THE INTERNATIONAL DIMENSION

The Globalization of Business

Why Companies Go International?
Political changes, like those in China and Soviet Union make direct investment risky, since new regimes sometimes take over foreign-owned business facilities with little or no compensation to the original owners.

There are at least four reasons: to gain access to more reliable or cheaper resources, to increase return on investment, to increase market share, and to avoid foreign tariffs or import quotas.
1. To gain access to mare reliable or cheaper resources

Petroleum and mining companies often go international to get a more reliable or cheaper supply of raw materials than they can find at home. Companies may also invest in foreign facilities to escape political instability at home or to gain access to a larger of technological know-how.

2. To increase return on investment 

Businesses shift their funds “from areas where returns on capital are lower to those where they are higher”. (e.g.: in 1980 a favorable exchange rate led Japanese to invest heavily in commercial real estate in the United States. By expanding overseas, companies also increase their chances for achieving a certain return on investment and stable or growing profits.

3. To increase market share 

Companies tend to dominate their domestics market, either because their products are highly desirable or because their size lets them reap economies of scale. To continue growing, though, they have to expand into international markets. Smaller companies, by comparing, may have to expand overseas just to survive.

A direct investment does not happen over-night. According with product- cycle theory – companies that develop attractive new products sell them first home markets. Sooner or later, foreigners learn of these products, creating enough demand to justify exporting. If this demand continues to grow, it will eventually become more economical to invest in foreign manufacturing facilities.

    4. To avoid foreign tariffs and import quotas

Governments often use tariffs or import quotas to protect domestic business concerns. For examples Japan, places high tariffs on rice and other agricultural goods imported from US.
How Companies Go International? 
Companies at the first stage of internalization have only passive dealings with foreign individuals and organizations. At this point a company may content itself with filling overseas orders that come in without any serious selling effort on its part.

In the second stage, companies deal directly with their overseas interests, though they may continue to use third parties also. At this point, most companies do not base employees abroad, but domestic employees regularly travel abroad on business.

In the third stage, international interests shape the company’s overall makeup in an important way. Although still essentially domestic, the company has a direct hand in importing, exporting, and perhaps producing its goods and services abroad.

In the final stage, the company sees its activities as essentially multinational and makes no distinction between domestic and foreign business activities.

In the third and Fourth stage, organizations face a number of a number of strategic options for exploiting foreign opportunities.

They can use licensing or they can sell franchises, a special type of license . Franchising is primary way McDonald’s, Pizza Hut, and other fast-food chains have expanded into international markets.

Another option is the joint venture, in which domestic and foreign companies share the cost of developing new products or building production facilities in a foreign country.

ECONOMIC, POLITICAL, AND TECHNOLOGICAL 

VARIABLES: THE INTERNATIONAL DIMENTION

1. Economic Variables

To reduce the risk of  any international venture , organizations must pay particular attention to such economic variables as foreign patterns of economic growth , investment, and inflation.; and to forecast the future conditions in any country they operate in , sell to , or purchase from; the foreign – exchange rate .

Multinational managers must also evaluate a country’s infrastructure, the facilities needed to support economic activity. The infrastructure includes transportation system, communication system, schools, hospitals, power plants, and sanitary facilities.

2. Political Variables

Firms that want to expand into a foreign country must also analyze political stability; the business attitudes of its government, ruling partly, and opposition; and the effectiveness of its government bureaucracy. Multinational must assess political risk, the possibility that political changes, either in the short or the long run, will affect its activities abroad.

3.Technological Variables

Multinational managers must be sensitive in introducing new technology to foreign cultures and adapt to the fact that levels of technology vary among counties. Some experts argue that most multinational companies have failed to adjust heir production methods to suit the varying levels of technological found throughout the world.

Introducing automated production techniques to a culture whose technology depends on extensive manual labor may be neither appropriate nor successful. Yet other observers praise multinational companies for using high technology in less-developed countries, which thereby gain experience with it.

4.Social Variables

Bureaucratic versus Clan Control

Bureaucratic control – method of control that employs strict regulations to ensure desired behavior by organizational units often used by MN to control subsidiaries.

Culture control – method of control, often associated with large Japanese companies that emphasize implicit and informal direction based on a broad company culture.

Managers in a foreign countries could use bureaucratic controls or , as in ours days culture control, witch uses implicit and informal direction based on a broad company culture.- this approach is characteristic to Japanese firms.- their managers are trained extensively before they send them overseas and then give them more authority to adapt company procedures to the local customs.

