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Doosan: Cross-Border M&A Strategy to Global Growth

Byung Wan Suh*
Young-Hee Ko**

Doosan is the oldest company in Korea, and it now focuses on business in support infrastructure.
Throughout its 120 years of history, Doosan had to make a number of strategic decisions to survive in
an evolving economy. Traditionally, Doosan was a company that focused on domestic food manufacturing
and retail in the Korean market. However, after the Asian economic crisis, the company decided to
change its main business model and try its new global growth strategy. In order to achieve a rapid
overseas expansion, Doosan expanded their business into heavy industry and construction with clear
Mergers & Acquisitions (M&A) strategies. Now Doosan’s revenue grew from 3,400 billion Korean won
(KRW) to 18,960 billion KRW. Furthermore, in 2015, 64% their revenue come from overseas, compared
to 12% in 1998. In 2009, one of main Doosan company, Doosan Heavy Industries & Construction was
ranked fourth among the BusinessWeek's “World Best 40 Companies’. Doosan decided in a fast growing
strategy with cross-border M&A and focused on building a new organizational culture as PMI (Post
Merger Integration). This case examines how Doosan is successfully growing in the global market
through cross-border M&A strategies and how it is preparing for its next hundred years.
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Corporate Culture

| . Global Growth Strategy of Doosan

Korean Guinness Association certified Doosan
as the oldest company in Korea with its es-
tablishment in 1896. The Park Seung-Jik
Store (forerunner of Doosan) was just small
linen cotton wholesaler, not to mention that
it was famous for Pakgabun (meaning Park
Family's Powder), a must-have cosmetic pow-

der for 1920's Korean women. A couple of

decades ago, Doosan was fundamentally rec-
ognized as a domestic food manufacturing and
retail company in the Korean market, with
renowned brands such as OB (Oriental Brewery)
Lager (Beer), Chongga Kimchi (Traditional
Korean Family food), Burger King, and KFC
(Kentucky Fried Chicken). However, suffering
through the Asian financial crisis in 1997,
Doosan realized the need for a change in its
business to maintain sustainable growth.

Therefore, Doosan decided to become a global
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corporation and transformed into a global
conglomerate that focuses on the Infrastructure
Support Business (ISB).

To transferring the businesses for the glob-
al market, Doosan have established an M&A
philosophy that requires clear objectives, af-
fordability and the potential to speed up
their operations. And Doosan’s series of ma-
jor acquisitions became the “game-changer” of
the global construction equipment industry.
It was especially the surprising acquisition of
Bobcat in 2007, a company that recorded a
big market share in the global construction
manufacturing product market, that Doosan
first attracted worldwide attention. As the
result, in 2009, Doosan was ranked fourth
among the BusinessWeek's "World's Best 40
Companies,” and 471st among the ‘Fortune
Global 500." Doosan, with its 120 years of
history, quickly grew into a global corporation
with 122 overseas subsidiaries in 38 countries.
From 1998 to 2012, Doosan's revenue grew
drastically from 3.4 billion KRW to 25.8 bil-
lion KRW, its percentage of overseas revenue
from 12% to 63%, and its percentage of in-
dustrial product from 33% to 90%. Doosan
has undergone drastic growth in the global
market with the major acquisitions. Now
Doosan's core business area recently consists
of six subsidiaries: Doosan Corporation, Doosan
Heavy Industries & Construction, Doosan
Infracore, Doosan Engineering & Construction,
and Doosan Engine.

Their main global growth strategy is clear,

cross—border M&A. Based on their series of

overseas M&A, Doosan also has experiences
in importance of post-merger integration
activities between Korea Headquarter and
overseas companies. Deploying a Doosan Way
the company's new organizational culture
and the principle of doing business is one of

success factor to achieve their strategy's goal.

Il. Introduction: Doosan

Doosan was founded in 1896 with the
launch of the Park Seung-Jik Store, the first
modern linen and cotton wholesaler in Korea,
in downtown Seoul. The store quickly ac-
quired its name with the famous "Pakgabun
(Park Family's Powder),” a cosmetic powder
that became the must-have item for 1920’s
Korean women. In 1925, Park Seung-Jik
changed the name of his store to Doosan,
which means “the little grains of sand that, all
together, add up to make a mighty mountain.”

The company quickly grew by starting in-
ternational trading and establishing Oriental
OB (Brewery). During the 1970s and ‘80s,
Doosan posted an 80% market share in the
alcoholic beverage business thanks to its con-
tinuous systematization both vertically and
horizontally. By then, the group’s diversified
business areas included construction, food and
beverages, machinery, media and cultural
services. Introduction of professional execu-
tives, diversification, partnership with inter-

national companies, technological advance-



ment, and acquisition of relevant businesses
all contributed to the group’s development.
By the end of 1980s, Doosan was indeed one
of the leading conglomerates in the domestic
consumer goods business. Doosan had about
a 70% market share in beer, 50% in soft
drinks, and about 70% in whiskey.

However, Doosan soon faced difficult chal-
lenges in the mid-90s. The domestic consum-
er goods market got saturated quickly and
pushed the group into intense competition.
After tremendous efforts to implement meas-
ures to overcome the crisis, Doosan decided to
completely restructure the company. Following
its “selection and concentration” principle,
Doosan sold its core business area, the OB,
and integrated its multiple subsidiaries un-
der the Doosan Corporation. Although many
experts called such actions “death throes’,
Doosan's foresighted move provided the group
a strong basis for the future, allowing it to
survive through the Asian financial crisis
(known as "IMF Crisis” in Korea) in 1997 and
1998.

Although Doosan successfully overcame the
Asian financial crisis as it had restructured
the financial structure in advance, the group
soon realized that such actions were not the
permanent solution. While massive operational
improvement initiatives were conducted fol-
lowing the reformation, which resulted in the
growth of earnings before interest and taxes
(EBIT) from 4.5% to 11.2% within a year,
Doosan was still a company extremely vulner-

able to similar financial or management crises.
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The biggest problem was that Doosan had
no core business left. Having sold most of its
core businesses, including the OB, Doosan
only had group of small and unrelated busi-
nesses floating here and there, such as pub-
lishing and leisure businesses. None of the
leftover businesses seemed able to sustain a
good financial condition. Finding a new growth
engine was necessary, and it had to be done

quickly before another crisis hit the group.

