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Abstract

An increasing number »f public enterprises from India
and other developing countries are internationalising their
operations, and some are even turning into multinational cor-
pbrations. The paper discusses some of the motives for in-
ternationalisation as well as facters facilitating and inhi-
biting it. The paper also discusses the vrganizational design
appropriate for internationalisation, and some issues in the
-management of internationalisation of PEs. The paper con-
cludes with a brief discussion of the opportunities and threats
internationalising PEs may pose to MNCs from develoﬁéd couns-

tries.

* Respectively Assistant Professor of Business Policy and
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Business ¢ Strategic Aspects™ at Bangalore January 5-7,
1984, sponsored by Indian Institute of Management Bangalore,
India, and Department of Business Admlnlstratlon, Univer-
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Introduction
A variety of pressures are inducing enterprises in
developing countries to internationalise their operations.
Internationalisation involves some er all of the fellowing:
Shopping globally for technologies and inputs; planning pro-
_duction not just for the domestic market but for export;
setting up production and/or distribution facilities abroad:
inducting intothe organizétion the most suitable technical
and managerial personnel and management practices from abroad
as well as from the home country. Balance of payments diffi-
culties, export incentives, national emphasis on import sub- -
stitution; need to modernise obsolete technologies, need to
acquire control over écarce inputs like o0il that are located
abroad, and so forth may be national policy stimuli inducing
enterprises in developing countriesto internationalise their
operations. The ultimate in internationalisation may be the
international or global corporation that takes a completely
global perspéctive and tries to integrate its production and
marketing operations across national boundaries, seeking to
produce at the least cost and to market its sutput on the
most favourable terms globally (Schwandiman, 1973). At the
other extreme is the essentizlly national enterprise with
some interest in exports or technological linkages with
foreign sources. In between lie most enterprises with inter-

national pretensions. Thus, internationalisation is not a



dichotomons, zero-cne variable, but rather a multidimensional
continuum, and one that is as much a philosophy of management
and policy orientation as it is a concrete set of activities.
The multinational corporation, with significant production
papacity located sbroad (Kolde, 1974}, is a special case of
“the internationalisatimn =T enterprises.

This paper explores some issues in the internaticnali-
sation of the PEs of develcping ccuntries (with special empha-
 sis ¢n India), cuch as factnrs that inhibit and facilitate
their internaticnalisation, appropriate organizational design
fer internaticnalisation, and management ¢f the process cf
inte:nationalisation.
| Internationalisaticn of enterprises_in developing countries .

Though MNCs from the develeping countries are a2 rela-
tively recent phencmencn, there has been cf late an increa-
ging internationalisatiocn of the cperaticns of firms {(both
private and public) based in develcping nations (Agrawal, 1981).
Multinaticnals frcm the developing cocuntries have been increa-
ging at a rapid rate during the last decade. Though there
is nc cne definition of multinational cerpcrations, generally
an ehterprise that cwns prcduction  or service facilities
in one or a number cf countries cther than in the ccuntry of
origin is an MNC (Kclde, 1974), This would alsc include en-
terprises in which tﬁc cr mcre parties share respensibilities

for operations by prcviding a number cf resources, €.g. risk



capital, technical kncw-how, natural rescurces, access to
markets and management, Firms in a number of develcping
countries have been setting up manufacturing and cother faci-
1ities in other developing countries for mcre than a decade.
The process cf fifms from develcping countries setting up
manufacturing plants even in the industrialised countries
has a2lso begun. For example, the U.S. =zcccunted for over
17% of Taiwan's foreign direct investment during the pericd
1971 - 78 (Ting and Schive, 1981)., The Kirlogkar greup in
India has invested in manufacturing facilities in West Ger-
many and Thermax Ltd. another Indian ccmpany, earlier known
as Wansen India Ltd., has taken cover its erstwhile collabe-
ratcr in Canada.

| Indian companies have set up Jjoint ventures in a
number of developing countries and alsc in a number cf in-
dustrially developed countries like U.K., U.5.4A., West Ger-
many, Canada and Ireland. In fact, according to cne study,
India has emerged as one cf the laading developing nations
to set up jeint ventures abroad (Agrawal, 1981). The same
study states that there are already 200 operating jcint enter-

prises spread cver 35 ccuntries, cut of which 110 have already

gone intc preducticn and 87 are in varicus stages of implemen-

tation. Between the private and the public sector, the former

has been mere active in this field; however, there are a few



public sector enterprises which are actively seeking an

increasing degree c¢f internaticnalisation. Indian public

enterprises are stated tc be jnvolved in some 230 projects

in a2t least 38 natiens, accerding tc a recent study (Negandhi

and Ganguly, 1982). Scme of the Indian public secter enter-

prises that have already initiated international activities

(Indian Investment Centre, 1976) are:

1,

2.

National Industrial Development Ccrporation

Naticnal Research Development Corpcration

‘Hindustan Machine Tonls Limited

Engineering Projects (I) Limited

Engineers Indie Limited

Metallurgical and Engineering Consultants India Limited
Water and Power Development Consultancy Services (I) Ltd.
Bharat Heavy Electricals Limited

Rail India Technical and Economic Services Limited
Balmer and Lawrie Limited

Indian Road Construction Corporation

National Building Constructicn Corpcraticn

Steel Tubes of India Limited

State Bank of India and other naticnalised banks,

Balmer and Lawrie was the first public secter enter-

prise in India to make direct foreign investment (Krishna

Kumar, 1981). The ccmpany successfully commissicned its



Varrel and can plant 'in Dubai (United Arab Emirates) in 1978.
Bharat Heavy Electricals Limited has, a8 per its annual re-
ports, consideraﬁly_contributed to the installation of thermal
power generating cépécity in Malaysia and has installed cther
électricity generating units like hydrc turbines in Thailand,
It is involved in the manufacture of 120 MW capacity beilers
in Libya on a turn key basis; laying of a sub-marine cable
from Zanzibar o the coast of Tanzania, and in developing a
shly MW electricity generating plant in New Zealand. Another
well known Indian public sector enterprise, HMI, has alsc
made significant strides in its internatiocnelisation effort.
It has set up 2 subsidiary company kncwn as HMI International
Ltd., which is spearheading the parent company's international
effort. HMI has entered the U.S, market for machine tools
through its branch office, and has entered into varicus types
of collaboration arrangements with organizations in Nigeria,
Panzania, Kenya, .and Indonesia for supplying machinery, and
providing prcject consultancy and technical services, In
Nigeria it has entered intc an agreement with the Federal
Government cf Nigeria for se%ting up a machine toecl unit.

