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| Preface

In this third edition, all chapters have been updated, new chapters integrat-
ed, all case studies revised and recent data were integrated. The concept, as
it is described below, remained unchanged.

Over the last few decades, international activities of companies have gained
dramatically in importance. Empirical evidence for this statement can be
found, for instance, in the rapid growth of world trade and in foreign direct
investment flows as well as in the high share of intra-company trade on total
world trade, indicating the relevance of cross-border value creation process-
es. Courses on International Management have, thus, become an integral
part of most management studies at universities today and dedicated Mas-
ters and MBA programmes on International Management have emerged in
recent years.

Concept and Overview of this Book

This book intends to give a compact overview of the most relevant concepts
and developments in International Management. Various strategy concepts
of internationally active companies and their implementation in practice are
the core of this book. It is not designed as a traditional textbook or a collec-
tion of case studies, but tries to combine both. The book introduces the com-
plex and manifold questions of International Management in the form of 23
lessons that give a thematic overview of key issues and illustrates each topic
by providing a comprehensive case study.

The book is divided into six major parts. Part I (“Introduction to Strategic
International Management”) lays the foundation by explaining basic con-
cepts and theories of International Management. The growing importance of
emerging country multinationals will be taken into account. In Part II, the
influence of the external environment on Multinational Corporations
(MNCs) is described, looking into market barriers and regional integration,
the competitive advantage of nations and the influence of country culture.
Part III focuses on the coordination of internationally dispersed activities in
a Multinational Corporation. An overview of formal and informal instru-
ments is given and some coordination instruments are discussed in more
detail. Another core decision with regard to international activities, the for-
eign operation mode, is dealt with in Part IV. After an overview of the basic
types of foreign operation modes, the three main options — market, coopera-
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tion and hierarchies — are explained in individual chapters. In this third
edition export modes now also receive special attention. Part V is devoted to
specific value chain activities, production & sourcing, R&D and marketing.
At last, human resource management and international control are dis-
cussed as highly relevant business functions in Part VI of the book.

Teaching and Learning

The book is primarily aimed at students at the beginning of their Masters
studies who major in Business Administration, International Management,
Strategic Management or related fields. In addition, practitioners who seek
compact and practice-oriented information on international strategy con-
cepts can benefit from the book. The case studies accompany each lesson in
such a way that they provide additional content and a specific application of
the individual lessons on the one hand. They are part of the explanation of
the topic, but they also lead to suggested discussion subjects and questions
in order to deepen the understanding of the topic.

Instructors are provided with additional resources. A set of PowerPoint
slides can be downloaded from the publisher’s website (www.gabler.de).
Furthermore, for each case study, a solution draft can be obtained.
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| Basic Definitions

Globalisation — the growing integration of economies around the world and
companies’ increasing cross-border activities — is one of the most intensively
discussed topics of recent decades. Such cross-border activities of companies
take various forms:

B [nternational trade has risen strongly during recent decades. More im- | Exporis and
portantly, worldwide exports are consistently growing more strongly | Imports
than worldwide gross domestic product (GDP). This proves that the
world’s GDP is increasingly produced and consumed in cross-border
processes. For companies, as well as for countries, international trade can
be exports, i.e. selling merchandise and services to customers in other
countries, or imports, i.e. buying merchandise and services from suppliers
in other countries.

B In addition, companies have increasingly undertaken foreign direct in- | Foreign Di-
vestment (FDI), for example establishing production plants abroad. Over | rect Invest-
the past two decades, global FDI flows have increased twice as fast as | ment
global GDP. Under the definition of most international organisations and
statistical offices, FDI refers to an investment made to acquire a lasting
interest in enterprises operating outside of the economy of the investor.
The investor’s assumed objective is to gain an effective voice in the man-
agement of the enterprise. FDI can take the form of transferring equity
capital or reinvestment of foreign earnings, among others. Usually, a
threshold of 10% of equity ownership is used to qualify an investment as
FDI. Below that threshold, the term “portfolio investment” is used,
which represents passive holdings of foreign financial assets such as for-
eign stocks or bonds.

The link between FDI and international trade becomes clear through the fact
that about one-third of worldwide trade is undertaken as intra-company
trade. This is clear evidence of the enormous relevance of the cross-border
value chains of Multinational Corporations with production facilities in
different countries. The most recent World Investment Report by UNCTAD
even argues that global value chains coordinated by Multinational Corpora-
tions account for approximately 80% of global trade (UNCTAD 2013, p. x).

