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Although they are nat dirgctly related ta internationalization,
e decision making and controlling are two management
’ functions that play critical rales in international opera-
L tions. In decision making, A manager chooscs a course of
" ;‘u‘;@f( action among alternatives. In controlling, the manager
M svaluates results in relation to plans or objectives and
S H.‘ 'docides what actian, if any, to take. How these functions
are carried out is influenced by the intarnational context.
N An grganization can employ a centralized or decentralized
iji;‘ﬂlij‘::w Wiiﬁl:PL" management system depending on such factors as com-
.‘:“ . U .\ pany philasophy or competition. The company also r!as an
LN array of mazsures and tools it can use to evaluate firm
: o m . performance and restructuring options. As with most
TR intarnational operations, culture plays a significant role in
W' m‘dl_‘ ~ what is important in both decision-making processes and
4" . . control features, and can affect MNC decisions when
' (T forming relationships with subsidiarics.
.l i Thig chapter examines the different decision-making

1AL

o . E-,.,.- and controlling management functions used by MNCs,
"' . notes some of the major factors that account for ditfer-
PR r~.  ences betwaen these functians, and identifies the major
. |~ challenges of the years ahoad. The specific objectives of
w0 {_J " this chapter are:

uF N

1. PROVIDE comparative examples of decision

! =
ol -.l!""::" _making in differant countries,
[ ,."I.I': Loy ! .|||- | |
ST W B PRESENT some of the major factors affecting

the degree of decision-making autharity given to
o  overseas units,

Ve m CONIPARE and COMNTRAST direct con-
trols with indirect controls.

4. DESCRIBE some of the major differences inthe
ways that MNCs control operatians.

i 5. DMISCUSS some of the specific parformance maa-
sures that are used to control international operations.
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The World of International
Management

Global Online Retail: Amazon
and Beyond

he internet is revolutionizing the way customers
around the world shop. Acecording to Forrestar

Research, 154 million paople in the U.S, made an anline pur-
chase in 2009 and anling retail sales grew by 171 percent
aver 2008, whereas total retail sales grow by just 2.5 percent.
Computers, apparel, and consumer electronics ware the
largesst categorics for onling purchase. Forrester forecasts
U.S, online retail sales will reach $248.7 hillian by 2014. (See
the nearby chart) Forrester also predicts that in Western
Eurape onling retail sales will hit $156 billion in 2014.

Recently, many MNCs have chosan to sell their prod-
sets onling in order to reach new gustomers acrass the
globe. Collcen Francis of the E-Commerce Times has
pointed out that almost any business can sell products
anline intornationally. Managers, however, must take into
account sgveral important factors when doing onling
business around the world. In additian, a number of busi-
nesses have chosen to use Amazon.com to sell their
products. Amazon.com is undoubtadly the world's biggast
player in the online retail market today.

Key Considerations

In the E-Commerce Timus, Collean Francis asserts that
“going international requires careful cansideration of
caveral factors, including security, language differences,
currancy differances, shipping costs, fulfillment time, and
customgr suppart.”

1. Security
[t is asgential that online transactions be pro-
tected against internet fraud, VASCO is one com-
pany that works to protect online huyers and
sellars from Internct fraud, VASCO is "a leading
supplier of strong authenticatian and g-signature
solutions and services specializing in Internet
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Security applications and transactions.” It serves
mara than 8,000 firms in over 100 countries.

In March 2009, HSBC Bank Paraguay began
securing its online customers with VASCO's
DIGIFASS 2-factor authentication software. Jan
Valcke, VARCQ's President and COQ, stated:
"Combating Internet fraud is an ongoing battle
and HSBC Paraguay has proved that it can
gecure its end-usors in & convenient and cost-
effective way without having to compromise on
security.” HSBC provides financial services
through an international network which includes
a growing e-commarce capability.
Language/Currency Differences
When making online purchases, customers need
to see product prices in their logal currency and
product descriptions in their lacal language. Col-
leen Francis explained, "Companies can easily
set up a U.5.-based Wob site to convert corre-
spondences into tha languags of the merchant’s
choice, either with a drop-down menu or auto-
matically fram the customar's IP address.” Mak-
ing adjustments to accemmodata the interna-
tional custamers is critical for an anline retailer.
Shipping Costs
When shipping interrationally, businesses face
the risks of abandoned shipments and costly

international returns. One way to avoid these
risks is to work with a Web solutions company
that screens international orders and assumes
the burden of processing transactions. In
addition, managers should be aware that inter-
natianal shipping often has hidden fass such as
dutiss and taxes. Even with high shipping costs,
howgver, customers may stilt find a certain
product baught online to ha cheaper than it
would if purchased in their own ceuntry, Thus,
they may be more willing to buy online and pay
the extra shipping costs.
Fulfillment Tima
It iz important that sollers fulfill arders effi-
ciently so that customers receive their online
purchases as guickly as possible. One way to
avoid delays at custams is to be familiar with an
item’s product categorization and documentation
process. Also, to reassure the buyer that the
item is indeed arriving soon, sellers are encour-
aged to provide the buyer with the product’s
tracking numbaer,
Customer Support
Collegn Francis stated: “Speaking your custom-
er's language also helps to spoed up communi-
cation for easy convarsion and repeat business.
Using an international solutions provider that
231



AUG-0E-2000 0Z:B7

P.00O3

262 Port 3 Internatiohal Strategic Management

hag multi-lingual customer service agents
is a key aspect of tackling internatignal
g-commerca.”

Moreover, Collaen Francis notes that manag-
ers need to focus on marketing internationally.
Marketing strategies should include Search
Enging Qptimization (SEQ), social media, and
rogipnal press in other countries. Marketing
campaigns should be tailored to the customers’
cultures.

Amazon in the Lead

Singe its incorporation in 1994, Amazon.com has sought
to become the world’s “mest customer-centric company
whare people can find and discover virtually anything
they want to buy onling.” Amazon.¢am allows onling cos-
tomers to buy books, movies, music, games, clectronics,
computers, toys, apparal, shoes, jewelry, taols, ete.
Amazon itzelf and third party vendors are able to sell on
Amazon websites, which include specific websites for
the UK, France, Germany, Canada, Japan, and China.
Accoarding to BusingssWeek, Amazon's "Fulfillment by
Amazon” service enables small businosscs to send their
inventory to Amazen warehouses, so that when a customer
places an order, Amazon receives an automated signal to
ship it out. Amazon makes pro¢esses much simpler for
small businesses doing enlinc retailing, Amazon alse works
for larger players. It has handled distribution for Target and
Barders and packing and customer service for Bebe.
BusinessWeek reports that Amazon’s online store busi-
ness is "among the biggest and most reliable in the
world.” How did Amazon become so successful in online
retail? During a 2004 canference call, Amazon CEQ Joff
Bezos noted, "The hetter you gan make your customer
experience . . . the more customers you'll attract, the
larger share of that household’s purchases you will
attract. You can become a bigger part of a customer's life

by just simply doing a better jok for them, It's a very, very
simple-minded approach.”

In an interview with Harvard Business Raview, Bezus
offered ingights into Amazon's strategy. First, he declared
that Amazon hasas its strategy an things that won't
change. Jeff Bezos considers the question “What's not
going to change in the next five to ton years?” to be
impartant. Amazon has found that this won't ¢change: Cus-
tomears will always want selcetion, low prices, and fast
delivery. Bezos said this about Amazon's customers:

I gan't imagino that ten years from now they are going to
gay, *I lovp Amazon, but if only they could deliver my
products a littde morp slowly.” And they're not going to,
tan yaars from naw, say, *| really love Amazon, but | wish
their prices wore a little higher.” 5o we know that when
we put energy into defeet mdugtion, which reducos our
cost strugturo and thoreby allows lower prices, that will
bo paying us dividends ten years from naw.

Amazon's strategy is “customer-contric.” Bezos
revealed that he personally talks to people an all levels
of the supply chain to make sure that prices are as low
as possible for Amazon's customors, In addition, every
emplayee, regardless of status, has to work for a time in
an Amazon fulfillment center and must learn to wark in a
call contar, Jeff Bezog himself participates in this ongoing
training too. Bezos credits this customer-centric appreach
tfor Amazon's success. He notos that Amazan's decisions
which have sided with the customer have heen ques-
tioned by Wall Street analysts, yet these decisions have
ended up genarating more revenue,

Ag the world becomes increasingly interconnected
with the [nternet, online retail will play an even greater
rolo in global commerce. To succeed in this marketplace,
managers must understand how to accommodate the
negds of the international customer. Jeff Bezos' explana-
tion of Amazon's success underscores how impartant
having a customer-facused mindset is in online retail.

The growth of online retuil s changing the nature of producer-customer relationships in
the global marketplace and forcing managers to consider o wider range of oplions and
stralegies [or how they organize their global business and relate to their customers and
suppliers. Jeff Bezos has revolulionized the very nature of shopping and has extended
that revolution 1o other companies that use Amazon to market and distribute their prod-
ucls worldwide, Bezos believes that customers value selection, low prices, and [ast deliv-
ery, wherever they are located, and his decision-making approach is Focused squarely on
these goals,

More braadly, the advent of online retail has challenged some aspects of manage-
rial decision making and contrel in that the “focal™ company may not operate and main-
tain principal channels of distribution but rely on a third party to do so. On the one
hand, this suggests o looser, more flexible approach to munagerial decision making and
control. On the other hand, it also means that issues like securtty, fullillment, and other
elements of the online procurement and distribution system need to be air-tight. Companics
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sced to evaluate the decisions and control systems that support informed business deci-
sion making and global profitability but that maintain sufficient control over production
and execution in each target market.

o Dedisi‘pn-MJa‘king‘“Pr‘Bcess and t‘.“.“l‘mallenge}s

The managerial deciston-making process, chousing a course of action among allerna-
tives, 15 2 common busingss practice becotning more and more relevant for the interna-
tional manager as globalization becomes more pervasive. The decision-making process
is often linear, though looping back is common, and consists of the general phases owl-
lined in Figure 11-1. The degree to which managers are involved in this procedurc
depends on the structure of the subsidiaries and the locus of deciston making. If decision
making is centralized, most important decisions are made at the top; if decision making
is decentralized, decisions are delegated Lo operating personnel. Decision muking is used
to salve a myriad ol issues, including helping the subsidiary respond to economic and
politica) demands of the host country. Decisions which are heavily economic in orienta-
tion concentrale on such aspects as refurn on investment (RO lor overseas operations.
Tn other instances, cultural differences can both inspire and motivate the process and
autcome of deciston making.

