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Chapter 10
Global Competitive and collaborative Strategies
Global competitive advantage 
Factors used to establish a competitive advantage 
Competitive advantage in a domestic context is achieved when a firm successfully matches its internal strengths in its capabilities and resources to the key factors in the domestic industry or industries in which it is involved.
There are different but interlinking factors that allow MNEs to profit from their global expansion and establish competitive advantage.
 An MNE may use any one or a combination of these factors as the rationale for increasing returns and establishing competitive advantage.
Location economies
Through its choice of which markets to enter; an MNE can draw on location economies. This usually means access to comparative resources at lower prices than other markets, or easier access to key markets due to being nearer to them and avoiding transportation costs or costs associated with trade barriers.
MNEs should be careful to establish that the cost of transportation to their markets and trade barriers allow them to draw the benefits of the location. The' effect of locating activities where they are most effectively and efficiently performed is that the firm potentially ends up managing a complex global network of value-creation activities
Economies of scale and scope, and experience
By increasing its production and sales volumes, an MNE will also gain the cost benefits of increased experience, scale and scope as a means of increasing efficiencies. The benefits of economies of scale are realized from large increases in production and sales volumes associated with global expansion.
By increasing the scope of the organisation through global expansion, the MNE can benefit from economies of scope that flow" from the sharing of resources across organizational units. 
As production and sales volumes increase, the firm will also benefit from experience effects as production costs drop over time due to its growing experience and capabilities,
Leveraging core competencies
Globalisation also allows MNEs to leverage core competencies to increase financial returns by replicating them in other geo graphical markets.
Leveraging subsidiary skills
MNEs are often in a position where they can leverage subsidiary subsidiary skills. Subsidiaries typically operate in the local market and have localised skills that may offer an advantage to the parent MNE.
Government incentives
The decision to globalise may also be the result of taking advantage of government incentives designed to attract foreign investment. For example, governments may offer incentives such as tax holidays, investment incentives and cheap loans that may reduce risk and make it more attractive to invest their countries.
Goals of an MNE
There are three goals underlying this objective in the context of an MNE
· The Firm must achieve efficiency in its current activities. This includes benefiting from national [country) differences ' in factor posts (for example^ relatively low wages and cost of capital), exploiting the potential for economies of scale in each instance, and pursuing economies of scope by sharing investments and costs across products, markers and businesses.

· It must manage the risk that it assumed in carrying out these activities. This involves managing the different kind/6 of risks that could arise from marked or policy-induced changes in the comparative advantages of different countries, from balancing scale with  strategies and operational flexibility, and from the portfolio diversification of risks and creation of option

· It must develop internal learning capabilities to be able to innovate and adapt to future changes.

Sources of global competitive advantage
Sources of competitive advantage in different settings and at various levels may Include the following,:
· At the level of the national environment, the following aspects can assist in establishing competitive advantage:

· national factor endowments, For example raw materials; national culture; human resources; 
· the institutional environment, which consists of the national legal framework, government policies 
· exchange rates
· related and supporting industries

· At the level of the industry, an attractive industry environment offers the best opportunities for generating profits and competitive advantage 

This aspect relates to factors that affect industry profitability and growth, such as the intensity of competition, the threat of, new entry, the availability of substitutes, the power of buyers and suppliers, availability of complementors, market size and regulatory influences.

