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Government pressure for local manufacturing is felt in those industries
whose principal customer is the government or a quasi-government agency.
Governments use moral suasion or the threat of tariffs to encourage local
production. Having succumbed to this pressure some companies may feel
that they should also tailor the product design to local requirements.
A polycentric design policy results.

Ethnocentric View of Product Design

Managers who believe that all customers are basically alike also seem to
believe that the long-run demand curve for their product is elastic. “If
only the price were lower, all those poor people out there could afford
our product. The corporation requires its return on investment so we can
cut our price only if we cut our costs. Let’s standardize,”

An ethnocentric market researcher emphasizes that market research
panelists must be informed. Consumers become informed only through
years of trying different products. Therefore, it follows that consumer
panel tests performed in advanced nations are more reliable predictors of
the purchase behavior of a less developed nation than are consumer panel
tests performed in that nation, particularly when the product is unfamiliar
to the people of the less developed nation. Hence for some products an
ethnocentric U.S. corporation would use the United States as a test
market for the world.

There are substantial managerial advantages to worldwide product
standardization. As has been mentioned in earlier chapters, there would
be savings of time and money since marketing and administrative tasks
would be simplified. Economies of scale would be realized through
standardized production and tooling equipment and standardized main-
tenance and repairs. Standardization would allow a redirection of flows
of goods between countries such that if there was excess demand in one
market, it could be met using the excess capacity in distant plants. This
also implies that safety stocks could be reduced. Furthermore, if strikes,
fire, or other crises prevented production in one plant, its market could be
satisfied by other plants. A reliability analysis of the worldwide factory
network is meaningful only if there is design standardization. In Chapter 3
we saw that it is sometimes desirable to alter transfer prices — how much
easier to do if there is a rich flow of subassemblies and finished products.

However, there are physical limits to standardization, such as differences
in electric voltages or test standards as described in the Black and Decker
case. Physical measurements also limit standardization.

Consider the problem of turning steel on a lathe. The lathe can be set
to turn to a constant diameter, but only to a certain number of fixed
settings. On U.S. lathes, these fixed settings are in inches. On metric
lathes used in other countries these fixed settings are in millimeters. To
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overcome this limit to the export of standardized products, approxi-
mate equivalent measures must be used depending on the tolerance and
sensitivity of the product. For example, 2% inches = 7 centimeters (just
over 6.985 centimeters, actually). This search for feasible equivalence
typifies geocentric thinking.

Geocentric View of Product Design

The idea of a product may seem intuitively obvious until one analyzes the
consumer’s motivation to buy. Kotler (1967, p. 288) illustrates the dif-
ference with the example of a camera.

Viewed physically, it is an air filled assembly of metal or plastic parts surrounding
a lens. It may come with a case, accessories, and instruction, all packaged in an
attractive box bearing a bright brand trade mark. . . . The buyer sees the camera
as a means of satisfying certain needs and desires. The camera promises him
pleasure, nostalgia, a form of immortality. It may be a means of expressing artistic
or craftmanship instincts. It can be a symbol of status and means of relating to
other people.

In each market segment of each nation people have different motiva-
tions to buy. The challenge to a multinational marketing manager is to
capitalize on, and to cater to, different motivations but, at the same
time, to keep the manufacturing costs down by producing as much as
possible: “‘an air filled assembly of metal or plastic surrounding a lens.”

In Geneva, Switzerland, many cultures coexist and the optimum cycles
of a washing machine vary with each culture. To satisfy the varied require-
ments in Geneva, a geocentric washing machine is sold. The six control
variables (fill cold, fill hot, electric heat, agitate, drain, spin) are sequenced
and controlled by a clock moved template. When a customer buys a
washing machine, the salesman’s job includes helping her select the appro-
priate control templates from a wide selection. Thus a geocentric manager
tries to find that point between the marketing and manufacturing extremes
of sales maximization and cost minimization which will maximize profits.
Certain subassemblies or modules of a product can be standard worldwide,
others can be designed for groups of markets having similar behavioral and
environmental characteristics, and yet other subassemblies or modules can
be tailored to particular segments. When assembled, the product satisfies
specific consumer needs, while simultaneously realizing the many benefits
of standardization.

The principle of modular design is ancient. Drucker (1974, p. 208)
notes:

The enormous number of Japanese Buddhist temples built between AD 700 and
1600 were built by flexible mass production methods. Each of the temples looks
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quite different. And yet each is put together out of essentially standardized parts,
such as beams standardized as to width and length; standardized roofing and roof
tiles; standardized intervals between the various levels of a pagoda, and so on. The
individually distinctive features such as the doors, iron grills, or the ornamentation
of the tiles on the roof’s edge, were added only at the very end, thus creating
brilliant diversity based, however, on true mass production, that is, on standard-
ized parts assembled according to prearranged patterns.

Module Market Research

A multinational corporation may be dealing with as many as 50 nations,
the larger of which are subdivided, to yield a total of perhaps 100 market
segments. Each segment should be researched separately. Care must be
taken to avoid problems of translations and to avoid erroneous conclu-
sions due to different national perceptions of the research questions being
posed. This market research is focused on designing the most suitable
modules for many regions.

Step 1 (at headquarters). Decide N, the maximum number of items a
marketing region should be allowed to sell.

Step 2 (by the regional marketing managers). Given the chance to posi-
tion N items, decide how you would design each of them. Introspection,
unstructured group interviews, and an analysis of complaints are called
for. Step 2 identifies attributes desired in each region.

Step 3 (at headquarters). Cluster the regional designs into like groups. A
particular design may be wanted in many nations leading to a lower cost
of production. Create one design typical of each group, and estimate a
lower and upper bound on its unit cost.

Step 4 (in each region). Assemble a small sample of potential customers
as a panel. Each individual on the panel is asked to order, in terms of
preference, a series of cards. Each card should illustrate a product sample,
including products of competitors and designs emerging from Step 3.
These data are analyzed in terms of rational/physical and irrational/
emotional preferences that would affect purchasing behavior. The regional
marketing manager should also interview in depth a few panelists, so that
his report to headquarters will clearly articulate the attributes perceived as
important. He must also estimate the sales forecast of each of the designs
from Step 3.

Step 5 (at headquarters). Aggregate the sales estimates for each design
from Step 4 and estimate costs for this volume of sales. Again consider
consolidating the designs that seem similar to achieve economies of scale,
and estimate the new unit costs for each of the consolidated sales volumes
(see Exhibit 10.8).

Step 6 (in each region). The consolidated design incorporates design
compromiges which reduce the product’s utility to consumers of each
nation. Conduct market research on the attributes each region views as
compromised to determine how much the price would have to be lowered
to maintain sales volume.
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Typical designs (from Step 3)

Regions

EXHIBIT 10.8
Consolidating typical designs for modular design determination.

Step 7 (at headquarters). Consolidation provides cost savings (Step 5)
and disutility, which necessitates lower prices (Step 6). These are the data
required to determine the product mix —the number of different models
and the design attributes of each. (For computer models see Rutenberg
and Shaftel, 1971.) Some items will be standardized worldwide, so their
design should be refined and then frozen. That having been done, the
design of the other subassemblies can proceed in those regions where they
will be used and produced.

Step 8 (in each region). Convene a representative panel (larger than
Step 4 but smaller than Step 6) and conduct tests of the items and their
substitutes so as to evaluate advertising themes; perform a final check
on the product attributes. If the variances about the sales estimates remain
excessively large, consider staging the launches (Chapter 8). Note that
staging would imply rerunning the design program on the restricted
demand, which would tend to reduce the number of items marketed,
temporarily at least.

The regional managers, aided by market research, have unique knowledge
about the desires of their customers, but their only cost estimate is that
of local manufacture. A consolidation of designs is prudent only if it
results in a lower unit cost. There is an exchange of information between
headquarters and the marketing regions because market research is so ex-
pensive that it must be focused. The narrower the focus, the less expensive
it becomes, but the greater the chances are of misdefining the problem
and choosing an inappropriate mix.

One aspect of the product mix problem is the choice of a series of
standard sizes. Logarithmic series are used in a systematic and elegant way
in the Deutsche Industrie Normen, the famous German DIN standard
sizes (Kienzle, 1950). Bongers (1980) describes how DIN and other
standards have evolved, and focuses on the economic rationale for stan-
dardization. In this chapter the decision on the series of sizes is viewed as
an economic reconciliation between economies of scale and the dis-
utility of not providing the customer with his ideal product.

Demands for products are forecast to grow through time and therefore
only a few models will be built for product introduction. However, these
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early models should be designed with an eye to satisfying both present
and future needs. Mathematically the problem is analagous to that of
plant location; a tentative product is analagous to a tentative plant site,
and customer disutility is analagous to transportation cost. Thus the
computer models of Chapter 7 can be used for product design.

Module Production Costs

The product is to be designed in modules or subassemblies. A product may
have as few as three or four levels — parts preparation, component subassem-
blies, major subassemblies, and final assembly. More complicated products
have more levels. At each level the economies of scale must be analyzed. For
example, if complex production methods are used for parts preparation, it
would be most economical to produce them centrally and export them to
the various plants, thus taking advantage of economies of scale. On the
other hand, component subassembly may show few economies of scale; it
would be economical to position many such assembly plants around the
globe because the transportation costs of components is lower than of
finished products. Chapter 7 suggested that a company should evaluate and
probably discard innumerable possible plant sites. The focus of this chapter
is on using the existing (and seriously contemplated) factories to decide how
these facilities affect subassembly design.

Data collection begins with a survey of all plants, to estimate their
standard capacities for each of the assembly levels. Many plants will lack
the equipment needed for certain levels of production (such as heavy
castings) and thus have zero capacity at that level. Other plants may have
some flexibility to substitute between levels of production.