L‘or example, Ford Motor designed and built an inexpensive vehicle, the Ikon, for
the Indian muarket, Engineers took apart the Ford Fiesta and totally rcbuilt the cuar to
address buyer needs. Some of the changes that were made included raising the amount
of tear headroom to accommodate men in lurbans, adjusting doors so that they opened
wider in order 1o avoid catching the flowing saris of women, fitting intake valves 0 avold

Slage Process
1 Problerm perception '
L]
? Problem identification
3 Prablom formula'ginn
4 Search for Qnernht'lyas 1
i i l T Bk
b l Evaluation of alternatives
& { Cho[cé '«';lef altarnatives
7 Start of Oparatlo'ﬁ”
8 Irnplementation J
H " gantrol N

Source: Erom Jette Schramm-Nielsan, “Cultursl Dimensions of Declsion Making: Denmark and
Franeca Compared” Journal of Managerial Fsychology 16, no, & (2001}, p. 408, Reprinted with
permission of Emerald Insight.

P.004

363

deeision making

The process ol choosing &
caurse of action among
altermatives,

Figure 11-1

Docizion-Making
Procoss
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auto flooding during the monsoon scason, toughening shock absorbers to handle the
pockmarked city streets, and adjusting the air-condilioning system to deal with the
intense summer heat.” As a result of these decisions, the car is selling very well in India.
Santander, the second largest bank in Europe by market capitatization, is vesting more
autonomy in its subsidiaries by listing subsidiaries in its principal foreign markets and
thereby strengthening their independence und autonamy from Lhe Spanish headquarters.
A number of European banks, including Santander and HSBC Holdings PLC (sce cuse
at end of Part Four) establish foreign subsidiaries as opposed to direct branches, Santander
Chief Executive Qfficer Alfredo Saenz said, “We also believe it"s good for the logal
management teams, because having local minority shareholders breathing down their
neck keeps them on their toes, and it's a good way of identifying the frunchise as local,
instead of [oreign” In addition, the 1PO boosted the vistbility of the bank in Brazil,
resulted in greater access to local capital, and put & higher value on the franchise than
what analysts were giving it before the [loat. When Santander sold 15 percent ol ils
Brazilian unit, the unit alone was valued at €34 billion, more than European tivals
Deutsche Bank or Société Générale.?

The way in which deciston making is carried out will be influenced by a number
of (actors. We will first look at some of the factors, then provide some comparative
examples in order to iHustrate some of the dilferences.

Factors Affecting Decision-Making Authority

A number of faclors influence international managers’ conclusions about reluining
authority or deleguting decision making o a subsidiary. Table 11-1 lists somc of the
most important situational factors, and the following discussion evaluates the influential
aspects.

One of the major concerns for organizations is how efficient the processes are
which are put in place. The size of & company can have great importance in this realm.
Larger organizations may choose lo centralize authority for criticul decisions in order
to ensure efficiency through greater coordination and integration of operations. An

‘ 't In H'” ugncelCentralization | I:l‘acantralizatian of
: Decisinl Maklﬁ‘g n Subsidiar ions//" i
! i I U .||. I|||||| A

Ent:m.urmgw Cmntralization Encout‘llage Decentralization
Large size " Small size
Large capital mvestment C Small capital investrmont
Relatively high lmpcartance to MNC S Relatively low impaortance to MNC
Highly competitive envirgnment ‘ I Stable environment

‘Strong velume-to-unit-gost ralatlonghlp s |Weak volumpestorunit-cost relationship
High degree of technology, . Moderate o low degree of technology
Strong Importance @ttached to brand Little impertance sttached to brand name,
narme, patant rghts, ate, AT patant rights, atc.
Low' lavel of product div&rmflcatmn ngh lavel of product dwara:ﬂcatlan
Homogeneous product lines v " a Hetﬂroganaous product linas
Small gaographlc distance between !.arga geographic distange betwasn home
home offics and subsldiary " office and subsidlary
High |nterdependen¢s batWehen Low interdependenco between the units
tha units .
Fewar highly competent managers Marg highly competent mansagers in
Im host country i host country
Much experience in international Little experiange in intornatlonal
business business
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example of this occurred after PetroChina's initial public offering (TPO) in 2001, The
company consisted of 53 subsidiaries which then had sub-subsidiaries. Overall, there
were more than 100 bank accounts which ultimately belonged to PetroChina, and the
company was losing money by thinly spread resources. Through consolidation, the com-
pany realized over $241 million in savings and achieved greater efficiency.” The same
holds true for companies that have a high degree of interdependence, since there is a
greater need for coordination. This is especially relevant when otganizations provide a
large investment since they prefer to keep tack ol progress. Tt is quite common for the
invesling company to send home-office persennel to the subsidiary and report on the
cituation, and for subsidiary managers to submit periodic reports. Both of the above
scenarios imply that the subsidiary is of great impartance to the MNC, and it is custom-
ary in these situations for subsidiary managers to clear any decisions with the home
office before implementation. 1n fact, MMNCs often will hire someone who they know
will respond to their directives and will regard this individual as an extension of the
central management stalll

Another elficiency checkpoint arises when competition is high. In domestic situa-
tions, when competition increases, management will decentralize authority und give the
Jocal manager greater decision-making authority. This reduces the time that is needed
for responding to competitive theeats, Tn the international arena, howevet, sometites the
opposite approach is used. As competition Jncreases and profit margins are driven down,
home-office management often seeks (o standardize product and marketing decisions 1o
reduce cost and muintain profitability. Many upper-level operating decisions are macde
by central management and merely implemented by the sobsidiary, although in some
instances, companies still apt to decentralize operations if product diversification is nec-
gssary. An example of a newly centralized company was Cadbury, as it sought to imprave
efficiency and competitiveness in part to ward off a take-over. Cadbury recently decided
to shed 15 percent of ils workforce by closing 12 of its 81 {actorjes, dropping the bever-
age sector of its subsidiaries and centralizing the management of its larger brands such
as Trident, Dentyne, and Halls in order to befter compets against candy rivals Hershey
and Wrigley's.* Cadbury products also have a sirong volurne-to-unit cost relationship, as
the low-cost edibles arc purchased oflen.’ Tn the end, Cadbury succumbed to a huyout
by Kraft, but these moves helped strengthen the acquired company and make the com-
bined firm leaner and better positioned globally. Firms that are able to produce large
quantities will have lower cost per unit than those that produce at smaller amounts, and
hume-office management will often take the initiative to oversee sourcing, marketing,
and overall strulegy to keep subsidiary costs down.

Cfficient processes become ingreusingly important as diversification or differences
between the parent and subsidiary increase. This refers not only to specific produocts and
scrvices that may teed to be tailoved Lo geographic areas, but also to the sociceconomic,
political, legal, and cultural environments in which the subsidiary exists. In this case, the
subsidiary would have superior staff and resources which would only become increas-
ingly skilled in manufacturing and marketing products at the tocal level over lime, Decen-
tralization is cmphasized here, and there exists a direct relationship between the physical
distance and different environments between the parent and subsidiary and the level of
decentralization. In other words, the farther apart the lwo units are in either geographical
area or cultural beliefs, the higher the level of decentralization.

Expetience proves to be a simple indicator of clficiency. For example, it the sub-
sidiary has highly compelent local managers, the chances for decentralization are
increased, because the home-office has more confidence in delepating to the local level
and less to gain by making all the importunt decisions. Conversely. if the local managers
are inexperienced or not highly effective, the MNC likely will centralize decision making
and make many of the major decisions at headquarters. Furthermore, if the firm imel!
has a great deal of international experience, 1s operations will likely be more centralized
a% it has already exhibited a high efficiency level and increasing management decision
making at the local level may slow processes.
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Protection of goods and services is also important to an MNC, Tt would nol be a
very lucrative experience to spend valvable time and money on R&D processes only Lo
have competitors successlully mimic products and essentially take away market share,
For this reason and many others, it is common for MNCs to centralize operations when
dealing with sophisticated levels of technology. This is particularly true for high-tech,
research-intensive lirms such as computer and pharmaceutical companies, which do not
want their technology controlled at the local level. Furthermore, 2 company s likely to
centralize decision-making processes when there are important brand names or palent
righls involved as it wants Lo creale as much protection as possible. For example, Ranbaxy
Laboratories Litd.. one of the largest gencric drug makers in the world, ransferred its
new drug discovery research capabilities to Japanese parent Daiichi Sankyo Co., while
focusing its own efforts on genenie discovery. The higher value-added and high-risk,
high-return new drug research operations will be ranslerred to parent Daiichi Sankyo,
while Runbaxy will relain the research and development functions related to making
gencric drugs (Datichi Sunkyo bought u controlling stake in Ranbaxy, India’s largest drug
maker by revenue, in 2008).° .

In some areas of aperation, MNCs tend to retain decision makimg al the lop (cen-
tralization); other arcas full within the domein of subsidiary management (decentraliza-
tion). Tt is mast common to find finance, R&D, and strategic planning decisions being
made at MNC headquarters with the subsidiaries working within the parameters estab-
lished by the home office, Tn addition, when the subsidiary is selling new productly in
growing markets, centralized decision making is more likely. Ax the product line mutures
and the subsidiary managers gain experience, however, the company will start to rely
more on decentralived decision muking. These decisions involve planning and budgeting
systems, performance evaluations, assignment of managers o the subsidiary, and use of
coordinating committees to mesh the operations of the subsidiary with the worldwide
operations of the MNC. The right degree of centralized or decentralized decision making
can be critical to the success of the MNC.

Delottle, the accounting and management consulting firm, describes some of the
challenges ussocialed wilh posimerger integration in the area of centralization and
decentralizalion:

The unien of two Europesn cngincering companies iy a prime example of 3 merger it
brought together compunies with very differsnt siructures—a business unit of a much larger
eorperation und 4 slund-alone compuny, The businegss unit had a more decentralized manage-
ment approach with responsibilities delegated within functional areas such &8 procurcment
and [T. In contrast, the stand-alone company had a more centralized wpproach with a strong,
cotpotate headquarters retiadning conteol over IT, finance, procurement and HR. Bringing
these two disparate structures together without reconciling these differences almaost destroyed
the new compuny. Sales plummeted and key people lefi, unable (o adjust Lo the new corpo-
rate structure. Within three years the compuny collapsed, to be swiftly scooped up by a
competitor,’

Cultural Differences and Comparative Examples of Decision-Making

Cullure, whether outside or within the organization (see Chapters 4 and 6, respeclively),
has an eflect on how individoals and businesses perceive situations and subsequently
react. This knowledge raises the question: Do decision-making philosophics und practices
differ from country to country? Research shows that to some extent they do, allhough
there also is evidence that many international operations, regardless of forcign or domes-
tic ownership, use similar decision-making norms.

