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Case Objectives and Use

This case illustrates the problems that can occur when a corporation uses both a centralized corporate profit structure and a decentralized subsidiary P&L approach. The following questions are central to the case discussion: (1.) Should a corporation operate an international subsidiary as a profit center or is the centralized corporate profitability most important, and (2.) Is there a middle ground that can be reached? The goal of this case study is to inspire classroom conversation regarding the notion of corporations remaining centrally focused while monitoring their subsidiaries using a decentralized structure.  In addition, the role and the concerns of the subsidiary manager are examined.  Two other views are presented for discussion: (1) Should a subsidiary manager abandon local market share and potential profits for the home countries centralized agenda, and (2) Should a manager deviate from the centralized approach and produce a profit locally? This case was written for undergraduate and graduate courses in international business, business strategy, and business management.

Case Synopsis

The IML Corporation is a global medical instrumentation manufacturer and a world market leader in hemodialysis machines and supplies.  They operate wholly owned subsidiaries in the fifteen different countries, including six in Europe.  John Cannon was an American expatriate managing the IML subsidiary in Munich, Germany. This is a study of a conflicted corporate policy.  The corporation wants to exercise central control over their world markets, and wants the German subsidiary to maintain their market share with an obsolete dialyzer (blood filter) by selling it at a loss, while a new competitive dialyzer is completing FDA trails. Unfortunately for the subsidiary manager, his personal performance is measured by the profitability of the subsidiary. The corporation also wants to maintain a consistent transfer price policy throughout all of the international subsidiaries, and does not want to change the transfer pricing to Germany.  How can the subsidiary manager meet his objectives when they are in conflict?  Was the corporate policy too inflexible?  Should have subsidiary goals been subordinated to corporate goals?  Should the subsidiary management be free to utilize their resources in whatever way optimizes their performance?
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