As more items are manufactured in a plant, worker and manager con-
fusion increases and the effective capacity of a plant drops. Corporations
manufacturing thousands of items use computer controls with items,
pallets, and floor locations, each uniquely indexed. The lost capacity arises
from an increased number of inventories of work in process, which take
up valuable floor space. It also arises from a loss of production time as
machines are retooled between items, and from an increased chance of
errors and spoilage. Tolerance for the confusion of variety appears to vary
by nation, hence we need a separate Exhibit 10.9 for each department in
each nation.

From Chapter 6 and from the concepts of reliability introducing Chap-
ter 7, it is clear that a global manufacturing manager can risk holding less
inventory if he has several sources of supply for a particular subassembly,
as depicted in Exhibit 10.10. While achieving a stated level of assurance of
supply a corporation can cut its total safety stock of this item as more of
its plants produce an item. Additional inventory savings may also be ex-
pected from reduced inventory in transit. A more sophisticated analysis
to determine actual inventory safety stocks should consider the capacities
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Percentage
loss of
capacity

Number of items in production

EXHIBIT 10.9
Tolerance for the confusion of variety.

$
Inventory
savings

Number of
alternate sources

EXHIBIT 10.10
Inventory savings.

of the plants, their excess capabilities, probabilities of supply interruption,
the location of inventories, and the lead time to activate potential sub-
contractors as was covered in Chapter 6.

Designing to Avoid Tariffs

Chapter 5 presented the rudimentary structure of 120 national tariff
classification schemes, in particular the Brussels Tariff Nomenclature
(BTN). As the Black and Decker case showed, there is also a structure
for nontariff barriers to trade such as national safety and health standards.
For each importing nation study the tariff code. For each design, find
the relevent BTN six-digit descriptions of the product and each of its
components. Think creatively of alternate ways to describe each item to
identify material or dimension constraints that might alter the item’s
tariff classification. Calculate tariff costs before and after redesigning.




Conclusions

If products are designed for the home nation, and then adapted for export,
the adaptation itself may be expensive and customers abroad will perceive
a disutility. This disutility of a product which is far from the customers’
ideal point, presents a ready-made market for a competitor who is sensi-
tive to local desires.

The geocentric theme of this chapter is that a product can be designed
in modules, some standard to achieve economies of scale, and others
tailored to local desires to reduce customer disutility. The concept of
modular design is commonplace, but extending it to multinational market-
ing requires many years of diligent work.

The case study of Black and Decker Canada’s Workwheel describes
engineers surmounting diverse technical standards and market preferences.
During the 1980s and 1990s a great deal of work will have to be done
developing market research procedures that will yield comparable infor-
mation from peoples of many nationalities, and then learning how to
present the information in a form that design engineers can use.

Appendix. Two Market Research Techniques

If we alter a design to standardize a module worldwide, will the customer be perturbed?
It depends on the customer’s perception of the product. Market research is used to
measure customers’ perceptions. Two excellent books are Green and Tull’s Research
for Marketing Decisions (1978) and Urban and Hauser’s Design and Marketing of New
Products (1980).

A worldwide marketing research program can be an unwieldy undertaking unless
managed with a tight focus. For product design the data needed are the trade-offs
between price and several design features and the disutility of not providing a product
at the customer’s ideal point.

The first market research technique, conjoint analysis, focuses on this trade-off by
asking people to rank their preferences. For example, in conducting research about
automobiles, ask a person to make a trade-off between two attributes, say speed versus
price (see Exhibit 10.11).

By filling in a table a respondent merely has to say that he prefers a 100-mile per
hour car that costs $8,500 (his rank 2) to a 130-mile per hour car that costs $14,000
(his rank 3). From this ranking a computer program can calculate the respondent’s
utility for speed. The computer calculates indifference contours all of the same mathe-
matical shape and noncrossing (Exhibit 10.12.)

A product has many possible attributes, and each becomes a dimension in the space
that characterizes the product, over which the respondent has to state preferences.
Beyond four dimensions, respondents often become fatigued, which reduces the
quality of their responses.

Rather than trying to visualize indifference curves in four dimensions it is more
convenient to assign utility levels to each indifference curve. Cross checks within the
data give robustness to the conclusions. For example, the trade-offs among price,
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Miles per hour

$8500 1 2 5
$14000 3 4 6
$19500 7 8 9

EXHIBIT 10.11
Input the rankings.

Cost ’

3195009/ 7
$14000}6 4 /3
/ |

$8500 15 2

Miles per hour
70 100 130

EXHIBIT 10.12
Indifference curves through the rankings.

fuel economy, and speed give additional support to the Exhibit 10.12 price versus
speed trade-off.

This analysis has to be repeated for each individual respondent, from the sample of
respondents chosen to represent the society. Usually there are competing products
already on the market, each with its own characteristics. We have to assume that each
respondent will select the product that maximizes his utility. For each of the possible
designs, we can count the number of respondents who prefer that design. Our designs
differ in cost, so we should produce the one that would maximize our profits.

The second market research technique, nonmetric scaling, can measure products
with emotive attributes. The method of conjoint measurement presupposes the prod-
uct attributes were concrete enough to be described (100 miles per hour, six seats,
etc.) or that a sample could be displayed (the color of lemon chartreuse). With non-
metric scaling, the attributes of different brands of beer could be as disparate as taste
and social acceptance. (Urban and Hauser, 1980). For example, “Dow” had a strong
taste and an old fashioned image, “Labatt” had an intermediate taste and was modern
and young, while “Molson’ was very strong in taste and evoked an image of average
sociability. In Chapter 4 we used nonmetric scaling without even naming dimensions.

For nonmetric scaling there must be at least nine items if the results are to have
statistical significance, but rarely should there be more than 15 items if the panelist
is to remain alert. Fifteen items means 105 pairs of items. Each pair of products
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is portrayed on a separate card. The panelists sequence these pairs, ranging from the
pair most similar to the pair least similar. As before, a separate map is made for each
respondent. The challenge then is to design a product and an advertising campaign
such that the product is perceived to have preferred attributes of a particular product
space. The several design attempts can be verified only by repeated panel testing.

Products have both physical and emotional appeals. So it seems wise to use both con-
joint measurement and nonmetric scaling, their strengths and weaknesses being com-
plementary. Conjoint measurement is easier to administer and less expensive than
nonmetric scaling. It can easily handle noncontinuous characteristics such as two,
four, or six car seats, and it can handle a large number of attributes, limited only by
the respondents’ becoming tired. Nonmetric scaling begins with preferences between
product pairs, and it is the computer program that calculates the attributes (which
still remain to be named). It can depict an ambiance and guide the way to attributes
never thought of before (but only two or three). Finally, nonmetric scaling is less
dependent on language and the authenticity of translation because it could use physical
objects or pictures.

Questions from Other Viewpoints

1. Corporate Rational Normative Global. You just covered this view-
point in the chapter.

2. Corporate Rational Normative Subsidiary. Suppose that the initial
product design configuration was made by sampling 10 different
national subsidiaries. Your subsidiary was not included. Given that
headquarters has established a tentative design, what information
do you and other subsidiaries have to submit to achieve a global
optimum?

3. Corporate Rational Descriptive Global. Consider a simple electric
typewriter. The proposal of this chapter is the processing of informa-
tion pertinent to a typewriter designer. Systematically prepare an
estimate of how many variables would have to be collected to achieve
this goal. Give a numerical estimate.

4. Corporate Rational Descriptive Subsidiary. A most necessary input
to product design decisions is the market research done by each
subsidiary. Which techniques would be most accurate in an illiterate
market where no similar products have yet to be marketed? (Remem-
ber that illiterate people may be very intelligent.)

5. Corporate Emotional Normative Global. Why is it important to keep
one common logo, one consistent set of trademarks, one design style
that represents the corporation worldwide?

6. Corporate Emotional Normative Subsidiary. Even though head-
quarters executives make speeches worldwide about how geocentric
they are, to you in your subsidiary they seem thoroughly ethno-
centric. A headquarters design team will be visiting you soon for two
days. What can you do to make them very aware of the design
peculiarities of your nation? Prepare a specific agenda for their visit.
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1.

10.

11.

12.

13.

14.
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Corporate Emotional Descriptive Global. The chapter has implicitly
described a product designer as being rather mechanical. Describe the
kinds of characteristics needed to appreciate the variety of impres-
sions around the world of the use of one product. Describe the travel
and continuous practice a designer must sustain.

Corporate Emotional Descriptive Subsidiary. Give some examples of
foreign products in your nation whose designs are inappropriate. Be
very specific as to what should be learned from each.

. Societal Rational Normative Global. Select two major religions that

span many nations. Compare and contrast how they adapt to local
myths and images while simultaneously having an international
integrity, a brotherhood of all believers.

Societal Rational Normative National. You work in the Ministry of
Culture of a nation with a long and rich heritage of artistic handi-
crafts, such that patterns of symbols, textures, and form are all
identifiable with your nation. The bland, cheap, standardized
designs of the multinationals, homogenized to the lowest common
denominator of global mediocrity, are slowly undercutting the
livelihood of your artists, guardians of your cultural heritage. Your
Minister has complained to the Minister of Industry, an economist
by training, who told your Minister about cost/benefit analysis. Your
Minister feels badly outgunned by the language of Industry, but also
deeply feels his conviction. Please prepare a one-page outline that
your Minister can use to undercut the Minister of Industry.

Societal Rational Descriptive Global. Almost every nation has govern-
ment regulations about the environment that affect product design
concerning, for example, noise, pollution, and safety. These regula-
tions change frequently, both by statute and interpretation, and
monitoring the laws requires systematic organization. Describe other
monitoring organizations that face similar challenges. Clarify how
their organization may provide templates for corporations attempting
to keep up to date with developments in product design legislation.
Societal Rational Descriptive National. Describe examples of dif-
ferences in the extent of coverage allowed by patent law in two or
more nations.

