International Business Strategy
Father of the concept: Global Strategies: Theodore Levitt.

Why go international?11
-Global market is not only for an international outlook, but for a formulation of competitive strategies too.

Many US managers deny this. –Unnecessary. 35% US managers felt working abroad experience is important as against 74% non-US. 

What are the implications of that thought?

US car market in Kuwait after desert storm is an example. 

Another implications of limited market in domestic arena: (Become Vulnerable)

RCA owned by Thomson. 

Another e.g., unpredictability of competition. 1990 and India’s strengths in the IT market. 
-Foreign investment is growing as they buy into US domestic market. E.g,, Bruce Springsteen and Sony purchased CBS Records. And increasing number of American Ski resorts and Golf courses are owned by Japs.  

-Growth opportunities both in the developed and developing countries. E.g, EC. Coke consumption in 1990s in the US vs. China and Indonesia. 

- First entrants’ advantages. 
- International Business Strategy is a form of Expansion and Diversification. 
Even without the urge to expand, overseas operations also serve as a means of diversification, not of product line but of geographic market. (Export or direct investment).

-Abundant financial resources, Production capacity, managerial talent and skilled personnel

-Saturated domestic market.

Thus, foreign operations can absorb the extra capacity that would otherwise go to waste.

-Smoothing manufacturing operations and cash flow for firms engaged in highly seasonal products.

-To avoid tariffs and other trade barriers.

-Overseas location allows firms access to lower resources and materials costs, giving advantages over domestic counterparts in attaining greater efficiency in purchasing, manufacturing, and distribution. 

-The search for raw materials is another incentive, particularly for oil, chemicals, metal and rubber sector.

Q. Can smaller firms get benefits in the International Market? Miller
-Smaller firms can also benefit from expanding globally. Big firms (at least $ ½ a million sales annually)get media coverage (e.g., Fortune magazine); more than 7,500 firms not in the Fortune 500 have sales of more than $100million which foreign business grew at a rate of 20%, 5times the growth rate of overall US firms. So, size doesn’t matter for International business.

-How to cope up with the Issues of appointing managers with foreign knowledge?

*Appoint foreigners as managers vs. own domestic executives vs. blending.  
Source: Fortune 1993.
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Q. What are the Disadvantages of Global Diversification?12
· 1. The risk is greater and more complex than in domestic operations. E.g., Currency exchange rate is a big factor. Inflation and bad economy hit the luxury market. 1980s case of Jaguar international Luxury market and failure in the US and taken over by the Ford.

Social and political risks. E.g, Iran –US conflict and confiscation of Iranian assets. 

· 2. Similar countries may have dissimilar market, consumers’ behavior and competition. E.g, Anheuser-Busch, US co. (Budweiser) initially failed in the UK. Higher Alcohol rate vs. British tax law vs. marketing, branding. 

·  3. Typical organizational culture and managerial practices differ dramatically. E.g.,

a. American: Emphasis on Shareholders’ profits. Strong competition-customer satisfaction, Personal achievements, professionalism, functionalism, product oriented rather than customer. 
b. Japanese: Long term growth, little or now influence by shareholders, quality, perfectionism, harmony rather than individual competition, little distinction between personal life and professional life.
c. European: People oriented, great emphasis on cultural and humanistic values, management of cultural diversity, management between extremes vs. long term and short terms, greater emphasis on stakeholders. 
The company has to trade-off between the advantages and disadvantages and only after that can decide whether to go for international or not.
Q. How could you make Strategies for entering foreign markets?13
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Ownership and Control of Foreign Operations


Practical Tips for Going International: e.g., do research and study books/Publications.
· Do your Homework

· Analyze the Foreign Opportunity

· Utilize Host-county contacts

· Balance your needs for Competitiveness Against what is fair

· Be patient.

Q. What are the Forms of Strategy for International Operations?14
3 Forms:

a. The Multi-domestic Strategy

b. The Global Strategy

c. The Hybrid Strategy
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 Q. Which one is the best Strategy?
Mixture of Multidomestic and Purely Global.

Q. What is the Faulty Assumptions Supporting a ‘Pure’ Global Strategy?

Three reasoning and counter logics of going Pure Global. 
1. Customer needs, interests, and tastes are becoming increasingly homogenized:
In support of the above concept, e.g., Earthmoving equipments, cameras, soft drinks etc. 

