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Abstract

In the era of the global trade, consolidation and globalization is the important strategy, which allow companies to expand and establish the worldwide market network. It is about the worldwide economic activity- about open market, competition and free flow of goods, services, and capital.   This report will discuss the processes of consolidation and globalization, and its impact of technology.
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INTRODUCTION


Technology changed the way we live and view, as well the strategies how to expand business visibility.  In this era of global trade, companies more often face tougher challenges, such as limited resources, competitive environments, market shares, etc.  Consolidation and globalization reward these companies that are innovative and competitive, regardless the size of the company.  It allows the companies to access the multi-culture resources and expand their market shares by establishing the worldwide market network.  Combining with high-tech, information technology is the key driver of Consolidation and globalization.  It opens up the huge potential for greater efficiency through e-commerce.


Consolidation and globalization are the trends of free flow of goods. They are about the worldwide economic activities that merging finance, employment, resource, and market shares, it also merges the cultures, which brings people closer.

CONSOLIDATION

Business consolidation, commonly known as acquisitions or merger, is a major strategic option for expanding companies. The acquisition or merger is a way to combine the strengths of two organizations to achieve goals that neither of them can easily, affordably and quickly accomplish by its own.


On a tough global competition, world scale operations in marketing and distribution have become essential. If the companies don’t have them already, they might probably do not have time to build them. In addition, product, business, distribution systems, technology and markets can all be acquired by the acquisitions process, which provides less painful than starting from a scratch. However, it is very difficult to successfully generate a profitable organization due to unforeseen complexity of companies. In successful acquisitions, strategy and implementation have to work correlatively. Picture1 shows an overall idea of an Acquisition. This report concentrates on the Post-Acquisition Management process. 
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Figure1 The Phases of Acquisition

 Before we go further in more details, Driving Forces of Business consolidation is discussed as following.

Driving Force 


The following examples of the driving force provide motivations or benefits of acquisitions. Some examples are obvious, while others are subtle. 

Synergy

    It is the concept by which two firms combine and increase their value. In other word, 2+2=5. This equation is possible because existing firms are operating at an unexpectedly low performance (McCann, Gilkey, 1988).

To reduce capacity


This driving force can result to reduce costs of a business, particularly in a recession period. For example, two steel producers in France merged in an attempt to reduce costs. This achieve by involved reducing the workforce.

To acquire growth


A further reason of merger or acquiring another company is to obtain sustain growth. The acquired may be in a growth sector, which is attractive to the acquirer. Moreover, it may be easier or cheaper to acquire growth rather than to build from the beginning, especially technological businesses.

Acquisition of specific assets


First, this reason for acquisition happens quite often. The company acquires supplies to ensure availability of materials or services.


Second, the acquired may have a good research and development facilities that could be utilized more efficiently and effectively. This case occurs where product or market is expanding rapidly but expertise is relatively scarce.

Acquiring assets at a discount


The basic of this approach is that the acquirer knows the real value of the assets of the acquire. For example, the acquire may possess valuable land or property that stands at depreciated cost in the book, which this cost is underestimated in its current replacement value. The acquirer might purchase the company and sell off the valuable assets (McCann, Gilkey, 1988). 

The other case might be acquire an unprofitable company and close down the loss sector and sell off the profitable sectors.

The basic of this approach is to advantage of existing management that could not utilize its assts efficiently.

Risk Reduction and Diversification


This advance increases a credibility level of a company to investors. The basic strategy works like this: firms can guarantee investors a certain level of financial performance by acquiring other firms that have great growth and performance. When one industry is down, the other is sill up and two help each other.


Diversification through acquisition would be well justified in such a case; particularly when the new products are in their early stage and in other greater growth potential markets.

Competitive Reaction


One of the most understandable motivations for a merger or acquisition is combination into one for competitive reasons; however, this approach is also dangerous strategy if acquirer has a lack of experience and preparation.


Theoretically, a firm will engage in proactive, not reactive merger activity. Proactive means that the firm has a good strategy, and a merger is only a tool for executing it.

In reactive situation, the firm operates a merger or acquisition as the time that it must to do so, not because it necessarily want or is prepared to do so. It is obvious that when acquiring firm does not prepare for the acquisition, the firm would confront to greater cost.

The Immediate Action


Once the acquisition has been consummated, the real task begins. Assuming, there is an integration strategy to act upon. There are a number of companies put so much effort into the acquisition process and they don’t really think about what to do after consummation (Business International, 1988).


There are two ways to do after the consummation; first: act early, second: a wait-and-see action. Picture2 shows these two approaches. Act immediately approach provides these advantages:

· Everybody in the acquired firm expects action, and any delay merely increases speculation. Thus, this approach eliminates the speculation that might lead to rumors if the delay occurs.

· The climate is receptive to decisive action. Employees tend to ready to changes.

The advocates of a wait-and-see action produce these arguments.

· A far better understanding of the company will be obtained, enabling better planning and hence better results

· A more accurate evaluation of the people to fill positions can be made effectively.

· It enables the two cultures to adjust to each other rather than clash from the beginning.

Even though the wait-and-see action provides some advantages, a extensive research reveals that the “act early” is better way to approach after the integration as far as structural and personnel changes are concerned. The more carefully considered mistakes are often worse, and are compounded by delay.

Do we keep the Management?


Whether action is immediate or delayed, a decision will be made about this question. This decision may be made either deliberately or by simply doing nothing. The answer depends on what you want to do with the company. There are four basic approached to this question, ranging from the automatic replacement of top managers to leaving the management stuffs untouched. Each strategy has its advantage and disadvantage, as presented below.
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Figure 2. Different styles in an acquisition approach

1. Reserve certain key positions as a matter of policy.


It always fills the president and chief financial officer from a parent company as a parent-company policy. This policy has number of clear advantages:

· It ensures that these officers support the acquisition.

