division of research

GRADUATE SCHOOL OF BUSINESS ADMINISTRATION
UNIVERSITY OF MICHIGAN ANN ARBOR, MICHIGAN 48109

MULTINATIONAL CORPORATE STRATEGY:
THE FOREIGN BUSINESS SELECTION DECISION
Working Paper No. 237

Gary/ﬁ;mel and Vern Terpstra

The University of Michigan




Division of Research October 16, 1980
Graduate School of Business Administration
The University of Michigan

- o

MULTINATIONAL CORPORATE STRATEGY:
THE FOREIGN BUSINESS SELECTION DECISION
Working Paper No. 237
Gary/ggmel and Vern Terpstra

The University of Michigan

FOR DISCUSSION PURPOSES ONLY

None of this material is to be quoted or
reproduced without the express permission
of the Division of Research



RUV o [ 150

ABSTRACT

A primary strategic task in the multinational corporation (MNC)
is the determination of which of the firm's business competencies will
be placed in which foreign markets. This is the foreign business
selection problem. To a large degree, the way in which this problem
is resolved by MNC management determines the success of the firm.
Additionally, foreign business selection decisions define the MNC's
interface with customers, suppliers, and governments.

This paper presents a conceptual model of the foreign business
selection process. The selection decision comprises three elements:

1. input variables relevant to the foreign business selection
decision.

2. a decision model which incorporates the input variables.

3. an outcome produced by operation of the model on the input
variables.

Outcomes are represented diagrammatically by a market-business
grid, the variable of interest, which depicts the specific portfolio
of businesses which the MNC exploits in each foreign market. TInput
variables are proposed and their effect on the firm's market-
business profile specified. Finally, firm- and industry-specific
factors impacting on the operation of the decision model are noted.

A brief review of relevant literature is conducted, and a methodology
for further research is put forward.
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INTRODUCTION

Addressing the issue of strategy formulation in the multinational
corporation (MNC), Channon and Jalland note that "the key task for top ‘
management is the successful operation of a portfolio of businesses
spread across a number of geographic markets."l This statement iden-
tifies the primary dimensions of multinational strategic management--
businesses and markets. By definition, MNCs operate in a number of
. geographic areas, and gheir activities usually encompass several busi-
ness areas as well.2

Broadly stated, the strategic problem in multinational management
is that of determining the most profitable confluence of businesses and
markets. Specifically, the MNC must decide which of the business

competencies comprising its portfolio of businesses will be exploited

in each foreign market. This is the foreign business selection problem.

The way in which it is resolved by management determines, to a great
extent, the degree of success achieved by the firm in international
operations. And for consumers, suppliers, competitors, and governments,
it is the MNC's foreign business selection decisions which determine

the nature of tﬁeir interaction with the MNC.

A Topic for Research

How much progress has been made in coming to an understanding of
the foreign business selection decision process? The answer is, not
much. A partial explanation for the lack of research attention may be
that as the international business field evolved, researchers came to
the discipline with one of two research orientations, neither of which

predisposed them to look at the foreign business selection problem.
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Economists entered the field with an interest in the foreign direct
investment (FDI) behavior of MNCs. Noting the macroeconomic phenomenon
of post-World War II FDI, these researchers sought explanations grounded
in macroeconomic theory. They viewed the MNC as a black box, impene-
trable to outside observers, more reactive than proactive, and mechan-
istically responsive to environmental cues (e.g., currency area premia,
oligopolistic competition, low cost production locationms, etc.).3
"This view of the MNC, and the methods of analysis employed, precluded
insights into the microeconomic phenomenon of foreign business
selection.

To illustrate: FDI theorists assumed, at least implicitly, that
the nature of the MNC's participation was invariant across foreign
markets.# While such an assumption possesses some validity--the
businesses the MNC places in each foreign market are united through
their exploitation of a common competitive advantage--it ignores
important market-to-market differences in the nature of the MNC's
business presence. Consider Nestle as a company example, (Exhibit I):
it is obvious that the complement of business capabilities in place in
one market may differ from the portfolio of businesses exploited in
another market.

Another perspective in international business research has been
that of functional specialists who have sought to develop new approaches
to functional tasks which took account of the complexity of the
international environment. Of some relevance to the foreign business
selection task is the international product policy literature which

grew out of the internationalization of the marketing function.
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Most-discussed in this literature is the issue of whether to stan-

, dardize or adapt products for foreign markets.? Particular-variables—

————
e S P

which impactNggﬂ;heﬁggggggggggggiop/adaptation decision are important

in the foreign bgg{ggggwgqlgctiqq decision. However, the issues in-
' voi;éa in fé?éign business selection are broader than those of stan-
dard;zation/adaptation. The decision to standardize or adapt is, from
top management's perspective, tactical, not strategic. Product policy
is secondary to business policy.

The international business literature reveals little of the char-
acter of the strategic process whereby the MNC determines which of its
business capabilities will constitute its commercial presence in par-
ticular foreign markets. It is the purpose of this paper to present a

conceptual model which seeks to explain the response of the MNC to the

strategic task of selecting businesses for foreign markets.

Conceptualization of the Decision-Making Process

To understand what the conceptual model must entail, it is neces-
sary to view the foreign business selection problem as a decision-

making task. There are three constituent elements:

l. a set of relevant input variables, or determinants, and
their assoclated measures.

N

a processing stage wherein the input variables are in-
corporated in a decision model.

3. an outcome produced by operation of the model on the input
variables, a prescription for action.