“We had a better balance sheet and better op-
erations, but our portfolio was garbage. We had
sold many important anchor pieces and were
left with a bunch of unrelated, domestically ori-
ented, modestly competitive businesses. But we
had aspirations to become a sizable, competitive
enterprise.” - Park Yongmaan, Former CEO of
Doosan Group

Doosan analyzed the company’s corporate
culture and business status for a new growth
engine, and set up new principles for the
global expansion. Then the analysis clearly
indicated that the group should no longer
pursue the consumer goods business. Doosan
was not the natural owner of the industry:
that is, the group’s corporate culture did not
match the characteristics of the consumer
goods business. Doosan was more than a hun-
dred years old, and yet it was still accustomed
to the days when it had the monopoly over
the food and beverage market. Although the
market became more saturated and thus more
competitive, Doosan was not ready to adjust
itself quickly enough to such an ever-chang-

ing environment. The logic, therefore, point-
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ed perhaps to the opposite industry: the in-
dustrial products business. And such an in-
dustry required new strategies, commitments,

and investments in long term planning.

IIl. Fast Growing with Cross-Border
M&A

The industrial products business was not
the area in which one could simply jump in
and succeed in a day. It required decades of
accumulation of technology, and so most
companies in the industry were either deca-
des old or government-owned, or, in many
cases, both. Almost no precedents that are
comparable in size to Doosan existed. Hence
Doosan realized that it could not grow organ-
ically and decided to acquire something as its
growth platform.

A prime acquisition option was Korea Heavy
Industries and Construction (formerly known
as Hanjung), a power plant manufacturer
that focused on power generation, desalination,
casting forging, and construction. Korea's sole
power generation equipment manufacturer
and the world's top in desalination plant con-
struction with a market share of more than
25% worldwide in the 1990s, Hanjung was
an excellent option for Doosan. After intense
competition with other corporations, includ-
ing large Korean conglomerates, Doosan ac-
quired Hanjung in 2001 and named it Doosan

Heavy Industries. Following was the acquis-

ition of Koryo Industrial Development in
2003. By merging Koryo Industrial Development
with Doosan Engineering & Construction, the
company became even more cost competitive
and achieved growth of sales revenue and in-
come through synergetic effects. Later in
2005, Daewoo Heavy Industries and Machinery
was acquired and became Doosan Infracore.

Following the acquisition, Doosan's im-
plemented its “selection and concentration”
strategy. As Doosan made a firm decision to
transform into an ISB company and executed
the task, it continuously cleared its leftover
B2C (Business to Customer) businesses, es-
pecially those in the food and beverage area.
This is unlike most Korean companies that
pursue diversification and so maintain mar-
ginal businesses. Through structural reform
of the acquired businesses under the mother
company, Doosan successfully integrated its
subsidiaries into tight units.

Such unexpected and yet carefully calculated
domestic acquisitions successfully changed
Doosan from a B2C to a B2B (Business to
Business) corporation, concentrating its busi-
ness portfolio around the ISB specializing in
power generation, seawater desalination, con-
struction and engineering, heavy machinery
and construction equipment, energy, national
defense and production facilities. (see Table
1) By 2006, Doosan became the tenth largest
heavy industry firm in Korea in terms of the
asset size, with a worth of 13.06 trillion KRW
and total sales of 11.4 trillion KRW. Doosan

changed the ratio of consumer goods revenue
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to ISB revenue from 62:38 in 1996 to 15:85 change and blame the Asian financial crisis

in 2007 and 10:90 in 2012.

as it forced many Korean corporations to sell

It is certainly notable that Doosan’s trans- their assets and merge with others, Doosan’s

formation was voluntary and self-sustaining.

restructuring had actually been planned years

While some claim that Doosan was forced to ahead, and the company was not forced from

(Table 1) Major Doosan Affiliates

Category Company

Main Business Areas

Doosan Heavy Industries &
Construction

Power Plant and desalination facilities,
cast products, green energy, etc.

Doosan Infracore

Construction machinery, machine tools, engines,
attachments, and utility equipment

Infrastructure Doosan Eneineering & Civil works, Building Works, Plant, CPE (Chemical
Support Constrguction & Process Equipment), OSS (Offshore and Subsea
Business Structures) and HRSG (Hear Recovery Steam Generator)

. Diesel engines for vessel / power plants,
Doosan Engine . .
diesel plants, engine parts
Mobile weaponry, Homing/Guided weapon systems,
Doosan DST ..
Launch systems, Navigation, etc.
. CCL (Copper Clad Laminate), Heat preventing PCB,
Doosan Corporation . . L
. Masslam, OLED materials (illuminating and common
Electro-Materials
layer for fluorescence phosphorescence)
Doosan Corporation Industrial Engine-powered forklifts, Electronic forklifts,
o Doosatr} Vehicle Parts and services
orporation Doosan Corporation Mottrol Hydraulic equipment, Defense
Doosan Corporation Glonet Biotech
Doosan Corporation IT Consulting, IT Infrastructure, Building and
Information & Communication managing IT systems
Doosan Capital Installment / Lease financing, Loans, etc.
BNG Securities Sales and Trusted Trading of Financial products
. Advertising and AD campaigns, Brand marketing,
Oricom . .
Media service
. Egg laying, Broiler production, Pig Rearing,
Corésurger & Doosan Feed & Livestock Dairy, Cattle fattening, Ducks
er‘V1ce Doosan Tower Fashion-Specific Mall
Business

Doosan Bears

Professional Baseball Team

Doosan Cuvex

Golf club, Condominiums

Doosan Dong-A

Textbooks, Reference book, Children’s Books, Private
School Franchise, Digital contents, e-Learning

Doosan Magazine

Magazine publishing

Sources: Doosan Website, 2011 & 2012 Annual Brochure
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outside. During the Asian financial crisis,
many other Korean corporations experiencing
financial difficulties had to find their way out
through the government-controlled programs,
including a “Workout Program’, but Doosan's
business transformation came from inside
with its hired consultants, many of whom
knew the group well as they had previously
gone through the restructuring.