. The agreément with the Small Scale Industries Develcpment
Organization.of Tanzania envisages supply of machine tocls
for 8 common facility centres to be set up by the Tanzanian-

organization, In Kenya it has fcrmed a joint venture company
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for the setting up of a machine tool unit. It hae also
entered into an asgreement with SONELGAZ in Algeria for the
supply df machinery and equipment, erection and commissioning
the same, and training of personnel both in Algeria and in
India, ‘In the non-manufacturing sector a number of nationa-
lised banks have also made some efforts at internationalising
their operations, by opening branches in foreign cities with
gignificant Indian communities.

Not much systematic work may have been done on the
motives of public enterprises in developing nations for inter-
nationalisation. However, the extant literature on public
enterprises does suggest the following driving forces for
internationalisation (Negandhi and Ganguly, 1982; Krishna
Kumar and McLeod, 1981; Mazzolini, 1979):

1. Protecting existing markets or searching for new ones

2., BSale of téchnologies

3. Access to criti;al raw materials

L, Rational utilization of productive resources at binational
and regional levels

5. Utilisation of excess domestic capacity

6. Need to grow rapidly

7. Political objectives of the state.
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A number of these motives seem to be exemplified by
the case of BHEL which has aggressively‘tried to develop
foreign markets for its products and know-how. Starting
from the manufacture of electrical equipment for power gene-
ration and transmission, BHEL diversified into industrisal
boilers, steam generating equipment for nuclear power plants,
pumps, compressors, foundry forge, oil rigs etc, BHEL's plants
were designed to produce 4250 MW of electrical equipment each
year, wheraas the total installed electricity generating capa-
city in India in 1956 was only 3400 MWs. The venture entailed
high marketing risk stemming mainly from the fact that the
Government decided to set up the plants well before domestic
demand had grown to the point of running the plants at full
capacity. However: after several lean years, BHEL, because
of a rapidly growing domestic market, =mong other factors,
wag able to improve production and financial performance and
grow into a diversified company in the electrical field (Rama-
nurti, 1982).

As part of its efforts towards diversification it ven-
tured into several foreign markets., Saddled with excess in-
vestment, BHEL's management was forced td search for opportu-
nities for prodnct and market diversification. It has not
only attempted to cater to markets in developing countries
but also in the industrialised ones. The example of BHEL

also exemplifies_another emerging motivation, that of
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growth, and the desire for recognition as one of the premier
high technology organizations able to compete with interna-
tionally renowned companieg in the same field.

HMT's export efforts, as per its annual reports, were
begun when the domestic market was passing through a recessio-
nary period. Among Indian public enterprises HMT is something
of a legend. Founded in 1953, 1t grew rapidly, both product-
ion-wise and product-wise, and except for some years, by public
sector standards, it showed a good profit and growth performa-
nce (Khandwalla, 1981, Part E), Unlike BHEL, HMT started
relatively small in each of its diversifications, but then
grew rapidly. Around 1967-68, the recessionary period during
which, for the first time, HMI made financial losses, it begun
searching for opportunities for product and market diversifi-
cation. From its initial beginning as an exporter in the late
sixties, HMT has come a long way in its internationalisation
efforfs.' It has greatly diversified its technology hase by
entering into a large number of technical collaboration and
licensing arrangements with enterprises in the developed coun-
tries.,

As discussed earlier it has initiated collaboration
with a number of developing countries and has set up branch
offices in Australia, Luxembourg, Kenya, and the United States.

It exports machine tools to America, Western Eurcpe, Southern
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Europe, Africa, West Asia, South East Asia, Australia and

New Zealand. Like BHEL, HMT also exemplifies the motive cof
searching for new markets for its existing products, sale of
technologies, and utilisation of excess capacity. Interviews
with senior managers of HMT also suggeéted that the desire
-to provide promising executives opportunities for increasing
their earnings may be one factor in the development of inter-
nat%onal operations; another may be freedom of operations
from an overly restrictive domestic environment,

A number of other Indian PEs mentioned in the previous
section have been major exporters of tufn key plants, capital
goods and consultancy services, Engineering Projects (India)
Limited, Engineers India Limited, Metallurgical and Engineer-
ing Consultants India Limited, Water and Power Development
Consultancy Services (I) Limited, Rail India Technical and
Economic Services Limited and a number of others fall in this
category.

Meny other examples of public enterprises searching for
new markets are available in the literature (Krishna Kumar,
1981)., Many state controlled enterprises from Latin Americs
have formed foreign joint ventures for tapping new markets.
The National Iranian 0jil Company attempted to establish joint
ventures with firms in Gfeece, Germany, Belgium and the United

States to have assured markets for its crude oil.
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In some respects public enterprises also exhibit beha-
viour akin to that of private sector multinational firms
(Krishna Kumar, 1981). IME established a joint venture in
Uruguay with a local firm for assembling light freight vehicles
to protect its.éxport markets when the government of Uruguay
wanted to restrict the import of these vehicles in order to
encourage domestic production.

