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C H A P T E R10 Global Strategy: 
 Competing Around the World
Overview of the Chapter
This chapter discusses the importance of globalization. It illustrates why firms are eager to enter the global marketplace. To do so, however, firms need to be aware of the turbulent and diverse nature of the global marketplace. This dynamic situation is caused by different geographic characteristics, cultural factors, and different types of demand. To successfully compete worldwide, firms need to develop global strategies. We discuss several types of global strategies and their pros and cons. We begin with the definitions of globalization, multinational enterprise, and foreign direct investment in the beginning to help students develop a good foundation with globalization concepts. Then we talk about where, what, and why MNEs have entered the global marketplace. Finally, we discuss the unique network type of industrial cluster in order to demonstrate the newer developments in the globalization research field.
Learning Objectives
LO 10-1  Define globalization, multinational enterprise (MNE), foreign direct investment (FDI), and global strategy.

LO 10-2  Explain why companies compete abroad and evaluate advantages and disadvantages.

LO 10-3  Explain which countries MNEs target for FDI and how they enter foreign markets.

LO 10-4  Describe the characteristics of and critically evaluate the four different strategies MNEs can pursue when competing globally.

LO 10-5  Explain why certain industries are more competitive in specific nations than in others.

LO 10-6  Evaluate the relationship between location in a regional cluster and firm-level competitive advantage.

Chapter Outline

1. CHAPTERCASE 10 Hollywood Goes Global
2. What Is Globalization? (LO 10-1)
a. Strategy Highlight 10.1 Stages of Globalization
3. Going Global: Why? (LO 10-2)
a. Advantages of Expanding Internationally
b. Strategy Highlight 10.2 Does GM’s Future Lie in China?
c. Disadvantages of Expanding Internationally 

4. Going Global: Where and How? (LO 10-3)

a. Which Countries Do MNEs Enter?
b. How Do MNEs Enter Foreign Markets?
5. Strategy Around the World: Cost Reduction vs. Local Responsiveness (LO 10-4)

a. International Strategy
b. Localization Strategy
c. Global-Standardization Strategy 
d. Strategy Highlight 10.3 Walmart Retreats from Germany
e. Transnational Strategy
6. National Competitive Advantage: World Leadership in Specific Industries (LO 10-5)

7. Porter’s National Competitive Advantage Framework

8. Gaining & Sustaining Competitive Advantage Regional Clusters (LO 10-6)

9. CHAPTERCASE 10 / Consider this
10. Discussion Questions 

Lecture Suggested Outline
I. Overview

· Why does globalization become an important matter for many firms?

· What enables firms to do business globally?
 Teaching Tips
Instructors can ask students where their sneakers (especially Nike) are being made. The answer will highly likely be a place outside the U.S., and most probably in Asia. Then ask students why the sneakers are made in Asia. We have found personalizing the globalization of our consumer goods to be a good opening for this material. 
II. ChapterCase 10 Hollywood Goes Global
· Discuss the recent change in the Hollywood filmmaking industry by shifting the focus from the domestic U.S. market to international markets.

Show PowerPoint Slides 10.4 thru 10.6
Key Points of Case
 Teaching Tips
Most students will be familiar with movies and recent Hollywood blockbusters. Use the example of Slumdog Millionaire, Crunching Tiger, Hidden Dragon, The Departed, Green Hornet, and so on. Those films incorporated foreign actors/actresses, foreign environmental settings, screenplays, music, and other elements, with many multicultural flavors so they satisfied international markets. 
Slide 10.5 shows that international sales actually exceeded domestic revenues—this tells us how important the international market is to the Hollywood filmmaking industry. While students are quite familiar with these movies, in most cases we find they are NOT aware of how large the international revenue impact is on the business. They also have not usually given much thought to such revenues having a direct effect on which scripts are “green-lighted” for production and how key actors are often now chosen based on international appeal rather than what will sell best in the United States. 
III. What Is Globalization?
We provide key definitions for globalization, multinational enterprises (MNEs), foreign direct investment (FDI), and global strategy. 
Show PowerPoint Slides 10.7 and 10.8

