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EXECUTIVE SUMMARY

Matsushita Electric Industrial Co., Ltd. (MC) is a multinational conglomerate, which develops and manufactures electronic products for a wide range of consumer, business, and industrial needs marketed under 4 brands—Panasonic, National, Technics, and Quasar.

Its administrative heritage includes the 7 Spirits of Matsushita, an internally focused philosophy of relationships within the firm. Its current President, Nomura, formulated Value Creation 21, an externally focused philosophy that is customer-oriented. The company culture is characterized by Hofstede’s Pyramid of People with large power distance and strong uncertainty avoidance, high degree of collectivism, and high masculinity index. 

Prior to 2001, as a global company, its strategic orientation has been cento centric and its key strategic ability has been its global scale efficiency. Assets and capabilities were centralized and globally scaled. The role of subsidiaries was primarily to implement parent-company strategies. Knowledge was developed and retained at the center of the hub. The company was organized as a divisional structure and varying degrees of decentralization occurred, depending upon the incumbent President of the company. Control and coordination efforts were primarily through input controls. Headquarters set targets and had ultimate authority on product decisions while subsidiaries were free to pursue local operational decisions as long as they met detailed sales and profit targets. The expatriate managers formed a key lynchpin for MC’s control and coordination efforts. Worldwide learning, information flow, and communication were flawed and did not meet MC’s stated goal of cross-boundary open flow of information. This was perceived to be due to its operational strategies of holding knowledge at the center with reliance on expatriate managers and restriction of international exchange of information to these Japanese employees.

After 2001, MC is trying to transform to a transnational company with a geocentric strategic approach and a network structure. Assets and resources are dispersed with specialized resources and capabilities of different worldwide units. The goal is an integrated network of distributed and interdependent resources and capabilities. 

Background Analysis


Matsushita Electric Industrial Co., Ltd. (MC) is a multinational conglomerate composed of 126 domestic companies and 195 overseas companies. It develops and manufactures electronic products for a wide range of consumer, business, and industrial needs and its products are sold under the brand names Panasonic, National, Technics and Quasar. Matsushita’s consumer products include video and audio equipment, home appliances, and household equipment. Its business products consist of information and communications equipment and its industrial products include personal computer-related equipment and mobile communications equipment. 

ADMINISTRATIVE HERITAGE

Pre-2001:


Konosuke Matsushita founded MC in 1918 and imbued it with his philosophy known as the seven spirits of Matsushita. These include the following: service through industry, fairness, harmony and cooperation, struggle for progress, courtesy and humility, adjustment and assimilation, and gratitude1. Although his philosophy stressed harmony and cooperation, his operational strategy was set to promote rivalries within the firm, among product divisions, and between subsidiaries and product divisions. Struggle for progress embodies the “hungry spirit1” he wanted for his divisions, and he deliberately underfunded them so they would be motivated to strive harder. His seven spirits philosophy was internally focused on relationships within the firm.  

Post-2001: “Value Creation 21”


Kunio Nakamura, current President of Matsushita, formulated the “Value Creation 21” plan in which the company’s goal “is to become a ‘Super Manufacturer’ that meets customer needs through solutions and services, by further enhancing its component and device businesses, increasing the flexibility and speed of manufacturing, and strengthening its customer-oriented focus.2” Unlike Matsushita’s philosophy, Nomura’s philosophy of 5 S’s brings an external customer-oriented focus.  His 5 S’s target customer satisfaction through speed, simplicity, strategy, sincerity, and smile. His plan consists of two parts—growth strategy and structural reform. His vision is “to create a competitive advantage through value-added services and continue to contribute to society, by empowering employees through a flat organizational structure that can quickly respond to each individual customers needs in the digital networking age.2”

Company Culture


Matsushita Corporation’s culture can be characterized as Hofstede’s “Pyramid of People”, with large power distance and strong uncertainty avoidance. Other attributes include high degree of collectivism and high masculinity index, with emphasis on competitiveness and materialism. Leadership’s role is one of planning, organizing, coordinating, controlling, and facilitating team effort and integration. Decision-making is centralized with coordination at the top, but collective buy-in is assured through utilization of the “Ringi system”. With this, decision proposals are circulated, requiring individuals to “sign on” signifying support of the decision; opinions of superiors are implicitly sought, so that Japanese managers devote extra time in “trying to read their boss1”. There is less delegation, and staff plays a strong role with high degree of specialization. Management style is concerned with setting of demanding targets, accomplishing tasks, and ensuring profitability.