Societal Emotional Normative Global. One virtue of ethnocentric
design is that it is blatantly foreign. This contrasts with modular
design, which is really a subversion of national taste, convincing a
nation to adopt a product that has been adapted to its tastes in an
artificial way. It could be seen as a pernicious form of neocolonialism.
Prepare a one-page manifesto expounding on the idea that all prod-
ucts be labeled “Design conceived by Americans” (or Germans, or
whomever).

Societal Emotional Normative National. The artistic soul of your
nation cries out for articulation. Yet your poets, artists, musicians,
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and dancers can no longer live on their talent. Meanwhile cheap,
bland designs encroach upon your citizens’ sensibilities. As Minister
of Culture, a poet by training, what can you do?

15. Societal Emotional Descriptive Global. Is it possible for people to feel
the disorientation of withdrawal symptoms if a product that they
were long familiar with is suddenly no longer available (declared
obsolete, and replaced by a new, improved version)? For which kinds
of societies might this be a problem?

16. Societal Emotional Descriptive National. You work for a market
research and public opinion polling organization that combines
imaginative flair with statistical rigor. A major charitable foundation
has decided, for reasons known best to themselves, to fund a “census”
every 10 years for the next 100 years to measure the aesthetic sense
of the people. Your boss, knowing your powers of imagination, has
turned this possible client over to you to evaluate whether your
organization could contribute information about likely movements
in aesthetic values during the next 100 years. Prepare two pages of
conceivable ideas about: (a) Questions to put directly to an individual;
(b) Indirect and unobtrusive measures of aesthetics.
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Summary of Multinational Marketing

To a multinational corporation only markets are anchored to nations.
Factories, sources of capital, and executives can move, but they move in
relation to the markets of the nations. This is the familiar marketing con-
cept, extended on a global scale.

National markets are more than anchors in a floating world. Each
market constitutes a real asset. Although this asset does not appear on a
corporate balance sheet, the corporate name with both consumers and
distribution channels is an asset to be invested in, maintained, and cared
for. This is the basis for polycentric thinking, for the surest way to deflate
the intangible asset of a name is to impose foreign standards in marketing.
It is safest to let each nation market in its own way.

Nevertheless, there is a chance to increase expected profit —though at
some risk, however slight —by headquarters coordinating some marketing
decisions. The decisions of marketing managers are traditionally sum-
marized as price, promotion, product, and place.

“Place” was the central theme of Chapter 8, ‘“New Product Launch.”
In a multinational corporation it makes sense to think carefully about
where in the world to begin launching a new product. The advantage to
being multinational derives from the fact that the early markets (where
the product was first launched) can be viewed as massive sources of market
research information, of quite a different nature, and a useful complement
to consumer panel tests.

“Price” is covered in Chapter 9, ‘Pricing.” In inflationary times it is
particularly difficult to set incentive schemes so that salesmen, those
closest to the customer, have an incentive to increase prices fast enough.
Because inflation rates differ in different nations, it is difficult to sustain
pricing harmony on a global basis. Customers with international intelligence
will want to buy where the product is cheapest, and ship it themselves.
This possibility pressures the multinational to keep some harmony in its
prices for an item. As a rule of thumb, a competitor with a large market
share finds it more profitable to pursue a new market segment with a
specific marketing campaign rather than an across the board price cut.
In general, multinationals have large market shares, and so tend to be
careful about adjusting price.

“Product” is covered in Chapter 10, ‘“Product Design.”” A product has
both physical and psychological attributes. In a multinational corporation
a substantial cost reduction can be achieved if much of the product design
can be standardized. The psychological attributes of the product, specific
to a particular nation, can best be accommodated by tailoring the advertis-
ing of the product and some few physical attributes.

“Promotion” used to be centralized in some multinational corporations.
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The high fixed cost of developing advertising compaigns could then be
spread over wider markets. During the 1970s the disadvantages of com-
mon promotion became apparent as the significance of nationalism
became apparent. During the 1980s common promotion is used for only
a few products.
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CHAPTER ELEVEN

International Executive
Development

Introductory Note to the Case

The Road to Hell . . .

A government foreign service officer, after reading this case,
commented that it was simplistic and that no experienced
diplomat would ever commit a series of blunders such as
John Baker’s. Young diplomats occasionally do silly things,
and are removed from the foreign service if they fail to learn
how to undo minor errors. “‘Of course,’ he continued, ‘‘inter-
national businessmen can’t afford such luxury of selection,
supervision and coaching.”

Most students find this case a release from the analysis of
the earlier chapters. All readers use the case as a mirror in
which they see aspects of themselves in both John Baker and
Matt Rennalls. Each of us is a little ethnocentric.

One sad part of the case is Baker, who seems to have learned
so little from his opportunities in the Far East, several coun-
tries of Africa, and Germany, a string of assignments far
richer than most people have the opportunity to experience.

Clearly, although foreign assignments are necessary they are
not sufficient to becoming a competent international execu-
tive. For this reason the text of the chapter deals both with
the quantitative and the qualitative aspects of executive
development,
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The Road to Hell . . .

John Baker, chief engineer of the Caribbean Bauxite Com-
pany of Barracania in the West Indies, was making his final
preparations to leave the island. His promotion to production
manager of Keso Mining Corporation near Winnipeg — one
of Continental Ore’s fast-expanding Canadian enterprises —
had been announced a month earlier and now everything had
been tidied up except the last vital interview with his succes-
sor—an able young Barracanian, Matthew Rennalls. It was
vital that this interview be a success and that Rennalls should
leave the office uplifted and encouraged to face the challenge
of his new job. A touch on the bell would have brought
Rennalls walking into the room but Baker delayed a moment
and gazed thoughtfully through the window considering just
exactly what he was going to say and, more particularly, how
he was going to say it.

John Baker, an English expatriate, was 45 years old and
had served his 23 years with Continental Ore in many dif-
ferent places: the Far East; several countries of Africa;
Europe; and, for the last two years, in the West Indies. He
hadn’t cared much for his previous assignment in Hamburg
and was delighted when the West Indian appointment came
through. Climate was not the only attraction. Baker had al-
ways preferred working overseas (in what were termed the
developing countries) because he felt he had an innate knack
— better than most other expatriates working for Continental
Ore —of knowing just how to get on with regional staff.
Twenty-four hours in Barracania, however, made him realize
that he would need all of this “innate knack” if he was to
deal effectively with the problems in this field that now
awaited him.

At his first interview with Hutchins, the production manager,
the whole problem of Rennalls and his future was discussed.
There and then it was made quite clear to Baker that one of
his most important tasks would be the “grooming” of Rennalls
as his successor. Hutchins had pointed out that not only was
Rennalls one of the brightest Barracanian prospects on the
staff of Caribbean Bauxite —at London University he had
taken first-class honors in the B.Sc. Engineering Degree — but,
being the son of the Minister of Finance and Economic Plan-
ning, he also had no small political pull.

This case was prepared by Mr. Gareth Evans and is reproduced with his permission.
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The company had been particularly pleased when Rennalls
decided to work for them rather than for the government in
which his father had such a prominent post. They ascribed
his action to the effect of their vigorous and liberal regionali-
zation program which, since World War II, had produced 18
Barracanians at mid-management level and given Caribbean
Bauxite a good lead in this respect over all other international
concerns operating in Barracania. The success of this timely
regionalization policy has led to excellent relations with the
government —a relationship which had been given an added
importance when Barracania, three years later, became in-
dependent, an occasion that encouraged a critical and chal-
lenging attitude toward the role foreign interests would have
to play in the new Barracania. Hutchins therefore had little
difficulty in convincing Baker that the successful career
development of Rennalls was of the first importance.

The interview with Hutchins had been held two years
earlier, and Baker, leaning back in his office chair, reviewed
just how successful he had been in the ‘“‘grooming’ of Ren-
nalls. Which aspects of Rennalls’ character had helped and
which had hindered? The first item to go on the credit side
would, without question, be the ability of Rennalls to master
the technical aspects of his job. From the start he had shown
keenness and enthusiasm and had often impressed Baker with
his ability in tackling new assignments and the constructive
comments he invariably made in departmental discussions.
He was popular with all ranks of Barracanian staff and had
an ease of manner which stood him in good stead when
dealing with his expatriate seniors. These were all assets,
but what about the debit side?

First and foremost, there was his racial consciousness. His
four years at London University had accentuated this feeling
and made him sensitive to any sign of condescension on the
part of expatriates. It may have been to give expression to
this sentiment that, as soon as he returned home from Lon-
don, he threw himself into politics on behalf of the United
Action Party, which was later to win the preindependence
elections and provide the country with its first Prime Minister.

The ambitions of Rennalls — and he certainly was ambitious
—did not, however, lie in politics for, staunch nationalist as
he was, he saw that he could serve himself and his country
best by putting his engineering talent to the best use possible,
for was not bauxite responsible for nearly half the value of
Barracania’s export trade? On this account, Hutchins found
that he had an unexpectedly easy task in persuading Rennalls
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to give up his political work before entering the production
department as an assistant engineer.

It was, Baker knew, Rennalls’ well-repressed sense of race
consciousness that had prevented their relationship from
being as close as it should have been. On the surface, nothing
could have seemed more agreeable. Formality between the
two men was at a minimum; Baker was delighted to find that
his assistant shared his own peculiar ‘“shaggy dog” sense of
humor so that jokes were continually being exchanged; they
entertained each other at their houses and often played
tennis together —and yet the barrier remained invisible, in-
definable, but ever present. The existence of this ‘“screen”
between them was a constant source of frustration to Baker
since it indicated a weakness he was loath to accept. If suc-
cessful with all other nationalities, why not with Rennalls?

