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Regionalization in Central and Eastern Europe:
A Discussion of Strategic and Organizational Aspects
of Its Implementation

Soria FERENCIKOVA* — Arnold SCHUH**

Abstract

Our study shows that regionalization is a commonly used and effective ma-
nagement model for large multinational corporations (MNCs) in Central and
Eastern Europe (CEE). From a strategic perspective the different environmental
and market conditions in CEE require a certain degree of adaptation of global
strategies for CEE to be successful. Cost savings from regional standardization
and the pooling of resources are the main benefits resulting from regionaliza-
tion. Regional headquarters (RHQs) are identified as adequate organizational

 model for the development and implementation of regional strategies. In the eyes
of the regional management the advantages of RHQs outweigh by far certain
drawbacks of this organizational model. A more comprehensive research design
including all three involved parties — corporate, regional and local management
— could be a next step to validate the findings of this explorative study.

Introduction

During the 1990s Western MNCs rushed into Central and Eastern Europe
lured by the enormous market potential. Country markets were chosen as target
markets by their economic attractiveness and political stability and, typically, the
advanced countries in the transition process were entered first. Later on, a pre-
sence was established also in those countries that were lagging behind in the
transition process. This process was then accelerated by the motivation to
outmaneuver the main competitors by pre-emptive moves. At the beginning
during the roll-out in the region the focus of the MNCs was on the single market
and their business strategies were mainly driven by the local opportunities and
risks. After having entered several of the countries of the CEE region and
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penetrated their markets, the regional view gained in importance. In the course of
their ,,Going East“ MNCs have founded local subsidiaries in the reform states,
set up warehouses and production sites, acquired production sites and brands
from local competitors, so that finally a coherence in the business strategies for
the region was often missing. The integration (and rationalization) of operations
on a regional level does not only promise lower costs but also a higher
effectiveness as local marketing strategies can be based on standardized regional
product and promotion concepts and supported by pooled resources.

Of course, there is evidence that establishing a presence in the whole region
was already part of globalization strategy of the large MNCs when they started
to enter the region country by country and that a concept guided their expansion
into the region (Schuh, Anderson & Houston, 1996). However, it is fair to assume
that the scope and form of regionalization was not clear to the management of
the MNCs when they expanded into the region. Assigning a high priority status
in the global strategy to the emerging economies of CEE is not automatically
corresponding with a regionalization concept. In addition, there has been always
the alternative to continue with a multidomestic approach or to leapfrog directly
to a global integration of CEE operations. Today, regionalization is a common
element in the strategies and structures of Western MNCs in CEE and can be
found to a differrent extent among the large MNCs operating in the region.

In our paper we attempt to examine the implementation of regionalization
concepts in CEE. Our main interest is to find out why MNCs switch to a regional
concept in CEE, to identify different forms of implemented concepts of regiona-
lization, especially as different types of regional headquarters (RHQ), and to
draw conclusions about the applicability and success of regionalization in CEE.

1. The Concept of Regionalization

1.1. Regionalization from a Strategic Perspective

In this paper, regionalization is understood as the grouping of countries along
regional lines. Many multinational corporations organize their worldwide ope-
rations into regions, such as Western Europe, North America, Latin America or
the Asia-Pacific region. Geographic proximity makes it easier to manage coun-
tries which are blocked together. In addition, nations in the same geographic
region often share several common traits. These common traits can be found in
a shared history, culture, similarities in language and membership in the same
trade bloc. As foreign trade happens to a high degree between neighbouring coun-
tries, a more or less de-facto economic integration exists which favors business
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relations within the regional group. However, geographic proximity does not
automatically qualify for the formation of regional groups.

In business practice, pure organizational reasons are often used for the for-
mation of regional groups. This may result in a heterogeneous cluster of coun-
tries which — although in geographic proximity — differ in terms of purchasing
power, market development and structure as well as consumption levels and atti-
tudes towards the product. From a strategic point of view, the homogeneity of
the included countries that goes beyond geographical aspects allows to adapt the
marketing strategy to these ,,regional segments“. Regionalization is then regarded
as a middle course in the ,,localization — globalization® continuum (Schuh, Mayr-
hofer & Ferencikova, 2001). In this context, localization, i. e. the adaptation of the
productmix and the marketing approach to local market conditions, is associated
with a higher degree of effectiveness, however, at the expense of higher costs
and a higher complexity due to different national product lines and marketing
programs. On the other hand, globalization implies a world market view which
manifests in the identification of global market segments and the development of

- standardized products and marketing programs. The advantages of the global
strategy lie in the utilization of economies of scale effects. When these cost
édvantages are transformed into lower priced products of good quality, they are
supposed to offset the local appeal of nationally designed and preduced products.

In addition to the discussion of standardization effects, regionalization also
offers a solution to critical mass and economies of scope issues. Up-stream
activities like production and logistics can be effectively organized on a regional
level without sacrificing scale effects. Table 1 gives an overview of the positive
effects of regionalization in marketing based on the study of Daniels (1987, p. 32).

