                        International   Business                      Huang Huiping

Chap 6.  The Strategy of International Business
Learning Objectives:  (课堂教学目标)  

· Explain the concept of strategy, different strategies
· Understand how firms can profit from expending their activities globally
· Understand Cost pressures and the pressure for local responsiveness influence the choices of global strategies
· Be familiar with different strategies for competing globally and their pros and cons.
· Explain the pros and cons of using Strategic alliance

Content and Schedule : (本章主要内容与学时计划)
· Opening case discussion 15’
· Strategy and the firm  30 ’
· Global expansion, profitability and profit growth 45’
· Cost pressures and pressures for local responsiveness 45’
· Choosing global strategies45’
· Strategic alliance 30’
· Summary10’
· Exercise 15’
Special Attention(重点与难点) 
重点: The firm as a value chain
     Strategy and organization

     Four way to profit by expanding globally

     Two main types of pressures 

     Four basic strategies 

难点: The firm as a value chain
     Choosing global strategies

Teaching Design  (主要教学方法) 
· Instructing

· Case study

· Discussion in the class

· On net Research Task
· Practice in Business Plan
Opening case(开篇案例) : 
	Question for disscution

· Why did MTV fail in 1987, when it start it’s global expansion ?

· What benefited the local imitator from MTV? Did this teach MTV a lesson? Why,or why not?

· Can you explain the main strategy which was adopted by MTV ? How many ways for a company to achieve the goals of this strategy?

   Give examples.

· What is strategy ?




6.1  Strategy and the firm

 6.1.1  Strategy
· Strategy:   A firm’s strategy refers to the actions that managers take to attain the goals of the firm 战略是指企业的管理人员为了实现企业的目标而采取的行动。
· Firm’s goal: maximum the long-term profitability 
       ∏(profit)=TR-TC, (利润＝总收入－总成本）
         ROS（销售回报率）= ∏/TR, 

         ROI（投资回报率）= ∏/I （利润/ 总资本）
         Minimum TC    or   Maximum ROS,ROI,TR  
· Profitability can be defined as the rate of return the firm makes on its invested capital

· Profit growth is the percentage increase in net profits over time

Expanding internationally can boost profitability and profit growth 
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Figure: Determinants of Enterprise Value
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6.1.2  Value Creation
●Value created: Activities performed that increase the value of goods and services to consumers. (V-C)     增加提供给顾客的产品和服务的价值的活动
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Figure: Value Creation 
· The value created by a firm is measured by the difference between V (the price that the firm can charge for that product given competitive pressures) and C (the costs of producing that product)
· The higher the value customers place on a firm’s products, the higher the price the firm can charge for those products, and the greater the profitability of the firm

Profits can be increased by: 
· adding value to a product so that customers are willing to pay more for it – a differentiation strategy

· lowering costs – a low cost strategy

· Michael Porter argues that superior profitability goes to firms that create superior value by lowering the cost structure of the business and/or differentiating the product so that a premium price can be charged 

Condition:   v-c > v’-c’ (competitors)
6.1.3 Strategic Positioning
· Michael Porter argues that firms need to choose either differentiation or low cost, and then configure internal operations to support the choice

To maximize long run return on invested capital, firms must:

· pick a viable position on the efficiency frontier 

· configure internal operations to support that position

· have the right organization structure in place to execute the strategy
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Figure: Strategic Choice in the International Hotel Industry
6.1.4 作为价值链的企业The firm as a value chain
· A firm’s operations can be thought of a value chain composed of a series of distinct value creation activities, including production, marketing, materials management, R&D, human resources, information systems, and the firm infrastructure
· Value creation activities can be categorized as primary activities (R&D, production, marketing and sales, customer service) and support activities (information systems, logistics, human resources)
Primary Activities  基本活动
·  The primary activities of a firm have to do with creating the product, marketing and delivering the product to buyers, and providing support and after-sale service to the buyers of the product
Support Activities 辅助活动
·  Support activities provide the inputs that allow the primary activities of production and marketing to occur
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Figure: The Value Chain

In Sum:  Strategic Fit
In sum, for a firm to attain superior performance and earn a high return on capital, its strategy must make sense given market conditions.

6.2 Profiting from global expanding    从全球护展中获利  
Firms that operate internationally are able to:

1. Leveraging core competence 转移核心能力
Expand the market for their domestic product offerings by selling those products in international markets
2. Location economies 区位经济
Realize location economies by dispersing individual value creation activities to locations around the globe where they can be performed most efficiently and effectively
3. Experience effects  经验效应
Realize greater cost economies from experience effects by serving an expanded global market from a central location, thereby reducing the costs of value creation
4. Leveraging subsidiary skill  转移子公司的技术
Earn a greater return by leveraging any valuable skills developed in foreign operations and transferring them to other entities within the firm’s global network of operations

6.2.1 Expanding the Market: Leveraging Products and Competencies

·  A company can increase its growth rate by taking goods or services developed at home and selling them internationally