Eden and Harris summarize the process: "decisions--information into

action through models."®
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A conceptualization of the foreign business selection decision
process should include each of these components. However, an a priori
specification of an inclusive conceptual model is extremely difficult.
" The obstacle is the invisibility of the processing component to the
outside observer. While decision outcomes are generally observable,

and input variables are often identifiable through intuition or

inductive reasoning, the decision-maker's model is rarely open to the
scrutiny of those not directly involved in the decision process.
Management's weighting of input variables, decisions as to which
variables are relevant in particular circumstances, and judgments
about the "critical” level of variables are aspects of the decision
process not easily examined or conceptualized.

Leaving for now the problem of conceptualizing the processing
component of the foreign business selection decision, this paper
presents a diagrammatic market-business frameWork which permits a dis-
cussion of the rationale for, and likelihood of, various decision
outcomes. The paper postulates certain environment-specific variables
to be input variables in the foreign business selection decision.
Finally, firm- and industry-specific variables which are endogenous to
the decision model are described. While the paper's conceptual
treatment of outcomes and input variables provides some insight into
the process of foreign business selection, verification of the partial
theoretical framework presented here, and illumination of the totality

of the foreign business selection process can come ounly with empirical

investigation.
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THE MNC'S MARKET-BUSINESS PROFILE
. Exhibit II, the Market-Business Profile (MBP), is a generalized
_depiction of the MNC's response to the question: which business(es)
will be placed in each foreign market? The MBP portrays the outcome
of the foreign business selection decision process.

The profile 1s composed of three dimensions:

The Business Dimension s

Along the Business dimension are the business areas which comprise

the MNC's total portfolio of business competencies. From the

business perspective, the foreign business selection problem takes the
form: 1in which markets will a particular business be exploited? The
answer determines the gggéﬁ of worldwide participation in that busi-
ness area--the more markets in which the business is placed, the deeper
the worldwide participation in that business. Associated with each
business area is a portfolio of markets where the business is

exploited.

The Market-Dimension

The markets which make up the MNC's total portfolio of markets are
found on the Market axis. From the perspective of a single market,
the foreign business selection problem takes the form: in which
business areas will the MNC participate? The Eiiéh of market partic-
ipation is determined by the answer--the more of the firm's total
portfolio of businesses exploited in a particular market, the wider
the MNC's participation in that market. Associated with each market
is a portfolio of businesses which comprise the firm's commercial

presence in the market.
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The Time Dimension

The MBP is dynamic. Over time, change may occur in the depth of
participation in a business area or in the width of participation in
a market.

In defense of the MBP as a focus of inquiry, it is argued that
the MBP is more than an academic conceptualization--it is a repre-
sentation of the way in which the research subjects (MNCs) actually
perceive themselves. For example, Nestle and Unilever (Exhibits I and
Ia), among other firms, consider their market-business positions to be
of sufficient importance to merit inclusion in their annual reports.
In annual reports where the firm's MBP is not presented, the business
and market dimensions of the MBP are nonetheless inherent in discus-
sions of corporate operations. Comments such as, "We're taking business
A to market B,"” or "Business Y is showing strong progress in market
Z" are ubiquitous. Additionally, the focus of company news items in
the business press is, more often than not, the decisions taken by

firms which impact on market-business positions.

Research Questions

The MBP may be decomposed in a variety of ways, each suggesting
a particular research issue.

The Within-Market Research Question

For a single foreign market, what determines the composition of
the portfolio of business capabilities in place in the market? Why

does the MNC's participation in a given foreign market include certain

of the firm's businesses and not others?
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The Between-Market Research Question

A comparison of the MNC's business activities across markets
leads one to ask: What determines the market-to-market heterogeneity/
homogeneity of the MNC's foreign business portfolios? Why does the
MNC have ? certain portfolio of businesses in one foreign market, and

a different portfolio of businesses in another market?

The Temporal Research Questions

First, what determines the manner in which the portfolio of busi-
nesses exploited in a single foreign market changes over time, i.e.,
why does the MNC widen/narrow its participation within a foreign market
with the passage of time? Second, is there a trend toward greater
heterogeneity/homogeneity of foreign business portfolios across

markets?

The Comparative Research Question

When the MBPs of two firms aré compared, two research questions
emerge: Why does the width (depth) of market (business) participation
differ between the two firms; and, why does the heterogeneity/
homogeneity of foreign business portfolios across markets differ

between the two firms?

A Conceptual Model

The objective of this section is to provide a conceptual/theoretical

answer to the research questions posed above.
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~ The Within-Market Research Question

The MNC has three alternatives in selecting a portfolio of
businesses for a foreign mgrket:

1. to exploit every business capability in the MNC's total

portfolio of businesses in the foreign market--the MNC takes
its full range of businesses to the foreign market.

2. to acquire or develop unique business capabilities for the
foreign market-—the MNC places business capabilities in the
foreign market which are exploited in no other market.

3. to exploit a subset of the MNC's total portfolio of businesses
in the foreign market-—the MNC takes only a portion of its
total complement of businesses to the foreign market.

Which of these strategic alternatives will the MNC follow? The answer
determines the conceptual response to the within-market research
question.
Alternative 1: Extending the Total Business Portfolio to the

Foreign Market

It is reasonable to assume that the MNC desires to exploit each

of its business competencies as widely geographically as possible.

As the number of markets in which a business is exploited increases,

so do economies of scale in manufacturing, marketing, and adminis-
tration--experience curve effects which strengthen the competitive
position of the business. There is thus a strong incentive for the MNC
to carry its complete line of businesses to each of its foreign mar-
kets, for to the extent this strategy is replicated in all foreign
markets, scale and experience benefits are maximized.