One study showed thut French and Danish managers do not approach the decision-
making process in the same manner. The Fronch managers tend to spend ample time on
searching for and evalualing allernatives (see Figure 11-1), exhibiting rationality and
intelligence in exch oplion. While the French approach each apportunity with 2 sense of
crealivity and logie, they tend to begome quite emotionally charged rather quickly if
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challenged. Middle managers report to higher-level managers who ultimately make the
final decision. Therefore, the individualistic nature of the French ¢reates an environment
in which middle munagers vie for the recognition and praise of the upper management,
Furthermore, middle-munagement implementation of ideas tends (o be lacking since that
stuge is often seen as boring, practical work which lacks the prestige managers suive to
achieve, Contral, discussed later in the chapter, is quite high in the French firms at every
level, so where implementation fails, control will compensate.

Danish managers lend to emphasize different stages in the decision-making process
(see Figure 11-1). They do not spend as much time searching or analyzing zlternatives
to optimize production but instead choose the option that cun be started and implemented
quickly and still bring about the relative desired results. They are less emotionally respon-
sive and tend to take a siraightforward approach. Danes do not emphusize control in
operilions, since it tends to be a sign that management lacks confidence in the areas that
“require” high control. The cooperative as opposed to individualistic emphasis in Danish
corporations, coupled with a results-otiented environment breeds, a situation in which
decisions are made quickly and middle managers are given astonomy,

Qverall, the prugmatic nature of the Danes and the French need for intellectual
prowess mark why cach is more adept at different stuges of the decision-making process.
The French tend to be better at stages 4, 5, and 9, while the Danes are more adept al
stages 6, 7, and ¥ (see Figure 11-1). As one Danish manager in France says:

They [Dunes and Frenchmen] do not analyze and synthesize the same way. The French end

to think that the Danes are not thorowsh enough, and the Daney tend Lo think that the French

ure oo complicated. AL his desk, the Freachman tends to keep on working on the case, He
seems to agree neither with his surroundings nor with himself. This means that when be
has analyzed u case and has come to a conclusion, then be would like w go over it once

more. I think that Frenchmen think in o more synthotic way . . . and he has a tendency W

say: “well, yos, but what il it can still be dong in another maybe smarter way,” This means

that in facl he is wasting time instead of making improvements.”

In Germany, managers [ocus more on productivity and guality of goods and ser-
vices than on managing subordinates, which often translates into companies pursuing
long-term approaches. In addition, management education s highly technical, and 2 legal .
systerm called codetermination requires workers and their managers to discuss major  cadetermination
decisions. As a result, German MNCs tend to be fairly centrulized, autocratic, and hier- A legal system that
archical, Seandinavian countries also have codetermination, bul the Swedes focus much  fequires workers and thfﬂf
more on qualily of work life and the importance of the individual in the organization. ~ MEMIZERS € discuss major
As a result, devision making in Sweden is decentralized and participative. decisions.
The Japanese are somewhat ifferent from the Europeans, though they still cmploy  ringisei
a long-term focus. They make heavy use of a decision-muking process called ringisei, A Jupanese term that
or degision making by consensus. Under this system any changes in procedures and — means “decision making
routines, tactics, and even sieategies of a firm are organized by those directly concemed by consensus.”
with those changes. The final decision is made at the top level aller an elaborate exam-
ination of the proposal through successively higher levels in the management hierarchy,
and results in acceptance or rejection of a decision only through consensus at every
echelon of the management structure.'
Sometimes lapunese consensus decision making can be very (ime-consuming.
However, in praclice most Japanese managers know how to respond to “suggestions”
fram the top and 1o act accordingly—thus saving a great deal of time. Many outsiders  fatemae
misunderstand how Japanese managers muke such decisions, In Japan, what should he A Japanese term that
done is called tatemae, whereas whut one really feels, which may be quite different, is ~ meuns "doing the right
honne. Because it is vital to do what others expect in a given context, situations arise thing” according to the
that often strike Westerners as a game of charades. Nevertheless, il is very important in "o
Japun 1o play out the situation according 1o what each person belicves others expect to honne
happen. A Japancse lerm that
Another cultural difference is how managers view lime in the decision-making  means “what one really
process. As we saw from the French-Danish example carlier, the French do not value  wans lo do.”
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time as much as their counterparts. The French want to ensure that the best alternative
was put inlo action, whereas the Danes want to act first and take advantuge of opportu-
nities, This is key in many inlernational decision-making processes, s globalization has
opened the door to extreme competition, and all players need (o be able to both identify
and make the most of profitable prospects.

In another study of decision making in leams composed of Swedes, Germans, and
combinations ol the two, researchers found Swedish teams [ealured higher team orienta-
tion, [latter organizational hierarchies, and more open-minded and informal work atti-
tudes, In this study, German team members were perceived Lo be faster in decision
making, to have clearer tesponsibilities [or the individual, and to be more willing to
accept a changed or unpepular decision, In Swedish teuams, decision making appearcd
more transparenl and less formal. On German teams, the process is largely dominated
by the decision authority of an expert in the field. This is in contrast to the group
decivion-making style used in Swedish teams."’

Total Quality Management Decisions

To achieve world-class competitiveness, MNCs are finding that 2 commitment to total
quality management is critical. Total quality management (T'QM) is an organizational
strategy and accompanying techniques that result in delivery of high-quality produgis or
services to customers.'? The concept and techniques of TQM, which were introduced in
Chapter 8 in relation 1o strategic planning, also are relevant to decision making and
controlling,

One of the primary areas where TQM is having a big impact is in manufacturing.
A number of TOM technigues have been successfully applied to improve the quality of
manufactured poods, One is the use ol concwrrent engineering/interfunctional teams
in which designers, engineers, production specialists, and customers work topcther to
develop new products. This  approach involves all the necessary pacties and overcomes
what used to be an all-too-commen procedure; The design people would tell the manu-
facturing group what to produce, and the latter would send the finished product to retail
stores for sale lo the customer. Today, MNCs taking « TOM approuch are customer-
driven, They use TQM techniques to tailor their output to customer needs, and they
require the sume approzch [rom their own suppliers.”” IBM followed u similar approach
in developing ils A5/400 computer systems. Customer advisory councils were created to
provide input, test the produet, and suggesl refinements, The result was one of the most
successful product laynches in the company’s history.

A particularly critical issue is how much decision making to delegate to subordi-
nates. TOM uses employee empowerment. Individuals and teams arc encouraged to
generate and implement ideas for improving guality, and are given the decision-making
authority and necessary resources and information o implement them, Many MNCs
have had outstanding success with empowerment, For example, General Electric credits
emplovee empowerment for cutting in half the time needed to change preduct-mix pro-
duction of its dishwashers in response o market demand.

Another TOM technique that is successfully employed by MNCs is rewards and
recognition, These range from increases in pay and benelits to the use of metit pay, dis-
cretionary bonuses, pay-for-skills and knowledge plans, plaques, and public recognition.
The impottant thing to realize is that the rewards and recognition approaches that work
well in one country may be incllective in another, For example, individual recognition in
the U.S. may be appropriate and valued by workers, but in Japan, group rewards are more
appropriate as Japanese do not like to be singled out [or personal prase. Similarly,
aithough pulting & picture or plaque on the wall to honor an individual i& common prac-
tice in the United Stales, these rewards are frowned on in Finland, for they remind the
workers that their neighbors, the Russians, used (his system to encourage people to
increase output (but not necessarily quality), und while the Russian economy is beginning
to make headway, il was once in shambles in parl due to poor decision making,



AUG-0E-2000 0Z:B7 P.0O10

Chapter 11 Management Decigion and Control 369

The Emerge e of New Bellefs 'R

T T l X ' T

Old Myth Mow Truth
Quality is the responsibility of the peaple in tha Qdallty is ovaryone's Jeb.
Quality Contrel Departmeant,
Training iz gostly. Training does not gost; It saves.
MNew quality programs have high initial costs. The best quality programs do not havo up-front costs.
Better quality will cost the company a lot of money, Az quality goes up, coste come down.
Tha maoasurement of data should ba kept to An organization cannot have too much refevant data
a minimum. on hand.
It is human t& make mistakeos. Farfoction—total customer satisfaction—is a standard
that should be vignrcgusly pursuad,
Some defects are majer and should be addresased, No defects are acceptabls, ragardless of wheother they
bBut many arg mingt and ¢an be ignored. are major or minaor.
Cuality improvermants arg mads In smalt In irproving quality, both small and large improvernants
continuaus steps. . i, are necessér{;
Cuality lmprovemﬂnt takes time. Quality does not teke time; it saves time.
Haste makes waste, Thoughtfu! speed Improves quality.
Quality programs are best oriented toward areas Quallt\f is Important In'all aroas, Including administration
such as products and manufacturing. "and' service,
After a aumber of quality improvements, customers Customers are able to see all improvermants, including
are no longear able to sea additional improvemaents, these in price, dellvery, and performance.
(Good ideas can be found throughout the Good ideas ¢an be found evorywhere, Including in the
organizalion, ., oparations of compatitors and organizations providing
~ similar goods and, getvices.
Suppliers need to be price competitive. ‘ ‘;‘ 'I N Supphers need to be quality competitive.
\‘ ”M‘ '|||l '
Source: Ftaported in Richard M. Hodgeatts, Maasums of Quality and High Performance (New York: American Manage-
ment Association, 1983), p- 14.

S1ill another technique associated with TQM is the use of ongoing traming 1o achieve
continual improvement, This training takes o wide variety of forms, ranging from statisti-
cal quality control techniques to team meetings designed to generate ideas Ior streamlining
operations and eliminating waste. In all cuses, the objective is to apply what the Japanese
call kaizen, or continuous improvement, By adopting a TOM perspective and applying the  kaiven
techniques discussed garlicr, MNCs [ind that they can both develop and maintain a warld- A Japanese term that means
wide competitive edge. A good example is Zylee, the world-class, Minnesota-based manu-  “continuous improvemnent.”
facturer of power supplies, The cuslomer base [or Zytec ranges from the United States to
Japan o Burope. One way in which the {irm ensures that it maintains a total quality per-
spective is to continually idenlify client demands and then work to exceed these expecta-
tions, Another i to totally revise the company’s philosophy and beliefs regarding what
quality is all about and how it needs o be implemented. Tuble 11-2 provides some exam-
ples of the new thinking that is now emerping regarding quality.