·  The success of firms that expand in this manner is based not only on the goods or services they sell, but also on their core competencies 
·  Core competencies enable the firm to reduce the costs of value creation and/or to create perceived value in such a way that premium pricing is possible

(1) Core competence: Firm skills that the competitor not easily match or imitate. 核心能力是指某一企业内部所具有的、竞争者无法轻易赶上或模仿的技能。
(2)  Implications: 

 - It may exist in any value creative activity存在于任何价值创造活动中
 - When does a firm need to leverage its core competence ?
	●Discussion(课堂讨论)  
“management focus”:  Mcdonald’s  Everywhere
· What are Mcdonald’s core competence?
A: (1) Standard management model;

 - close relation to suppliers

 - domestic marketing ability 

 - tight control over business operation

 - encouragement on franchising 

(2) Unique company’s culture;

· When does a firm need to leverage its core competence ?
A:
· The products and technologic or management know-how which a company owns is unique;

· The consumers over-evaluate the products;

· Less competitors 
· What do you think Mcdonald’s setting up a new food-processing plant in Russia, which cost $40million? What are your comments of some changes made in Brazil ,India?
A: Localization / Differentiation

· What strategy did Mcdonald’s adopt besides leveraging the core competence?
· A: Leveraging subsidiary skill : 
Earn a greater return by leveraging any valuable skills developed in foreign operations and transferring them to other entities within the firm’s global network of operations




6.2.2  Location economies
·  Firms can benefit by basing each value creation activity at that location where economic, political, and cultural conditions, including relative factor costs, are most conducive to the performance of that activity

·  Firms that pursue such as strategy can realize location economies 
（1） Location economies: Cost advantages from performing a value creation activity at the optimal location for that activity.区位经济：由于在最佳地点从事某项价值创造活动而获得的经济优势。
（2） Locating a value creation activity in the optimal location for that activity can have one of two effects:
·  It can lower the costs of value creation and help the firm to achieve a low cost position
·  It can enable a firm to differentiate its product offering from the offerings of competitors 
（3）Creating a Global Web 

·  By taking advantage of location economies in different parts of the world, multinational firms create a global web of value creation activities
·  Under this strategy, different stages of the value chain are dispersed to those locations around the globe where perceived value is maximized or where the costs of value creation are minimized
Eg:  How were GM products produced?

1. Designing  in Germany; 
2. Key components in Japan/Taiwan/Singapore;
3. Assembling in South Korea;
4. Advertising  Strategy in GB
● Some considerations: 

   transportation, 
barriers , 
politic risks
6.2.3  Experience effects

(1)  Experience curve : Systematic production cost reduction that occur over the life of a product     .经验曲线是指在某种产品的寿命周期中生产成本的有规律的下降。
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Figure : The Experience Curve
(2)  Learning effects: cost saving from learning by doing.
· So, when labor productivity increases, individuals learn the most efficient ways to perform particular tasks, and management learns how to manage the new operation more efficiently 

(3)  Economies of scale :  refers to the reductions in unit cost achieved by producing a large volume of a product.

Sources of economies of scale include:

·  the ability to spread fixed costs over a large volume

·  the ability of large firms to employ increasingly specialized equipment or personnel

 Strategies of moving down the experience curve(reduce C):

1) To increase the volume produced by a single plant as rapid as possible( not many plants!)

2) To price and market aggressively

3) To become a barrier to the new competitors
6.2.4  Leveraging subsidiary skills  转移子公司技术
It is important for managers to:

· recognize that valuable skills that could be applied elsewhere in the firm can arise anywhere within the firm’s global network (not just at the corporate center)

· establish an incentive system that encourages local employees to acquire new skills

· have a process for identifying when valuable new skills have been created in a subsidiary 
· Act as facilitators, help to transfer skills within the firm.
Summary
· Managers need to keep in mind the complex relationship between profitability and profit growth when making strategic decisions about pricing
· In some cases, it may be worthwhile to price products low relative to their perceived value in order to gain market share 

6.3  pressure for cost reduction and local responsiveness
降低成本的压力和顾及地区差别的压力
Firms that compete in the global marketplace typically face two types of competitive pressures:

· pressures for cost reductions

· pressures to be locally responsive

Implications
· These pressures place conflicting demands on the firm

· Pressures for cost reductions force the firm to lower unit costs, but pressure for local responsiveness require the firm to adapt its product to meet local demands in each market—a strategy that raises costs  
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Figure: Pressures for Cost Reductions and Local Responsiveness
6.3.1  Pressure for cost local reduction: 
· In some fields or industries, price is the main competitive weapon, 

where:
 - Needs:   Universal needs, because of the similar taste and preferences.

