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STRATEGIC OPTIONS OF HOME COUNTRY FIRMS

FACED WITH MNC ENTRY

This article deals with the strategic options open to home country firms confronted by the entry of multinational corporations into their markets. The field of reference for this study is Israel and its findings are thus applicable to other small advanced market economies such as Denmark, Finland, and Switzerland and to emerging market economies such as India, China and Mexico. 

The peace process between Israel and the Palestinian Authority exemplified by the Oslo agreement of 1993 led to a strategic change by leading MNCs that had up to that time refused to invest in or enter the Israeli market by other modes because of the Arab boycott. As shown in Table 1, only some twenty MNCs had chosen to invest in Israel, such as Intel and Motorola, prior to Oslo. These and other mostly high tech companies defied the Arab boycott to take advantage of the abundant scientific talent in Israel, buttressed by institutions such as universities and both industry and government sponsored think tanks. The motivation to tap Israeli scientific talent and infrastructure in spite of the Arab boycott was evidenced by Feigenbaum et al. (1997), who found that MNCs with operations in Israel (during the period of the Arab boycott) were more R&D intensive compared with firms that had operations in the Middle East outside of Israel. Furthermeore, the entry of most MNCs to Israel during that period was by the establishment of fully-owned R&D subsidiaries rather than by producing for the domestic market. Thus, prior to 1993, the impact of MNCs operating in Israel on domestic competition was negligible. 

(put Table 1 here)

After Oslo, the situation changed. The Arab boycott had been de facto nullified. Trade relations were expanded between Israel and Arab countries such as Egypt, Jordan, Morocco and the Emirates. Multinational companies that had maintained a low profile in the Israeli market increased their activities by investing in subsidiaries or in joint ventures. To exemplify these changes, Table 2 presents a sample of typical MNCs that entered the Israeli consumer-goods domestic market and their Israeli counterparts.  The entry of such MNCs into the domestic Israeli consumer market posed a threat for the established local companies. 

(put Table 2 here)
The sources of MNC competitive advantage

Ghoshal (1987) avers that MNCs have three major advantages over domestic firms: (1) size, (2) scope and (3) national differences. National differences occur because of differential cost structures in given countries. Size advantages are gained from economies of scale, while those of scope emanate, e.g. from the fact that production of two or more products on the same run can result in lower costs than producing the two separately. Ghoshal (1987) gave the example of Proctor and Gamble’s exposure to different operating environments in the United States, Japan and Europe that enabled it to create joint innovations and to exploit them in multiple locations.  Hitt and Ireland (1987) reported that P&G developed cross communication between its diaper and paper towel divisions. Both divisions are SBUs, but shared production technologies, raw materials and distribution channels. The learning from operations in different environments, scale and scope advantages of MNCs make it difficult for domestic firms to compete even on their home turf.  Given these inherent advantages of MNCs, it is of interest to study the strategic options of domestic firms that face the intrusion of MNCs into their home market.

Prior studies of the response of domestic firms to the entry of MNCs

Most studies of the effect of MNCs entry have focused on macro issues, such as balance of payments, employment, income generation and corporate behavior. Few have examined the impact of MNC market entry on domestic firm strategy. For example, Cantwell (1989) studied the impact of American MNC entry into Europe in the 1950s and 1960s by measuring changes in the market shares of domestic firms. He found that where European firms had a technological advantage, they were able to compete on an equal basis. In smaller markets where there was not enough potential for both MNC and domestic firms, the latter either were forced to exit or search for market niches. 

