Sales Negotiations Abroad for MRIs*

Preliminary Handout for All Participants

<DOCPAGE NUM="662"></DOCPAGE>Sales Negotiations Abroad for MRI Systems

<DOCPAGE NUM="662"></DOCPAGE>International sales of General Medical’s Magnetic Resonance Imaging (MRI) systems have really taken off in recent months. Your representatives are about to conclude important sales contracts with customers in both Tokyo and Rio de Janeiro. Both sets of negotiations require your participation, particularly as final details are worked out. The bids you approved for both customers are identical (see tables). Indeed, both customers had contacted you originally at a medical equipment trade show in Las Vegas, and you had all talked business together over drinks at the conference hotel. You expect your two new customers will be talking together again over the Internet about your products and prices as they had in Las Vegas. The Japanese orders are potentially larger because the doctor you met works in a hospital that has nine other units in the Tokyo/Yokohama area. The Brazilian doctor represents a very large hospital in Rio, which may require more than one unit. Your travel arrangements are now being made. Your local representatives will fill you in on the details. Best of luck!
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Price Quotation

	Deep Vision 2000 MRI (basic unit)
	$1,200,000

	Product options
	

	•
2D and 3D time-of-flight (TOF) angiography for capturing fast flow
	150,000

	•
Flow analysis for quantification of cardiovascular studies
	70,000

	•
X2001 software package
	20,000

	Service contract (2 years normal maintenance, parts, and labor)
	60,000

	Total price
	$1,500,000


Table 2

Standard Terms and Conditions

	Delivery
	6 months

	Penalty for late delivery
	$10,000/month

	Cancellation charges
	10% of contract price

	Warranty (for defective machinery)
	parts, one year

	Terms of payment
	COD
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Introduction to Use

Negotiation is the most frequently used means of resolving conflicts between organizations. Particularly in international industrial marketing, when “big-ticket” and/or high technology products are involved, sales are most often negotiated. Yet principles of effective negotiation and negotiation skills are seldom part of the curriculum in business schools. The General Medical MRI Negotiation Simulation (GM/MRI) has been developed specifically to provide a context for experiential learning and practical discussion of international business negotiations. Through the simulation and associated debriefing, participants are familiarized with the complex bargaining issues, strategies, and pressures typical of relationships between industrial firms in the global market place.

The presentation of the (GM/MRI) Negotiation Simulation to follow is divided into five parts. First, the simulation is briefly described. Next, instructions for participation and administration are detailed. Third, instructions for debriefing are outlined. Fourth, variations in the use of the game are suggested. The last section, the Appendix, consists of the student materials for both the Japanese and Brazilian versions.

A Brief Description of the Simulation

The simulation and debriefing can be accomplished during a four-hour period. Two two-hour sessions are ideal. The GM/MRI Negotiation Simulation involves a final sales negotiation between two industrial concerns, one U.S. and the other a Japanese hospital group. The product is a $1.5 million Magnetic Resonance Imaging (MRI) System for installation in a Tokyo hospital. A second version of the simulation regards a similar Brazilian client – details are provided in the Appendix.

Six representatives of three firms are participating in the discussions: (1) a Sales Representative, a Regional Sales Manager, and a Product Sales Specialist from General Medical, Inc.; (2) the Radiology Department Manager, Chief Radiologist, and CFO of Ichikawa Hospitals. Each participant has somewhat different (and in some cases conflicting) personal and professional motives regarding the deal.

Previous to the negotiation, General Medical has submitted a price quotation for the MRI System, including several product options and General Medical standard terms and conditions. The Ichikawa Hospitals CFO has established certain purchasing objectives that would require substantial concessions from General Medical. Both sides are supplied with similar amounts of information about various environmental constraints (e.g., time schedules, market conditions, etc.). Additionally, each side has been instructed to come to an agreement during this meeting. The final agreement will consist of a completed purchase agreement, signed by representatives of both companies.

Instructions for Participants

There are six roles to be played in the simulation (see the Appendix): three for the General Medical sales team and three for the Ichikawa Hospitals purchasing team. Groups of six students (smaller groups also work) are given the appropriate materials, and the three General Medical representatives are sent to a different location to plan bargaining strategies. The role-playing instructions are self-explanatory; however, a few questions of clarification should be anticipated. The Ichikawa Hospitals roles include a set of special cultural/behavioral instructions. The General Medical team is instructed to return at the end of 30 minutes (30 minute time limit for negotiation preparations) and begin the sales discussions.

The bargaining session is limited to one hour. If facilities allow, private intra-team conferences are permitted. In any case, the 60-minute time limit for bargaining is strictly adhered to. The simulation is complete when the final contract terms are specified and approved by the appropriate representatives of both firms (the form is included in the General Medical sales representative’s materials). Usually bargaining is concluded very near the end of the time limit, and very often no agreement is reached. The simulation is designed to be a difficult negotiation. The purpose is not so much to compare outcomes, but instead the focus of classroom discussions should be negotiation PROCESSES. The simulation has been designed to provide an hour or so of negotiation interaction. Often students will ask for just “10 more minutes.” However, that “10 more minutes” almost always turns into another 30, 40, or 50.

Debriefing Instructions

The simulation debriefing can be accomplished in approximately two hours and consists of three parts: (1) written student evaluation of the negotiations; (2) instructor-led class discussion; and (3) student discussion of the negotiation within the six-person groups.

Two forms should be prepared for evaluation of the negotiation by students. One is a negotiator evaluation form. Each participant is instructed to evaluate the performance of one member of the opposing team. The form consists of twelve dimensions of negotiator skills to be rated and includes room for brief comments. The twelve five-point items are: (1) well prepared/unprepared; (2) high aspirations/ low aspirations; (3) good listener/poor listener; (4) asks good questions/doesn’t ask good questions; (5) makes powerful arguments/makes weak arguments; (6) quick to respond/slow to respond; (7) honest/deceptive; (8) exploitative/accommodating; (9) patient/impatient; (10) avoids concessions/readily makes concessions; (11) creative/not creative; and (12) would be interested in working with person again/would not. On the second form the students are asked to comment on both negotiation teams’ performance. The group evaluation form is much less structured and asks for general comments about “strong points” and “weak points.” The forms require about 10 to 15 minutes to complete and should be filled out immediately after completion of the negotiation.

The instructor-led discussion includes four topics: (1) a comparison of the various groups’ results, including disclosure of the purchasing objectives and a discussion about the reasons if no agreement is reached; (2) a description of the different and conflicting motives for each of the six roles; (3) possible effective bargaining strategies for each side; and (4) the special cultural nuances of the Japanese negotiation style. The Ichikawa Hospitals purchasing objectives should be disclosed first, followed by comparison of bargaining outcomes among student groups. However, it is important to point out during the discussion that any evaluation of negotiation outcomes is in itself a difficult task and very much dependent on one’s point of view. Any deviations from standard terms and conditions or price or purchasing objectives almost always requires explanation once representatives return to their respective headquarters.

Following the comparison of results, the individual motives of each role should be shared with the group. For example, the Ichikawa Hospitals Radiology Department Manager wants the X2001 Software Package options, while the Chief Radiologist thinks that the X2001 is an unnecessary frill. All such individual motives should be revealed to the group. It should be pointed out to the students that such contrary personal and professional goals are typical of industrial sales negotiations.

The next topic to be discussed during the instructor debriefing is possible bargaining tactics. The list below is not intended to be exhaustive, but exemplary only.

The last topic of discussion is cultural influences on bargaining styles. The General Medical side should be asked if they noticed anything different or unusual about the Ichikawa Hospitals team’s negotiation style. Their feelings and responses can be reported. Then the Japanese or Brazilian cultural instructions can be revealed.

General Medical Tactics

The following are a few of the more important bargaining tactics which the General Medical team might have employed during the simulation.

1.     Market research at the negotiation table. Initially maximize questions and carefully sound out the buyer’s position. Get them to make a counter offer.

2.     Break and reconsider your strategy. Once you are certain of the buyer’s position and priorities, break for a private “strategy adjustment,” given the new information.

3.     Raise your price. “Things have changed since we prepared the quote.” “If this seems too risky you may want to add, “...but we’ll leave the price as it is.” The ethics of such a tactic should be discussed. This is not a recommended strategy, but students should be aware of its use by others.

4.     Avoid concessions. Avoid making any further commitments or concessions until you understand the full picture. “I can’t say for certain until we’ve discussed the other issues.”
5.     The mouthpiece routine. Let the sales representative do the talking. This gives the sales manager the opportunity to change things and correct mistakes if necessary.

6.     Creativity. Suggest concessions on issues not listed – future purchases, for example.

7.     Use all the time. Make no concessions until near the end of the bargaining session.

Purchasing Team Tactics

The following bargaining tactics might have been used by the purchasing team.

1.     Why so high? Have the General Medial side explain “why” on every item in the quotation. Explore for weak points.

2.     Break, then reconsider your strategy.

3.     No counter-offer. Avoid making a counter-offer if possible. Your first offer is your first concession and it set limits on your profits from the deal.

4.     Start low. If the other side forces a counter-offer, then start lower than your purchasing objectives. If you start with your listed price there is no room for the necessary compromise and no way to achieve your goals.

5.     Use all the time.

6.     Good guy/bad guy routine. Don’t settle the X2001 software package issue ahead of time. Let the Chief Radiologist weaken General Medical’s position.

7.     Creativity.

Usually 45 minutes is adequate to accomplish this second part of the debriefing.

The final step in the debriefing includes discussion of the various students’ evaluation forms within the groups of six. Each student reads his/her comments about the group and then the six amplify, clarify, or disagree. Sharing the information from the group evaluation forms serves as an excellent discussion stimulus. Following this group discussion, each person is given his/her individual evaluation form to review. Here again, the students usually ask questions and clarify the other’s ratings of their own negotiation performance. Ordinarily this second step in the debriefing can be accomplished in about 30 minutes.

Variations in Usage and Structure of the Simulation

There are a number of ways in which the GM/MRI Negotiation Simulation might be changed. Below are listed just a few of the possibilities.

