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Analyse the reasons why businesses in Ireland would
want to extend beyond national boundaries

Analyse and recommend sources of finance for specific
business opportunities, including consideration of short-
, medium- and long-term financing

Assess the management and marketing opportunities and
challenges that arise as the organisation expands globally

Determine practical strategies to manage interest rate
risk and exchange rate risk for specific business
circumstances

Discuss alternative modes of doing business
internationally

Identify and advise on issues arising in relation to
financing international marketing, including
international payment methods, payment cultures,
payment and international credit insurance and trade
banking practices

Discuss patterns of corporate governance internationally

Analyse and discuss the operational and logistical issues
likely to arise when doing business in a multicultural
environment

Apply contemporary pricing and transfer pricing
practices in the context of the local firm and the
multinational/global firm doing business across borders

Evaluate tools and methods for successfully
implementing a change programme

Explain the importance of strategic enterprise
management systems

Discuss frameworks which help businesses deal with
stakeholders’ conflicting demands with regards to a
proposed strategy

Analyse, apply, compare and discuss international
aspects of contemporary performance measurement
systems and cost management systems

Explain the general macro-economic factors that impact
on financial goals and strategies (interest rates, exchange
rates, economic growth, inflation, competitiveness,
employment)

Demonstrate an understanding of the models used to
appraise leadership styles and the functional effects of
leadership on the culture of an organisation

Demonstrate the application of theories underlying
exchange rates, interest rates, inflation and their inter-
relation

Demonstrate an understanding of the characteristics
required to lead an organisation/department

Evaluate and assess international investment
opportunities using financial option appraisal techniques

Demonstrate the ability to make a reasoned
recommendation regarding a specific business
opportunity including consideration of financial and
nonfinancial factors

Demonstrate the ability to make a reasoned
recommendation regarding a specific domestic or
international business opportunity through acquisition or
merger

Demonstrate your understanding of the strategic
implications of merger and acquisition activity on the
organisation

Demonstrate an understanding of the practical issues
associated with implementing change in an international
context

Demonstrate the ability to evaluate the appropriateness
of potential strategic options
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THEORY OF COMPARATIVE ADVANTAGE

The Theory of Comparative Advantage posits that a country or region gains by specializing in producing goods or
services for which it has a lower opportunity cost compared to its trading partners. Opportunity cost refers to what
must be foregone to produce a particular good. The theory underscores that even if one country is less efficient in
producing all goods (absolute disadvantage), trade can still be beneficial if each country specializes according to its
comparative advantages.
Example:
¢ Ireland vs. Saudi Arabia:
o Beef Production: Ireland's favourable climate makes it more efficient in beef production than Saudi
Arabia's arid environment.
o Oil Production: Saudi Arabia's abundant and easily accessible oil reserves make it more efficient in oil
production than Ireland.

By each country specializing in its area of comparative advantage, total production increases, benefiting both nations
materially.

Application to International Business: For companies, especially those from Ireland, leveraging the nation’s
comparative advantages (e.g., dairy, fisheries, internationally traded services) can facilitate successful international
expansion. By focusing on industries where Ireland holds a comparative edge, companies can achieve greater efficiency
and competitiveness in global markets.

IMPERFECT MARKETS THEORY

Imperfect Markets Theory challenges the notion of perfect markets, which are characterized by perfect competition,
complete information, and price determination solely by market forces. In reality, markets are imperfect due to limited
numbers of producers and consumers, information asymmetry, and external influences like government policies. These
imperfections create opportunities for new entrants to gain market share and achieve above-average returns, as
existing firms may not fully meet consumer needs or operate efficiently.

Example:

e Zero-Emission Vehicles (ZEVs) in Norway: Government incentives (reduced taxation, promotional campaigns,
free access to toll roads) significantly favoured established ZEV producers like Tesla, Nissan, and Renault,
illustrating how government intervention can create an imperfect market that benefits certain companies over
others.

Imperfect Markets Theory and Real Markets
Real-world markets often exhibit imperfections through proprietary information control, government interventions,
and barriers to entry. Examples include:
¢ Aircraft Manufacturing: Limited number of producers and information asymmetry.
e Data Control: Companies like Facebook maintaining proprietary customer data.
e Government Policies: Norway’s ZEV market regulations Favor established producers, while the EU’s Single
Market protects local food producers from global competition.

Imperfect Markets Theory and International Expansion

For companies seeking international expansion, imperfect markets provide entry opportunities that would not exist in
perfectly competitive markets. These opportunities are especially crucial for smaller or less scalable companies from
Ireland, allowing them to exploit gaps where customer needs are unmet or inefficiently met.

Example:
¢ Infant Milk Formula in China: After a poisoning scandal, Chinese authorities allowed foreign suppliers, including
Irish firms, to enter and dominate the market. However, later interventions aimed to Favor local producers,
highlighting both opportunities and risks in imperfect markets.
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Analysis
Interrelation Between Comparative Advantage and Imperfect Markets
Both theories provide foundational insights for international business strategy but operate on different premises:

e Comparative Advantage emphasizes efficiency and opportunity cost, advocating for specialization based on
inherent or structural advantages. It underpins the rationale for international trade, suggesting that all trading
partners can benefit by focusing on what they do best.

e Imperfect Markets Theory highlights market anomalies and external influences that create opportunities for
firms to enter and compete effectively. It recognizes that real markets are influenced by factors beyond pure
efficiency, such as government policies, information asymmetries, and strategic barriers to entry.

Strategic Implications for International Expansion
1. Leveraging Comparative Advantage:
o Specialization: Companies should identify and focus on industries where their home country excels,
thereby maximizing efficiency and competitiveness.
o Resource Allocation: Allocating resources to sectors with lower opportunity costs can enhance
profitability and market positioning internationally.
2. Exploiting Imperfect Markets:
o Market Entry Strategies: Understanding and navigating imperfect markets can allow companies to
enter markets with less direct competition and more favourable conditions.
o Regulatory Navigation: Firms can benefit from government policies that create barriers for competitors
or provide incentives for specific industries.
o Innovation and Differentiation: In imperfect markets, companies have greater scope to innovate and
differentiate their offerings, addressing unmet consumer needs or inefficiencies.

Risk Management
¢ Dependence on Government Policies: While government interventions can create opportunities, they can also
introduce volatility. For example, the Chinese market’s shifting policies on infant milk formula illustrate how
reliance on regulatory Favor can be risky.
¢ Sustainability of Comparative Advantages: Comparative advantages may evolve due to changes in technology,
resource availability, or global economic shifts. Companies must continuously assess and adapt to maintain
their competitive edge.

Balancing Both Theories
Successful international expansion often requires a balance between exploiting comparative advantages and
navigating imperfect markets:
o Initial Entry: Utilize comparative advantages to establish a strong presence in foreign markets where efficiency
and specialization provide a competitive edge.
e Long-Term Strategy: Adapt to market imperfections by leveraging local policies, understanding consumer
behaviour nuances, and maintaining flexibility to respond to regulatory changes.

Real-World Applications
¢ Ireland’s Export Strategy: Irish companies can focus on sectors like dairy and internationally traded services
where the country has inherent efficiencies while also identifying imperfect markets abroad where these
companies can gain a foothold through strategic entry.
¢ Global Market Dynamics: Firms like Walmart entering diverse markets must assess both their comparative
strengths and the specific market imperfections (e.g., regulatory barriers, local competition) to tailor their
international strategies effectively.

Conclusion

Understanding both the Theory of Comparative Advantage and Imperfect Markets Theory equips international
businesses with a comprehensive framework for strategic decision-making. By leveraging inherent efficiencies and
navigating market imperfections, companies can optimize their international expansion efforts, achieving sustainable
growth and competitive advantage in the global marketplace
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MARKETING MIX - THE ‘4 PS’

The Marketing Mix, commonly known as the '4 Ps'—Product, Price, Place, and Promotion—is a foundational tool for
companies, particularly those from the island of Ireland, aiming to transition into international markets. It provides a
structured framework to evaluate and optimize the existing product or service offerings and their positioning within
the current market before venturing abroad. The Marketing Mix ensures that companies have a clear understanding of
their starting point, which is crucial for successful international expansion.

Key Points:
e The Marketing Mix is essential for companies with established products/services and market presence.
e Itserves as a diagnostic tool to assess and refine strategies before entering new markets.
e The approach is applicable to both product-based and service-based businesses.

What is the Marketing Mix?

Summary: The Marketing Mix is a strategic framework that combines various elements of a business’s offerings to
effectively appeal to a targeted market segment. Before applying the Marketing Mix, companies must identify and
understand their target market through research and analysis of buyer behaviour. This ensures that the combination of
Product, Price, Place, and Promotion is tailored to meet the specific needs and preferences of the target audience.

Examples:
e Mercedes-Benz X-Class Pickup Truck: Targeted leisure use over construction, aligning product features with
promotional strategies.
e Organic Vegetable Farm: Focused on premium pricing for health-conscious professionals, emphasizing product
quality and niche marketing.

Key Points:
e Coherence and reinforcement among the 4 Ps are crucial for effective marketing.
¢ Tailoring the Marketing Mix to the target market enhances product acceptance and competitiveness.

Relevance of the Marketing Mix to a Company Assessing International Expansion
Summary: The Marketing Mix is particularly pertinent for companies from Ireland contemplating international
expansion due to several factors:
1. Strategic Decision-Making: Expanding internationally is a significant strategic move that requires careful
planning and research.
2. Market Differences: International markets present diverse consumer behaviours, cultural nuances, and
business environments.
3. Perception Variances: Products or services may be perceived differently by international audiences compared
to domestic consumers.

Key Points:
e Adapting the Marketing Mix to fit international markets is essential for success.
e Understanding local market dynamics helps in customizing strategies effectively.

The 4 Ps: Product, Price, Place, and Promotion

Product

'Product' encompasses both tangible goods and intangible services offered to customers. Modern products often
include additional service elements, such as warranties or service plans, which enhance the core product. When
expanding internationally, companies must consider varying expectations for these augmented and extended products
in different markets.

Examples Provided:
e Office-Based Photocopiers and Printers: Core product with augmented features like scanning services and
secure printing.
¢ Milk Filtration Equipment in Japan: Requires collaboration with local maintenance departments due to
different service expectations.

Key Points:
o Differentiating product offerings to meet local market expectations is crucial.
e Tools like the Boston Consulting Group’s Product Portfolio Matrix (BCG Matrix) help classify and strategize
product offerings for international markets.

Page 5 of 39



Analysis
Integrating SWOT and PEST with Previous Theories
SWOT and PEST analyses complement the strategic frameworks discussed in Chapter 1, such as Comparative
Advantage, Porter’s Diamond, and Porter’s Five Forces. Together, they provide a comprehensive approach to assessing
a company's readiness and strategic positioning for international expansion.
1. SWOT and Comparative Advantage:
o Strengths: Leverage internal strengths aligned with Ireland’s comparative advantages to exploit
international opportunities.
o Opportunities: [dentify international markets that complement the company's strengths, enhancing
competitiveness.
2. PEST and Porter’s Diamond:
o Political and Economic Factors: Align with Porter’s Factor Conditions to assess the suitability of target
markets.
o Social and Technological Factors: Reflect Demand Conditions and Related Industries, influencing
market attractiveness and competitive dynamics.

3. SWOT and Porter’s Five Forces:
o Threats: Analyse threats using Five Forces to understand industry competitiveness and external
pressures.
o Weaknesses: |dentify areas needing improvement to mitigate competitive threats and enhance market
entry strategies.
4. PEST and Ansoff Matrix:
o Market Development: Use PEST to evaluate the macro-environmental factors of new markets before
adopting Ansoff’s Market Development strategy.
o Product Development: Align technological and social factors from PEST with Ansoff’s Product
Development to ensure product relevance in new markets.