The MNC's ability to pursue this strategy is, however, severely

limited. Commercial success is dependent not only on the possession

of a portfolio of business capabilities, but also on the existence of
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identified market opportunities. In a particulaf foreign market it is
likély that opportunities will exist for the profitable exploitation
of certain of thg MNC's business capabilities, but not for others. 1In
such a case, the MNC must turn to one of the other foreign business
seléction alternatives.
Alternative 2: Developing/Acquiring Unique Businesses for the
Foreign Market
Thefe are situations in which the MNC's participation in a
foreign market may include businesses exploited nowhere else in the
world:
1. when the MNC seeks geographical diversification, but is faced
with a dearth of foreign market opportunities for existing
lines of businesses, the MNC may acquire or develop new busi-

ness compentencies to be exploited uniquely in a foreign
market./

2. when the MNC seeks business diversification, but is unable
to acquire or develop new businesses in the domestic market,
the MNC may develop or acquire a business which is unique ‘to
a particular foreign market.8 :

3. when the MNC seeks particular skills, e.g., proprietary
technological skills, which necessitate an unrelated acquisi-
tion, and when no domestic firm possesses the skills desired,
the MNC may make an unrelated foreign acquisition and thereby
gain a unique business capability in a foreign market.?

Yet it is difficult to imagine a MNC using the unique business
strategy as the primary mode for establishing operations in a foreign
market. There is much to argue against establishing a commercial
presence in a foreign market on the basis of businesses which are unique
to that market. The point has been made that choosing proven businesses

from an existing portfolio, and then extending those businesses abroad,

1s the preferred method for securing a commercial position in a foreign

market.
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For example, Fayerweather argues that

1

G16b31 adherence to those broad product areas in which the MNC
has acquired technical and marketing competence is sound strat-
egy because the compentences [sic] represent prime skill trans~-
mission capabilities and competitive strengths.

In their study of 187 MNCs, Stopford and Wells found that

Products that are entirely new to the enterprise as a whole are
not normally introduced abroad...

For more than 90 percent of the firms studied, the first three
subsidiaries established abroad were engaged in the manufacture
and sale of the major product lines of the enterprise.

...most firms limit their foreign businesses to those activities

in which they have developed expertise in their domestic
markets.l

Alternative 3: Extending a Subset of the Total Business Portfolio to
the Foreign Market

If the strategies of 1) placing the total portfolio of businesses
in the foreign market, and 2) acquiring/developing unique businesses
for the foreign market are exceptional cases, then one must expect to - -.
find, in the majority of cases, that the foreign business portfolios of
the MNC consist of a subset of the total business portfolio. (Unilever's
MBP, Exhibit Ia, may be used to illustrate this case: No foreign busi-
ness portfolio contains the complete portfolio of Unilever businesses,
nor does any foreign market possess a business area unique to that
market; each foreign market possesses a particular subset of Unilever's
total business portfolio).

This conclusion suggests a reformulation of the within-market
research question: What determines the particular subset of business
capabilities selected a given foreign market? To answer this ques-

tion, as well as the other research questions, a few presuppositions
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about the processing stage of the foreign business selection decision
must be put forward.

The premise is that the MNC is continually searching for ways to
bring about fhe profitable junction of a business capability and a
market opportunity. To this end, the MNC scans markets, collecting
intelligence on those input variables which are thought to be relevant
to participation decisions. (Input variables are such things as the
level of ccmpetition in the foreign market, government regulation,
consumer wealth, etc.). The MNC has a critical decision-point value
which it has established, perhaps intuitively, for each determinant,
e.g., the minimum market size, or maximum market share of competitors,
which would permit a pro-participation decision. When the actual
market values of the determinants meet the decision criteria, a pro-
participation decision is made for the business and markef under con-
sideration. Thig is obviously a normative view of the foreign business .
selection decision process. However, departures from this idealized
situation in terms of the exhaustiveness, or adequacy of the scanning
effort do not alter the underlying principle that the MNC compares
environmental factors to firm-specified criteria in the selection
decision.

Returning to the within-market research question, what is
important is that the critical decision-point value set by the firm for

a particular determinant is business-specific. Consider a hypothetical

MNC with two businesses, A and B. For business A, the firm requires
$X GNP/capita in a foreign market for a pro-participation decision;

for business B, the minimum level is $Y. If the actual market value of
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’

GNP/capita meets one critical criterion but not the other, e.g., GNP/
capita is more than $X but less than $Y, the MNC will select a subset
of its two businesses, business A, for placement in the foreign market.
For example:

General Foods' Brazilian managér once stated that due to differ-
ences in income levels and consumption habits, certain businesses
in GF's domestic portfolio were not suitable candidates for
exploitation in the Brazilian market .12

In this case the critical value of per capita income necessary
for a pro-participation decision differed between those busi-
nesses exploited in Brazil and those not exploited in Brazil

but exploited in the U.S.

The actual market value of a particular input variable may also

be business-specific. The value of a determinant in a given market

may permit participation in one business area, but prevent participa-
tion in another area. For example:

Hindustan Lever, the Indian operation of Unilever, effected a
switch in business emphasis from toilet articles to animal

feeds and chemicals in response to Indian government disincentives
which encourage MNCs operating in India to engage in high-technology
businesses.

In this case, the level of government regulation varied by busi-
ness areae.