Moreover, Doosan had a net in sales from
the business transformation. Doosan raised
2.69 trillion KRW by selling its major B2C
assets since 1995 and spent 2.56 trillion
KRW on acquiring major B2B businesses: the
company had around 130 billion KRW net in

sales. (see Figure 1)

Other
Businesses

Infrastructure
Support
Businesses

98 15
Source: Doosan Annual Brochure (2015)

(Figure 1) Doosan Sales Distribution by
Business Type (Unit, %)

Ever since the transformation into an ISB
company, Doosan had the clear vision of be-
coming one of the leading global brands in

the machine industry. This required two pre-

requisites: a profitable and sizable company,
and core and original technologies. As al-
ready acquired domestic companies were suc-
cessfully merging into the mother company
and growing well, Doosan sought for further
global expansion. However, just as previously
mentioned, ISB was the area in which com-
panies needed decades of accumulation of
technologies, and so Doosan realized that it
could not globalize organically. The answer,
therefore, was again M&As.

Doosan immediately followed its vision and
started acquiring cross-border M&As. In just
three years from 2005 to 2007, Doosan ac-
quired AES (USA), Mitsui Babcock (UK),
IMGB (Rumania), CTI (USA), and Yantai
Machinery (China), all of which had core
technologies for which Doosan had long been
hungry. However, such acquisitions only ful-
filled half of Doosan's vision—to acquire core
and original technologies in the machine
industry. In order to become the leading global
brand, Doosan still had to acquire a company
that is more profitable and sizable. Such ac-
quisition was a must not only because it would
make Doosan larger but also because such a
big acquisition itself would draw attention
from the market. Then, in 2007, Ingersoll-
Rand announced that it would sell Bobcat,
the world's largest maker of compact con-
struction equipment, along with smaller units.
(See Table 2)

Bobcat in 1995 and it became the leading
compact equipment company with 11.4 bil-

lion dollars of sales, covering production and
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(Table 2) Major Cross-Border M&As

(Unit of Price: 100 Million KRW)

Acquired Company Country Year Price Business Area
AES Water treatment
(currently Doosan Hydro Technology) USA 2005 60 technology
Kavener IMGB . Plant for forgings and
(currently Doosan IMGB) Humanis 2006 146 castings
Mitsui Babcock Boiler technology for
(currently Doosan Babcock) UK 2006 1,600 power generation
Yantai Machinery Ltd China 2007 26 Wheel loader
Core technology for
CTI USA 2007 58 HCNG engine
Ingersoll Rand 3 business units Compact construction
(Bobcat, Attachments, Utility) USA 2007 45.000 equipment
Moxy Engineering
(currently Doosan Moxy) Norway 2008 853 Heavy dump trucks
ATL
(currently Doosan Infracore Germany 2008 40 Logistic equipment
Logistics Europe GmbH.)
Skoda Power Steam-Turbine core
(currently Doosan Skoda Power) Czech 2009 7.850 technology
Enpure 1 Water/wastewater
(currently Doosan Enpure) UK 2012 500 treatment technology

Sources: Doosan Website, 2012 & 2012 Annual Brochure

1. Price assumption from Financial News, November 13, 2012
http://www.fnnews.com/view?ra=Sent0601m_View&corp =fnnews&arcid=201211130100110940006282&
cDateYear=2012&cDateMonth=11&cDateDay=13 (in Korean)

service in transportation, construction, and
agriculture-related equipment. Bobcat's most
famous product was a skid loader, which was
selected as one of "America’s Best 100 Products”
by Fortune magazine in 1988 and 1991. In
2004, Bobcat produced 600,000 skid loaders,
outnumbering the sum of all the other brands.
In 2007, Bobcat recorded market share of
38% in the United States and 43% in Europe,
with a global network of 2,700 dealer units,
16 production plants, 9 Research & Development,
(R&D) centers, 5,600 employees, and 73 local

subsidiaries in 27 countries. It was the global
leader in the manufacture of compact con-
struction equipment.

However, as the subprime mortgage crisis
hit the US economy in 2007, the housing
market immediately experienced its worst
recession. This directly affected the construction
industry, and in May 2007 Ingersoll-Rand
announced that it would sell Bobcat, along
with other smaller units, as part of its re-
structuring plan. Doosan quickly responded,

and only within two months, Doosan Infracore,
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the group’s construction-equipment arm, com-
pleted the big deal on July 30, 2007, winning
the competition against Terex of the US,
Komatsu of Japan, JDB of Europe, and others.
Spending 4.9 billion dollars (approximately
4.5 trillion KRW in 2007), it was the highest
price ever paid for an acquisition not only in
the history of Korean M&A but also in the
history of an Asian corporation acquiring an
American one. Such a high price was almost
a fourth of Doosan’s total assets and doubled
the Doosan Infracore’s total asset.

Bobcat was an excellent selection because
it was the world's strongest compact equip-
ment company while Doosan Infracore was
strong in heavy equipment. With Bobcat,
Doosan completed its product line from small
to large (similarly compact to heavy) con-
struction equipment. Moreover, Doosan was
able to obtain the global manufacture and
sales network in China, North America, and
Europe, the three largest heavy construction
markets. Doosan saw Bobcat as the founda-
tion to dominate the world market. The Wall
Street Journal commented, "Doosan Infracore
is one of the only few Korean corporations
who focused on single strategic businesses
instead of indiscriminate acquisitions for
sales increase.” Doosan Infracore finally drew
the market's attention by rising from 19th to
7th in the heavy construction equipment
industry.

Although Doosan has not made such a his-
torical deal since the Bobcat acquisition, it

certainly continued following its M&A vision.