· At the level of the organization, access to unique and profit generating resources and capabilities are critical
National competitive advantage
The success of nations and their individual firms is closely linked.
On the one hand, National competitive advantage originates from internationally successful firms that innovate and continually improve their processes and international product and service offering, 
Environments that allow their MNE’s to flourish - This is the notion of home-base advantage.
National competitive advantage is determined  in combination by four broad attributes:
· factor conditions, 
· demand conditions, 
· related and supporting industries, 
· Firm strategies, structures and rivalry in the domestic environment yin compete.
· Governments and chance events 
This is the so-called Porter s diamond of national competitive advantage
Factor endowments
Porter distinguishes between basic and advanced factors in a country. 
Basic factor endowments comprise natural resources, climatic conditions and basic skills in the workforce, whereas advanced factor endowments include high-level skills in the labour force, infrastructure and advanced technologies.
It could be argued that higher-order factor conditions such as unique skills provide the key to individual firms to differentiate themselves from their competitors.
Demand conditions
National competitive advantage is also strengthened by a strong local demand for industries' goods and services, and the degree of sophistication of that demand. 
These conditions provide the primary drivers for innovation, quality improvement and competitiveness in the domestic market and also provide firms with an excellent springboard for expanding competitively into international markets,
High level of demand increase the required rate of production and thus assist individual firms' in achieving efficiencies
Related and supporting industries
The presence of related and supporting industries that are internationally competitive can help firms to attain increased competitive advantage through innovation and quality improvement. 
These are typically service industries or suppliers of components that are located near producers and that can provide inputs at lower costs/ compared to more distant suppliers and that can also rapidly adapt to the changing needs of producers.
Firm strategy, structure and rivalry
Porter's research confirmed that nations tend to do well in those industries characterized by intense rivalry where management practices and strategies are closely aligned to the industry's sources of competitive advantage.
Government and chance events
In addition to these four attributes, Porter subsequently added the role of government and chance events as attributes that could" affect national competitive advantage.

International competitive strategies
To succeed in the dynamic and competitive global business environment, firms need to have viable strategies, based on a clear strategic intent, mission and long-term objectives that are aligned to and reflect the firms' intended international involvement. 
There are also other internal and external factors that play a role in the choice of international strategy. 
First, internal factors such as strategic orientation influence how firms think about strategy and thus their options, while the two key external factors of cost pressure and the need for local responsiveness are external drivers of strategic choice.


Strategic orientation of global firms
The culture of the organisation and the world views of its managers play a key role in how they formulate and choose their strategic options. 
Multinational enterprises typically display one of four orientation, 
These include;
· Ethnocentric orientation – everything from the home country is best and the values of the parent guide the strategic decisions. Control is central and key management roles are staffed with staff from the parent firm

· polycentric orientation  - local country culture received priority and dominates decision making. MNE is highly decentralized and staffed with people from home country mostly

· regiocentric orientation – predisposition of the parent firm is largely blended with the local subsidiaries


· geocentric orientation – has a worldwide attitude and encourages multiculturisim. Decisions are made at parent and subsidiary level. Best person for the job is appointed regardless of local or foreign disposition.
Pressures for cost reduction and local responsiveness
According to Hill, firms that compete internationally generally face two types of conflicting competitive pressures: pressures:
· to be locally responsive
· pressures for cost reduction
Pressures for local responsiveness can originate from differences in consumer tastes and preferences, infrastructure, distribution channels and in host government relations. 
Differences in consumer preferences are by far the most important
The second type of competitive pressure is that for cost reductions which is inherent in global industries, 
Requires a firm to reduce costs through mass production of standardized products - realising economies of scale -where products need no or very little adaptation to satisfy different foreign market requirements. 
Under these circumstances, firms can realize location economies and increase profitability by leveraging core competencies across different global markets.

Strategies for international business
Hill suggested that international strategy is ultimately shaped by the tension between the need for local responsiveness and the pressure to reduce costs. 
Based on this tension and where these forces allow an MNE to position itself four possible international strategies are available:
· an international strategy, 
· a multidomestic or localization strategy, 
· a global strategy 
· a transnational strategy

An MNE can also employ different combinations of these strategies. 
The industry type will play a role in the strategy to be used as different industries are subject to different cost and localization pressures
See figure 10.1





