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This case study highlights cultural differences between a globalized parent company and subsidiary that it had acquired. 

Here is the 2010 version, which appeared on p. 194 of the 3rd edition:

When cultures collide: Vale of Brazil takes over Inco of Canada
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Nickel mining in Sudbury (Ontario) in Canada goes back to the nineteenth century, in a history dominated by one company, Inco, which became one of Canada’s largest mining companies. Sudbury’s mining community has evolved a strong local ethos, reflected in the belligerence of its trade union, the Canadian limb of the United Steelworkers of America (USW), which can point to miners’ high wage levels and generous pension scheme as proud achievements. A profit-sharing scheme has helped to boost miners’ wages, and they enjoy a defined-benefits pension scheme in an era when many companies globally are going over to defined-contributions schemes, with no assurance of levels of benefits. However, these achievements looked to be under threat when Inco was taken over by Vale of Brazil. Vale is the world’s largest iron ore producer, and its purchase of Inco in 2006, for about $18.9 billion, represented a strategic departure into a more diversified mining operation. It was the largest acquisition ever made by a Brazilian company, signaling the rise of emerging economies in global business. 

As a former state-owned company, Vale has shone as a Brazilian national champion since its privatization in 1997. Its charismatic CEO, Roger Agnelli, is eager to take on new challenges and further rapid expansion, describing Vale as ‘a company with attitude’ (Simon and Wheatley, 2010). Inco, by contrast, had become rather complacent and lacking a strong sense of direction. It presented itself as a takeover target with investment potential, involving the prospect of more jobs and improved productivity.  These aims found favour with the federal government of Canada, which approved the takeover. However, Vale immediately ran into difficulties with its Canadian acquisition, renamed Vale Inco. Inco had a well-established way of working, but Vale had ambitious plans to make the operations globally competitive. A meeting of the two sets of executives a few weeks after the purchase finished in acrimony, with one of the new owners asking: ‘How come, if you’re so smart, you didn’t take us over?’ (Simon and Wheatley, 2010 [author’s italics]) Of the 29 executives present that day, only six remain. 

Since the takeover, Vale has invested in new plant for the acquired nickel operations in Canada, but it has made little progress in relations with the workforce. In 2009, Vale proposed a modification of the profit-sharing scheme and an end to the existing pension scheme – contract changes which the company viewed as reasonable in terms of the industry globally. However, a bitter labour dispute ensued. A strike was called in July, 2009. Striking workers took against what they saw as the dictatorial style of the new owners, who ‘just what to show us that they’re the boss’ (Austen, 2010). The clash has been depicted as one between Brazilian and Canadian cultures – the one of an aggressive emerging market and the other of an old-world company with inward-looking values. Certainly, Vale has taken a robust line against the trade unions, who it perceives as obstructive, launching several disciplinary actions against union members. The clash of cultures has also been attributed to the differences between nickel mining, which relies on skilled workers, and iron ore production, Vale’s main business, which is technologically less sophisticated and relies on low-skill workers. 

The first CEO brought in by Vale to run Vale Inco was a technical expert, who spoke English poorly. In 2008, he was replaced by Tito Martins, a more amenable executive, who had greater communication skills and a desire to appreciate the strong feelings on both sides. Vale’s CEO has said, ‘it can’t be easy to have me as a boss’, but now admits of the labour dispute, ‘It is a question of cultures that have to adjust’ (Simon and Wheatley, 2010). 

The strike was finally settled in July, 2010, with the help of government mediators, nearly one year after it started, making this one of the longest strikes in Canada’s mining industry. A five-year agreement was reached, involving compromises on both sides. The unions agreed a less generous pension scheme for new workers, and agreed to a capping of their bonus payments under the profit-sharing scheme. Vale offered wage rises and cap on the bonus payments which was more generous to workers than the terms they had offered at the outset of the long dispute.  

Sources: Simon, B., and Wheatley, J. (2010) ‘Heading in opposite directions’ Financial Times, 11 March; Austen, I. (2010) ‘Some in Canada say strike shows risk of foreign control’ New York Times, 13 January.


Questions for discussion:
· Why was Inco considered to be an attractive takeover target?
· Describe the culture clashes between Vale and Inco.
· What recommendations would you make to Vale for managing future takeovers?



2016 update:

Vale Inco has been renamed Vale Canada. Following its long-running dispute in Sudbury, its Brazilian parent company has recognized the importance of communications in its many differing locations. Improvements in employee relations are seen by the company as contributing to building corporate culture. However, relations with more remote stakeholders, including the people living in the many locations where it operates, have been criticized. The acquisition of Inco included Inco’s operations in Indonesia and New Caledonia (in the South Pacific), where vulnerable indigenous peoples were at risk from displacement and violations of human rights. Environmental damage has also been associated with Vale’s iron ore operations. An environmental disaster in Brazil, where the Samarco site was operated by a company co-owned by Vale and BHP Billiton, has given rise to strong criticism of Vale for lax safety and weak CSR commitment (see case study on BHP Billiton on p. 234 of the 4th edition). A group of Vale shareholders drew attention to Vale’s poor social, environmental and management practices at the AGM of 2016. They stressed the jeopardizing of human well-being in the communities affected by its operations globally. They also highlighted what they considered to be the excessive remuneration – amounting to many millions of US dollars – enjoyed by Vale executives at a time when mining globally is facing weak market conditions.

Vale’s visionary CEO, Roger Agnelli, who had masterminded its global strategy, was removed from office in 2011, when Brazil’s then president, Dilma Rousseff, exerted pressure on the company via shareholdings belonging to state pension funds. Although Vale had long been privatized, she appointed a new CEO considered more in tune with her socialist policies, who is himself likely to be removed by the new president, Michel Temer, who took over in 2016, when Ms Rousseff was impeached. Roger Agnelli died tragically in a plane crash in 2016. 
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