‘ The uncertainty of raw materials supply in Brazil,
Hongkong, South Korea and Taiwan have forced public enter-
prises to search for raw materials elsewhere by forming joint
ventures (Krishna Kumar, i1981). Brazil's Braspetro has been
conducting oil explorations in a number of Middle Easten coun-
tries, Madagaskar, and Colombia. Vale do Rio Doce, another
Brazilian public enterprise has acquired a coal mine in British
Colombia. Chinese Petroleum Corporation, a Taiwanese state
entérprise,has entered inte a2 collaboration with National
Petroleum of Cclombia for joint exploration.

The motivation for rational utilisation of productive
resources at binational and regional levels seems to be strong
in the Latin American countries. Several binational public
sector companies have been formed between Paraguay and Brazil
and Paraguay and Argentina.

Idealogical and political imperatives seem to be present

in some of the overseas investmentg by public enterprises from
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déveloping nations (Krishna Kumar,.1981), such as the case
of India‘énd Nepai signing an agreement for setting up jeoint
ventures for manufacturing diesel water pumps. The motiva-
tion of the Government of India in setting up these Jjcint
ventures seemed, according to the study, to improve its relz-
tionghip with its neighbouring countries even though the
profitability of the proposed venture was doubtful,
Facilitating factors for the internationalisation of Indian PEs

Recently, Dr. Khusro, Member - Planning Commission,
Governmant of India, emphasised that the developing nations
may provide the greatest marketing and investment opportuni-
ties for firms from the industrielised countries and the more
developed zmongst the LDCs, He stressed the oppertunity of
participating in engines of overall economic growth in LDCs,
such as house building activity, rocad construction, laying of
railway lines, etc,, areas needing a very rapid rate of growth.

India may now be one of the leading nations of the deve-
loping world in terms of its industrial production and its
capacity to assimilate new technolegies. India has also
emerged as one of the leading developing .nations to set up
joint ventures in other developing countries in a very wide
range of industries (Agrawal, 1981).

Public sector enterprises in India attached to the
Central Government and the various states are by and large

relatively 1arge enterprises and account for half of the
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country's industrial production (Khandwalla, 1982). The 200
odd PEs attached to the various ministries of the Central
Government employ nearly 2 million persons, produce goods
and services worth nearly Rs.350/= billion, and market goods
and services ranging from coal, steel, cement, textiles,
watches, lamps, sccoters, chemicals and fertilizers tc ships,
machinery, machine t-.<ls, air crafts and heavy equipments.
Thimdnroad array of industries #&m-which the public
sectcr is invelved in India is a great scurce c¢f strength
which can be utilised t¢ achieve the varicus objectives cf
the Government. The public sector enterprises have accumu-
lated significant technclogical expertise and kncw-how and
have made adaptaticns geared to the peculiar characteristics
Cf the lccal econcmy. For example, when HMT diversified intc
tractor manufacturing and marketing, 1n1t1ally their Czechc -
slovak cpllabﬁratnr had prepared a prcject repert, which
env1saged a very high degree cf vertlcal integraticn. As a
result the procject ccst was estimated to be arcund Rs.320
millicn. But thisg was reduced tc cnly Rs,120 million through
an‘indepth gstudy by HMI's engineers, wha decided to subceon-
tract a large number cf components (Chaudhury, 1983}. Punjab
Tractcrs Limited (2 jcint sector ccmpany) made a number of
jnnovaticns in manufacturing technclegy, like wsing special

purpcse machine tccls tc preocess a number cf comprcnents (in
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industrialised ccuntries SPMs are used to machine cnly cne cr
two ccmponentsa, by utilising rcad construction technelegy in
the design and ccnetructicn cof their tocl room tc reduce costs,
and investing in develcpmental effcorte tc produce a wide range
of tractors (Chaudhury, fcrtheoming). One study notes that
Indian public enterprises have develeoped new manufacturing tech-
nolcgieé in such industries as machine tccls, steel, construct-
ion and engineering (Krishna Kumar, 1981). The technclogies
that the Indian public enterprises pcssess can be used for
much smaller scale prcducticn than those supplied'by the MNCs
based in the industrialised countries., For example, fhough
licensed to prcduce 10000 tractors, Punjab Tracters Limited
phased cut its total tracter project by creating, in the first
phase, a plant for manufactﬁring only 5000 tractors and then
expanding by anofher 5000 in the seccond phase., This is in cen-
trast tc the minimum capacity cf arcund 40000 tractors per
annum in the industrialised countries,

The technclcgies used by Indian PEs are alsc mcre labeour
intensive. Interviews with engineers working for the Fertiliser
Corporation of India and Indian Farmers' Fertiliser Cboperative
Organization (IFFCO) suggested that other things being equal
they attempt to ehoose technologies which can provide emplcoyment

tc a large number of peéﬁké.
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A third characteristic of technclogies pessessed bj
Indian public enterprises is that they can utilise scme cof
the raw materials that are 1oéally available. This is because
of the administrative pressure by the Government to indigenise
production as rapldly as possible using lccal raw materials
and plant and machinery. Over a pericd of time public enter-
prises acquire competence in adapting the technologies boerrowed
from companies baged in the industrialised countries tc the
iccal conditions and to the regulatory policies of the Govern-
ment. The characteristics of technologies mentioned above are
suited to the needs of develcping naticns, whioh are als§ cha-
racterised by an abundance cf labcur, lack of technical skills,
and small domestic markets. Besides, as executives at HMT
indicated, develeping countries tend tc¢ trust PEs from fellew
developing countries mcre than MNCg frcm the developed countries
cr private enterprises from other develcping countries.