Strategic Implications for International Expansion
1. Comprehensive Market Assessment:
o SWOT Analysis: Provides an internal and external snapshot, highlighting readiness and strategic fit.
o PEST Analysis: Offers a macro-level view of potential markets, identifying political, economic, social,
and technological influences.
2. Risk Management:
o SWOT: Identifies internal weaknesses and external threats that could pose risks during expansion.
PEST: Assesses external risks related to the broader environment, enabling proactive risk mitigation
strategies.
3. Strategic Alignment:
o Leveraging Strengths and Opportunities: Align internal capabilities with external market opportunities
to maximize growth potential.
o Addressing Weaknesses and Threats: Develop strategies to overcome internal limitations and
safeguard against external challenges.
4. Market Selection and Prioritization:
o PEST: Helps in identifying and prioritizing markets based on favourable macro-environmental
conditions.
o SWOT: Ensures that selected markets align with the company’s strengths and mitigate weaknesses.

5. Resource Allocation:
o SWOT and PEST Integration: Inform decisions on where to allocate resources effectively, ensuring that
expansion efforts are supported by a strong strategic foundation.

Risk Management and Mitigation
1. Financial Risks:
o SWOT: Highlight financial strengths and weaknesses to ensure adequate funding for expansion.
o PEST: Assess economic stability and currency risks to plan financial strategies, such as hedging against
exchange rate fluctuations.
2. Market Uncertainty:
o PEST: Evaluate political and economic stability to anticipate and prepare for potential market
disruptions.
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o SWOT: Identify external threats and develop contingency plans to address unforeseen challenges.
3. Operational Challenges:
o SWOT: Address internal weaknesses that could hinder operational efficiency in new markets.
o PEST: Understand technological and social factors to adapt operational processes to local market
needs.

Practical Recommendations for Irish Companies
1. Conduct Detailed SWOT and PEST Analyses:
o SWOT: Identify and leverage strengths, address weaknesses, exploit opportunities, and mitigate
threats.
o PEST: Assess the political, economic, social, and technological landscapes of potential markets to make
informed entry decisions.
2. Align Strategies with Market Insights:
o Use SWOT and PEST findings to inform Ansoff Matrix strategies, ensuring that chosen growth paths are
supported by both internal capabilities and favourable external conditions.
3. Prioritize Low-Risk Opportunities:
o Focus on market development strategies initially, leveraging existing products and minimizing risk
through gradual market entry and local partnerships.
4. Adapt Marketing Mix for Local Markets:
o Tailor the 4 Ps (and 7 Ps for services) based on insights from SWOT and PEST analyses to meet local
consumer preferences and regulatory requirements.
5. Form Strategic Alliances and Partnerships:
o Collaborate with local firms to navigate political, economic, and cultural landscapes, enhancing market
penetration and operational efficiency.
6. Monitor and Adapt to Changing Environments:
o Continuously update SWOT and PEST analyses to reflect changes in the internal and external
environments, ensuring that strategies remain relevant and effective.

Real-World Applications and Case Studies
e Sigma File Xchange Limited (SFX):

o SWOT Analysis: Identified strengths like technical expertise and opportunities in international markets,
while recognizing weaknesses such as limited scale and threats from established competitors.

o PEST Analysis: Evaluated the political stability, economic conditions, social trends, and technological
infrastructure of target markets to inform strategic decisions.

e Primo Gyms Ltd in Spain:

o SWOT: Leveraged strengths in technical quality and local reputation, addressed weaknesses in scale,
exploited opportunities in a growing fitness market, and mitigated threats from established local
competitors.

o PEST: Assessed Spain’s political stability, economic growth in the fitness industry, social trends towards
health and wellness, and technological advancements in gym management systems to tailor their
market entry strategy.

¢ Mercedes-Benz X-Class Pickup Truck:

o Strategic Alignment: Successfully aligned product features with targeted market segments,

demonstrating effective use of the Marketing Mix in a diversified strategy.

SWOT and PEST analyses are indispensable tools for Irish companies assessing their readiness for international
expansion. By systematically evaluating internal capabilities and external market conditions, companies can make
informed strategic decisions that align with their strengths, mitigate weaknesses, capitalize on opportunities, and
guard against threats. Integrating these analyses with strategic frameworks like Porter’s Diamond, Five Forces, and the
Ansoff Matrix ensures a comprehensive approach to international growth, enhancing competitiveness and
sustainability in diverse global markets
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SOURCES OF INTELLIGENCE ON OTHER COUNTRIES AND MARKETS

While SWOT Analysis leverages internal company information, PEST Analysis heavily relies on external data. Accurate
and comprehensive intelligence on other countries and markets is essential for making informed decisions about
international expansion. Without robust information, strategic decisions may be based on unfounded assumptions
rather than solid evidence.

Key Points:
e Critical Importance of Information: Strategic decisions must be grounded in reliable data.
¢ Internal vs. External Data: SWOT focuses on internal strengths and weaknesses, whereas PEST requires
extensive external intelligence.

Primary Research vs. Secondary Research

Primary Research involves collecting new data directly from the target market through methods like surveys,
interviews, and focus groups. It is more expensive and time-consuming but provides tailored insights. Secondary
Research, or desk research, utilizes existing data from sources such as reports, studies, and online databases. It is more
cost-effective and quicker, making it accessible to smaller companies.

Key Points:

e Primary Research:
o Pros: Specific, tailored insights; potential competitive advantage.
o Cons: Expensive, time-consuming.
o Use Cases: In-depth understanding, unique market insights.

e Secondary Research:
o Pros: Cost-effective, quick access to vast information.
o Cons: Less tailored, potential relevance issues.
o Use Cases: Preliminary market assessment, trend analysis.

¢ Modern Trends: Enhanced utility of Secondary Research through online data and social media insights,

benefiting smaller companies by providing affordable access to extensive information.

Examples:
¢ Dyson Bagless Vacuum Cleaner: Innovation driven by vision rather than market research.
e Online Tools: Use of social media as substitutes for traditional focus groups; leveraging platforms like Alteryx
and Tableau for data analysis.

Data Analysis

Summary: Companies accumulate vast amounts of internal data on customers, products, and services. Integrating this
internal data with external data from Secondary Research provides comprehensive insights. Advanced data analysis
tools like Alteryx and Tableau facilitate the processing and visualization of this data, enabling informed decision-making
for international expansion.

Key Points:
¢ Internal Data Utilization: Enhances understanding of existing strengths and customer behaviours.
e External Data Integration: Complements internal insights with broader market trends and conditions.
¢ Analytical Tools: Essential for processing large datasets and extracting actionable insights.
e Decision-Making Support: Data-driven strategies increase the likelihood of successful international ventures.
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THE CHANGE REQUIRED TO INTERNATIONALISE
LEWIN’S CHANGE MODEL

Kurt Lewin’s Change Model is a foundational framework for managing organizational change, encompassing three
stages: Unfreeze, Change, and Refreeze. Introduced in the 1950s, Lewin emphasized that change is a complex process
requiring preparation, implementation, and stabilization to achieve lasting transformation. The model uses the analogy
of melting ice to illustrate how organizations must first prepare for change, implement the desired changes, and then
solidify the new state to ensure stability.
Key Points:

¢ Three-Stage Approach: Unfreeze — Change — Refreeze.

e Analogy: Melting ice to reshape it, then refreezing to stabilize the new form.

e Focus on Attitudes and Behaviours: Effective change management involves altering how people think and act

within the organization.
e Challenge of Equilibrium: Achieving and maintaining a new stable state after change.

How Lewin’s Change Management Model Works
Lewin’s Model provides a structured approach to managing change by guiding organizations through three distinct
phases:
1. Unfreeze: Preparing the organization to accept that change is necessary. This involves breaking down the
existing status quo before building up a new way of operating.
2. Change: Implementing the new processes, behaviours, or ways of thinking. This stage requires effective
communication, training, and support to ensure successful adoption.
3. Refreeze: Solidifying the new state after the change has been implemented. This ensures that the changes are
sustained over time and become part of the organizational culture.
Key Points:
e Unfreeze Stage:
o Purpose: Increase readiness and willingness for change.
o Actions: Communicate the need for change, challenge existing beliefs, and motivate stakeholders.
e Change Stage:
o Purpose: Execute the planned changes.
o Actions: Implement new strategies, provide training, and manage the transition.
¢ Refreeze Stage:
o Purpose: Stabilize the organization after the change.
o Actions: Reinforce new behaviours, integrate changes into the organizational culture, and ensure
consistency.

1. The Unfreeze Stage
In the context of international expansion, the Unfreeze stage involves preparing the organization to adapt to new
markets. This may require modifying products, marketing strategies, distribution channels, and financial policies. A
critical element is changing the management mindset to embrace internationalization and recognize its importance for
sustained growth.
Key Points:
e Product Adaptation: Tailor products to meet local market preferences and regulatory standards.
e Marketing Strategy: Shift to premium marketing if cost advantages are limited; understand local perceptions of
premium.
e Distribution Changes: Adopt local distribution methods, potentially requiring partnerships or new logistics
approaches.
e Financial Adjustments: Manage foreign exchange policies and invoicing in new currencies.
¢ Management Mindset: Cultivate a willingness among leadership and staff to embrace change and
internationalization.

2. The Change Stage
The Change stage involves the actual implementation of international expansion strategies. This phase is fraught with
risks, as the benefits realized during the Unfreeze stage can be lost if changes are not executed correctly. Proper
planning, communication, and adaptability are essential to navigate challenges such as market readiness and
competitive landscape.
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THE KOTTER AND SCHLESINGER SIX-STEP MODEL

John Kotter and Leonard Schlesinger introduced a six-step model in 1979 aimed at preventing and minimizing
resistance to organizational change. The model emphasizes that change is more effective and successful when it is
embraced willingly rather than imposed forcefully. They identify four primary reasons why employees resist change:
parochial self-interest, misunderstanding, low tolerance for change, and different assessments of the situation. To
address these resistances, they propose six approaches, ranked by their desirability from the organization's
perspective, starting with the most favourable methods like education and communication, and culminating with
coercion as a last resort.
Key Points:
e Purpose: To manage and reduce resistance to organizational change.
e Core Principle: Voluntary acceptance of change is preferable to forced compliance.
e Resistance Reasons:
1. Parochial self-interest
2. Misunderstanding
3. Low tolerance for change
4. Different assessments of the situation
¢ Six Change Approaches:
1. Education and Communication
Participation and Involvement
Facilitation and Support
Negotiation and Agreement
Manipulation and Co-option
Explicit and Implicit Coercion

OV p W N

How the Kotter and Schlesinger Model Works
The model operates on the premise that change is more smoothly implemented when employees are willing
participants rather than reluctant or forced adopters. It begins with assessing whether there is a choice in the
proposed change, emphasizing that perceived necessity can facilitate acceptance. The model encourages selecting the
most desirable change approach from education and communication to coercion, depending on the situation and the
level of resistance.
Key Points:

e Choice and Necessity: Change is easier to accept when perceived as necessary.

e Approach Selection: Start with the most desirable methods and escalate to coercion only if necessary.

e Balanced Strategies: Combine multiple approaches to effectively manage different facets of resistance.

e Practical Example: Michelin’s ‘responsabilisation’ successfully engaged employees by shifting operational

responsibility to teams, enhancing buy-in and improving financial returns without significant job losses.

Strengths and Weaknesses of the Kotter and Schlesinger Model

Summary: Kotter and Schlesinger’s model is lauded for its enduring relevance and focus on the human aspect of
change management. It offers a flexible framework adaptable to various organizational contexts and emphasizes the
importance of voluntary acceptance. However, it has limitations, including potential oversimplification of complex
change processes and an inherent assumption that employees will respond positively if presented with the right
approaches. Additionally, it primarily focuses on internal factors, neglecting external influences that may impact the
change process.
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METHODS OF MARKET ENTRY

Selecting the appropriate market-entry method is pivotal for an organization's success in foreign markets. The decision
made will significantly influence the company's entire marketing mix and its control over various mix elements. Once a
market-entry strategy is chosen, reversing or altering it can be both challenging and costly. Therefore, a thorough
evaluation of potential market-entry methods is essential to align with the company's strategic objectives and
operational capabilities.
Key Points:
¢ Importance of Market-Entry Decision:
o Determines the level of commitment and investment required.
o Impacts the marketing mix and control over its elements.
o Difficult and costly to reverse once implemented.
¢ Influence on Marketing Mix:
o The chosen entry method affects product design, promotion, distribution, and pricing strategies.
¢ Five Elements to Examine Market-Entry Decision:
1. ldentifying criteria for the most appropriate market-entry method.
2. Understanding indirect entry methods (marketing only) and their appropriate contexts.
3. Understanding direct entry methods (marketing only) and their appropriate contexts.
4. Understanding indirect entry methods (marketing and production) and their appropriate
contexts.
5. Understanding direct entry methods (marketing and production) and their appropriate
contexts.