· It is obvious that the new bosses are supported by the parent, and this eliminates political doubt and speculation.

· Their knowledge of the parent company aspects make them work effectively

· Since this is the company policy, it removes any personal implication that could be imputed.

Nonetheless, there are some serious disadvantages to this approach:

· If the acquirer’s management is quite outstanding, this approach would waste of talent and experience.

· It may cause the dispute between the firm’s customer and the employees.

2. Put some of your own people in, but not necessarily the top ones.


The entire management is still the same, but the lower employees are replaced. Integration of marketing, distribution and finance are operated continuously.  The advantages of such an approach are:

· Still have acquired a full management team.

· Good coordination 

· Continuity is assure

The disadvantage:

· If this approach doesn’t work out, it would create a fairly high cost of error.

· It may become difficult to change the systems in the acquired company.

3.Guaratee autonomy for a limited period


The managers realize that the their autonomy period is limited, and this will influence their action and communication.

The only point in favor:

· It gives a period of stability and sense of noninterference

The disadvantage:

· The acquirer have a limit access. Meaning that the acquirer simply losses the control over the acquired company.

· Deterioration results may not be corrected.

· Risky company may generate a loss.

4. Don’t touch the management at all


This approach happens while the existing management performs the outstanding performance and rely on financial disciplines.

The advantage of this approach:

· The parent company does not involve in the acquired management task , if all goes well

· Business runs without distraction.

· It may preserve the company in salable form.

The disadvantages:

· A layer of consolidation and reporting are added, if the company has been autonomous

· The parent company will lack the ability to communicate to the acquiree.

Communicating Continuously


Generally, an acquisition requires an extensive communication because the employees of the both side need the accurate information. The successful acquirer provides these following elements:

· A clear statement of the reasons for the merger, including the expected benefits

· The strategy to be followed to reach those benefits

· The immediate organizational directions

· Brief details of the financial position and progress of both parties

The communication plan should cover at least one year and possibly more, depending on the type of merger. The information given to different groups have to be corresponding to their positions.

· Employees of the acquired company;

· Employee of the acquiring company;

· Shareholders;

· Distributors

· Suppliers

· Customers

· The local community, if the company is a major or well-known employer

· The press, especially the local press

Approaching the Humans


In the initial integration period, the human issues have to be addressed in depth. People’s expectation and aspirations have to be reconciled with the direction of the newly merged company is taking. It these conditions are satisfied, this would create the substantially productive motivation. To get control of human problems generated by the acquisition, the first thing to do is to rein in the expectations on both sides. There are two sets of expectations to be dealt with. There are both exciting and motivation expectations as well as the inevitable fear (Business International ,1988). The first priority is to get rid of negative action as soon as possible, in order to concentrate thereafter on the positive aspects

A CHECKLIST OF HOPES AND FEARS

Negative Expectations

Actions, clarification and a continuous dialogue should neutralize these factors as soon as possible.

- Lower compensation

- Change of bonus or perks

- Tighter rein on expense accounts

- Redundancies

- Lower career opportunities

- More bureaucracy

- Less possibility of exercising initiative

- Too many approvals required

- Possibility of new unfamiliar boss

- Long period of uncertainty

- Loss of independence

- Need to acquire new unfamiliar skills

Positive Expectations

These points should be stressed honestly, as soon as the negative points have been addressed.

+ part of a bigger/more prestigious company

+ higher compensation

+ better pension scheme

+ more comprehensible personnel policies

+ less stingy company

+ more dynamic and adventurous company

+ removal of financial uncertainty

+ new career opportunities

+ new produces

+ new training opportunities

+chance to work with fresh interesting people

+access to ore staff resources

+ less bureaucracy

Winner and Losers


The acquiring company is expected to provide most of the winners in the acquisition. If senior people are transferred, they usually take the people they know to work with them. It is normal to work with known and trusted individuals rather than start up working with the new people. However, they should use the following guidelines.

· Be sure to recognize the people who are respected as high performers in the acquired company

· Refuse to promote mediocrity, no matter how politically convenient it may seem at the time

· Willing to receive the feedback on your actions from the acquired company.

· Remain consistent in your actions even in the case of negative feedback. The vacillation could make the situation get worse.

The Rules and The Structure


In order to achieve a merger, acquirers need to understand the four golden rules, which are explained below.

Plan first. This rule basically says “ if you don’t know what you are going to do, don’t do it” The master acquirers always have a clear idea of what plan they are going to use. This approach is usually done in the pre-acquisition stage. The company will be freely opened to inspection and discussion. Assuming experienced executives handle the task, this will create reasonably accurate planning, cost saving and goals.


The most important idea of the pre-acquisition analysis is to gain an understanding of the target company’s either previous success or failure.

Implement quickly. This golden rule is: “ if you going to act, do so immediately” This rule is obvious to be the vital factor that effect to the overall performance of the acquisition. The principal argument is that everybody expects change and they expect it immediately.

Communicate frankly. It is the process follows the above rule. One the integration or reconstruction is completed, the employees should be told so.

Act correctly A further comment of the master of acquirer is that the company’s behavior during the integration process will affect both the price and the difficulty of the integration in future acquisitions. Sensitivity in the operation of people, recognition of long services and proper arrangement are all concerned.