In extensions of the original EPG-framework of Perlmutter, that describes dif-
ferent archetypes and stages in the international orientation of the top management
of MNCs, Perlmutter and Heenan (1979) and Chakravarthy and Perlmutter (1985)
added the regiocentric orientation as a separate step in the corporate development
process. The authors argue that the regiocentric stage represents a transitional
phase from the polycentric to the geocentric types. This basic international orien-
tation is conceived as a strategic predisposition which strongly determines the
mission, governance structure, strategy, organizational structure and culture of
the MNC. Regiocentrism is together with geocentrism a relatively new profile
among MNCs. Regiocentrism is a predisposition that tries to blend the interests
of the parent with that of the subsidiaries at least on a limited regional basis and
where a balance between viability and legitimacy at the regional level is strived
for (Chakravarthy & Perlmutter, 1985). Regional strategies are concepttually
similar to global strategies, they are only applied to a smaller set of countries.
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Table 1
Assessment of Effects and Best Usage Situations of Regional Activities
Means Positive effects on marketing Best used when
Pooling o Better sales and regulatory forecast e High interdependence within region
of resources e Lower product development cost e Product development costs high
e Increase the variety of products e History of dividing sales territory
available by country
Gaining e Better external relations with e Government sales are high portion
synergy among government customers of total sales
operations e Marketing concessions in one e Sales to same customers in more
country to help sales elsewhere than one country
o Gain easier access to corporate e One product group has success with
clients client, other group wishes to make
o Retarding growth of large sales
competitors e Competition is from regional or
e Preventing costly internal global firms
competition e Nearly homogeneous products
Standardisation o Faster transference of successful e Country characteristics are similar
campaigns o Sales are not to government buyers
e Lower priced products e Scale of production will reduce
prices substantially
e Price is most important competitive
weapon
Control of the o Balance between national and e Product life cycles vary among
strategic product global product needs countries
thrust o Company’s strength depends on
introduction of new products

In particular, the underlying management principles are identical: e formula-
tion of strategies that are regional integrative and national responsive at the same
time ¢ mutually negotiated goals between region and its subsidiaries e allocation
of resources across national markets, guided by overall efficiency and effective-
ness objectives e regional integration is sought in those areas where economies
of scale and economies of scope can be reaped e focus on the development of
integrated product and marketing programs for the whole region e development
of regional people for the key positions within the region e redistribution of pro-
fits and cash flow within the region in order to support the overall market
position in the region and in order to seize the most promising opportunities.

Regional strategies are common in those industries where differences in the
institutional framework, in the consumer behavior and in the competitive setting
exist (e. g. consumer goods, automobile, retailing, banking, construction). Rug-
man (2000) even contends that globalization is a myth and that the strategies
of MNCs are mostly regional. Management of multinational activities happens
primarily within the Triad regions of North America (NAFTA), Europe (EU) and
Japan (Asia-Pacific).
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Figure 1

Two Paths of Development Towards a Regional Strategy
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There are two paths to regionalization (see Figure 1):

e Regionalization can be a further step in the internationalization process by
which firms attempt to achieve a minimum efficient scale and to gain synergies
among operations. This is typical after a phase of international expansion when
the management tries to consolidate and rationalize its patchwork of operations
and to integrate and coordinate business activities within a defined region.

e The partial disintegration of a global strategy can also lead to regionnaliza-
tion. The reason for this move is typically the desire to become more responsive
to existing differences between regions, to overcome trade barriers, to be accep-
ted as an ,,insider* or may be due to optimal size at the level of manufacturing
or logistics.

1.2. Regionalization from an Organizational Perspective

A regional organization of an MNC can improve the management and control
of local business. Vertical problems can be solved in a more efficient way
(through the intermediary role of regional organization) and the vertical co-
ordination and control are extended.
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For example, Jansson (1994) states that with regional organization an MNC
can improve the local strategic capabilities, and simultaneously the local orga-
nization can increase its strengths, both on the local market and within the group.
A regional organization can be a forerunner for the new the new multidimen-
sional organization of an MNC that is based on achieving a balance between
corporate, product division and local levels and on increase in horizontal co-
ordination. A regional organization main function is to coordinate, hence, it can
effortlessly extend this task to other product divisions.

By establishing a regional organization, both national responsiveness and the
coordination of adoptions made to different countries within the region is sup-
posed to increase. Through the development of regional strategies, the custom-
mer’s demands could be met more effectively. A well-functioning regional orga-
nization should reduce both marketing and administrative distance between the
home country and host countries.

Jansson (1994) outlines three levels of sales and marketing functions at a re-
gional level:

e To control and co-ordinate sales in the region and also to serve that function
either directly or indirectly in those countries, in which the MNC is without
representation by sales companies.

e To participate in marketing and market intelligence activities.

e To provide the market companies with marketing support.