Smaller groups. The simulation is ideally conducted with groups of six students. However, groups of five (the Radiology Department Manger’s information is given to the Ichikawa Hospitals CFO) or four (and the General Medical Product Sales Specialist’s information is given to the General Medical sales manger) also work well.

Use of videotaping facilities. The availability of videotaping facilities dramatically enriches the GM/MRI Negotiation Simulation experience. Each bargaining session would be videotaped. Following completion of the evaluation forms, each student would be required to review the taped negotiation and “correct” his or her evaluations. Such an exercise allows the students to view themselves as others do. Moreover, our limited capabilities of perception and memory are demonstrated by contrasting the recollections of events to the “reality” of the videotape. Videotaping also allows the instructor the opportunity to view and evaluate the performance of each team, even when several simulations are conducted simultaneously. The videotapes might be used during the debriefing to demonstrate successful or unsuccessful tactics. Finally, students absent from class on the day of the simulation might be required to view one of the tapes and fill out the evaluation forms. Such an assignment would enrich their participation in the instructor’s debriefing.

APPENDIX

STUDENT MATERIALS

Each of the six role descriptions requires a different set of support documents. See the bottom of each for a list.

1. Materials for the Japanese (client is Ichikawa Hospitals) version of the simulation.
GENERAL MEDICAL PRODUCT SALES SPECIALIST (J)

You will be playing the role of a Product Sales Specialist working for General Medical, Inc. (GMI), a manufacturer of a broad line of medical instruments and equipment. You have been selected by your firm to participate in negotiations with representatives of Ichikawa Hospitals, a chain of nine hospitals headquartered in Tokyo, Japan regarding their purchase of a model 2000 MRI. A price quotation for the basic system and associated product options is attached.

As a member of the Technical Sales Support Department of your firm, you are very interested in communicating to the client personnel the advantages of the options listed. It has been the experience of those in your department that when GMI supplies such options, fewer operational difficulties are encountered during installation and use of the system. Service contracts have proven advantageous in avoiding warranty work possibly caused by improper servicing by client personnel. GMI is recognized in the industry as the leader in providing cutting-edge technology and user-friendly MRI systems.

Both the TOF Angiography and the Flow Analysis options will be appropriate for cardiovascular work done at Ichikawa Hospitals. The X2001 Software Package you are particularly proud of since you advised GMI engineering staff on its development. It provides much faster and more flexible manipulation of the images and has wonderful ease of use qualities. However, since the package is new there may still be bugs to worked out. Ichikawa Hospitals is also the first foreign client to which it has been offered, so the price quoted for this option is relatively low.

You have thirty minutes to plan bargaining strategies with other members of your negotiation team. Feel free to use part or all of the information provided above in shaping your strategies. Create additional arguments to bolster your position if you so desire. It is important that you play the assigned role to the best of your abilities in order to maximize the learning of all participants. Although you can exchange information from these forms, please do not exchange forms with the other members of your negotiation team. You will have one hour to reach an agreement with the representatives of Ichikawa Hospitals. You may make notes on these forms and ask questions if clarification of the instructions is needed.

(attach price quotation)

GENERAL MEDICAL REGIONAL SALES MANAGER (J)

You will be playing the role of a regional sales manager for General Medical, Inc. (GMI), a manufacturer of a broad product line of medical instruments and equipment. You will be heading up a team of GMI representatives in the final sales negotiations for a $1.5 million magnetic resonance imaging system (MRI) for Ichikawa Hospitals, a chain of nine hospitals headquartered in Tokyo, Japan. Your salesperson has been conducting preliminary sales and technical discussions. During this final session with the client personnel you will be expected to make the necessary decisions to conclude the agreement with Ichikawa.

This contract is particularly important for your firm because so far, sales of MRIs in the Japanese market have been dominated by Japanese competitors. The sale to Ichikawa Hospitals, a well-respected general hospital chain will be a crucial “foot in the door” in this increasingly important market. The opportunity to sell the X2001 Software Package, a brand new one for General Medical, is also important because the firm has had little experience with Japanese medical personnel using its advanced operating systems in English.

Your sales person has already submitted a price quotation to Ichikawa (see the attached copy). Company policy allows up to a 10 percent price reduction at your discretion. Any further reduction in price will require substantial justification on your return to headquarters. Additionally, a large part of your annual compensation depends on achieving profit objectives established at headquarters. Finally, according to market research, GMI’s competitors have recently raised prices on comparable products, thus making your bid very attractive.

Recently, several customers have requested an arbitration clause as part of the terms and conditions. Your legal department feels that such clauses are not necessary. Indeed, in the past when GMI and client disagreements have gone to arbitration by a third party, GMI has consistently lost out. Thus, the legal department has asked you to actively avoid arbitration clauses of any sort.

Finally, the Japanese are likely to request to pay in yen. Your financial people have a strong bias against customers forcing currency risks on GMI and have asked you to ensure the contract be written in American dollars.

You have thirty minutes to plan bargaining strategies with other members of your negotiation team. Feel free to use part or all of the information provided above in shaping your strategies. Create additional arguments to bolster your position if you so desire. It is important that you play the assigned role to the best of your abilities in order to maximize the learning of all participants. Although you can exchange information from these forms, please do not exchange forms with the other members of your negotiation team. You will have one hour to reach an agreement with the representatives of Ichikawa Hospitals. You may make notes on these forms and ask questions if clarification of the instructions is needed.

(attach price quotation)

GENERAL MEDICAL SALES REPRESENTATIVE (J)

You will be playing the role of a sales representative of General Medical, Inc. (GMI), a manufacturer of a broad product line of medical instruments and equipment. You have arranged a meeting between representatives of your company (your sales manager, a product sales specialist, and you) and the representatives of your client firm, Ichikawa Hospitals, a chain of nine hospitals headquartered in Tokyo, Japan. There will be three Ichikawa Hospitals personnel attending the meeting—the Radiology Department Manager, the Chief Radiologist, and the CFO. The purpose of this meeting is to negotiate the final details of a contract you have been working on during the last six months. This particularly contract is personally important to you because it will push your sales performance for the year into the bonus area.

You have submitted, with headquarters’ approval, a price quotation to the client (a copy is attached). Most of your clients, particularly those in foreign countries, ask for substantial price reductions below original quotes. You have the opportunity to “trade off” hardware price for other favorable terms and conditions which are part of the standard agreement. GMI’s standard terms and conditions are listed as part of the attached price quotation. In the past you have found that sticking to the standard warranty is considered most important by your headquarters. Particularly when installations are located in new markets, costs of labor and warranty work can be extremely unpredictable.

The product options specified by the client are not particularly important to you. You are very concerned that an agreement be reached for the basic system, as it dramatically affects your annual bonus. However, the product extras have no effect on your performance evaluation or compensation.

Your Ichikawa Hospitals counterparts have been hinting that an agreement written in yen is preferable. The yen has been depreciating recently, so this may be a problem in the discussions.

You have thirty minutes to plan bargaining strategies with other members of your negotiation team. Feel free to use part or all of the information provided above in shaping your strategies. Create additional arguments to bolster your position if you so desire. It is important that you play the assigned role to the best of your abilities in order to maximize the learning of all participants. Although you can exchange information from these forms, please do not exchange forms with the other members of your negotiation team. You will have one hour to reach an agreement with the representatives of Ichikawa Hospitals. You may make notes on these forms and ask questions if clarification of the instructions is needed.

The terms of the final contract will be recorded on the attached contract and signed by representatives of both companies.

(attach price quotation, blank contract)

ICHIKAWA HOSPTIALS CHIEF FINANCIAL OFFICER (J)

You will be playing the role of the Chief Financial Officer for Ichikawa Hospitals, a chain of nine general hospitals headquartered in Tokyo, Japan. You are working with your medical staff in the final negotiations for a Magnetic Resonance Imaging (MRI) system for installation in your central Tokyo hospital being offered by an American company, General Medical, Inc. (GMI). A sales representative at GMI has submitted a bid ($1.5 million) for the system that may or may not be the best solution to your purchasing problem.

You consider the price quoted by GMI to be out of line with local Japanese manufacturers. Indeed, one of your college classmates working for Onzo Electric says his company will beat any price GMI offers. You recognize that GMI’s products are superior, but you also know that GMI is trying to break into the Japanese market and should be willing to make substantial price concessions.

Of the terms and conditions included in the initial bid, you feel that three are critical. First, in recent months GMI has had difficulty meeting delivery dates. Therefore, the late delivery penalty will be an important issue during the discussions. Second, you believe that it is imperative that your vendors bear the risk of currency fluctuations, and therefore the agreement should be written in yen, not dollars. Indeed, latest forecasts are for the yen to decline during the upcoming year. 
Your firm wishes to stay as far away as possible from American-style legal disputes, so you see a third party arbitration clause as an essential part of the contract.

Another issue of concern is an internal lack of harmony between your Radiology Department Manager and the Chief Radiologist. The latter has little interest in the X2001 Software Package—he sees it as an unnecessary and potentially unreliable frill. The Department Manager sees its purchase as an opportunity to aid in the development of similar products which might be sold throughout Japan.

Finally, the Chief Radiologist has asked you to consider buying two systems, the second to be installed in your central Yokohama hospital. Even though you are not sure about even one GMI system, you have included a second one in the Purchasing Objectives you’ve supplied the others on your negotiation team.

You have thirty minutes to plan bargaining strategies with other members of your negotiation team. Feel free to use part or all of the information provided above in shaping your strategies. Create additional arguments to bolster your position if you so desire. It is important that you play the assigned role to the best of your abilities in order to maximize the learning of all participants. Included in your materials will be some special instructions about “acting” Japanese. Have fun with these—try to make your portrayal as realistic as possible. Although you can exchange information from these forms, please do not exchange forms with the other members of your negotiation team. You will have one hour to reach an agreement with the representatives of General Medical, Inc. You may make notes on these forms and ask questions if clarification of the instructions is needed.