Etgar (1987) examined the response of Israeli retail chain stores to the entry of MNC competitors. He found three sorts of response strategies: Competitive, market and operational. Competitive strategies included concentrating on a specific target market segment. For example, a local toy chain threatened by the entry of Toys Я Us, emphasized a novel concept of toys as learning skill tools. Consequently, it redesigned its stores as learning centers. Market strategies include either concentrating on a niche segment or contrary, internationalizing the firm. A Local office supply chain opened an arts and crafts department to compete with the entry of Office Depot. Operational strategies include improving customer service or moving to complementary or different scopes. Thus, a leading department store chain, Hamashbir, established a discount store chain, while a supermarket chain established a household’s goods chain. Fiegenbaum and Lavie (2000a) investigated how Israeli consumers perceive MNCs’ (both locally made and imported) products and services in relation to domestic firms’ offerings. They found that consumers preferred foreign products to domestic ones and rated MNCs more favorably on product quality, service and pricing. However, the authors concluded that there is a significant “economy and value” market segment that prefers the lower priced products of domestic firms. Nevertheless, the threat to domestic firms still exists, as MNCs can also deliver “economy and value” products, while it is more difficult for domestic firms to make the shift to “premium” products in which the MNC excels. As such, the authors found that foreign firms targeted higher market segments, while domestic firms targeted lower ones. 

Fiegenbaum and Lavie (2000b) studied MNCs' entry strategies into the Israeli market and the counter strategies of domestic Israeli firms.  A sample of some 104  Israeli and competing MNC firms in the chemicals, electronics, food, airline, retailing and cosmetice industries operating in Israel were studied by utilizing “strategic reference point theory” (Fiegenbaum et al. 1996) that typifies firms to the extent that they relate to their internal and external environments. A more in-depth study was made of the cosmetics and food industries. The basis for typifying the firms was derived from their customers’ evaluations of their business strategies. 

The reaction of Israeli cosmetics manufacturers to MNC entry included mergers among domestic firms, niche strategies, acquisitions of foreign firms, global strategies, a “wait and see” strategy and divestment and exit. The Israeli food manufacturing industry is characterized by small market size dominated by a few large firms. The entry of MNCs such as Nestlé, Unilever and Danone mainly took the form of joint ventures with local firms, leading to an even greater concentration of the industry. On the other hand, foreign firms have not entered the food retailing industry that is dominated by three large domestic owned chains. The authors found that on the whole, foreign firms dominated local players, but their entry also triggered some domestic firms to revise strategy and compete in global markets. Fiegenbaum and Lavie's7 seminal work provides insights to the alternative strategies undertaken by domestic firms facing the threat of MNC entry to their business arena. The question remains, what determines the selection of a strategy by the firm. Our purpose is, therefore, to extend this line of research by proposing a four quadrants domestic response model, formulating hypotheses on the basis of the model and verifying the model by statistically testing these hypotheses.

Dimensions of response strategies of domestic firms 

International competitiveness is determined by the extent to which a nation has country specific advantages, e.g. natural resources, skilled labor, a developed infrastructure and its leading firms possess firm specific advantages (FSAs), e.g. marketable skills, such as product development, marketing, and process technology. On the firm level, competitive advantage may be realized by obtaining a unique position in the market segment in which the company operates. The response strategies that domestic firms may adopt in the face of MNC entry depend not only upon their FSAs, but also on the extent to which a relevant target market is part of a global industry or is fragmented (Prahalad and Doz, 1987). According to Blomstrom and Kokko (1996), domestic firms that possess FSAs can learn from MNC entry by producing similar products. Lacking FSAs, they can become subcontractors for the MNC.

Jaffe (1992) applied a two by two grid strategic response model based on the degree of globalization/localization and firm specific advantages (high/low) to Mexican industry in light of the NAFTA agreement that made local industry vulnerable to North American firm entry. A protective market strategy was suggested for domestic firms with weak FSAs operating in highly localized industries. However, government mandated trade barriers can only delay the inevitable entry of foreign rivals once the NAFTA came into effect. Domestic firms would either have to acquire the skills they lack or exit from the market. For those firms with strong FSAs, a defensive strategic initiative is possible. In this case, the firm must determine which localizing factors are important to the consumer. A domestic firm should be in a better experiential position than potential foreign rivals to determine what FSAs are necessary to defend its market position. Likewise, domestic firms with strong FSAs may select a niche strategy, focusing on a narrow market segment. Examples from Mexico included better penetration of small outlets by beer and soft drink distributors, mass retailing of insurance and improved customer service via electronic banking. 