The Between-Market Research Question

Why 1s the subset .of businesses exploited in one market unlike the
subset exploited in another market? The explanation is simple: the

actual values of input variables are market-specific. Each foreign

market has a unique set of scores on the input variables. Because one
foreign market is not like another, the MNC camnnot do the same thing in

each foreign market. For example:
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Extraordinary price competition in its EBuropean market drove
Uniroyal to sell its European tire business to Continental, a
German competitor. Uniroyal remained in the tire business

in other markets.l

Here the level of competition varied between markets--forcing
a non—-participation decision in one market, but allowing
continued participation in other markets.

The Temporal Research Question

There are two‘reasons why the MBP is likely to change over time.
First, the actual values of the input variables are temporally-
specific. The value of factors lmpacting on the foreign business
selection decision change over time and thus engender modification of
foreign business portfolios. Because the environment is not static,
neither can the firm's response to that environment, as embodied in its
foreign business portfolios, be static. For example: The following

statement is found in CPC International's 1969 Annual Report, p. 2.

Our experience demonstrates that as the economies of countries
strengthen, as their affluence grows, and as eating patterns
develop higher sophistication, we are able to enter additional
markets with such proven products as Hellmann's and Knorr.l>

Here the level of affluence in world markets is seen to be
changing over time, the result being increased opportunities
for foreign participation in certain business areas.

The internationalization of the firm also contributes to the dynamic

nature of the MBP. As the MNC gains experience in foreign markets, it
becomes better placed to identify and respond to market opportunities
not visible in the early stages of foreign involvement. 1In the initial
foray into foreign markets, the MNC is likely to establish a beachhead
with its strongest domestic businesses. If this first venture proves

successful, and if the firm succeeds in gaining foreign market
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intelligence and operational experience, the MNC is likely to transfer
additional business capabilities to its foreign markets.

Having dealt with the first aspect of the temporai research ques-
tion, (why does the nature of the MNC's business participation in a
single market change over time), attention is directed to the second
temporal question; is there a trend toward greater market-to-market
homogeneity in the MBP? Here the answer is less certain. It may be
that as the MNC acquires international experience it will gain an
increasing awareness of, and desire for, the scale economies which come
from doing the same thing in each foreign market. This suggests that

the MNC will work toﬂggximigg,thg‘similarity oﬁ foreign business

e = =

portfolios across markets. On the other hand, a growing acquaintance
with the unique opportunities found in each market might encourage the
MNC to move toward a more heterogeneous group of foreign business
portfolios. It is hypothesized that pressures to be in the same
businesses in all foreign markets will eclipse incentives to respond

to unique opportunities in particular markets. In most cases a trend 1

toward homogeneity in the MBP is expected.

et ——— .
—

The Comparative Research Question

Finally, why does the structure of the MBP differ with respect
to firms in the same industry? This question applies to firms with
similar business capabilities, which face roughly the same market
opportunities. If competing firms possess markedly different foreign
business portfolios in the same markets, or substantially different

degrees of market-to-market homogeneity in their foreign business
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portfolios, then firm-specific factors, rather that environment-

specific factors, are explanative. Organizatioqfligontext and growth 5
strategy are two firm—-specific factors which could produce divergent
appro;cheé to foreign business selection on the part of competing
firms. These factors are discussed in a subsequent section.

When a comparison is made of firms in different industries,

ihdustry-specific factors, as well as firm-specific factors, explain

divergent foreign business selection outcomes. The nature of the MNC's
competitive advantage is thought to be one such industry-specific

factor; it too, is discussed below.

Recapitulation

To summarize the conceptual response to the MBP research questions:

1. For a particular business and market, a pro-participation
decision is reached when the actual values of determinant -
variables meet the firm-specified critical values. Critical
and actual determinant values are business-specific. Con-
sequently, within a single foreign market pro-participation
decisions may be reached for some of the MNC's businesses,
and non-participation decisions for other businesses.

2. Market-to-market differences in the portfolio of businesses
exploited arise because actual determinant values are market-
specific. For a particular business area, the actual values
of input variables in one market may meet the critical level

" necessary for a pro-participation decision, while in another
market determinant values may not meet critical values.

3. Changes in foreign business portfolios over time arise as a
result of the temporal-specificity of actual determinant
values, and as a result of the firm's internationalization.

4. Differences in the composition of the MBP between firms are
accounted for by firm-specific and industry-specific factors.
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MBP DETERMINANTS: THE INPUT VARIABLES
Attention now shifts from a conceptualization of foreign business
selection outcomes_ to foreign business selection inputs. Discussed
below are-tﬁose variables which initial research has shown to be in-
'corporated in the decision model, and which, through the operation of
the model, determine the structure of the MNC's MBP.

The input variables listed below are environment-specific. Their

values are market-specific. Environment-specific variables are

exogenous to the decision model.

Research Questions

1. What variables are relevant to the foreign business selection
decision; what variables are included in the MNC's foreign
business selection decision model?

2. What is the causal link between the input variables and MBP
outcomes?

A Conceptual Model

Described below are variables salient to the foreign business
selection decision. Their proposed effect on selection outcomes is

noted.

Competition

Competition is a principal factor affecting the MNC's foreign
business selection decisions. Beyond a simple determination of the
level of competition to be faced, e.g., the market share of competi-
tors, the MNC is likely to ascertain the type of competitive challenge,
e.g., are competitors national or multinational firms, are competitors

subsidized by the host government?
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Depending on the level and type of competition in the foreign

market, and the MNC's own perception of what constitutes a competitive
threat (the critical value), a variety of selection decision responses

may be taken by the firm.