International strategy
Microsoft is a very good example of an MNE that can follow an international strategy because;
· it has a valuable core competence or strategic resource that indigenous competitors in foreign markets lack
· it faces relatively weak pressures for local responsiveness and cost reductions
· the potential to obtain economies of scale and the benefits of being sensitive to the preferences in specific country markets are of little value.
Firms pursuing an international strategy generally tend to:
· centralize R&D and product development functions at home
· gradually establish manufacturing and marketing functions over time in each major country in which they are involved
· limit local customization of products in different foreign markets
· retain tight head office control over product and marketing strategy
Strategy is inappropriate in markets with high pressure for cost reduction.
Multidomestic or multilocal strategy
Most appropriate when there are high pressures for local responsiveness and low pressures for cost reductions. 
Firms pursuing this strategy accordingly customize their products and marketing strategies from one national market to the next to meet the specific preferences and tastes of consumers as well as the marketing and distribution requirements in their different foreign markets.*
Key characteristics of include:
· customisation or frequent adaptation of products for each separate foreign market
· There are few, if any, system wide opportunities to realize economic of scale,
· Value-creating and value-adding activities are performed and duplicated in each national market
· Competition in each country is essentially independent of competition of other countries and competitive advantage is inherent in each separate national market.
· Organisational decision making if decentralized
· Limited organisational learning and no or minimal leveraging of core competencies occur within the MNE.
· Cost structures are high with higher priced differentiated and customized product
MTN is aood example of this type of strategy


Global Strategy
Makes most sense when there are strong pressures for cost reduction and where demands for local responsiveness are minimal. 
In a global strategy, the focus is on increasing profitability by benefiting from cost reductions that are obtained from experience curve effects, economies of scale and location economies. The following are key characteristics of a global strategy:
· mutually interdependent subsidiaries
· marketing of standardized products worldwide to price-sensitive consumers
· global economies of scale in key activities
· leveraging of technology across many markets
· global coordination of sales and branding
· centralized decision making, control and reporting activities 
· Production, marketing and R&D functions concentrated in a few favorable locations.
Transnational strategy
A transnational strategy makes sense when a firm faces high pressures for cost reductions, high pressures for local responsiveness and where there are significant opportunities for leveraging valuable skills within its global network of operations. 
The competitive pressures described here that firms with extensive global networked operations where core competencies do not only flow from parent firm to subsidiaries but also from subsidiaries to parent firm and between foreign subsidiaries benefit from a process referred to as global learning.
They require a strong organizational culture, effective coordination and a geocentric approach to staffing. 
The following are key characteristics:
· Production facilities are established in few favourable locations to attend to customisation where required, while pursuing low costs by using multipurpose, universal components across countries where possible. This has been successfully achieved by a transnational firms like Caterpillar.

· Decision making is both centralised and decentralised. Structures are complex and usually require a matrix organization with a dual reporting system.

Foreign market entry
Management has to consider the following important questions in deciding on the specifics of foreign market entry:
· Which markets to enter. Requires extensive international market research and an assessment of the attractiveness of international markets based on a comparison of their potential benefits and risks.
· The timing of entry based on an understanding of the firm's strategic priorities and availability of resources.
· The scale on which to enter the market, - relates to the envisaged foreign market scope and extent of resource commitment
· The specific mode of entry.
First three require extensive market, country and industry analysis




Different types of entry modes
· Exporting - can be direct or indirect (level of control). Advantages – economies of scale, Disadvantages – high transport costs, trade barriers

· Turnkey projects – usually from engineering. Usually a big FDI engineering project. Used when there is little local knowledge. Advantages – less risky than FDI. Disadvantages – limited duration, no permanence after project is over and could even help in developing a future competitor

· Licensing – local firm is granted license to make and sell firms goods and services. Advantages – fees paid for IP and licenses + licensnsee bears all the risk in the foreign market + no capital investment requirements. Disadvantages – little control of licensee and quality control

· Franchising – similar to licensing. Advantages – low development costs. Disadvantages – maintenance of Quality standards in the foreign market + global coordination is difficult

· Contract manufacturing – producing goods locally using cheaper labour and local contracted manufacturer. Advantages – requires little capital investment. Disadvantages – hard to control local management practices + IP may dissipate.