 Japanese managers have a broad general knowledge of the company, which is often tacit and gained through years of observation and on-the-job experience. Tasks are assigned to groups, not individuals, and these create strong links between people, the group, and the organization, making knowledge company-specific and reducing career mobility outside the organization. Within the organization are social systems, where personal networks and social positioning are important, and goals are achieved through relationships. Roles and relationships are defined formally by the hierarchy and informally based on power, status, and authority. Communication is high context, more implicit and imbedded in relationships and in situations. At times, informal personal networks are also utilized to circumvent the hierarchy as well as the rules and regulations. 

STRATEGIC ORIENTATION, GLOBAL EFFICIENCY, 

AND ORGANIZATIONAL STRUCTURE

Prior to 2001:

Strategic Orientation and Global Efficiency


MC’s overall strategic orientation was cento centric as part of its global strategy. Its key strategic capability was its global-scale efficiency.  Assets and capabilities were centralized and globally scaled. It concentrated manufacturing to capture global scale with high level of intercountry product shipments that raised risks of policy intervention by host governments in major importer countries.  For instance, MC’s value added services in its foreign subsidiaries during this period never reached target of 25% of total value. Foreign subsidiaries did basic production, but had to purchase high value components and sub-assemblies from Japan, raising host government concerns about transfer pricing and technology transfer. Protectionist sentiments in the West led to opening of plants in Americas and Europe, in the 1970s. 

To promote global efficiency, it had to compromise flexibility and learning, despite localization initiatives by its past presidents Yamashita and Tanii.  MC centralized R & D operations for efficiency, but this constrained its ability to capture new developments in countries outside its home market and to leverage innovations created by foreign subsidiaries in its worldwide operations. The concentration of activities like R &D and manufacturing, to achieve global scale, exposed the company to high exchange rate risks. For instance, rising yen raised export prices, which led former company president Morishita to restructure and shift production facilities to Malaysia, China, India, and Vietnam. 

The role of subsidiaries under this centralized hub was to implement parent-company strategies as directed usually by the product managers. Knowledge was developed and retained at the center.

Although the world views MC as a global company, in less developed countries like China, it was perceived as ethnocentric in orientation.  MC Headquarters was intent on transfer of products, processes, and strategies developed in the home country to subsidiaries using scope economies such as common distribution channels for multiple products. The role of subsidiaries was to adapt and leverage centrally developed strategies. Knowledge was developed at the center and transferred to overseas units and there was no exchange of information among subsidiaries.

Organizational Structure 


Until 2001, MC’s organizational structure has been a divisional structure.  The degree of decentralization and degree of localization depended upon which President was in power. The various organizational structures associated with MC’s presidents are discussed below.

Matsushita


Under Matsushita, the organization’s structure was that of a divisional structure of 36 autonomous profit centers and each product line operated like an independent company except for R & D, which was centralized.


Yamashita Era


Under Yamashita, structure remained a divisional structure organized around product lines and regions. Between 1980-1988, the company added 21 manufacturing companies and 12 sales companies abroad. He launched Operation Localization targeting personnel, technology, material, and capital. This program met with opposition from domestic product managers and some foreign managers.

Tanii


He consolidated international operations in one entity and brought all foreign subsidiaries under the control of METC in 1986 in order to foster coordination between product divisions and foreign subsidiaries. In 1988, he integrated domestic and overseas operations by merging METC into the parent company. He shifted operational control nearer local markets by relocating major regional headquarters functions from Japan to North America, Europe, and Southeast Asia.  Overseas subsidiaries still behaved as implementers of Japanese product divisions. Expansion policies shifted to cost containment following Japan’s recession.

Morishita:


He undertook major restructuring of headquarters to cut costs. He eliminated layers of management, transferred 6000 employees from corporate to operating jobs, decentralized responsibility to operating units including overseas units, consolidated 20 research centers into 9 and centralized decision-making. He transferred production facilities to Malaysia, China, India, and Vietnam.

Post 2001

Nakamura


Under the “Value Creation 21” plan, Nakamura is trying to switch the company to a transnational strategic approach with a geocentric strategic mentality. The envisioned organizational structure is a “flat web” organization that will yield efficiency, flexibility, and worldwide learning. Assets and competences are distributed with interdependent capabilities. 

Global Efficiency

MC’s headquarters will be realigned around 2 major functions: Corporate Strategy and Professional Services. Corporate Strategy will be responsible for the strategic functions in Matsushita’s Group and Global operations. Professional services will increase overall efficiency by centralizing administrative and other corporate-wide services. The current 35 departments that make up headquarters will be reduced by one-third. Operational efficiency will be increased by enhancing management information and customer data sharing throughout the company, using advanced information technology systems.