Strategic alliances are suitable for firms that lack a relatively strong distinctive advantage, but compete in global markets. It is assumed that such firms have sufficient specific advantages that can attract a strategic partner who can complement or extend the abilities of the local firm. Finally, for those firms with strong FSAs competing in globalized markets, a broad export strategy is possible. This is a high volume export strategy with the objective of obtaining significant market share based on either product differentiation or cost leadership. 

Dawar and Frost (1999) believe that the options for domestic companies in emerging markets that face MNC entry can be found along two parameters: The strength of globalization pressures in an industry and the degree to which a company’s assets are transferable internationally. Pressures to globalize are a function of high fixed costs for product development, capital equipment and marketing, and when consumers in multiple markets are satisfied with standardized products. Examples include aircraft engines, memory chips and telecommunications switches. Opposite this are industries in which consumers and/or local regulations press for products that meet specific local conditions. Examples include pharmaceuticals and opthomological products. 

Some companies have assets that may afford a competitive advantage at home, such as brand equity or a strong distribution network, but may not be transferred abroad. Nevertheless, even though these local advantages may not be used to internationalize the firm, they may be used to compete with MNC entry. On the other hand, other firms may have transferable assets, such as marketing skills that can be used elsewhere. They may be able to use these assets to compete abroad.   

For a company in a weak globalization industry and whose assets are not transferable internationally, defending its home market position against the incursion of MNCs is the suggested strategy. If its assets can be transferred, then a domestic company might be able to extend its success factors to a limited number of foreign markets. In those cases where globalization pressures are strong and firm assets are not transferable, a domestic firm will have to reconstructure around specific links in its value chain. If its assets are transferable, the company may be able to compete with MNCs on a global level. Anecdotal evidence to support the Dawar and Frost12 model was taken from several emerging markets such as India, Mexico and the Philippines.

Both the Jaffe (1992) and Dewar-Frost (1999) models were not empirically tested, but rather based on anecdotal evidence that seemed to fit the models. While Fiegenbaum and Lavie7 provide more rigorous empirical evidence, their model does not consider the globalzation vs. localization prusures dimension. It also lacks significance testing. Accordingly, based on the prior work of Jaffe11, Dewar-Frost 12 and Fiegenbaum and Lavie (2000b),  the remainder of this paper proposes and tests a model for characterizing the dimensions which determine the strategies available to domestic firms threatened with MNC market entry.
Modeling the response strategies of domestic firms 

The model is shown as a 2x2 grid in Figure 1. It proposes that a domestic firm’s reaction to the entry of an MNC is a function of two parameters. The first is the strategic and marketing strength of the domestic firms. The major marketing strengths required by firms competing in a localized home market include market presence (a leading brand name and a relatively large market share), an integrated distribution channel with strong market coverage, and an ability to develop new products to meet competitive challenges. Additional strengths for domestic firms in global industries include advanced technology resulting from investment in R&D, a wide product assortment, strong international distribution channels, ability to acquire or to merge with firms abroad in order to acquire knowledge, expand production facilities or to gain market entry.

The extent to which the industry is pressured to globalize or localize product offerings comprises the second parameter of the model. Industrial branches that are typified by high investment in R&D, high fixed costs, and standardized products are pressured to globalize in order to reap the benefits of selling in multiple markets. Those industries that are typified by a lack of consumer convergence and therefore, a demand for customized products, or face a plethora of local product regulations, are pressured to localize. 

The model shown in Figure 1 demonstrates all four reactions to MNC market entry possibilities. The first possibility occurs when firms having strong FSAs operate in an industry characterized by globalization pressures. Having strong FSAs, these firms are typified as “contenders”. They have the necessary strategic and marketing prerequisites to compete with MNCs abroad as well as at home. Indeed, if successful, they will become MNCs in the long run. This observation leads to the first hypothesis: 

H1: If Globalization pressures are strong, domestic firms with strong FSAs will compete with MNCs by expanding to foreign markets.