Important responsibilities of a regional organization are to provide technical
support and, together with distributors, influence customers. As for the admi-
nistrative role, the possibilities for controlling local activities from a regional
CEE office are superior to the alternative to doing so from an West European-,
US- or Asian-based head office. Regionally based control should improve and
rush the decision process due to the shorter communication channels involved.
A regional office can be a profit center and have the total responsibility for the
MNC’s business in the region. There can also be a service and marketing support
center at such an office. Generally, different types of regional organization can
be found (Jansson, 1994):

e A separate regional company controlling the market companies or distri-
butors in the local markets.

e A separate regional office with a managing director for the region.

¢ Regional functions either organized with one of market companies for all of
the market companies together or spread out among them.

e A single regional company that in a natural way has responsibility for the
entire region.

¢ Regional functions being organized from the home base.
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These types are listed in descending order of strength, from the strongest to
the weakest. The two first forms are typical of large MNC with several market
companies or dealers in the region, each representing several product companies.
Through regional presence, local interests can be given particular weight in
dealing with e.g. the product companies. By having regional functions, the orga-
nization is often put in an intermediate position between the product- and market
companies. The last two forms are of more advisory types and the regional
functions are regarded as more loosely organized.

Morrison & Roth (1992) found out that in organizing for regional effective-
ness, a rationalization strategy requires the establishment of a strong regional or-
ganization.. This typically involved a RHQ staff with full control over strategic
decision-making and subsidiaries acting primarily as cost centers. In contract to
this tight control, it was found that a specialization strategy was best imple-
mentted through regional ,,coordination office* with limited staff support, and
corporate HQ’s supervision of regional planning, budget approval and perfor-
mance evaluation

1.3. Types of Regional Headquarters

MNCs typically set up an RHQ when the region is too specific, too different
from other parts of the world, or when it is becoming too complex, too large and
too far away to be handled from corporate HQ. The difference in terms of
economic development, legal and commercial frameworks was very often the
reason why to set up special RHQ responsible for CEE. The establishment of an
RHQ transfers authority to solve the problems in the region, which cannot be
handled by the national units, and otherwise have to be dealt with and acted upon
by HQ. The RHQ actively manages the integration and coordination of activities
of the MNC within the region, and represents the link between the region and the
corporate HQ — independently of its location.

Schiitte (1997) argues that conceptually, the establishment of an RHQ is justi-
fied when the pressures on the MNC for integrating its operations in the region
are greater than the pressure for local responsiveness (Figure 2).

Generally, RHQs have two main roles: strategy development and imple-
mentation; and integrative, administrative role. If an MNC should establish an
RHQ, the benefits of regional integration must outweigh costs for setting up an
additional organizational unit. These costs, and benefits, however, are often
difficult to measure. In many cases, the decision is driven by strategies for the
regions, which need to be implemented with the help and through the RHQ.
Generally the RHQ should co-ordinate individual country programs, report and
liaise with corporate HQ, and support business development in the region.
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Figure 2
Integration-Responsiveness Grid for Regional Organization

A

High

Pressures for
Regional
Integration

Low

v

Low High

Pressures for Local
Responsiveness

According to Schiitte (1997), the RHQ fosters integration through activities in
functional areas across borders, yet play a negligible role in linking different
product divisions in the region.

He found out that for less than two thirds in his sample of 30 MNCs, co-
ordination of functional activities is an important task (the most prominent areas
of co-ordination were marketing, Human Resource Marketing (HRM), manufac-
turing, and product adaptation and development). Many, but not all, RHQs act as
suppliers of a whole range of services (in HRM, technical services, sourcing/ lo-
gistics, finance/tax, legal services, marketing). Very few RHQs tried to integrate
the region by fostering and facilitating exchange between the different product
divisions, thereby creating synergies.

Schiitte (1997) outlines three different structures of RHQs: global, transnational
and multidomestic. The global RHQ is characterized by a strong alliance of its
staff with the corporate HQ. It is considered to be an extension of the corporate
HQ, set up for the purpose of convenience and easier reach of the subsidiaries
in the region. The global RHQ is streamlined and focused. It is an ideal solution
in a situation where local subsidiaries or dealers have for a long time existed
independently without much control and interest from corporate HQ. Global
RHQ seems best suited to MNCs with a limited product portfolio and a corporate
culture, which allows for the clear delineation of tasks within the organization.
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The transnational RHQ poses a strong commitment towards corporate HQ
and considers that the pressures for the globalization are legitimate. The trans-
national HQ must have an organizational structure allowing both the global and
local forces to exert influence on decision-making at the regional level. This type
of RHQ is suitable for large, experienced and diversified MNCs with mature
regional managers.

The multidomestic RHQ operates in an environment different from the other
parts of the world. The staff of the RHQ feels strongly committed to the region
and is obliged to defend it against pressures for globalization originating from
corporate HQ. The RHQ acts as a representative body of the operating units in
the region and of their concerns. It is common in the situations when the regions
are still considered peripheral.