It is this international dispersion of activities that ultimately characterises a | Multinational
Multinational Corporation (MNC). We use the term MNC very broadly, | Corporation
referring to any company with routine cross-border activities. More particularly, | (MNC)
following an old definition from the United Nations that is also employed by
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Bartlett/Beamish (2014, p. 2), we see an MNC as “an enterprise (a) compris-
ing entities in two or more countries, regardless of the legal form and fields
of activity of those entities, (b) which operates under a system of decision-
making permitting coherent policies and a common strategy through one or
more decision-making centres, (c) in which the entities are so linked, by
ownership or otherwise, that one or more of them may be able to exercise a
significant influence over the activities of the others, and, in particular, to
share knowledge, resources and responsibilities with others” (United Na-
tions 1984, p. 2).

It is not relevant which legal form the entity has, only that “active, coordi-
nated management of operations in different countries, as the key differenti-
ating characteristic of an MNC” (Bartlett/Beamish 2014, p. 3) is possible. And
those entities are not necessarily production plants; they could be just sales
subsidiaries or other activities. While some authors demand certain quanti-
tative thresholds for an MNC, (e.g. entities in a certain number of foreign
countries, a certain percentage of employees abroad, share of foreign sales or
direct investment) we consider those thresholds to be arbitrary. It should be
noted that the UN applies the term transnational corporation (TNC) with the
same meaning in its reports (e.g. UNCTAD).

When characterising those corporations’ activities and highlighting their
relevance for the world economy, UNCTAD states: “[Global Value Chains]
are typically coordinated by TNCs, with cross-border trade of inputs and
outputs taking place within their networks of affiliates, contractual partners
and arm’s-length suppliers.” (UNCTAD 2013, p. xxii)

International operations do not necessarily have to be internalised. Instead,
contractual cooperation or joint ventures are viable alternatives to wholly-
owned foreign subsidiaries. As a consequence, subsidiaries are not necessari-
ly wholly-owned. Instead, we understand a foreign subsidiary to be “any
operational unit controlled by the MNC and situated outside the home coun-
try” (Birkinshaw/Hood/Jonsson 1998, p. 224). For international business (IB),
the main criterion is not ownership (even though it will be the usual form of
control) but the possibility to exercise influence. For example, in an MNC
network, a contract manufacturer or a long-time supplier may deliver a
strategic contribution to the MNC'’s performance and, thus, such entities
must also be “managed”, an adequate location must be chosen, their conduct
needs to be influenced for the sake of the MNC, etc.

It has to be noted, though, that some authors only use the term “subsidiary”
when there is a certain degree of equity ownership. This understanding of
subsidiary (or, synonymous, “affiliate”) is exemplified by UNCTAD’s defini-
tion (2004, p. 44): “A foreign affiliate or direct investment enterprise is an in-
corporated or unincorporated enterprise in which a foreign direct investor,
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resident in another economy, owns a stake that permits a lasting interest in
the management of that enterprise (an equity stake of 10% for an incorpo-
rated enterprise or its equivalent for an unincorporated enterprise).”

For International Management, three main dimensions need to be decided
and managed: the configuration, coordination and operation mode of the
international activities.

B A major characteristic of MNCs is that they are active in more than one
country. This is simultaneously an advantage and a challenge. The specif-
ic characteristics of a country therefore play a role in the selection of loca-
tions. Configuration refers to the location where each value chain activity
is performed, including the number of locations (Porter 1986, p. 17).

B Those dispersed activities must be integrated to ensure that all subsidiar-
ies contribute to the MNC’s objectives and achieve synergy effects where
possible. Coordination can be defined as the process of integrating activi-
ties that remain dispersed across subsidiaries (Martinez/Jarillo 1991,
p- 431). “A mechanism of coordination is any administrative tool for
achieving integration among different units within an organisation, i.e.
to align a number of dispersed and yet interdependent international ac-
tivities” (Martinez/Jarillo 1989, p. 490).

B As has already been established, MNCs can exploit country-specific
advantages in a foreign country through other methods than establishing
a wholly-owned subsidiary. For example, production in a foreign coun-
try could be carried out via a licensing agreement with a local manufac-
turing company. A foreign operation mode can be defined as an institution-
al arrangement or organisational arrangement that is used for organising
and conducting an international business transaction, such as manufac-
turing goods, servicing customers or sourcing various inputs (Andersen
1997, p. 29; Welch/Benito/Petersen 2007, p. 18).
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