Since 2007 it has acquired Moxy (Norway),
ATL (Germany), Skoda Power (Czech), and
Enpure (UK). Of these post-Bobcat acquisitions,
Skoda Power of the Czech Republic was an-
other major acquisition. In 2009, Doosan spent
approximately 785 billion KRW to acquire the
company, which possessed core technology
for steam turbines. Founded 150 years ago in
1859 as a foundry and engineering works,
Skoda is one of the Czech Republic's oldest
and most respected business groups. With
this acquisition, Doosan Heavy Industries and
Construction secured core technologies for
boilers, turbines, and generators, the three core
facilities for power generation. (see Figure 2)

The acquisition made it possible for Doosan
to expand its presence in the retrofit and
other profitable power plant service markets,
giving the company the ability to compete
with the global industry leaders across the
entire power generation value chain. Turbines
are considered the most technically advanced
pieces of equipment in the power generation
field. Manufacturers with proprietary tech-
nologies in the turbine field have a significant
competitive advantage over those who do not.
Doosan expected the access to proprietary
turbine technologies this acquisition provides
to dramatically improve its competitiveness
in the power plant equipment business as
well as significantly expand business oppor-
tunities going forward.

The first benefit the acquisition brings was
that Doosan was able to build and supply

turbines for engineering, procurement, con-



Sales (In billions of KRW)

2000 3,400.0
2005 11,740.9
2010 24,603.7
2015 18,960.4
2019t Y 34.135.7

In accordance with the Korean International
Financial Reporting Standards (K-IFRS)

Source: Doosan Annual Brochure (2015)
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Korea

Overseas

(Figure 2) Doosan Business Volume (Left) and Korea vs. Overseas Revenue (Unite, %, Right)

struction projects rather than purchasing from
third-party suppliers. Another benefit was
that Doosan will have a full boiler-turbine-
generator (BTG) lineup, allowing it to pursue
more profitable BTG package orders, a market
segment open only to the top industry players.
The company expected this ability to supply
its own turbines to improve foreign exchange
earnings by 30% to 40% on future BTG projects.

Commenting on the deal, President and
CEO Park said, "We expect the synergies of
the Skoda Power acquisition to generate an
additional USD 4.26 billion in annual revenue
in 2020. Skoda Power and Doosan Babcock
Energy will spearhead our progressive ex-
pansion in Europe, the US, and other devel-
oped markets.” Doosan plant to set up Doosan
Power Systems to oversee Skoda Power and
Doosan Babcock as well as its power solutions
business in Europe and the Americas as it

lays the groundwork for a full-scale advance

into those markets. Doosan envisions to be
one of the global top 200 companies by 2020,
executing people-centered management, the
source of global competitiveness, and setting
a global standard of business process. This
vision based on their fast growing strategy
with cross-border M&A.

IV. Building a New Corporate Culture

Every company develops a new corporate
philosophy after an organizational change or
a business transformation. To boost its growth
momentum further, Doosan needed to im-
prove its business capacity and upgrade the
integrated regional management systems in
global market. Doosan then had to create
synergies among its businesses that would

help to realize its vision of becoming a global
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market leader.

Growth and diversification through M&A
has become a generic strategy for last few
decade, but not always successful. Growth
through unrelated diversification and con-
glomeration, as compared to related diversi-
fication, is accompanies with lower financial
performance, lower capital productivity, higher
market-related risks, and a higher degree of
variance in performance. The lack of integration
has led many recent mergers to disastrous
performance, and the primary problem in ef-
fectively managing merged firms is integrat-
ing them into a single unit.

Doosan strove to manage the global operations
more efficiently and maximize collaborations
among the brands in the Construction Equipment
Business Group, including Doosan®, Bobcat®,
GeithTM, Montabert® and Tramac®, that really
accelerated the company’s advancement. In
2011, Doosan established integrated manage-
ment systems based on four geographical
regions: AP/E (Asian-Pacific and Emerging
markets), China, EMEA (Europe, Middle East,
Africa), and NA/O (North America and Oceania).
Doosan indeed established a global manage-
ment system that created synergetic effects
among its new subsidiaries and bolstered its
operational infrastructure in advanced mar-
kets, such as North America and Europe.

And Doosan built out the new global con-
struction equipment organization. Doosan needed
the right organizational alignment support
the current and long term needs of the busi-

ness as one Global Construction Equipment

(CE) group. To lead the organization trans-
formation, Integration Management Office
(IMO) was positioned in the new organiza-
tional structure. Most of all the established
organization structure was changed to region-
focused global organization, which regional
presidents take the full responsibility for both
Heavy and Compact CE businesses within
their regions. And Doosan transited from 3
regions to 4 regions: North America and
Latin America, Europe and Middle East and
Africa (EMEA), Asia Pacific and Emerging
market(India and Russia), and China, to
align the resources with the current market
demands and future market opportunities. In
the organizational structure, Engineering,
Manufacturing, and Global Sourcing were led
by Global Functional Leaders to ensure global
consistency and coordination across regions.
Functional staffs in each region had a dual re-
porting relationship to both Regional Presidents
and Global Functional Leaders. As a new po—
sition, Global Chief Operations Officer (COO)
was created the responsibility of key opera-
tional decisions and led the performance en-
hancement efforts. And Corporate Functional
Leaders were led by Global Corporate Functional
Leaders to support CEO in envisioning long-
term strategy and to ensure global functional
coordination. By the new structure Doosan
suggested an integrated management system
of the global group. (see Figure 3)

Against this change the company introduced
“The Doosan Way,” the company's new organ-

izational culture and principle of doing business.
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(Figure 3) Concept of Doosan Infracore Global Organization

Its aspiration and vision guide Doosan to be-
come the "Proud Global Doosan.” "The Doosan
Way' consists of three parts: the Doosan Credo
that contains nine core values, the People of
Doosan ("The Six Traits of Doosan People’)
that demonstrates the values of Credo every-
where it operates, and the Doosan Way Change
Model that serves as the foundation by which
the people of Doosan realize the Doosan Way.

“The Six Traits of Doosan People” consist of
“Limitless Aspiration,” “Cultivating People,”
“Inhwa” (A Korean word that means harmo-
nious teamwork in the truest sense of the
word, enshrined in Doosan’s definition of
fairness and camaraderie. The idea of Inhwa
(unity and harmony with people) inspires every
colleague to behave and communicate with
freedom, transparency and dignity, under a
common set of fair rules. It is a caring mer-
itocracy that creates a sense of belonging and

trust), “Open Communication,” "Tenacity &

Drive,” and "Prioritization & Focus.