The RHQ can generally manage its operations with the national units in three

distinct ways (Schiitte, 1997; Schuh, 1999): vertically, horizontally and virtually.
The vertical model means that the relationship between the RHQ and local units
is strictly hierarchical: the reporting lines drawn are clear and no room is left for
- ambiguity.
A horizontal model is principally driven by the will of the national units. The
system operates on a consensus basis, with the authority of the RHQ dependant
to some extent on the national units. The horizontal RHQ maintains the integrity
of the national units; and unifies their activities for the common objective of the
region.

A virtual RHQ relies on the inputs from national units: it is not a separate
organizational unit. In the virtual RHQ, some local managers have taken over
regional tasks in addition to their jobs in a given country.

One of the major points in the decision-making process is the choice of the
location for a RHQ. Lassere & Schiitte (1999) consider four criteria:

e geographic location (a central location is preferred),

e convenience and infrastructure (facilities and staff, supporting services, le-
gal environment, conditions for expatriates: quality of life, schooling, language),

e costs — although cheaper location can have drawbacks in terms of conve-
nience and infrastructure,

e proximity to business: regional organization may be located either where
the main market opportunities lie, or where the business is vulnerable and needs
support. :

On top of that, the location is often influenced by the acquisition of a major
manufacturing or service facility in one of the countries of the region. Another
issue to be considered in CEE region is cultural and historical proximity to the
most countries in the region.
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1.4. Overview of Advantages and Disadvantages of Regional Headquarters
(in Central and Eastern Europe)

In the following section we try to collect the arguments that speak for or
against the use of a regional headquarters. We compare the RHQ with corporate
HQ which are not located in the respective region as an alternative organization-
nal model. The arguments are based on a review of the sparsely existing literatu-
re, our own experiences and are adapted by us to the situation in CEE (Dreifus,
1992; Schiitte, 1997; Kutschker & Schmid, 2002):

Advantages of a RHQ:

e Rapid identification of opportunities: RHQs are faster and more effective in
discovering local market opportunities and using them — besides formal infor-
mation sources they can use informal information channels and effective lob-
bying what can be crucial in CEE.

e Fast reactions in the field: being closer to the field allows them to adjust
quickly to the market situations, watch the latest trends in better-developed coun-
tries of the region, anticipate and get ready for the same development in the less-
-developed countries of the region.

e Discovering and using synergies among markets: RHQs can implementing
marketing mix and processes standardization in case that the countries of the
region are similar; they can also support and develop ,,local responsiveness®, for
example, in case of acquired brands, and try to spread them to the other countries
of the region.

e Cost advantage: marketing mix and process standardization allows them to ma-
nage the operations in the region more efficiently and to realize economies of scale.

e In selected industries, RHQs can develop connections to their key accounts
on regional level what also leads to cost reduction (e. g. FMCG companies work
with chains like Metro, Tesco on regional level).

e Information gathering: a RHQ is a central point for data collection. It is clo-
se enough to the market and at the same time can provide the function and infra-
structure. It may also act as a clearing house for information between country
operations and corporate headquarters.

e Central point of best practice sharing and organizing their implementation:
given the similar nature of the countries under the RHQ umbrella, the best
marketing, sales, human resource etc. practices could be shared and implemented
across the countries.

o Functional support: RHQs can provide significant assistance for local subsi-
diaries in marketing, sales, distribution, finance, human resources etc. In the case
of CEE this was crucial at the beginning of the 1990s, later we noticed the gro-
wing importance and need of coordination instead of direct support.
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e Place for assignments of high-potentials from local countries in order to de-
velop them, especially when corporate HQ is on the different continent or when
there is a significant shortage of certain skills in the region.

Disadvantages of a RHQ:

e Complicated communications and distance from senior corporate manage-
ment: the employees of local subsidiaries can feel to be cut off the original
sources of information; another source of concern is prevailing local language in
RHQ in case when corporate language is different.

e Additional cost layer: the RHQ’s establishment results in increasing costs
for both local and expatriate staff, equipment, buildings, communication, busi-
ness trips etc. The effort to cut the costs is visible from the trend to locate RHQs
in different cities than Vienna — Budapest is one example, but Prague and
Warsaw are the other ones.

e Distance from senior management in the corporate HQ can impair or slow
down the implementation of global strategies and management processes in the
region. RHQs are naturally inclined to argue for regional solutions even when
-global solutions appear sensible and feasible.

o Subsidiaries complain about squeezing profits and using transfer prices
through RHQs. Some cases were noticed when the RHQs agree on the business
conditions that are not favorable for local subsidiaries (€. g. one MNC requires
price reduction or favorable payment conditions from the other MNC, they reach
agreement on a regional level, but local subsidiaries believe they could make
a better deal on a local level and feel tied).

e When placed in one of the countries of the region, the exaggerated loyalty
towards this country and uneven employees structure (given the lower mobility
of the labor force in CEE) could appear, when placed outside of the region (the
Vienna example in the CEE case), partial insulation from the region and ,,paren-
tal behavior* can be noticed.