Governﬁental assistance and cocperaticn is another
competitive asset of public enterprises (Krishna Kumar, 1981).
Since public enterprises are instruments ¢f governments tc
serve ﬁital scecial, economic and pclitical interest of the
country, they receive direct and indirect subsidies, prefe-
rential treatment from governmental lending instituticns and
infusicus of fresh capital when needed, pricrity in the impcrt
of technologies and cther inﬁuts. etc. The loss bearing capa-

city of public enterprises ig alsc encrmcus, even though the
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pressures cn the executives in icss making public enterprises
may alsc be large (Khandwalla, 1981, Part 4). Without finan-
cial assistance from the Government; Indian PEs like Fertili-
zer Corporaticn, Heavy Engineering Corpecraticn, or Naticnal
Textile Corperation may nof be able tco survive., This loss
beéring capacity confers on a PE a clear advantage cver private
entérprises in internaticnalising its operaticns, for the PE,
during initial years at least, is likely tc have a large loss
potential due teo its unfamiliarity with a foreign ehvircnment.
This capacity to incur large learning cests may well make = PE
frem a developing country scmething of an equal even te an MNC
frem a developed ccuntry. Besides, the internaticnal environ-
ment might alsc favecur foreign investments by public enterpri-
ses. In the centext of the third world naticns' desire to
strengthen econcmic and political ccoperation ameng themselves,
and tc lessen dependence on Western MNCs, public enterprises
are often seen 2s useful mechanisms (Krishna Kumar, 1981),

Factecrs inhibiting the internaticnalisation of PEs

A number of fofces may inhibit the internaticnalisaticnof
PEs (Wells, 1981; Mazzolini, 1979). Research evidence from a
~study of internaticnal strategic behaviour of Gevernment con-
trolled enterprises in Eurcpe (Mazzolini, 1979) suggests the

following:
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1 Government ownership cften restrains PEs from interna-
ticnalising their operations because their internal management
systems as well as government regulatory procedures are geared
to domestic activities. In addition, the percepticns and in-
terests of key actors in the strategic decision making process
of public enterprises are primarily geared to naticnal level
solutions.

2. The first international investment by a state cwned
enterprise faces a number of difficulties. The mechanisms for
jdentifying problems in current operations tend to be geared
to demestic activities and therefore the tendency is to find
familiar, domestic sclutions to current problems rather than
those that make sense in a foreign context. Besgides, the
approval procedures often dc not permit too radical a departure
from existing domestic activities, nor the PE searching vige-
rously for international oppertunities.

3, State owned enterprises with multi-national experience
£ind it less difficult to increase their international opera-
tions. Previous exposure tc international activities reduces
the top management's aversion %o foreign-environment. Also
internai management systems become geared over a periocd of
time to international activities and provide a more appropriate
context within which decisions cn further internaticnalisation

can take place,
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A case study of a private sector Indian MNC may provide
ugeful insights into the problems internationalising PEs may
run into. Camlin (Malaysia) was started as a joint venture
between the State Development Corporation of the state govern-
ment of Negri Sembilan and Camlin Pvt. Ltd. in mid 1975 but was
continuously in the red till its winding up sometime in 1982
(Morris; 1982), Camlin, which had all along been growing in
the relatively protected conditions in India had sought to
transfer its experience to Malaysia - essentially production
techniques similar to what had been tried in India and piants
with a low breakeven point for the manufacture of colours. It
was promised protection from imports from the developed coun-
trieg through high tariff, which however, did not materialise.
With a deluge of imports from the U.K., Japan, and Germany, and
low'quality cnes from Thailand, China, and Taiwan, Camlin
{Malaysia) attempted to diversify into other products which
had tariff protection. Though it recelved considerable help
from the Government of India in mobilising financial resources,
the situation d4id not improve. Problems were also enccuntered
in the area of marketing,

Their approach was again to transfer their experience
in India tothe host country. However, their assumption of
market conditions, and Jjoint venture partner's commitment to
import substitution in Malaysia, turned out to be wrong, and
their financial position weakened fnrther, which finally led

to the liquidation of the company.
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A lesson from this experience 1s that managers of
nascent multinational corporations tend to see their new
environments in the same way aé their home country and hence
try to fmirror" their policies in the new environment. However,
the new environment may be totally different from their assumpt-
jons, and might create problems similar to the above one.

Fresh thinking.is therefore necessary 1in developing policies
for PEs aspiring to be MNCs, The need for experience in the
host country cannot be overemphasized. As an executive of an
Indian MNC, Indo-Malaysia Engineering Co., a joint venture
promoted by Kirloskar Co. Ltd., and Kirloskar 0il Engines Ltd.,
said (Morris, 1982):

" ..The low-volume, high unit-cost intermediate technology
which India brings in is not competitive, It works in India
where doors are closed to outside technology but it will not
succeed in developing countries like Malaysia when there is
no protection, It is necessary for an Indian entrepreneur to
bring in‘new technology, which he can import freely, particu-
larly for engineering products ..."

Another executive echoed a similar concern (Business
India, 1981): ™... A typical Indian entrepreneur is accustomed
to oberate in an environment characterised by tariff walls
which protect him from foreign competition; a2 domestic demand
exceeding supply which ensures continued profitability; a re-

latively small scale of 'Ooperations which results in lower
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levels of technology and high unit costs as compared to those
enjoyed by forelgn counterparts; high levels ef debt servicing

capabllity as a result of generous and asgured margin and a

low level of preoduct innovatien.”

The need for guality products, latest technology. com-
petitive pricing, large scale production, marketing strategies
geared to the local conditions has been emphasized by a number
¢f managers of Indian MNCs. Above all there is a need for
changing the werld view when an Indian cocmpany moves intc the
internaticnal arena. Without a strategic and erientaticn
change, PEs frem develecping ccuntries may have to pay a very
heavy price for internationalising their cperaticns.

Finally, public accountability, and the clese gevern-
mental and public surveillance this implies, may make it diffi-
cult fer PEg, especially these from demeocratic ccuntries like
India, %o btreak intc markets where bribing public efficials is
a way ef life.

Q_Eg@_ni:égtispé_lvg@.ségni ¢ :_,,ipfé_e_angﬁﬁp@;i_saﬁpp.