 R & D has 5 new priority areas: software development, networking technology, materials and process engineering, semiconductors and environment and energy.  Manufacturing processes will be redesigned from product planning, development, and design to prototyping and production, using advanced information technology. Domestic consumer sales and distribution reforms are planned as well. As of April 2001, 2 corporate marketing divisions were formed: Corporate Panasonic Marketing Division and Corporate National marketing division. Each division would handle its own brand products. Product division marketing functions and corporate consumer sales divisions will be merged into the 2 new corporate marketing divisions. 

Localization

Under the plan, each divisional company or subsidiary will reorganize its operational framework, as necessary, to create optimal organizational groups or management structures that better respond to market changes. Examples of these changes include establishment of a new Fujisawa manufacturing center and integration of Matsushita Electronics Corporation and Matsushita Electric Industrial’s semiconductor and display device operations. MC is reorganizing its overseas management structure with emphasis on localization. 

To react to market needs more promptly, Regional Management Division headquarter functions will be transferred to each overseas region.  For example, Asia Matsushita Electric (S) Pte. Ltd. based in Singapore became regional headquarters for Asia and Oceania effective April 2001. Sales between production divisions and overseas sales companies will be conducted directly instead of passing through Regional Management divisions 

Acculturation and Communication


The new cultural theme is “Making Matsushita more exciting and creative2” and its new management slogan is “Realizing Dreams Through Great Innovation2”. It is promoting entrepreneurship among its employees through its Panasonic Spin-up Fund of over 10 billion yen to support employee projects. Communication Forums are planned to allow management to hear directly from frontline employees, encouraging more responsive and transparent communications.  Additionally, MC is undertaking equal employment opportunities to promote qualified personnel regardless of gender or age.

INTERNATIONAL ENTRY STRATEGIES


MC has 3 geographic regions—Americas, Europe, Asia and Oceania (combined) and it utilized various international entry strategies including exports, Greenfield operations, acquisitions, joint ventures, and strategic alliances. In 1950, MC started exportation of products sold through private labels and in 1953 it opened Matsushita Electric Corporation of America (MECA). In 1960, it opened manufacturing facilities in Southeast Asia, Central and South America to perform basic production functions. In 1970, MC opened plants in Americas and Europe and in 1972, it opened a plant in Canada. In 1974, it bought Motorola’s TV business and started manufacturing Quasar brand in the US and in 1976, it built a plant in Cardiff, Wales, to supply the common market. MC entered into joint venture agreements with various partners such as Philips for European battery marketing and with Toshiba, in Singapore, to produce LCD channels. It also utilized strategic alliances, such as its alliance with Bayer, to develop, manufacture, and sell diagnostic equipment. It has strategic alliances with Microsoft, Nortel, Compaq, Mitsubishi, Sun Microsystems, IBM, Qualcom, and AT&T and other companies.

CONTROL AND COORDINATION

Systems and Controls


Although planning is long-term, it is broken down into shorter-term operational/administrative segments. From Matsushita’s original 250-year plan with 25-year segments, the new planning is more short-term (3 years). The shorter-term orientation limits uncertainty to more manageable time frames and with more concrete outcomes. Focus has been on input controls. No information could be obtained on control and coordination measures after 2001 except for information listed in the previous segments.

Subsidiary and Headquarters Relationships


Headquarters (HQ) set targets but operational decisions were local as long as subsidiaries met detailed sales and profit targets. In the early 1980s, control and coordination of subsidiaries was focused through expatriate managers and technicians. About 700 expatriate managers and technicians were on foreign assignments for 4-8 years.1 The expatriate general manager’s role was to translate Matsushita philosophy abroad. The expatriate accounting manager’s duty was to “mercilessly expose the truth” to HQ. Japanese technological managers were sent to transfer product and process technologies and provide HQ with local market information. Expatriates maintained relationships with HQ senior colleagues, their mentors, who also gave them information about parent company developments. 


Ties between HQ and subsidiaries were strong. General managers of foreign subsidiaries visited HQ at least 2-3x/year and as often as monthly. Corporate managers reciprocated visits and major operations hosted at least 1 HQ manager each day of the year. Face to face meetings in addition to faxes and after-hours phone calls provided frequent communication. 