Oligopolistic Imitationl®

The MNC.may match the foreign market business participation deci-
sions of competitors with the intention ofldenying competitors an
uncontested share of the global market. The logic is that if inter-
national expansion by competitors goes unchallenged, competitors will
reap scale and experience beunefits which will shift the worldwide
competitive position of firms in the industry to the detriment of the
non-participating firm. Where oligopolistic imitation is a motivation
for foreign business participation decisions, one would expect the

foreign business portfolios of competitors to be quite similar.

Market Segmentation

Where competitors have achieved a dominant market position, the
MNC may choose to limit its foreign market participation to business
areas which respond to under- or non-exploited segments of the foreign
market. Such segmenting behavior gives the MNC foreign business port-
folios consisting of businesses not found in exact duplicate in com-

petitors' business portfolios.

Channel Segmentation

Another response to competition in the foreign market may be to

place in the market the same business capabilities as those of
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competitors, but utilize different channels of distribution. In such
cases, the foreign business portfolios of competitors will be very
similar.
To 1llustrate:
Finding it difficult to compete in beauty salons where Clairol
is well-entrenched, L'Oreal, the French manufacturer of hair
care products, markets its hair products in the U.S. directly
through drug stores and supermarkets.17
Market Selection
Finally, a firm may choose not to compete in a foreign market in
business areas where substantial competition exists. Such a strategy
yields the firm an MBP containing foreign business portfolios unlike
those of competitors. For example:
Merck, the pharmaceutical manufacturer, extended its acquired
French ophthalmic drug business to the rest of Europe, but not

to the U.S. because of the stiff competition in the ophthalmic
drug industry in the u.s.18

Government Regulation

Although several aspects of the MNC's relationship with the host
government have received research attention,19 the implications of
government policy for the foreign business selection problem have not
been studied. Yet the anecdotal evidence indicates that governments
are playing an increasing role in determining the nature of the MNC's
participation in the local economy. Looking beyond issues of local
value added, profit repatriation, and export performance, governaments
are becoming more directly concerned with the specific business
capabilities placed by the MNC in the host market. Important to

business participation decisions are government regulations which
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constrain the participation of the MNC to certain business areas which
satisfy host requirements as to technology acquisition, regional
development, anti-trust, infrastructure development, and so on.

Government fiat may impact upon the foreign business selection

decision in a couple of ways:

Requisite Business Diversification
" In some cases, the MNC may be compelled to engage in business activ-
ities that are not within the purview of the firm's traditional business
focus if the firm is to participate in a given foreign market. The
placement of a unique business capability in the host market may be
required by the host government as a condition for the exploitation of
traditional, and probably more profitable, business capabilities. The
resulting foreign business portfolio is likely to be more diverse than
the MNC would otherwise wish for. To illustrate:
International Proteins Corporation set up a boat-building opera-
tion in Panama as a precondition to the establishment of fishmeal
and shrimp operations. A contribution to the construction of a
Panamanian boat industry was the price IPC had to pay in order to
exploit its traditional business competencies.
Mandatory Business Selection
Governmeﬁt regulation may require the MNC to select a specific
subset of its total business portfolio for placement in the host
market. In such a case the MNC's participation in the foreign market
is narrower than would be the case if there were no government
regulation. Hindustan Lever's experience in India, mentioned above,

is illustrative of this situation.
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Consumer Variables

Differences in consumer tastes, preferences, and usage patterns
are one of the most discernable features of the international envirom-
ment. It is argued that the impact of consumer variables at the
business level is less important than at the product level, for it is
at the product level where decisions are made to adapt culturally-bound
products to unique consumer characteristics. At the business level
there is little meaning to the concept of "adaptation."” Almost by
definition the MNC is in businesses which are not culturally-specific.
MNCs are in businesses which meet multinational consumer demands.

Nevertheless, the MNC's foreign business portfolios may still
reflect the fact that consumer tasteé, and the resulting demand struc-
ture, are not invariant across markets. Specifically, the MNC may
choose not to carry a business to markets where consumer usage patterns
are incompatible with the businesses' characteristics. For example:

If one looks again at Unilever's MBP, Exhibit Ia, one notes that

the business portfolios found in Latin American and African

markets do not, for the most part, contain the frozen foods and
ice cream business. This may indicate that these markets do not
possess the consumer usage characteristics which are

compatible with the "convenience" nature of frozen foods and

ice cream.

However, market-to-market differences in the structure of consumer
demand which lead to business selection decisions of this kind are

probably more a function of consumer income levels and related macro-

economic variables than of idiosyncratic cultural traits.2l




Macroeconomic Variables

Important macroeconomic variables relate to the general level of
economic development in a foreign market. An oft-used proxy variable
for the level of econ&mic development is GNP/cagita. There is
| evidence that many business participation decisions are made on the
basis of the level of consumer income in the foreign market. MNCs
often identify a minimum level of consumer wealth necessary to éupport
the placement of a particular business expertise in a foreign market.

To draw another example from General Foods: GF's 1977

Annual Report states that

The opportunities to complement the profitable progress being
made within the domestic grocery business are there, waiting
to be realized, as consumers outside North America become in-
creasingly affluent and the desire for the kind of products GF
offers becomes universal.22

Here the level of consumer income (affluence) is seen as directly
affecting market opportunity (desire for a business' products).