Internationalisation generally creates a need for major
internal re-adjustments within the enterprise. New linkages
with the foreign envirenment which this strategy implies re-
quire considerable changes in organizational structure; system
of planning, contrel and co-crdinaticn; organizational values
and nerms; eoperating technelogy; management skills, knewledge,

and attitudes, etc. Chandler s pieneering study of strategic
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change in U.S. industry (1962) indicated that crganizaticnal
form follcws strategy. His model described the pattern of
organizational change in the form of five stages. The basic
finding was that a strategy cf expanding intc new products ané
markets increaged the diversity beyond the coping capability
of a funciional structure which therefore ultimately evolved
inte the divisional form of organization,

Scott (undated) argued that enterprises, as they grow
and diversify, traznsit through three structures: the centrali-
sed, when the organization is small and undiversified; the
functiocnal, when it is large but not wvery diversified; and the
divisional, when it is large and diversified. In the third
stage, certain corpcorate functions, particularly finance, are
centralised, and each divisicon is a prcfit centre. BEesides,
the chief executive is less of a ccordinator of warring depart-
ments (as in the functicnal fcrm) and more c¢f a gtrategist. 4
fourth structure for some enterprises that produce sgophistica-
ted outputs that are custem-made (such as serospace firms or
equipment manufacturers) is the so-called matrix structure
(Galbraith, 1971) in which tempcrary sub-crganizaticns ceon-
sisting of specialists, seccnded to them from various depart-
ments, ére created fcr each contract or project, and dissolved
when the contract or preject is over.

Research cn Western multinationzl corporations suggests
the possibility of many variations in the design cf interna-

ticnal organizations (Davis, 1979). This research may provide
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useful poinfers to PEs seeking tc become multinational cor-
porations., The general tendency is that while the domestic
firm may be organized along ;roduct or functicnal basis, an
international division responsible for maﬁaging foreign ope-
rations eventually emerges that is organized around geographi-
cal interests. The international division is typically an
independent part of the enterprise whose - head reports dire-
ctly to the chief execufive officer of the firm. This divi-
sion is not subject to the same strategic planning that guides
doﬁéstic activities (Stopford and Wells, 1972). During the
early phases of its development, thg internatioﬁal division
has 1little staff of its own and there exists close links with
functional departments at the corporate level,

The nature of organizaticn at different stages in the
evolution of an international business is related to the moti-
vation of top management (Stopford and Wells, 1972). The con-
siderable autonomy of foreign subsidiaries {the stage before
the creation of the international division) is related to the
lackHf knowledge and expertise at the top management level.
The threat of losing an export market tc competitors cften
leads firms to build their own plant abroad, an act which is
defensive in nature. During the initial phases managers of
the foregin subsidiaries are allowed a2 very large degree of
autcnomy. Sometimes the only contact a subsgidiary might have

is in terms of remitting dividends. Reports are sent to the
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central office but are seldom used for decision making and
action. The reeson for this autonomy may be that the initial
forzign investment is small and is not critical tc the overall
success cf the enterprisec.

Thege investments are exploratory in nature and are
used to learn more about international business., 4lsc it is
difficult for the corporate office to develop any control
system without the necessary knowiedge of what constitutes
a reasonable level of performance under conditions prevailing
abrqad. Hence a subsidiary manager is in a strong position
to be his cwn boss.

This situation is unlikely to continue if the subsidia-
ries grow rapidly (Stopford and Wells, 1972). When this happens
pressures to introduce controls begin to emerge at the headquar-
ters, Rapid growth of the foreign subsidiaries becomes the
impetus for creation of the international division. The inter-
national division is created with the aim of coordinating the
activities of the foreign czubsidiaries. Coordination is nece-
ssitated by the top management's desire for raising the overall
performance of the subsidiaries above the level that would be
possible if each subsidiary was operated autcnomcusly. Trans-
fers of goods and services amongst the subsidiaries, raising
capital for the subsidiaries, etc., are some of the areas where
there are possibilities of economic gain from centralised con-

trol. Furthermore, as the new manager of the international
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division learns mcre about internaticnal business, there is
some tendency towards centralisation. HMNCs which deal with
mature and narrow preduct lines based on stable technologies
face greater pressures for centralisation than those which
deal with highly diversified product lines and rapidly chan-
ging technologies and market conditions (Davis, 1979). With
increase in the size of the internaticnal division, pressures
are again generated for creation of new organizational forms
for coordihating operaticns on a world wide basis. 4 world-
wide perspective in planningrand control 1s hindered by the
presence of the internaticnal division, which acts against
complefe integration of the domestic and internaticnazl acti-
vities (Stopford and Wells, 1972).

_ In order to introduce company Wide strategic blanning
and contrel further structural changes become necessary.
There are four major types cof werld wide structures which
emerged in Western MNCs during the 1960s in response to the
need for global integration (Davis, 1979; Stopford and Wells,
1972)s
1, World wide product structure;

2. World wide area structure;
3. Mixed structure; and
L

. Matrix structure.
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In the world wide product structure the international
division is disbanded and separate groups are made responsi-
ble for particular products (Davis, 1979). In the worldwide
area structure the total business of the company is organiged
cn geographical lines, for example, North america, Latin
hmerica, Eurcpe, Middle East, ALfrica, and the Far Eagt. The
head of each area is fully'responsible for all the functions
within his gecgraphical domain., The mixed structure is a
combination of the worldwide product and area structures.

L8 seen previcusly, a strategy of product and market
diversification necessitates the creaticn of the product
division structures. Differences in manufacturing technology
and customer groups are best managed within separate product
based organizations. International companies which have
highly diversified product lines tend to have world wide pro-
duct structures. In contrast, the wcrld wide area structure
tends to be preferred by companies that have mature product
lines and serve relatively similar markets, Low manufactur-
ing costs through leng runs, specialised producticn in large
plants using.suitable technology seem to be important in MNCs
preferring World wide area structures.