Domestic firms possessing weak FSAs that operate in an industry characterized by globalization pressures will choose cooperative strategies when faced with the market entry of an MNC. They are labeled as “cooperators” in the model. Cooperation strategies include forming strategic alliances, acting as a sub-contractor for the MNC in the domestic market, or merging with the MNC contender. In return, the local firm becomes a partner rather than a competitor. This supposition leads to the second hypothesis:

H2: If globalization pressures are strong, domestic firms with weak FSAs will cooperate with MNCs. 


In markets characterized by pressures to localize, domestic firms possessing strong FSAs facing MNC market entry may use offensive strategies. These firms are labeled as “contesters”. Domestic firm competition will be based on knowledge of the local market, a significant market share, and brand reputation. In short, these firms use their strong marketing skills and infrastructure to secure market position against MNC incursion. Therefore,

H3: If localization pressures are strong, domestic firms with strong FSAs will attack MNCs in the domestic market.


In markets characterized by pressures to localize, domestic firms possessing weak FSAs facing MNC market entry will undertake defensive strategies. Defenders can do so by concentrating on niche markets, too small to interest the MNC. Other possible defensive strategies include turning to the government for protection or withdrawing from the market. This proposition leads to the fourth hypothesis:

H4: If localization pressures are strong, domestic firms with weak FSAs will defend their home market or exit.

For firms lacking the capabilities for carrying out the response strategies mentioned above, the only possible alternatives remaining are to disinvest and exit the market.  

Methodology

Sample

The research hypotheses were tested empirically on a sample of Israeli industrial and consumer goods manufacturers that encountered the entry of multinational corporations in the industry sectors in which these Israeli firms operate. 

The research utilized a contingency approach to develop case studies using cross sectional and longitudinal data. The research observed Israeli firms during the time frame from the beginning of 1993, when multinational corporations started penetrating the Israeli market, until the end of 1999. In total there were 78 case studies of Israeli firms, 49 operating globally and 29 operating locally only.

Hypothesis Testing

Hypothesis testing was accomplished by using a contingency approach (Woodcock et al., 1994; Zeithman et al. 1988; Venkatraman and Ramanujam, 1986) to first categorize the object firms into their respective industries: Global or  local. Next, expert judges were requested to rate the FSAs of each firm on the global or local industry descriptors along a four-point scale. The descriptors and the scale used in this two-stage approach are shown in Exhibits 1 and 2.

(put Exhibits 1 and 2 here)


In the first stage, three expert judges were given case studies of each subject firm. One set of firms competed in industries categorized as global, and the other in local industries. Each case study contained a brief description of the firm’s specific assets. Based on the studies,  for firms operating in globalized markets, each judge rated each firm on five, four-point scales. The overall score was computed by summing up the scores of the five scales. Thus, as shown in Exhibit 1, the maximum score a firm operating in a global industry could receive was 20 and the minimum, 5. For a firm operating in a local industry, the overall score was comprised of three, four-point scales resulting in a maximum rating of 12 and  a minimum of 3 (Exhibit 2). An example of ratings for a firm in each type of industry is shown in Exhibit 3. Kendall’s W was then applied to determine the extent to which there was consensus among the judges. Kendall’s W can vary between 0 and 1. A value of 0 indicates no agreement among the judges, while a value of 1 indicates absolute agreement. In our case, Kendall’s W was 0.950 (df=78, χ2=219.431, N=3, p=0.000). Therefore, we conclude that there was significant agreement among the judges. The final score for each firm was the average rating of the three judges.

In the second stage, companies were divided into two categories – those with high firm specific advantages and those with low firm specific advantages.

The maximum scale value for domestic firms competing in global industries was 20 and the minimum was 5. Therefore, companies that had FSA ratings of more then 12.5 were designated as companies having strong FSAs (value of 1), while companies that had ratings lower or equal to 12.5 were designated as companies having weak FSAs (value of 0).

The maximum scale value for domestic firms competing in local industries was 12 and the minimum was 3. Therefore, companies that had FSA ratings of more then 7.5 were designated as companies having strong FSAs (value of 1), while companies that had rankings lower or equal to7.5 were designated as companies having weak FSAs (value of 0).