THE IMPACT OF MNE OPERATIONS 

The impact of MNEs on Host Countries 

Christopher Korth has identified the fallowing positive effects: 

· transfer of capital,  technology, entrepreneurship to the host country

· improvement of the host country’s balance of payments
· creation of local jobs and career opportunities
· improved competition in the local economy
· greater availability of products for local consumers
The potential negative effects:
· political interference by MNE

· social-cultural disruptions and changes

· local economic dependence on decisions made outside the country 

The impact of MNEs on Home Countries 

Some potential negative effects are: 
· The outflow of foreign investments, coupled with reduce income from export, may weaken the national balance of payments.
US APPROACHES  Abroad 

US companies plainly have a long record of successful overseas operations fallowing the types of practice supported by US/Western based theory. 
The Hofstede Studies- Hofstede conducted studies in 40 countries and he concluded that people vary a great and he cites 4 dimensions that are important of a national culture: 

1. Individualism vs. Collectivism – measures an individual’s relationship with other people  and the degree to which the desire for personal freedom is played off against the need for social ties

2. Power distance – evaluate the way a particular society handles inequality among people.

3. Uncertainty avoidance – measures how a society deals with the uncertainty of the future. A weak uncertainty avoidance society is one that does not feel threatened by the uncertainty of the future, but is generally tolerant and secure.

4. Masculinity vs. femininity – refers to the rigidity of sex roles. A masculine society is one with extensive divisions of social roles by sex and a feminine one is one in which divisions are relatively small. 

In US- the strongest motivation is the internal need to gain self respect or achieve personal goals. In collectivist societies, motivation is more externally directed. The US placed very close to the middle of the scale regarding power distance and uncertainty avoidance. 
APPLAYING JAPANESE Approaches 

William G. Ouchi has studied Japanese business and found out the fallowing: 

	JAPANESE ORGANIZATIONS
	AMERICAN ORGANIZATIONS

	Lifetime employment
	Short term employment

	Slow evaluation and promotion
	Rapid evaluation and promotion

	Non specialized career paths
	Specialized career paths

	Implicit control mechanisms
	Explicit control mechanisms

	Collective decision making
	Individual decision making

	Collective responsibility
	Individual responsibility

	Holistic concern
	Segmented concern


Japanese managers seem to be more concerned with the longer-term implications of their decisions and actions and more willing to make current sacrifices for future benefits. They are also more likely to encourage subordinates to participate in decision making and to welcome and acknowledge suggestions from subordinates. Communication between managers and subordinates is more indirect and subtle than in US. Managers try hard to avoid embarrassing co-workers in public or in private. 

MANAGERS AND PREJUDICE 

· Ethnocentric management: attitude that the home country’s management practices are superior to those of other countries and can be exported along with the organization’s goods and services. Managers see foreign countries and their people as inferior to those of the home country.

· Polycentric management: attitude that since a foreign country’s management policies are best understood by its own management personnel, the home organization should rely on foreign offices. Mangers see all countries as different and hard to understand.

· Geocentric management: attitude that accepts both similarities and differences between domestic and foreign management policies and so attempt to strike a balance between those that are most effective .Managers recognize similarities as well as differences among countries.

Study Case – Lucky Goldstar: Management, Korean Style 
1983 Lucky-Goldstar Group opened a color television factory in Huntsville Alabama. 
Korean style is similar to the Japanese one, fosters a family atmosphere in which employees interact freely with executives and share a strong commitment to the company’s success. Had been some awkward moments such as the reluctance of some Americans workers to wear uniforms – but employees and management generally appreciate the result.  The manager is cultivating an image of caring company that resembles a happy family typifies the Korean management style. The care is intended to keep unions at bay and to foster the kind of loyalty and enthusiasm in the work force that will generate more televisions per hour than American management can. The rate of daily absenteeism at Goldstar averages 1 % compared with 5 % in American companies. 

The principal weapon in Korean harmony is its management philosophy, names inhwa (harmony). Telling employees about goals and asking for help are cardinal principles of Goldstar. “Family meetings” for all of the staff are held monthly and quality discussions are scheduled every 2 weeks. Bonuses are used to build enthusiasm- ex – an hour of overtime pay if their assembly line has increased output while maintaining quality levels. Employees also get 50 $ in cash if they do not miss a day of work for 3 months. 

The reason that Koreans are manufacturing in US is because of protectionist rules. By manufacturing in US, it gained important market advantages and more secure access to America’s insatiable market for high tech products. Nevertheless, it is Goldstar’s ability to foster the spirit of inhawa at home that may well determine the company’s survival.  

QUESTIONS- International Dimension : 

1. Why do companies decide to go international?

2. What are the possible impacts of MNS on their host countries?

3. What are the possible impacts of MNS on their home countries?

4. How does Japanese management style differ from US management style?

5. What does polycentric management means? 

6. Which are Hofstede’s dimensions? 
7. In which stages on going internationally companies have to make strategic options for exploiting foreign opportunities? 
8. What does cultural control means and in which countries is applied often? 

9. What does it mean economical variables for the international dimension of strategic management? 
10. What must managers be aware of in introducing technology into a foreign country?  
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