2. Regionalization in Central and Eastern Europe

2.1. Factors Favoring Regional Integration in Central and Eastern Europe

The idea to manage CEE as a region is not far fetched. Several examples
show that it is a common pattern among MNCs who regard the region as a major
area in their internationalization strategy (Schuh, Anderson & Houston, 1996;
Schuh, 1999; Schuh, 2000). MNCs operating in the region soon found out that
the reforming countries share several characteristics that allow them to cluster
countries into homogeneous regional units. Relevant similarities from a business
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perspective are geographic proximity, similar stages in the economic and market
development, shared culture and common ways of doing business, inter-regional
trade and institutional arrangements (Schuh, 2000; Kozminski & Yip, 2000):

¢ Geographical proximity: given the geographic proximity the management
of a MNC has to expect market interdependencies that make an autonomous ma-
nagement more problematic. So you may find positive interdependencies that
help to pool resources and to save costs in product development like homo-
geneous tastes, preferences and attitudes towards products. On the other hand
a regional approach is required to cope with negative effects like cross-border
shopping and parallel imports.

o Transition process from a centrally planned to a market-based economy: all
reforming countries are trying to get rid of their systemic heritage, namely state
socialism and the model of a centrally planned economy. By undergoing this
transition, they all are faced with the same challenges. The MNCs on the other
hand have to deal with the effects of this systemic change that are slow emer-
gence of market institutions, underdeveloped legal systems, undercapitalized
local custommers and business partners and underdeveloped infrastructure.

e Economic development and standard of living: a similar standard of living
and stage of economic development can be addressed with product concepts that
are adapted to the existing (lower) purchasing power levels in the region. At the
same time, coordinated and cooperative efforts between the subsidiaries and the
RHQ contribute to the realization of regional concepts.

e Stage of market development: although Western firms hastened in the last
decade to enter the markets of the region and to introduce the full range of
products we are still confronted with an existing gap in product-market evolution
between Western and Eastern Europe, in particular at the demand side, namely
awareness, knowledge and usage of the new products. Not only products can be
tailored for the region but also advertising and promotion campaigns.

e Shared communist history and culture: shared culture in a region is an
important integrating factor. Although fraught with negative associations the
common communist heritage is shaping consumer behavior which is reflected in
the appreciation of the Western life style and consumption model. In the bu-
siness area you find a heightened public’s sensitivity to ,national interests™
which are felt to be put in jeopardy by foreign businesses and MNCs. The
important role of informal relations in business, a lack of accepted standards of
business ethics, and corruption are further common aspects (although to a diffe-
rent extent).

e Intra-regional trade: CEFTA, the Central European Free Trade Association),
was established to promote trade between the involved countries and to serve
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as a training ground for the EU. The removal of tariffs and other trade barriers
allowed businesses of its member states (Czech Republic, Slovakia, Hungary,
Poland, Slovenia, Romania, Bulgaria) to trade industrial and agricultural goods
in a huge regional free trade zone. Although CMEA, the Council for Mutual
Economic Assistance, collapsed after the fall of the Iron Curtain and the refor-
ming countries of Central Europe reoriented their foreign trade stronger to the
West, in particular to the EU and Germany as biggest trade partner. However,
these old trade relationships between the former communist countries are still
existing in many sectors and domestic firms see them as natural export markets
again (given the increased competition of Western MNCs in the home markets
and major difficulties when trying to enter West European markets). Western
MNCs make use of this trade relations via their local CEE subsidiaries which
serve as ,,export platforms® into former CMEA or COMECON states. The ,,small
cross-border trade® carried out by thousands of individual businesses is another
factor that demands the attention of MNCs, in particular when their products are
traded in ,,gray markets®.

2.2. Explorative Study of Regional Headquarters in Central and Eastern Europe

Since RHQs symbolize the organizational manifestation of regionalization con-
cepts we contacted RHQs in our study. In Table 2 the summarized findings of
an explorative study among RHQs located in Vienna and Budapest are presen-
ted. The study of the RHQs located in Austria was carried out in the year 2000
(Brandstetter, 2000), the Hungarian study in 2002 (Soos, 2002). The character of
the studies was explorative, and followed the same research design. The purpose
of the studies was to learn more about the establishment of the RHQ), its role in
the multinational group, product and geographic scope as well as the profile of
the manadate (functions, responsibilities). Normally, the general manager of the
RHQs was contacted and the interviews followed a specified guideline addres-
sing the research questions.

The main findings can be summarized as follows:

The RHQs located in Vienna (1987 — 1994) were established earlier than the
ones in Budapest (1998 — 2000). This may be due to the fact that Austria is
not part of the transitional economies of CEE and was and still is regarded as
a springboard into this region. Given the rapid progress in the transition process,
the development of a modern infrastructure and the stabilization of the political
situation and economy in Hungary by the end of the 1990s, Hungary became
more attractive for foreign MNCs as a location for a RHQ. In addition it offers
the advantage to be directly situated in a reforming country of the region.