What Is Globalization?
IV. Going Global: Why?
A. Three major reasons are provided and discussed with examples.
B. Strategy Highlight 10.1 Stages of Globalization provides some historical perspective. 
There are three stages of globalization from a historical perspective. Globalization 1.0 occurred between 1900 and 1941, and the cross-border trading was very export-oriented; only sales and distribution took place overseas. Globalization 2.0 happened from 1945 and 2000. FDI became the primary means for globalization with the duplication of home market business operations in world markets. Globalization 3.0 happened after 2000. The major change is that MNEs shifted from FDI to global collaborative networks.
Show PowerPoint Slides 10.9 and 10.10
Going Global: Why?
 Teaching Tips
The three drivers are easy to understand. It will, however, enhance students’ learning if we can use examples. We can use Dell entering China and GM entering emerging markets to discuss the access to a larger market. We can use outsourcing to China or many Asian counties to illustrate the access to low-cost input factors since firms can gain access to lower-wage labor. We can also use Silicon Valley to discuss the third point, because the community of high-tech firms induces knowledge spillover, which may help firms develop new capabilities.

A McGraw-Hill Connect online video interactive exercise is available that covers the concepts behind this section in greater detail. You may wish to assign this as an auto-graded homework assignment for the students. It covers Learning Objective 10.2. The video is produced by McKinsey and discusses the global forces shaping the future of business and society.
C. Strategy Highlight 10.2 Does GM’s Future Lie in China? In short, the answer to this question seems to be YES! 
GM entered China in 1997 through a joint venture with Shanghai Automotive Industrial Corp (SAIC). Today, the Chinese market already accounts for 25 percent of GM’s total revenues (and is growing FAST). Moreover, GM has roughly the same number of manufacturing facilities in China as it does in the U.S., while the cost of Chinese labor is only a fraction of U.S. labor costs. The product design is also different in order to adapt to location demands and market conditions. The smaller, boxy Wuling Sunshine automobile is popular and affordable in China and sales have increased significantly. GM continuously invests in China by bringing more engineers to design automobiles specifically for Chinese markets. Clearly, China is important and could be the key to the future of the firm.
Show PowerPoint Slides 10.13
GM in China
D. Disadvantages of Expanding Internationally—The Liability of Foreignness

Show PowerPoint Slides 10.14
Disadvantages
V. Global Expansion: Where and How?
a. National Institutions and Hofstede’s National Culture
Show PowerPoint Slide 10.16 and 10.17

Global Expansion: Where? 

 Teaching Tips
The textbook discussed Hofstede’s cultural dimensions, and it is important to let students understand how cultural differences can become an important factor when a firm goes global. We can combine the cultural differences with Porter’s value chain. For instance, McDonald’s menu in the U.S. is different from the one in India. Why? Will the staffing policy be different when comparing the U.S. style with the Japanese style? Will different cultural holidays affect a MNE’s global operations? How about religions? All the preceding questions can be used in class for discussions, and they all tie into Hofstede’s cultural dimensions.  
b. Global Expansion: How? 
The stage model of sequential commitment to a foreign market over time (Exhibit 10.5) is a continuum of different entry modes firms can use to enter markets. 
Show PowerPoint Slides 10.19 and 10.20
Global Expansion: How?
VI. Strategy Around the World: Cost Reduction vs. Local Responsiveness
a. The integration-responsiveness framework shows Local Responsiveness vs. Cost Reduction. It produces the characteristics of four types of global strategy.
Show PowerPoint Slides 10.21 thru 10.26
Four Global Strategies
 Teaching Tips
The integration-responsiveness framework has examples in each quadrant. These companies have different strategic intent in terms of the economy of scale and scope. For instance, if the strategic intent is to maximize economy of scale, then MNEs tend to offer more standardized products, and thus MNEs are located in the quadrant with lower local responsiveness. If the MNEs intend to satisfy diverse local demands by offering differentiated products, then this will be positioned at a higher cost and higher responsiveness quadrant. This framework can be used to review Porter’s generic strategies (which were discussed in Chapter 6). Remind the students about differentiation, cost leadership, focused differentiation, and focused cost leadership. We might want to connect those two concepts so it provides a bridge that assists students in transitioning from the firm-level strategy to corporate-level strategy and now to a global strategy (a component of corporate strategy).
A McGraw-Hill Connect online interactive exercise is available that covers the concepts behind this section in greater detail. You may wish to assign this as an auto-graded homework assignment for the students. It covers Learning Objective 10.4.
b. Strategy Highlight 10.2 Walmart Retreats from Germany
Walmart entered Germany by acquiring the 21-store Wertkauf chain and 74 hypermarkets from German retailer Spar Handels AG. Walmart also entered Germany using the U.S. operation policy and procedures, such as the Walmart cheer and door greeters. However, to implement the strategies, Walmart suffered greatly from German workers’ strong resistance to the U.S. procedures. The significant cultural difference, plus the lack of sufficient distribution capabilities and scale economies, induced great cost disadvantages to Walmart’s Germany operations. The increasing cost, plus stiffened competition, became too unbearable and Walmart sold the stores to its major competitor. 