But at least he had managed to “break through’ to Rennalls
more successfully than any other expatriate. In fact, it was
the young Barracanian’s attitude —sometimes overbearing,
sometimes cynical —toward other company expatriates that
had been one of the subjects Baker had raised last year when
he discussed Rennalls’ staff report with him. He knew, too,
that he would have to raise the same subject again in the
forthcoming interview because Jackson, the senior draftsman,
had complained only yesterday about the rudeness of Rennalls.
With this thought in mind, Baker leaned forward and spoke
into the intercom. “Would you come in Matt, please? I'd like
a word with you,” and later, “Do sit down,” proffering the
box, “Have a cigarette.” He paused while he held out his
lighter and then went on.

“As you know, Matt, I’ll be off to Canada in a few days’
time, and before I go, I thought it would be useful if we could
have a final chat together. It is indeed with some deference
that I suggest I can be of help. You will shortly be sitting in
this chair doing the job I am now doing, but I, on the other
hand, am 10 years older, so perhaps you can accept the idea
that I may be able to give you the benefit of my longer
experience.”

Baker saw Rennalls stiffen slightly in his chair as he made
this point so added in explanation, “You and I have attended
enough company courses to remember those repeated requests
by the personnel manager to tell people how they are getting
on as often as the convenient moment arises and not just the
automatic ‘once a year’ when, by regulation, staff reports
have to be discussed.”

Rennalls nodded his agreement so Baker went on. “I shall
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always remember the last job performance discussion I had
with my previous boss back in Germany. He used what he
called the “plus and minus” technique. His firm belief was
that when a senior, by discussion, seeks to improve the work
performance of his staff, his prime objective should be to
make sure that the latter leaves the interview encouraged and
inspired to improve. Any criticism must, therefore, be con-
structive and helpful. He said that one very good way to en-
courage a man—and I fully agree with him —is to tell him
about his good points —the plus factors —as well as his weak
ones —the minus factors —so I thought, Matt, it would be a
good idea to run our discussion along these lines.”

Rennalls offered no comment, so Baker continued. “Let
me say, therefore, right away, that, as far as your own work
performance is concerned, the plus far outweighs the minus.
I have, for instance, been most impressed with the way you
have adapted your considerable theoretical knowledge to
master the practical techniques of your job—that ingenious
method you used to get air down to the fifth-shaft level is
a sufficient case in point—and at departmental meetings I
have invariably found your comments well taken and help-
ful. In fact, you will be interested to know that only last
week I reported to Mr. Hutchins that, from the technical
point of view, he could not wish for a more able man to suc-
ceed to the position of chief engineer.”

“That’s very good indeed of you, John.” cut in Rennalls
with a smile of thanks, ‘“My only worry now is how to live
up to such a high recommendation.”

“Of that I am quite sure,” returned Baker, ‘“‘especially if
you can overcome the minus factor which I would like now
to discuss with you. It is one which I have talked about be-
fore so I’ll come straight to the point. I have noticed that you
are more friendly and get on better with your fellow Barra-
canians than you do with Europeans. In point of fact, I had
a complaint only yesterday from Mr. Jackson, who said you
had been rude to him —and not for the first time either.

“There is, Matt, I am sure, no need to tell you how neces-
sary it will be for you to get on well with expatriates because
until the company has trained sufficient men of your calibre,
Europeans are bound to occupy senior positions here in
Barracania. All this is vital to your future interests, so can
I help you in any way?”’

While Baker was speaking on this theme, Rennalls had sat
tensed in his chair and it was some seconds before he replied.
“It is quite extraordinary, isn’t it, how one can convey an
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impression to others so at variance with what one intends? I
can only assure you once again that my disputes with Jackson
—and you may remember also Godson —have had nothing at
all to do with the color of their skins. I promise you that if a
Barracanian had behaved in an equally peremptory manner
I would have reacted in precisely the same way. And again, if
I may say it within these four walls, I am sure I am not the
only one who has found Jackson and Godson difficult. I
could mention the names of several expatriates who have felt
the same. However, I am really sorry to have created this
impression of not being able to get on with Europeans—it
is an entirely false one —and I quite realize that I must do all
I can to correct it as quickly as possible. On your last point,
regarding Europeans holding senior positions in the company
for some time to come, I quite accept the situation. I know
that Caribbean Bauxite —as they have been doing for many
years nhow —will promote Barracanians as soon as their ex-
perience warrants it. And, finally, I would like to assure you,
John—and my father thinks the same too—that I am very
happy in my work here and hope to stay with the company
for many years to come.”

Rennalls had spoken earnestly and, although not convinced
by what he had heard, Baker did not think he could pursue
the matter further except to say, ‘“All right, Matt, my impres-
sion may be wrong, but I would like to remind you about the
truth of that old saying, ‘What is important is not what is
true but what is believed.’ Let it rest at that.”

But suddenly Baker knew that he didn’t want to ‘“let it
rest at that.” He was disappointed once again at not being
able to ‘““break through’ to Rennalls and having yet again
to listen to his bland denial that there was any racial pre-
judice in his makeup. Baker, who had intended ending the
interview at this point, decided to try another tack.

“To return for a moment to the ‘plus and minus technique’
I was telling you about just now, there is another plus factor
I forgot to mention. I would like to congratulate you not
only on the calibre of your work but also on the ability you
have shown in overcoming a challenge which I, as a European,
have never had to meet.

“Continental Ore is, as you know, a typical commercial
enterprise —admittedly a big one — which is a product of the
economic and social environment of the United States and
Western Europe. My ancestors have all been brought up in
this environment for the past 200 or 300 years and I have,
therefore, been able to live in a world in which commerce
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(as we know it today) has been part and parcel of my being.
It has not been something revolutionary and new which has
suddenly entered my life. In your case,” went on Baker, “the
situation is different because you and your forebears have
only had some 50 or 60 years’ experience of this commercial
environment. You have had to face the challenge of bridging
the gap between 50 and 300 years. Again, Matt, let me con-
gratulate you—and people like you—on having so success-
fully overcome this particular hurdle. It is for this very reason
that I think the outlook for Barracania—and particularly
Caribbean Bauxite —is so bright.”

Rennalls had listened intently and when Baker finished,
replied, ‘“Well, once again, John, I have to thank you for
what you have said, and, for my part, I can only say that it is
gratifying to know that my own personal effort has been so
much appreciated. I hope that more people will soon come to
think as you do.”

There was a pause and, for a moment, Baker thought
hopefully that he was about to achieve his long-awaited
“breakthrough,” but Rennalls merely smiled back. The
barrier remained unbreached. There remained some five
minutes’ cheerful conversation about the contrast between
the Caribbean and Canadian climate and whether the West
Indies cricket team had any hope of beating England in the
Fifth Test March before Baker drew the interview to a close.
Although he was as far as ever from knowing the real Rennalls,
he was nevertheless glad that the interview had run along in
this friendly manner and, particularly, that it had ended on
such a cheerful note.

This feeling, however, lasted only until the following morn-
ing. Baker had some farewells to make, so he arrived at the
office considerably later than usual. He had no sooner sat
down at his desk than his secretary walked into the room
with a worried frown on her face. Her words came fast.
“When I arrived this morning I found Mr. Rennalls already
waiting at my door. He seemed very angry and told me in
quite a peremptory manner that he had a vital letter to dic-
tate which must be sent off without any delay. He was so
worked up that he couldn’t keep still and kept pacing the
room, which is most unlike him. He wouldn’t even wait to
read what he had dictated. Just signed the page where he
thought the letter would end. It has been distributed and
your copy is in your in-basket.”

Puzzled and feeling vaguely uneasy, Baker opened the
“Confidential” envelope and read the following letter:
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14 August 19xx

From: Assistant Engineer

To: The Chief Engineer, Caribbean Bauxite Limited
Assessment of Interview Between Messrs. Baker and Rennalls

It has always been my practice to respect the advice given me by
seniors, so after our interview, I decided to give careful thought
once again to its main points and so make sure that I had under-
stood all that had been said. As I promised you at the time, I had
every intention of putting your advice to the best effect.

It was not, therefore, until I had sat down quietly in my home
yesterday evening to consider the interview objectively that its main
purport became clear. Only then did the full enormity of what you
said dawn on me. The more I thought about it, the more convinced
I was that I had hit upon the real truth —and the more furious I
became. With a facility in the English language which I—a poor
Barracanian — cannot hope to match, you had the audacity to insult
me (and through me every Barracanian worth his salt) by claiming
that our knowledge of modern living is only a paltry 50 years old
whilst yours goes back 200-300 years. As if your materialistic com-
mercial environment could possibly be compared with the spiritual
values of our culture. I'll have you know that if much of what I saw
in London is representative of your most boasted culture, I hope
fervently that it will never come to Barracania. By what right do
you have the effrontery to condescend to us? At heart, all you
Europeans think us barbarians, or, as you say amongst yourselves,
we are “just down from the trees.”

Far into the night I discussed this matter with my father, and he
is as disgusted as I. He agrees with me that any company whose
senior staff think as you do is no place for any Barracanian proud
of his culture and race —so much for all the company ‘‘clap-trap”
and specious propaganda about regionalization and Barracania for
the Barracanians.

I feel ashamed and betrayed. Please accept this letter as my resig-
nation which I wish to become effective immediately.

c.c. Production Manager
Managing Director

Questions

1. Evaluate John Baker with respect to each of IBM’s six
psychological dimensions of a good international execu-
tive as outlined in this chapter.

2. Which of Erikson’s eight stages of man’s development best
describes the behavior of Matthew Rennalls? Of John
Baker?
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. Cross-cultural work attracts some individuals who want a
change from a blocked career. Others are discontented
with their own society. Still others are overly idealistic.
What is John Baker’s motivation for cross-cultural work?
. Given Rennall’s sense of racial consciousness, what might
have motivated his decision to work for the foreign-
owned Continental Ore Company rather than for the
Barracanian government or the United Action Party?