Market-entry Decision-making Criteria
Summary: Before selecting a market-entry method, organizations must conduct detailed internal and external
analyses. Internal criteria focus on the company's objectives, control needs, resources, and flexibility, while external
criteria consider factors like market size, risk, government regulations, competition, and local infrastructure. These
criteria help in evaluating and determining the most suitable entry strategy that aligns with the company's capabilities
and the target market's conditions.
Key Points:
¢ Necessity of Internal and External Analyses:
o Internal Analysis (SWOT): Evaluates the company's strengths, weaknesses, opportunities, and threats.
o External Analysis (PEST): Assesses political, economic, social, and technological factors in the target
market.
¢ Internal Decision-making Criteria:
= Company Objectives:
= Less ambitious firms may prefer low-commitment methods like exporting or licensing.
*  Firms aiming for market dominance may opt for more permanent setups.
= Objectives should be aligned with strategic options, such as those outlined in Ansoff’s
Matrix.
» Control Needs:
= Refers to control over product design and market presentation.
= Higher control needs reduce the attractiveness of joint ventures or licensing.
= Resources:
= Companies with extensive international experience can manage risks associated with
direct entry methods.
* Firms lacking international skills and financial resources may prefer lower-commitment
methods.
» Flexibility:
= Companies requiring high flexibility to react quickly to market changes may choose less
permanent and committed entry methods.
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e External Decision-making Criteria:
» Market Size and Growth:
= Larger and growing markets justify significant commitments like joint ventures or
wholly-owned subsidiaries.
» Risk:
» Higherrisk in a country discourages major resource commitments.
= Government Regulation:
= Restrictions by foreign governments can limit available entry methods, forcing
companies to choose specific routes.
= Competition:
= Highly competitive markets may prompt acquisitions of established companies to gain
market share.
» Local Infrastructure:
» Poor infrastructure quality deters companies from committing major financial and
human resources.

Note: When evaluating a particular scenario, it's essential to reference these internal and external criteria to determine
the most appropriate market-entry method for a company.

ANALYSIS AND INSIGHTS

e Strategic Alignment with Market-Entry Methods
Choosing the right market-entry method requires a strategic alignment between the company's internal capabilities
and the external market conditions. By thoroughly assessing both internal and external decision-making criteria,
companies can select an entry strategy that not only aligns with their objectives and resources but also leverages
opportunities and mitigates risks in the target market.

e Balancing Control and Flexibility
One of the critical challenges in market-entry decision-making is balancing the need for control with the desire for
flexibility. Methods like joint ventures and wholly-owned subsidiaries offer higher control but require greater
commitment and resources. In contrast, exporting and licensing provide flexibility but offer less control over the
product and market operations. Companies must evaluate their priorities and choose a method that aligns with their
strategic goals and operational capabilities.

e Impact of External Factors on Entry Strategy
External factors such as government regulations, market size, and competition significantly influence the choice of
market-entry methods. For instance, stringent government regulations may limit entry to certain methods, compelling
companies to seek local partnerships or joint ventures. Similarly, entering a highly competitive market may necessitate
acquiring an existing player to gain a foothold quickly.

e Resource Allocation and Risk Management
Effective resource allocation and risk management are paramount in international expansion. Companies must ensure
they have the necessary financial resources and managerial expertise to support their chosen entry method.
Additionally, understanding and mitigating risks associated with political instability, economic fluctuations, and cultural
differences can enhance the likelihood of successful market entry.
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INDIRECT ENTRY, MARKETING ONLY

Indirect, marketing-only market-entry methods involve selling products in foreign markets without establishing a
physical presence or manufacturing operations. These methods are characterized by low risk and minimal investment
but offer limited control over market operations and consumer interactions. The primary methods under this category
include export management companies, trading companies, casual exporting, and catalogue and telephone sales.
Key Points:

e Low Risk and Cost: Minimal investment and easy withdrawal if the market does not perform as expected.

e Limited Market Control: Reduced ability to influence product presentation, consumer perceptions, and

respond to market changes.

Export Management Companies
Export management companies (EMCs) act as outsourced export departments for organizations, handling various
aspects of exporting on behalf of multiple clients. EMCs can be local or foreign-owned and operate either on a
commission basis (as agents) or a fee basis (as consultants). They manage sales representatives, promote products,
handle logistics, provide warranties, after-sales service, and extend import credit.
Key Points:
¢ Functionality:
o Acts as an export department for multiple clients.
o Manages sales, logistics, and after-sales services.

o Little to no upfront investment; EMCs charge commissions or fees based on sales.
o Avoids costs associated with establishing an in-house export department.

o Low-risk method leveraging EMCs' existing market knowledge and infrastructure.
o Potential reputational risks if EMCs fail to maintain high customer satisfaction.
o Possible conflicts of interest if EMCs represent competing clients.
e Control:
o Limited control over market operations and customer interactions.
o Dependence on EMCs for market insights and customer feedback.

Trading Companies
Summary: Trading companies are typically larger than export management companies and engage in a broader range
of activities, including buying, exporting, importing, manufacturing, and even countertrade (trading goods for goods
instead of money). They can either act as exporters or importers and may have manufacturing capabilities or engage in
trading goods directly.
Key Points:
¢ Functionality:
o Engage in buying, exporting, importing, manufacturing, and countertrade.
o Larger scale operations compared to EMCs.

o Similar to EMCs, with minimal upfront investment from the exporting company.
o Trading companies bear the infrastructure costs.

o Low-risk due to pre-existing market knowledge and infrastructure.
o Potential reputational risks if trading companies do not maintain quality standards.
o Possible conflicts of interest with multiple clients.
e Control:
o Reduced control over how products are marketed and sold.
o Lack of direct market experience and consumer insights.

Appropriateness Evaluation:

e Cost, Risk, and Control: Trading companies offer low-cost and low-risk entry but at the expense of control,
making them suitable for companies prioritizing minimal investment and risk over market influence.
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DIRECT ENTRY, MARKETING AND PRODUCTION
Direct Entry, Marketing and Production

Direct entry methods that involve both marketing and production allow companies to establish a substantial presence
in foreign markets by directly managing both the marketing and production aspects. These methods provide maximum
control over overseas operations but come with higher costs and risks. The primary direct entry methods include joint
ventures, offshoring, acquisitions of existing foreign businesses, and setting up new entities such as branches,
subsidiaries, or start-ups.
Key Points:
e Maximum Control: Companies maintain full control over marketing strategies, production quality, and
customer interactions.
e Higher Commitment and Investment: Significant financial and resource investment is required.
¢ Increased Risk: Higher financial exposure and potential challenges in managing foreign operations.
e Strategic Fit: Suitable for companies aiming for a strong, long-term presence in foreign markets with the
resources to support extensive operations.

Joint Ventures
Summary: A joint venture involves two companies forming a separate, jointly owned entity to enter a foreign market.
This partnership combines the local market knowledge of one partner with the technological, brand, and
product/service expertise of the other. Joint ventures can be cooperative, focusing on shared interests, or equity-
based, with partners contributing capital and assets.
Key Points:
e Cost:
o Shared investment reduces individual financial burden.
o Leveraging existing supply chains and distribution channels can lower overall costs.

o Reduced financial and operational risks through shared responsibilities.

o Potential for conflicts due to differences in management styles and strategic objectives.

o Importance of robust agreements to protect intellectual property and define profit-sharing.
e Control:

o Shared control requires negotiation and compromise on decision-making processes.

o Potential loss of autonomy in certain aspects of operations.

o Need for alignment in management and cultural practices to ensure smooth collaboration.

Recommendations for Success:
e Partner Selection: Choose partners with complementary strengths and compatible corporate cultures.
¢ Clear Objectives: Define clear goals and performance metrics for the joint venture.
e Effective Communication: Establish strong communication channels to address cultural and operational
differences.
¢ Management Support: Ensure top-level management support from both partners to foster commitment and
resolve conflicts.

Offshoring

Offshoring involves relocating part of an organization’s operations from its domestic country to a foreign location. This
can be achieved through acquiring existing businesses or establishing new subsidiaries. Offshoring aims to capitalize on
cost efficiencies, access to specialized skills, and proximity to key markets.
Key Points:
e Cost:
o Potential for significant cost savings through lower labour and operational expenses.
o Initial setup costs can be high, especially when establishing new facilities.

o High financial and operational risks due to substantial investment.
o Challenges in navigating different regulatory environments and cultural landscapes.
o Integration difficulties between the parent company and the offshore entity.
e Control:
o Complete control over operations allows for maintaining quality and consistency.
o Requires robust management structures to oversee offshore activities effectively.
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Principles-Based versus Rules-Based Approaches to Corporate Governance

In the realm of international corporate governance, organizations grapple with the choice between adopting a
principles-based approach or a rules-based approach. This decision significantly impacts how companies establish,
implement, and maintain governance standards across different jurisdictions. While many countries, guided by the
OECD, Favor a flexible, principle-oriented framework, others, notably the United States, lean towards a more rigid, rule-
centric model.

Principles-Based Approaches
Definition: A principles-based approach emphasizes overarching objectives and guiding principles that organizations
should strive to achieve through their governance practices. Unlike a rules-based system, it does not prescribe specific
mechanisms or detailed regulations but instead offers a framework that allows for flexibility and adaptability across
various contexts.
Key Characteristics:
e Objective-Focused: Centres on what organizations should achieve rather than how to achieve it.
¢ Flexibility: Allows companies to tailor governance practices to their specific circumstances and cultural
contexts.
¢ Voluntary Compliance: Often enforced through a "comply or explain" mechanism, where organizations must
either adhere to the principles or provide a rationale for deviations.
Advantages:
1. Flexibility: Adapts to diverse legal and cultural environments without the constraints of rigid rules.
2. Avoids Box-Ticking: Encourages genuine adherence to good practices rather than mere compliance for the
sake of following rules.
3. Cost-Effective: Typically less burdensome in terms of time and financial resources compared to maintaining
strict regulatory compliance.
4. Alignment with Strategic Objectives: Organizations can align governance practices with their unique goals and
market conditions.
Enhanced Transparency: Requires organizations to explain deviations, fostering openness and accountability.
6. Comprehensive Disclosure: Provides investors with detailed information to assess governance standards
beyond mere compliance.

ke

Disadvantages:
1. Broadness of Principles: Principles may be too vague, leading to inconsistent application and interpretation.
2. Potential for Non-Compliance: Organizations might deviate from principles without adequate explanation,
undermining the framework's effectiveness.
3. Uncertainty in Enforcement: Lack of clear guidelines on what constitutes compliance can lead to ambiguities
and loopholes.

Implementation in the UK and Ireland:
¢ UK Corporate Governance Code: Mandates that listed companies disclose their adherence to the code on a
"comply or explain" basis.
o Irish Corporate Governance Annex (2019): Provides additional governance requirements for companies listed
on Euronext Dublin, complementing the UK approach.

Rules-Based Approaches
Definition: A rules-based approach relies on detailed, specific regulations and laws to enforce corporate governance
standards. Compliance is mandatory, and organizations must adhere strictly to prescribed rules without the flexibility
to adapt practices based on contextual factors.
Key Characteristics:

e Compliance-Focused: Emphasizes strict adherence to defined rules and regulations.

¢ (lear and Specific: Provides unambiguous guidelines that leave little room for interpretation.

¢ Mandatory Enforcement: Non-compliance typically results in penalties or legal consequences, often enforced

by regulatory bodies.

Advantages:
1. Clarity and Consistency: Provides clear expectations and uniform standards across all organizations.
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CASE STUDY: STAKEHOLDER ANALYSIS AND MAPPING IN INTERNATIONAL EXPANSION

TechWave Solutions Ltd., an Irish-based software development company specializing in fintech solutions, decided to
expand its operations to Singapore. Recognizing Singapore's robust financial sector, favourable business environment,
and strategic location in Asia, TechWave aimed to tap into the burgeoning fintech market and establish a strong
presence in the region. To ensure the success of this international expansion, TechWave undertook a comprehensive
stakeholder analysis and mapping process to understand and manage the diverse interests and influences of its
stakeholders.