Table 2

Overview of Studied Regional Headquarters for Central and Eastern Europe

development of
regional strategy

Central control

& coordination

of production

& marketing
Coordination of sales
& distribution
Cooperation in

R&D with Corp. HQ

Joint business planning
with subsidiaries

know-how transfer

Development of
regional strategy

Central control
of marketing,
production,
sales/distributio
n and finance

Corp. HQ control F&E
in ,, core categories “

Establishment of

local operations
Integration into
corporate planning

& management system
Financial control

of subsidiaries
Coaching & support
of fully-fledged
subsidiaries

are consistent with
overall objectives

Adaptation of products
& advertising to local
conditions, however,
under achieving

a high degree of
standardization

Coordination of
production

22 countries

Control of
marketing-mix and
sales plans

Support of subsidiaries
in communications,
human resources,
quality management,
logistics and financial
affairs

Kraft Foods Siemens AG Unilever Hungary Michelin Hungary Procter & Gamble
RH Henkel ph
Q —— Int’l CEEMA Osterreich Hungary
Industry Detergents, adhesives, | Coffee, Automation & control, | Foods (ice cream, Tires for cars, trucks, Health and beauty
personal care confectionary, medical products, frozen food, tea, soups), | earthmovers & care, paper, laundry
& cosmetics cheese information & home & personal care | air-planes & cleaning products
communications,
transportation, power
supplies
Established in 1992 1987 1994 1999 1998 2000
Location Vienna Vienna Vienna Budapest Budapest Budapest
Regional scope Aut, Bul, CzR, Cro, Bul, CzR, Pol, Cro, Svk, Slo, Cro, B-H., Yu | Hun, Slo, Cro Baltics, Pol, CzR, Svk, | Hun, Slo, Cro, Svk,
Yu, Hun, Rom, Svk, Yu, H, Rom, Svk, Slo, Hun, Slo, Cro, Rom, CzR
Slo, Pol, Baltics, UA Baltics, UA, Ru, B-H. Bul, Ru & CIS
Product scope All international & Limited assortment but | All product lines of All international & Passenger car, 4 x 4 All major international
local/regional brands all major brands Siemens Group local/regional brands & light truck & local/regional brands
replacement tires
Major functions | Establishment of local | Establishment of Planning of market Ensuring that Coordination of Four business units
operations & local operations and entries in region regional strategies plans | operations in with

the full responsibility
for marketing, sales
and distribution in
five abovementioned
countries

Financial, information
technology,

human resources
function

€09



Table 2 Continuation

Advantages Optimal size Closeness to -markets | Better adaptation Reduced complexity Standardization effects | Using synergies among
Fast decisionmaking allow§ quick reac.tion to lo<.:a.l market Higher cost efficiency in proc.iu.ct and the ma.rkets and
Corp. HQ axfl‘d hl'gheli eﬁ'etctlveness conditions (standardi.zation, local [ 2dvertising mfzti-m.lgmlg more
communicates only of regional strategy raw materials etc.) Coordination of sales | efiictently
with RHQ Transfer of group Decreasing costs
. know-how and (transferring knowledge
Pooling of resources exchange of know-how from one market to
within region the other one,
Standardization communication
in production campaignes and
promotion savings,
expatriates decrease)
Disadvantages No specific No specific No specific High costs at the When a problem Relocation costs for
disadvantages disadvantages disadvantages beginning of arises too many CEE employees coming
mentioned by RHQ mentioned by RHQ mentioned by RHQ reorganization communication to Budapest

Discussion of optimal
standardization

channels are involved

Conflicts between
RHQ and subsidiaries
Region to supervise
is too large

Threat of diversity
erosion (it could change
into Hungarian
organization)

909
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Main reasons for the establishment in those cities were besides the geographi-
cal and cultural closeness traditional relationships of the national subsidiaries
in the region, existing exports and a certain minimum size of the operations in
acountry. In the Austrian cases the initiative of the local management also
played a major role in the establishment of the RHQ. While at the beginning the
national subsidiary was given additional responsibility for CEE, later on — when
the business expanded — a separate legal unit was founded for the management
of the CEE activities (e. g. Kraft Foods).

The regional scope of the mandate ranges from 3 (Unilever) to 22 countries
(Michelin) in Central- and Eastern Europe. The product scope varies from limi-
ted product lines/brands to all products that are offered by the MNC worldwide,
also including specific regional and local product lines.

