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What This Paper Will Attempt To Show

Many of the techniques used in Operations Management are essential for the international business consultant. These tools allow consultants to advise companies on selecting the best locations for their facilities, determining the most efficient balance of employees to comprise their global workforce, customizing products to satisfy specific local needs, maximizing the efficiency of the global supply chain, and determining the necessary capacity of local operations. In order to use these tools in a multinational context the operations manager must have a solid grasp on global issues. He or she must be familiar with the firm's overall international strategy and the reasoning that went into developing it. He or she must be must familiar with the critical success factors involved in selecting site locations, the process by which an international corporate strategy is formed, and the changes in the organization that will need to take place in order to implement it. Without a grasp of these concepts the operations manager will not be able to use the tools of operations management to help his or her firm establish a presence in new markets.

How OM Techniques Can Help International Consultants Be Better Managers

The operations aspect of international consulting should start with a SWOT analysis, an examination of Strengths, Weaknesses, Opportunities, and Threats. The analysis should be done on the firm that is seeking to move operations abroad, the countries that the firm is considering expanding to, and firms competing for the same market around the world. An analysis of the target firm will reveal its core competencies, areas of vulnerability where breakdowns could occur, opportunities for expansion, and threats both from competitors and from within. The analysis of different target countries will reveal assets that would make them attractive markets or convenient places to have production facilities, weaknesses that would hinder such activities, opportunities for expanding into these countries such as a growing GDP, and the risks involved in doing so. The analysis of competing firms in the target area will reveal what they are doing well, areas of their operations that could be improved on, their growth opportunities and potential next moves, and areas where their shortcoming could be exploited. The SWOT analysis will gather data needed by the international consultant to make decisions on every aspect of the target firm’s international strategy. (Heizer, Render P.43)

One critical step in developing this strategy is determining the most advantageous location for the firm to expand to. A location should be chosen that best corresponds with the goals and nature of the firm. There are numerous operations management tools designed to do this. One is the factor rating method, selecting a location based on difficult to evaluate costs. The first step of applying this method is to develop a list of meaningful factors. The second and third steps are to determine the importance of each factor in obtaining the firm's objective by assigning a weight to each and then developing a scale for each factor. Step four is to score each location for each factor based on the results of the SWOT analysis, and then multiply this score by the weights of each factor and then total the score of each location. The sixth and final step is to make a decision based on the final score of this qualitative analysis. (Heizer, Render P. 308)

Other methods of determining location include break-even analysis, the center of gravity model, and the transportation model. Break-even analysis uses estimates of cost and volume to create an economic model comparing the respective costs of different locations at varying levels of output. Steps of this model involve estimating both fixed and variable costs of each location, plotting the costs for each location at differing levels of production, and then selecting the location with the lowest total cost at the expected level of output. The center of gravity method is useful for locating distribution centers. It works by using a model that takes into account the quantity of goods to be shipped to specific locations and the transportation costs involved in transport. The model determines the best central location to minimize transportation costs. The transportation model uses linear programming to determine the optimal cost minimizing supply chain taking into account several points of supply and demand. This last technique is especially useful for Multinational Corporations that produce goods in multiple different locations in multiple different countries. In many cases the information generated by one model is not sufficient to allow the international consultant to make a solid decision so a combination of multiple location selection methods may often be necessary. (Heizer,

Render P.309-313)

The Operations Manager should keep in mind that the purpose of investing abroad is to increase firm value. There are two competing theories that explain why international firms are more valuable then their domestic counterparts. The multinational network hypothesis states that MNCs have an advantage over domestic firms in that a transnational network provides greater operational flexibility. The value of international involvement arises from ownership of a portfolio of real options. A presence in many different markets allows firms to spread the risk of investment and take advantage of high risk, high growth areas. Internalization theory holds that MNCs possess intangible assets and that value is determined by the degree of internationalization. The more international the firm the greater the variety of creative perspectives that can be used to solve firm problems. Both theories hold up well under scrutiny, but it is evident that the degree of a

MNC's investment in developing countries is very meaningful for firm success. This suggests that perhaps the first theory is more powerful in that it explains how investment

in high growth areas dramatically increases firm value. Although a firm' s value will generally be increased through investing in subsidiaries abroad, the most meaningful way to maximize a firm's value is to include high risk, high return locations in its investment portfolio. (Pantzalis )