· Service sector outsourcing – call centers, programming

· Strategic alliances – collaborative agreements between two firms. Advantages – allow firms to work with partners with local knowledge + shares risks and costs. Disadvantages – loss of control of subsidiaries + incompatible management styles.

· Management contracts – foreign company gains right to run a company from day to day but can t make decisions regarding ownership or shareholding etc. Its low risk but short term

· Joint ventures – Creating a new firm jointly owned by several partners. Similar to a strategic alliance. JV’s imply a permanent arrangement with shareholding etc with partners.

· Wholly owned subsidiaries – firm owns more than 50% of the shares and has management control of a foreign subsidiary

Advantages:
· Firm retains control over core competencies and revenues
· Retains control over operations in various countries – simplifies global coordination
· Firm can move subsidiaries to most cost effective locations

Disadvantages:
· Most costly way of entering  foreign markets, requires large amounts of capital
· Risk of loss is high, especially if greenfield
· Integration of different cultures is a challenge
 
Guidelines for entry modes
Following three broad guide- could be considered:
· If a firm's competitive advantage is predominantly in technological know-how, it would want to avoid the possible loss of proprietary and valuable intellectual property. Licensing and strategic alliances may thus not be appropriate entry strategies. More permanent arrangements that offer better control over key resources (such as wholly owned subsidiaries) may be more appropriate.
· When a firm's competitive advantage resides in managerial know-how or in intangible resources franchises or joint ventures may be preferred to licensing and wholly owned subsidiaries as there is little risk of dissipation of intellectual capital.

· When deciding to enter politically unstable markets, strategic alliances or joint ventures could provide some assurance due to the involvement of local partners in the host country.

Guidelines for strategic alliances
· Choose partners that are as similar as possible to you in terms of their strategic goals and objectives and that will deliver synergies.
· Partners should complement each other in what they bring to the alliance. Partners too similar may ultimately end up competing with each other.
· While trust is critical, this should be backed up by clear agreements on how to deal with proprietary information and intellectual property. 
· Alliances are temporary and partners will move on once the alliance goals have been attained
Developing an international strategic management framework
· Step 1 - Evaluate the current profile of the firm in terms of its values, culture, mission, strategic intent and long-term objectives (LTOs) as a point of departure for international strategic planning. 

· Step 2 - Align the strategic assumptions on which the current business strategy (domestic and/or international) is based with the envisaged international involvement or expansion of existing international involvement. This phase also includes the alignment of the mission and long-term objectives of the enterprise.

· Step 3 - Analyse both the domestic and international external environments. Scanning the external environment

· Step 4 - Subject the outcomes of the external and internal analyses to a SWOT analysis to identify the impact that potential opportunities, threats, strengths and weaknesses may have on the achievement of the firm’s envisaged domestic and international strategic objectives. It is important that the outcomes of the SWOT analysis, in turn, serve to realign the mission and long-term objectives of the firm.

· Steps 5 and 6 - Strategy formulation and choice of strategy here is much more complex than for a domestic firm since the firm has to consider three distinct strategic decisions. These involve deciding on:
· the appropriate generic strategy (low cost, differentiation or focus)
· the appropriate ‘international' strategy (international, multidomestic, global or transnational strategy)
· the mode of foreign market entry

· Steps 7 and 7a - Implementing the three distinct types of strategies is consider-ably more complex than implementation domestically and geographical distance are complicating factors in this regard. Revision of organisational structures, systems and procedures, including reporting procedures (7a), are required to facilitate strategy implementation.
Marketing, financing, staffing and operations, among others, typically need review and adaptation to the international dimension.
· Step 8 - Once implemented, ongoing monitoring, evaluation and control of both the domestic and the international strategic processes are required to ensure satisfactory performance
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