Show PowerPoint Slide 10.27
Walmart Leaves Germany
VII. National Competitive Advantage: World Leadership in Specific Industries
Corporate strategies have a strong association with international strategies. Even if an organization does not plan to import or export directly, management must look at an international business environment, in which actions of competitors, buyers, sellers, and the new entrants of providers of substitutes may influence the domestic market. Information technology is reinforcing this trend. Porter introduced the diamond model that allows analyzing at the national level. Some countries are more competitive than others, and some industries within nations are more competitive than others. Porter’s Diamond suggests that the national home base of an organization plays an important role in shaping the extent to which it is likely to achieve advantage on a global scale. 

a. Determinants: factor conditions, demand conditions, supporting industry, and competitive intensity/rivalry.


Show PowerPoint Slides 10.29 thru 10.31
National Competitive Advantage
 Teaching Tips
Understanding and having the necessary conditions to be globally competitive is important, but these conditions are neither static nor purely domestic. The students must understand the dynamic nature of the international environment, as well as the changing requirements of today’s resources and technologies. Porter’s Diamond can help students understand the concept of national advantage, but the existence of the four favorable conditions may represent a necessary but insufficient condition for the development of a particular national industry. Even when abundant resources are ultimately limited. Thus, firms must make choices regarding their pursuit of existing opportunities. Further, given the ability of firms to gain market information and production inputs from abroad, the absence of favorable conditions within a country may be overcome by their existence internationally.

Slide 10.30 has an embedded video at the bottom of it. It is a five-minute section of an interview with Michael Porter and he is optimistic about America’s future in the world. This video is also offered on the DVD that is available with the textbook. http://bigthink.com/michaelporter#!video_idea_id=2179. 
A McGraw-Hill Connect online video interactive exercise is available that covers the concepts behind this section in greater detail. You may wish to assign this as an auto-graded homework assignment for the students. It covers Learning Objective 10.5. The video is produced by McKinsey and discusses the business environment in Colombia. 
VIII. Gaining & Sustaining Competitive Advantage Regional Clusters 
A regional cluster is a group of interconnected companies and institutions in a specific industry, located near each other geographically and otherwise linked by common characteristics.

Show PowerPoint Slides 10.32 thru 10.34
Regional Clusters

Gaining & Sustaining Competitive Advantage

 Teaching Tips
Clusters foster high levels of productivity and innovation and lay out the implications for competitive strategy and economic policy. Economic geography in an era of global competition poses a paradox. In theory, location should no longer be a source of competitive advantage. Open global markets, rapid transportation, and high-speed communications should allow any company to source any thing from any place at any time. But in practice, location remains central to competition. Today’s economic map of the world is characterized by what Porter calls clusters: critical masses in one place of linked industries and institutions, from suppliers to universities to government agencies, which enjoy unusual competitive success in a particular field. Examples are Silicon Valley, Las Vegas, Orlando, Hollywood, and others. 

IX. 
 CHAPTERCASE 10 / Consider This…
 We revisit the opening case with an extended discussion on Hollywood movies. We bring in additional barriers Hollywood movies have to overcome to be successful with international sales.
Show PowerPoint Slide 10.48
Hollywood / Consider This…
X.  Take-Away Concepts
 Here we list the take-aways for a student review of key points from the chapter.  
XI.  Key Terms
 Here we show the key items from the chapter for a review and a test of understanding.