Toyola's recent challenges with safety recalls have prompted the firm to integrate
the term “katzen™ in its North American marketing initiatives designed to reassure the
public aboul Toyota’s comumitment to safety. In one commercial, a worker says, “Kaizen
is u real core principle at Toyota, and it means continuous improvement.” The concept
is 50 integral 1o Toyota’s culture and ethos, the firm felt it necessary to share it with the
general public as a means to restore trust and confidence in the company.’

Indirectly related to TOQM is 180 9000, International Standards Organization (I50)
cerlilicalion, Lo ensure quality products and services. Areas that are examined by the TSO
certification feam include design (product or service specifications), process comntrol
{instruction for manufacturing or service functions}, purchasing, service (e.g.. Inslructions
for conducting aflter-sales service), inspection and testing, and training. I1SQ 9000



AUG-0E-20

ol
e

I
R

"
i W
\ “‘\H\‘UW

‘i)
W:
l.:}lzmﬁui

il

¥
: I ll
IiIIIil;E:.,

¢ !fliﬁiﬁhl
gy
il
:“lﬂiﬂ'!':!}im|ul‘"
W

[

O Da:B7

T T
For many years les 1o gain
market share. Several years age, in a shortterm
attermpt to expand growth in Japan, Kodak filed 2 com-
plaint with the U.5. government, accusing its main
competitor, Fuji. of blocking Kodak products from the
Japanese market, Since that time, Kodak has [ocused
on long-term eflerts that, in Lhis technological age, will
require fing tuning at every turm.

First, Kodak atternpted to corner the camera market
by creating inexpensive cameras that ulilized digital
imagery. Creating cameras that produced high-quality
chotos without the need to purchase film or go through
the process of gelling the piclures develeped would
seemingly hava alowed Kodak to surpass i3 com-
petilors and create & niche. Big changes ware neces-
sary in crder 10 implement these ideas. First, Kodak
had to accepl that its traditional film sales would dintin-
ish greatly, and managament needed to rearganize
and redirect the business. A digital imaging unit was
created, pooling the firm's digital talent inte ane divi-
sion. Disposable camera aflerings were expanded 10
include underwater, panoramic, and lelepheto aptions,
The company acquired Ofote Ing., an online photogra-
nhy service, to expand operations. Kodak haped thesc
rvestments would prove to be luorative, but the future
was uncertain.

Unforunately, the company did nol excel in digital
camera sales and other poor cheiges simply made
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unit itsell cost $20 p
ablo to view 'photos from the CD on your television,
which consumers did not find beneficial, though some
companies did purchase the packape.

Despite failed attempts in certain digial technolo-
gies and & series of losges that led 10 nuMerous job
cuts, Kodak refused to vield. The company sald its
health care business in arder to increase revenue, and
its film group has benefited fram movie-film growth.
Currenlly, Kodak i3 taking advantage of the growing
market of digital photo printing and installing kingks in
Waimnart. the world's iargest photo procesgsor. The plan
only focuses an the U.S. market [or now, where Kodak
iz already the leader in digital-photo kiosks, with 30,000
units already in place. Kodak has alse manufaclured
a new home ink-iet prinler that uses less expensive ink
than competitors, |f this project is successiul, then
Kodak wil cortainly have the market on home-ollice
prinling technology.

Kodaks orline EasySham Gallery (formerly Ofoto)
has been raled number one in print guality by such
reviewsrs as PO World, Tha service offers superior
storing and sharing of photos and allows consumers
to order customized prints willh ease, ranging in specs
from delivery options to phole size, The company also
crealed a new digital camera that can wirelessly com-
municate with printers and the Internet, which means
that picturas can be sent to friends, family, onling

N“||-'-'w expansion more difficult for the firm. Generatiqg research  photo gallgrigs, or a home printerkat the touqtj D.{ a

" '*-‘f.ﬁﬂﬁlli'i and development breakihroughs proved to be challeng-  button. While Kodak may have had issues transitioning

h';"wmwilwl;uw‘ ing, as ilustrated by Kodak's unsuccesstul effort to mar- from film to digital cameras, management hopes lhat

wi I ket a photo CD. This product requirad that users pur  the superior phote qualily anc online technological

:ii|=i!.‘;%iu!!|!ll"%|l|l|lz chase a unit that could plug into & TV 'for $500, and the  advances will sgcure its own new cornor in the markel,
ks ‘
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certification is hecoming a necessary prerequisite 1o doing business in the EU, but it also
is increasingly used as a screening criterion for bidding on conlracts or getting business
in the United States’ and other purts of the world,

Decisions for Attacking the Competition

Another serics of key decisions relates to MNC actions that are designed to atlack the
competition and gain a foothold in world markets. The nearby lntemational Manugement
in Action, “Kodak's Comner” gives an example. Another 1s General Motors' decision to
establish production operations on a worldwide basis and to be a major player through-
oul Asia, Austradia, Furope, and Scuth Ameriga, us well a5 in select arens of Africa. As
4 result of this decision, the company is now closing U.8. factorics and building new
assembly plants abroad. Between 1995 and 1999 GM opened a host of new international
facilities, including a plant in Brazil that has an annual capacity of 120,000 umils, as well
as factories in Poland, India, Mexico, Thailund, and Shanghai, each of which has annual
capacity ol 100,000 units. By locating closer 1o the finul customer and offering a well-
designed and efficiently built car, the company has been able to increase its worldwide
market sharc, thus mare than offselting the downtutn it has encounlered in the U.S.
tnarket, wherg overall share has dropped below 30 percent.

370
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Another example of decision making for attacking the competition is provided by
BMW, While GM is trying to tap the upper market, BMW has made the decision lo move
down the line and gain small-car market share. The company is building small cars with
a wules price in the runge of $20,000. By sharing engines, gearboxes, and electrical systems
from its other olferings, the (irm iniends o reduce its development and production costs
and offer a reliable and competitively priced auto.'® Other firms, including Mercedes and
Audi, have done this and have not been particularly profitable, but BMW believes that it
can ruccead where they have not. BMW's introduction of the MINT Cooper 1% 2n inlerest-
ing example of the integration ol elficiency, sportiness, and nostalgia.

NEC offers o [urther example of how decision making is being used for altacking
the competition, In 2001 the company held 8 percent of the world market for mobile
trunsmilling infrastructure and was vying with major competitors such us Ericsson,
Lucent, Nokin, and Norlel. Most of NEC's revenues come from its contracts with NTT,
Japan's phome monopoly, However, the company 18 moving aggressively into the world-
wide arena. ls prowess in fiber optics resulted in its winning a big AT&T nelwork
installation contract, gind us the demand [or [iber oplics increases, NEC intends to exploit
this steength.'® The firm recently announced that it had developed 2 fiber-optic cable that
is lour times more powerful than that currently on the markel. The company 15 also a
world leader in manulacturing mobile handsets and the semiconductors used in mobiles
and other devices, Its folding phones, for example, account for 40 percent of the Internet-
capuble hundset market in Japan, and NEC is looking to cxpand its international sales
ol these produets,

Intel has made a number of interesting decisions designad to stymie the competition.
One is to bring out & new version of ils Pentiure chip at a much lower-than-expected price
and cut the prices of itz other chips, thus creating a strong demand for s products and
forcing compelilors Lo cut their prices. In a market where overall demand has been slow-
ing, this stralegy wreaks havoce on the competition. At the same time, lower prices mcan
that Intel must sell mare products in order 1o increase revenues. One of the ways in which
the firm is trying to do this is with an exlension of its Xeon microprocessar family, which
is aimed at more powerful deskiop workstations and server systems than the firm has
targeted in the past. Intel's server offerings generally were used in relatively lightweight
machines such as those that serve up Web pages. This new push is designed to provide
chips that are used in midsize servers, such as those that run databases, as well as m some
larger systems used in mission-critical tasks, These machines typically cost millions ol
dollars and run on dozens of microprocessors operating in parallel.'” The company also
teamicd up with Hewleti-Packard to develop the ltanium chip, which offers greater speed
because it can process 64 bils of date ol @ time rather than 32 bits. Working with HF, Intel
is building servers for telecommunications and making three-in-one chips that have the
ability to radically reduce the size of cell phones and handheld computers.

@ Decision and Control Linkages

Decision making and controlling are two vital and often interlinked functions of inter-  controlling

nalionul management. As an example of 2 company struggling with control issues,  The process of evaluating
Siemens has long been praised for its engineering abilities, but ils slow market response  results in relation 1 plans
has left the company struggling to reach internal earnings targets, which it has fallen © objectives and deciding
short of for years. Klaus Kleinfeld took over as CEO in 2005 in a move to change man.  What action. if any, (o take.
agement and improve profits. Almost immediately, Kleinfeld was able lo encourage faster

decision-making processes and stressed a customer spotlight as passionate as Siemens’s

technology focus, This proved successful, as 2006 sales increased by 16 percent and

profits by 35 percent. There have been ongoing discussions about expansion, including

building cement plants in Yemen and improving plants in Russia. Most would believe that

the German company would huve been pleased by the twm of events, but the U8, mun-

agement style that Kleinfeld employed did not sit well with the parent company, especially
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as questions arose over specific growth strategies. The cultare clash led to Kleinfeld
stepping down, but nol before a foundution of change was implemented. Whether the
company Telurns 1o slow responses and lack of control is something only time can tell,
bul Siemens's tastc ol success may be enough 1o sustain its new aggressive posture.'®

Another example of how the control [unction plays out is Universal Studios Japan.
To aliracl visitors to the Osaka location, this new theme park was specially built based
on [eedback from Japanese lourists at Universal parks in Orlando and T.os Angeles. The
company wanted to learn what these visitors liked and disliked and then use this infor-
mation in its Osaka park. One theme clearly emerged: The Jupanese wanted an authen-
lic American experience but also expected the park to cater to their own cultural prefer-
ences. In the process of controlling the creation of the new park, thousands of decistons
were made regarding what to include and what to leave out. For exumple, seafood pizza
and gumbo-style soup were put on the menu, but a fried-shrimp congoclion with colored
rice crackers was rejected. It was decided that in a musical number bused on the movie
Beetlejuice, the main character should Lulk in Japanese and his sidekicks would speak
and sing in English. The decision to put in a restaurant called Shakin’s, based on the
1906 San Francisco earthquake, wmed out to be not a good idea because Osaka hus had
lerrible earthquakes that killed thousands of people.