Stakeholder Identification

TechWave identified the following key stakeholder groups impacted by its expansion to Singapore:

1.
2.

3.

®N v

10.

Owners (Private Shareholders): Focused on profitability, return on investment, and growth in share value.
Government Bodies: Interested in tax revenues, job creation, and adherence to local regulations.

Senior Management Staff: Concerned with achieving performance targets and ensuring successful project
implementation.

Non-Managerial Staff: Interested in job security, competitive wages, and a positive working environment.
Trade Unions: Advocate for fair labour practices, safe working conditions, and employee rights.

Customers: Seek high-quality fintech solutions, reliability, and excellent customer service.

Creditors: Interested in the company’s creditworthiness, liquidity, and ability to meet financial obligations.
Local Community: Focused on employment opportunities, corporate social responsibility (CSR) initiatives, and
environmental sustainability.

Suppliers and Partners: Interested in stable business relationships, timely payments, and collaborative growth
opportunities.

Regulatory Agencies: Ensure compliance with industry standards, data protection laws, and financial
regulations.

Objectives of Each Stakeholder Group

Stakeholder Indicative Interests

Owners (Shareholders) Profit, dividends, performance, share price growth

Government Tax revenue, job creation, regulatory compliance

Senior Management Staff  Achieving performance targets, successful project execution
Non-Managerial Staff Competitive wages, job security, positive work environment

Trade Unions Fair labour practices, safe working conditions, employee rights
Customers High-quality fintech solutions, reliability, excellent customer service
Creditors Company creditworthiness, liquidity, financial stability

Local Community Employment opportunities, CSR initiatives, environmental sustainability
Suppliers and Partners Stable business relationships, timely payments, collaborative growth
Regulatory Agencies Compliance with industry standards, data protection laws, financial regulations
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THE IMPORTANCE OF EXCHANGE RATES IN DECISION MAKING

Exchange rates are a critical factor in international business decision-making, influencing investment choices, financing
costs, and consumer demand. For multinational enterprises (MNEs), fluctuations in exchange rates can significantly
impact the financial outcomes of international operations. Understanding the types of exchange rate exposure—
transaction, translation, and economic—is essential for managing risks and optimizing financial performance in a global
context.
Key Considerations
1. Impact on Investment Decisions:
o Cost of Investment: Exchange rate movements can affect the initial cost of setting up operations
abroad, influencing the feasibility and attractiveness of investment opportunities.
o Projected Returns: Future cash flows from overseas operations are subject to exchange rate
fluctuations, impacting the expected return on investment.
2. Financing Costs:
o Debt Servicing: Borrowing in foreign currencies can expose organizations to exchange rate risks,
affecting the cost of debt and overall financial stability.
o Capital Structure: Decisions on whether to finance operations through equity, debt, or internal funds
can be influenced by exchange rate expectations.
3. Consumer Demand and Pricing:
o Price Competitiveness: Exchange rate changes can alter the relative pricing of products and services,
affecting market competitiveness and consumer demand.
o Revenue Realization: Revenues earned in foreign currencies can vary in value when converted to the
functional currency, impacting overall profitability.
4. Risk Management:
o Hedging Strategies: Implementing financial instruments and strategies to mitigate exchange rate risks
is crucial for stabilizing cash flows and protecting profit margins.
o Operational Adjustments: Adapting operational practices, such as sourcing and production locations,
can help manage exposure to exchange rate volatility.
Best Practices
e Comprehensive Risk Assessment:
o Regularly evaluate the extent of exchange rate exposure across all international operations.
o Use scenario analysis to understand potential impacts of different exchange rate movements on
financial performance.
o Effective Hedging Strategies:
o Utilize forward contracts, options, and swaps to hedge against adverse exchange rate movements.
o Diversify currency exposure to balance the impact of fluctuations in any single currency.
e Operational Flexibility:
o Structure operations to allow for flexibility in pricing, sourcing, and production to respond swiftly to
exchange rate changes.
o Consider local sourcing and production to minimize reliance on foreign currencies.
¢ Integrated Financial Planning:
o Incorporate exchange rate forecasts into budgeting and financial modelling to anticipate and plan for
potential impacts.
o Align financial strategies with overall business objectives to ensure cohesive risk management.
¢ Continuous Monitoring and Adaptation:
o Stay informed about global economic indicators and geopolitical events that can influence exchange
rates.
o Regularly review and adjust hedging and risk management strategies based on changing market
conditions.
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ECONOMIC EXPOSURE

Economic exposure, also known as operating exposure, refers to the risk that exchange rate fluctuations will affect the
long-term competitiveness and market value of an organization. Unlike transaction and translation exposures,
economic exposure impacts the present value of future cash flows and can influence strategic decisions related to
market positioning, investment, and operations.
Key Considerations
1. Competitive Positioning:
o Pricing Strategies: Adjusting prices in response to exchange rate movements to maintain
competitiveness.
o Market Share: Shifts in exchange rates can affect market share by making products more or less
affordable compared to local competitors.
2. Cost Structures:
o Input Costs: Fluctuating exchange rates can alter the cost of imported materials and services, impacting
overall cost efficiency.
o Production Locations: Deciding where to locate production facilities based on currency stability and
cost advantages.
3. Demand and Consumer Behaviour:
o Elasticity of Demand: Understanding how sensitive consumer demand is to price changes resulting
from exchange rate movements.
o Brand Perception: Exchange rate fluctuations can influence brand positioning and consumer
perceptions of value.
4. Strategic Diversification:
o Geographic Diversification: Expanding operations across multiple regions to spread economic
exposure and reduce reliance on any single market.
o Product Diversification: Offering a diverse range of products to mitigate the impact of currency
fluctuations on specific product lines.
5. Long-Term Planning:
o Investment Horizon: Aligning investment decisions with long-term economic forecasts to account for
potential currency trends.
o Risk Appetite: Assessing the organization’s capacity to absorb economic exposure and adjust strategies
accordingly.
Best Practices
¢ Flexible Operational Strategies:
o Develop adaptable business models that can quickly respond to changing exchange rates and market
conditions.
e Local Market Integration:
o Deepen integration into local markets through partnerships, joint ventures, and localized product
offerings to enhance resilience against economic exposure.
e Comprehensive Forecasting:
o Utilize advanced forecasting tools and economic models to predict exchange rate trends and inform
strategic decisions.
¢ Investment in Technology and Innovation:
o Investin technology and innovation to maintain cost competitiveness and adapt to market changes
driven by exchange rate movements.
¢ Balanced Portfolio Management:
o Maintain a balanced portfolio of assets and operations across different currencies to naturally hedge
against economic exposure.
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THE THEORY OF PURCHASING POWER PARITY

The Theory of Purchasing Power Parity (PPP) is a cornerstone in international finance that establishes a relationship
between exchange rates and the relative purchasing powers of two currencies. PPP exists in two forms: absolute and
relative. Absolute PPP posits that identical goods should cost the same in different countries when priced in a common
currency, eliminating arbitrage opportunities. Relative PPP extends this concept by linking exchange rate movements
to the differences in inflation rates between two countries over time. Understanding PPP is essential for multinational
enterprises (MNEs) as it aids in forecasting exchange rate trends, making informed pricing strategies, and assessing the
long-term competitiveness of products and services in international markets.

Key Considerations
1. Understanding Purchasing Power Parity:
o Absolute Purchasing Power Parity (APPP):
= Concept: Asserts that identical goods should have the same price in different countries when
expressed in a common currency.
* Arbitrage Opportunities: Discrepancies in APPP can lead to arbitrage, where traders exploit
price differences to gain risk-free profits until parity is restored.
» Limitations: APPP assumes no transportation costs, taxes, or tariffs, which is rarely the case in
reality.
o Relative Purchasing Power Parity (RPPP):
» Concept: Suggests that exchange rates will adjust to reflect changes in the price levels (inflation
rates) of two countries over time.
* Inflation Differential Impact: A country with a higher inflation rate is expected to see its
currency depreciate relative to a country with a lower inflation rate.
* Long-Term Focus: RPPP is considered more practical for long-term exchange rate predictions
compared to APPP.
2. Calculating Forward Exchange Rates Using PPP:
o Formula for One-Year Forward Rate:

1 + Foreign Inflation Rate
Forward Rate = Current Spot Rate x ( & )

1 + Domestic Inflation Rate
o Subsequent Years:

» Use the previously calculated forward rate as the new spot rate in the formula.
o Less Than One Year:

*  Adjust the formula proportionally based on the number of months:

No. of Months

(1 + Domestic Inflation Rate) ™ 1

No. of Months
1 + Foreign Inflation Rate
Forward Rate = Current Spot Rate x ( ( & ) )

3. Practical Applications of PPP:
o Investment Decisions: PPP assists in evaluating the long-term viability of investments by forecasting
exchange rate movements based on inflation differentials.
o Pricing Strategies: Helps MNEs set competitive prices in foreign markets by accounting for expected
currency depreciation or appreciation.
o Economic Forecasting: Provides insights into the potential future strength or weakness of a currency
relative to its trading partners.
4. Assumptions and Limitations of PPP:
o Market Efficiency: Assumes that markets are efficient and that prices of identical goods adjust freely
without restrictions.
o No Trade Barriers: Ignores the impact of tariffs, quotas, and other trade barriers that can distort price
levels across countries.
o Non-Tradable Goods: Many goods and services are non-tradable, meaning their prices are determined
locally and do not directly influence exchange rates.
o Short-Term Deviations: PPP tends to hold in the long run, but in the short term, exchange rates can be
influenced by speculative activities, interest rate differentials, and other factors unrelated to purchasing
power.
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EVALUATING STRATEGIC OPTIONS

Strategic decision-making is pivotal for an organization's long-term success and survival. Evaluating strategic options
systematically ensures that decisions align with the organization's goals, capabilities, and external environment. This
chapter builds on earlier discussions about identifying international expansion opportunities and assessing
organizational readiness. It introduces frameworks and models essential for evaluating strategic options, focusing on
Porter’s Generic Competitive Strategies and Johnson & Scholes’ SFA Model. By employing these tools, organizations
can make informed, objective, and effective strategic choices.

Strategic Choice
Strategic choice involves selecting the most appropriate path for an organization to achieve its objectives. After
identifying opportunities and assessing readiness through tools like SWOT analysis, organizations must decide how to
compete, determine strategic direction, and choose growth methods. This section outlines the fundamental questions
that guide strategic choice and introduces the frameworks used to evaluate these options.
Key Considerations
1. Competitive Advantage:
o How will the organization compete to gain an edge over rivals?
o Frameworks: Porter’s Generic Competitive Strategies.
2. Strategic Direction:
o What strategic path will the organization follow?
o Tools: Ansoff’s Matrix for identifying growth strategies.
3. Growth Methods:
o How will the organization achieve growth?
o Options: Organic growth, mergers and acquisitions, joint ventures.
Best Practices
e Comprehensive Analysis: Use SWOT and other analytical tools to understand internal and external factors.
e Framework Integration: Combine multiple frameworks (e.g., Porter’s Strategies with Ansoff’s Matrix) for a
holistic evaluation.
¢ Stakeholder Involvement: Engage key stakeholders in the strategic choice process to ensure alignment and
buy-in.

Porter’s Generic Competitive Strategies Framework

Michael Porter’s Generic Competitive Strategies provide a foundational approach for organizations to achieve
competitive advantage. By choosing among cost leadership, differentiation, and focus strategies, businesses can
position themselves effectively in the market. This framework aids in aligning strategic choices with organizational
strengths and market opportunities.

Cost Leadership
A cost leadership strategy aims to become the lowest-cost producer in the industry, targeting a broad market segment.
Organizations pursuing this strategy focus on efficiency, economies of scale, and cost reduction across the value chain
to offer products or services at lower prices than competitors.
Key Considerations
¢ Cost Reduction: Implementing methods like economies of scale, experience curves, business process re-
engineering (BPR), and total quality management (TQM).
e Operational Efficiency: Enhancing manufacturing processes, leveraging lean techniques, and outsourcing non-
core activities.
¢ Value Chain Optimization: Minimizing costs in every step from production to distribution without
compromising quality.
Best Practices
1. Continuous Improvement: Foster a culture of ongoing cost reduction and efficiency enhancements.
2. Technology Investment: Invest in technologies that streamline operations and reduce costs.
3. Supply Chain Management: Optimize supply chains for cost efficiency and reliability.
4. Employee Training: Equip employees with skills to improve productivity and reduce waste.