(attach price quotation, purchasing objectives, negotiation style instructions)

ICHIKAWA HOSPITALS CHIEF RADIOLOGIST (J)

You will be playing the role of the Chief Radiologist at the central Tokyo location of Ichikawa Hospitals, a chain of nine general hospitals headquartered in your building. You are representing your fellow physicians and working with your administrative counterparts in the final negotiations for a Magnetic Resonance Imaging (MRI) system being offered by an American company, General Medical, Inc. (GMI). A sales representative at GMI has submitted a bid ($1.5 million) for the system and you are quite interested in getting this advanced equipment as soon as possible.

You consider the General Medical MRI to be a far superior product to any currently available from Japanese suppliers. Its speed and ease of use characteristics will not only result in increased operational efficiency at your hospital, but some of the newer cardiovascular imaging product options will help you provide a new, higher level of care to your older patients. You are, however, quite skeptical about the value of the “experimental” X2001 Software Package option. You know from discussions with your colleagues at international medical conventions who are most familiar with GMI’s products that new software packages always have bugs. Indeed, such bugs have “brought down” the whole system previously. You would prefer to use the standard software, and not take a chance with the X2001.

Elatedly, you prefer that GMI train your own people to service the system. That would make the service contract unnecessary and you don’t trust GMI to provide timely service in Japan anyway.

Finally, your fellow radiologists in Yokohama are also urging you to order a second MRI for their central hospital. You mentioned it to your CFO previously, but s/he seemed quite distracted at the time. However, a second system is included in the Purchasing Objectives the CFO has given you (see attached).

You have thirty minutes to plan bargaining strategies with other members of your negotiation team. Feel free to use part or all of the information provided above in shaping your strategies. Create additional arguments to bolster your position if you so desire. It is important that you play the assigned role to the best of your abilities in order to maximize the learning of all participants. Included in your materials will be some special instructions about “acting” Japanese. Have fun with these—try to make your portrayal as realistic as possible. Although you can exchange information from these forms, please do not exchange forms with the other members of your negotiation team. You will have one hour to reach an agreement with the representatives of General Medical, Inc. You may make notes on these forms and ask questions if clarification of the instructions is needed.

(attach price quotation, purchasing objectives, negotiation style instructions)

ICHIKAWA HOSPITALS RADIOLOGY DEPARTMENT MANAGER (J)

You will be playing the role of the Radiology Department Manager for Ichikawa Hospitals, a chain of nine general hospitals headquartered in Tokyo, Japan. You are working with your CFO and the senior Radiologist on your medical staff in the final negotiations for a Magnetic Resonance Imaging (MRI) system for installation in your central Tokyo hospital. A sales representative of the American Company, General Medical, Inc. (GMI) has submitted a bid for the system preferred by your medical staff. Surprisingly, the CFO has also listed a second MRI for installation at your central Yokohama hospital in her/his Purchasing Objectives (see attached).

You know your CFO is primarily interested in saving money. From your talks with the senior Radiologist you know there is a strong bias against including the X2001 Software Package option. Its reliability is the main objection. However, you see obtaining this state-of-the-art software as the key to an important business opportunity for Ichikawa Hospitals. You and your staff hope to work with the Ichikawa Hospitals radiologists (particularly the younger ones) and GMI in developing Japanese language software for MRIs and a variety of other medical imaging instruments. Japanese manufacturers have been generally lagging behind the Americans in software development, and you see this as a big future opportunity for developing products for the entire Japanese health care market. You are quite concerned that the X2001 was not included on the Purchasing Objectives distributed by the CFO.

Finally, you would prefer to have GMI provide service for the systems. You feel the more contact with the GMI technical personnel the better, given your long-term objectives.

You have thirty minutes to plan bargaining strategies with other members of your negotiation team. Feel free to use part or all of the information provided above in shaping your strategies. Create additional arguments to bolster your position if you so desire. It is important that you play the assigned role to the best of your abilities in order to maximize the learning of all participants. Included in your materials will be some special instructions about “acting” Japanese. Have fun with these—try to make your portrayal as realistic as possible. Although you can exchange information from these forms, please do not exchange forms with the other members of your negotiation team. You will have one hour to reach an agreement with the representatives of General Medical, Inc. You may make notes on these forms and ask questions if clarification of the instructions is needed.

(attach price quotation, purchasing objectives, negotiation style instructions)

Price Quotations

	
	

	Deep Vision 2000 MRI (basic unit)
	$1,200,000

	
	

	Product options:
	

	
	

	· 2D and 3D Time-of-flight (TOF) angiography for capturing fast flow
	150,000

	
	

	· Flow analysis for quantification of cardiovascular studies
	70,000

	
	

	· X2001 Software Package
	20,000

	
	

	Service contract (2 years normal maintenance, parts, and labor)
	60,000

	
	

	Total price
	$1,500,000

	
	


Standard Terms and Conditions

	
	

	Delivery
	6 months

	
	

	Penalty for late delivery
	$10,000/month

	
	

	Cancellation charges
	10% of contract price

	
	

	Warranty (for defective machinery)
	parts, one year

	
	

	Terms of payment
	COD

	
	


Ichikawa Hospitals Purchasing Objectives (J)

	Two (2) Deep Vision 2000 MRIs  
	226 million yen

	
	

	2D and 3D TOF Angiography (2)   
	28 million yen

	
	

	Flow Analysis (2)  
	13 million yen

	
	

	Service Contract (3 years)  
	11 million yen

	
	

	TOTAL PRICE
	278 million yen


_____________________________________________________________________

	Delivery
	3 months

	
	

	Penalty for late delivery
	$12,000/month

	
	

	Cancellation charges
	2% of contract

	
	

	Warranty
	parts and labor, 2 years

	
	

	Terms of payment
	4 equal payments:
1st at delivery,
2nd at start-up,
3rd and 4th at 90-day intervals

	
	

	Third Party Arbitration Clause
	included

	
	


Final Contract (J)

	Deep Vision 2000 MRI

Product Options (circle those selected)

	

	Angiography

Flow analysis

X2001 Software

	

	TOTAL Price $ ______________

	Service Contact (list conditions)

	_________________________________

	

	_________________________________

	Price $ ______________

	

	_____________________________________________________________________

	

	Terms and conditions
	________________

	
	

	Delivery
	________________

	
	

	Penalty
	________________

	
	

	Cancellation Charges
	________________

	
	

	Terms of Payment
	

	________________
	

	
	

	________________
	

	
	

	Warranty
	Parts _____ Labor _____ Years _____

	
	

	Arbitration clause
	Yes _____ No ____

	

	_____________________________________________________________________

	Signatures

	

	

	_________________________________________
	_________________________________________

	Ichikawa Hospitals Representative
	General Medical, Inc. Representative


JAPANESE NEGOTIATION STYLE INSTRUCTIONS

The simulation becomes much more interesting for everyone if a little culture is brought into the game. Please try to incorporate the following three aspects of Japanese negotiation style into your behavior at the negotiation table.

1.     Emphasize asking QUESTIONS. Even when they answer, ask the same question in another way.

2.     Deliberately allow SILENT PERIODS. 
3.     Don’t settle any issues until the end. It is OK for you to bring up issues again later in the negotiation, even if the other side thinks they were settled.

APPENDIX

STUDENT MATERIALS

2. Materials for the Brazilian (client is Corcovado Hospital) version of the simulation.
GENERAL MEDICAL PRODUCT SALES SPECIALIST (B)

You will be playing the role of a Product Sales Specialist working for General Medical, Inc. (GMI), a manufacturer of a broad line of medical instruments and equipment. You have been selected by your firm to participate in negotiations with representatives of Corcovado Hospital, a large private hospital located in Rio de Janeiro, Brazil regarding their purchase of a model 2000 MRI. A price quotation for the basic system and associated product options is attached.

As a member of the Technical Sales Support Department of your firm you are very interested in communicating to the client personnel the advantages of the options listed. It has been the experience of those in your department that when GMI supplies such options, fewer operational difficulties are encountered during installation and use of the system. Service contracts have proven advantageous in avoiding warranty work possibly caused by improper servicing by client personnel, and they are quite profitable as well. GMI is recognized in the industry as the leader in providing cutting-edge technology and user-friendly MRI systems.

Both the TOF Angiography and the Flow Analysis options will be appropriate for cardiovascular work done at Corcovado Hospital. The X2001 Software Package you are particularly proud of since you advised GMI engineering staff on its development. It provides much faster and more flexible manipulation of the images and has wonderful ease of use qualities. However, since the package is new there may still be bugs to be worked out. Corcovado Hospital is also the first foreign client to which it has been offered, so the price quoted for this option is relatively low. There have been some questions asked about the very new (not yet approved by the FDA in the U.S.) Probe Spectroscopy option for head studies. You are personally reluctant to push this product in foreign countries ahead of its U.S. approval. However, others in the company don’t feel that way.

You have thirty minutes to plan bargaining strategies with other members of your negotiation team. Feel free to use part or all of the information provided above in shaping your strategies. Create additional arguments to bolster your position if you so desire. It is important that you play the assigned role to the best of your abilities in order to maximize the learning of all participants. Although you can exchange information from these forms, please do not exchange forms with the other members of your negotiation team. You will have one hour to reach an agreement with the representatives of Corcovado Hospital. You may make notes on these forms and ask questions if clarification of the instructions is needed.

(attach price quotation)

GENERAL MEDICAL REGIONAL SALES MANAGER (B)

You will be playing the role of a regional sales manager for General Medical, Inc. (GMI), a manufacturer of a broad product line of medical instruments and equipment. You will be heading up a team of GMI representatives in the final sales negotiations for a $1.5 million magnetic resonance imaging system (MRI) for Corcovado Hospital, a large private hospital located in Rio de Janeiro, Brazil. Your salesperson has been conducting preliminary sales and technical discussions. During this final session with the client personnel you will be expected to make the necessary decisions to conclude the agreement.