Combining a firm’s FSA rank (strong/weak) along with industry orientation was done next by the authors based on the judgments by the panel of judges. The reactions of the companies were classified as follows: Domestic firms competing in global industries that chose to compete with the MNCs were ranked 1, firms that chose to cooperate were ranked 2. Firms competing in the local industries were ranked 1 if they chose to contest with MNCs and ranked 2 if they chose to defend.

Results

To test hypotheses H1 and H2, the classification of each company operating globally with its respective firm specific advantages (strong/weak) was compared to the strategy it chose (compete/cooperate) using cross tabs and the Pearson (2 statistical test. According to hypothesis one, if globalization pressures are strong, domestic firms with strong FSAs will compete with MNCs in foreign markets. Hypothesis two predicts that if globalization pressures are strong, domestic firms with weak FSAs will cooperate with MNCs in foreign markets. 

If a firm's specific advantages and the strategy chosen by it are independent, we would expect that the (2 value in testing independence in the the corresponding cross table will not be statistically significant. The results of the Pearson test show that the (2 value was statistically significant ((2=21.189, df=1, P=0.000). This result confirms both H1 and H2.

(put table 3 here)
Hypothesis three predicts that if globalization pressures are weak, domestic firms with strong FSAs will contest the MNCs in the home market  Hypothesis four predicts that if globalization pressures are weak, domestic firms with weak FSAs will defend their home market. Performing the same test on the cross table of Table 4 results in a highly significant (2 value ((2=11.948, df=1, P=0.001). This result confirms hypotheses H3 and H4.

(Put table 4 here)
The tests of hypotheses show that Israeli companies operating in global industries and having high FSAs chose competitive strategies by extending competition abroad (contend)  while those that have weak FSAs chose cooperation strategies (cooperate). Israeli companies operating in domestic industries that have strong FSAs chose offensive strategies in the domestic market (contest), while those that have weak FSAs chose defensive strategies (defense). Therefore, these findings confirm the research model shown in Figure 1. 

Model verification

In order to validate the research results a hold-out sample was conducted. The method was as follows. Twenty firms operating in globalized and 27 operating in localized markets were selected at random from the original sample of 78 firms. Company names as well as any detail that could reveal the company's identity was removed from the brief description. A questionnaire containing the FSA rating scale shown in Exhibits 1 and  2 and the case studies of the companies were distributed among three high level managers selected from the marketing, high tech and finance industries. They were asked to rate the FSAs for each company. Using the same method as in the main study, the managers rated each firm on the relevant four-point scales from which an overall rate was computed as above. The final score for each firm was then computed as the avarage rating of the three managers. In order to compare the reliability of the rating of the managers in the hold-out sample to the expert judges in the main sample, a Pearson correlation between both average ratings for the same companies in the main and in the hold-out sample was run. The results were 0.869 (p=0.000, n=21) for the companies operating in global industries and 0.838 (p=0.000, n=27) for the companies operating in local industries. This shows a very high and significant correlation in the ratings between both groups of judges. 

The next step was to ask each manager which reaction strategy s/he thinks should be taken by a domestic firm when an MNC enters the market. A value of 1 for “contend” and a value of 2 was given for a “cooperate” judgment for companies operating under globalization pressures and a value of 1 for a “contest” and a value of 2 for a “defense” judgment for companies operating under localization pressures. This step was different from the main study where the reaction strategy was given and not determined by the expert judges.

The results of the hold-out sample were tested by the same method used in the main study and presented in Table 5. In testing hypotheses H1 and H2, the results are highly significant  ((2=26.978, df=1, P=0.000).  Thus, hypotheses one and two are verified by the hold-out sample as well.

(put table 5 here)

To test hypotheses H3 and H4, the classification of each company operating under localalization pressures according to its firm specific advantages (strong/weak), was compared to the competitive strategy it chose (contest/defend). The results are presented in Table 6. Using the same (2 test for independence, the results ((2=39.611, df=1, P=0.000) show that a firm’s   strategy  is dependent upon its FSAs and industrial orientation (global or local). Thus, the hold-out sample results confirm hypotheses 3 and 4 as well. 