Another important macroeconomic variable is the total GNP of the
foreign market, a general measure of market size. The MBP's of Nestle
and Unilever, Exhibits I and Ia, demonstrate a correlation between
absolute market size and the width of the foreign business portfolio.

This relationship has been seen to hold for other firms as well.

Miscellany
There are other market-specific factors which influence foreign

business selection, for example: demographics and infrastructure.

Several of these variables are related to GNP and per capita income.

"

Their effect on the foreign business selection decision may be

captured by the more general macroeconomic variables.
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This 1list of input variables is not exhaustive. It is merely an
accounting of those factors which anecdotal data have shown to sys-
tematically affect business selection outcomes. The input variables
specified above are those that decision-makers have been willing to
identify in the business press. There may be other input variables
which have gone unmentioned. Also, there may be additional determi-~
nant factors which réndomly, rather than systematically, affect the
MBP. For both of these reasons, the list of input variables above 1is

subject to the confirmation and amplification of empirical research.

FIRM- AND INDUSTRY-SPECIFIC FACTORS AFFECTING THE DECISION PROCESS
Factors internal and external to the firm affect the foreign

business selection decision. Environmental factors are exfernal, firm
and industry factors are internal. Other than this obvious distinc-
tion, how do firm and industry factors differ from environmental
factors? Firséf the values of firm and industry factors are apt to be
more constant ;cross markets than the values of environmental vari--
ables, their market-specificity is less pronounced. Second, firm and
industry variables are endogenous with respect to the decision wmodel,
while environmental variables are exogenous. Firm and industry factors
affect directly the premises and methodologies of the decision model.
Third, the impact of firm and industry variables, residing in the or-
ganizational fabric, is not so readily apparent as that of environmental
variables. And finally, management has substantial discretion in deter-
mining the "value" of firm and industry factors, while the values of

environment-specific variables are set by forces external to the firm.
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This suggests that the MNC may alter foreign-business-selection

outcomes by altering the "value" of firm-specific factors.

The Research Questions

1. What firm- and industry-specific factors affect the foreign
business selection decision?

2. In what way do the factors impact on selection decisions?

A Conceptual Model

Growth Strategy

Most MNCs seem to strive toward a common goal--achievement of
real growth in the volume of operations. Generally, the MNC may

achieve growth by one of two means: geographic diversification

and/or business diversification.

The growth strategy selected by the MNC has significance
for the make-up of the MBP. Initial research indicates that MNCs
which grow by acquiring new business capabilities--business diver-
sification, tend to have a more heterogeneous set of foreign business
portfolios than do MNCs which grow through business extension--geo-
graphic diversification. Why is this so? Obviously firms which grow
by carrying existing businesses to foreign markets are going to have
homogeneous foreign business portfollos, by reason of their basic
strategy of exploiting existing capabilities as widely geographically
as possible. But why can't the MNC which grows through business
diversification also extend existing and acquired business capabilities

to markets where they are not presently exploited, and thus maximize
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MBP homogeneity? The answer is a practical matter of financial
limitation. As Caves puts it:

Projects diversifying in 'geographic' space have to compete
with diversification in 'product' [business] space for posi-
tions in the firm's capital budget and so, in the short runm,
the firm cannot expand freely in both directions. [Geographic
growth and business growth are] competing activities.23

Organizational Context

Organizational context relates to the organizational milieu in
which foreign business selection decision-makers operate. This milieu
shapes decision-making premises, defines decision-making criteria, and
colors decision-makers' perceptions o% business capabilities and market
opportunities.

Since organizational context is firm—specific, it is difficult to
generalize about the way in which context affects foreign business
selection decisions. All that can be done is to identify the main
ingredients of the contextual situation--persons, systems, and

structure.

Persons

It goes without saying that essentially random person-related
factors, (biases, values, perceptions), affect the foreign business
selection decision. In his volume on corporate strategy, Andrews ob-
serves that

Executives in charge of company decisions do not look exclusively

at what a company might do and can do...they sometimes seem
heavily influenced by what they personally want to do.24
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No conceptual model can succeed in totally capturing the human
element. Although an a priori presupposition regarding the nature of
the impact of tﬁq personal variable on the foreign business selection
decision cannot be made, any model of MNC behavior must recognize that
the variable will have, on a case-by-case basis, important explanatory

power for foreign business selection decisions.

Systems

The interface of decision-makers with the organization takes place
through a complex set of systems and subsystems. Among the most
important systems are those for managerial performance appraisal,
remuneration, information transmission, planning and control. It is
throﬁgh these systems that decision-makers receive the cues and in-
centives which move them to action, and the feedback and rewards which
reinforce, either negatively or positively, the actions taken.
Decision-making behavior cannot be understood without an appreciation

of the way in which systems affect the decision-making process.

Structure

The strategic dimensions of markets and businesses correspond to
fundamental structural perspectives within the MNC organization--
geographic and product. In most MNCs, one perspective dominates in a
few MNCs, both perspectives are merged in a matrix structure.

The foreign business selection decision is likely to be affected
by the particular perspective embodied in the organizational structure.
For example, one would expect that foreign business selection decision-

makers in a geographically-organized company would be more responsive
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to the peculiar demands of consumers in specific foreign locales. There
would be an attempt to develop business capabilities in response to
_commercial opportunities unique to a certain area. On the other hand,
decision-makers operating in a worldwide-product organization would be
wore likely to éerceive the benefits of extending a business to as many
markets as possible and wouid seek to standardize their business parti-
cipation across markets. Another aspect of structure is the organiza-
tional format through which the firm carries on its operations in specific
foreign markets. Alternatives are a distributorship, licensee marketing
subsidiary, or manufacturing subsidiary. It is expected that at lesser

levels of involvement, the MNC's business participation would be narrow.