END OF CHAPTER ANSWER GUIDE

 Teaching Tips
A variety of case, discussion, ethics, and explicit small group questions are provided at the end of every chapter. Instructors may find it useful to assign some for homework and some for general class discussion. Many concepts in strategy do not yield hard and fast answers, and if the students have a chance to interact some early on in the class, it helps stimulate better discussions on issues of nuance or context, which are internalized best through discussion or intensive written assignments. 

CHAPTERCASE 10 / Consider This…
1. Given the forces on the Hollywood movie industry, is it likely we will see a decrease in the production of regional and U.S.-centered movies, or will small independent movie producers pick up a higher share of the domestic U.S. market? Please explain. 
It is not likely that regional and U.S.-centered movie production will dramatically decrease in the near future. This is due to the fact that the U.S. filmmaking industry still enjoys a very dominant position in the world, and most of the films produced are still very U.S.-centered. What we have observed is that the international “sales” of U.S.-made films have been soaring in the past couple years, not the “contents” of the movies. However, it is reasonable to think more content will “follow the money” and global scripts, locations, and actors will increase. 
2. What alternatives could movie producers develop to help combat the piracy of first-run movies and follow-on DVD and Internet releases? 
This will be a very tough task for the Hollywood filmmaking industry. There have been laws and technology developed to help this task, but obviously they have not stopped the problem. The move toward simultaneous releases is a step in the right direction. Many patrons would prefer to see the authentic movie (better audio and video quality) rather than a knock-off if it is available. 
3. How would you prioritize which nations to expand distribution into if you were working for a major Hollywood movie studio? 
One must conduct research on the market potential as well as the legal system in this instance. Clearly, China has the largest population and seems the best target for many filmmakers. However, China has a very strict information censorship policy, so it is not too easy to have a movie broadcast license approved by the Chinese government. Filmmakers need to find a balance and be careful when implementing the international entry strategy. They need a solid understanding of the institutional and cultural differences between the home base market and the overseas markets.
Discussion Questions
1. Multinational enterprises have an impact far beyond their firm’s boundaries. Assume you are working for a small firm that supplies a product or service to an MNE. How might your relationship change as the MNE moves from a Globalization 2.0 operation to a Globalization 3.0 operation? 
One can consider the transition of business from vertical integration to vertical dis-aggregation. This transition is similar to moving from Globalization 2.0 to Globalization 3.0 operations. In Globalization 2.0, MNEs need only duplicate the operation in overseas markets, but this results in wasted resources. In the Globalization 3.0 stage, MNEs can select locations that suit their supply chain activities best, and then place the specific operation in that location. For instance, the finance function stays in New York, manufacturing stays in China, logistics in Hong Kong, R&D in Japan, and so on. Therefore, a Globalization 3.0 operation forms a network type of supply chain relationships inside, or even, outside of the organizational boundary.

2. Think about the last movie you saw in a movie theater. What aspects of the movie had international components in it (for example, the plot line, locations, cast, and so on)? Are there more international elements included than compared to your favorite movie from a decade ago? 
· So many movies today are produced outside the United States. Also, the directors, plot lines, and other elements are often taken from other countries. The cast of many movies today has also gained a lot of international members. In 
general, the elements of popular films do seem to have a more international make-up. Simply ask students and they will respond well.
3. “Licensing patented technology to a foreign competitor will likely reduce or eliminate the firm’s competitive advantage.” True or false? Write a paragraph discussing this statement. 
· In today’s economy, the preceding statement seems to be false. First, it is due to the dynamic nature of the environment, and licensing technology might not give competitors a competitive edge since they might have limited use of it. Second, licensing technology to a foreign competitor might give the firm access to unfamiliar territories, which may facilitate the early development of the market foothold. Third, it is very likely that the licensed technology might be non-essential ones, so the firm could still retain the proprietaries of the technological advantage. For instance, Sony licensed many high-tech firms to produce a Blu-ray DVD player, but Sony’s Blu-ray technology is still protected under patents and copyrights.
4. Consider the city/region in which your university is located. Given the discussions in the chapter about location economies, what characteristics are unusual about your location? Do you have nearby industrial regional clusters? Access to abundant (or cheap) raw materials of some sort? Is university research of interest to local firms?
· Students will be asked to use their experience and understanding to answer this question. Las Vegas, Hollywood, Silicon Valley, and Orlando (theme parks) are some examples that can be used to answer this question in a general way. 
Ethical/Social Issues 
1. The chapter notes a “race-to-the-bottom” approach that MNEs may use as they search for lower-cost options. Discuss the trade-offs between the positive effects of raising the standard of living in some of the world’s poorest countries with the drawbacks of moving jobs established in one country to another.