Another way for managers to add value to the firm is to encourage innovation in local subsidiaries. Ways to leverage this inherent value include giving seed money to subsidiaries, using formal requests for proposals, encouraging subsidiaries to be incubators for new projects, and building international networks. A major challenge is

striking a balance between short-term results and the freedom to pursue new ideas. One way to achieve this balance is to grant subsidiaries discretionary budgets to test ideas within limits. Major investments should be made at the corporate level, but seed money can be handled by local managers. Subsidiaries should be treated as free-lance contractors that are licensed to develop certain products. When a new investment is to be made a request for a proposal should be sent out. This can encourage subsidiaries to develop solutions to corporate challenges. Creative ideas are often quashed by headquarters because they are not seen as fitting into the company's core business at that time. In this respect distance from headquarters can be an advantage in that it allows projects to be incubated to maturity that would otherwise be nixed. The existence a transnational network is essential to bring such ideas to fruition. One way to develop a transnational network is to send employees on short-term assignments overseas. It does no good just to send employees overseas without a specific mission; unless they are productive they will never develop cooperative relationships with employees in the host country. For this reason short, productive stints abroad can be essential in developing the social networks employees need to keep their innovative ideas and pet projects alive. (Birkinshaw, Hood)

The organization of the supply chain is also critical for MNCs expanding abroad. The supply chain should be designed to be flexible enough to react to sudden changes in local conditions that may effect parts availability, distribution channels, and fluctuations in the currency rate. It must also use the most advanced communications and tracking equipment available in order to efficiently keep track of and manage shipments. A staff of local specialists should also be employed to deal with local distributors, customs, duties, and trade; especially in a country such as

China where business is defined by in-group relationships and MNCs are guaranteed very little by law or legal contracts. Without an effective supply chain and distribution system it is difficult for MNCs to produce in foreign lands and ship products to customers in new markets. (Heizer, Render P. 435)

Another essential aspect to expanding operations overseas is determining the capacity requirements of each new location. If the firm is an international manufacturer this may be determined by the requirements of the supply chain and the transportation model. There are also operations tools designed specifically for estimating capacity requirements. They include both time series models using a series of past data points to make predictions and associative models that measure variables that may have an effect on the output demanded. As time series models rely on measures of past performance, they will often not be usable when MNCs are attempting to establish operations in a new country. A better method is to initially use an associative model to estimate required capacity, possibly a multiple regression analysis. The multiple regression model should include an analysis of all the data that was found through the SWOT examination and the decision factors used in initially determining the location of the new operation. This analysis will be able to evaluate the validity and effect of each variable based off of the strength of relationship to output demand in past situations. It will also determine interrelationships between variables, give the overall explanatory power of the model, and provide a point estimate of demand. (Heizer, Render P. 101)

Once capacity requirements are estimated staffing needs can be established.

MNCs have three options for filling staffing needs. They may employ home country nationals from the domestic area, third country nationals belonging to the firm's international cadre of managers, and parent country nationals from the firm's home office. There are advantages and disadvantages to using each. A tricky challenge for the international consultant in advising such a firm is to determine the most cost efficient mix of employees. Linear regression is particularly useful in determining the distribution of scarce resources to most efficiently maximize profits. It is often carried out using any of a variety of computer programs. In order to use such a program the respective advantages and disadvantages of each type of employee need to be coded, decision variables decided upon, and limitations set. If this can be done successfully the linear programming model should be able to determine the most effective mix for the firm's international workforce at the new facility. This model will not only be useful to the international consultant for staffing considerations, but whenever a situation arises where scarce resources must be distributed to best obtain a specific outcome. (Heizer, Render P. 740-741)

How The International Consultant Can Help OM Managers Be More Effective

The individual operations management techniques that can be used to aid the

International Consultant must fit into the firm's overall international corporate strategy.