Other decisions were made to give the “American” park a uniquely Japunese flavor.
The nation’s penchant for buying edible seuvenirs inspired a 6,000-square-foot conlec-
tion shop packed with Japanese sweets such as dinosaur-shaped bean cakes. Restrooms
include Japanese-style squat toilets. Even the park layout cuters to the tendency of Jap-
anesc crowds to flow clockwise in an orderly manner, contrury to more chaotic U.S.
crowds that steer right. And millions of dollurs were spent on the Jurassic Purk water
slide to widen the landing pond, redesign boat hulls, and install underwater wave-damping
panels to reduce spray. Why? Many fastidious Jupanese don't like (o get wet, even on
whal's billed as one of the world’s biggest water slide."

Over the next few years, as Universal Studios Japan evaluales park revenues and
[eedback from visitors, it will be uble to judge how well it is doing in giving customers
an American experience in an environment that also addresses locul culmral consider-
alions. After a period of reduced attendance, the company has discovered that creating
an emotional connection between the consumer and the park, instead of focusing on
the power of Hollywood, encourages people to frequent the park. The quick and adept
response to profit losses shows that management has 4 concrete idea ol how to destl with
other cultutes. In fact, plans are already in place to oper Universal Studios in Dubai,
Singapore, and South Koreu.® (See related discussion in the case at end of Parl Two on
Disney in Asta.)

W Thé Controlling Process ' " i+

As we've stated, controlling involves evaluating results in relation to plans or objectives
and deciding what action to lake next. An cxeellent iflustration of this process was
Mitsubishi's purchase of 80 percent of Rockefeller Center in the late 1980s. The Japanese
firm paid $1.4 billion for this choice piece ol Manhattan real estate, and it looked like
a very wise decision. Over the next six years, however, depressed rentul prices and rising
maintenance costs resulted in Mitsubishi sinking an udditional $300 million into the
project. Finally, in lule 1995, the company decided il had had enough and announced
that it was walking away [rom the investment. Mitsubishi passed ownership to Rockefeller
Center Properties Inc., the publicly traded real-eslate investmenl trust that held the mort-
page on the center. The cost ol keeping the properties was oo great for the Jupanese
firm, which decided 10 cut its losses and focus efforts on more lucrative opportunilies
elaewhere.

The control process is of course crucial for MNCs in the fast-moving personal
compuler (PC) business, Until the mid-1990s, PCs were built vsing the traditional model
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Figure 11-2 Models of PG Manutacturing
Traditional Modal
Baged on sales .The parts are “The m'aﬁ'xl':fac'cura'r' The'units}a‘r"é- Ordars are Customers buy
forgcasts, a | ‘warehousarl buitds the PCs ordorod by . then regeivet the PCs from
manufaclurar until they dre "and stores them ' | distributors from'ratallers tha retailers
prders parts for | neodad by the' == in the warghausa. = and ehippad =+ and'the PCs == and receive
the PCs. manufacturer. ’ to the latter's ara shipped agslgtance in
warghousa. to them by setting up the
‘ thea dlstributors. entire systerm.
Piract-Salas Model
The manufacturer Business and The manufacturer M“I‘he manufacturer:
prders a small individual " builds computors " hips the computer
number of parts gugtormars place toiglistomer's exact directly to tha
from its suppliers, | orders by phone ==\ specifications.y, » =+ customer.
oroverthe v e il
Intornet. 1 || ! o | I:|-|I| !
L ‘\“““ “ L L““_‘“ ' I'|I|
Hybrid Model
o . ' o N
The computar The shalls are'shipped The customar'orders The distributar On the dealer's behalf,
manufacturer to tha distributors, and b'cpmputer through gathors the parts the distributor ships
builds shells: a | combonenmugpllmrs : '8 rgtailar p'r" diremly‘\;‘; ! to agsermbla the the computer directly
case, powar == asteblish a parts - from the rmanufacturer, ==| somputer to the = to the gustomer. The
supply, floppy inventary with, arineur, and the orderis . sustomer's desler then provides
dise, baslc that of the digtributer., Sfornvarded to the spacifications. satup and additlonal
gircuitry. Ly ‘ "distributor. \ services for a separate
‘ ' ! | foa,

shown in Figure 11-2. Today the direct-sales model and the hybrid model are the most
common (see Figure 11-2), PC [irms are finding that they must keep on the cutting
edgc more than uny other industry because ol the relentless pace of technological
chunge. This is where the control function becomes especiully critical for success. For
cxample, stringent controls keep the inventory in the syslem as small us possible, PCs
are manufactured using a just-in-lime approach (a customer orders the unil and has it
made to specilications) or an almost just-in-time approach (a retamler orders 30 units
and sells them all within a few weeks). Because technology in the PC industry changes
so quickly, any units that are not sold in retail outlets within 60 days may be outdated
and musl be severely discounted and sold for whatever the market will bear. In turn,
these costs are olten assumed by the manufacturer. Ay 4 result, PC munufacturers are
very much inclined to build to order or to ship in quantitics that can be zold quickly.
In this way the firm’s control system helps ensure that invenlory moves through the
system profitably.”!

Of particular interest is how companies attempt to contral their overseqs operations
to become integrated, coordinated units, A number of control problems may arise:
(1) The objectives of the overscus operation and the corporation conflict. (2) The objec-
lives of joint-venture partners und corporate management arc not in accord. (3} Degrees
of experience and competence in planning vary widely among managers running the
various overseas units. (4) Finally, there may be busic philosophic disagreements about
the objectives and policies of international operations, largely because of culwural differ-
ences between home- and host-country managers. The following discussion examines the
variots types of control thal are used in international operations and (he approaches that
are ollen emplayed in dealing with typical problems.
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Types of Control

There are two common, complementary ways of looking at how MNCs control opera-
tions, Ome way is by determining whether the enterprise chooses to use imternal or
external conirol in devising its overall stratcgy. The other is by looking at the ways in
which the organizalion uses direct and fndirect controls.

Internal and External Control  From an internal control standpeint, an MNC will focus
on the things thal 1L does best. At the same time, ol course, management wants lo ensure
that there is a market for (he goods and services that it is ollering. So the company first
neads to find out what the customers want and be prepured to respond appropniately. This
requires an external conteol focus, Naturally, every MNC will give congideration 1o bolh
intcrmal and external perspectives on control, However, one is often given mare aliention
than the other. In explaining this idea, Trompenaars and Hampden-Tumer set forth four
management views regarding how a control strategy should be devised and implemented:

1. No one dealing wilh customers is without a strategy ol sorts. Our task is o
find out which of these strategies work, which don’t, and why, Devising
our own strategy in the abstract and imposing it downwards only spreads
confusion.

3. No one dealing with customers is without a strategy of sorts. Our task is to

find owut which of these strategies work and then creale a master strategy

from proven successful initiatives by encoursging and combining the best,

To be 4 leader is to be the chiel deviser of strategy. Using all the experi-

efice, information, and intelligence we can mobilize, we need 1o devise an

innovative stralepy and then caseade it down the hierarchy.

4. To be 2 leader is to be the chiel deviser of strategy. Using all the experi-
ence, information, and intelligence we can mobilize, we must create a broad
thrust, while leaving it to subordinates to fil these o customer needs,

H

Trompenaars and Hampden-Turner ask managers to rank each of these [our state-
ments by placing o 17 next o the one they feel would most likely be used in their
company, a “2" next to the second most likely, on down to a “4" next to the one that
would be the last choice. This ranking helps maunagers beller see whether they use an
external or an internal control approach. Answer | focuses most strongly on an external-
directed approach and rejects the internal control option. Answer 3 represents the oppo-
site. Answer 2 allinmys o connection between an external-directed strategy and an inner-
directed one, whercas answer 4 does the opposite.™

Cultures diller in the control approach they use. For example, among U5, MNCs
it is common to find managers using an infernal control approach. Among Asian firms
an external control approach is more typical. Table 11-3 provides some conlrasts between
the two,

Direct Contrals  Direct controls involve Lthe use of [we-to-face or personal meetings to
monitor operations, A good example is how Inlernational Telephone and Telegraph (ITT)
holds monthly management meelings al its New York headquarters. These meetings are run
by the CEQ of the compuny, and reports are submitted by each TT'T unit manager through-
ot the world. Froblems are discussed, goals set, evalvations made, and actions tuken that
will help the unit improve its ellecliveness.

Another common form of direct control is visits by top executives to overseds
affiliates or subsidiaries, During these visits, top managers can leam firsthand the prob-
lems and c¢hallenges facing the unit and offer assistance.

A third form is the staffing practices of MNCs. By determining whom to send
overseas to run the unit, the corporation can directly control how the operation will be
run. The company will want the manager to make operaling decisions and handle day-
to-day matters, but the individual also will know which decisions should be cleared with
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Key Differoncas Batweaan . ..

Intarnal Contral L Extarrial Cantrol

Often dorminating attituda bdrdgrliulri'!g on agé%ssivana&s Oftan flaxikla attitude, willing to compromise and
toward the environment, keay the paace,

Confllet and resistance mean that a person Harrmony, rasponsivenoss, and sensibility are

has eonvietions. el W ancouraged,

The focus 1= on self, function, one’'s own group, 1 . The focug is on others such as customars, partnars,
and gna’s own grganization. and colleagues.

There is discamfort when the environmaent seams Thero s comfort with waves, shifts, and eycles, whigh
“aut of gantral™ or changeabla. are regarded as “natural’”

Tips for Doing Business with . . .

Internally Controlled (for axtarnals) Exterially Controtled (for internals)

Playing “harghsll” iz lagitimate to test the ‘ Softness, persistence, politenass, and long pationce

rasilionee of an opponent, will get rowards,

It I8 most Important to “win your objectiver It is rmost important ta maintain one’s relationships
with othars,

Win sormg, lose soma. Win together, lose apart.