Example: Ryanair
Ryanair, a leading low-cost airline, exemplifies cost leadership by maintaining low operational costs through efficient
fleet management, high aircraft utilization, and minimal service offerings, enabling it to offer competitive ticket prices.
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THE SIX-STEP ACQUISITION FRAMEWORK

1. Strategic 2. Target 5. Acquisition 6. Acquisition
Review Identification Integration Review

1. STRATEGIC REVIEW

The (M&A) process is a critical component of strategic growth for multinational enterprises (MNEs). It begins with a
thorough review of the organization's corporate strategy to ensure that any M&A activity aligns with and supports the
overarching strategic objectives. A strategic fit between the acquiring and target entities is essential for the success of
the merger or acquisition. This section explores the classification of M&A activities and the primary reasons driving MNEs
to pursue growth through mergers and acquisitions.

4. Making the

Acquisition

TYPES OF MERGERS AND ACQUISITIONS

M&A can be categorized based on the nature of the entities involved and their positions within the supply chain.
Understanding these types helps organizations identify the most suitable M&A strategy to achieve their strategic
objectives.
Key Considerations
1. Horizontal Integration
o Definition: Involves the combination of two entities operating in the same industry or sector.
o Example: Facebook’s acquisition of Instagram or Disney’s acquisition of Pixar Studios.
o Advantages:
* Increased market share.
* Enhanced economies of scale.
»= Reduced competition.
Challenges:
= Potential post-acquisition integration issues.
= Regulatory scrutiny due to increased market power.

O

2. Vertical Integration
o Definition: Involves the acquisition of an entity at a different stage in the supply chain.
= Backward Integration: Acquiring a supplier to control raw materials.
= Example: Ikea’s acquisition of woodlands in Romania.
= Forward Integration: Acquiring a distributor to control the distribution process.
o Advantages:
= Improved supply chain control.
= Cost reductions through elimination of intermediaries.
* Enhanced ability to coordinate production and distribution.
o Challenges:
= Complexity in managing different stages of the supply chain.
= Potential for reduced flexibility in responding to market changes.

3. Conglomerate Integration
o Definition: Involves the acquisition of a company in an unrelated industry.
o Example: Google’s acquisition of Motorola.
o Advantages:
= Diversification of business interests.
= Reduced dependency on a single market or industry.
Challenges:
= Lack of synergy between unrelated businesses.
* Increased management complexity.

@)

Best Practices
1. Strategic Alignment: Ensure that the type of integration aligns with the organization's long-term strategic goals.
2. Due Diligence: Conduct thorough due diligence to understand the operational, financial, and cultural aspects of
the target entity.
Integration Planning: Develop comprehensive integration plans to address potential post-acquisition challenges.
4. Regulatory Compliance: Be aware of and comply with antitrust and competition laws to avoid legal
complications.

W

Page 21 0f 39



CASH-BASED METHODS OF VALUATION

Cash-based valuation methods focus on the target company’s ability to generate future cash flows. These methods are
forward-looking and involve projecting future financial performance to determine the present value of the company.
Key Methods

1. Dividend Valuation Method (DVM)

2. Free Cash Flow Valuation Method (FCF)

1. Dividend Valuation Method (DVM)

The Dividend Valuation Model (DVM) values a company based on the present value of its expected future dividends. It
operates under the assumption that the true value of a company is derived from the cash dividends it pays to
shareholders.
Formula

p =2
N

Where:

e I} = Current share price

» D) = Expected dividend next year
» K, = Cost of equity

* g = Growth rate of dividends

Key Considerations

¢ Dividend Growth Rate: The model assumes a constant growth rate in dividends, which may not be realistic

e Stability of Dividends: Best suited for companies with a stable and predictable dividend payout history.

e Sensitivity to Assumptions: Small changes in the growth rate or cost of equity can significantly impact the

valuation.
Example: Calculating Share Price
Example: An MNE evaluating the acquisition of a dividend-paying company projects an expected dividend of €2 next year,
with a cost of equity of 8% and a dividend growth rate of 4%. The share price is calculated as:
2 2

— — — "
= 008 —004 00d 0

By

Example: Dividend Valuation with Deferred Growth
XYZ Co estimates that it will pay no dividend for the next three years. After this it plans to pay a dividend of €/£ 0.80 per
share, which will then grow at 5% per year. The expected return for XYZ’s shareholders is 15%. Using the dividend valuation
model, we can estimate the value of one XYZ Co share.

We know that XYZ Co will not pay a dividend for the next three years, and so, our valuation will be based on dividend
from Year 4 to infinity. The formula assumes dividend payments from Year 1 to infinity to arrive at the value of a share
today. Through substitution, we can derive a value per share at the end of Year 3 based on dividend payments from Year
4 to infinity

P3=80/(0.15-0.05) = 800

We have arrived at a value per share for XYZ Co at the end of Year 3, i.e. a future value. This will be discounted using the
Year 3 discount factor at 15% to arrive at the value of a share today.
Discount 800 using DF; at 15% to arrive at Po:

P, =800 x 0.658 = 526 cents [ pence

2. Free Cash Flow Valuation Method (FCF)

The Free Cash Flow (FCF) Valuation Method estimates the value of a company based on the present value of its future
free cash flows. FCF represents the cash generated by the company that is available for distribution to all investors, both
debt and equity holders.

Formula
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SOURCES OF COMPANY FINANCE

LONG TERM MEDIUM TERM SHORT TERM
Beyond 7 years 1to 7 Years Up to 1 Year
Permanent Funding Projects |/ Assets Day-to-day Trading
Equity Hire purchase Trade credit
Bonds Leasing Overdrafts

Long-term loans

Medium-term loans

Short-term loans

Retained earnings

Sale and leaseback

Factoring

Preference shares

Venture capital

Commercial paper

Convertibles

Government grants

Invoice discounting

Securitisation

Government-backed schemes

Inventory financing

Mortgages

Revolving credit

Bill finance

THE CAPITAL STRUCTURE OF MULTINATIONAL ENTERPRISES

The capital structure decision is a fundamental aspect of financial management for multinational enterprises (MNEs). It
involves determining the optimal mix of debt and equity financing for the parent company and its subsidiaries across
various countries. The chosen capital structure directly influences the MNE’s cost of capital, which in turn affects the
enterprise's valuation. Achieving an optimal capital structure minimizes the cost of capital while maximizing the value of
the MNE. However, for MNEs, this decision is more intricate due to the interplay of both company-specific and country-
specific characteristics that influence financing choices.

CHARACTERISTICS OF AN MNE THAT SHAPE ITS CAPITAL STRUCTURE

MNEs possess unique characteristics that significantly impact their capital structure decisions. Understanding these
characteristics is essential for structuring the optimal mix of debt and equity across the enterprise.

Volatility of Cash Flows
The stability of an MNE’s cash flows determines its capacity to service debt. Stable cash flows can support higher levels
of debt, while volatile cash flows necessitate a more conservative approach to debt financing to mitigate the risk of
default.
Key Considerations:
e Diversification and Portfolio Effect: MNEs diversified across multiple countries can buffer against economic
fluctuations in any single market, leading to more stable overall cash flows.
¢ Risk Assessment: Assessing the predictability and reliability of cash inflows is crucial in deciding the proportion
of debt in the capital structure.

Example: A diversified MNE operating in various industries and geographies, such as Procter & Gamble, may have more
stable cash flows compared to a company concentrated in a single volatile market, allowing it to support a higher debt
ratio.

Credit Risk
Credit risk, or default risk, refers to the likelihood that an MNE will fail to meet its debt obligations. Lower credit risk
enhances access to financing and reduces borrowing costs.
Key Considerations:
e Creditworthiness: Strong management, robust financial health, and tangible assets improve an MNE’s credit
rating.
e Collateral and Security: Assets that can be pledged as collateral reduce credit risk and may lower interest rates
on debt.

Example: Apple Inc., with its substantial cash reserves and strong credit rating, can access debt markets at favourable
rates compared to smaller companies with higher credit risk.
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EQUITY FINANCING

Equity financing is a vital source of capital for multinational enterprises (MNEs), encompassing both internal and external
avenues. Internal equity primarily involves the utilization of retained earnings, allowing MNEs to fund growth and
investments without incurring additional transaction costs or diluting ownership. External equity financing includes
methods such as public share issuance, cross-listings on international stock exchanges, and private placements. Each
external method offers distinct advantages, such as increased liquidity, enhanced brand image, and access to a broader
pool of capital, but also entails specific costs and regulatory considerations. This section delves into the various sources
of equity financing available to MNEs, outlining their mechanisms, benefits, and strategic implications.

INTERNAL SOURCES OF EQUITY

Internal equity refers to the funds generated from an MNE’s retained earnings. By retaining a significant portion of profits
instead of distributing them as dividends, MNEs can finance their growth and investment opportunities internally. The
availability of retained earnings is influenced by the company’s profitability and its dividend policy.

Key Considerations:

e Opportunity Cost: Retained earnings come with an opportunity cost, representing the potential returns
shareholders could have earned if the profits were invested elsewhere. Therefore, retained earnings should be
reinvested in projects that yield returns exceeding this opportunity cost.

¢ Control Maintenance: Utilizing internal equity avoids the dilution of ownership and control that occurs when
new shares are issued.

Advantages:

e Cost Efficiency: Eliminates transaction costs associated with external financing.

e Ownership Preservation: Maintains existing ownership structures, preventing dilution.

e Flexibility: Provides readily available funds without the need for external approval or complex financing
arrangements.

Disadvantages:

¢ Limited Availability: Dependent on the MNE’s profitability and dividend policies, which may restrict the amount
of available retained earnings.

e Opportunity Cost: Potentially higher returns could be achieved by shareholders through alternative investments.

Example: Microsoft, with its substantial retained earnings, can internally finance new projects and acquisitions, reducing
reliance on external debt or equity financing and maintaining control over its capital structure.

EXTERNAL SOURCES OF EQUITY

External equity financing involves raising capital from outside the organization through various mechanisms. These
methods provide MNEs with access to a larger pool of capital but come with their own set of costs and regulatory
requirements.

Public Share Issuance
Issuing shares to the public via stock exchanges is a primary method for MNEs to raise external equity. Public share
issuance allows MNEs to communicate with a vast pool of potential investors, facilitating easier access to capital.
Key Considerations:

e Market Liquidity: Publicly traded shares are more liquid, making them attractive to investors.

e Cost of Equity: Higher share prices reduce the cost of equity, thereby lowering the overall cost of capital.

¢ Regulatory Compliance: Involves meeting stringent regulatory requirements and disclosure standards.

Example:
CRH, the Dublin-based construction industry supplier, is listed on Euronext Dublin, the London Stock Exchange (LSE),
and the New York Stock Exchange (NYSE), allowing it to raise capital from multiple markets.
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Convertible Bonds
Bonds that can be converted into a specified number of the issuer’s equity shares at predetermined times and rates.
Key Characteristics:

e Conversion Option: Bondholders have the right to convert debt into equity, typically at their discretion.

e Lower Coupon Rates: Convertible bonds usually offer lower interest rates compared to straight debt due to the

added conversion feature.

¢ Delayed Equity Dilution: Potential equity dilution occurs only if bondholders choose to convert.
Advantages:

e Lower Interest Costs: Reduced coupon payments lower the cost of debt.

e Attractiveness to Investors: Offers upside potential through conversion into equity.

¢ Flexible Financing: Acts as a form of deferred equity financing.
Disadvantages:

¢ Potential Dilution: If bonds are converted, existing shareholders’ ownership stakes may be diluted.

¢ Higher Redemption Risk: If not converted, repayment at maturity may strain cash flows.

Example: A tech company issues convertible bonds allowing bondholders to convert each bond into 50 shares of the
company’s stock, enabling the company to potentially defer equity issuance until conversion occurs.