In the mid-1980s, subsidiaries gained some flexibility as far as purchasing of minor parts from local qualified vendors and performing routine production tasks independently. Although subsidiaries could express product preferences for local sales, corporate managers could over-rule subsidiaries. Expatriates fulfilled certain functions for the organization. They complemented personal, centralized control by HQ, transferred technical/managerial knowledge to subsidiaries abroad, assisted in the cultivation of shared values, and facilitated control and coordination through socialization and networks. Overseas assignments provided management development and international experience to expatriate managers.  


The high number and roles played by expatriate managers from Matsushita corroborate Harzing’s 1999 study of control mechanisms in subsidiaries of MNCs of different countries. He described Japanese MNCs as having medium personal centralized control, low bureaucratic formalized control, very low output control, low control by socialization and networks, and very high expatriate control.3 


Legewie’s study of control and coordination of Japanese subsidiaries in China reported dissatisfaction among qualified local workers because of insufficient participation in decision making, limited career opportunities (‘rice paper ceiling’ for local managers), and a non-merit based appraisal system.4 Control by socialization and networks were low despite expatriate presence. Although subsidiary general managers visited HQ several times a year, these subsidiary managers were almost always expatriate general managers. International training programs and formal international networks of executives, when present, were restricted to Japanese. He attributed Japanese MNCs’ decreased flexibility in their market responses to lack of facilitation of information flow from the bottom due to a missing layer of middle management, and a lack of joint decision making of expatriates and local employees. These problems were not unique to China but were present in subsidiaries in Taiwan, Hong Kong, and Singapore.

WORLDWIDE LEARNING, INFORMATION FLOW, AND COMMUNICATION

Prior to 2001, MC employed the center for global innovation method and utilized this strategy for its products such as the VCR. Its success in doing so was attributed to three factors: gaining the input of its subsidiaries into centralized activities; ensuring that all functional tasks were linked to market needs; and integrating value chain functions such as development, production, and marketing by managing the transfer of responsibilities among them. The greatest risk for this strategy of center for global innovation was its market insensitivity and accompanying resistance of local subsidiary management.

Although the center was innovative, MC had a history of inability to foster innovation among existing subsidiaries. When it acquired innovative companies such as MCA, a US entertainment giant, it failed to sustain these capabilities and it sold MCA at a $1.2 billion loss.

Theoretically, cross-boundary open flow of information was promoted. Intensive and extensive discussion was encouraged at all levels both within (among employees) and outside the organization (with suppliers and customers).1 Through informal exchange of information, MC created a learning company. Since 1990, MC promoted worldwide learning through its Human Development Center.2 Here, the goal was to implant corporate business philosophy and to develop management, functional, and technical skills in its managers. However, the Chinese subsidiary perceived information flow as flawed, since MC restricted international exchange of information nearly exclusively to its Japanese employees. No cross-subsidiary information was exchanged.

 Nomura’s value 21 has shifted the emphasis to locally leveraged and globally linked innovation. Special resources and capabilities of national subsidiaries are transferred worldwide through information sharing across subsidiaries and headquarters. Resources of subsidiaries and parent are being deployed to jointly create and manage activities.

MATSUSHITA’S TRANSFORMATION


Matsushita is a company with a long heritage of tradition that is trying to transform itself into a contemporary transnational structure. This strategic reorientation is appropriate as its emphasis shifts from manufacturing to highly technological industries. Success is more likely using the emerging change process, with changes in attitudes and relationships, followed by structural changes.

MC today faces the following main issues: preserving its technological leadership through innovation and worldwide learning, defending and expanding its market share through increased local flexibility, market responsiveness, and customer-oriented focus, and coordinating domestic and subsidiary operations for global efficiency and profitability. The successful deployment of a transnational strategy requires the development of three interdependent management processes: first, a subtle and carefully managed form of centralization, wherein management is primarily supportive, but could intervene directly in the content of certain decisions; second, formalization, such that management is able to structure individual and supportive roles and supportive systems to influence specific key decisions; and third, socialization, such that management establishes a broad culture and set of relationships that provide an appropriate organizational context for delegated decisions.5  MC needs to build multidimensional perspectives balancing the viewpoints of national subsidiaries, global business management, and functional management to reflect the diverse environmental opportunities. Assets, capabilities, and responsibilities need to be distributed to form an integrated, interdependent network. A flexible integrative process needs to be utilized so that “management must differentiate its operating relationships and change its decision-making roles by function, across businesses, among geographic units, and over time.5” Nomura hopes to resolve these various issues successfully with his Value Creation 21 strategy. Will Nomura’s vision prevail? 
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