· Students may refer back to the location economies and national advantage framework to understand why certain MNEs outsource the operation elements from low-cost countries.

· The trade-off is the increased cost structure to the MNEs while promoting brand image and goodwill in foreign markets.
2. The chapter notes that some firms are started in countries with relatively small populations (and thus small domestic markets), such as Taiwan, Australia, and Finland. In these cases, the firms often rapidly expand internationally to reach a large enough market for economies of scale. However, some large countries (such as Brazil, China, and Japan) have economic incentives (and sometimes mandates) for firms to export their products. There are cases where such mandates result in products available internationally but not to the local population (except perhaps through a “black-market” or unofficial distribution channel). Is this closed domestic market an ethical issue for the firm? Is it an ethical issue for the government? Why or why not?

· Students may view this question from a micro-economic perspective where government policy plays a central role in directing firms’ import/export strategies.

· When answering this question from consumers’ perspectives in domestic markets, it might be unethical to both firms and governments; when answering the question from governments’ perspectives, it may not be unethical because sometimes this is a necessary means to achieve rapid economic growth. This is especially true in emerging economies.

Small Group Exercises
Small Group Exercise 1
· Ask the students to discuss what the pros and cons are surrounding where a firm is incorporated.

· What are the social and ethical arguments about where the firm is incorporated. Hints: job creation, unemployment rate, economic growth, standard of living, and so on.

· There should not be an absolute answer to this question, because the students may say that a firm’s core competence or core value chain activities may remain at their home base while the firm moves its lower-valued activities overseas. 

Small Group Exercise 2 
· Refer to http://www.clifbar.com/soul/who_we_are/. 
· Clif Bar seems to fall in the global standardization strategy quadrant. It provides a standardized product and exports to Canada and the UK.
· Refer to the international entry stage model (Exhibit 10.5) and discuss. Clif Bar may simply choose exporting.

· Yes, the entry mode should vary to some extent based on the conditions in the target country. Mexico has a close proximity to the United States. India has a lower income level. Germany is a developed country where purchasing power is higher and may have strict policies and demand.

Strategy Term Project 
Module 10: Global Strategy

In this section, you will study your firm’s global strategy or a strategy it should pursue globally. We offer two sets of questions for this module based on whether the firm has already expanded internationally or not. 
When a firm is already engaged in international activities, answer the following questions:

· The students should be able to use Hofstede’s cultural dimensions as well as their own experience (especially the students with international backgrounds).

· The selection of an international entry strategy should depend on a firm’s current configuration of its resources and capabilities, in combination with the understanding of foreign markets (demands, culture, and so on). Further, this decision also depends on whether the firm offers the products or services with high added value or lower added value. Finally, does this firm have essential endowments such as brand name, local relationships (with partners or strategic alliances, and so on) as well as knowledge.

· In the end, ask students to refer back to Exhibit 10.7 for a summary of the four global strategies.
myStrategy10: U.S. TECH COMPANIES CLASH WITH IMMIGRATION RULES
i. Is the U.S. chasing away foreigners who may start their own companies to create jobs and wealth here? Or are H-1 visa holders taking away jobs from U.S. citizens?

· One can answer this question from a simple supply-and-demand perspective. Now, if there is enough domestic supply for a certain job, perhaps there is no need to hire the H-1 visa holder. However, a counterargument is that an H-1 visa holder may have an essential international background and such knowledge that may facilitate international expansion for the firm.

ii. What skills and capabilities do you need to acquire and hone so you can take advantage of opportunities afforded in a more global labor market?

· Language skills, local knowledge, specialties (competencies), social networks, and an open mind and willingness to embrace diversity will aid a firm’s success in a more global market. 
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