Counter examples: Nestlé’s Findus (Fish fingers) successful in the UK but in France its another product Boeuf bourguignon and coq au vin. And in Italy Vitello con funghi and braviola. Another example: Findus’s Pizza made of cheese +ham +pineapple on top! Popular in the UK, but not globally accepted recipe. 
2. Consumers around the world are willing to trade-off idiosyncratic preferences in product features for lower price and / or higher quality:

Based on this: MNCs compete with aggressive pricing- low cost. (Cost-volume).
Danger: Focused on least desirable consumers. (Price sensitive = notorious= non-brand loyal)

Premium goods= loyal followings e.g., Cartier, Godiva Chocolates.

Cost competition impractical as it could be eroded because, = Govt. subsidy, Tax , distribution cost etc. may favor competitors. 

3. Substantial economies of scale in production and marketing can be achieved by treating the world’s markets as homogeneous:

2 types of Economies of scale: Production and Marketing. 
Marketing Economies of scale actually scale down the production as to fit the special country market, or region market. Flexi size of production = insurance against Govt. regulations + fluctuating exchange rates.

Cutting Marketing cost by global advertising, e.g., Gillete.

Couneter example, Kellogg’s. 

For Brazil = it tries to convince customers cereals to be eaten with milk rather than a snack food to be eaten alone. Because, Brazil’s traditional breakfast is coffee and a roll. 

For France= it tries to convince cold cereals can be nutritious and taste good. 

Language is also important, For Japanese advertisement Kellogg used words like ‘Patchy, pitchy, puthcy’ rather than its original ‘snap, crackle, and pop’ (For rice Krispies cereals). 

Even name changes!

Q. How could you formulate strategy in the international context?

Complex process.

# 1.

The MNCs are to compete with a wide array of foreign firms

#2

It operates in different economic, legal, political, and cultural environments.

#3

The evaluation and implementation of strategies involve calculations in a multitude of foreign currencies that vary in exchange rates and degrees of appreciation or depreciation. 

#4

There exist complex relationships between host - MNCs and MNCs-domestic countries. 
#5

+Basic formats of formulation; SWOT, Objectives setting, developing and selecting alternatives. 

#6

So, when formulating strategy some important factors must be considered cautiously-

Environmental differences, market demand, and political risks, appraise internal qualifications and capabilities and explore strategic alternatives. 

Q.What are the factors would you consider while formulating?

1. The economy of the host country: GDP and GNP. 

GDP= all the goods and services produced in a country.

GNP= GDP + income received from abroad -Minus income paid abroad.

· It provides indication of sales levels of various products or industries. 
· Host countries infrastructures

· Organization and Market mix

· Inflation, unemployment and Trade balance = Govt. policies.

2. Foreign exchange: 

Foreign currencies complications two ways:

a. buying selling and demand supply = fix up rates

b. currency power = country’s economic power, inflation, productive capacity, balance of payment, political decisions and evaluation of speculators, central banks, and money users. = Risks and opportunities.

3. Legal and political factors:

-the system of law and policies government business formation, acquisition, selling, pricing, advertising, and competitive activities = constrains or not

-laws of hiring, firing, promotion, employment ratios of foreigners to nationals, and unions. 

-policies with respect to ownership, licensing, repatriation of profits, ryalties, importing, and purchasing. 

-Love-hate govt. to govt. relations. 

On Investment policy Sachdev classified five different groups of policies on a continuum of varying restrictiveness:
One extreme

a. The expropriatory policies of countries that feel that MNCs have overlooked the goals and needs of the host countries = thus, justifying, rightly or wrongly, their use of expropriation /dispossession, and confiscation as policy instrument. 

The other extreme
a. There are countries with open-door policies that offer investment incentives, tariff protection for import substitution, relaxed investment codes, and lower corporate taxes. 
b. In between there are regulatory policies, receptive policies, and promotional polices. Each situation calls for some variation in strategy.

4. Cultural Environment: Attitude, values, perceptions=Peoples’ behavior. 
Marketing depends on Culture. 
e.g., General Mill’s cereal ad in the US Child based, successful, but same failed in the UK.

Listerine ad in US successful, but failed in Thailand as it is not an easy boy-girl relationship.  

Language factor: e.g., Kellog’s Japanese ad. And Meaning also not appropriately fits, e.g., Pepsi’s ‘Come alive with Pepsi’ means in Germany ‘Come back out of the grave’. 

5. Trade Agreement Among countries:

 After World War –II, it started. GATT (General Agreement on Tariffs and Trade) 80+ member states.  EEC in 1973 started with 09 member countries. Asean, SAARC, etc. The impacts are:
· Competitive conditions change

· Difficult to enter for non members.