This overarching plan should be conceived through the input of the entire organization. It should determine what products or services will be sold abroad, how and where they will be made, the location and method of how they will be sold, and the means by which they are to be delivered. This plan must also determine what resources will be needed to make overseas operations competitive and how the firm will outperform its competitors. If such a strategy is not conceived the firm will have difficulty in predicting the direction of foreign markets and adapting accordingly. They will also have a much higher risk of improperly selecting investment or of making bad decisions about how to enter into foreign markets. They will be in danger of underestimating the resources needed to be competitive against international competition and of handling operations difficulties due to unforeseen problems in operating in the foreign environment. Without developing a concise international corporate strategy operations managers within the firm across the world will have a very myopic view of their responsibilities and be unable to coordinate their efforts for the overall benefit of the firm. (McFarlin, Sweeny P. 411)

There are two types of constraints influencing firm and employee behavior and performance in all societies that must be considered when developing an international corporate strategy. Formal constraints include factors such as economic, political and judicial rules. Informal constraints are the culture and ideology of the society. Most foreign investors in developing countries are mainly from highly open and internationalized economies in which formal constraints have grown remarkably similar. Informal constraints, however, are different regardless of the economic and political development of the society and can have a big impact on the strategy used to enter the developing market. Specifically individualistic cultures may have an advantage in technology while collectivistic cultures benefit most from the way they organize their workforce and leverage relationships with contractors, suppliers, and joint venture partners. This leads to partners from collectivistic cultures following a labor-intensive operations strategy with little investments in fixed assets, while firms from individualistic cultures tend to invest more in technology and production equipment. In a competitive market higher technology makes firms more productive and more profitable, allowing firms from independent cultures to succeed in collectivistic countries despite their ineptness at leveraging relationships. Each culture has its own core competencies that can be leveraged to make the firm successful in a competitive environment. The nature of a

firm's home culture should therefore also be considered when determining the firm's international corporate strategy. (Lam, Qian)

The development of this strategy is a definable process. The first key step is to develop a mission statement that summarizes the key corporate values and overall purpose of the firm. A SWOT analysis should be performed analyzing a variety of different factors on the global, regional, and country specific levels. After the results of these studies have been analyzed the firm can select goals that exploit its strengths and neutralize its weaknesses. It must specifically decide if it wants to either compete in specific countries or wherever opportunities exist. It must also determine if all of its products and services will be offered abroad or if only a few subsets will be made available. It needs to decide if it is to retain ownership of its overseas operations, or use any number of alternative entrance strategies. It must base its entrance strategy partially on how many resources it is willing to commit and the risks it is willing to take. It must clearly articulate how it intends to execute its plans and set up a process to measure success and to make any necessary adjustments. By operating within the guidelines of this strategy operations managers will be able to focus their efforts in a way that furthers the goals of the corporation. (McFarlin, Sweeny P. 428-437)

There are essentially two ways that firms can compete in the global market. They can either follow a multi-domestic strategy where subsidiaries have a high degree of independence and can quickly adapt to a country's needs, or they can pursue a global strategy that focuses on integration across the entire company. Both strategies have their positives and their negatives. Advantages to the multi-domestic approach include the ability to conform to diverse industry standards across borders and tailor products to local needs. Also the ability to come off as a "domestic" company can be very advantageous.

Disadvantages are that they will be less able to take advantage of economies of scale and less able to maximize the competitive advantage of individual countries as global firms will be able to. Advantages to the global strategy are opening up due to the convergence of consumer lifestyles and tastes across the world, as well as rapid advances in technology, communications, and transportation. These firms are able to sell virtually the same products anywhere in the world and attempt to integrate the best ideas and employees into their global operations without regard to their origins. The disadvantage is that the integrated nature of these firms often undercuts the unique competencies of local subsidiaries and that such diverse organizations are very difficult to control.

Globalization is usually the optimum strategy to use when economies of scale are possible, cost differences exist across countries, and there is intense industry competition in the world market. If these conditions are not met the advantages of the global strategy will likely be nullified and the multi-domestic approach would better achieve the firm's goals. (McFarlin, Sweeny P. 424)