Although the interviewees used different expressions when describing the
scope of their regional management mandate, a consistent set of activities can be
found. In the early phase, most of the attention was given to the setting up of
local operations in the region. This included support, coaching and training of
employees and transfer of management systems. Especially the integration into
the corporate planning and controlling system is of importance. Financial control
of the operations in the region is a main function of all RHQs. The development
of a regional strategy is a kind of natural task for RHQs. Corporate headquarters
and, of course, the local management is involved in this process (joint business
planning with subsidiaries). As all examined MNCs have production sites in the
region, the control and coordination of the production network is a key responsi-
bility of the RHQs. The same applies to marketing strategies where global brand
strategies are adapted to the region or are even autonomously developed for the
regional and local brands. Coordination tasks gained in importance in recent
years as the pioneer phase is over — at least in Central Europe where in most
countries the MNcs are now present with 100 per cent-subsidiaries. Increasing
sales volumes in the local markets, the transfer of additional tasks to the country
organizations and a diminishing dependence from the RHQ with regard to know-
-how transfer and management support lead to a rising self-confidence of local
management and presumably more arising conflicts between subsidiaries and
regional headquarter.

The pros and cons of RHQs as seen by the interviewees reflect what we know
from former studies and the literature. The closeness of the RHQ to the markets
facilitates a higher responsiveness to local market conditions. Valuable expe-
riences in the region like the learnings from the establishment of subsidiaries or
the introduction of a regional product line can be collected and made available
within the region again. Complexity is reduced at the corporate HQ level and
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synergies can be used when investments are considered (in production sites, lo-
gistics centers, etc.). Disadvantages of RHQs were not mentioned by the Austrian
interviewees, in Hungary the respondents were more frank when asked about
them. The justification of the additional costs of the RHQ and conflicts between
local and regional management are major concerns and we assume that the
Austrian RHQs are also confronted with these issues. This bias in findings may
be attributed to the research design where only representatives of the RHQ were
interviewed but no opinions were collected from local management or corporate
headquarters.

Conclusions

In our study we attempted to address three aspects of regionalization in CEE:
first, the applicability of the regionalization concept to CEE, second, the organi-
zational implementation of the regional strategy and, third, the lessons learned so
far by MNCs using RHQs. In the relevant literature we found several arguments
that supported the implementation of RHQs by MNCs operating extensively in
the region: the gaps in the economic and market development between Western
Europe and CEE, the very specific historical and systemic situation as well as the
common transition from a centrally planned to a market-based economy that
make the region sufficiently different to justify a grouping into a regional seg-
ment. Closely tied to the formulation of regional strategies is the establishment
of regional headquarters. The RHQs represent the organizational counterpart: the
management at the RHQ is responsible for the development of the regional
strategy and its implementation with the local subsidiaries.

Our study of six RHQs shows that large, worldwide operating MNCs use
RHQs to adapt to different regional market conditions and regard them as an
efficient management model. In particular, producers of fast moving consumer
goods like Henkel, P&G, Kraft Foods and Unilever embrace regional manage-
ment models in order to adapt to different tastes and preferences of consumers,
to deal more effectively with local distribution partners and to meet strong local
competition. Since a pronounced localization would go too far in most of the
small country markets (because the additional costs of local product develop-
ment and advertising could never be covered by local sales), regionalization
offers a golden middle course. Central regional control of production and mar-
keting, the coordination of other business functions, and a close cooperation with
corporate headquarters and the management of the local subsidiaries are the
major current responsibilities of the RHQs. Support in the establishment of local
operations and the arrangement of trainings for the local management and
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employees are still a significant task although declining in importance compared
to the early and mid 1990s. The RHQs are accountable for regional sales and
profits and losses. This corresponds well with the decision making authority
which is in most of the cases relatively high. However, it is clear that regional
strategies have to comply with the global strategy or strategic guidelines and are
the result of a discussion process between corporate HQ and RHQ. All RHQs
stress the advantages of regionalization: faster decision making, better adaptation
to local market conditions, cost savings from regional standardization and bene-
fits from the pooling of resources and the know-how transfer within the group.
Additional costs caused by the additional management layer and conflicts bet-
ween local and regional management over the extent of the optiinal standardize-
tion and regional transfer prices were mentioned as disadvantages.

Future research should try to validate the findings by adding the views of
local management and corporate headquarters what would allow a more com-
prehensive view of the regionalization issue. Moreover, a dynamic view of the
evolution of role, functions and decision-making authority could offer interesting
insights. The likely accession of Central European countries to the European
Union in 2004 is an external event who could have some implications for the
definition of regional areas in MNCs. At the same time, local subsidiaries have
become more independent from the inputs of the RHQ and rising sales volumes
in the local markets foster the self-confidence of local management. In their
further expansion to Eastern Europe, the ex-Soviet republics, MNCs will tap the
managerial resources and know-how that are available in the Central European
subsidiaries. It remains to be seen how this will influence existing regional
organizational structures of MNCs in CEE.
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REGIONALIZACIA V STREDNEJ A VO VYCHODNEJ EUROPE:
DISKUSIA O STRATEGICKYCH A ORGANIZACNYCH ASPEKTOCH
JEJ IMPLEMENTACIE

Soita FERENCIKOVA — Arnold SCHUH

Autori sa v predkladanej $tidii venujii trom aspektom regionalizécie v strednej a vo
vychodnej Eurépe: moZnosti jej aplikicie v tomto regione, implementicii regiondlnej
stratégie a skiisenostiam transnaciondlnych korporacii, ktoré si tu zriadili regiondlne
centraly.