The Doosan Way signifies the unique val-
ues and philosophy that has been driving
Doosan forward. It is also the basis of a sys-
tematic approach aimed at enhancing future
competitiveness. And as a global player with
an extensive business network around the
world and a diverse and vibrant workforce,
multifaceted efforts of Doosan are under way
to promote the “One Doosan” corporate culture,
which would help unite employees worldwide
and enhance communication and leadership,
ultimately creating a workplace full of pride,
trust, and fun.

Doosan imposes the Doosan Way uniformly
on its global network of production facilities,
sales subsidiaries, branches, research cen-
ters, parts distribution centers, along with a
dealer network spanning more than 4,000
locations globally, with a belief that the

Doosan Way will bring Doosan’s diverse net-
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work together to create synergy, enhance global
competitiveness, and improve customer value.

Doosan also created a department devoted
to Corporate Social Responsibility (CSR)
programs and started paying attention to so-
cial welfare and communication with local
communities across the globe, believing that
a sustainable company is only possible not
simply with profitable businesses but with the
support from community. After Doosan be-
came a global corporation, its CSR program
also expanded to the global level. Doosan has
been actively taking the initiative in expanding
its sharing activities to any region in need,
thereby fulfilling its social responsibility as a
global company. The company has provided
aid to people in the areas around the world
that are damaged by natural disasters by do-
nating its resources and talents to help those
in need, all in service of its commitment to
being a good corporate citizen within the global
community. Doosan is actively involved in a
number of worldwide social contribution ac-
tivities starting at the local level in the com-

munities in which it operates.

V. The Future of Doosan

Doosan Chairman Yongmaan Park, former
U.S. Secretary of State Condoleezza Rice,
and First Minister of Scotland Alex Salmond
were present at the 2nd Doosan Global

Business Forum that took place in Edinburgh

on July 19, 2013. The forum was a rare occa-
sion that brought together opinion leaders
from diverse fields in Edinburgh, the venue
of The Open Championship (The British Open)
of which Doosan is a title sponsor. Global po-
litical leaders, scholars, and CEOs of global
enterprises gathered together to review the
global economy and diagnose a range of geo-
political issues. In his welcome and closing
remarks, Chairman Park said, "We are still
facing an environment of poor predictability,
so our future will be determined by how we
cope with this challenging environment, which
hinders companies from making sustainable
growth. Integrating the trend of innovative
ICT (Information & Communication Technology)
convergence with the traditional machinery
and infrastructure industry will generate new
business opportunities.”

Since 1896, Doosan has evolved with its
people and is now opening up a new future as
a global player. For the last 10 years Doosan
has driven successful acquisitions of European
and American companies that are the bridge-
heads for Doosan to become a true global
leader in the infrastructure support industry.
Doosan is still ready to make strategic M&As
and create new business opportunities if they
fit the company's vision of becoming a global
Top 200 company by 2020. To realize this
goal, Doosan is seeking opportunities to pen-
etrate into European and American markets

through both organic and inorganic approaches.



VI. Limitation and Future Research

This Doosan Group Case Study has few
limitations. First, their M&As were based on
energy and power business area, and these
day financial and IT (Information Technology)
company has been increase oversea’ M&A, so
it will be worth to study future in other busi-
ness area. Second, Doosan is a part of the
Korean conglomerate group, and their global
strategy may not be work on a smaller, me-
dium sized company. Finally, as seen in mul-
tiple cases in the history of older companies
in other countries, research can also be con-

ducted in the future.
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Doosan: Cross-Border M&A Strategy to Global Growth

| . Summary of the Case

This case describes how Doosan Group has
driven a global growth strategy to survive in
the emerging competition and changing busi-
ness environment as the oldest company in
Korea. As of 2013, Doosan runs 25 domestic
and 122 overseas subsidiaries in 38 counties
and is the leader in the global market of in-
frastructure support business.” Since 1998,
several strategic changes have been initiated
in Doosan by President Park, Y. M. that led
the change and growth of the group. He rede-
signed Doosan’s main business portfolio from
B2C businesses to B2B businesses, particularly
to heavy industrial product manufacturing,
to drive powerful global growth. The case
highlights how Doosan carried forward cross-
border M&As to enhance its core capability
and globalization skills in the infrastructure
support businesses. The case eventually provides
significant insight and implications into the

global growth strategies of an old organization.

2. Target Audiences and Teaching
Objectives

This case study purposes to analyze and
discuss the global growth strategy of an old
company through the case of Doosan. This
case has been tested and is proven effective
for executive business education courses, busi-
ness classes for master's degree, MBA, and/or
doctoral students as it challenges students in
such courses to discuss global management
including business transformation, M&A proj-
ects, and B2B business. The case study will
be particularly useful for those who already
understand the need for globalization and in-
novation but do not yet understand the un-
certainties associated with global strategies
and related decisions.

The case gives readers (students/participants)
the opportunity to think about the global growth
strategy of old companies that seek sustain-
able growth in an uncertain environment. This

means that the case will work well as a learning

1) Doosan’s Infrastructure Support Businesses are made up of six subsidiaries: Doosan Corporation, Doosan Heavy
Industries & Construction, Doosan Infracore, Doosan Engineering & Construction and Doosan Engine. These
subsidiaries provide electrical power, desalinated drinking water, construction equipment, advanced machinery, defense
supplies, houses, highways and bridges, chemical processing equipment and industrial engines.



48  KBR H212 M2= 20174 53

tool for implementation where uncertainty is
inherent, as an application to lectures on real
options and risk, and for discussions related
to business change and corporate challenges.

Upon successful completion of the case study,
the students will be able to:

- Understand change management and
business innovation of old corporations

- Analyze an M&A strategy to global market
entrance and core capability enhancement

- Identify the necessity and effectiveness of
business transformation

- Explain corporations’ global growth strat-
egies to sustainable growth in the future
business environment

- Explore strategic skills and tools for changes
in corporate culture to become a global
company

- Suggest additional directions and ideas
for Doosan's future success in global B2B

business market

3. Suggested Case Questions

Important discussion points and lessons
emphasized by the case include these ques-

tions:

- What is global strategy? And what is the
globalization leverage point of Doosan
Group?