The Relationship of Strategy to Systems and Structure
From a normative point of view, the effect of organizational
systems and structure should be neutral with respect to the foreign
business selection decision. As a basic element of strategy, the
approach taken in the foreign business selection decision process
should beget systems and structure appropriate tc the particular
strategic focus of the firm. However, in practice, cause and effect
does not always run from strategy to structure and systems:
The relationship between strategy and organization is clearly
not the simple one in which strategy is determined first and
then a structure established to implement it. The costs of
reorganizing and the resistance of established interest groups
within the firm to changes in the structure no doubt inhibit
the introduction of strategies that require changes in the

existing organization.25

Here Stopford and Wells observe that systems and structure in place
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at a given point in time will, to a degree, limit and prescribe the

strategic alternatives available to the firm.

The Role of the Foreign Affiliate
One final point to be made with regard to systems and structure

concerns the locus of decision-making. Different foreign business

selection decision outcomes may be hypothesized depending on whether
decisions are made at headquarters (HQ) or at the foreign affiliate.
For example, when the locus of decision-making is the foreign affiliate,
one would expect selection decisions to reflect a greater sensitivity
to local conditions. In the more probable case where the locus of
decision-making resides with HQ, the input of the foreign operative is
still likely to be important. Particularly interesting are cases where
differing perceptions of market opportunities and business capabili-
fies, and unlike goal orientations, lead to disagreement between HQ
and affiliate regarding the advisability of certain business=-market
matches. The extent of such conflict and the ways in which-it is

resolved will have implications for the selection process.

Nature of Competitive Advantage

An industry-specific factor impacting on the selection decision
is the nature of the MNC's competitive advantage. In the consumer
goods industry, for example, the competitive advantage of firms tends
to be a general skill such as marketing,26 which may be applied to
a wide range of business areas. In other industries, i.e. the com-
puter industry, the competitive advantage of firms is a technical

prowess exploitable in only a narrow range of businesses.
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The point to be made is that firms whose competitive advantage
is a generally-applicable skill may have a greater incentive and
ability to grow through business diversification than firms whose
competitive advantage is business-specific. To the extent that a firm
with a business-general competitive advantage i{s encouraged to under-
take business diversification, and a firm with the business-specific
competitive advantage is constrained to geographical diversification,
the former will possess a more heterogeneous group of foreign business
portfolios than the latter for reasons explained in the discussion of

growth strategy.
A SYNOPSIS OF RELEVANT LITERATURE

Foreign Direct Investment Literature

Hymer,27 Kindleberger,28 Knickerbocker,29 Vernon,30 and
Buckley and Casson3! have made contributions to an understanding of
FDI behavior. Their work was reviewed within the context of the present
study. Space permits only a brief sketch of the relationship of FDI
theory to the foreign business selection problem.

What is the relevance of FDI research to the question at hand?
Just this: Every FDI incident involves a choice as to what business-
specific manufacturing capability will be purchased. 1In foreign direct
investment, the MNC acquires business-dedicated production facilities.
It is thus reasonable to assume that FDI researchers would deal, at
least tacitly, with the foreign business selection decision. They do

not. Despite the fact that FDI theory is the most mature area of
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international business research, there is no contribution to an under-

standing of the foreign business selection decision proéess.
Throughout the FDI literature there is an assumption that the MNC

does abroad precisely what it does at home, and that the nature of. the

MNC's business participation is invariant across markets. Yet when

oﬁé looks at the experienced MNC and the aggregation of products and
lines that constitute its businesses, one finds a surprisingly varie-

gated pattern of business competencies across foreign markets.

Multinational Product Policy Literature

The multinational product policy literature has progressed from
the brief normative statements of Buzzell3Z and Keegan33 to the
extensive data-based works of Weichmann3# and Leroy35. This
literature deals with the functional area of marketing management,
not with overall corporate strategy. This is not to say that much of
what is corporate strategy is not embodied in product policy. Indeed,
many of the variables found by product policy researchers to impact on
product decisions are also important in the strategic foreign business
selection decisions. For example, Sorenson and Weichmann36
hypothesized the following variables to be of consequence in
determining the ability of the firm to carry standardized products to
foreign markets:

1. market conditions (e.g., usage patterns, stage in product life

cycle marketing legislation).

2. competitive conditions (e.g., market share of competitors,
nature of competition--local vs. MNC).
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These determinants of standardization closely parallel certain of the
MBP determinants proposed in the conceptual model above.

national product policy, Leroy37 reached conclusions which confirm
the presuppositions underlying the theoretical model presented in this
paper:

1. that domestic business expertise provides the basis for ex~
pansion into foreign markets.

2. that the foreign product or business portfolio is likely to
change over time.

3. that the MNC's global perspective provides a strong incentive
for geographically diffusing the MNC's particular competitive
advantage, as embodied in its business capabilities, as widely
as possible.

Nevertheless, the scope of product policy literature is quite
limited. Product tactics bear a subordinate relationship to overall
business strategy. If one is interested in the broadest, most
strategically meaningful aspect of the MNC's foreign market behavior,

research atteantion must be focused on the business level of MNC

decision-making.