(Put table 6 here)

Conclusions

The results of this study confirm the hypotheses that the strategic reaction of domestic firms to the opening of their domestic market to the entry of MNCs is determined by the market environment (globalized vs. localized pressures) and the FSA of the domestic firms. Apart from confirming the research model, the data collected in the case studies of this research show that Israeli firms possessing strong specific advantages have been able to compete with multinational corporations. The conditions are that they concentrate their efforts on their core products and move faster and more flexibly than the multinational corporations.

When market conditions give rise to localization presures, domestic companies have three strategic options: to compete head-on with MNC entrants, to defend the home market by concentrating on relatively small niche market segments that are not attractive for MNCs, or to exit the market altogether. The compete head-on strategy can  be considered only by financially strong large domestic firms that control a large market share in the domestic market. Smaller domestic companies may opt for the second alternative of concentrating in small niche markets that are unattractive for the entering MNCs. Since MNCs tend to concentrate on premium products, potential niche markets may be found in the low value – low price product lines.  In either case, to succeed in the competition with entering MNCs, domestic firms must exploit their most important advantage, namely, their long-term familiarity with the needs and tastes of the domestic consumer. MNCs usually overcome their relative low familiarity with new markets by taking over one or more domestic firms. When this is the case and small niche markets cannot be attracted, domestic firms must team-up with MNCs or exit.

When globalization pressures exist, strategies that rely on serving domestic needs are not viable alternatives and a domestic firm can survive and prosper only if it is ceases being domestic. Three strategies are open to domestic firms when faced with the entry of MNCs to their markets.  These are: to become MNCs, to team-up with existing MNCs or to exit the market. The first alternative is open to firms that control technologies or niche products that have the growth potential of becoming global products. By propelling such products into the global market, firms with strong financial backing have the potential of becoming MNCs. A Firm that cannot achieve a leadership position or, due to lack of resources cannot become a MNC, should better partner with a leading multinational corporation. Whether they partner with a multinational corporation in the form of an OEM or by a strategic alliance agreement, the probability that they will flourish and prosper is much higher than by trying to play it alone or by ignoring the global market. Finally, unless the domestic firm has clear FSAs, it should consider orderly exit from the market, before it is forced out.

A review of the Israeli cases lead to the conclusion that all Israeli firms that had a breakthrough and became leading multinational corporations in the global market have two common denominators: (a) a focus on a technological field that they had developed and that grew into a huge market in terms of business activity, and (b) professional management, including the right marketing strategy and capability of mergers and acquisitions, as an essential tool for growing and succeeding. 

A study of one nation is always a limitation to making generalizations. As such, this study’s context should be extended to other instances of market openings like the Israeli case – South Africa, Vietnam and Eastern European countries. Broadening the sample base should significantly contribute to verifying the findings presented above. Furthermore, the empirical study was conducted in Israel, a small, yet  rapidly developing economy with highly skilled manpower. Initially, MNCs entered Israel in order to tap it’s skilled engineering and scientific manpower pool. In the hi-tech field, serving the local market was a later development. Thus, the hi-tech experience in other countries that do not have similar national advantages may differ from the the Israeli one. Indeed, while hi-tech MNCs established Israeli subsidiaries since the 1970s, those engaged in traditional industries entered the Israeli scene only in the 1990s, following the Oslo agreement. Future studies should replicate our study in other countries in order to further confirm our results.

Another issue yet to be resolved is the impact the industry has on strategies of firms. Future studies should assess the impact within industries such as the food, appliances, retailing and financial services. 
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Exhibit 1

	SCALES OF FSAs of FIRMS in GLOBAL INDUSTRIES

	FSA         SCALE
	4
	3
	2
	1

	Advanced Technology

Substantial investment in R&D in order to maintain technological superiority.
	The firm invests significant effort in a wide band of technology and products.
	The firm invests significant effort to develop a limited amount of technology.
	The firm invests marginal effort to develop a limited amount of technology.
	The firm does not invest any effort to develop technology.

	Product Assortment

Does the firm have a single product or an assortment?
	The firm has a wide range of diversified products.
	The firm has a number of unique products.
	The firm has a single unique product.
	The firm has a single product that is not unique.