Source: Adapted from Fons Trompenaars and Charles Hampden-Turner, Rlding the Waves of Culture: Undarstanding
Divargity in Global Business, 2nd ed. (New York: MeGraw-Hill, 1998}, pp. 180-161.
[ I

the home ollice. In luct, this approach to direct control sometimes results in a manager
who is more responsive o central management than to the needs of the local unit.

And linally, 4 lourth [orm is the orpanizational structure itself. By designing a
structure that makes the unit highly responstve to home-ollice requests and communica-
tions, the MNC ensures thatl all overseas operalions are run in accord with central man-
agement's desires. This structure can be estublished through (ormal reporting relation-
ships and chain of command (who reports to whom),

Indirect Controls Indirect contrels involve the use of reports and other written forms  indirect contraly
of communicution to contrel operations. One of the most common examples is the use of  The use of reports and
monthly operating reports that are senl to the home office. Other examples, which typically  other written farms of
are used to supplement the operating report, include inancial stalements, such as balance  tommunication to control
sheets, income statements, cash budgets, and financial ratios that provide insights into the ~ Operations.
unit's finangial health. The home ollice will use these operating and financial data to evalu-
ate how well things are going und make decisions regarding necessary changes. Three sets
of financial stulements usuully ure required (rom subsidiaries: (1) statements prepared to
meet the national accounting standards and procedures prescribed by law and other profes-
sional organizations in the host country; {2) statements prepared Lo comply with the ac-
counting principles and standards required by the home counlry; and (3) stalements
prepared 1o meet the financial consolidation requirements of the home country.
Indireet conirols are parlicularly important in international management because of
the great expense associsted with direct methads of control, Typically, MNCs will use
indirect controls to monitor performance on a monthly basis, whereas dirccl controls are
used semi-annually or annually, This dual approach often provides the company with
etfective control of its operations at a price that also is cost-cileclive.

Approaches to Control

International managers can employ many different approaches to control. These
approaches typically are dictated by the MNC's philosophy of control, the econemic
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environment in which the overseas unit is operating, and the needs and desires of the
managerial personnel who stafl the unit. Working within control parameters, MNCy will
structure their processes so that they ure as efficient and elfective as possible. Typically,
the tools used will give the unit manager the autonomy nceded to adapt 1o changes in
the market as well as 10 attract compeient local personnel. These tools will also provide
for coordination ol operations with the home office, so that the overscas unit operates
in harmony with the MNC's overall strategic plan.

Some control tools are universal. For example, all MNCs use finuncial tools in
monitoring overseas units. This was true us long as three decades ago, when the follow-
ing waus reported:

The cross-cultural homogeneity in financial control is in marked contrast to the helerogene-
ity exercised over the areas of internaliongl operations. American subsidiaries of Italian and
Scandinaviun firms are virtually independent operatianally from their purents in fonetions
pertsining o marketing, produglion, and research and development; whereas, the subsidiar-
jes of German and British firms have limited freedom in these arcus, AlIMOost no autonoemy
on financial matters ix given by any nationality to the subsidiaries

Some Major Differences MNCs control operations in muny different ways, und these
often vary considerably [rom country o country. For example, how British firms monitor
their overseas operations olien is different from how German or French firms do. Stmilerly,
U.8. MNCs tend to have their own approach 1o controlling, and it dilTers from both Euro-
pean and Japanese approaches. When Horovilz examined the key characteristics of top
management control in Great Britain, Germany, and France, he found that British controls
had four common characteristics: (1) Financial records were sophisticated and heavily em-
phasized. (2) Top management tended to focus it attention on miajor problem arcas and did
not get involved in specific, detailed matters of control. (3) Control waus used more for
ceneral guidance than for surveillance. (4) Operating unils had a large amount of market-
ing autonomy.*

This model was in marked contrast to that of German managers, who employed
very detailed control and focused attention on all variances large and small, These man-
agers also placed heavy control on the production area and stressed operational elliciency.
In achieving this centralized control, managers used a lurge central staff for measuring
performance, analyzing varances, and compiling quantitative reports for semior execu-
tives. Qverall, the control pracess in the German s was used as a policing and sur-
veillance instrument. French managers employed a control systen that was closer to that
of the Germans than to the British. Control was used more for surveillance than for
guiding operations, und the process was centrally adminisiered. Even so, the French
system was less syslematic and sophisticated.®

How do 1.8, MNCs diller from their European counterparts? One comparalive
study found that a major difference is that U.S. firms tend to rely much more heavily
on reports and other performance-related datz Americans make grealer use of output
contral, and Europeans rely more heavily on behavioral control, Commenting on the
differences between these two groups, the researcher noted: “This paltern appears to be
quile robust and continues (o exist even when @ number of common factors thal seem
1o influence control are laken into account"® Some specific lindings from this study
include:

1. Conrol in U.S. MNCs locuses more on the quantifiable, objective aspects of
a forcign subsidiary, whereas control in European MNCs tends to be used to
measure more qualitative aspeets. The U.S, approach allows comparative
analyses between other foreign operations as well as domestic unils; (he
Europeun measures arg more {lexible and allow control to be excrcised on a
unit-by-unit basis.

Control in U.S. MNCs requires more precise plans and budgets in generat-
ing suitable standards for comparison. Control in European MNCs requires a

14
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high level of companywide understanding and agreement regarding what
conslitutes appropriate behavior and how such behavior suppotts the goals of
both the subsidiary and the parent [irm.

3. Congol in U.8. MNGCs requires large central staffs and centralized information-
processing capability. Control in European MNCs requires a larger cadre of
cipable expatriate managers who are willing to spend long periads of time
abroud. This control characterstic is reflected in the career approuches used
in the various MNCs. Although U8, multinationals do not encourage
lengthy stays in foreign management positions, European MNCs often regard
these positions as slepping-stones to higher offices.

4. Control in European MNCs requires more decentralization of operating deci-
sion making than does control in U.5. MNCs.

%, Control in European MNCs favors short vertical spans or reporting channels
from the foreign subsidiary to responsible positions in the parent.?’

As noted in Lhe discussion of decision making, these differences help explain why
many researchers have found Buropean subsidiaries to be more decentralized than U.5.
subsidiaries. Europeans rely on the managerial personnel they assign from headquarters
to run the unit properly. Americans tend to hire a grealer percentage of local management
people and control operations through reports and other objective, performance-relaled
duta, The difference results in Europeans’ relying more on socio-emotional control sys-
tems and Amercans' opting for Lisk-orignted, objective control systems.

Evaluating Approaches to Control Ts onc control approach any better than the other?
The answer js thal each seems to work best for its respective group. Some studies predict
that as MINCs increase in size, they likely will move toward the objective orientation of the
.5, MNCs. Commenting on the data gathered from large German and LS. MNCs, two
researchers concluded:

Conwol mechanisms have o be harmonized with the main churacteristics of management
corporute structure 1o hecome an integrated part of the global organization concept and o
meat situalionyl needs. Trying to explain the differences in concepts of control, we have 10
consider that the compunies of the U.S. sample were much lurper and more diversified,
Accardingly, they use different corporate structures, combining operational wnits into larger
units and tntegruling these through primarily ceniralized, indireet, and task-oriented control,
The Cierman companies have not (yet) reached Lhis size and complexity, so a hehavioral
model of contrel seems to be fiting ™

50 in deciding which form of control to use, MNCs must determine whether they want
2 more bureaucratic or a more cultural control approach; and from the cultural perspec-
tive, it must be remembered that this control will vary across subsidiuries.

W Performance Evaluation as a Mechanism of Control
A number of performance measures are used for control purposes. Three of the most comt-

mon evaluate Gnancial performance, quality performance, and personnel perlormance.

pr(-iﬁt

Financial Performance The amount remalning

Financial performance evaluation of a forcign subsidiary or affiliate is usoally based on after all expenses are
profit and loss, and return on investment. Profit and loss (P&L) is the amount remaining dedueted from total
after all expenses are deducled from total revenues. Return on investment (ROT) is Tevenues.

measured by dividing profit by assets; some firms use profit divided by owners’ equity  veturn on investient
(rcturn on owners” investment, or ROOD) in referming to the relurn-on-investment perfor-  (ROD)

mance measure. Tn any case, the most important part of the ROL calculation is profits, ~ Retum measured by
which often can he manipulated by management. Thus, the amount of profit directly dividing prafil by asscts.
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relates to how well or how poorly a unit is judged to perform. For example, il an MNC
has an operation in both country A and country B and taxes are lower in country A, the
MNC may be able Lo benefit if the (wo units have occasion Lo do business with each
other. This benefit can be accomplished by having the unit in country A charge higher
prices than usual 1o the unit in country B, thus providing greater net profils to the MNC,
Simply put, sometimes differences in tax rales can be used to maximize overall MNC
profits. This same basic lorm of mantpulation can be used in transferring money from
one country 1o another, which can be explained as follows:

Transter prices are manipulated upward of downward depending on whether the parent com-
pany wishes to inject or remove cash inte or trom subsidiary, Prices on imponis by o
subsidiary from # relaled subsidiary are raised if the multinationul company wishes to move
[unds from the receiver to the selles, but they ure lowercd if the objective is W keep the [unds
{n the importing subsidiary, . . . Multinational compunies have been known to use transfer
pricing for moving cxeess cash from subsidiaries loculed in countries with weak currencies
to countries with strong currencies in order to protect the value of their current asyets. ™

The so-called bottom-line (i.¢., profit or loss) performance of subsidiaries also can
be affected by u devaluation or revaluation of local currency. For exumple, if & country
devalues its currency, then subsidiary cxport sales will increase, because the price of
these goods will be lower for foreign buyers, whose currencies now have preater purchas-
ing power. If the country revalues its currency, then export sales will decline because the
price of goods for foreign buyers will rise, since their currencies now have less purchas-
ing power in the subsiciary’s country. Likewise, a devaluation of the currency will
increase the cost of imported materials and supplies for the subsidiary, and a revaluation
will decrease (hese costs because of the relative changes in the purchasing power of local
currency. Because devalualion and revaluation of Jocal currency are outside the contral
of the overseas unit, bottom-ling performance sometimes will be a result of external
conditions that do not accurately reflect how well the operation actually is being run,
which should be considered when evaluating a subsidiary’s performance.