Understand the Reasons for Prior Success


To identify the secrets of success in the company you are buying, and using of these when reconstruction and during the integration process could be the real key to determine the acquisition success. If the real reason for success are not identified and acted, the previous success can easily be converted to failure. The specific care needed if any of following acquire style apply:

Personal relationship: Many companies have founded their success on strong personal relationships. Sometime their prices are higher than their competitor but the customers have been willing to pay the premium.
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Figure 3.  Prior Success Lesson


If specific care is not applied to this situation, if would lead to a failure of the acquisition. For example, after the acquisition process, the acquired company needs to change the management process. They are required to keep in touch to the headquarter by reporting and meeting. In addition, they no longer have a ability to continue managing as they had in the past. Time is spent in coordination with operations in the headquarter, less time is available for taking care their customers. The sale organization, sales methods are switched from personal to more impersonal contacts. This leads to serious problems. In some cases, it reduces the level of performance or even leads to company’s failure.

Very low overheads: it means managing methods requires less paper work, reporting, and authorization. These definitely lead companies to work promptly and efficiently.

Unique marketing style: It is difficult to duplicate unique marketing style. Fundamentally, any firm that performs above average rate of growth and revenues could be assumed to have some sort of something special. Thus it is important to identify it.

Understand the Reason for Prior failure


Only understanding of reasons of companies’ success may not adequate to ensure the companies success. Thus identifying the cause of prior failure could be another wise way to guide to the future success.
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Figure 4. Prior Failure Lesson


If any of the following problems are identified, then special care should be taken to fix this problem.

Complex formal matrix relationship with former parent: it means the managing method involves frequent meeting, extensive travel and multiple approval points. The organization tends to spend more time in manage process rather than to it customers or suppliers. Every effort should be made to simplify the new structure and procedures. The company should concentrate toward performance rather than activity.

Excessive reporting requirement: Basically, it means the company has too high overheads, which means employees need to provide information to and answering from headquarters. This problem obviously degrades the company’s performance.


The enormous enemy of effective structure is a complexity. Some organization after acquisitions may look quite simple but have actually combined of diversity of people, product and operating methods. The intelligent use of simplicity is one of the great secrets of effective and low-cost operation to fulfill the synergy proposes. The following factors need to be concerned.

· A clean, unambiguous organization (avoid formal matrix structures)

· Minimum layer of management

· No duplication of administration

· No duplication of facilities

· The best person for the job

· Minimal staff overhead

· Unified management at each location. All staff report to the same boss or at least a senior director.

The Continuing Process of Integration
One of the reasons for mergers is to take two entities and form a synergy to achieve a common goal. These synergies may be formed for many different reasons. However, they may be categorized into four main types of synergies according to the goals they are attempting to accomplish. Functional synergies are formed when joining the two entities improves functionality in various areas. Savings synergies result from the elimination of double costs. Complementary synergies are formed by two different entities that have enough in common to complement each other. The final category is the single-source synergies, which are formed on the basis that customers prefer one source for their various needs.

When one of these synergies is formed, the desired benefits may not necessarily be realized. In order to make sure the desired goals are achieved, companies can take several steps to help the process. A mechanism should be developed to drive the process such as a task force formed from both sides of the merger. Employees from both sides of the merger should be familiarized with the desired benefits and the mechanism being used. Customers should be informed of the change as well. Finally, it is important to identify synergies that are not working out and stop pursuing them.

In a merger, difficulty arises when the two companies must be joined to operate as one. The integration of finance, the integration of marketing, the integration of manufacturing, and the integration of technology between the two sides are important for the synergy to be functional. Financial integration is obviously an important factor in mergers with the most apparent benefits. Some of the benefits include a single central management of cash flow, combination of tax set-offs, utilization of pension fund surpluses, rationalization of multiple staffs and facilities, and opportunities for automation. Problems usually arise when combining two companies with different policies for capital expenditures, salaries, and other expenses.

Market condition is the usual reason for pursuing an acquisition. The integration of marketing can provide benefits such as larger market share, larger geographic coverage, larger marketing force, new potential distributors, opportunity to rationalize distribution facilities, more leverage with advertising agencies, potential extra products for same customer, cost savings through amalgamation of service facilities, cost savings through rationalization of back-office facilities, and potential for product range rationalization. Difficulty in integrating marketing comes from having two sides with different products. In such a case, attention will usually turn to the product with better returns or the product that is easier to sell.

The Stand-Alone Strategy

The stand-alone strategy, as its name implies, allows an acquired company to continue operating on its own command, but as an entity of its acquirer. The stand-alone strategy is a system where the acquired unit is not integrated with any other unit. The acquired company thus has independence and power, but reports to the acquirer.

There are many reasons for choosing this strategy. Simplicity is one of the reasons for the stand-alone strategy, because nothing is hidden by the integration of the companies. The two units continue to carry the same responsibility, and can clearly be held accountable. The expenses of the acquisition are obvious and the chance for bad surprises is decreased. Cultural differences, which are the vice of merger success, can be avoided since the units remain independent of each other. The stand-alone strategy relieves the acquirer of the need to understand the business, which would be required for integration. Also the acquired unit may already have good management, which would be better left in place.

In order to achieve success using the stand-alone strategy, the acquired company must adopt the parent company’s financial policies. The acquired company will benefit from having a disciplined approach or it will become more effective if it already had a good system and the system is renewed. Also, poor management must be discarded, as there is always a fresh supply of good young managers waiting to be promoted. In addition, the new management should be made a part of a team to generate a healthy competitive spirit among the new management and that of the parent company. Finally, regular reviews should be performed on the acquisition to check if goals are being met.

Merging the Cultures

Vital to the success of an acquisition is the merging of the two cultures. Cultural differences are cited as the foremost reason for failures in acquisitions. An example of such a situation is a traditional company trying to merge with a new high-tech company. Corporate cultures can be defined as habit patterns that have formed over the years within a company. Strong cultures provide a basis for mutual understanding and acceptance.