. Many U.S. corporations still fear that their Japanese
managers are more loyal to Japan than they are to their
corporation. Is there any evidence that Continental Ore
need be concerned with divided loyalties in Barracania?
. Drawing from your knowledge of management psycholo-
gy evaluate the pluses and minuses of John Baker’s “plus
and minus” technique.

. You are Baker’s boss; Baker’s salary is substantial. Identi-
fy the executive positions in Continental Ore where he
can function and contribute more than his salary costs.
(Are these positions more valuable as steppingstone train-
ing experience for the training of other upcoming man-
agers?) Baker has 20 years to retirement. If you fail to
forsee an adequate set of jobs to offer him, prepare notes
to help you during your interview with Baker when you
fire him.

. John Baker has applied for a job with Brunswick Mining
and Smelting Company. As part of a letter of recommen-
dation for him draft one paragraph evaluating his ‘“innate
knack” and another explaining the Barracanian incident.
. Given the task that faced John Baker when he came to
Barracania and given your reconstruction of his person-
ality when he joined Continental Ore at age 22, what
sequence of jobs in Continental might have better pre-
pared him?




Introduction

As has been shown in Chapters 2 to 10, the functional activities of finance,
production, and marketing require agenda to mesh them smoothly into a
global network. For a matrix organization, the geocentric archetype of
this book, the agendas become particularly complex. Yet, as pointed out
in Chapter 1, the intricate coordination of a geocentric organization de-
pends on effective and capable international executives. The personal
contacts necessary to make a matrix organization work take years to nur-
ture. Therefore, the corporation must develop international executives
adequate for its overall long-term objectives.

Newly recruited employees rarely move directly into the grooming pro-
cess because the risk of their leaving the company is too great. If systematic
development begins at age 25, with the hope of producing a capable inter-
national executive at age 55, the process of development can be only 30
years in duration. If assignments average three years in duration, there is
room for only 10 major assignments in the grooming of an international
executive. In this chapter, the series of assignments an individual uses
will be likened to steppingstones across a river.

This chapter sketches the future management needs of the corporation
and describes a model for an executive development program. The chapter
begins with a consideration of how the future management needs of the
corporation are projected and continues with a discussion of program
development —the selection and assignment of chosen individuals to the
steppingstones of their careers. Compensation and assessment of per-
formance are also discussed.

Future Management Needs

The future management needs of the corporation must be forecast quanti-
tatively and qualitatively. Considering the heavy investment in human
capital, it is better that a forecast of need be approximately right rather
than precisely wrong.

Quantitative Forecast

Few corporations, particularly young multinationals, have conceptualized
their need for executives 30 years hence. Actually, most personnel man-
agers are more aware of their pension fund liabilities in 2010 than they are
of their need for executives then. To implement a program of executive
development, the initial step is to forecast the needs.

From the corporate planning group of your corporation or the corpora-
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tion you are considering, get an estimate of the rate of growth of the
corporation as a constant percentage over the next 30 years. Because
productivity can be forecast to increase, let g be the growth in sales minus
productivity growth.

To calculate future management needs assume, for simplification, that
the organization will remain hierarchical in structure, with one chief exec-
utive officer and a constant span of control. His span of control is ¢, and
each of these people in turn controls ¢ people in the level below, and so
on. From the top to the bottom, each level is ranked 1, 2, 3, ..., where
n + 1 is the bottom level (n + 1 levels are used for simplicity in calculations).

Since there is 1 person in level 1 and ¢ people in level 2, at the bottom
level n+ 1 there should be ¢* workers. Call this number of workers
W = ¢". The growth factor g is applied to these W workers. The need for
future managers for all the levels above can be calculated.

g = growth rate (for example, 5 percent growth is written as g = 1.05).
ng = number of levels within the organization now at time ¢ = 0.

W, = number of bottom level workers now at time ¢ = 0.

Spans of control of various groups differ within the organization. Now at
time ¢ = 0, the average span of control ¢ can be calculated because

logc=logW,
no

Thus to find the span of control
¢ = antilog %
no

Positions in each of the original levels of the organization will grow. Be-
cause this is compound interest, the number of years to double size, mul-
tiplied by the growth rate, will equal 70. For example, if the number of
workers is forecast to grow at 5 percent per year, the number of positions
in each existing management level will double every 14 years (70/5 = 14).

Thus in addition to the expansion of existing positions, new levels will
have to be created: As the organization grows, the number of levels will
have to increase. The manager of key personnel has the immediate task of
forecasting steppingstones over the next year as well as the long-run task
of envisioning steppingstones 10, 20, and 30 years hence. In the long run,
newly created layers of the organization will increase the rate of growth
of executive positions. The number of levels in the organization at time
t can be projected using the forecast number of workers (W, = g'W,).
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At time t, the number of levels becomes

n(t)=tlogg 0
log c n (0)

or

number of _ number of , log (growthrate) _ original number
levels years log (span of control) of levels

At the present (¢ = 0), there are W, bottom-level employees [W, = c* (0)].
The number of managers needed for the organization is the sum of a geo-
metric series approximated as follows:

Current number of managers:

M, = [¢*(0) - 1] = original number of bottom level workers

(c-1) span of control - 1
So at time ¢, the number of managers will be

M, = [¢* () - 1] = forecast number of bottom level worker .
(c-1) span of control - 1

The new positions evolved would be the difference of this value and the
value at time 0.

M, - M, = new positions over the time period 0 to ¢.

forecast number of original number
[e? (1) —¢n (0)] = bottom-level workers - of bottom-level workers
(c-1) span of control - 1

The manager of key personnel originally had M, steppingstones on
which to place aspiring executives for their individual career development.
As the organization grows, the number of steppingstone positions also
grows. The foregoing calculation of M, shows the placement challenge the
manager of key personnel can anticipate.

The manager of key personnel also has data on turnover and topping-
out, although frequently they are buried in old personnel records. Suppose
that for 2010 the corporation is forecast to need 50 executives at the vice-
presidential level and above. How many individuals born after 1950, who
now seem capable of ultimately working at that level, should it now be
guiding upward? Some will withdraw for medical reasons, others will
decide that it’s not worth the effort, and others will be judged not capable.
On the other hand, a few will have been overlooked and will appear from
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within the corporation, and a few positions will exist into which capable
outsiders can be recruited and still have time to master the corporation.
The manager of key personnel needs to forecast flows on these five tribu-
taries to his mainstream goal of developing 50 vice presidents. A variety
of analytic techniques have been used —from guesses to Markov chains
(Vroom and MacCrimmon, 1968) which transform masses of data into
the five tributaries.

After the number of positions has been forecast and the turnover esti-
mated, the next step is to census the corporation’s available cadre of po-
tential executives of each age group. Most corporations have peculiar
voids in the demographic age distributions of their managers, often
quite different in each major national subsidiary. This data analysis can
be performed quietly from existing personnel records.

The manager of key personnel can thereby assess the severity of the
corporation’s problem, and can forecast years of particular strain. This
information may be valuable feedback to the corporate planning group,
which provided the original growth forecasts g.

Certain age cohorts of future executives have been identified as being
in short supply. One remedy is to hire outsiders now and acculturate them.
The second remedy is to search harder for people of the right age within
the corporation who could conceivably function as executives. The third
remedy is to work systematically to reduce the turnover of this cohort.
Once current executives agree that these steps are necessary, one can
justify thinking explicitly about investing in human capital, articulating
the attributes of executives and jobs, and ascertaining how particular
positions help people develop.

Qualitative Forecast

The qualities that a good international executive might need in 2010 must
be forecast for this corporation. In general, he or she must possess certain
levels of interpersonal skills, technical or functional skills, and personal
skills. Acquiring these skills depends on the individual’s own initiative in
becoming involved in necessary experiences and in developing appropriate
attitudes and aptitudes. The corporation can remove impediments from
the individual’s growth path and provide the appropriate opportunities or
steppingstones. Even this corporate work requires incredibly hard thinking
because of the number of executive candidates. Nevertheless, the essential
work has to be done within the individual’s mind.

The technical and functional skills come from experience. The precise
qualities vary by corporation, so let me create an example of an experienced
cosmopolitan executive for the year 2010. She or he must have managed
at least four different types of product (one competitively dominant and
one competitively weak each in a high-growth industry and in a stagnant
industry). She or he must have assimilated the pressures of different
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managerial positions (line manager, project integrator, and staff analyst)
and experienced different types of business relationship (mergers, joint
ventures, divestments). She or he must be competent in accounting and
treasury operations, manufacturing and labor relations, marketing and
negotiating. She or he must have lived in at least five nations: exposure to
different types of national behavior, each affected by economic wealth,
political sympathies, and cultural attitudes, is invaluable. Attitudes in a
communist country differ greatly from those of capitalist and from reli-
giously dominated countries, and a cosmopolitan executive should have
experienced each. An individual with this portfolio of experiences by the
year 2010 would probably be useful to most multi-national corporations,
though each will have its unique requirements in addition.