Both the product structure and the area structure
involve a trade off, The former is based on differentiation

of goods and services according tc distinctions in their
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manufacture and/or their ehd use, while the latter is based
on geographical location with boundsries influenced by one
or more of several factors, including distance, national
legal, political and cultural considerations. Many firms
opt for a compromise between the world wide product and area
structures. The mixed structure has scme worldwide product
divisions and worldwide area divisicns simultaneously., In
all three structures the prineiple of unity of command is
maintained. The mixed structure might emerge from mergeré
and acquisitions, cr it may be an intermediate stage in the
transition from one kind of structure tc another,

The fourth structure for scme enterprises that produce
sophisticated products that are custom made (such as aercspacs
firms or equipment manufacturers) is the so called matrix
structure {(Galbraith, 197.l), in which temporary organizations
consisting of specialised people from variocus departments are
created for each contract or project and dissolved on comple-
tion of the work. A similar structure exists in the context
of multinational operaticns (Davis, 1979). This is known as
the global matrix structure. Multinational corporations that
are organized on product lines face the problem of coordina-
ting their diversified business within a geographical ares.
From the point of view of the total company the worldwide

product structure duplicates resources. On the other hand,
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the worldwide area structure suffers from poor ccordinaticn
between geographical areas for any one preoduct line. The
global matrix organization structure attempts to blend these’
two kinds of organizational structures.

This organizational structure is based on dual report-
ing, and preduct and area orientaticns are given equal weight
in decision meking. This kind of structure may be useful
when the diversity cf prcducts and markets require balanced
and simultaneous attention, wheré?f§1; need for shared use of
scarce human rescurces, and there is a demand for greater in-
formation.processing as a result of uncertainty and complex
and interdependent tasks. In the global matrix structure in-
formatien planning and control systems operate along the two
dimensions of the structure gimultanecusly and instead of a
hierarchical culture whieh is the guiding principle in the
other three types of structure, the matrix structure requires
a culture of negotiated management. Global matrix organiza-
tions are structurally unstable. Conflict is inherent in the
design, but it is a cost tc be paid to achieve advantages of
both the product and area structures.

Problems of planning and contrcl become more complex
when a multinational crganization adopts a grid cr matrix
structure which essentially is a move towards a system of

shared responsibilities (Stopford and wells, 1972), In such
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organizational systems a delicate balance is required to be
maintained between cooperation amongst managers and competi-
ticn and conflict between them, Emphasis on cooperation may
plunt the eompetitive drive of managers. On the other hand

a certain degree of competition and conflict between them may
generate a better search for alternatives, but may impede
coordination between competing managers.

A giobal-matrix orgenization structure imposes higher
demands on the manager than other systems. Managers are re-
quired to satisfy the conflicting demands of their product
and area supervisors. They often have more demanding respon-
sibilities than managers in either product or area divisicnal
struétures, but with less authority. These complex demands
necessitate special qualities in international managers, and
imply extensive training.

International firms face a number cf problems in fgrmu-
lating théir overall long term plans. &£ major problem of MNCs
which one study revealed was the lack of strategic integration
of plans (Schwandiman, 1973). Planners located in the centfal
office tend to give greater attention to the domestic business
as they know that terrain bvetter (Stopford and Wells, 1972)
Domestic division managers may not support actively the firm's
international efforts. Firms find it difficult alsc to decide
the extent of centralization that would be appropriate for =
particular firm. Theough the problems of determining an appro-
priste balance between centralization and decentralization get
obviated with experience in international operations, many

of the prcblems remain,
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Problems are alsc encountered in designing appropriate
control systems for international operations (Vernoh, 1972).
Comparison of management effectiveness and efficiency across
divisions requires common standards. These.are difficult +o
design when a firm operates in very different environments.,
For instance, control of machine downtime, absenteeism, reject-
ion rate, warehouse pilferage, sales prcductivity, returns
and allowgnces is beset with the problem of adjusting stan-
dards to local environments,

Several crganization thecrists have argued that super-
ior perfermance necessitates a gocd fit or synergy between the
organizaticn’s strategy and structure (Chander, 1962, Scott,
undated), and the crganizaticn's situaticn and strategy
(Khandwalla, 1977 ch.7; Khandwalla, i98i; Child, 1977). As
far as internationalisaticn is enncerned, essentially the
greater complexity of decisicn making attendant upon interna-
ticnalisaticon implies not merely decentralisation, pessibly
divisionalisation, and alsc the development of a more sophi-
gticated management infermation and control system, but also
greater technocracy. Technocracy means the hiring of techni-
cal speclalists and giving them a say in decision making, mcst
commonly by allocating them tc staff departments such ag in-
dustrial engineering, data proeessing, cerporate planning,
envirconmental scanning, forecasting, finance, and legal
ma{ﬁers. But these wvery necessary structural moves - decen-

tralisation, inatallation of sophisticated management ccntrel
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and information systems (MICS), ahd the getting up of variocus
high level staff departmehté may create severe probleme in
coordination and integration of actiVities (Lawfénce and
Lorsch, 1967; Khandwalla, 1973). For example, decentralisa-
tion may lead to suboptimisation; MICS tc neglect of non-quanti-
fiable variables like morale; and staff departments may sharpen
l1ine staff conflicts. Thus, structural change neéds to be
supplemented by change in the organization's operating‘culture
and modes of decision making. Considerable inveStﬁent needs

to be made in human relations and leadership training, parti-
cipative decision making and team management, professionalised
decision making, organization development, human resources
development systems, etc., To embark on internationalisation
without planning for appropriate structural, systems, manage-
ment decision making style, and cultural chahges is an invita-
tion to‘disaster. These very far reaching changes in organi-
zational design need tc be borne in mind by any PE attempting

a significant degree of internationalisation.