This contract is particularly important for your firm because so far, sales of MRIs in Latin America have faced tough competition from Japanese firms. The sale to Corcovado Hospital, one of the most respected private hospitals in the country, would be a crucial competitive coup in this increasingly important market. The opportunity to sell the X2001 Software Package, a brand new one for General Medical, is also important because the firm has had little experience with foreign medical personnel using its advanced operating systems in English.

Your sales person has already submitted a price quotation to Corcovado (see the attached copy). Company policy allows up to a 10 percent price reduction at your discretion. Any further reduction in price will require substantial justification upon your return to headquarters. Additionally, a large part of your annual compensation depends on achieving profit objectives established at headquarters. Finally, according to market research, GMI’s competitors have recently raised prices on comparable products, thus making your bid very attractive.

Recently, several customers have requested an arbitration clause as part of the terms and conditions. Your legal department feels that such clauses are not necessary. Indeed, in the past when GMI and client disagreements have gone to arbitration by a third party, GMI has consistently lost out. Thus, the legal department has asked you to actively avoid arbitration clauses of any sort.

Finally, the Brazilians are likely to request to pay in reals. Your financial people have a strong bias against customers forcing currency risks on GMI and have asked you to ensure the contract be written in American dollars.

You have thirty minutes to plan bargaining strategies with other members of your negotiation team. Feel free to use part or all of the information provided above in shaping your strategies. Create additional arguments to bolster your position if you so desire. It is important that you play the assigned role to the best of your abilities in order to maximize the learning of all participants. Although you can exchange information from these forms, please do not exchange forms with the other members of your negotiation team. You will have one hour to reach an agreement with the representatives of Corcovado Hospital. You may make notes on these forms and ask questions if clarification of the instructions is needed.

(attach price quotation)

GENERAL MEDICAL SALES REPRESENTATIVE (B)

You will be playing the role of a sales representative of General Medical, Inc. (GMI), a manufacturer of a broad product line of medical instruments and equipment. You have arranged a meeting between representatives of your company (your sales manager, a product sales specialist, and you) and the representatives of your client firm, Corcovado Hospital, a large private hospital in Rio de Janeiro, Brazil. There will be three Corcovado Hospital personnel attending the meeting—the Radiology Department Manager, the Chief Radiologist, and the CFO. The purpose of this meeting is to negotiate the final details of a contract you have been working on during the last six months. This particularly contract is personally important to you because it will push your sales performance for the year into the bonus area.

You have submitted, with headquarters’ approval, a price quotation to the client (a copy is attached). Most of your clients, particularly those in foreign countries, ask for substantial price reductions below original quotes. You have the opportunity to “trade off” hardware price for other favorable terms and conditions which are part of the standard agreement. GMI’s standard terms and conditions are listed as part of the attached price quotation. In the past you have found that sticking to the standard warranty is considered most important by your headquarters. Particularly when installations are located in new markets, costs of labor in warranty work can be extremely unpredictable.

In your last conversation with the Chief Radiologist at Corcovado he mentioned an interest in GMI’s new Probe Spectroscopy option (list price = $50,000) for head studies, which hasn’t yet received FDA approval. However, the product options specified by the client are not particularly important to you. You are very concerned that an agreement be reached for the basic system, as it dramatically affects your annual bonus. However, the product extras have no effect on your performance evaluation or compensation. 

Your Corcovado Hospital counterparts have been hinting that an agreement written in reals is preferable. The real has been depreciating recently, so this may be a problem in the discussions.

You have thirty minutes to plan bargaining strategies with other members of your negotiation team. Feel free to use part or all of the information provided above in shaping your strategies. Create additional arguments to bolster your position if you so desire. It is important that you play the assigned role to the best of your abilities in order to maximize the learning of all participants. Although you can exchange information from these forms, please do not exchange forms with the other members of your negotiation team. You will have one hour to reach an agreement with the representatives of Corcovado Hospital. You may make notes on these forms and ask questions if clarification of the instructions is needed.

The terms of the final contract will be recorded on the attached contract and signed by representatives of both companies.

(attach price quotation, blank contract)

CORCOVADO HOSPTIAL CHIEF FINANCIAL OFFICER (B)

You will be playing the role of the Chief Financial Officer for Corcovado Hospital, a large private hospital located in Rio de Janeiro, Brazil. You are working with your medical staff in the final negotiations for a Magnetic Resonance Imaging (MRI) system for installation in your hospital being offered by an American company, General Medical, Inc. (GMI). A sales representative at GMI has submitted a bid ($1.5 million) for the system that may or may not be the best solution to your purchasing problem.

You consider the price quoted by GMI to be out of line with their Japanese competitors. Indeed, a good friend working for Hokkaido Electric says his company will beat any price GMI offers. You recognize that GMI’s products are superior, but you also know that GMI is trying to beat the Japanese and should be willing to make substantial price concessions.

Of the terms and conditions included in the initial bid, you feel that three are critical. First, in recent months GMI has had difficulty meeting delivery dates. Therefore, the late delivery penalty will be an important issue during the discussions. Second, you believe that it is imperative that your vendors bear the risk of currency fluctuations, and therefore the agreement should be written in reals, not dollars. Indeed, latest forecasts are for the real to decline during the upcoming year. 
Your firm wishes to stay as far away as possible from American-style legal disputes, so you see a third party arbitration clause as an essential part of the contract.

Another issue of concern is an internal dispute between your Radiology Department Manager and the Chief Radiologist. The latter wishes to order two MRI systems right away, and argues that the current patient load justifies the aggressive purchasing. The Department Manager prefers to see how this first GMI purchase works out before committing to a second system.

You have thirty minutes to plan bargaining strategies with other members of your negotiation team. Feel free to use part or all of the information provided above in shaping your strategies. Create additional arguments to bolster your position if you so desire. It is important that you play the assigned role to the best of your abilities in order to maximize the learning of all participants. Included in your materials will be some special instructions about “acting” Brazilian. Have fun with these—try to make your portrayal as realistic as possible. Although you can exchange information from these forms, please do not exchange forms with the other members of your negotiation team. You will have one hour to reach an agreement with the representatives of General Medical, Inc. You may make notes on these forms and ask questions if clarification of the instructions is needed.

(attach price quotation, purchasing objectives, negotiation style instructions)

CORCOVADO HOSPITAL CHIEF RADIOLOGIST (B)

You will be playing the role of the Chief Radiologist at Corcovado Hospital, a large private hospital in Rio de Janeiro. You are representing your fellow physicians and working with your administrative counterparts in the final negotiations for a Magnetic Resonance Imaging (MRI) system being offered by an American company, General Medical, Inc. (GMI). A sales representative at GMI has submitted a bid ($1.5 million) for the system and you are quite interested in getting this advanced equipment as soon as possible.

You consider the General Medical MRI to be a far superior product to any currently available from other suppliers including the Japanese. Its speed and ease of use characteristics will not only result in increased operational efficiency at your hospital, but some of the newer cardiovascular imaging product options will help you provide a new, higher level of care to your older patients. You also are quite keen on adding GMI’s new Probe Spectroscopy option for head studies (list price = $50,000). It may not yet be approved by the FDA in the U.S., but this is not an obstacle in Brazil.

Finally, your fellow radiologists are also urging you to order a second MRI. Patient load and quality of care more than justify the extra expense. You mentioned it to your CFO previously, but s/he seemed quite distracted at the time. However, a second system is included in the Purchasing Objectives the CFO has given you (see attached).

You have thirty minutes to plan bargaining strategies with other members of your negotiation team. Feel free to use part or all of the information provided above in shaping your strategies. Create additional arguments to bolster your position if you so desire. It is important that you play the assigned role to the best of your abilities in order to maximize the learning of all participants. Included in your materials will be some special instructions about “acting” Brazilian. Have fun with these—try to make your portrayal as realistic as possible. Although you can exchange information from these forms, please do not exchange forms with the other members of your negotiation team. You will have one hour to reach an agreement with the representatives of General Medical, Inc. You may make notes on these forms and ask questions if clarification of the instructions is needed.

(attach price quotation, purchasing objectives, negotiation style instructions)

CORCOVADO HOSPITAL RADIOLOGY DEPARTMENT MANAGER (B)

You will be playing the role of the Radiology Department Manager for Corcovado Hospital, a large private hospital in Rio de Janeiro, Brazil. You are working with your CFO and the senior Radiologist on your medical staff in the final negotiations for a Magnetic Resonance Imaging (MRI) system for installation in your hospital. A sales representative of the American company, General Medical, Inc. (GMI) has submitted a bid for the system preferred by your medical staff. Surprisingly, the CFO has also listed a second MRI in her/his Purchasing Objectives (see attached).

You see buying two MRIs now as a big potential problem. Although GMI has a wonderful reputation, you do not know any of their personnel well. A new GMI sales representative seems to call on you every six months. Your preference is to perhaps buy one system and use it for at least six months before buying another. That would give your financial and technical staff some time to get to know the GMI people. You will be the person responsible for coordinating servicing and repair of the system, and if things don’t work efficiently with GMI, you are the one that gets blamed.

Finally, you’re very much against any risky new product features like the X2001 Software Package. New systems are notorious for bugs that can cause major system failures, and you don’t trust GMI to repair/service the product in a timely manner. Indeed, great service has been the best part of the long relationship Corcovado Hospitals has enjoyed with Hokkaido Electric, a Japanese maker of a variety of medical instruments and systems. Clearly GMI now produces the best product, but their reputation for after-sales services is spotty.

You have thirty minutes to plan bargaining strategies with other members of your negotiation team. Feel free to use part or all of the information provided above in shaping your strategies. Create additional arguments to bolster your position if you so desire. It is important that you play the assigned role to the best of your abilities in order to maximize the learning of all participants. Included in your materials will be some special instructions about “acting” Brazilian. Have fun with these—try to make your portrayal as realistic as possible. Although you can exchange information from these forms, please do not exchange forms with the other members of your negotiation team. You will have one hour to reach an agreement with the representatives of General Medical, Inc. You may make notes on these forms and ask questions if clarification of the instructions is needed.