	Market Presence

Brand leadership; market share leader
	The firm has a brand leadership in its target markets; it has leading market shares in these markets.
	The firm’s brands are known; it does not have leading market shares. 
	The firm has few sales abroad and small market shares.
	The firm has no sales.

	Distribution Network

Global, integrated distribution network  
	The firm has global, integrated distribution with sales offices in all target markets. 
	The firm has global  distribution in all target markets via independent distributors..
	The firm has integrated/

independent channels of distribution in some, but not all target markets
	The firm does not have distribution channels abroad.

	Ability for Mergers & Acquisitions


	The firm has successful M&A experience that contributed to fast growth.
	The firm has marginal M&A experience with regard to their contribution to the firm.
	The firm has basic M&A experience.
	The firm has no M&A experience.


Note:  The overall score is the sum of the five scales’ scores.

Exhibit 2

	SCALES OF FSAs of FIRMS in LOCAL INDUSTRIES

	FSA      SCALE
	4
	3
	2
	1

	Market Presence

Brand recognition as market leader; leading market share.
	The firm has brand leadership in Israel. Its brands enjoy leading market share in their category.
	The firm has recognized brands and leading market share, but not in the mentioned category.
	The firm has a recognized brand, but a small market share.
	The firm does not have leading brands and its market share is negligible.

	Strength and Independent Distribution Channels

Integrated distribution channels, market coverage.
	The firm has integrated distribution channels, with wide market coverage.
	The firm shares distribution channels with good market coverage, or, marginally integrated distribution channels.
	A small number of the firm’s products are sold through integrated channels, the rest through independent channels.
	The firm does not have any integrated channels. All its products are sold through independent middlemen.

	Reaction Ability

Ability to develop new products in order to meet competitive challenges.
	The firm has excellent ability to develop new products as good as the competition.
	The firm has good ability to develop new products almost as good as the competition.
	The firm has mainly the ability to copy the products of competitors, but its reaction time is slow.
	The firm does not have the ability to develop new products.


Note:  The overall score is the sum of the three scales’ scores.

Exhibit 3

SAMPLE RATING SHEETS

	FIRM
	Globalization FSA’s


	1
	2


	3
	4
	5
	6
	7
	8

	E.C.I.
	High-tech products, strong R&D investment. Global brand recognition for several products. Global, integrated distribution network. No M/A experience. 
	4
	4
	3.37
	4
	3.33
	19
	1
	1


Legend: Column 1 =  Advanced Technology; 2 = Product Assortment; 3 = Market Presence; 4 = Distribution Network; 5 = Ability for Mergers & Acquisitions; 6 = Scale Score; 7 = Overall FSA Score (0=low, 1 = high); 8 = Reaction Score (1=Contender, 2=Cooperator).

	FIRM
	Localization FSA’s
	1
	2
	3
	4
	5
	6

	Hogla
	Highest market share in category. Integrated distribution channel capable of carrying wide assortment of products. Ability to develop competitive new products. However, the company does not have the same level of knowledge as international competitors. 
	4
	4
	3
	11
	1
	1

	Kedem

Chemicals
	Strong brand recognition, but small market share. Non-integrated distribution channel. Large assortment of household products, but lacks resources for new product development.
	2
	1.33
	1.33
	4.67
	0
	3


LEGEND: Column 1= Market Presence; 2 = Integrated Distribution; 3 = Ability to React; 4 = Scale Score; 5 = Overall FSA Score (0=low, 1=high); 6 = Reaction Score (1=Contester, 2=Defender).