Omron Corporation of Japan was able to recognize a flaw in their international corporate strategy and make adjustments. Omron is a producer of high tech electronics with applications in industry, medicine, finance, and many other types of automated systems. It uses a multi-domestic strategy in order to integrate operations world wide with regional headquarters in Japan, North America, Asia Pacific, and Europe. A major change came with the recognition of the growing size and complexity of the Asia Pacific region. This recognition culminated in the development of a fifth regional headquarters in the Chinese Economic Area consisting of China, Taiwan, and Hong Kong. This new division allows the firm to respond to customer needs with more flexibility then the old Asia Pacific division was able to. This awareness of their business in China allowed Omron to make adjustments to increase their competitiveness in this market and to better leverage the multi-domestic model. (Tateisi)

The implementation of the international corporate strategy has a profound effect on all areas of operation within the firm and may need the advice of the international consultant in order to successfully complete the transition. Corporate structure, management processes, human resources, and corporate culture all may need to make significant adaptations in order to make the firm's selected strategy effective. If the firm just chooses to export its products its current business model may remain relatively unaffected, perhaps requiring the addition of an international division to the firm ' s corporate structure. A multi-domestic strategy, however, requires the development of a multinational identity in corporate culture, letting home country nationals run domestic operations, and a strong geographic orientation. The global strategy in contrast requires a centralized global authority and the development of a global identity that transcends loyalty to individual countries and cultures. When getting involved in a foreign market firms need to pay close attention to whether or not their international corporate strategy is compatible with how they do business and make any necessary adjustments. (McFarlin, SweenyP.440-441)

Once the international corporate strategy is determined and the objectives are defined, the firm can examine its specific options for an entrance strategy. Again there are two basic strategies for starting operations in a foreign country, those that involve ownership and those that do not. An understanding of these options and their relative advantages and disadvantages is essential for the MNC to execute its international corporate strategy.

Options that allow a firm to expand abroad without ownership include exporting goods from the home country to customers overseas, licensing the rights to a company's brand name patents and intellectual property to a foreign firm, creating franchises overseas, and also taking advantage of management contracts that involve the loaning of key personnel to act as advisors and turnkey projects which involve the construction of major capital assets. The advantage to all of these entrance methods is that they are relatively easy ways to gain access to foreign markets at almost no cost. The disadvantage is that they offer firms very little control. The firm's reputation can be hurt if a licensee or franchisee produces a low quality product or low quality service. Also its intellectual property may be stolen resulting in new international competition. (McFarlin, Sweeny P. 468)

Entrance strategies that involve ownership include the Greenfield option, acquired subsidiaries, and joint ventures. A Greenfield is when a wholly owned foreign subsidiary is built from the ground up. It involves risk due to ownership, considerable expense, and a long start up time. It offers the advantages of location economics and a high degree of control. An acquired subsidiary is an already existing corporation that is obtained by financial means. It also has the disadvantages of risk due to ownership, both cultural and corporate differences, and the problems that accompany recently privatized firms or firms that are in financial difficulties. It allows a quick market presence with facilities that are already functioning and a workforce that is already trained. It also allows MNCs to leverage the competencies of their local employees to serve the local market. The joint venture has some risk due to ownership but it is reduced, with the primary concern of giving over a measure of control to the foreign business partner. It also allows firms to leverage local resources in the area because of its nature as a cooperative effort. An analysis of these entrance strategies should determine which one best corresponds to the firm's international corporate strategy. (McFarlin, Sweeny P. 468)

When using the joint venture entrance strategy, parental control is a vital factor in performance as it can affect the firm's ability to coordinate activities, utilize resources, and implement strategies. There are two types of control, overall control which monitors the entire range of a joint venture's activities and critical success factors, and specific control which selectively targets functional areas. The emphasis of the respective types of parental control is determined by the goals of the parents. The domestic parent firm from a developing country is primarily concerned with using the joint venture as a platform to acquire foreign technologies and production techniques, therefore the overall financial success of the operation is of little importance. Specific control will be very important for this parent, while overall control will have very little meaning. The financial success of the operation will be of key importance, however, for the foreign parent. Overall control of the operation is the best way that they can ensure a satisfactory return on investment from the operation. When the interests of two partners compliment each other in this way the foreign firm will usually take a majority share as to ensure overall control and gain political heft. The minority share will be taken by the domestic partner so as to provide a cost effective way of establish specific control in key areas. Control over distribution networks, supply channels, and local knowledge are enough to give them all desired influence over the joint venture. (Luo, Nyaw, Shenkar)
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