(attach price quotation, purchasing objectives, negotiation style instructions)

Price Quotations

	
	

	Deep Vision 2000 MRI (basic unit)
	$1,200,000

	
	

	Product options:
	

	
	

	2D and 3D Time-of-flight (TOF) angiography for capturing fast flow
	150,000

	
	

	Flow analysis for quantification of cardiovascular studies
	70,000

	
	

	X2001 Software Package
	20,000

	
	

	Service contract (2 years normal maintenance, parts, and labor)
	60,000

	
	

	   Total price
	$1,500,000

	
	


Standard Terms and Conditions

	
	

	Delivery
	6 months

	
	

	Penalty for late delivery
	$10,000/month

	
	

	Cancellation charges
	10% of contract price

	
	

	Warranty (for defective machinery)
	parts, one year

	
	

	Terms of payment
	COD

	
	


Corcovado Hospitals Purchasing Objectives (B)

	Two (2) Deep Vision 2000 MRIs  
	2,000,000 reals

	
	

	2D and 3D TOF Angiography (2)   
	240,000 reals

	
	

	Flow Analysis (2)  
	110,000 reals

	
	

	Service Contract (3 years)  
	97,000 reals

	
	

	TOTAL PRICE
	2,477,000 reals


_____________________________________________________________________

	Delivery
	3 months

	
	

	Penalty for late delivery
	$12,000/month

	
	

	Cancellation charges
	2% of contract

	
	

	Warranty
	parts and labor, 2 years

	
	

	Terms of payment
	4 equal payments:
1st at delivery,
2nd at start-up,
3rd and 4th at 90-day intervals

	
	

	Third Party Arbitration Clause
	included

	
	


Final Contract (B)

	Deep Vision 2000 MRI

Product Options (circle those selected)

	

	Angiography

Flow analysis

X2001 Software

	

	TOTAL Price $ ______________

	Service Contact (list conditions)

	_________________________________

	

	_________________________________

	Price $ ______________

	

	_____________________________________________________________________

	

	Terms and conditions
	________________

	
	

	Delivery
	________________

	
	

	Penalty
	________________

	
	

	Cancellation Charges
	________________

	
	

	Terms of Payment
	

	________________
	

	
	

	________________
	

	
	

	Warranty
	Parts _____ Labor _____ Years _____

	
	

	Arbitration clause
	Yes _____ No ____

	

	_____________________________________________________________________

	Signatures

	

	

	_________________________________________
	_________________________________________

	Corcovado Representative
	General Medical, Inc. Representative


BRAZILIAN NEGOTIATION STYLE INSTRUCTIONS

The simulation becomes much more interesting for everyone if a little culture is brought into the game. Please try to incorporate the following three aspects of Brazilian negotiation style into your behavior at the negotiation table.

1.     Do not talk about business directly during the first 10 minutes of the game. Sports, the weather, the world economy are all OK. But, during the first 10 minutes if the other side brings up business, you change the subject.

2.     Try to INTERRUPT your counterparts frequently.

3.     Periodically reach across the table and pat your counterpart’s arm when you say something friendly.

Case 4-5  National Office Machines – Motivating Japanese Salespeople: Straight Salary or Commission?

The problem of changing management methods and also motivating salesmen in another culture is highlighted in this particular case. The entire Japanese system, their basis for motivation, is so different from the U.S. method and system that major problems can arise in changing the basis for compensation. Several questions should be emphasized. Should a firm change its method of operation to blend more closely with the Japanese, since to change the Japanese culture is such a difficult problem? Or should the U.S. firm force a change in motivation methods because it realizes that Japanese culture is already changing? Problems associated with running a dual system between the old and the new should be highlighted and the very serious question of whether or not the Japanese will ever change their system should be pinpointed. There has been much written on the subject. The following piece may provide interesting background.

I don’t think Japan is as westernized as is widely thought. Those who believe this are looking only at the surface of life, not at the essence of Japanese culture.

To be sure, many international conference halls and hotels of Japan seem totally westernized, as do the meetings that go inside them. But if there were an x-ray machine with which we cold look into people’s minds, I believe many Japanese thoughts and feelings would seem “odd” and “fantastic” from a western point of view. For example, we’d find the Japanese quite at home with various gods and several religions. He thinks nothing of being married in a Christian church, praying at a Shinto shrine on New Year’s Day, and holding funerals and memorials for ancestors according to Buddhist rites. This multi-layered, pluralistic thinking and living is basic to Japanese culture.

Consider also the daily life of the Japanese. It looks very westernized, but is a surface phenomenon. I, for instance, look very westernized in my suit and tie, but once I go home I take them off end get back into the traditional kimono. The same is true of food. Although I eat western food quite often, I haven’t given up Japanese food. In effect, a layer of westernization has been added to the existing layers in the Japanese mind.

In trying to make Japanese culture comprehensible to international society, Japanese scholars and intellectuals tend to emphasize Japan’s homogeneity with western cultures—just as the Rolumeikan party‑goers did. But it is misleading to extend western terms to the underlying principles that unify, organize, and actually operate science, technology, industry and the economy. Japan’s culture may be in many of its forms similar to Europe’s and America’s, but in nature and spirit it is very different.

The cultural legacy of the samurai and the han system lives in many areas of Japan’s economy. In the large industries of modern Japan, for example, the executives are the lords or samurai of modem hans. In fact, some of the titles for officials such as juyaku and torishimariyaku from the days of the han system are still in use in today’s companies.

The relationship between the samurai and his han was one of hereditary employment, as a general rule. Employment in modern Japanese companies is no longer hereditary but it is in general lifetime. Just as the relationship between the samurai and his han was marked by a deep loyalty, the same spirit continues today in Japanese enterprises, and the ethics and esthetics of the old order remain.

Nor did the influx of western people and ideas after World War II change Japan. For example, many people at one point thought the lifetime employment and seniority systems in Japan would be abolished as old-fashioned left-overs of feudalism. Not only did they continue, but in a sense they became even more developed. The lifetime employment system doesn’t exist in a vacuum. It exists in a society which has a long history.

When Westerners study Japanese culture they sometimes think of it as mystical, beyond the intellect. There is, however, nothing particularly mystical about Japanese culture. It can be explained logically. But the premises are different than those of western logic. The first premise in the Japanese esthetics of behavior is concealing the self. From a Japanese viewpoint, western culture appears to be developed on the principle of being conspicuous. As in other East Asian countries self-assertion is not a virtue in Japan.

In general, human economic activities are based on the desire for wealth. While the Japanese have nothing against making money, it is rather the fascination or absorption in the activity itself that drives the Japanese. They like the planning, the running around, the whole process, the flurry and excitement of it all. Being immersed in and “drinking up” the various activities of business, produces in them a kind of aesthetic intoxication in which they revel. This, I believe, is the motivating power behind the spirited economic activities of the Japanese.**
The excerpt represented above reflects what many see as the traditional Japan of the past. Japan is changing, albeit not overnight, but nevertheless changing. Contrast the piece above with the Japan of the future as revealed by excepts from several current articles.

In a country famous for corporate loyalty, “lifetime” employees suddenly are harkening to the headhunter’s call. Many are beginning to change jobs in return for better pay, greater opportunity and a chance to participate in a different management style. Some Japanese companies reduce jobs and tighten their belts—Japanese workers are thinking about their careers differently. People are beginning to sense the bottleneck in the promotional system much earlier than before. In Tokyo, many Japanese are sensing that their future course as a corporate employee won’t be like the ones they have seen with their fathers. Indeed, more than 30% of businessmen in the Tokyo metropolitan area said they were inclined to change jobs in 1992, up from 25.4% in 1991.

In the future, analysts say, the headhunting trend may even extend to huge Japanese companies which will eventually switch to traditional, seniority-based promotion system to one based more on ability and performance. Even so, job-hopping is still not easy. Breaking the news to his wife and family was tough, said one executive. Most Japanese wives are still used to the idea that the job lasts through life. My wife had to speak to her parents. And my sister screamed at me and called me names, like when we were children. (Jenify Coddy, “Headhunting in Japan Gains Respectability,” The Wall Street Journal, July 6, 1994, p. B-1.)

Lifetime employment, promotion through seniority and single-minded company unions—are the foundations of Japanese management crumbling? Evidence seems to point toward significant trends in that direction. Younger employees want to be promoted on merit not on age or seniority, and they are less likely to see themselves staying at the same company for life. Under these growing pressures, trade unions may have to re-invent their role. (Robert Heller, David Kilburn, Peggy Salz-Trautman, and John Thachray, “The Manager’s Dilemma—What’s In Store For Management,” Management Today, January 1994, pp. 4248.)

The Japanese worked an average of 1,904 hours in 1994, down from 2,111 hours in 1988 and way down from a peak of 2,432 in 1960, according to the Ministry of Labor.

Comparable American figures (blue collar manufacturing workers only), the Japanese Labor Ministry estimated that Japanese employees put in 2,017 hours in 1992, compared with 1,957 for American workers. But by 1994, the Japanese figure had dropped to about 1,960 while American work hours had risen by about 2.4 percent.

The company and their private lives are two separate things. They look for employers who will make full use of their abilities and provide opportunities. They are less inclined to be pegged into whatever slot pleases the personnel department and more inclined to change jobs if they sense more opportunity. (David Kilburn, “The Sun Sets on Japan’s Lifers,” Management Today, September 1993, pp. 4447.)

Pertinent Facts

National Office Machines of Dayton, Ohio entered into a joint venture with Nippon Cash Machines in Tokyo, Japan (N.A.B.M.C.). NCM is the oldest cash register manufacturer in Japan. But they have been steadily losing their market share.

There are 14 other manufacturers of Office/EDP equipment in Japan, including other American and foreign firms. The venture calls for doubling the sales force to 42 salesmen. U.S. personnel will man the supervisory positions for an indeterminate time.

One of the major problems facing the firm is the compensation and motivation of the expanded sales force. The traditional Japanese program is presently in use. Under this plan a man is hired until death on a straight salary, no bonus or incentive plan; at retirement he is given either a pension or a retirement sum, which is sufficient to retire on.