· More Bigger market and more competition within. 

· Firms within have advantages 

So, MNCs can have both advantages and disadvantages for that.

6. Payoffs and Bribery:

Relate to Culture and Politics. 

2 ways of Payoffs:

* the ‘lubrication’ bribe and 

* the ‘whitemail’ bribe. 

The lubrication bribe: small sum, to employees of an organization, usually Govt. Agencies, = to do the work they are supposed to do. 

The white mail bribe: payment to high officials, as a result of pressure exerted. 
Usually the MNCs do not fight against the occurrence of the lubrication bribes, and rather accept them and treat them as part of regular operating costs. But, most firms favor resisting the pressure of Whitemail bribery.

The following assessments are important for International Strategy formulation.
Q. How could you Assess International Market Demands?
Market Demand analysis:

1. Extrapolation of past demand patterns

Short period: A straight line projection may be sufficient

Longer period: Projections may be based on the industrial growth patterns of comparable but more advanced countries.

2. Income elasticity: Which measure the relationship between the change in demand for a product and the change in income.

3. Forecast by analogy: e.g., if it is assumed that Malaysia’s development pattern is analogous to that of Venezuela, forecast of product consumption for Malaysia can be estimated from the observed pattern in Venezuela. 
4. Regression Analysis:  to correlate the demand for a particular product and some gross economic indicators for the chosen country.

Q. How could you Assess Political risks?

Political risks exist when:

a. when discontinuities occur in the business environment

b. when they are difficult to anticipate

c. when they result from political changes.

To be considered a risk, the changes must significantly affect the profit or other goals of the MNC. Not all the changes are ‘risk. 

E.g, Crisis with Iran. 

Although it is difficult to predict but an assessment is necessary.

Schollhammer has proposed a quantitative approach for evaluating and predicting political risks. His model attempts to infer the risk situation of a country by using quantifiable indicators of political unrest- protest demonstration, riots, armed attacks, deaths from political violence, and government sanctions. Using data from 60 countries the model was tested by analyzing the relationships between scores on political unrest variables and economic and political data. The conclusion was that the resulting scores and ratios can provide executives of MNCs with an indication of the comparative political risks in the investigated countries. 

Q. How could you understand whether a company can be successful in the International business?
Depend on Internal Qualifications and Capabilities / Internal Strengths on the following domains:

a. Technological lead: could have international contacts = can use as the basis for entering and exploiting overseas markets.

b. A Strong name: High appeal for foreign products, even in the US. Due to : Quality, snob appeal.  Strong trade name = Lower ad + promotional cost.

c. Advantage of Scale: Production, finance are the reasoning.
d. A Scanning Capability: Cost of production + distribution = competitiveness. Cheaper Raw material source and productivity opportunities.

e. An outstanding product or services: As per Gunnar Beeth, a Consultant, A little better quality will have a little better opportunity to success, than a little cost advantageous company.  

f. An outstanding International Executive: As per Gunnar Beeth. Meaning- Executive should have the ability to understanding, influencing, and motivating people from different countries. Task is developing core of local executives and promoting genuine cooperation between executives from home and locally recruited managers. Also developing functional capabilities both home and abroad.

Market Requirements and Product Characteristics Model

Ref. Page: 133 John A PearceII


(Global strategy)

Source : Lawrence H. Wortzel, 1989 International Business Resource Book   
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Pace of Economic Liberalization





Expected Annual growth in workers earnings (10k -40k, yr.92-97)
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Typical Direction of Evolution





Independent SBUs


Distinct marketing


HQ is just another SBU.





SBUs are under Central Control


Standardized products for variety of markets


Economies of scale created thru’ central coordination.





Activities coordinated with HQ and one another.


Units may adapt to special circumstances. 


Get resources where ever they are.





Other Strategies:


-Coproduction and specialization





-Subcontracting





-Turnkey Operations





Rate of Change of Product (Fast)





Operate an ever-changing ‘global warehouse’





Maintain Differentiation





Standardized in all Markets





Customized Market-by-market





Practice opportunistic niche exploration





Minimized Delivered cost





Rate of Change of Product (Slow)





Consumer electronics, automobiles, trucks, watch cases, dolls, Toothpastes, Shampoo, Industrial machinery





Computer Chips, automotive electronics, color film, pharmaceutical chemicals, telecommunications, network equipment





Steel, petrochemicals (Polythylene), cola beverages, fabric for men’s shirts





Toilets, Chocolate bars.