Ol course, nol alt bottom-line financial performance is a result of manipulation
or external ceonomic conditions. Frequently, other [orces account for the problem. For
cxumple, one of Volkswagen's goals for a recent year was (o eam 4 pre-tax 6.5 petcent
on revenues. The firm el far short of this goal, earning only 3.5 percent before taxes.
Onc reason for this poor performance was that labor cosls in L.ower Saxony, where
approximately half its workforce is located, ure very high. Workers here praduce only
40 vehicles per cmiployee annually in contrast to the VW plant in Nuvarra, Spain, which
turns out 79 vehicles per employee pet year, Why doesn’t VW move work 10 lower-cost
production sites? The major reason is that the state of Lower Saxony owns 19 percent
of the company’s voting slock, so the workers' jobs ace protected.’ Simply put, relying
solely on (inancial results 1o evaluate performance can result in misleading conclusions.

Quality Performance

Just as quality has beeome a major locus in decision making, it also iz 2 major dimenston
of the modern control process of MNCs, The lerm gualiry control (QC) has been around
for a long time, and it is a major function of procuction and pperations management,
Besides the TQM techniques of concurrent engineering/interfunctional teams, cmployee
empowerment, reward/recognition systems, and training, discussed earlier in this chapter
in the context of decision making, another technique more directly associated with the
control funclion is the usc of quality circles, which have been popularized by the Japanese.

quality conteol circle’ A quality control circle (QCC) is a group of workers who mect on & regular basis o
(QUC) " discuss ways of improving the quality of work. This approach has helped many MNCs
A group of warkers who improve the quality of their goods and services dramatically.

meet on a regular busis o Why are Japanesc-made goods ol higher qualily than the goods of many other coun-

discuss ways of improving  tries? The answer cannot rest solely on technology, because many MNCs have the sume
the quality of work. or superior technology, or the financial ability to purchase it. There must be other causal
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Japansse firms do a number of things exiremely well
One is to train their people carefully, a strategy that
many successiul U3, firms also employ. Anether i3 1o
try Lo remain an the technological cutting edge, A third,
increasingly important because of its uniquenass 1o the
Japaness, is to keep a keen focus on developing and
bringing to markel goods that are competitively priced.

In conlrast 1o Westarn firme, many Japanegse com-
paniss use a "arget cost' approach. Like other multi-
national firms, Japanese companies begin the new
product development pracess by conducting marketing
resaarch and examining the characteristics of the prod-
uct 1o be produced. At this point, however, the Japa-
nese take a different approach. The tradilional approach
used by MNCs around the world i3 next to go into
designing, engineering, and supplier pricing and then
to determine if the cost i3 sufficiently competitive 10
move ahead with manufacturing, Japanese manufaclur-
ars, in contrast, first determing the price that! the con-
sumer rnost likely will accept, and then they work with
design, engineering, and supply people to ensure Lhal
the product can be produced at this price. The other
major diffgrence ia (hat after mast firmg manufacture a
proguct, they will engage in periodic cost reductions.
The Japanese, however, use a kaizen approach, which
fosters continuous cost-reduction efferts.

The critical difference between the two systems is
that the Japarese get costs out of the praduct during
tha planning and design stage, Additionally, they look at
prafit in lerms of product lines rather than just individual
goods, so a consumer product that would be rejecled
lor production by a U.S. or European firm because its
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pro;ected proﬁtab:llty is 100 \ow may be acceptcd by a
Japanese firm becauvse the product will attract addilienal
customers Lo other offerings in the line. A goed example
is Sony, which decided Lo build a smaler version of its
compact personal stereo systemn and market it to older
consumers. Sony knew that the profitakility of the umil
would not be as high as usual, but it went ahead
hecauso the product would provide another market
niche for the firm and strengthen its reputation. Alzo, a
side benelit is that once a product is out there, it may
appeal o an unanticipaled market. This was lhe case
with Sony's compagt personal sterco system. The unit
caught on with young people. and Sony's sales were
50 percent greater thar anticipated. Had Seny based
its manufacturing decision solely on “stand-aione” profit-
ahility, tho unit mever would havo been produced,
These approaghes are not umique to Japanese
firms. Foreign companies operating in Japan are catsh-
ing on and using them as well, Goca-Cola Japan is the
leading company in the Japaneso soft drink market,
which sees the inlroduction of more lhan 1,000 new
products each year, Most offerings do not last very
long, and a cost aceountant might well argue that it is

""not warth the aflert to produce them. However, Coca-

Cola introduces one new product a month, Most of
these sodas, soft drinks, and cold coffees survive less
than 90 days, bul Coke does naot l&l the shart-term
bottom line dictate the decision, The firm goes beyond
quick profitability ang looks at the overall picture.
Result: Coca-Cola continues to be the leading soft
drink firm in Japan despite competition that often is
more vigorous than that in the United States.
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factors. International Management in Action, “How the Japanese Do Things Diflerenty,”
gives some details about these luctors. One study atlempted to answer (he guestion by
exumining the differences between Japanese and U.S. manufacturers of air conditioners.*!
In this analysis, many of the commonly cited reasons lor superior Japanese quality were
discovered to be inaccurate. So whal were the reasons for the quality differences?

One reason was the focus on keeping the workplace clean and ensuring that all
machinery and equipment were properly maintained. The Japanese firms were more carefll]
in handling incotming parls and materials, work-in-process, and finished products than their
1.5, counlerparts. Japanese compunies also employed equipment fixtures to a greater extent
than did U.8. manufacturers in ensuring proper alignment of parts during finul assembly.

The Japanese minintized worker error by assigning new employees (o existing work
teums or pairing them with supervisors. Tn (his way, the new workers gained important
experience under the watchful eve of someone who could correct their mistakes.

Anather interesting finding was that the Japanese made cflective use of QCCs.
Quality targets were set, and responsibilily lor their attainment then fell on the circle while
munagemment provided support assistance. This was stated by the researcher as follows:

Tn supporting the activitics of their QCCs, the Japanese firms in this industry routinely col-
lected extonsive quality data. Information on delects was compiled duily, und analyzed for
trenids, Perhaps most importany, the data were made eusily accessible to line workers, olten m
the form of publicly posted charts, More detiled dara were available o QCCs on request.™

37D
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This linding pointed out an tmportant diflerence between Ameticans and Japanese.
The Japanese pushed data onr quality down to the operating employees in the guality
circles, whereas Americans tended to aggrepule the quality dwla into summary reports
aimed at middle and vpper munagement,

Anather important differcnce is that the Japanese tend (o build in early warning
systems so that they know when something is going wrong. Incoming fleld duta, for
example, are reviewed immediately by the quality department, and problems are assigned
to one of lwo categories: rouline or emergency. Special efforls then are made 1o resolve
the emergency problems as quickly as possible. High failure rates attributable to a single
persistent problem are identified and handled much faster than they would be in .5,
firms. Still anolher reason is that the Japanese work closely with (heir suppliers so that
the latter's quality increases. In [act, research shows that among suppliers that have
contracts with both American and Japanese auto plants in the United States, the Japancse
plants get higher performance from their suppliers than do the Americans.” The Japanese
are able o accomplish this because they work closely with their suppliers and help them
develop lean manufacturing capabilities. Some of the steps thal Japaness manulacturers
take in doing this include (1) leveling their own production schedules in order to avoid
biz spikes in demand, thus allowing their suppliers to hold less inventory; (2) encourag-
ing their supplicrs to ship only what is needed by the assembly plant ul a particular fme,
even if this means sending partially filled trucks: and (3) creating a disciplined system
of delivery time windows during which all parts have to be reccived at the delivery plant.
A close look at Table 11—4 shows that the 91 suppliers who were working for both
Japanese and American auto firms performed more efficiently for their Japanese custom-
ers than for their American customers.

Management aititudes toward quality also were guite different. The Japanese
philosophy is: “Anything worth doing in the area ol quality is worth overdoing.”
Workers are trained [or all jobs on the line, even though they eventually are assigned

O W ol T ael®
"When Ser U.8!%and Japanese-OwnedvAuto Plant

Chrysler | Ford GM Handa Ningan Toyota
Parformance Suppliers Suppliers  Suppllers Suppliors  Suppliers Suppliers
Indicators (n = 28) (n = 42) {n=23) " {r=22) (n = 18) {n=27)
Inventsry tUrRover 28.3 24.4 ' 255 38.4 49,2 52.4
Work-inqprdcuss 3.0 3.2 7.2 Ly 4.0 3.8 3.0
Fimished-goods
storage time 4.8 54 (K3 53 4.9 3.2
Invantery on
the truck 2.1 4.5 2.8 28 2.08 1.61
Invantory maintained
gt the customer’s site 3.5 4.8 an 4.0 z.B 2.3
Parcentage change in
rmanufacturing costs
compared to the
previous yeer 0.69% 0.58% 0.74% —0.9% —0.7% -1,3%
Parcantage of
lata dalivarles 4.4% 1.70% EI'.D&% 2.1M% 1.08% 0.44%
Emargency shipping c o
gost (per milion sales ‘ '
doliara) in previous yeser 51,235 ﬁddﬁ : ‘ 5616 ) R % b o $379 $204

oo oot
Source: Adaptad from Jeffrey K. Likor and Yan-Chun Wu, *Japanese Autemakers, U.S. Suppliers and Supply-Chain
Superlerity, Stean Management wa'ew, Ball 2000, p. 84, o
! . | "
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to a single workstation. This method of “(raining overkill” ensures that cveryone can
perform every job perfectly and results in lwo important oulcomes: {11 If someone is
moved to another job, he or she can handie the work without any additional assistance.
(23 The workers realize thal management puls an extremely high value on the need
for quality. When questioned regarding whether their approuch to quality resulted in
spending more money thun was necessary, the Japanese managers disagreed. They
helieved that quality improvement was technically possible and economicully feasible.
They did not accept the common U.S. strategy of building 4 product with quality that
wis “good enough”

These managers were speaking only for their own firns, however. Some evidence
shows that, ut least in the short run, an overfocus on quality may become cconomically
unwise. Even so, firms must remember that quality goods and services lead in the Jong
run 1o Tepeal business, which translates into prolits and growth. From 2 control stand-
poinl, the major issue is how Lo identify quality problems and resolve them as efliciently
us possible, One approach that has gained acceplance in the United States is outlined by
Genichi Taguchi, one of the foremost authoritics on quality control. Taguchi’s method is
to dispense with highly sophisticated statistical methods znless more lundamental ways
do not work, Figure 11-3 compares the use of the Tuguchi method and the traditional
method to identily the cause of delects in the paint on a minivan hood. The Taguchi
approach to solving quality control problems is proving to be so eflective that many
MNCx ure adopting it. They also are realizing that the belief that Japunese firms will
correct qualily control problems regardloss ol the cost is not true. As Taguchi puts it,
“the more efficicnt approach is to identify the things that can be controlled at a reason-
able cost in an organized manner, and simply ignore those oo expensive to control ¥
To the extent that U.S, MNCs can do this, they will be uble to compete on the basis of
quality,

Parsonnel Performance

Besides financial lechniques and the emphasis on quality, another key area of control is
personnel performunce evaluation. This type of evalualion can take 2 number of dillerent
forms, although there is a great deal of agreement from firm to firm about the generul

Figure 11-3

P.0Z2

321

Solving a Quality Problam: Taguchi Mathod vs, Traditlonal Method

Traditienal Method Possible causes are studied one by one while halding Lho other tagtars constant,

T T T ot

Parform axperiment’
Change pnefactor o
and hold the othiars

Méssure results:
[f problem is pot salved,
design experiment with

Froduction groblerm: !
Blarniches appear
in paint on finizhed 2 ot}

¥

‘another 70 haods, varying *

differant fng:tor‘*s‘ whilé
holding others constant., |

hood. w! congtant il .
‘ 0" production rum
) Involving 70 haods.