Use of an American plan centered around bonuses and incentives, while on the surface it appears good, runs into the serious problem of acceptance in the very tradition-oriented Japanese work force. In addition to the job for life concept the labor force also receives many benefits similar to an enlisted man in the U.S. Army (housing, PX, medical).

If the more American plan could be sold to the labor force, the problem of implementing it would still be considerable due to the nature of the market system in Japan. Essentially, retailers do business with those wholesalers or manufacturers whom they perceive themselves as owing favors to. Competition means very little to them. Therefore, it is questionable whether salesmen could break down the ties necessary to secure new sales if the compensation plan was instituted.

Comments on NCR in Japan

A pioneer in the development of commission selling in Japan, NCR has some 600 salesmen “on quota”—with most of them in the running for top salesmen honors. “The Commission system is considered as important an incentive there as in the United States and elsewhere,” a company spokesman said. “Japanese NCR personnel currently in Dayton for sales seminars are of the opinion that the commission approach is becoming more and more popular in their country.”
The NCR commission system has been widely studied in Japan. A number of Japanese firms have modeled plans directly on NCR’s. In the past 10 years, NCR sales of EDP equipment, cash registers, accounting machines, and other office machines has quadrupled.

Xerox has approached the same problem in Japan (i.e., the custom of providing personal monetary incentives to salesmen); they created group norms and sales goals as team objectives. Salesmen collected regular salaries and benefits but teams that exceeded targets received extra payments and bonuses given all personnel twice annually. This system works very effectively for Fuji Xerox.

Other Sources

The professor may want to have students review the following articles for a discussion of changing trends in employment and human resource management in Japan:

“Japan’s New ‘Gamblers,’” World Press Review, November l99l, p. 46. This article addresses changes in employment, recruiting, risk taking and the demise of the ringi system in Japanese firms.

Another report on changes in employment traditions is found in Jenny C. McCune, “Japan Says Sayonara to Womb-to-Womb Management,” Management Review, November 1990, pp. 12–16.

Stress in employment is chronic in Japan. Many believe it leads to Karoishi—sudden death by a heart attack or stroke by overwork—which kills an estimated 10,000 Japanese each year. More on this can be found in Karen L. Miller, “Now, Japan is Admitting It: Work Kills Executives,” BusinessWeek, August 2, 1992, p. 35.

Ken Goldstein, “Japan in Ferment,” Across the Board, April 1994, pp. 51–52.

F.J. Logan, “Executive Recruitment, Japanese Style,” Across the Board, September 1990, pp. 24 28. Although some things in human resource management are changing as indicated in the earlier articles, other processes remain the same. Such is the case of the elaborate system some companies employ in recruiting discussed in this article.

Lea Nattalia, “The Life of A Salaryman,” Manitoba Business, July–August 1994, p. 46.

John L. Graham, Shigeru Ichikawa, and Yao Apasu, “Managing Your Sales Force in Japan and the United States,” Euro‑Asian Business Review, January 1987 and reprinted in Taylor Meloan and John L. Graham, International & Global Marketing, Concepts and Cases, Irwin/McGraw-Hill, 1998.

R. Bruce Money and John L. Graham, “Salesperson Performance, Pay, and Job Satisfaction: Test of a Model Using Data Collected in the U. S. and Japan,” Journal of International Business Studies, 1998. Summarized in Harvard Business Review, Editor’s Briefing Section, September-October 1997, pp. 
9–10.

Case 4-6  AIDS and Condoms

This may be a difficult topic for some in class discussions. However, we feel that we should not let a disease “hide” behind cultural norms about appropriate topics for class. Indeed, assuming you have foreign students in your class, an interesting associated topic is how sex/health education is handled in schools in foreign countries. Where do people in foreign countries first hear about AIDS? 
When it comes to the global AIDS problem we really don’t have very good answers. Perhaps your students can suggest some. The key points to be made through this case are two-fold: First, any actions to market condoms and associated changes in social behavior will require the most careful research in each country and in each market segment within the countries. Second, cooperative efforts between governments, health institutions, and for-profit companies like LIG/Durex will achieve the best results.

Answers to questions:

1. Here’s what we wrote in the last (12th) edition of the Instructors Manual: “The Brazilian approach of distributing 10 million condoms during Carnival in Rio de Janeiro seems quite simple-minded. Trying to get “euphoric drunks” to behave rationally and responsibly seems like a major waste of precious Health Ministry resources. The attitudes and behaviors related to safe sex are quite complex and the marketing/social change problem for health officials is akin to other difficult public health issues like birth control, smoking (see Case 4-7), alcoholism, and the HIV/infant formula conundrum (discussed in Case 1-2). Alternatively, the Indian approach of using barbers to dispense condoms and health advice seems quite well considered. One wonders if such an approach might be worth trying in Brazil?”

Despite our best analyses then, it appears (albeit from the popular press) that the “try everything” approach seems to be working in Brazil.  Given the gravity of the problem, perhaps such an inefficient approach may be justified.  And, of course, it is hard to measure the promotional value of the “Mardi Gras” distribution.  Also, certainly we laud the gumption of Coke and Pepsi to publicly consider promoting condoms in India.  Indeed, we wonder what other innovative marketing strategies might be experimented with around the world? 

2. The AIDS problem in the United States is relatively more under control. Education levels and growing success with medical treatment has slowed its advance here. However, prevention in the United States can certainly be improved through creative thinking and research regarding the encouragement of safe sex, particularly among young people.

3. It’s hard to imagine distributing condoms during Mardi Gras in New Orleans or at the latest rock concert. It’s also hard to imagine a barber engaging a customer in a conversation about safe sex here in America. But the key with this question is to promote a creative discussion among your students on these issues. During class you might ask, “If these approaches won’t work in the U.S., what might work?” You might also ask how research should be conducted on these issues. Certainly the methods most appropriate will be in-depth interviews and other qualitative approaches. Evaluation of pilot programs/test marketing will also be important.

4. The key is for LIG/Durex to work with local health officials in developing education and condom distribution programs. The key will be work at the local level to modify successful approaches used elsewhere and to develop new approaches to marketing the condoms and the associated social change. This kind of work will be the best example of marketers as cultural change agents.

Useful associated articles:

David Lamb, “Vietnam Seeks to Modernize Its Methods of Birth Control,” Los Angeles Times, April 11, 1998, page A2. Condoms are being smuggled in from China.

Marilyn K. Nations and Maria Auxiliadora de Souza, “Umbanda Healers as Effective AIDS Educators: Case-control Study in Brazilian Urban Slums (Favelas),” Tropical Doctor, Supplement 1, 1997, pp. 60–66. This article provides an in-depth discussion of the problem of AIDS in Brazil and the successful testing of research-based, locally produced education programs.   

Teresa Poole, “China Starts Chain of Condom Shops,” San Francisco Examiner, March 29, 1998, page E7. LIG/Durex is investing $3 million to build a plant in China.

Gary A. Richwald and Jane Baeumler, “Condoms Can Dramatically Reduce the Risk of Infection,” Los Angeles Times, April 6, 1998, pp. S1 and S10. Provides latest information about problem in U.S.

Case 4-7  Making Social Responsibly and Ethical Marketing Decisions: Selling Tobacco to Third-World Countries 
This case is designed to provide the student with real world situations that require corporate strategic solutions. The case is presented in an international context so students can experience the complexity and importance of ethical decision-making in a global environment.

Initially, the instructor may sense some discomfort with the level of uncertainty that is inherent in such analyses, but the instructor is advised to let the case speak for itself in analysis.

Business decisions and strategies are always made into the future, into uncertainty. Business decisions rarely have the precision of a Balance Sheet or a P/L statement; they reflect decisions about what is strategically appropriate for the firm as it currently assesses its options. Strategic decisions have AN ETHICS COMPONENT because they reflect the basic assumptions and ground rules the firm holds to be important. The options the firm sees in any given situation reflect its assumptions about its mission and what is an appropriate course of action for the present, or for the future. The common component of both strategic and ethical decisions is that they both constitute judgments about what ‘should’ be done next.

Questions may come up about the differences in ethical beliefs between differing cultures or differences between countries approaches to doing business. There is a trap here that leads to the logical extension of cultural RELATIVISM—“When in Rome, do as the Romans do.” This argument is circular and feeds on itself. Clearly, throughout history, peoples of differing cultures have honored and given credence to fundamentally human and rational characteristics—such as the value of honesty or trustworthiness, the basic need to be believable and not be deceitful—basically to be authentic, not to lie, to do what one says or promises. Even cultures that authorize bribery or coercion lay down ground rules or parameters within which these actions are to take place. To maintain integrity, remain “legal,” cultures set ground rules by which business is to be conducted—if such rules are known by the players, then the issues of ethics become a matter of knowing how the game is to be played.

For the United States, the ground rules by which business is to be conducted are set by the institutions this society has developed and which are currently emerging. In the USA, governmental entities as a representation of society set these rules—legislative statutes, agency regulations, and court rulings. These constitute the corpus of what this society requires of its citizens and its business activities. One may point to the Foreign Corrupt Practices Act as a case in point: this society has asked its business leaders not to succumb to the seduction of bribery or kickbacks that may go on in international competition, but to conduct business without resorting to payoffs. There is a price to be paid for this societal mandate, whether in losses of business opportunities, in allegations of naiveté, or losses to competitors. But this is the standard set and required of American business standard of honesty (with a known price to be paid for integrity) that is known to the entire world. The USA has mandated that businesses will engage in free market competition freely and honestly—and not by the exigencies of expediency. U.S. society has mandated business not to “...do as the Romans do.”
What about international companies that transact business with firms in the USA? This issue is more complex. Essentially, these firms are asked to respect and abide by the rules. In similar fashion, U.S. firms should be sensitive to and respect foreign customs, traditions and legal actions—without compromise of U.S. principles and precedents. This is not an easy world. The situation reflects this complexity.