As was mentioned earlier, this variety of experience has to be fitted into
10 steppingstone positions. The corporation needs executives who have
not only lived in these different environments but have internalized and
integrated this variety of experience to enable them to adapt to any new
and unfamiliar environment. In the face of long-run uncertainty, executive
adaptability assures the corporation’s survival; the executive may not be
perfect but at least he or she can cope. The executive’s attitude determines
the extent to which he or she integrates experience into his or her person-
ality. Attitude is dependent on many factors, of which family and cultural
background are primary. Sometimes a person who superficially appears to
have the multinational attitude may be a completely inappropriate nomad:

The person who runs away from his family of origin is as emotionally dependent
as the one who never leaves home. They both need emotional closeness, but they
are allergic to it. The one who runs away geographically is more inclined to impul-
sive behavior. He tends to see the problem as being in the parents and running a-
way as being a method of gaining independence from the parents. The more intensive
the cutoff, the more he is vulnerable to duplicating the pattern with the parents
with the first available other person. He can get into an impulsive marriage. When
problems develop in the marriage, he tends also to run away from those. Exagger-
ated versions . . . occur in relationship nomads, vagabonds, and hermits who either
have superficial relationships or give up and live alone. (Bowen, 1978, pp. 382-383)

Most psychological theory claims that a person’s ambitions and motiva-
tions stem from background pressures. With each foreign assignment, both
the executive and the executive’s family must adjust to the culture shock
of an alien environment. The executive can become conscious of how cul-
tural biases affect actions. In the case that opened this chapter, for ex-
ample, John Baker had the attitude that Barracaneans were inferior. With
the inevitability of a Greek tragedy, his attitude led to the loss of two able
executives at a crucial time. Tolerance for the ambiguity of multiple
viewpoints is a necessary asset of international executives; it is even better
if executives desire and enjoy multiple viewpoints. Motivation and initia-
tive are vital to the success of their work and self-development. An indivi-
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dual must want to become an international manager to relish the rigors of
the development process. To this end, individuals should be consulted in a
straightforward manner concerning decisions about their future career.
They need counseling while setting achievable goals.

Aptitude is closely linked to attitude. Nobody should plunge into the
30-year development process without feeling sure that he or she has the
necessary aptitude. Objectivity requires independence of thought, which
is not possible without a certain level of intelligence. Sensitivity to emo-
tional and physical changes is crucial to interpersonal contact. One must
possess empathy to work with people of another culture. Decisiveness
may also be thought of as an aptitude. Managers must be able to initiate
and implement plans. They must be able to make intelligent guesses and
be willing to change a course of action should the need arise. In essence,
managers need the prowess to manage a changing environment.

The preceding description of an international manager stresses the need
for a multiskilled individual who is not only technically competent but
also possesses self-descipline through self-knowledge. Self-knowledge
accompanied by self-discipline permits executives to retain a sense of in-
tegrity in the face of a totally foreign environment, allowing them to gain
understanding from the tensions of their position rather than feeling so
vulnerable that they need to shut tensions out.

In addition to personal skills, a cosmopolitan executive must have well-
honed interpersonal skills. He or she must possess the ability to communi-
cate: powers of suasion are vital for a manager, especially when there is
cultural and organizational conflict. The executive must have the sensitivity
to realize the underlying motives of human reactions.

An IBM World Trade study summarized these necessary qualities:

Self-confidence to manage change.

Organization to think clearly.

Activity or energy level.

Influence or persuasion.

Communication abilities.

Interpersonal sensitivity, ability to develop the confidence of subordi-
nates while exercising authority.

SorwpE

This section has sketched the qualities of an international executive for
the year 2010. With this goal in mind, the series of 10 steppingstones can
now be designed. The challenge lies in the number of executive candidates
to be considered simultaneously.

Program Development

In the headquarters of a corporation there is usually a manager of key
personnel, not with line power to decide promotions but with the staff



364 Multinational Executive Development

assignment of keeping files on executive candidates. The task of the man-
ager of key personnel is to monitor all stages of growth of each executive
candidate toward a level within the organization where the candidate’s
potential is fully realized.

For every executive, the manager of key personnel usually keeps a re-
placement list of qualified individuals who could fill each position if the
occupant were to vacate it by death, transfer, or quitting (Lee, 1977).
Replacement tables are necessary but not sufficient. Because a position
changes a person, the corporation may gain if a position is given to some-
one who needs the experience as a steppingstone to another position.
Thus each possible assignment of individuals to jobs leads to quite different
implications for the next round of jobs, and the round after that, and so
on, for the next 30 years. In short, replacement tables tend to be myopic.
They are an invaluable start but do not, in themselves, provide a structure
within which to envision developing multinational managers for the de-
cades to come.

A Personnel Department keeps an official file on each employee; files of
executive candidates are usually kept in headquarters. In addition, the
manager of key personnel usually keeps his own filing system, usually
configured to aid his memory. His file often consists of a reverse replace-
ment table, of where this executive could get promoted to and a subjec-
tive forecast of how high in the organization this executive might rise.
Most managers of key personnel have good memories as to individual rates
of development and growth needs (usually expressed as anecdotes). In
the metaphor of steppingstones across a river, the manager of key person-
nel knows who else could hop onto each stone, and how far across the
river each individual has the energy to reach if steppingstones are available.

If the assignment of executives to steppingstones is too bold, some will
fall down on the job; nevertheless, such boldness increases the probability
that others will reach the far shore. If the assignments are consistently too
timid, the corporation will be liquidating its executive capital, improving
short-term profitability at the expense of long run gain. In reality, most
corporations pay sequential attention to the goals of current performance
and long-term executive growth; such oscillations impair both.

A computer model can be developed as an aide to the manager of key
personnel. Such computer models were developed for the U.S. Navy and
have been used since the early 1970s (Niehaus, 1979). They provide a
means to reduce the conflict between current executive performance and
long-term executive development, by improving the matching of execu-
tives to positions, with the intention of using all positions as stepping-
stones to the future. Although the data input is difficult, the computer
model itself is relatively simple (Charnes, Glover, and Klingman, 1971)
and can be used to explore the trade-off between current performance and
long-run development.

The information needed has to be arranged more systematically for
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computer data input than it has to be for human use. Thus it makes sense
to begin with a pilot study of perhaps 10 high-potential executive candi-
dates who could work through perhaps 60 positions.

A position usually has a job description. Analyze the 60 positions to
develop a list of attributes (both skills and attitudes) necessary. For each
position, summarize as a set of scores how much of each attribute is neces-
sary. In other words, express each job description as a vector of require-
ments r;. When thinking in terms of a replacement table, usually some
candidates cannot yet meet all the required attributes of the position.
Associated with the vector of requirements is another vector ¢; of the an-
nual cost to the corporation if the occupant falls one unit short of meeting
the requirements. It is a measure of the corporate vulnerability to incom-
petence for this position.

Individual executive candidates have to be scored on the same attributes.
For each of the 10 candidates, summarize their present state of readiness
(skills and attitudes) in the vector s; using the same list of attributes.

In the static world of a replacement table, we would match individuals
to jobs in order to minimize the sum of total incompetence, where incom-
petence is the gap between the job requirement r and the individual’s state
of competence s. We should weight different forms of incompetence to
reflect the corporate vulnerability to a gap in each attribute, using the cost
vectors c;.

A dynamic model is needed to depict the growth of an individual as he
learns from experience. At the start of period ¢, individual i has attributes
that are summarized by the vector s!;. Work on job j will transform him to
sit1 a different result for each job. A particular job adds to some of his
attributes and subtracts from others. A few moments of introspection will
convince any reader that he will learn less from a job if he is grossly over-
qualified. Similarly, if he is grossly underqualified, he will find the job
overwhelming and will not be able to cope, let alone master the experience
and make it part of himself. An individual who is competent in most
attributes required for the position will be able to proceed to remedy any
weaknesses and master the job. This movement toward adequacy depends
on the individual’s starting state and on the job. For a dynamic model, the
simplest approximation of this process is to use a transition matrix T/
which describes how the particular job j affects its incumbents. The indivi-
dual’s interaction with the job is depicted as a multiplication of the job
transition matrix 7/ and the individual’s previous state:

t+1 = i ot
Sai T Sai

If the individual is strong at the start, he has reserve energy to focus on
his weaknesses. If he is uniformly weak, however, he cannot develop as
quickly. This is represented through a transition matrix.

A real job may involve 100 attributes, but let us work through an ex-
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ample problem of only three attributes. First we show how the transition
matrix T works, and then we discuss patterns in the coefficients of T.
For some particular job suppose the transition matrix T were
0.9 0.3 0.5
T=0.2 0.8 0.5
0.3 0.4 1.1
Let us work through how this job would affect three different individuals

A, B, and C. Each comes to the job with different attributes, and so would
develop differently by working in the position.

The executive A has only one strong component in his starting attri-
butes, which is weakened by the attempts to remedy the other weaknesses.

Individual A before job j . Individual A after job j
s, T/ 8 sy
9 81+03+0=84 84
1 - 1.8+08+0=26 = 2.6
0 27+04+0=3.1 3.1

The uniformly endowed executive B shows some improvement, but
change is not very large because of the composition of this particular
T matrix.

Individual B before j‘ob j Individual B after job j
3 27+12+1.0 4.9
4 - 06+32+1.0 = 4.8
2 09+16+22 4.7

Executive C shows the greatest improvement because he has more
strong components and the job strengthens his one lagging attribute.

Individual C before job j Individual C after job j
0.9+21+4.0 7.0
- 02+56+4.0 = 9.8
8 0.3+2.8+8.8 119

The manager of key personnel has to create a T matrix to represent
each job. If the job would leave any individual unchanged, the transi-
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tion matrix would be an identity matrix (diagonal elements = 1; other
elements = 0).

If the position would augment each attribute (say, 10 percent growth
across the board) regardless of the individual’s particular mix of attributes,
the T matrix would again be diagonal (0 everywhere else) but this time the
diagonal elements would be greater than 1 (1.1 for 10 percent growth).

The off-diagonal elements of T depict the effect of one attribute on
the development of another. These effects need not be symmetrical; an
executive’s strength in one attribute can greatly facilitate development in
another but need not be reciprocal to the same extent. In this case, the
off-diagonal coefficients would not be symmetrical.