Corporate culture can be characterized by several factors. The factors are the basic driving force, the key business success factors, the reward system, the corporate climbing frame, the margin environment, the operating environment, and the personal characteristics. The basic driving force relates to the motivation of the company and its employees. The company can be supervision or approval driven, momentum driven, personality driven, production driven, marketing driven, finance driven, or purpose driven. Many companies use several of these types of driving force. By sharing or agreeing on a few main types of driving forces, two companies can increase the chance for a successful merger by avoiding problems and discovering opportunities.

Key success factors are areas in which a company must excel in order to become successful. A few examples of key success factors are customer service, wide product range, manufacturing cost, advertising, and research and development quality. It is important for two sides of a merger to recognize the key success factors so that the merger remains focused in the strong areas.

Although all reward systems are different, they can generally be separated into two main types of systems. The “A” type system is performance linked, has flexible compensation, favors entrepreneurial behavior, and is error tolerant. The “Z” type system is time linked, has a rigid compensation structure, favors cautious behavior, and requires errorless performance. “A” type companies do not mix well with “Z” type companies due to the opposite reward systems. The two systems generate extreme operating dynamics between two companies with opposite systems.

Another area of cultural difference is the corporate climbing frame. One possible climbing frame is a deep hierarchy in which employees find satisfaction in promotions. Another climbing frame is a shallow organization in which employees must find satisfaction in achievements or quit. The “A” type company has a shallow hierarchy. In this company, major jumps are possible regardless of rank, communication is by need, the company is objective oriented, it has a loose team oriented organization, and there are frequent surprise promotions. The “Z” type company has a deep hierarchy. In this company, steps are taken one at a time, communication is by channels, the company is procedure oriented, it has a formal matrix organization, and the promotions are safe and predictable.

The margin environment can also be an area of cultural differences. High-margin companies operate in industries with high margins such as up-market cosmetics. They have a high proportion of professionals at the customer end. Also, they look down on low-margin companies and desire to change them after an acquisition. Low-margin companies are usually in industries with price competitions such as the food industry. They have totally different sales approaches. They are concerned with the smallest expenses. Finally, they have difficulty adjusting to high-margin environments.

The operating environment is the environment of the company, and is a source of many major cultural differences. In the “A” type company, there are short time frame projects, the product is consumer oriented, ideas come from below, the market is high-margin, understanding is used rather than knowledge, and low facts/judgment ratios are typical in decision-making. In the “Z” type company, there are long time frame projects, the product is capital oriented, direction comes from above, the market is low-margin, knowledge is used rather than understanding, and high facts/judgment ratios are typical in decision-making. One obvious source of culture conflict is with people accustomed to short time frames and people accustomed to long time frames. When companies of type “A” and type “Z” are merged, difficulties arise in the basic operation of the merger due to these factors.

The personal characteristics refer to the behavior of employees within a company. This is yet another difficult point when it comes to building successful mergers. Forcing employees that have become accustomed to certain habits to change may cause stress and resent. In the “A” type company, employees are informal, are unstructured organizationally, are unpunctual, acts individually, are unscheduled hardworking, uses tuition or judgment, are risk taking, and are publicly minded. Employees from the “Z” type company, on the other hand, is formal, is structured organizationally, are punctual, goes through channels, seeks collegial consensus, are averse to error, are scheduled hardworking, uses logic and quantification, are averse to risk, and shuns ostentation.

Another crucial step in merging the cultures is to develop new loyalties. In successful mergers, not only must cultural differences be identified, but also new visions and values must be installed. Newly acquired companies may carry certain sentiments and loyalty that is hard to shake. Some steps can be taken to install new loyalties into newly acquired companies. They include finding ongoing employee grievances and working them out immediately. When company strategies are developed and presented, a larger vision should be included to bring everyone’s focus on to the future as a single entity. Nostalgic elements or products of the old company should be discarded or renewed. These symbols of the past should not be allowed to persist in a half-life within the new company. The new goals, strategies, and objectives should be pressed on constantly so that nobody has the chance to live in the past.

GLOBALIZATION

Since the birth of this country, U.S. companies have been heavily involved in global trade, when they shipped tobacco and sugar to Europe in return for manufactured products.  And in the twentieth century, General Motors, Campbell Soup, Procter & Gamble, McDonald, and thousands of other companies established foreign divisions in international countries in the goal of global expansion.  First we need to know what is globalization.  Globalization, defined by Webster’s II dictionary, as “the act, process, or policy of making something worldwide in scope or application.”  In other words, it’s an company’s plan to expand its’ products and services into foreign countries.  To achieve this goal, we need a good strategy.  This strategy involved transferring of core competences abroad, establishing of a global network, gaining access to global skills and resources, and using global learning to enhance core competences.  

Transferring Core Competences Abroad


Products and services at the global level begins when an company transfers a core competence in one or more of its functions to a foreign market in order to produce cheaper or improved products that will give the company a low-cost or differentiation advantage over its competitors in the foreign market.  Core competence is defined as managerial skills and abilities used in establishing a successful company.  These competences skills are applied in manufacturing, research and development, managing new technology, and company design.  

Example:

1. McDonald’s, using the competence in fast-food production that has made it a low-cost leader, applies its skills abroad to establish restaurants around the world. 

2. Microsoft, with its competence in the production of technologically advanced software, takes this differentiation advantage and produces software tailored to the needs of foreign consumers.  

Establishing a Global Network

The next step in global expansion strategy is to establish a global network.   In general, when a company decides to transfer its competences abroad, it locates its facilities in countries where economic, political, and cultural conditions are likely to enhance its low-cost or differentiation advantage.  It then establishes a global network where sets of task and reporting relationship among managers, functions, and divisions that link an company’s business activities around the world.  To lower costs, an company may locate its business functions in the countries in which factor costs are lowest.  Factor costs are defined as the costs of raw materials, unskilled or skill labor, land, and taxes.  