- How did Doosan view and use M&A

strategies? Explain the value and effec-
tiveness of M&As.

- How Brownfield (Foreign Direct Investment,
FDI) vs. Greenfield is different and Why
Doosan Choose FDI?

- Why does business transform from B2C to
B2B, an important strategy for Doosan's
growth plan?

- What are the issues faced in driving new
organizational culture?

- What advice would you give to President

Park regarding his future challenges?

4. Analysis of the Case

4.1 Global Strategy and Leverage Points

In terms of business, global strategy is de-
fined as “an organization’s strategic guide to
globalization” (Gupta, 2008). Strategic deci-
sion and management in a global setting in-
volves competition in industries that extend
across national boundaries and among firms
with different national home bases that may
tap into strategic resources in more than one
location. Global strategies require firms to
tightly coordinate their business strategies
throughout international markets and loca-
tions, and firms that pursue global strategy
are highly centralized to choose a multina-
tional entry mode with strategic analyses.

Many researchers indicate conceptual frame-

works encompassing a range of different is-
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sues relevant to global strategies. Doz, Bartlett,
and Prahalad (1981) and Prahalad and Doz
(1987) analyze industries along two dimensions
—global integrations and local responsiveness
in defining the relevant geographic scope of
the industry. Ghemawat (2011) identifies
CAGE distance framework to address when
companies should craft international strat-
egies based on cultural, administrative, geo-
graphic, and economic differences or distances
between countries. Kim & Hwang (1992)
suggest that an express incorporation of global
strategic variables into an analysis of the en—
try mode decision is warranted. Also Yip
(2001) discusses in considerable length the
factors that lead the internationalization of
competition and puts the factors into four
primary categories: market, scale, comparative
advantage, and regulation.

Bartlett and Ghoshal (1989) identify three
particular leverage points: efficiency, knowl-
edge, and responsiveness that can be gained
through different types of globalization (see
figure 1). These are efficiency resulting from
performing specific activities at the right scale
in the right place, market access or customer
responsiveness that often requires localization
of some production or service dimensions,
and learning and knowledge leverage to use
people and ideas globally. The researchers
argue that the key element is that different
organizational forms are particularly well adapted
to one or another of these dimensions of per-
formance, but that addressing all three is ex-

tremely difficult.

Efficiency

Global economics of scale
Comparative advantage of location

Knowledge
Leverage
Use people and
ideas globally

Responsiveness
Adapt to local
customer demands

(Figure 1) Global Leverage Points

Doosan’s global strategy successfully adhered
to the efficiency point of the global leverage.
The strategy was pursued with strong pres-
sures because of the economic crisis and low
scale of the domestic consumer goods market.
The company needed to develop business specific
growth opportunities in the global market with
various execution levels by country, product
category, and brand power. Since 1896, the
Doosan Group had developed into a multina-
tional conglomerate with particular emphasis
on customer goods, manufacturing, trading,
and construction. But Doosan’s domestic-based
businesses with consumer products were of a
much lower dimension as a global market
driver with highly dispersed production and
distribution activities, such as Coca-Cola or
P&G.

Doosan consequently decided to transform
from B2C to B2B business, focusing on infra-
structure support businesses that had very
large-scale economies and knowledge advan-
tages, with global entry strategy. Business

transformation is about making fundamental
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changes in how business is conducted in or-
der to help cope with a shift in market envi-
ronment (Kotter, 2007). It is recognized as
being a critical contributor to realizing the
challenges of environmental sustainability due
to its potential capacity for innovation and
change—locally, nationally, and globally (Elliot,
2011). Doosan’s business transformation,
providing a foundation for the global growth
framework, not only opened future growth
opportunities but also achieved efficient global
business performance.

Doosan’s main businesses are now concentrated
in equipment and suppliers in the B2B category.
Since 1998, Doosan has provided electrical
power, desalinated drinking water, construction
equipment, advanced machinery, defense sup-
plies, houses, highways and bridges, chem-
ical processing equipment, and industrial en-
gines in the global industrial products market.

By 2006, Doosan became the tenth largest
heavy industry firm in Korea in terms of as-
set size with a worth of 13.06 trillion KRW
and total sales of 11.4 trillion KRW. Doosan
changed the ratio of B2C business to B2B
from 62:38 in 1996 to 15:85 in 2007 and
10:90 in 2012. Doosan's industrial products
grew from 33% to 90% with total revenue of
$9.6 billion in 2012 from sales of thermal
power plants, nuclear power plants, seawater
desalination plants, casting and forging, and
construction in the Middle East, Asia, Europe
and North America. Doosan has built over
400 nuclear, thermal, and combined-cycle power

plants. Doosan is quickly growing as a global

B2B company.

4.2 M&A Strategy

The rise of globalization has exponentially
increased the necessity for global M&A ac-
tivity, particularly in terms of cross-border
deals (Collan & Kinnunen, 2011). With cheaper
financing options and more robust market
conditions, executives are increasingly con-
fidant and thinking more creatively about
their growth strategies. Companies also in
the emerging and high-growth market coun-
tries that were less affected by global eco-
nomic woes are eager to expand, and one of
the quickest routes to do so is via M&A
(Baker et al., 2008).

With M&A strategy, it stands to reason
that executives overseeing each of these ac-
tivities face different challenges. Bower (2001)
suggests that acquisitions occur for five rea-
sons: to deal with overcapacity through con-
solidation in mature industries, to roll-up
competitors in geographically fragmented in-
dustries, to extend into new products or mar-
kets, as a substitute for R&D, and to exploit
eroding industry boundaries by inventing an
industry.