The case involves the exportation of cigarettes to Third World countries or LDCs. This is an ethical as well as economic issue. The case depicts how the more developed and enlightened countries are CUTTING BACK on cigarette consumption—and finding that there are CLEARLY DOCUMENTED HEALTH RISKS associated with this consumption. However, manufacturers are beginning to feel these cutbacks in demand as losses in revenue and profitability. This is causing these manufacturers to expand their search for new markets anywhere they can find them in the world. LDCs provide an excellent new growth market for these manufacturers. The tradeoff is economics vs. ethics. Is it morally permissible to take competitive advantage of an LDC who lacks the sophistication and understanding of the hazards of smoking to be able to make an informed choice as to risks? Is it morally acceptable to generate demand in LDCs by heavy and sophisticated advertising that has already been banned in this country by societal mandate?

Market trends and conflicting objectives of governments and multinational companies make this one of the most complex situations confronting those involved. Tobacco consumption in major markets of the Western developed world has been declining in the last decade. Negative public opinion about smoking coupled with aggressive anti‑smoking campaigns have finally stemmed the rate of growth. At the same time, Eastern Europe, Russia, China, India, and Latin America are huge markets with less strict regulations against smoking and advertising that offer new opportunities for tobacco companies. For example, Poland has an annual cigarette market of almost 100 billion cigarettes; Ukraine, 81 billion; 32 billion; the Commonwealth of Independent States as a whole, about 456 billion. World sales of cigarettes are currently estimated to be $225 billion a year and rising. Brazil exported $1 billion worth of tobacco in 1994, double the level of five years earlier.

To capitalize on the opening of markets in Eastern Europe, China, and the potential growth elsewhere, multinational tobacco companies are investing heavily in the developing world. For example, Philip Morris has signed an agreement with Russia to help modernize its cigarette industry—$100 million in a new factory near St. Petersburg with an annual output of 10 billion cigarettes. The company has bought a factory in Hungary and has licensing deals with state producers in Poland and Bulgaria. In the Czech Republic, the company has acquired the entire state industry—five factories, 56% of the market and valued at $400 million. RJ. Reynolds is building a $33 million plant in Warsaw. Similar investments are being made in China and elsewhere by the major tobacco companies. To fully capitalize on the potential and to establish major market share in these markets, heavy investments in promotions, sampling, and advertising are being made. In China, for example, commercials by Philip Morris and British American Tobacco alone account for about 25% of television advertising.

The government’s role in many countries seems to be in conflict in one hand, governments enter agreements with tobacco companies to build manufacturing plants and collect taxes on cigarette sales. At the same time, laws limiting cigarette advertising are being passed. In Brazil, a ban on advertising cigarettes from sporting and cultural events and on television have been passed. In addition, prime-time shows and television news programs will also be forbidden from showing people smoking and advertisements will not be able to suggest that smokers are socially, professionally or sexually successful. China has also passed a ban on tobacco advertising. Its Law of Advertisement bans advertising in the media and public places, such as theaters and at sporting events.

So, if you are a tobacco company, how do you react to declining sales in the major markets, growth in demand and opportunity for investment in the developing world, and restrictions on advertising in the Western developed world and in many countries in the developing world? Is it ethical and socially responsible for tobacco companies to expand their reach throughout the world? There is no simple answer.

The situation presents the students with opportunities to exercise moral judgment—in the same way they will have to in business, to identify and understand the ethical components of business decisions, to familiarize them with the experience of “thinking through” complex strategic choices, and finally to come to conclusions with an understanding of the moral implications or consequences of their decisions. The purpose of the exercise is to ASK STUDENTS TO ARTICULATE WHY THEY HAVE DECIDED AS THEY HAVE—TO ARTICULATE THE ASSUMPTIONS AND GROUND RULES BEHIND THEIR STRATEGIC CHOICES.

To assist both instructor and students, the authors have devised a DECISION TREE approach to identifying the ethical components of the decision. By overlaying the three key questions in the tree on any strategic decision being contemplated, the ethical dimensions of the choice options will become apparent. The Decision Tree allows the student to work his/her way through the case situations highlighting and identifying ethical considerations.

What remains is the need for the student to COME TO SOME CONCLUSIONS ABOUT THE SITUATION AND ARTICULATE THE WHY (GROUND RULES) BY WHICH THEY HAVE ARRIVED AT THEIR DECISIONS. These can then be discussed in class, or handled on an individual basis (e.g. have student take a position on the situation and advise the instructor by memorandum of this conclusion and give recommendations for alleviating the situation). The key to making this a successful learning experience for the students is for the instructor to forego a modicum of control for a simplistic or single answer, and to allow some freedom to assert differences of opinion within the class. At the same time, the instructor must not condone sloppy thinking or levity and be rigorous in the requirement that the student ARTICULATE RATIONALES FOR HIS/HER CHOICES.

POSTSCRIPT

The Instructor may want to have the students read: --Bert van de Ven and Ronald Jeurissen, “Competing Responsibly,” Business Ethics Quarterly, Volume 15, Issue 2, 2005—in preparation for the case discussion.  An excerpt from this article may be interesting to use as a basis for discussion of the case. “Other ethicists, writing on corporate social responsibility, suggest that intensity of competition, risks to reputation, and the regulatory environment determine the competitive conditions of a firm. They state that ‘differential strength of competition produces differential moral legitimacy of firm behavior.’ When competition is fierce or weak, different acts or strategies become morally acceptable”. 

Below are excerpts from recent (1998) articles that will provide some background in Europe. You may want students to read these articles before preparing the case.

The Wall Street Journal Europe: 

Europe is saying au revoir to Joe Camel and adios to the Marlboro Man. In another major setback for the beleaguered tobacco industry, the European Parliament approved a virtually total ban on tobacco advertising despite frenzied last-minute lobbying by cigarette companies, the advertising industry and media interests. Although the restrictions will be imposed gradually over an eight-year period, they will be all-encompassing—prohibiting tobacco ads on billboards, in newspapers and magazines, and even preventing tobacco companies from using direct-mail marketing and putting logos on non- tobacco products, such as clothing. Sponsorship of sporting and cultural events also is outlawed.

The new law, adopted after a recommendation by European health ministers in December, affects tobacco advertising in 15 countries in Western Europe, where tobacco companies now spend an estimated $1 billion a year on marketing. And anti- tobacco groups expressed hope that the legislation will have a ripple effect, leading to similar curbs elsewhere. “This sends a strong signal that Europe is united against the tobacco industry, and that other countries can also stand up to them,” said Amanda Sandford, spokeswoman for a British antismoking group, Action on Smoking and Health, in London.

Under European Union rules, the legislation must be formally adopted by EU ministers and will take effect three years from its publication in the EU’s Official Journal, which is expected in the next few months. But the law allows further delays of one year for the ban on ads in the press—or until about 2001 or 2002 – and two years for the prohibition of tobacco sponsorship. Moreover, international events, such as Formula One racing, won’t be affected until October 2006. Critics of the ban—led by tobacco companies, but including advertising-industry associations and publishing companies—contend that the ban raises serious issues about the right to advertise, press freedom and alleged EU interference in national affairs of member countries.

What is more, some say the restrictions might drive tobacco companies to market their products in new, unregulated areas, such as the Internet, which is a gray area for trans-national legislation. “There’s no magic way to get out of this difficult bind, but we won’t give up,” said Michael Prideaux, spokesman for B.A.T Industries PLC, the world’s second-largest tobacco company, which owns Brown & Williamson Co., in the U.S. “The battle goes on.” He added that the industry will appeal the decision to the European Court of Justice, and possibly in the courts of member states.

The ban is indeed severe, compared to current voluntary agreements in many European countries to restrict tobacco advertising. (Complete bans in EU countries are already in place in France, Italy, Sweden, Finland and Portugal.) The EU ban broadly matches one proposed in the U.S., as part of the $368.5 million tobacco-liability settlement. This would prohibit sports promotions and billboard ads, as well as the appearance of people or cartoon characters in advertising.

Under the EU directive, any “commercial communication,” direct or indirect, that promotes tobacco would be illegal. The only exceptions would be so-called point-of-sale displays in places where tobacco products are sold; publications brought into the EU; and tobacco-trade publications. Publishing companies are likely to feel the pinch first, as print ads are in the first phase of implementation within four years. Almost half of all tobacco-advertising revenue goes to newspapers, magazines and outdoor billboards. Magazines—especially national weeklies aimed at an adult audience—could suffer. “This will hurt, and hurt very badly for some titles,” said Julius Waller, director of the European Magazine Publishers Federation in Brussels. Further, publishers say the ban is chipping away at press freedom, because reduced ad revenue could lead many publications to fold. Ad agencies, some of which already refuse to handle tobacco accounts, also will lose out. However, what the industry fears most is that the ban might spread to other products deemed “unhealthy” by different interest groups. “It’s scary to think that constitutional means can be used to ban” the advertising for certain products, said Stig Carlson, director of the European Association of Advertising Agencies. Instead, the association says voluntary agreements and self-regulation are the best way to reach the EU’s health objectives of reducing tobacco consumption. In the U.K., for example, ads aren’t allowed to feature attractive models, be humorous or show cheerful scenes or landscapes that imply fresh air. A spokeswoman for the EU’s social-affairs commissioner, Padraig Flynn, rejected suggestions that the measure would have a domino effect and lead to advertising curbs on other products.

 “Mr. Flynn certainly doesn’t believe that alcohol is in the same category as tobacco. Indeed, there’s evidence that moderate consumption of alcohol can be beneficial to health,” said the spokeswoman, Barbara Nolan. “That is a scare tactic by the tobacco industry.”
The commission said Mr. Flynn would now press countries applying to join the EU—including those in Eastern Europe, where cigarette consumption levels are among the world’s highest—to control tobacco advertising and sponsorship.