	Table 1

MNCs THAT ENTERED ISRAEL BEFORE 1992

	NAME
	HOME
	YEAR OPERATIONS COMMENCED
	INDUSTRY

	Motorola
	USA
	1964
	Semiconductors

	Viceroy, Inc.
	USA
	1969
	“

	Kulicke & Sofa
	USA
	1969
	“ – Equipment

	IBM
	USA
	1972
	Computers

	Digital
	USA
	1973
	“

	Standard Textile 
	USA
	1973
	Textiles

	MacDermid, Inc.
	USA
	1973
	Chemicals

	Intel
	USA
	1974
	Semiconductors

	Ares-Serono, S.A.
	Switzerland
	1978
	Biotechnology

	National Semiconductor
	USA
	1979
	Semiconductors

	AVX
	USA
	1981
	“

	Bio-Technology General
	USA
	1981
	Biotechnology

	Tracor, Inc.
	USA
	1982
	Military

	KLA Instruments
	USA
	1986
	Semiconductor – Equipment

	Mast Industries
	USA
	1986
	Textiles

	Monster Cable
	USA
	1990
	AV Cables

	Applied Materials
	USA
	1990
	Semiconductor – Equipment

	Microsoft
	USA
	1991
	Software

	Nemic Lambda
	Japan
	1991
	Transformers



	Table 2

MNC’s (Consumers Goods and Retailers) THAT ENTERED ISRAEL SINCE 1990

	MNC
	ISRAELI COMPANY
	INVESTMENT/ OWNERSHIP
($Million)
	DATE

	Pepsico
	Elite Foodsb
	12.5 (50%)
	1990

	CPC-Best Foods
	Tami
	na
	1992-1998

	Macdonald’s
	Omri Padana
	na
	1993

	Ace
	Dovrat Sharma
	na
	1993

	Unilver (Lipton)
	Densherb
	na
	1993

	Burger King
	Rimkora
	na
	1994

	Loreal
	Interbeautyb
	8.5 + (74%)
	1994

	Proctor & Gamble
	Diplomatb
	na
	1994

	Häagen Daz
	LMMa
	na
	1994

	Carlsberg
	Central Bottling Companyb
	10.0 (20%)
	1995

	Office Depot
	Fishbein & Koplera
	na
	1995

	Henkel
	Shemenb
	10 (50%)
	1995

	Toys ar Us
	Koplera
	na
	1995

	Unilever
	Straussb
	40 (50%)
	1995

	Unilever
	Witcob
	29 (100%)
	1996

	Kimberly Clarke
	Hoglab
	49 (50%)
	1996

	Nestle
	Tnuva-Snowcrestb
	27 (51%)
	1996

	Danone
	Straussb
	56 (20%)
	1997


a = Franchise/JV

Table 3

REACTION TO PRESSUREs TO GLOBALIZE - CROSS TABS 

FOR TESTING H1 AND H2
	
	Compete
	Cooperate
	Total

	High FSA
	12
5.1

	9
15.9

	21
21

	Low

 FSA
	0
6.9

	28
21.1

	28
28

	Total
	12
12
	37
37
	49
49


Note: Top value in the cell represents observed observations, bottom value represents predicted observations assuming independence.
Table 4

REACTION TO PRESSURE TO LOCALIZE - CROSS TABS 

FOR TESTING H3 AND H4

	
	Offense
	Defense
	Total

	High FSA
	15
10.6

	3
7.4

	18
18

	Low FSA
	2
6.4

	9
4.6

	11
11

	Total
	17
17
	12
12
	29
29


Note: Top value in the cell represents observed observations, bottom value represents predicted observations assuming independence.

Table 5

REACTION TO PRESSURE TO GLOBALIZE - CROSS TABS 

FOR VERIFYING H1 AND H2
	
	Compete
	Cooperate
	Total

	High FSA
	30
20.2

	11
20.8

	41
41

	Low

 FSA
	1
10.8

	21
11.2

	22
22

	Total
	31
31
	32
32
	63
63


Note: Top value in the cell represents observed observations, bottom value represents predicted observations assuming independence.

Table 6

REACTION TO PRESSURE TO LOCALIZE - CROSS TABS 

FOR VERIFYING H3 AND H4

	
	Offense
	Defense
	Total

	High FSA
	36
22.0

	11
25

	47
47

	Low

 FSA
	2
16.0

	32
18.0

	34
34

	Total
	38
38
	43
43
	81
81


Note: Top value in the cell represents observed observations, bottom value represents predicted observations assuming independence.
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