Doosan's M&A strategy belongs to the
product and market extension in Bower's five
categories. Bower (2001) states that a com-
pany seeks product or market extension M&As
to extend its product line or international reach.
Sometimes these are similar to geographic

roll-ups: sometimes they involve deals be-
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(Table 1) M&A Strategies: Distinct Activities Mean Differing Challenges (Bower, 2001)

The The The Product or The Industry
. . . The M&A as
Overcapacity Geographic Market Extension R&D Convergence
M&A Roll-up M&A M&A M&A
The acquiring A successful Acquisitions Acquisitions are A company bets
company (part of | company expands | extend a company's | used in lieu of that a new

an industry with

geographically:

product line or its

in-house R&D to

industry is

excess capacity) operating units international build a market emerging and tries
Strategic |will eliminate remain local. coverage. position quickly to establish a
Objectives | capacity, gain position by culling
market share, and resources from
create a more existing industries
efficient operation whose boundaries
are eroding
You can't run a Member of the Know what youre | Build Give the acquired
merged company acquired group buying: the farther | industrial-strength | company a wide
until you've may welcome your |you get firm home, |evaluation berth. Integration
rationalized it, so |streamlined the harder it is to | processes so that | should be driven by
decide what to processes. If they | be sure. you buy first-class | specific
eliminate quickly. |don't, you can businesses. opportunities to
If the acquired afford to ease them | Expect cultural create value, not
company is as large | in slowly. and governmental | This category by a perceived need
as the acquiring differences to allows no time for |to create a
one and its If a strong culture |interfere with slow assimilation, |symmetrical
processes and is in place, integrations. so cultural due organization.
value differ introduce new diligence is a must.
greatly, expert values with The bigger you are As a top manager,
Major trouble. Nothing extreme care. Use |relative to your Put first-rate, be prepared to
Concerns | will be easy. carrots, not sticks. | target company, well-connected make the call
the better your executives in about what to
If it is a so-called |These are win-win | chances for charge of integrated and
merger of equals, |scenarios, and they | success. integration. Make |what to leave
expert both often go smoothly. it a high-visibility |alone; also, be
companies The more practice |assignment. ready to change
management you have, the that decision
groups to fight for better your chances | Above all else, hold
control. for success. on to the talent if
you can.
These tend to be
onetime events, so
theyre especially
hard to pull off.
Chemical Bank Banc One buys Quaker Oats buys | Cisco acquires 62 | Viacom buys
buys scores of local Snapple. companies Paramount and
Manufacturers banks in the Blockbuster:
Example |Hanover and 1980s. AT&T buys NCR,
Chase; McCaw, and TCI.

Daimler-Benz
acquires Chryler.
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tween big companies. They also involve a
bigger stretch—mot simply into an adjacent
city or a state but into a different country.
The likelihood of success depends in part on
the companies relative sizes. If near equals
merge, the problems that crop up in over-
capacity deals come into play: difficulties im-
posing new processes and values on a large,
well-established business. On the other hand,
for a large player acquiring a small company,
chances for success go way up.

Doosan sought to expand its global foot-
print and become more agile in creating high-
performing businesses and cultures across
national boundaries. Therefore, Doosan ac-
quired Mitsui Babcock UK (renamed Doosan
Babcock), a boiler engineering company,
Kvaerner IMGB, the largest casting and forg-
ing company in Romania, and Skoda Power, a
Czech-based turbine manufacturer, in 2006.
In 2007, Doosan acquired Bobcat USA, a
construction machinery company that was the

world's largest supplier of small construction

equipment. After the merger of Bobcat USA
into Doosan Infracore, one of Doosan’s sub-
sidiaries specializing in medium and large
construction machinery, Doosan Group be-
came the world's seventh largest supplier of
construction machinery.

Doosan was willing to pay a premium offer
to its target firms as it saw the outlook for
the global market value created after the
M&A processes. The company also estab-
lished desalination R&D centers in Tampa,
U.S., Damman, Saudi Arabia, and Birmingham,
UK. Doosan believes that these M&As will
eventually create synergies in the long run
by increasing its market share, customer

base, and corporate strength.

4.3 B2B business

Business-to-business (B2B) describes com-
merce transactions between businesses, such
as between a manufacturer and a wholesaler,

or between a wholesaler and a retailer (Richard,

(Table 2) Foreign Entry Strategy of Doosan’'s Global M&A

Type Bl Greenfield
e (FDI - Foreign Direct Investment)
Buy it & Use it (existing factory & shops) Bul.ld new site (relatively long-term
Utilize existing customer & vendors petiod)
Major . Strong relation with host company,
. Quick Entry
Characteristics . . . and Easy knowledge transfer
Cultural differences (i.e. geographical, . .
. Large Capital Investment for different
national, company etc.)
Tax & Law
Need New Technology for Infrastructure Support Business area
Doosan .
Internal/External Europe and America Market Entry
. Global Vision, but few global experts
Environment . o ,
Global finance ability by Korean Government (Bank) helps




2008: Shelly, 2011: Garbade, 2011). The
overall volume of B2B transactions is much
higher than the volume of B2C transactions.
The primary reason for this is that in a typical
supply chain there will be many B2B trans—
actions involving sub components or raw ma-
terials, and only one B2C transaction, specif-
ically sale of the finished product to the end
customer.

B2C business is characterized by rapid change
and in such markets managers can no longer
rely on the resources that they have assembled
to provide their extant competitive position
(Daniel and Wilson, 2003). While B2B busi-
ness seeks long term relationships as any ex-
periment with a different brand will have im-
pacts on the entire business, because they
involved in the decision making process and
technical details may have to be discussed in
length for B2B products.
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B2B transactions involve many classifications
of business products. In particular, it in-
cludes fixed pieces of equipment, buildings or
complexes used to produce goods in connection
with, or as part of, any process or system.
Most B2B products are purchased by compa-
nies to be used in their own manufacturing,
producing goods and services to be sold on.
The value added product can then be either
sold to yet another company: or to the consumer.
Any consumer product would have gone
through numerous value-added processes be-
fore it is being purchased by the final user.
Numerous suppliers from various industries
would have contributed to the finished prod-
uct (Tai et al., 2008).