The EU also defended the legislation, saying it is necessary to prevent varying national rules that are springing up and disrupting efforts to establish Europe’s unified market. On Wednesday, Mr. Flynn said, “the way is now clear for a better-functioning internal market in the area of tobacco advertising and sponsorship.” But the use of internal-market laws, which aren’t subject to unanimity by EU ministers, has always been controversial. For its part, the tobacco industry contends that advertising is used to maintain or increase brand market share—not to lure new smokers—and that ads are aimed at adult smokers only. There is evidence to support the claim that advertising’s impact is mixed. In Britain, smoking levels have fallen continuously over the past 20 years, although advertising has been restricted, not banned. In Norway, though, a total ban has been in effect for 25 years, and consumption among certain population groups has increased.

Tobacco-industry insiders say that snuffing out public advertising could lead to a price war as a mechanism to stimulate market demand, and prompt tobacco companies to look for ways around the law to peddle their products. “By banning, you lose control,” explained Mr. Waller, of the publishers federation. “Cigarette companies are flush with cash, and they will find a way to spend their money.” 

Abstracted from Expansion in Spanish, Source: World Reporter 

Tabacalera, the Spanish tobacco group, and its main competitors (Philip Morris, Reynolds and BAT) have their sights set on Asia. According to Cesar Alierta, the chairman of Tabacalera, Asia is a market with great potential and represents unfinished business for the sector. However, in the short and medium term Tabacalera will concentrate its efforts on Russia, Eastern Europe and North Africa with its brands Fortuna and Ducados through its strategic alliance with the French company Seita. Alierta added that one objective for the company is to bid for the privatisation of the Moroccan state tobacco company. Regarding the EC rule which will ban all tobacco advertising and which come into force in Spain within five years, Alierta has said that the company thus has five years to consolidate its position. Tabacalera has an ample capacity for borrowing, with a ratio of thirty per cent for debts over equity. This will allow the company to spend Pta 100 billion on financial investments. According to Alierta this will be spent on developing its distribution network, adding that the company does not intend to increase its stakes in Aldeasa, Midesa and Inmobiliaria Zabalburu. He also ruled out a future takeover bid for Zabalburu.

Facts About the Global Tobacco Business 

SMOKING IN AMERICA

Percentage of American adults who smoke: 25.5%

Men: 28.2%

Women: 23.1%

1996 consumer spending on tobacco products: $46.6 billion

Federal, state and local excise taxes collected from cigarettes in 1996: $13.1 billion

Average number of Americans who die each day from smoking-related illnesses: 1,145

Health-care costs of smoking-related illnesses: $50 billion

Largest tobacco-producing state: North Carolina: $943 million 

Average price per pack nationwide: $1.91 

THE GLOBAL MARKET

World-wide sales of cigarettes in 1996: $295.8 billion

Total number of cigarettes sold last year: 5,505 billion

Average number of cigarettes sold per second: 174,562

Top five cigarette markets in 1996, in billions of cigarettes:

China: 1,791

U.S.: 488

Japan: 335

Russia: 180

Indonesia: 173

World market share of five largest tobacco companies:

Philip Morris: 16.2% 

B.A.T: 12.8% 

R.J. Reynolds: 5.9% 

Japan Tobacco: 5.1% 

Rothmans: 4.2% 

Biggest cigarette brands and world market share:

Marlboro (Philip Morris): 8.4% 

Mild Seven (Japan Tobacco): 2.3% 

L&M (Philip Morris/Liggett): 1.8% 

Winston (R.J. Reynolds): 1.6% 

Camel (R.J. Reynolds): 1.2% 

Highest annual per capita spending on tobacco: Denmark: $407.80

U.S. annual per capita spending on tobacco products: $185.30

Countries with the heaviest smokers (annual per capita smoking rate):

1. Greece: 2,774 cigarettes, 139 packs

2. Japan: 2,669 cigarettes, 133 packs

3. Poland: 2,365 cigarettes, 118 packs

11. U.S.: 1,831 cigarettes, 92 packs 

ADVERTISING AND HOLLYWOOD

Spending on advertising and promotion in the U.S. by cigarette companies in 1994: $4.83 billion

Number of Marlboro men who have died from smoking-related illnesses in the past five years: Three

Percentage of 133 top-grossing movies in 1994 and 1995 showing tobacco use: 77%

Smokiest U.S. television network: Fox: with 2.67 smoking scenes an hour 

SMOKING AND KIDS

Percentage of U.S. high school kids in 1995 who said they had smoked in the past month:

34.8% (27.5% in 1991) 

Number of kids who become “regular” smokers each day: 3,000

Average age kids start smoking: 13

Number of U.S. children under age 18 today who are expected to die from smoking-related illnesses: 5 million 

TRYING TO QUIT

Percentage of smokers who say they want to quit: 70%

Annual U.S. spending on products to help people quit smoking: $417.7 million

Average weight gained when a smoker quits: Three to five pounds 

OTHER TOBACCO PRODUCTS

Fastest-growing tobacco product in the U.S. in 1996: Cigars (+18%)

Value of Cuban cigars seized by U.S. customs in 1996: $1 million ($140,000 in 1994) 

Sources: World Tobacco Market report from Chicago-based Euromonitor; Centers for Disease Control; U.S. government data (Department of Agriculture, Commerce Department, Federal Trade Commission, Food and Drug Administration); American Lung Association; Center for Tobacco Free Kids; Tobacco Institute; Information Resources Inc. 

The Wall Street Journal 

SANTA CRUZ DO SUL, Brazil—The tobacco industry may be reeling from an antismoking backlash in the U.S., but you wouldn’t know it here. This quaint Germanic city on the rolling southern frontier of Brazil has become one of the key staging areas for Big Tobacco’s push into the developing world. Only a few blocks from the leafy beer gardens and cobbled walkways favored by tourists, multinational tobacco companies are investing hundreds of millions of dollars to expand what is already the continent’s largest tobacco-leaf export center.

In January, B.A.T Industries PLC’s Souza Cruz unit opened an $80 million processing plant with an annual capacity of 120,000 tons, greater than that of any other facility in the world, the company says. Just down the road, Philip Morris Cos. is working on its own $220 million expansion. And Universal Leaf Tobacco Co. is gearing up a $30 million investment program. Big increases in per-capita tobacco consumption – up more than 20% in the developing world over the past decade—and enthusiastic political support have made nonindustrial countries a key element in the tobacco industry’s growth strategy. “When the antitobacco movement attacks in an exaggerated way in one area, the industry naturally tends to expand someplace else,” says Helio Fensterseifer, president of the local tobacco industry association. “Certain mutations are created.”
If Santa Cruz’s tobacco industry is growing disproportionately because of the U.S. public health wars, no one here is complaining. Thanks to tobacco, the city’s 100,000 people boast per-capita income that’s three times the national average. City fathers had few problems collecting funds for the restoration of the town’s Gothic-style cathedral. And there’s enough disposable income left over in Santa Cruz to support a professional basketball team that draws 7,000 fans a game. “Seventy percent of the economy is tobacco, and there is tremendous loyalty to the industry for having elevated us, in a sense, out of the developing world,” says Fernando Kothe, the city’s industrial-development director. Santa Cruz is the hub of a thriving three-state tobacco belt, and throughout the area, quality-of-life indicators are superior to national norms in virtually every category but one: Lung cancer rates among men are extraordinarily high, says Mara Brognoli, a public health official in the neighboring state of Santa Catarina. And there’s the rub. “It is very hard for people in a poor country to refuse a bargain like that offered by rich tobacco companies, even though it is a bargain that might kill them,” says Vera Luisa Costa e Silva, the coordinator of primary cancer prevention for Brazil’s National Cancer Institute. Brazil desperately needs the tax revenue, export income and jobs provided by the tobacco companies. Kathryn Mulvey, executive director of Infact, a Boston-based activist group, adds that “there is a clear challenge to put in place strong public-health regulations in countries like Brazil” where the industry has a big economic impact.

Santa Cruz reveals in microcosm how far tobacco’s reach extends. The industry serves as banker and agrarian extension agent for 160,000 small farmers in the southern region, providing them with seed, fertilizer and technical assistance on credit. But tobacco’s role only begins on the farm. When local government was working on the cleanup of a polluted river, the industry was tapped for its technical expertise. When the local university library needed to buy some new bibliographical files, the industry picked up the tab. Most significantly, B.A.T’s Souza Cruz, which controls 83% of Brazil’s cigarette market, has teamed up with state education authorities and a local newspaper to operate ambitious programs promoting gardening and reforestation in grade schools. By providing teaching materials and vegetable and tree seeds to schools, the company is practicing good corporate citizenship and doing its part to replace the large amounts of wood consumed in tobacco curing ovens, says Souza Cruz executive Roberto Eisenberger. Company officials don’t deal directly with students, and tobacco isn’t mentioned in the curriculum, he adds. “To kids, Souza Cruz means the ‘Arbor Club,’ not tobacco,” agrees Jane Ellvvanger, the assistant principal of a local elementary school. Critics say the distinctions aren’t so neat. “The company talks about reforestation and healthy living, but the educational literature includes the Souza Cruz symbol: a tobacco leaf,” says Ms. Brognoli, the health official. People here have been living side by side with tobacco ever since a wave of small farmers from Northern Europe started emigrating here back in the 1850s. Unlike the vast tobacco farms of the Carolinas, Brazilian tobacco plots tend to average only four or five acres. At the office of the local growers association, pride in ethnicity and in tobacco are evident in a placard featuring a smoldering cigarette and the German legend: “Mein Vergnugen, Meine Wahl.” (“My Pleasure, My Choice.”) “Thanks to the immigrant culture, you see agriculture conducted on an almost artisanal level,” says Guido Knies, export operations manager for Souza Cruz. But with plenty of help from the companies, small planters like Selvino Mueller have become cogs in the global export economy. The income that Mr. Mueller and his six children earn farming about 15 acres of tobacco has provided him with the start-up capital to develop a sideline trucking business. “In other parts of Brazil, you see people being forced to abandon the land for the city,” says Mr. Mueller, inspecting a row of tobacco seedlings covered with plastic to protect them from the cold. “Never in Santa Cruz.”
** Tadeo Umesao, “What Makes Japan Run,” Atlas World Press Review, May 1977, pp. 27�30
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