Example:

To lower costs, a video game company like Nintendo may perform its assembly operations in one country and its design operations in another, have its headquarters in a third country, and buy its input and raw materials from still other countries.  To link these business activities together, the company creates a global network.

A company can also establish a global network of distributors to sell and service its products.  The access to foreign consumers that a global sales network brings can result in a huge sales volume, which, in turn, allows the company to manufacture very large quantities of goods, realize global economies of scale in production, and strengthen its low-cost advantage.  

Example:

Sony and Panasonic sell billions of electronic components to their global customers.  Because of the huge volumes, they can produce in such large quantities that their economies of scale in production give them a low-cost advantage over American competitors such as General Electric and Zenith.

Gaining Access to Global Resources and Skills


A company with a global network has access to resources and skills throughout the world.  Because each country has unique economic, political, and cultural conditions, different countries have different resources and skills that give them a competitive advantage.  A company is likely to benefit from establishing itself in foreign countries with low-cost or differential core skills so that it can gain access to and learn how to develop these skills.  

Example:

1. Japan has skills in lean production and total quality manufacturing, and IBM, Ford, Eastman Kodak, and other companies have established foreign divisions in Japan to learn these skills.

2. Toys “R” Us, the world’s largest toy retailer, is a U.S. company that has benefited from global network.  The company established a network of stores throughout Europe to take advantage of its core competence in the distribution and retailing of toys.  While establishing a network of suppliers in Europe, they found many new, high-quality toys, produced by German and Swiss companies, which would enhance its differentiation advantage, creating more value when sold in the U.S. 

Using Global Learning to Enhance Core Competences


Companies set up their global activities to gain access to knowledge that will allow them to improve their core competences.  The access to global resources and skills that a global network provides exposes a company to new ways of improving itself.  After a company masters these new skills, it can transfer them to its domestic base to enhance its core competences and then transfer its enhanced competences back to its foreign operations to increase its competitive advantage abroad.  

Example:

After World War II, the founders of Toyota, came to the United States to studied GM’s and Ford’s production techniques and took what they had learned back to Japan, where they improved upon it and adapted it to the Japanese environment. As the result, Japanese companies obtained a competitive advantage over U.S. companies, which made no attempt to improve the techniques they were using.  

Influence Factors of Globalization Strategy


There are three factors that influence the choice of strategy for globalization.  The factors are global integration pressures, local responsiveness pressures, and bureaucratic costs.  

As a company expand its network, opportunities open for the transfer of skills, abilities, and resources from country to country.  These additional activities created put pressure on a company to integrate its global business activities, skills, and resources more efficiently to lower costs and increase quality.  This is to create a low-cost competitive advantage.  A company decides whether it will integrate its network or not depending on its foreign competitors’ action.  And if it decides to do nothing, it might cost the company its competitive advantage.  This is the first pressure a company feels international environment.

Because countries around the globe differ greatly, the relationships that a company has to develop with its foreign suppliers and workforce are likely to be different from country to country.  Also, because consumers in different countries may demand different qualities from any given product, a company may have to customize its products and tailor it to distinctive competences to suit the needs of its foreign customers.  The greater the differences among countries, the greater are the pressures for local responsiveness.  The solution to this is for the company to customize products, processes, and operating methods to suit conditions in the countries, which it is operating to create or maintain its differentiation competitive advantage.

The greater the pressures for global integration and for local responsiveness, the greater the bureaucratic costs associated with managing a company’s foreign operations.  Managing and coordinating the resource transfers from one country to another take time and effort.  Therefore, it is very expensive.  Customizing products to foreign markets requires the coordination of business activities, which is also expensive. Also the specific managing strategy of globalization affects the bureaucratic cost.

Managing Globalization Strategies

The four basic strategies to manage globalization are multidomestic strategy, international strategy, global strategy, and transnational strategy.  Each has different advantages and disadvantages associated with it.


A multidomestic strategy is a plan that responds to pressures for local responsiveness.  A company pursuing a multidomestic strategy customized its products to suit the needs of customers in each country in which it competes.  The organization transfers it foreign countries the core competences it has developed at home and establishes a wholly owned foreign division.  Strategic control is decentralized to each foreign division, which operates autonomously and develops its own set of business activities.  Manufacturing, R&D, product design, and marketing are all located in the foreign country.  By locating abroad, organizations pursuing a multidomestic strategy gain access to the resources and skills present in the countries in which they operate.  Foreign divisions are often able to obtain a differentiation advantage over local rivals by combining local core competences with the competences they received from the parent company.  This advantage allows them to become the dominant competitor in the local and host country.  In addition, this also allows them to economize the bureaucratic costs of managing globally.  In pursuing a multidomestic strategy, however, the parent company often gains nothing but money from its foreign divisions.  Because domestic and foreign divisions are autonomous and deal with very different markets, they grow apart, and little global learning occurs to enhance the parent company’s core competences.  Often the only connection between the parent company and its foreign divisions occurs when profits and dividends are transferred to the parent company.

Example:

Ford Motor Company established Ford of Europe as an autonomous entity.  Ford of Europe used its parent’s skills and resources to become the dominant European carmaker, producing a range of small cars tailored to the European market.  Ford in the United States, however, believed that Americans wanted large cars and, thus, made little or no attempt to us its European division’s design skills and expertise in small-car production to produce cars for the American market.  When the Japanese entered the U.S. market and showed how wrong this assumption was, it was too late for Ford.  The Japanese seized the small-car end of the market, and Ford spends the next 10 years playing catch-up.  Ford could not exploit the advantages of global learning that entry into foreign markets makes possible because it was pursuing a multidomestic strategy and its autonomous division did not exchange skills or resources.