Deep-discount Bonds
Bonds issued at a significant discount to their face value, with the return to investors primarily from capital gains upon
redemption rather than periodic interest payments.
Key Characteristics:
e Discounted Issuance: Sold well below face value, with the difference repaid at maturity.
e Minimal Coupon Payments: Often carry low or zero interest payments.
e Capital Gain Focus: Investors gain from the appreciation of the bond’s value over time.
Advantages:
¢ Immediate Cash Flow: Lower initial interest payments reduce immediate financial burden.
e Attractive to Investors: Potential for significant capital gains upon redemption.
Disadvantages:
e Higher Redemption Costs: Large lump-sum payments at maturity can strain financial resources.
e Lower Income: Investors receive less regular income compared to standard bonds.

Example:
An MNE issues a deep-discount bond with a face value of €100 and an issue price of €50, offering a 1% coupon rate,
redeemable at €100 in 10 years.

Zero-coupon Bonds
Bonds issued at a substantial discount with no periodic interest payments. Investors earn returns solely through the
difference between the purchase price and the face value at maturity.
Key Characteristics:

¢ No Coupon Payments: All returns are realized at redemption.

e Discounted Pricing: Sold significantly below face value to compensate for the lack of interest payments.

¢ Implied Interest Rate: The difference between issue price and redemption value represents the investor’s return.
Advantages:

¢ Immediate Capital Raising: Provides upfront funds without ongoing interest obligations.

¢ Known Redemption Cost: The amount owed at maturity is fixed, aiding in financial planning.
Disadvantages:

¢ Investor Attraction: Less appealing to investors seeking regular income.

e Potential for Large Repayment: The lump-sum repayment can be financially burdensome at maturity.

Example:
A company issues a zero-coupon bond with a face value of €1,000, sold at €600, redeemable at €1,000 in 15 years,
providing investors with a capital gain upon maturity.
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Letters of Credit

A letter of credit (LC) is a highly secure payment method wherein a bank guarantees the importer’s payment to the
exporter, provided the exporter presents the required documents as stipulated in the LC.

Advantages:
e Security for Exporter:
Ensures payment is received if contractual conditions are met.
e Security for Importer:
Payment is only made once goods are shipped and required documents are provided.
e Facilitates Trust:
Particularly useful when there is limited credit information available about the importer.
Disadvantages:
e Cost:
Involves bank fees for issuing and confirming the LC.
e Complexity:
Requires precise adherence to documentary conditions, increasing administrative workload.
¢ Dependency on Banks:
Relies on the financial stability and reliability of the issuing and advising banks.
Process:
1. Issuance: The importer requests their bank to issue an LC in Favor of the exporter.
2. Advising: The exporter’s bank advises the exporter of the LC terms.
3. Shipment and Documentation: The exporter ships the goods and presents the required documents to their
bank.
4. Payment: Upon verifying the documents, the advising bank ensures payment to the exporter.

Example: Letter of Credit Transaction

A US subsidiary of an Irish-based MNE exports $1 million worth of goods to a German importer. To secure payment, the
German importer’s bank issues an LC specifying that payment will be made upon presentation of shipping documents.
The US subsidiary ships the goods, submits the documents to their bank, and receives payment guaranteed by the
German bank, ensuring the transaction is secure.

© Sale Contract

v

Buyer Seller
(Importer) ‘ (Exporter)
© Deliver Goods
© Examine 4
® Request document O Present O Deliver
for Credit and honour Documents Credit
or refuse

@ Present Documents

importers honi I Exporter's bank or

(Issuing Bank or

nominated bank) Advising Bank

v

© Send Credit

Bills of Exchange

A bill of exchange, or draft, is an unconditional order by the exporter directing the importer to pay a specified amount
on a certain date. This method offers moderate security and involves the use of banking channels.

Types:
o Sight Draft: Payment is due upon presentation of the draft and shipping documents (documents against
payment).
e Time Draft: Payment is due at a future date after presentation of the draft and shipping documents
(documents against acceptance).

Advantages:
e Flexibility:
Can be used with or without letters of credit.
e Binding Obligation:
Creates a legal obligation for the importer to pay, providing a mechanism for recourse in case of default.
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Disadvantages:
e Limited Security:
Banks do not guarantee payment as they do with LCs.
¢ Risk of Non-Payment:
Exporters rely on the importer’s willingness and ability to pay at maturity.
e Documentation Requirements:
Must accurately reflect the transaction to avoid discrepancies and disputes.

Banker’s Acceptance: A banker’s acceptance is a time draft accepted and guaranteed by a bank, enhancing
security by ensuring payment even if the importer defaults.

Example: Bill of Exchange Transaction

An Irish exporter issues a time draft for €200,000 to a French importer, payable in 9o days. The French importer’s bank
accepts the draft, converting it into a banker’s acceptance. Upon maturity, the exporter receives payment, backed by
the bank’s guarantee, reducing the risk of non-payment.

Consignment Transactions
Consignment transactions involve the exporter delivering goods to the importer without immediate payment. The
importer pays the exporter only after selling the goods to the end customers.
Advantages:
e Market Entry: Facilitates entry into new markets by allowing importers to manage inventory and sales.
e Competitive Advantage: Provides flexibility and speed to market, enhancing competitiveness.
e Reduced Inventory Costs: Exporters avoid the costs associated with holding inventory in foreign markets.

Disadvantages:
e High Risk for Exporter: Payment is contingent on the sale of goods, increasing the risk of non-payment.
¢ Dependence on Importer’s Performance: Exporters rely heavily on the importer’s ability to market and sell the
goods effectively.
¢ Potential for Unsold Inventory: Unsold goods remain the exporter’s responsibility, potentially leading to
increased storage and handling costs.

Example: Consignment Transaction

A Canadian MNE sends €300,000 worth of electronics to a distributor in Spain on consignment. The distributor pays the
MNE only after selling the electronics to end consumers. While this method facilitates market penetration, the MNE
bears the risk of unsold inventory and delayed payments.
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UNDERSTANDING DATA

Understanding data quality and its transformation into actionable insights is paramount for MNEs operating in
international markets. This section delves into the fundamental concepts of data quality and Ackoff’s DIKW Model,
highlighting their significance in the context of global business operations.

Data Quality

Data Quality refers to the condition of data based on factors such as accuracy, completeness, reliability, and relevance.
High-quality data is essential for effective analysis and decision-making, especially in an international context where
data sources and standards may vary significantly.

Characteristics of Quality Data:
e Error-Free: Data should be free from inaccuracies and mistakes.
e Available at the Right Time: Timeliness ensures that data is relevant and can be acted upon promptly.
e Available in the Right Place: Data should be accessible where and when it is needed.
¢ Available to the Appropriate Persons: Ensures that only authorized individuals can access sensitive
information.

Challenges of Data Quality in an International Context:

e Variability in Data Availability: Different markets may have varying levels of data accessibility. Some regions
might offer extensive data, while others may have limited or fragmented data sources.

¢ Increased Data Complexity: Handling a larger volume and variety of data from multiple sources can complicate
data management and analysis.

e Cultural and Linguistic Differences: Data collected in different languages or cultural contexts may require
additional processing to ensure consistency and relevance.

¢ Terminology and Taxonomy Variations: Different regions may use diverse terminologies and classifications,
making data comparison and integration challenging.

¢ Regulatory and Compliance Issues: Varying data protection laws and regulations across countries can impact
data collection, storage, and usage.

Strategies to Ensure Data Quality:

e Data Governance Frameworks: Implement robust policies and procedures to maintain data integrity and
consistency.

e Data Cleaning and Validation: Regularly review and correct data to eliminate errors and inconsistencies.

e Standardization of Data Formats: Adopt uniform data formats and classifications to facilitate easier integration
and analysis.

¢ Training and Education: Equip staff with the necessary skills and knowledge to manage and interpret data
effectively.

Ackoff’s DIKW Model

Ackoft’s DIKW Model is a hierarchical framework that illustrates the transformation of data into wisdom through
successive stages: Data, Information, Knowledge, and Wisdom.
Ackoff’s DIKW Hierarchy:
1. Data:
o Definition: Raw, unprocessed facts and figures without context.
o Characteristics:
» Unstructured
* Inherently meaningless on its own
= Example: Alist of sales numbers, sensor readings, or social media posts.
2. Information:
o Definition: Data that has been processed, organized, or structured to provide context.
o Characteristics:
= Structured and organized
* Adds meaning to data
= Example: Sales data categorized by region or time period.
3. Knowledge:
o Definition: Information that has been interpreted and understood within a specific context.

o Characteristics:
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» Contextualized
» Relies on human expertise and experience
= Example: Insights derived from analysing sales trends to identify market preferences.
4. Wisdom:

o Definition: The ability to make sound judgments and decisions based on knowledge.

o Characteristics:
= Involves strategic thinking
» Incorporates ethical and experiential factors
= Example: Deciding to enter a new market based on comprehensive analysis and long-term

strategic goals.

Application of DIKW Model in an International Context:

e Language Differences: Understanding and translating data accurately across languages to maintain its integrity
during the transformation from data to information.

e Cultural Gaps: Interpreting data within the cultural context of each market to derive meaningful knowledge.

e Comprehensive Market Research: Gathering and processing data from multiple international sources to inform
strategic decisions.

¢ Management Time and Resources: Allocating sufficient time and resources to process and analyse data
effectively, ensuring quality at each DIKW stage.

e Data Availability: Addressing the scarcity or abundance of data in different markets by tailoring data collection
and analysis strategies accordingly.

PLANNING DATA ANALYTICS

Effective data analytics requires meticulous planning to ensure that the analysis is both efficient and aligned with the
organization's strategic objectives. A well-structured plan serves as a roadmap, guiding the analytics team through
each phase of the exercise. The planning process should be collaborative, involving all relevant stakeholders to ensure
comprehensive coverage and relevance. The following are the six essential steps in planning data analytics:

Step 1: Setting the Objective (Asking the Right Question)

Purpose: Clearly define the purpose of the data analysis to ensure that the outcomes are actionable and aligned with
business goals.
Actions:

e Define Specific Goals: Determine what the analysis aims to achieve. For instance, a manufacturer may seek to
understand market appetite for premium product features or assess customer interest in product
enhancements.

e Cross-Functional Consultation: Engage various departments (e.g., production, logistics, marketing, finance) to
gather diverse perspectives and ensure the objective addresses multiple facets of the business.

e Example Objectives:

o Gauge the demand for roller-skates with a metal finish in new international markets.

o Assess the interest in robotic lawnmowers with additional utilities like lawn feeding or weed removal in
overseas regions.

o Understand product preferences in target international markets to inform pricing strategies and
marketing approaches.

Outcome: A precise and focused objective that guides the entire analytics process, ensuring relevance and utility of the
results.

Step 2: Decide on the Type of Data to Be Used and Methods of Data Collection
Purpose: Identify the most relevant data sources and determine the best methods for data collection to support the
defined objectives.
Actions:
¢ Internal vs. External Data:
o Internal Data: Proprietary data unique to the organization, such as sales records, customer databases,
and operational metrics. This data offers unique insights tailored to the company's specific context.
o External Data: Publicly accessible data, including market reports, economic indicators, consumer
behaviour studies, and data from third-party sources like Nielsen.
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PROBLEMS WITH DATA ANALYTICS AND THE IMPACT OF BIG DATA

While data analytics and big data offer transformative potential for businesses, especially those expanding
internationally, several challenges and risks must be navigated to harness their full benefits effectively.
Challenges Associated with Data Analytics:

1. Data Volume and Complexity:
Issue: The sheer volume and diversity of data can overwhelm traditional data processing systems
Impact:
o Increased processing times and costs.
o Potential for data overload, where critical insights may be buried within vast datasets.
Mitigation Strategies:
o Utilize scalable cloud-based data storage and processing solutions.
o Implement advanced data management and analytics tools designed to handle big data complexities.

2. Data Quality Concerns:
Issue: Inaccurate, inconsistent, duplicated, or outdated data can compromise the reliability of outcomes.
Impact:
o Flawed insights leading to misguided business decisions.
o Reduced trust in data-driven processes.
Mitigation Strategies:
o Implement robust data cleansing and validation processes.
o Establish data governance frameworks to maintain high data quality standards.