To develop a T matrix, the manager of key personnel should study the
job by thinking about the people who have held the position. Focus on
one attribute at a time, pick a particular level of outcome in that attri-
bute, and consider which executives coming into the job could attain
that outcome. This means building up the T matrix one row at a time, for
each row of coefficients delineates the job’s effect on one attribute of an
executive.

Executive development programs at universities constitute just another
job. They can be expected to help the executives develop some attributes.
Nevertheless, if there is too great a gap between the individual’s attributes
on entering and the requirements of the program, the experience will not
transform this individual because he or she will not be able to learn.

Several very experienced multinational corporations have programs
called ‘“‘deputization” or ‘“‘secondment.’” When an executive is to be absent
from his position for several weeks (for vacation, training, etc.) the tem-
porary vacancy creates an opportunity for a promising manager to deputize
for him.

The deputized manager, and his entire family, are moved to where the
executive is. After a two-week overlap, the executive goes away, leaving
the deputized manager in charge. Deputization provides a dress rehearsal
to the manager, and broadens the experience and outlook of his entire
family. Clearly the cost of applying for visas, travel, and living makes
deputization expensive. The executive development benefit is obvious be-
cause the deputized manager has a powerful incentive to learn (ahead of
time and in the nation) about the culture, geography, politics, language,
and business practices of the nation. The corporation benefits because the
deputized manager does not sit passively. He introduces new ideas and
techniques, and has some time to implement the ideas. Furthermore, he
evaluates his temporary subordinates with an impartial and unbiased eye,
in the hope of uncovering hoarded talent. The familiarity with the opera-
tion allows him later to provide more pertinent judgment appropriate to
the unique opportunities and problems of this nation.

Each person attempts to achieve a balance between work life and per-
sonal life. This balance will vary through one’s lifetime. There may be a
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quick trajectory to reach the top, but most people have personal reasons
for preferring a slightly longer route. To aid their decision, they would
like to be able to forecast the lifetime career consequences of their per-
sonal decisions. These consequences may be insignificant or serious. In
some corporations an aspiring executive is allowed to refuse one transfer;
refusing a second transfer is deemed a statement that the individual wants
no further promotion. What unnecessary nonsensical anxiety this causes!
How much better if the aspiring executive could plot sequences of stepping-
stones and in private see their likely outcome.

For example, professionals often marry professionals, so each has to
consider a move’s effect on a spouse’s career. Many women executives
wonder when and for how long they can take time to have and start
raising children without imperiling their long-term career prospects.

Personal life may impose constraints on the executive aspirant’s willing-
ness to transfer. There are four major periods of family life:

1. Before children —no restrictions on transfers.

2. Preadolescent children —restricted by the need of the children for
proper schooling, but family can still move frequently.

3. Adolescent to college age—it is best that the family home not be
moved, but the executive is able to change functional responsibility
or product line in the same city. During this period, he can still depu-
tize or second in other nations to stay current.

4. All children college age or older —no restrictions on transfers, though
the executive now has less desire to move.

A computer model of executive development can include these constraints
on feasible steppingstones.

Compensation and Quiiting

A cruel dilemma can rot the core of an executive development program.
Suppose the corporation invests heavily in the development of a person. A
competitor, not needing to invest in training, can afford to pay higher
wages than could the original corporation. So the person quits, or stays
and feels exploited. One remedy is to design the pension plan so that
only those who stay until retirement receive a pension — commonly called
the golden handcuffs. A second remedy is to nurture group loyalty so
that an individual who merely considers an outside offer experiences acute
dissonance. A third remedy is to design each executive candidate’s career
steps for steady growth in the combination of pay, power, and status to
parallel that of likely job offers from other corporations.

The person’s authority (power of position) should be on par with ability
and perception of the importance of the job role. The composition of
monetary and nonmonetary rewards in the compensation “package’ must
depend on an individual’s perceptions and personal needs. These will
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change as the individual changes and grows. A well-managed system of
compensation would be instrumental in the production of confident, loyal,
and effective managers.

The familiar idea that a manager should be rewarded and promoted on
the basis of performance in the current job does not make sense for the
cadre of multinational managers. A corporation needs better predictors of
success. If success in one’s current job is necessary for promotion, then
none but the boldest managers will stray from ‘“normal lines of progres-
sion.” Such normal lines of progression assure current productivity at the
expense of long-run executive development. They also shield an individual
from the sense of disorientation and incipient failure that comes from
switching to unfamiliar work. Yet this disorientation is the essence of cul-
ture shock, the self-management of which a multinational manager must
learn. Individuals differ in the amount of change they can master in one
move. If the corporation would like multinational managers to nurture
this ability in themselves then the kind of change should be tailored to the
character and maturity of the individual. Furthermore, after a particularly
large move, an individual will probably want to take the time to evolve a
sense of mastery. So long as a manager’s promotion depends on perfor-
mance in the current job, he or she risks failure when crossing normal lines
of progression. Who should bear that risk and what actions will be taken
if the manager fails need to be made explicit by both the individual and
corporation.

The familiar idea of equal pay for equal work does not make sense for
the cadre of multinational managers. If perceived equity is a problem, the
best solution is to pay the multinational manager the going local rate in
local currency and pay a supplement into an individual trust fund in
Switzerland or the Bahamas. The reason for this splitting is that some
governments tax their citizens on the basis of worldwide income, while
others do not. Furthermore, an individual who moves in the same job
from a low- to a high-tax nation will take a cut in after-tax pay. In light of
the problems of individual tax planning, it seems prudent to sever the
direct connection between job and pay for the multinational managers
and allow an individual the job sequence flexibility of sometimes moving
down in job level.

Nevertheless, managers will sometimes consider quitting. The manager’s
cues will cause co-workers to start to disengage from bonds of friendship
so the manager will start to feel lonely. His superior, concerned that he
might not see it through to completion will be less likely to assign him large
new projects, so the manager will feel a sudden plateau in his career. These
unstable dynamics occur in all organizations. In a multinational corpora-
tion, this unstable dynamic is exaggerated because interpersonal cues of
respect differ between cultures, and in a multinational an individual is
typically receiving a babel of discordant cues from different nationalities
of co-workers and supervisors. Where perceptions are fluctuating, it is
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especially important that there be stable growth in the underlying reality
of the executive’s position. Hence the importance of a steady sequence
of steppingstones.

Evaluation

An individual’s performance must be evaluated in both its technical and
its psychological dimensions. Technical proficiency measured against
sales, production, and accounting data is important, is fairly well under-
stood, and can be fairly explicit. This explicitness tends to overshadow
the more subjective aspects of the executive’s psychological development.
Yet the more senior the international executive, the more important is
his personality. (Expressed another way, the more destructive are his
frailties of personality.) Psychoanalyst Erik Erikson (1964) classified eight
stages in the adult development. As condensed in Exhibit 11.1, they pro-
vide a basis for fathoming the current stage and a diagram for articulating
the future development of an individual.

The attributes of an executive (and the attributes necessary for success
in a position) include personality descriptions such as these eight stages of
development. Occupying a position affects not only the executive’s tech-
nical skill, but also his self-perceptions of his personality. If the distance
between steppingstones is too great, the attributes that will diminish most
will be those pertaining to his personality. Individuals find that regression
of self is both painful and disconcerting unless they have robust self-
knowledge and the counseling support of an insightful superior.

The concept of a multinational executive failing to perform a job needs
to be clearly thought through. Inevitably, the environment will change in
unforeseen ways from what had been envisioned for this position. Execu-
tive talent is insight into determining which changes are important to the
global system, how to redeploy assets under control, and how to inform
relevant parts of the global system that their interface agreements are
undergoing change. An executive whose subsidiary has severe internal
problems may foresee a need to have the subsidiary temporarily opt out
of the global networks in manufacturing, marketing, or finance. On the
other hand, such interface changes are very expensive to the corporation
as a whole, and the executive has responsibility to redeploy assets to strive
to maintain commitments. Usually this entails sacrificing the long run for
current performance. Thus an executive has quite a choice of how to fail
technically and how to manage the failure psychologically.

As tension mounts there is an increasing incidence of emotional issues between
people; people tend to withdraw from the group or become silent, to form cliques
or alliances between members, or talk or gossip about an absent member. The goal
(of my management) is to listen to the incidence of these phenomena, rather than
focusing on the content of what is said. My effort is always to avoid an unwitting




Depressed and morose about
life, emphasizing failures;
would change life or career if
had another chance; fears get-
ting older and death.

8
Despair vs. Integrity

Happy and content with life,
work, accomplishments; ac-
cepts responsibility for life;
maximizes success.

Seems to be vegetating; does
nothing more than routines
of work and necessary daily
activities; is preoccupied with
self.

7

Plans for future with sustained
application of skills and
abilities; invests energy and
ideas in exploring new ideas;
senses continuity with future
generations.

Stagnation vs. Generativity

Lives relatively isolated from
spouse, children; avoids inti-
mate contact with others.
Either absorbed in self or in-
discriminately sociable, in a
stereotyped manner.

6
Isolation vs. Intimacy

Has close intimate relationship
with spouse and friends. En-
joys sharing thoughts, spend-
ing time with them and
expressing warm feelings for
them.

Ill at ease and lacking convic-
tion in roles; lost in groups
and affiliations; may abruptly
switch work, residence or
marriage without meaning or
purpose.

5

Is definite about self and en-
joys role in work, family, and
affiliations; has sense of be-
longing; feels continuity with
past and present.

Role diffusion vs. Ego identity

Is passive; leaves things un-
done; feels inadequate about
ability to do things. Feels
that his product is unsatis-
factory.

4
Inferiority vs. Industry

Likes to make things and
carry them to completion;
strives to master skills. Feels
proud of his product.

Lets others initiate action;
plays down success or accom-
plishment.

3
Guilt vs. Initiative

Takes pleasure in planning
and initiating action; plans
ahead and designs own
schedule.

