit 1-1).

Internationalization has both inward-looking and outward-looking elements.
The outward-looking elements include such influences and modes of activities
as:

Awareness of the nature of competition in foreign markets.
Exporting.
Acting as licensor to a foreign company.

e =R

Establishing joint ventures outside the home country with foreign com-
panies.

e. Establishing or acquiring wholly owned businesses outside the home coun-
try.

These outward-oriented elements are similar to those in the stages model of
international expansion. The stages model is an outward-looking perspective
developed to reflect the commonly observed pattern of increased commitment

This chapter was prepared by Paul W. Beamish.