3. Reliability of Data Sources:
Issue: Data obtained from unregulated sources, such as the internet and social media, may be unreliable.
Impact:
o Spurious correlations and misleading trends.
o Compromised integrity of analytical models.
Mitigation Strategies:
o Validate data against multiple reliable sources.
o Use statistical techniques to identify and manage outliers and anomalies.

4. Interpretation and Contextual Understanding:
Issue: Lack of contextual knowledge about international markets can lead to misinterpretation of data.
Impact:
o Misaligned strategies based on incorrect insights.
o Overlooked cultural and market-specific nuances.
Mitigation Strategies:
o Combine data analytics with market research and expert insights.
o Engage local experts to provide contextual understanding and validation of data interpretations.

5. Security and Privacy Concerns:
Issue: Handling vast amounts of data, including sensitive information, increases the risk of data breaches.
Impact:
o Legal repercussions and fines.
o Damage to brand reputation and customer trust.
Mitigation Strategies:
o Implement stringent data security measures and compliance protocols.
o Regularly audit data handling practices to ensure adherence to privacy laws and standards
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PRICING STRATEGIES

After identifying influential factors, organizations can formulate their pricing strategies, broadly categorized into
Standard Pricing and Adaptive Pricing.

1. STANDARD PRICING

e Definition: Charging the same price for products/services across all markets.
e Challenges:
o Variations in sales taxes and import duties.
o Differences in distribution channel costs.
o Negotiated discounts with local intermediaries.
e Applicability: Rarely suitable for international markets due to diverse economic and regulatory environments.

2. Adaptive Pricing
¢ Definition: Adjusting prices based on local market conditions and factors.
e Types of Adaptive Pricing Strategies:
1. Bait Pricing:
= Strategy: Set initial prices artificially low to attract customers, then increase prices or charge
higher for ancillary products/services.
» Use Case: Loss-leading products to drive long-term profitability.
2. Predatory Pricing:
= Strategy: Set prices so low that competitors cannot sustain their operations, potentially driving
them out of the market.
* Note: Often scrutinized and regulated under anti-competitive laws.
3. Market Penetration Pricing:
= Strategy: Set prices lower than competitors to quickly gain market share in price-sensitive
markets.
» Consideration: Prepare for potential price wars and ensure cost structures can sustain lower
margins through high sales volumes.
4. Competition-led Pricing:
= Strategy: Set prices based on competitors’ pricing without necessarily engaging in direct price
competition.
» Use Case: Premium pricing strategies where differentiation, not price, drives competitive
advantage.
5. Demand-led Pricing:
= Strategy: Adjust prices based on current market demand for the product or service.
= Use Case: Dynamic pricing models in industries like hospitality and travel, where demand
fluctuates seasonally.
6. Premium Pricing:
= Strategy: Set higher prices to establish a brand based on unique selling points such as superior
quality, design, or innovation.
» Use Case: Luxury brands and products with differentiated features.
7. Skimming Pricing:
= Strategy: Set high initial prices to maximize profits from early adopters before gradually
lowering prices.
» Use Case: Exclusive products or events with limited availability, such as concert tickets.
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Case Study: Predatory Pricing in the Airline Industry

Background: In the early 2000s, AirAsia, a Malaysian low-cost airline, entered the highly competitive Southeast Asian
market. At the time, the region was dominated by established carriers such as Singapore Airlines, Cathay Pacific, and
Garuda Indonesia. AirAsia adopted a predatory pricing strategy to quickly gain market share and challenge these
incumbents.

Strategy Implementation:
e Aggressive Fare Reductions: AirAsia offered ticket prices significantly lower than those of established airlines,
often below the average market rate.
e Cost-Cutting Measures: Implemented operational efficiencies, including high-density seating, minimal in-flight
services, and quick turnaround times, to maintain profitability despite low fares.
e Market Penetration: Focused on underserved routes and capitalized on price-sensitive travellers seeking
affordable travel options.

Outcomes:
¢ Market Share Acquisition: Within a few years, AirAsia captured a substantial portion of the Southeast Asian
market, forcing established airlines to reassess their pricing and operational strategies.
e Competitive Response: Incumbent airlines responded by launching their own low-cost subsidiaries and
reducing fares to remain competitive.
e Long-Term Sustainability: AirAsia’s ability to maintain profitability through cost efficiencies allowed it to sustain
low fares and continue expanding its market presence.

Legal and Ethical Considerations:

e Regulatory Scrutiny: While AirAsia’s strategy was primarily focused on market penetration, it navigated the
complex regulatory environments of multiple countries to avoid legal repercussions related to predatory
pricing.

¢ Market Dynamics: The airline industry’s high fixed costs and low variable costs made it susceptible to predatory
pricing, but AirAsia’s innovative business model enabled it to thrive despite low fare prices.

Lessons Learned:
e Sustained Low Pricing Requires Efficiency: To sustain a predatory pricing strategy, companies must maintain
low operational costs to remain profitable.
e Regulatory Navigation is Crucial: Understanding and complying with international competition laws is essential
to avoid legal challenges.
e Adaptability: Established competitors may adapt by adjusting their own strategies, potentially leading to a
more competitive and dynamic market environment.

Legal Strategies to Counter Predatory Pricing
Companies facing predatory pricing tactics from competitors can employ several legal strategies to protect their
market position:
1. Anti-Dumping Measures:
o Implementation of Tariffs: Imposing additional tariffs on imported goods sold below fair market value
to neutralize the price advantage.
o Quota Systems: Limiting the quantity of dumped goods allowed into the market to protect domestic
industries.
2. Legal Action Under Competition Laws:
o Litigation: Filing lawsuits against competitors engaging in predatory pricing to seek injunctions and
damages.
o Reporting to Regulatory Bodies: Informing anti-trust authorities about unfair pricing practices for
investigation and potential sanctions.
3. Collaborative Industry Responses:
o Industry Coalitions: Forming alliances with other businesses to collectively address predatory pricing
and lobby for stricter regulations.
o Public Relations Campaigns: Raising awareness about predatory practices to garner public and
governmental support for regulatory intervention.
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PERFORMANCE MEASUREMENT

Performance measurement is essential for multinational enterprises (MNEs) to evaluate their progress towards
strategic goals, optimize operations, and ensure sustainable growth. This chapter explores the key components of
performance measurement, including planning, budgeting, target setting, and the use of KPlIs.

Planning

Investors base their investment decisions on expectations of returns and associated risks. To forecast potential returns,
an MNE must implement a robust planning process. The primary outputs of this process are comprehensive business
plans that guide the organization toward its strategic objectives.

Key Steps in the Planning Process:
1. Environmental Analysis:

o External Analysis: Utilize PEST (Political, Economic, Social, Technological) analysis to identify external
factors that may impact the MNE.

o Internal Analysis: Employ tools such as the Value Chain, BCG Product Portfolio Matrix, and Resource
Audits to assess internal capabilities.

o SWOT Analysis: Combine internal and external analyses to identify Strengths, Weaknesses,
Opportunities, and Threats.

2. ldentifying the Planning Gap:
o Determine the difference between desired future performance and expected future performance if
current strategies persist.
o Use SWOT analysis to formulate strategies aimed at closing this gap.
If the gap cannot be bridged, reassess and adjust performance targets.

3. Strategy Formulation:
o Develop strategies based on identified strengths and opportunities while addressing weaknesses and
threats.
o Ensure strategies are dynamic and adaptable to changing environmental conditions.

4. Resource Allocation and Financing:
o Allocate resources effectively to support strategic initiatives.
o Assess and plan for financing needs to support the execution of the business plan.

Considerations:
¢ Time Horizon: Typically, planning gaps are assessed over three to five years, though some MNEs may adopt
shorter timeframes for incremental planning.
¢ Flexibility: Plans should be adaptable to respond to unforeseen changes in the external and internal
environments.

Budgeting
Budgeting translates the strategic plan into actionable financial targets. It serves as a simulation of possible future
outcomes against which actual performance can be measured.
Key Components of Budgeting:
1. Scenario Planning:
o Single Scenario: Develop a primary budget based on the most likely future scenario.
o Multiple Scenarios: Incorporate best-case and worst-case scenarios to support risk management and
contingency planning.
2. Integration of Financial and Non-Financial Measures:
o Beyond Financials: Incorporate non-financial metrics that drive financial performance, such as quality,
customization, and innovation.
o Balanced Scorecard: Utilise tools like the Balanced Scorecard to capture both financial and non-
financial performance measures, enabling a more comprehensive assessment of progress.
3. Dynamic Budgeting:
o Ensure the budget is flexible and can be adjusted in response to changing circumstances.
o Avoid overly complex budgeting systems that hinder adaptability.
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MANAGEMENT INCENTIVES

To motivate the MNE’s senior management to achieve its targets, incentive schemes must be carefully designed and
implemented. Effective incentive schemes align the behaviour of managers with the goals of the MNE’s investors,
fostering a culture of performance and accountability. However, designing these schemes poses several challenges,
especially for MNEs operating across diverse cultural landscapes.

Key Components of Management Incentive Schemes:
e Basic Salary: Provides financial stability and reflects the baseline compensation for the managerial role.
e Bonuses: Performance-based rewards tied to the achievement of specific targets or milestones.
e Share Options: Grants managers the right to purchase company shares at a predetermined price, aligning their
interests with shareholders.
e Other Incentives: May include benefits such as stock grants, deferred compensation, and non-monetary
rewards like additional vacation time or professional development opportunities.

Cultural Considerations in Incentive Schemes: Different cultures have varying preferences and perceptions regarding
incentives. Understanding these cultural nuances is crucial for MNEs to design effective incentive structures that
resonate with managers in different regions.

Using Hofstede’s Cultural Dimensions: Dutch social psychologist Geert Hofstede developed a framework to
understand cultural differences across countries. MNEs can utilize Hofstede’s dimensions to tailor incentive schemes
that align with cultural preferences. Key dimensions include:

1. Individualism vs. Collectivism:
o Individualistic Cultures: Emphasize personal achievements and individual rewards.
o Collectivist Cultures: Value group achievements and team-based incentives.

2. Power Distance:
o High Power Distance: Prefer hierarchical structures and top-down decision-making, favouring formal
incentive schemes.
o Low Power Distance: Encourage egalitarian relationships and participatory incentive designs.

3. Uncertainty Avoidance:
o High Uncertainty Avoidance: Favor stable and predictable incentive schemes.
o Low Uncertainty Avoidance: More open to flexible and innovative incentive structures.

4. Masculinity vs. Femininity:
o Masculine Cultures: Value competitiveness and achievement, favouring performance-based incentives.
o Feminine Cultures: Emphasize work-life balance and quality of life, supporting holistic incentive
schemes.

Types of Incentive Schemes: Incentive schemes can be categorized based on their structure and objectives.
Understanding the strengths and limitations of each type helps in selecting the most appropriate approach for
different managerial roles and cultural contexts.
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Share Options

Share options are a popular form of long-term incentive that aligns managers' interests with those of shareholders. By
granting the option to purchase company shares at a predetermined price, managers are incentivized to work towards
increasing the company's share value.

Advantages of Share Options:

Alignment with Shareholder Interests: Encourages managers to focus on strategies that enhance shareholder
value.

Retention Tool: Long-term incentives like share options can help retain key talent by vesting over several years.
Performance Motivation: Directly links managerial performance to tangible financial rewards.

Disadvantages and Risks:

Lack of Downside Risk: Managers do not lose their own capital if share prices decline, potentially reducing their
incentive to prevent losses.

Potential for Manipulation: Managers might engage in creative accounting or other unethical practices to
artificially inflate share prices.

Short-Termism: Focus on share price performance can lead to short-term decision-making at the expense of
long-term sustainability.

External Factors: Share prices are influenced by market conditions beyond the control of managers, which can
unfairly impact their rewards.

Best Practices for Implementing Share Option Schemes:

1.

Balanced Vesting Periods: Design vesting schedules that encourage long-term commitment and discourage
short-term manipulation.

Clawback Provisions: Include clauses that allow the company to reclaim bonuses or share options in cases of
misconduct or financial restatements.

Performance Metrics: Link share options to specific performance targets to ensure alignment with strategic
objectives.

Transparency and Communication: Clearly communicate the terms and conditions of share option schemes to
managers to ensure understanding and trust.