Awkwardly selfconscious of
own ideas. Stays within
familiar ways; needs the
approval of others and avoids
asserting self against group.

2

Confident to hold own opin-
ions and to do what he or
she feels is best. Owns his
own attitudes.

Shame and doubt vs. Autonomy

Distrusts self and doubts the
world. Believes that co-
workers ‘“‘get you into
trouble’’. Uneasy about con-
fiding in anyone.

1

Confident in self and in the
world. Trusts work associates.
Feels optimistic about peo-
ple’s motives.

Basic mistrust vs. Basic trust

EXHIBIT 11.1

Erikson’s eight stages of adult development.
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focus on the content of the issues, and to focus on the process. One of the biggest
hazards in the principle that says “be responsible for yourself and the emotional
issue will resolve itself”” has to do with the inner orientation of self. It is easy for
a person in such a position to say the situation is his “fault” and to accept the
“blame” without being responsible. There is a fine line between accepting the
responsibility for the part self plays in a situation and accepting the “blame” for
it. (Bowen, 1978, p. 464)

Geographically decentralized multinational corporations exist and run
comfortably with few headquarters executives. Other multinationals are
organized on the basis of global product divisions; they require more
headquarters executives. Any serious attempts to synthesize both into a
matrix organization will fail unless the corporation has enough experi-
enced executives. The nine central chapters of this book identify com-
plex maneuvers that promise profits if implemented well, they promise
only snarled confusion if implemented poorly. The first necessary invest-
ment is in years of executive development.
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Summary of the Book

When you first work for a corporation you will probably work in one
function, perhaps financial accounting, manufacturing, or sales. Nobody
will encourage you to ponder how your tasks interconnect with other
functions and the pressure of work will mean that any pondering will
have to be done on your own time.

And then, like an aircraft pulling up above the cloud cover, you will
suddenly find yourself expected to maintain liaison among the functions.
Project management, however small the project, requires interconnected
functions. This summary will therefore be more useful if it connects the
functions.

We will first examine short-term decisions which pull together the first
finance chapter (exchange risk), the first production chapter (logistics),
and the first marketing chapter (product launch). After we have looked
at this tier of short-term decisions we will turn to the tier of medium-
term and finally the tier of long-term decisions. The three tiers can be
visualized as layers of an elegant wedding cake. Before proceeding to inter-
connect the nine central chapters you will find it helpful to review
Chapter 1.

Short-Term Decisions

Short-term finance, marketing, and production plans have to be made
with an eye to flexibility. For example, the corporation’s ability to re-
spond to exchange rate variation and its ability to stage the launch of a
new product are critically dependent on logistics.

As exchange rates vary, so do the costs of manufacturing an identical
item at each factory in the global production network. As explained in
Chapter 2, it is unfair to penalize or reward a manager for variables over
which he has no control—such as exchange rates. Rather, an effective
evaluation should center on how adroitly the manager responds to the
new exchange rates. The manager needs an immediate understanding of
logistics costs and feasibility in order to reassign products to the new
lower cost plants, lower cost in terms of the headquarter’s numeraire
currency.

Exchange rates vary for a reason and when they do the corporate mar-
keting managers must often re-evaluate the value of the national market.
In theory this is the discounted present value of the stream of net revenue.
Like changes on a barometer, unanticipated changes in an exchange rate
are a symptom of the need to assess implications.

The final short-term decision to be considered is new product launch.
Confusion abounds during the launch of a new product. Chapter 8 recom-
mended that the new product be launched in a sequence of nations. First

374
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launches provide test market data for the rest of the world, and the sub-
sequent sequence can be adapted to whatever new information is revealed.
The logistics implications are staggering. Firstly, the early markets are in-
tended for market research so must never run dry of product even though
the demand forecast was quite hazy. If sales exceed expectations there is
a furious scramble for the product. Secondly, the sequence is adaptive.
This means that nobody will know, for sure, which markets will be launched
in the second phase until data from the first launch has been analyzed.
One key input to the sequencing in a staged launch is whether to pre-empt
competitors in each nation. The value of this depends on the value of
greater market share, which depends on what the managers expect govern-
ment policies will be. Thus the logistics problem is that a lot of inventory
has to be accumulated and prepared for shipment to not-yet-known desti-
nations by a not-yet-known deadline.

Connections Between Short- and Medium-Term Chapters

In an elegant wedding cake there are supports between each of the tiers;
so it is in this book.

Medium-term decisions on maneuvering liquid assets require information
on exchange rates. Exchange rates were analyzed in Chapter 2. Nobody
knows how to forecast exchange rates precisely, and Chapter 3 merely
requires that forecasts be consistent.

Production smoothing in a multinational corporation, a medium-term
decision, allows markets to be switched among factories. Such switching
redirects the streams of logistics, so to undertake multinational produc-
tion smoothing the corporation must exhibit flexibility in its logistics.

Medium-term marketing decisions critically depend on the corpora-
tion’s competitive position. A market leader has price flexibility; a smaller
rival has to follow the prices of the leader. The launch of a new product
(Chapter 8) determines the corporation’s competitive position in each
national market. If the corporation was first to launch a new product in
the nation, it can likely maintain that lead after rivals launch their
competitive products. The value of launching first (an input for Chapter
8) can be analyzed in terms of price flexibility by the models of Chapter 9.

Medium-Term Decisions

Maneuvering liquid assets, production smoothing, and pricing policies are
a tier of connected medium-term decisions. A solution to each one can
sharpen the solution to the other decisions.

Maneuvering liquid assets is an attempt to get needed liquidity to each
subsidiary, mindful of taxes and interest to be paid. Because this problem
was formulated as a linear program, the solution will produce dual vari-
ables which give the value of an increment more cash in each subsidiary.
This is vital input to production smoothing.
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In production smoothing each plant serves a cluster of markets. Markets
at the interface between two plants are switched as economies dictate.
This requires the comparison of the value of an increment more profit in
one producing nation and less in another. The dual variables of man-
euvering liquid assets provide these values for each year.

In Chapter 9 three pricing models were presented. In the polycentric
case the objective is to maximize profitability with each nation considered
separately. More profit is better than less regardless of the currency and in
the polycentric case there is no need to make comparisons across nations.
However, the geocentric and ethnocentric pricing schemes establish a tie
among national markets; more profit in one nation will mean less in
another. To compare the value of altered profit levels in the two nations
the dual variables from maneuvering liquid assets are needed.

To calculate prices requires the marginal cost of items in the product
line. As explained in Chapter 6, these marginal costs derive from analysis
of production smoothing. Conversely, pricing and marketing calculations
yield sales estimates — a necessary input to production smoothing.

The maneuvering liquid assets calculation requires as an input the cash
requirement (or available outflow) for each year for each subsidiary. To
estimate this data, the pricing and plant loading decisions must first be
approximated. Furthermore, transfer prices can be adjusted only if items
flow between two subsidiaries. Product flow is calculated in production
smoothing; if the flow is zero, one consequence will be to close a route
for maneuvering funds.

Note that just because decisions are interconnected does not mean that
they have to be solved simultaneously. Prudent business practice is to
work first on the worst problem, using managerial judgment about input
data whose values can be firmed up later.

Connections Between Medium- and Long-Term Chapters

Stakeholders of a division in a nation may be affected either visibly or,
sometimes, invisibly by some of the liquid asset maneuvers presented in
Chapter 3. If a critical stakeholder has difficulty with one maneuver, it
would certainly be prudent to evaluate the next cheapest maneuver.
Decisions of some stakeholders are affected by financial statements, yet
subsidiary financial statements are the artificial result of the maneuvers.
Conversely, if stakeholder hostility means that the corporation should
withdraw from a nation, one such method is systematically to liquidate
the investment, maneuvering so as to withdraw funds and make the sub-
sidiary appear unprofitable.

The plant location analysis, a long-term decision, requires both logistics
and production smoothing analyses. The rough cut analysis of plant loca-
tion ignores risk and makes direct use of Chapter 5 logistics. Once a few
sites have been selected, the role each would play in the global production
smoothing network can be evaluated.
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Long-Term Decisions

The analysis of stake holders in each nation as part of multidivisional ex-
pansion, the decision to close down or open plants, and the design of
one’s products are strategic decisions on which all else depends.

The analysis of stakeholders articulates the risk facing the corporation’s
activities, and identifies the strategic alternatives necessary to contain that
risk. One alternative might be to build a plant for one of the corporation’s
product divisions in that nation, keeping in mind that each plant opening
or closing makes a political statement of long-run significance.

A plant opening can also be used as a competitive weapon in the battle
for market share (Chapter 7), it can mollify stakeholders, and intimidate
competitors. Political and competitive statements can be made in many
combinations but most such statements cause a slight increase in the cor-
poration’s cost of goods. Therefore, it is vital to model the global produc-
tion network so as to calculate the cost of manufacturing and logistics.

A global production network is a meaningful concept only if the same
product (or the same subassemblies) is manufactured at several locations.
Hence, the long-term importance of designing products with an eye to
both cost and the special needs of target market segments in each nation.
An artful standardization of subassemblies makes possible both produc-
tion smoothing, and maneuvering liquid assets. Only if the product is
somewhat standardized in design is it possible for actual sales data in one
nation to be useful in revising sales forecasts in other nations. And only if
a subassembly is so standardized that the total world demand is great
enough to justify more than two plants, do corporate executives dare
build a plant in the world’s impoverished nations.

This summary has emphasized interconnections between decision mod-
ules. Whereas a manager is to do something, an executive is to care for the
interfaces between managers, and adapt these interfaces as he or she fore-
sees needs. From what one can now foresee for multinational corpora-
tions, they will need to nurture many multinational executives, viewing
positions now as stepping stones to yet more demanding positions in the
future.
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