 
A company pursuing an international strategy attempts to replicate certain aspects of its operations in each country or world region in which it operates.  As with a multidomestic strategy, the organization transfers its core competences in manufacturing and distribution to the foreign country so that it can create a differentiation advantage.  With international strategy, however, a company’s core competences in R&D, product development, and marketing are centralized at home.  The company’s foreign divisions merely manufacture and market their products, using approaches developed by the parent company.  An international strategy is a plan that offers customers in all countries a standardized product; foreign divisions are allowed to adapt products to local preferences only slightly.  Because product customization is limited, consumers abroad buy a company’s products because they find in them the same value that attracts consumers at home.  The disadvantage of limited local responsiveness is balanced in part by the continual transfer of core competences to foreign markets.  The latest R&D competences flow abroad in the form of product improvements, which attract consumers.  This ability to draw on the distinctive competences of domestic operations may provide foreign division with a differentiation advantage over local rivals.  The international strategy has other disadvantages beside limited local responsiveness.  Production cost may be higher because the parent company produces in many countries.  There is a loss of economies of scale that might be realized from producing at one low-cost location.  Another disadvantage is that it does not capitalize on global learning and does not benefit from access to foreign resources and skills because it always exports it core competences.  The bureaucratic costs of pursuing this strategy are higher than those of a multidomestic strategy because of the need to coordinate resource flows between headquarters and the foreign divisions.

Example:

Coca-Cola’s marketing message is the same around the world, and the global appeal of Coke often forms the basis of its marketing campaign.


A global strategy is a plan to reduce production costs so that a company can offer foreign consumers products prices lower than the products that their domestic companies offer.  With a global strategy, a standardized product is manufactured at a few low-cost locations and then offered to the global market.  As with the international strategy, only limited customizing to suit the tastes of individual markets is allowed.  Cars, stereos, cameras, and TV are well suited to this strategy: Good gas mileage and high-quality sound and pictures are all preferred.  Product standardization allows a company to achieve huge global economies of scale, which translate to into lower costs and lower prices.  When low price is accompanied by high quality, the organization has a very strong competitive advantage.  In contrast to an international strategy, however, a global strategy does not transfer manufacturing, distribution, and other value creation activities to every foreign country in which a company operates.  With a global strategy, a company develops a global network to reduce the costs of business activities.  It locates its business functions in the country that can provide it with a cost advantage, and it establishes long-term contracts for its inputs with the suppliers, domestic or foreign, that have the lowest prices.  Over time, if factor costs change and a country becomes high priced, a company pursuing a global strategy will change its suppliers or relocate its business functions (particularly its manufacturing) to countries with lower costs to keep its price low.  Companies with a global strategy tend to be highly centralized.  Managers at a company’s corporate headquarters control resource transfers between business functions in the global network.  This degree of centralization means that the bureaucratic costs tend to be relatively high.  The principal disadvantage associated with a global strategy is the organization’s inability to respond to the needs of different customers in different countries.  This lack of responsiveness to local preferences reduces the potential demand for products.  Moreover, reluctance to establish business operations in many of the countries in which it operates limits the company’s opportunity to learn from foreign competitors how to differentiate its products.  In essence, in pursuing a global strategy, a company is trading off the advantages of differentiation for a low-cost advantage.

Example:

Matel, the toy manufacturer, has established plants in China, Indonesia, Italy, Malaysia, Spain, and Mexico to produce Barbie dolls at low cost.


Transnational strategy is a plan that simultaneously achieves the advantages of both a global strategy and a multidomestic strategy.  To obtain the advantages of a global strategy, companies locate business activities in foreign countries where factor costs give them a low-cost advantage.  To obtain the differentiation advantage of a multidomestic strategy, companies locate business activities in most of the countries in which they operate, so they can customize products to suit customer needs.  The goal of a transnational strategy is, thus, to obtain both low-cost and differentiation advantages simultaneously.  First, the transnational organization must transfer core competences to the countries where they can be used most successfully to generate low costs and differentiated appeal.  Next, the company creates a global network to provide the coordination that will allow domestic and foreign divisions to share skills and resources to improve their core competences.  Each foreign division is expected to build on and develop the skills and resources it receives from other divisions and to transfer enhanced products and processes to the other divisions.  The goal of a transnational strategy is to develop a core competence in the global coordination of organizational resources between divisions throughout the world.  In this way, the organization’s products have a differentiated appeal, a low cost, and high quality.  A company pursuing a transnational strategy has to act like a multidomestic company and customize its products to meet the needs of global customers and, thus, increase demand for its products.  Customizing requires a transnational company to locate value creation activities such as manufacturing and marketing in almost every country or world region in which it operates and raises the bureaucratic costs.  The main disadvantage of transnational strategy is its high bureaucratic costs.  This is necessary to coordinate the resources and skills for customizing products and at the same time obtain the gains from global learning.  In this competitive world, many companies are force to act like transnational to stay competitive.

Global Strategic Alliances


One way to reduce bureaucratic costs is to form strategic alliances.  To secure the gains from global expansion and maintain a competitive advantage, organizations are increasingly being forced to form strategic alliances by mean of long-term contracts, network organizations, minority ownership, and joint ventures.  


A company has to decide whether it is likely to benefit financially from setting up a division in a foreign country to manufacture and market its goods or services.  Many companies might be better off establishing a long-term contract with a foreign company and giving that company the license or franchise to use the company’s core competences in return for a share in the profits.  In this way, the benefits of global expansion, such as an increase in the number of customers, are obtained without the costs.

Example:

Walt Disney Company established Tokyo Disney; it gave Japanese investors the rights to use the Disney organization’s resources and skills in Japan in return for a share in the profits.

 
In network organizations, a global organization can avoid the need to establish foreign divisions to perform business activities by creating a network of interlinked global companies.  By doing this, the company avoids the bureaucratic costs of managing them.  