V tivode autori venujii osobitnti pozornost’ konceptu regionalizicie zo strategického
i z organiza¢ného hl'adiska. V d’aldej &asti &lanku analyzuju dévody vzniku regionalnych
central, ich typy a ulohy, priom pribliZuji zdkladné vyhody i nevyhody spojené s ich
ginnostou. Po preskimani dostupnej literatiry presuvaji taZisko pozornosti na region
strednej a vychodnej Eurépy a na analyzu skusenosti firiem, ktoré v fiom uplatiiuju
regionalizaénu stratégiu.

Za zakladné argumenty, ktoré podporujii regionaliziciu a zriad'ovanie regionalnych
central v strednej a vo vychodnej Eurdpe, povazujii rozdiely v ekonomickom vyvoji v tejto
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&asti Eurépy v porovnani so zdpadnou Eurépou, ako aj $pecifické historické, spoloCenske,
kultiirne, pravne, politické a ekonomické &rty regiénu. Organizaénym odzrkadlenim re-
gionalnych stratégii sa stali regionélne centrély, ktoré sii zodpovedné za samotny rozvoj
stratégii v strednej a vo vychodnej Eurdpe, a nislednt implementaciu v lokdlnych dcér-
skych firméch a pobockéch.

Skiimanie $iestich regionalnych central ukézalo, Ze velké transnaciondlne firmy po-
uZivajii regiondlne centraly ako nastroj adapticie na regionalne trhové podmienky, pri-
¢om ich povazuju za efektivny model riadenia. Najmi producenti rychloobratkového
spotrebného tovaru aplikuji regionilne modely riadenia, aby sa lepsie prispdsobili od-
lisnym preferencidm spotrebitelov, efektivnej$ie riadili miestnych distribu¢nych part-
nerov a uspe$nejsie superili s miestnou konkurenciou. PretoZe lokalizAcia z ich pohl'adu
by bola premritenym pristupom (najméi vzhl'adom na velkost’ nérodnych trhov v strednej
a vo vychodnej Eurépe a niklady na 1iu) a globalizicia tieZ nie je vhodnym rieSenim
vzhladom na charakteristiky regiénu, regionalizicia je Casto pre ne zlatou strednou
cestou.

Regiondlne centraly sa najskor zriad'ovali vo Viedni, neskor, koncom 90. rokov za-
¢inaju vznikat' najma v Budapesti. Dévodom je geografickd pozicia tychto dvoch miest,
ich geografick4 i kultirna blizkost’ k viacerym okolitym tranzitivnym krajinim z pohla-
du transnacionalnych korporcii, infra§truktiira, vybavenost,, dostupnost’, ako aj samotny
objem operdcii, ¢i uz v Rakisku alebo v Madarsku.

V sttasnosti k zdkladnym oblastiam, ktoré pokryvajii regionalne centraly, patria: re-
gionalna kontrola produkcie a marketingu, koordinAcia d’algich funk&nych oblasti (infor-
maéné technoldgie, Pudské zdroje, zasobovanie, financie a dane a pod.) a izka spolupra-
ca s celosvetovymi centrdlami, ako aj ndrodnymi pobockami.

Regionalne centraly st vi&$inou ,,profit/loss“ centrd a majii tomu zodpovedajicu roz-
hodovaciu pravomoc. K prednostiam ich fungovania patri rychlejsie rozhodovanie, moz-
nost’ rychlej reakcie na zmeny, lepSia adapticia na miestne podmienky, spory nékla-
dov vyplyvajiice z regiondlnej $tandardizicie, vyhody zo spdjania zdrojov a z transferu
know-how v danej skupine. K nedostatkom ich fungovania moZno zaradit’ dodatofné
néklady spojené so zriadenim a s innost'ou tejto irovne riadenia, konflikty medzi miest-
nym a regiondlnym manaZmentom, tykajice sa najmé optimalnej $tandardizécie, a z hl'a-
diska hostitel'skych krajin aj cenové transfery.

Budiici vyskum je nevyhnutné zamerat’ na evoliciu wloh, funkcii a rozhodovacej
pravomoci regiondlnych centrdl, pritom je potrebné skiimat’ aj pohl'ad celosvetovych
riadiacich centier i miestnych poboiek na ich wilohu a pdsobenie. V budicnosti bude
regiondlna organizicia operdcii transnaciondlnych korporacii ovplyvnena vstupom nie-
ktorych krajin regiénu do Eurépskej tinie, ako aj ich predpokladanou d’aldou expanziou
na trhoch krajin byvalého Sovietskeho zvézu.