Diverse Incentive Mix: Combine share options with other forms of incentives to balance risk and reward,
fostering a more holistic approach to performance motivation.

Case Example: TechNova Inc., a leading technology firm, implemented a share option scheme for its senior
management team. The scheme included a four-year vesting period with annual performance milestones tied to
revenue growth and market expansion. By aligning share options with specific performance metrics, TechNova ensured
that managers were motivated to achieve both short-term targets and long-term strategic goals. Additionally, the
inclusion of clawback provisions protected the company from potential abuses of the scheme.
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TRAIT THEORIES, AND EMOTIONAL AND CULTURAL INTELLIGENCE

Leadership theories have evolved over time, shifting from innate traits to more dynamic concepts that incorporate
emotional and cultural competencies. This section delves into Trait Theories and the modern perspectives of Emotional
and Cultural Intelligence, highlighting their relevance in today's diverse and interconnected business landscape.

Trait Theories of Leadership

Trait Leadership Theory is one of the earliest frameworks in leadership studies. It posits that certain individuals possess
inherent characteristics that make them effective leaders. This theory operates on the fundamental belief that "leaders
are born, not made."

Historical Context:
¢ Monarchical Systems: Trait theories underpinned the governance of monarchies and absolute monarchies prior
to the French Revolution. Leaders were often viewed as possessing divine or natural authority, which justified
their unquestioned power.
¢ Industrial Revolution: During the Industrial Revolution, the trait theory persisted in a diluted form, emphasizing
traits such as courage, intelligence, self-belief, desire for power, and risk-taking. Despite its persistence, the
theory faced criticism for its oversimplification and the assumption that leadership traits are entirely innate.

Criticisms and Evolution:
¢ Innate vs. Learned Traits: The assertion that leadership traits are entirely inherent is widely regarded as
inaccurate today. Contemporary research acknowledges that while certain traits can predispose individuals to
leadership roles, effective leadership also involves learned behaviours and skills.
¢ Contextual Limitations: Trait theories often fail to account for the influence of situational factors on leadership
effectiveness. For instance, a leader with exceptional strategic vision may struggle in crisis situations requiring
rapid decision-making and emotional resilience.

Relevance in Modern Business:
¢ Shared Traits Among Effective Leaders: Modern business leaders often exhibit many traits identified in trait
theories, such as decisiveness, integrity, and resilience. However, successful leadership also hinges on
adaptability, emotional intelligence, and the ability to foster collaborative environments.
¢ Development and Training: Recognizing that leadership traits can be developed, organizations invest in
leadership training programs that enhance both inherent and acquired skills, promoting a more comprehensive
approach to leadership development.

Case Example: Steve Jobs of Apple Inc. exemplified many traits associated with effective leadership, including vision,
innovation, and resilience. However, his leadership style also demonstrated the importance of emotional intelligence
and adaptability, particularly in fostering a culture of creativity and managing interpersonal relationships within the
organization.

Emotional and Cultural Intelligence

Building upon Trait Theories, Emotional and Cultural Intelligence frameworks emphasize the importance of emotional
competencies and cultural awareness in effective leadership. These theories recognize that leadership effectiveness
extends beyond inherent traits to encompass learned skills and adaptive behaviours.

Background

The development of Emotional and Cultural Intelligence theories emerged as a response to the limitations of Trait
Theories. These frameworks highlight that while inherent traits contribute to leadership potential, the ability to
understand and manage emotions and navigate diverse cultural contexts is crucial for contemporary leaders.

Historical Influences:

e Post-World War | Insights: The aftermath of World War | revealed significant failures in leadership,
underscoring the necessity for empathy and effective communication. The breakdown of traditional hierarchies
and the emphasis on empathy highlighted the limitations of purely trait-based leadership models.

o Daniel Goleman's Contributions: In his seminal book Emotional Intelligence (1995), Daniel Goleman introduced
the concept of emotional intelligence (EI) as a critical factor in leadership effectiveness. Goleman's work
emphasized that emotional competencies could be developed and were essential for managing teams and
fostering organizational success.

Page 36 of 39



Five Elements of Emotional Intelligence
Daniel Goleman identified five key components of Emotional Intelligence that are fundamental to effective leadership:
Self-awareness:

1.

o

Definition: The ability to recognize and understand one's own emotions, strengths, weaknesses, and
values.

Importance: Self-aware leaders can accurately assess their impact on others and make informed
decisions aligned with their values and organizational goals.

Application: Leaders practice mindfulness and reflective practices to enhance self-awareness, enabling
them to respond thoughtfully to challenges.

Self-regulation:

o Definition: The ability to manage and control one's emotions, impulses, and behaviours in various
situations.
o Importance: Self-regulation fosters emotional stability, enabling leaders to remain calm under pressure
and make rational decisions.
o Application: Techniques such as stress management, emotional restraint, and constructive conflict
resolution are employed to improve self-regulation.
Motivation:
o Definition: The drive to achieve goals, maintain high standards, and persist in the face of obstacles.
o Importance: Motivated leaders inspire and energize their teams, promoting a culture of excellence and
continuous improvement.
o Application: Setting clear, achievable goals and maintaining a positive outlook are strategies used to
sustain motivation.
Empathy:
o Definition: The capacity to understand and share the feelings of others.
o Importance: Empathetic leaders build strong relationships, enhance team cohesion, and effectively
address the needs and concerns of employees and stakeholders.
o Application: Active listening, genuine concern, and culturally sensitive communication practices are
integral to demonstrating empathy.
Social Skills:
o Definition: Proficiency in managing relationships, communicating effectively, and fostering
collaboration.
o Importance: Strong social skills enable leaders to influence, negotiate, and build networks that drive
organizational success.
o Application: Effective communication, team-building activities, and conflict management techniques

are employed to enhance social skills.

Cultural Intelligence
Cultural Intelligence (€CQ) extends the principles of Emotional Intelligence to the realm of cultural diversity. It refers to
an individual's ability to relate and work effectively across different cultural contexts.

Definition: Cultural Intelligence is defined as “an outsider’s seemingly natural ability to interpret someone’s unfamiliar
and ambiguous gestures the way that person’s compatriots would.”

Importance in Business:

Global Operations: For MNEs operating in diverse geographic regions, cultural intelligence is essential for
understanding local customs, business practices, and consumer behaviour.

Team Collaboration: Leaders with high CQ can effectively manage multicultural teams, fostering an inclusive
environment that leverages diverse perspectives.

Adaptability: Cultural intelligence enables leaders to adapt their communication and management styles to fit
various cultural contexts, enhancing effectiveness in international settings.

Components of Cultural Intelligence:

Cognitive CQ: Knowledge of cultural norms, practices, and conventions.

Physical CQ: Ability to exhibit appropriate verbal and non-verbal behaviours in different cultural settings.
3. Emotional/Motivational CQ: The drive and confidence to adapt to diverse cultural environments.

1.
2.
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NEGOTIATION

Negotiation is not limited to business situations (though, of course, it is the context in which we are considering it
here) and is often part of our social interactions with others, an ongoing everyday event. It is a complex social process
aimed at reaching agreement through discussion. Negotiation can be defined and characterised as: “Strategic
discussion that resolves an issue in a way that both parties find acceptable. In a negotiation, each party tries to
persuade the other to agree with his or her point of view. By negotiating, all involved parties try to avoid disputes but
seek to reach some form of compromise.”

The ultimate aim of negotiation is to reach a mutually acceptable solution, although this does not always occur. To
reach agreement, negotiation skills are critical, but they do not always prevail over underlying structural factors. In
other words, sometimes no matter how well parties negotiate in good faith and with sufficient negotiation skills, their
respective final positions are irreconcilable, or their interests are mutually incompatible and there is no common
ground, and agreement cannot be reached. For an agreement to be reached, the ability to uncover the other party’s
needs is usually essential.

For commercial entities, ineffective negotiations can cause needless breakdowns in commercial relationships, loss of
customers, suppliers, or key staff, and higher costs. Commercial negotiations can be very time-consuming and distract
management from other areas that they should be focusing on. This is a particular risk for a relatively small company
from the island of Ireland entering overseas markets. The management of such a company may be unused to complex
negotiations.

Types of Negotiation

In a business context, negotiation can be either distributive or integrative.

Distributive Negotiation
Characteristics:

e Maximizing Own Share: Both parties aim to maximize their own share of resources (competitive).

¢ Fixed and Limited Resources: Resources are seen as fixed and limited.

e Zero-Sum Game: What one side wins, the other side loses (win-lose negotiation).

e Strategic Communication: Deliberate lack of transparency; communication is controlled and selective.
Implications:

e Conflict of Interests: Interests of both parties are in fundamental, direct conflict.

e Outcome Variability: Outcomes vary widely depending on negotiation nature.

e Lack of Trust: Controlled communication can hinder trust-building.

Integrative Negotiation
Characteristics:
e Mutual Interest and Gain: Assumes opportunities for mutual interest and seeks to create a ‘win-win’ situation.
¢ Collaborative Relationship: More akin to a partnership or joint venture.
¢ Open and Constructive Communication: Requires trust and a belief in a shared approach.
e Resource Expansion: Overall resources can be increased by both parties working together.

Steps in Integrative Negotiation:

1. Identify and Define the Problem:
o Mutual Acceptance: Define the problem in a way that is mutually acceptable.
o State as a Goal: For example, achieving a specific price point like a 99 cent/pence loaf of bread.
o Depersonalize the Goal: Focus on collaborative achievement rather than individual wins.
o Practicality and Comprehensiveness: Identify obstacles, such as a ban on below-cost selling.

2. Identify Interests and Needs on Both Sides:
o Substantive Interests: Key issues like price, payment terms, return terms, promotional branding.
o Process Interests: How issues are managed, ensuring open and transparent negotiation.
o Agree Interests in Principle: Shared values like fairness, acceptability, and ethics.

3. Generate Alternative Solutions to Overcome Difficulties:
o Brainstorming: Generate a range of possible solutions.
o Bridging/Interim Solutions: Find temporary solutions to move the process forward.

4. Evaluate and Select Alternative Solutions:
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Agree Evaluation Criteria: Establish standards for assessing solutions.

Justify Preferences: Be willing to explain personal preferences.

Consider Intangibles: Recognize symbolic wins that demonstrate cooperation.

Use Subgroups for Complex Options: Delegate intractable problems to specialized teams.
Road Test the Solution: Test the feasibility of proposed solutions.

Ensure Complete Agreement: Nothing is agreed until all aspects are settled.

O O O O O O

Challenges in International Context:
e Greater scope for suspicion and misunderstanding due to cultural differences.

Typical Mistakes in Negotiation
Common mistakes made in the negotiation process include:
1. Not Listening:
o Issue: Negotiators may focus too much on presenting their own demands.
o Impact: If both parties’ concerns are not heard, the likelihood of agreement is reduced.
2. Making Assumptions:
o lIssue: Incorrect assumptions about what the other party wants.
o Impact: Can lead to offering irrelevant concessions, resulting in negative sentiment and reduced
agreement chances.
3. Lack of Clarity:
o Issue: Failing to provide clear terms in the agreement.
o Impact: Increases the possibility of disputes later when the agreement is signed.

Avoidance Strategies:
e Employ knowledgeable and experienced negotiators.
e Ensure negotiators are familiar with the international markets they are engaging with.

Factors That Make International Negotiations More Difficult
Negotiation in an international context is more challenging due to several factors:
1. Language:
o Challenge: Even with English as the international language of commerce, non-native speakers may
misinterpret nuances and idiomatic expressions.
2. Distance:
o Challenge: Building rapport and relationships remotely is more difficult without in-person interactions.
o Mitigation: Use digital collaboration platforms like MS Teams and Zoom, though challenges remain.
3. Culture:
o Challenge: Different business cultures can lead to misunderstandings and varied negotiation styles.
o Mitigation: Invest in cultural training and employ local representatives.
4. Time Zones:
o Challenge: Coordinating across different time zones can cause delays and limit real-time negotiations.
5. Cost:
o Challenge: Frequent travel to overseas markets can be prohibitively expensive for smaller companies.
o Impact: Makes resolving difficulties more challenging and negotiations more resource intensive.

Implications:

e Increased risks of unintended and unnecessary negotiation failures.
¢ Requires additional strategies to manage and mitigate these challenges effectively.
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