Example:

Nike protects its core competence in shoe design by locating its research and development in the United States.  Nike created a network organization by establishing a network of companies to perform its functional activities in locations where factor costs are most favorable rather than pursuing an international strategy.  Manufacturing takes place in China, but inputs come from the lowest-cost source of supply, which may be Hong Kong, Taiwan, or Malaysia.  


When the development of loyalty within a network organization is important, a parent company is likely to use minority ownership to improve the effectiveness of its strategic alliances.  Also global learning is often facilitated by the formalization of ties between organizations.  Minority ownership also encourages the development of common cultural norms and values among network partners.

Example:

Toyota owns a minority stake in many of its important suppliers, and both parties share in the gains from lowering costs and improving qualities.


Many organization use joint ventures to obtain the benefits of global expansion while avoiding the problems associated with managing complex resource linkage.  A joint venture is a strategic alliance between two or more companies for the examples of combining resources and establishing a new company.  A joint venture allows partners to share the benefits from the transfer of their core competences and reduces bureaucratic cost by decentralizing decision making to the new company.  Joint ventures are becoming increasingly important in the international environment as new technologies like previously independent industries. 

Example:

1. General Mills and PepsiCo’s Frito-Lay Division formed a 60 percent – 40 percent joint venture to exploit the European snack foods market.

2. To reduce development costs, GM, Ford, and Chrysler created an alliance to conduct joint research in advanced plastics used to create car-body parts.

3. To enter the Japanese market, Toys “R” Us allied itself with the Japanese entrepreneurs.  Its Japanese partners demanded a 20% stake in the venture, but Toys “R” Us gained far more by using a joint venture than it would have gained from acting alone and establishing a wholly owned division. 

IMPACT OF TECHNOLOGY


     Technology changes the way we view and live our lives. There seems to be pros and cons to every kind of technology, more often the benefits outweigh the harm. Transportation technology has made our world much smaller conceptually, although the world has not gotten any smaller physically. Airplanes, trains, and automobiles have reduced our travel times into minutes and hours, as opposed to days and weeks in travel times which our previous generations had endured.

     As a technology, telecommunications has made people seem closer to us than they really are, despite the fact that they may be hundreds of miles away. Everyone is just a phone call away. The global telephone system covers most parts of the world with its network of land and sea lines and terrestrial microwave communications stations. When the landlines cannot reach some parts of the world to provide traditional phone service, the global cellular phone system via satellites can provide the needed phone service. Advances in teleconferencing will make it ubiquitous and even make it unnecessary to visit someone for trivial reasons. Although this is the harm posed by teleconferencing, we can utilize teleconferencing as an effective tool to collaborate and work together when this harm is managed properly.

     The world seems smaller because of transportation technology. Coupled with telecommunications technology, we are even more closer together. It seems too close for comfort at times when we want to get away from it all to “undiscovered” country. For businesses, the effect of technology is the lucrative opportunity to operate on a global scale, to penetrate foreign markets, and to reach out to customers worldwide. Technology becomes an enabler and driver to globalization and also consolidation in some situations. The technology that will “revolutionize business practices, both within corporations and in their [external] relations with suppliers and customers” is Information Technology (ICC, 2000). Information Technology speeds up business and economic processes through the Internet, E-commerce, and the instantaneous delivery of information. Two areas of Information Technology, the Internet and E-commerce, are discussed below.

Internet

     In the recent aftermath of the dot-com bust, the Internet seems to have lost its shine. However, the potential of the Internet is still there to radically change the way businesses will interact among each other. The Internet is a global computer network infrastructure that provides information to us at anywhere and at anytime. This ubiquitous access to information translates to “greater access to education and knowledge, which are the raw materials of innovation” (ICC, 2000). When we have the information, we are more critical and can make better decisions.

     The future is always uncertain. But besides state and federal taxes, there are two trends in Information Technology which will continue. We can be certain “that some important technological trends will continue. [One] Computers will continue to get faster, smaller, and cheaper, for example. [Two] Wide bandwidth will become increasingly available” (Hundley, et al., 2000, p. 11). Wide bandwidth means faster data transfer rates. The bandwidth is wider as we move from dial-up to ISDN to DSL/Cable Modem access to the Internet. These trends make the delivery of information faster and faster, if not, instantaneous over the Internet.

     There is a high likelihood that the Internet will become an e-business infrastructure for companies. Most companies have their own private computer networks and software applications. However, the companies are currently not linking their computer systems together tightly enough to utilize the full potential of electronic collaboration and transactions. Computer security and software incompatibilities are the two major obstacles. With the hope that XML Web Services will alleviate the software incompatibilities among the different computer systems of companies, the Internet will become more and more important to general business-to-business electronic communications and also business efficiency.

E-Commerce

     Information Technology is so important that companies have either a Chief Information Officer (CIO), Chief Technology Officer (CTO), or a similar titled top-level executive managing the company’s information technology and services. According to CIO Insight.com’s survey of CIOs in February 2002, most CIOs report directly to the Chief Executive Officer (CEO), Chief Financial Officer (CFO), or Chief Operations Officer (COO). Here is a partial list of their top priorities that CIOs noted in the survey:

· Aligning Information Technology with the business

· Developing strategies that leverage new technology

· Ensuring major projects are completed on time and on budget

· Reducing costs

· Improving computer network security

· Ensuring business continuity

· Developing company’s e-business structure  

· Identifying appropriate investment levels of Information Technology

     The above priority to develop the company’s general e-business structure includes E-commerce. E-commerce is defined as the goods and services sold electronically. By making business transactions “paperless”, E-commerce lowers transaction costs and improves efficiency, while at the same time changes the company’s relationships with its suppliers and customers. But before any E-commerce transactions can occur, a company must have an e-business infrastructure in place to offer online transactions to its suppliers and customers. The figure below shows the e-business infrastructure and processes as the necessary foundation for offering online transaction services.
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Figure 5. Measurement Framework

Source: Mesenbourg, T. L. (2001). Measuring the Digital Economy. The Netcentric Economy 

Symposium, University of Maryland. US Census Bureau.