Doosan’s main businesses are located in
equipment and suppliers in B2B business
category. Since 1998, Doosan has provided

electrical power, desalinated drinking water,

(Table 3) Major Differences between B2B and B2C Marketing and Buyers

B2B

B2C

Relationship driven

Marketing

value

Maximize the value of the relationship

Multi-step buying process, longer sales cycle
Brand identity created on personal relationship
Educational and awareness building activities
Rational buying decision based on business

Product driven

Maximize the value of the transaction

Single step buying process, shorter sales cycle
Brand identity created through repetition and
imagery

Merchandising and point of purchase activities
Emotional buying decision based on status,
desire, or price

than you do

Buyer
. and successful

- your product
Interested in quality customer service

Often understands your product/service better

Wants or needs to buy products or services to
help their company stay profitable, competitive,

Has high interest in - and understanding of

Looking for the best prices

Often looks for trusted brands

Will research the competition prior to shopping
Interested in quality customer service
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construction equipment, advanced machinery,
defense supplies, houses, highways and bridges,
chemical processing equipment and industrial
engines in the global industrial product market.

By 2006, Doosan was the tenth largest heavy
industry firm in Korea in terms of asset size,
worth 13.06 trillion KRW, and total sales of
11.4 trillion KRW. Doosan changed the ratio
of B2C business to B2B from 62:38 in 1996
to 15:85 in 2007 and 10:90 in 2012. Doosan’s
industrial products grew from 33 % to 90%,
developed thermal power plant, nuclear power
plant, seawater desalination plant, casting
and forging and construction in the Middle
East, Asia, Europe and North America with a
total of $9.6 billion in revenue in 2012.

Doosan has built over 400 nuclear, thermal

and combined-cycle power plants. Doosan as

a global B2B company quickly is growing.

4.4 Organizational Culture

Dension (1996) asserts that culture is the
deep structure of organizations, rooted in the
values, beliefs, and assumptions held by or-
ganizational members. Organizational culture
refers to a system of shared assumptions,
values, and beliefs that show employees what
are appropriate and inappropriate behaviors.
These values have a strong influence on em-
ployee behavior as well as organizational
performance (Chatman & Cha, 2003). In
transition from nationally restricted to inter-

national company activity, companies are no-

(Table 4) Classification of B2B business (considered the NAICS and NACE)?

Business Definition
A raw material is the basic material from which a product is manufactured or made
Raw materials agriculture and mining business are concerned with the production of raw materials
such as plants or minerals
Manufacturers produce products from raw materials to component parts which they
Component ' . . ) .
Parts then sell at a profit. Companies that make physical goods such as cars or pipes are
considered manufacturers
Equipment included product used in production activities and operational activities.
Equipment Equipment includes large building that serve as places of business for other
companies.
Processed These products are created from raw materials and are used in the production of
Materials another product
. Service businesses offer intangible goods or services and typically generate a profit
Business . . . .
services by charging for labor or other services provided to government other business or
consumers
. These products facilitate both production and operations but are not part of the
Suppliers .
final product.

2) NAICS: North American industry classification System and NACE: Statistical Classification of Economic Activities in
the European Community



tably responsible for reducing friction in the
communication between parent and subsidiary
companies and for realizing the overall corpo-
rate strategy in diverging cultural environments.
The corporate developments and innovations
are eventually revealed in between the pa-
rent company and other international sub-
sidiaries with diverging organizational lan-
guages, behavioral routines and cognitive
patterns (Dorow & Blazejewski, 2003).

Even though culture may not be immedi-
ately observable, identifying a set of values
that might be used to describe an organization’s
culture helps researchers identify, measure,
and manage culture more effectively. For this
purpose, several researchers (Probst & Raisch,
2005; Sheridan, 1992: Weber, 2005) have
proposed various culture typologies. One ty-
pology that has received a lot of research at-
tention is the organizational culture profile
(OCP) that identifies a measure of culture
and values as one facet of culture at the or-
ganizational level and instruments to provide
details concerning reliability and validity as
another (OReilly, Chatman and Caldwell,
1991).

Chatman and Jehn (1991) describe the seven
dimensions of organizational culture profile
in which culture is represented by seven dis-
tinct values. According to the organizational
culture profile framework (see Figure 2),
companies that have ‘innovative cultures’ are
flexible, adaptable, and experiment with new
ideas; ‘aggressive cultures value competitive-

ness and outperforming competitors: ‘outcome-
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oriented cultures emphasize achievement,
results, and action: ‘stable cultures are pre-
dictable, rule-oriented, and bureaucratic: ‘people-
oriented cultures value fairness, supportive-
ness, and respecting individual rights; ‘team-
oriented cultures are collaborative and em-
phasize cooperation among employees: detail-
oriented cultures emphasize precision and
pay attention to details: in ‘strong cultures,’
most employees in the organization show

consensus regarding the values of the company.

Organization

Culture

(Figure 2) Dimensions of Organizational
Culture Profile

Doosan Group grew into a multinational
corporation with a cross-border M&A strat-
egy that is one of the important drivers for
globalization. However, it also meant that
Doosan needed to rebuild its corporate credo
and organizational culture for multinational
networks. In particular, Doosan has paid

much more attention to building innovative



56 KBR X212 M2z 20174 53

and people-oriented organizational culture in
the dimensions of OCP.

The Doosan Group philosophy was reformed
with the slogan “People are the future,” which
means that human growth drives business
growth. The company believed that empow-
ered people who can creatively deliver the or-
ganization's promise could quickly adapt to
the corporate innovation. The group then an-
nounced “The Doosan Way: The Six Traits of
Doosan People” that symbolizes the company's
unique aspiration and vision to become the
"Proud Global Doosan.” The Doosan Credo
that contains nine core values serves as the
foundation for the Doosan Way. A people-
centric organizational culture also evolved
into Doosan's unique 2G (Growth of People,
Growth of Business) Strategy, a virtuous circle
in which people drive business growth and in
turn receive opportunities for advancement.

Doosan has focused on spreading positive
energy throughout the organization through
vigorous communication, both horizontally
and vertically. The company has also encour-
aged its members around the world to take
the initiative and set their own examples,
believing that such innovative efforts can im-

prove the working methods and processes.
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