HMT, an Indian PE, Qravides a fine example of an effe-
ctive organizational design for internationalisation (Khandwalla,
1981, Part E); During the decade of the 1970s HMT diversified
from machine tools and watches into not only more sophistica-
ted machine tools (such as numerically controlled machines)

and watches (such as electronic and digital watchesg) but also
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into tractors,lamps, dairy equipment, etc., and moved aggre-
ssively to promote exports and internationalise its operations.
Thig diversification and internationalisation was, however, |
accompanied by a geries of organizational changes. Early

in the seventies the company got partially divisionalised,

and each flant became a preofit éentre. Later. the ccmpany

got fully'divisionaiised, into each product gruup deing its
own marketing., The management installed a sophisticated MICS
under which a flash report cn a unit's mcnthly perfcrmance
wenf out to the headquarters within & ~eek of the closure of
the month, and a mere detailed report followed within two
weeks more, An international division was set up. The com-
pany initiated long range corporate planning exercises in the
mid-seventies, and set up the personnel and finance directo-
rates at the corporate headquarters. Management and staff
training were given hig priority since the late sixties and
HMT set up a ful; fledged 0.D. department to eocrdinate human
resources development activities, As a cnnsequeﬁbe, HMT has,
among Indian public enterprises, been one of the most success-
full in diversifying and internationalising its operations.
The organizational adaptibility demonstrated by Indian PEs
like HMT and BHEL raise confidence in the capacity of PEg

from developing cuuntriés-being able (if allowed by their
governments) to internationalise their operations success-

fully.
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Some considerations_in_the ::nagement of PE internationalisaticn

A PE is not an autonomous enterprise that can go about
internationalising its operations asg it pleases. FEs are crea-
tures of the state, set up to pﬁrsue migssions the state deems
are important, Thus,any intsrnationalisation move must ulti-
mately be related to the overall mission and strategic plan of
the PE and its parent ministry, and hence it 1s necessary to
develop objectives frr each internationalisation move. Defi-
ning objectives for the proposed internationalisation helps
in directing the environmsntal scanning effort, This is an
portant point, since the externzi inforration that an enter-
prise needs to collect for this purpose can be enormous.,

The cbjsctives of internmationalisation can be many:
stability of earnings, better capacity utilisation, growth,
exploitation of organizational strengths, increase in earnings
and profitability, imzge duiiding, reducing dependence on
existing-businesses, ate. In *he ~age of a PZ, meeting natio-
nal priorities is also an ilmportant ijective. Determination
of these objectives depends upon an anzlysis of the existing
strategic priorities of the FPE and the government. The top
management of the PE might be already aware of this from pre—
vious analysis, and based on that it may decide the objectives.
However, in the course of *the total planning process involving
internationalisation, these objectives may undergo some rede-
finition, for strategic pianning is inevitably an iterative

L¥Iooss.
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After the objectives of internationalisation are rea-
sonably clear, the organizational gruup.responsible for pla-
nning the internationalisation task should conduct a capabi-
1ity diagnosis and a resource audit exercise. This is part
of the popularly known SWOT (strengths, weaknesses, opportu-
nities and threats) analysis. For this exercise senior. execu-
tives from different parts of the organization may be involved
to get multiple perspectives. Defining organizational streng-
ths and weaknesses is quite often a difficult task, since the
perception of relevant factors is baised by familiarity and
by experience, A particularly impdrtant consideration is the
required changes in organizational design (see previous section)
that an internationalisation move may require, and whether the
PE is capable of this kind of a change. Besides, PEs in deve-
loping countries like India may have to face some thorny issues
of equity :+ for the same work a PE may have to pay far higher
galaries to its foreign persunnel.

The next step is that of identifying suitable opportu-
nities. A brainstdrming exercise may be performed to generate
a large number of ideas. Other scurces may also be used %o
get as many ideas as possible. The parent ministry or the
dther organizations with which PEs come in contact often,
like the Bureau of Public Enterprises, other ministries, etc.,

" may also be tapped, Customers, deaiers, and suppliers can

also be other saurces of ideas. Once a sufficiently large
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number of ideas have been generated; a few amongst them may

be taken up for more careful scrutiny. For thig scrutiny, the
objectives of internationalisation—and the list of strengths
and weaknesses need to be used. The output of this exercise
should be presented to the top management. A% this stage it
may be useful to involve the key officials of the parent mini-
stry to get their approval for going ahead with a detailed
examination of a few from amongst the large list of ideas.

The next step is a rough asgessment of the forelgn
envirohmenfal influences on each of the selected internationa-
lisation-thrust areas. Typically the foreign environmental
influences may be categorised into : i)} regulatpry, ii) poli-
tical, iii) economic, iv) social, v) ccmpetitive, and vi) tech-
nolegical factors. These evaluations of internatidnalisation
alternatives need to be présented to top management which then
finally decides on one Or more proposals to be put up to the
ministry for approval.

If the internationalisation efforts involves invest-
ment of substantial funds, some further considerations need
to be borne in mind. Evaluation of PE investment proposals
by the Government ig a complex process involving complex in-
stitutional relationships. The main actors in India are the
concerned ministry, the Bureau of Public Enterprises, the
Public Investment Board and the ?rojeot ALppraisal Division
of the Planning Ccmmission. The Finance Ministry and the
Union Cebinet also play important residuary roles (Khandwalla,

1981, Part 4).
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The process of providing funds for investment by the
concerned ministry is linked with the national five year
plan. A provision is made in the plane for each public enter-
prise and detailed proYect proposals have to be worked out
at the stage when actual approval is required. The funds
allocated in the five year plans form the basis of estimat-
ing the financial requirements and investments out lay pro-
visions on an annual basis, and these are presented in the
aﬁnual perfcrmance budget of the ministry. 4n investment
proposal, whéther for expansion br for setting up new pro-
duction faeilities, is to correspond to these outlays, How.
ever, there is no automatic ‘appreval for projects included
in a ministry’s approved investment budget. The approval
for the project is given only after its detailed scrutiny
by various organs of the Government.