     There are two types of E-commerce: Business-to-Consumer (B2C) and Business-to-Business (B2B).

Business-to-Consumer (B2C) E-commerce.  B2C E-commerce is also known as retail E-commerce. It is electronic shopping using a computer and a credit card, such as buying books at Amazon.com’s website or other merchandise at Ebay.com’s website. Popular merchandise items sold online are electronics and appliances, computer software/hardware, books, magazines, toys, games, music, videos, and etc.

Business-to-Business (B2B) E-commerce.  Unlike B2C E-commerce which we can experience, B2B E-commerce is less tangible and appears to work hidden in the background from our consumer perspective. B2B E-commerce is more relevant and vital to business owners and entrepreneurs. In the Wall Street Journal’s Small Business section, Paulette Thomas mentioned that having a global perspective and an ability to deal with technology are two of the eight elements of success that entrepreneurs need to possess  “in [this] era of speedy, unpredictable change” (Turner, 2003, WSJ, p. R1). Further, she said:

“Every entrepreneur has to make peace with the fact that technology changes nearly all aspects of his or her business, even if the company isn’t in tech. It might lower costs – for you or a competitor. It could make your product obsolete or make it the must-have.”

     In the Wall Street Journal’s article, “How Does a Small Supplier Cope In a Floor-Ready World” (Turner, 2003, WSJ, p. R8), it told the story of Mr. Sam Weiner, owner of EdgeCraft Corporation, being ushered into the world of Electronic Data Interchange (EDI) and his ability to deal with technology. EDI and XML Web Services are B2B E-commerce technologies. Mr. Sam Weiner’s EdgeCraft Corporation is a good example for understanding B2B E-commerce and its benefits to businesses.

      EdgeCraft Corporation is a supplier of the Chef’s Choice brand of kitchen cutting utensils and sharpeners. The company ships its products to retailers. The retailers, in turn, put EdgeCraft’s products onto their shelves for us to buy. Retailers are shops and department store chains like Wal-Mart, Kmart, Macy’s, and etc. Since a retailer sells many types of products, the retailer must establish relationships with many suppliers to stock its shelves.

     Prior to 1989, retailers sent EdgeCraft paper purchase orders. Upon receiving the paper purchase orders, EdgeCraft shipped to retailers the requested numbers of its standard boxes containing six-products-to-a-pack. In addition, EdgeCraft needed to send a separate invoice to  the retailers to bill them for the shipped goods. All was simple and well. However, business transactions done on paper were soon coming to an end. As the retail market got increasingly competitive, retailers were “squeezing costs out of every corner of their business that they can – including from suppliers… forcing suppliers to find cheaper, more efficient ways to move products from the warehouse to their shelves… demanding that suppliers work with new computer systems and accommodate a level of customization the suppliers never saw before” (Turner, 2003, WSJ, p. R8).

     In 1989, Dillard’s Inc., one of its retailer customers, told EdgeCraft to use their EDI system to receive electronic purchase orders from Dillard’s. Basically, Dillard’s issued a mandate to EdgeCraft as a condition for doing business. An EDI system transmits invoices and purchase orders electronically, among other things, to other companies’ EDI systems, making ordering, shipping, and invoicing very fast and efficient. So, EdgeCraft had no choice but to buy a computer and a modem. The computer and modem cost $5,000, which was a hefty investment for a small, young company like EdgeCraft. The modem was used to dial into the Dillard’s EDI system to retrieve purchase orders electronically. Then, the purchase orders were printed out at EdgeCraft and re-entered manually into EdgeCraft’s own ordering and inventory system.

     When every major retailer began to implement their own EDI systems, EdgeCraft’s relationships as a supplier to various retailers got worse and worse. Fortunately, EdgeCraft was a small company without the multiple levels of management bureaucracy and could address a new business requirement fairly quickly. By 1999, EdgeCraft had EDI connections to various retailers that did not require EdgeCraft to dial into the retailers’ EDI systems for printing out purchase orders and re-entering the orders manually back into EdgeCraft’s in-house information system. EdgeCraft hired computer systems integration specialists from Global eXchange Services, a B2B e-commerce unit, to create the needed “electronic bridges” to other retailers.

     Today, EdgeCraft does two-thirds of its sales over EDI. EdgeCraft now “saves about 25% in customer-service costs alone, where labor-intensive data entry and paper handling have been reduced” (Turner, 2003, WSJ, p. R8).

     In the future, XML Web Services will eliminate the drawback of today’s proprietary EDI systems. Unlike EDI, XML Web Services is an open, non-proprietary Internet standard. Besides E-commerce purposes, XML Web Services will better facilitate general business-to-business communication, collaboration, and business efficiency over the Internet.    

CONCLUSION

Technology promotes and enables consolidation and globalization by making the world smaller, people closer.   Consolidation and globalization are the keys driving the business growth, the keys to access the resources and skills.  These activities speed up the business and economic processes.

Consolidation:

· Easier and cheaper to acquire growth and technology

· Risk reduction and diversification in general

· Synergy

· Merging culture

Globalization

· Establishing global network

· Accessing global resource and skills

· Enhancing core competence using global learning

· Managing strategy

Although, Consolidation and globalization are the keys to gain growth, but more often they also face lots of constrains, such as foreign laws and local regulations.  These constrains prevent business expansion.  
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