Repeat axperimeants,

Each of the possible causes

yriust be studied in separate
production runs of 79 hoods
Jntil the culprit is found.

Taguchi Method Brainsterming and a few bold sxperimants suok to gquickly lind the problem.

Praduction Bralnstorming Empilay Taguehl Experimental Confirm rosuits

probitam: sesslon: statistical sampling production runs: The experiments

Blomlshes appear Identify factors rmgthod: A handful Eight'sats of five are evaluatad

in paint on that could be of experimonts are hoods each arp and a changed

finished hood. = rosponsible. | doeslgned, in which = praduced, varying + productian run
many of the possibla saveral of the is made to
causes arg varled, possible caugses at eonfirm the
‘basad on statistical. onee. findings.

L ' tecﬁlnlques‘.“‘ e '

Source: From information reported in John Helusha, “Improving Quality, the Japanesa Way! New York Times, July 20, 1988, p. 35.
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Global Raputatlan Pulso 201 0~The Moat Reputable Companias
in the World Pulse Scorex and Rank

Raputation

Company Homa Courntry Rank Pulse
Google u.s. 1 78.62
Sony Japan 2z 78.47
The Walt Diznoy Coampany U5, 3 7787
BMW Germany 4 7.7
Dalmler'(Mercades-Benz) Germany 5 76.83
Appla } U5, [ 76.29
Nokia Gl ALy Finland 7 76.00
IKEA by It Sweden | ] 75.60
Volkswagen ‘ Germany ' 9 75,55
Intel} n et us. | 10 75.39
Microsoft U.s. » ER b | 74.47
Jotingon & Johnson'th L., 12 74.12
Panasonic ; Japan 13 72.67
Singmpore Airlines " Singuapare 14 73.54
Philips Electronics The Natharlands 15 72.31

. :‘EDreal ! m .""! A \France | 18 73.17
1B i U.. 17 73.03
Hewlatt-Packard LS. 18 72.67
Barilla . Maty 19 72.45
Nestle Yo Switzerland 20 72.37
Farrero [taly 21 72.36
Samsung Electronics .. Soluth Korea 22 71682
FadEx [R-N 23 70.84
Heonda Motar © Japan 24 70.82
The Coca-Cola Company L.g. 25 70.40
Carlsberg ‘ Danmark 28 70.31
Procter & Gamble us, 27 70.21
upPs' o U.Ss. 28 70,07

. SDUfCE.'I.:ﬂl'bES and the Heputaflon Ingtitute: hitp:fwww forbas.com/2010/05/23/
apple- googla sonv grmg-natwork-global-reputablo-companies_2.html; hitpiiwww.
raputatlomnst:tute com.

criteriz lo be messured. Table 11-5 provides a list ol the most reputable companies as
culeulaied by the Reputalion Institute in conjunction with Forbes magazine. The “reputa-
lion pulse™ measure incorporates a range of criteria, including the trust, admiration, and
esleern that stakeholders have for a company.

In describing what makes another group of companies successlul—the “World's
Most Admired” firms—consultants at the Hay Group made an analysis of the best global
firms, focusing especially on their personnel and tulent tnunagement systems, identifying
seven common themes:

1. Top managers at the most-admired companies lake their mission statements

sertpusly and expect cveryone clse (o do the same,

2. Success allracls the best people—and the hest people sustain success,

Y. The top companies know precisely what they are looking lor

4. These firms sec career development as an investment, not o chore.
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n

Whenever possible, these companies promote from within,
¢ Performance is rewarded.

7. The firms are genuinely interested in what their cmployees think, and they
measure work satisfaction often and thoroughly.™

One of the most common approaches to personnel performance evaluation is the
petiodic appraisal of work performance. Although the objective is similur from country
to country, how performance appraisals are done diflers, For example, effective employee
performancs in one country is not always judged to be effective in another, Awareness of
internutional differences is purticularly important when expatriate managers evaluate local
manzgers on the basis of home-country standards. A good example comes out of a survey
that found Japunese managers in U.8.-based manufacturing firms gave higher evaluations
to Japanesc personnel than to Americans. The results led the rescarcher to conclude: “Tt
seems that cultural differences and diversified approaches to munagement in MNCs ol
different nationzlities will always creale a situation where some bias in performance
appraisal may exist”™* Dealing with these biases is a big challenge facing MNCs.
Another important dilference is how personnel performance control actually is con-
ducted. A study that compared personne! control approaches used by Japanese managers
in Japan with those cmployed by U.S. managers in the United States found marked dif-
lerences.”” For example, when Japanese work groups were successful because of he
actions of a particular individual, the Japanese manager tended 1o give credit 1o the whole
sroup. When the group was unsuccessful because of the actions of a particular individual,
however, the Japanese munager lended to perceive this one employee as responsible. In
addition, the more unexpected the poor perfmmance, the greater was the likclihood that
the individual would be responsible. In contrast, individuals in the United States typically
were given the credit when things went well and the blame when performance was poor.
Other differences relate to how rewards and monitoring of personnel performance
are handled. Both U.5. and Japanese managers offered greater rewards and more freedom
from close monitoring to individuals when they were associated with successful perfor-
mance, no malter what the influence of the group on the performance. The Americans
carried this tendency further than the Jupanese in the case of rewards, including giving
high rewards (o a person who was a “lone woll."™
A comparison ol lhese two approaches 1o personnel evaluation shows that the
Japanese tend to use a more social or group orientation, while the Amencens are more
incdividualistic (for more, see Chapter 4), The rescarchers Tound that overall, however,
the approaches were quite similar and that the control of personnel performance by
Japanese and U.5. managees is far more similar than dilferent.
Such similarity alse can be found in assessment centers used to evaluate employees.
An assessment center is an evaluation wol that is used to identily individuals with the - assessment center
potentizl to be selected for or promoted to higher-level positions, Used by large U5, MNCs  An gvaluation tool used to
for many years, these centers also are employed uround the world. A typical ussessment  ideatify individuals with
center would involve simulation exercises such as these: (1) in-basket exercises that require e porential 1o be “e_]e‘“"’d
munagedal attention; (2) a commitlee exercise in which the candidates must wark as a for or promoted to higher-
team in making decisions: (3) business decision exercises in which participants compete level positions.
in the same market; (4) preparation of a busingss plan; and (5) a letter-writing EREICISE,
These forms of cvaluation are beginning to gain support, because they are more compre-
hensive than simple checklists or the use of a test or an interview and thus betler able to
identify those managers who are most likely 1o succesd when hired or promoled.

i The World of International Managﬂgémgn;t‘}q—”i‘iﬁeyisit‘édI

This chapter focuses on two arcas (hal are essential to any company joining the race to
compete in online retail or to develop productive contracting relationships lor outsourc-
ing in this aren: management decision and control systems. The rapid growth in online
retail poses substantial challenges in the arcus ol management decision and control. Por
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example, many companies rely on extensive and sophisticated Web infrastructore to mar-
ket and [ullil orders; any breakdown in these systems can have substantial ramilications
for smooth operations and overall reputation. The implications lor these firms' control
process are obvious, Further, many companics, even large ones, oulsource these functions
to one of the large online retilers such as Amuzon.com, further exacerbating the pos-
sible misconnection belween management and custoniers.

Review the opening World of Internationa! Management discussion of online retail-
ers and think about the ‘principal considerations in international management decision
making and control pracesses you have read aboul in this chapter. Then, answer the [ol-
Jowing guestions: (1) How might differences in national and corporale eulture impede
timely decisions and control processes among existing and potential competitors in online
retail? (2) To what extent should total quality management and quality control be con-
sidered when esteblishing an onling retail presence or conlracting with unother firm to
provide it? (3) What specific decision and control systems or tools would be helpful in
overseeing an online presence (gither internal or outsourced)?

1. Decision-making involves choosing from among and strategies lor attacking the competition, among
alternatives. Some countries lend to use more cen- others.
tralized decision making than do others, so that 4, Conlrolling involves evaluating results in relation o
more decisions are made at the top of the MNC plans or objectives and then taking action 1o cotrect
thun are delegated 1o the subsidiarics and operating deviations. MNCs control their overscas operations
levels. in a number of ways. Most combine direct and indi-
2. A number of factors help influence whether deci- rect controls. Some prefer heavily quantifiable
sion making will be centratized or decentralized, methods, and othets opt for more qualitative
including company size, amount of capital invest- approaches. Some preler decentralized approaches;
ment, relative importance of the overseus unit to the others opt for greater centralization.
MNC, volume-lo-unit-cost relationship, level of 5. Three of the most common performance Measures
product diversiication, distance between the home used 1o control subsidiaries arc in the financial, qual-
office and the subsidiary, and the competence uf ity, and personnel areas. Finuncial perfornnce typi-
managers in the host country. eally is measured by profit and return on invesiment.
3. There are a number of decision-making challenges Quality performance often is controlled through qual-
with which MNCs currently ure confronted, These ity circles. Personnel performance typically is Julged
inclode total quality management (TQM) decisions through performance evalnation techrigues.
- i |
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1. A British computer (trm is acquiring a smaller com- decision-making process? How could these differ-
petitor located in Frankfurl. What are two likely dif- ences creatc a problem for the acquiring [rm? Give
farences in the way these Lwo firms carry out lhe an example in cuch case.