The process of evaluation by various organs of the
Government may range from 6 months to several years, during
which a variefy of perspectives are brought to bear on the
proposal. This process of evaluation from multiple and di-
ffering perspectives may lead to several recastings of the
project to make it satisfy the multiple requirements of the
assegsors, with resulting delays and cost esczlations.

‘ Thue, familiarity with the evaluation criterisa used

by the different drgans of the Government is needed, and the
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proposal needs to anticipate their objections, The PE may
also need to cultivate key officials in its parent mini-
stries as well ag in the various appraising organs of the
government to expedite the appraisal,

Cnce the approval of the Government is obtained, the
PE would have to work out a very detailed implementation
plan which would spell out details of entry strategy, invest-
ment programmes, manpower build-up programme, organization
development programme, detéiled financial calculation for
the.firét two to three years. If this internationalisation
plan haé a longer time span than 2 or 3 years, it may not be
possible to spell out details beyond 3 years due to various
uncertainties. However, the future growth strategy should
be developed of which the entry strategy would be an organie -
part. Beyond a period of 2 or 3 years aggregate quantitiative
data would suffice. The premises on the basis of whiech the
projections afe made afe likely to change as a result of en-
vironmental changes, These would need to be incorporated
periodically.

Lg was mentioned at the outset of the paper, interna-
tionalisation is a multi-dimensional function involving any
or all of shopping globally for inputs and technologies,
§ubstantial exports, setting up production facilitjes abroad,
adopting international management practices, etc, Clearly

many PEs can profitably internationalise their operations to
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a limited extent, but few PEs can, or may be allowed by their
parent ministries to, go all the way. FE cherters are gene-
rally fairly narrow, and in India, at least, their permitted
diversification has been along relatéd lineg (Chaudhuri et al
1982; Chaudhuri and Khandwalla, 1983). If the government
does adopt a policy of permitting PEs to internationalise
their operations, the scope is likely to be fairly narrow,
and international asctivities of PiZs may also be subjected to
fairly extensive surveillance. In the circumstances it may
be adviseéble for PEs to try and understand their interna-
tional environment better before mounting a large interna-
tionalisation effort. 4 fairly strong export drive and con-
tinuous monitoring of the technological environment pertinent
to the PE’s prbducts and manufaqjuring processes may have can-
siderable learhing value for thekPE. Even after this sort

of familiarisation it may.be better to avoid grandiose plans
for becoming a multinational. Instead, as with the effective
diversification strategy for PEs (Chaudhuri and Khandwalla,
1983), an incrementalist approach that maximises familiarisa-
tion with a foreign environment may pay the richest dividends.
This does not necegsarily mean that PEs should go only to
those merkets where the pickingsxare easiegt, Instead they
mey well want to enter the toughest but potentially largest

markets with a view to maximise learning and establish a global
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credibility (Patil, 1982). Wwhat is suggested is simply that
for PEs used to operating in sheltered markets the first prio-
rity in internationalisation should be to learn the ropes at
the least cost.
Concluding remarks

Public enterprises in developing countries may have
much potential for internationalising their operations and
realising economies of scale by producing for a much larger
market consigting of developing countries with common chara-
cteristics. A number of forces also, of course, 1limit this
potential. Public enterprises in India have of late been
increasing their international involvement. Given the nature
of control exercised by the Government over public enterprises
and the latter's limited charter (Chaudhuri and Khandwalla,
1983), they may internationalise in areas more or less rela-
ted to their eiisting ones, This hypothesis is alse supported
by Mazzolini‘s study (1979) of government controlled enterpri-
ses in Europe. Indian public enterprises have a number of
weaknesses in their management systems and regulatory structu-
res (Khandwalla, 1981) which, if unrectified, may impede in-
ternationalisation. They may especially find it difficult
to operate in compétitive foreign markets. Operating in com-

foreign
petitive / markets requires a fast, aggressive, professionally

executed response to environmental changes. Public enterprises



39

with relatively bureaucratic systems and prodedures may not

be quick encugh to respond to competitive moves of MNCs from
developed countries, Thusg, these PEs would need to build more
enterpreneurial and organic decision meking systems which
could be quite different from ofganizational gtructures and
systems used in their domestic operations.

If PEs from India and other developing countries do
become MNCg, given their vast loss bearing capacity familia-
rity with conditions in the developing world, and political
support of their mother countries, they could pose a formi-
dable chal%g?ge to MNCs from the developed countries in the
markets of[d;zeloping countries. Since the MNCs from the
developed countries have an edge in sophisticated technology;
one cannot rule out partnerships between PE NMNCs from develop-
ing countries and private NNCs from the developed countries.
Another possibility is private MNCs from developed countries
becoming quasi-PEs to match the loss bearing capacity of NING
PEs from the developing countries. But before these intri-
guing scenarios can ﬁnfold, the governments of developing
countries will need to meke a far-reaching strategic choice:
whether or not to allow their PEs to internationalise their
operations and emerge as MNCs. The choice is an important
one because.of the vast changes in organizational design and

operating culture that will have to be permitted if these PEs
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are to be viable in the international arena. It is also
important because internationalisation carries with it a
potential loss of control of the Government cver the PE.

A second strategic choice will have teo be the fixing of
the strategic objectives of FE MNCs. Will they be purely
commercial (profit maximisation), or will they be also eeo-
nomic (influencing of balance of payments, control over
crucial impérts) and political (influencing the foreign
policy of the countries where the PE MNCg operate}? Clearly,
some complex strategic thinking and some tough choices are
in stare for the governments of those developing countries

that are contemplating the internstionalisation of their PEs,
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