International Business Policy Literature

Finally, it should be noted that there is a growing body of lit-
erature which deals with general issues of internatiomnal strategic
management. Works of note have been produced by Brooke and Remmers,38
Fayerweather,39 Stopford and Wells,40 Doz4l and others. These
writers have dealt with issues such as the headquarters—subsidiary
relationship, selection of international executives, multinational

planning, host government regulation, and the choice of organizatipnal

mode.
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If one views these works as the state-of-the-art in international
business policy literature, then one must wonder at the almost total
lack of attention given the foreign business selection decision. Once
again there seems to be an assumption that except for minor product
variations, the MNC will do abroad what it does at home, and will do in
one foreign market what it does in another. Reality confounds this

assumption. A new research approach is needed.

A PROPOSED METHODOLOGY
There‘are three issues which must be addressed in a discussion
of methodology: 1) what data is desired; 2) how can it be best col-

lected; and 3) what analysis is necessary to support or refute the

hypotheses. Each issue is discussed in turn below.

What Data

The Dependent Variable

Data on the dependent variable will consist of ; matrix of busi-
ness capabilities and markets 3 la Exhibit II. For each firm, the
matrix will show which business capabilities are exploited in each of the
markets where the firm has a commercial presence. The fact that some
companies publish this data indicates that the information is likely
to be available from company sources; corporations are expected to
supply this information without reservation. It is the variation in the
MNC's foreign business portfolios, across markets, between firms, and

over time, which the independent, explanatory variables will attempt to

account for.
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[ndependént Variables

The goal in data collection here is to identify what factors impact
on the MNC's foreign business selection decisions, and how these factors
effect selection outcomes. While it is anticipated that the explanatory
validity of'the variables already mentioned will be corroborated by the
research results, it is likely that additional input variables will come
to light in the course of the investigation.

Presuppositions have also been made concerning the nature of the
determinants' impact on the business-selection decision. Data will be
collected in an attempt to verify these presuppositions and provide a
more elaborate specification of the determinants' influence. Those
who supply data will be asked to detail the way in which determinants
are operationalized in the selection decision process. In this way,
the MNC's foreign business selection decisionmaking model will be
revealed.

In the foreign business selection decision, inputs from various
organizational levels and extra-organizational sources are considered.
This means it will not be possible to collect a single set of data from
one individual within the firm which captures the range of perspectives
and information brought to bear on the selection problem. For each
firm studied, multiple data sources will be required. Data on some of
the independent variables, e.g., relative competitive position, may be

strategically sensitive. Confidentiality may be necessary.

How Collected

Source

The discussion of the strategic foreign business selection deci-

sion provided by secondary data sources (annual reports and new items)
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is neither systematic in coverage, nor analytically detailed. To gain
a complete picture of the foreign business selection decision process,
in-person interviews with top-level corporate personnel will be

required.

Sample
The complexity of the behavior to be studied calls for an in-depth

and extended interview process. Given financial and temporal con-
straints, the sample must be limited to 10 or fewer firms. MNCs from
two industries will be included in the sample in order that industry-
specific effects may be recognized.

An alternate sampling approach would be to select a much larger
sample, and interview via mailed questionnaires. However, this
researcher believes a small sample, personal interview, approach is
more appropriate to the research task. It is felt that a small sample,
while not providing results which are, in a strict sense, statistically-
meaningful, will provide results which are, from the perspective of the
MNC, strategically meaningful.

Case-type studies have fallen out of favor with many members of the
academic community, thus one feels forced to defend a case analysis
research design. It would be impossible to argue more eloquently for
such a research design than has Prof. Holton in his foreword to Leroy's
work on multinational product strategy:

The scholar eager to seek out explanations of the behavior of

firms in international business is, I believe, too frequently

tempted to resort to a mailed questionnairs which is sent to
dozens, 1f not hundreds of multinational companies. TIf the
questions are at all complex, the problem of maximizing the re-

sponse rate is great, and too often the answers are ambiguous.
Many responses to specific inquiries may puzzle the researcher,
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leading him to wish for further information which would clarify
and expand on the answers received. Although the results might
be tabulated and presented in statistical form, the meaning of
the results can be quite unclear and unreliable.

The alternative pursued in this study, namely eschewing the large
sample approach in favor of personal interviews with a limited
number of firms, is appealing on several counts. The researcher
can learn about the company in some detail, and perhaps limit

his work to one or two divisions of the company. Questions can
be pursued sufficiently to minimize the problem of ambiguity.
Conditions which might have made it difficult for the respondent
to reply satisfactorily to a question in a mailed questionnaire
can be comprehended by the researcher and recognized for their
importance. Ideas which might not have occurred to the researcher
beforehand can often surface, leading to new hypotheses.

...the [case-type] approach is to be recommended to those who
would truly enrich the literature in international business,

since the flavor of international operations is so much more fully
revealed. Studies of this sort are a much-needed complement to
the research based on larger bodies of quantitative data.42

What Analysis

Given the nature of the phenomenon under investigation, it is
impossible to conceive, a priori, a statistical model which does justice
to the involuted andhintricate behavior that is foreign business
selection. However, once interviews have been conducted, determinants
identified, and their effect on the selection decision specified, it
may be possible to develop the bare bones of a statistically-specified
business selection model. Multivariate Nominal Scale AnalysisA3 may
be an appropriate tool for structuring such a model. However, the
final test of validity in this research undertéking cannot be statistical
rigor, but must be the usefulness and logic of presuppositions, find-

ings, and conclusions.
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Countries within the continents shown according fo the French alphabetica! order.

Source: Nestle Annual Report, 1976
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EXHIBIT II: THE GENERALIZED MARKET BUSINESS PROFILE