 - Industries: In mass-produced standardized industries:

           bulk chemicals, petroleum, steel, sugar, calculators, semiconductor chips, personal computers, liquid crystal display screen

 - The production capacity: exceed

 - Switching cost:  low

· Implications: how to benefit globally

 - Location economies 

 - Experience effects

6.3.2  Pressure for local responsiveness
· In some fields or industries, differentiation is the main competitive weapon:
  Where: 

· differences in consumer’s tastes
Strong pressures for local responsiveness emerge when consumer tastes and preferences differ significantly between countries

· differences in infrastructure and traditional practices 

Pressures for local responsiveness emerge when there are differences in infrastructure and/or traditional practices between countries 

· differences in distribution channels
A firm's marketing strategies may have to be responsive to differences in distribution channels between countries

· host government demands
Economic and political demands imposed by host country governments may necessitate a degree of local responsiveness

· Implications:
· how to benefit globally ?
· core competitiveness leveraging

Implications

· Pressure for local responsiveness vs. Location economies and Experience effects

· Pressure for local responsiveness vs. core competitiveness
6. 4  Choosing strategic战略选择 
Firms use four basic strategies to compete in the international environment: 

·  global standardization

·  localization

·  transnational

·  international
The appropriateness of each strategy depends on the pressures for cost reduction and local responsivness in the industry 
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Figure : Four Basic Strategies

6.4.1  Global Standardization Strategy 全球标准化战略
·  A global standardization strategy focuses on increasing profitability and profit growth by reaping the cost reductions that come from economies of scale, learning effects, and location economies

·  The strategic goal is to pursue a low-cost strategy on a global scale

·  This strategy makes sense when
· there are strong pressures for cost reductions
· demands for local responsiveness are minimal
6.4.2 Localization Strategy 本土化战略 

·  A localization strategy focuses on increasing profitability by customizing the firm’s goods or services so that they provide a good match to tastes and preferences in different national markets

·  Localization is most appropriate when there are substantial differences across nations with regard to consumer tastes and preferences, and where cost pressures are not too intense

6.4.3  Transnational Strategy 跨国战略
 transnational strategy tries to simultaneously:
·  achieve low costs through location economies, economies of scale, and learning effects

·  differentiate the product offering across geographic markets to account for local differences

·  foster a multidirectional flow of skills between different subsidiaries in the firm’s global network of operations

A transnational strategy makes sense when cost pressures are intense, and simultaneously, so are pressures for local responsiveness. 

6.4.4  International Strategy  国际战略 

·  An international strategy involves taking products first produced for the domestic market and then selling them internationally with only minimal local customization 
·  When there are low cost pressures and low pressures for local responsiveness, an international strategy is appropriate
The appropriateness of each strategy depends on the pressures for cost reduction and local responsivness in the industry 
6.4.5  The Evolution of Strategy
· An international strategy may not be viable in the long term
· To survive, firms may need to shift to a global standardization strategy or a transnational strategy in advance of competitors

· Similarly, localization may give a firm a competitive edge, but if the firm is simultaneously facing aggressive competitors, the company will also have to reduce its cost structures, and the only way to do that may be to shift toward a transnational strategy
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Figure: Changes in Strategy over Time 
课堂讨论：

	Management Focus: The Evolution of Strategy at Procter & Gamble
Summary
This feature explores the evolution of Procter & Gamble’s global strategy.  In 1915, Procter & Gamble opened its first foreign operation in Canada.  In the 1950s and 1960s, Procter & Gamble expanded into Western Europe, and then, in the 1970s, into Japan and other parts of Asia.  Throughout this expansion, the company maintained all product development at its Cincinnati, Ohio headquarters, while each subsidiary took on the responsibility for manufacturing, marketing, and distributing the products.  Procter & Gamble shifted its strategy in the 1990s, closing several foreign locations and moving to a more regional approach to global markets.  More recently, the company implemented a business unit approach whereby different units are entirely responsible for generated profits for a product group.  Discussion of this feature can begin with the following questions.
Suggested Discussion Questions
1. Discuss the evolution of Procter & Gamble’s strategy.  Do you think Procter & Gamble was reactive or proactive in its approach to strategy in the late 1990s and early 2000s?
2. What factors have forced Procter & Gamble to change its strategy?  As a competitor to Procter & Gamble, what can you learn from the company’s experiences?

3. How would you characterize Procter & Gamble’s current strategy?  What challenges do you foresee with the new strategy?




6.4.6  The advantages and disadvantages of the four strategies 
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6 .5  战略联盟strategic alliances 
6.5.1  Definition 

Strategic Alliances: Cooperative agreements between potential or actual competitors.
战略联盟是指潜在的和实际的竞争者之间所签定的合作协议。
Question:

· Why is collaboration between competitors fashionable?
· What are the risks in Strategic Alliances
· How to make Strategic Alliances work?

6.5.2  The Advantages of Strategic Alliances
Strategic alliances:

·  facilitate entry into a foreign market

·  allow firms to share the fixed costs (and associated risks) of developing new products or processes

·  bring together complementary skills and assets that neither partner could easily develop on its own

6.5.3 Disadvantages

· Give competitors low-cost new tech. and market: Strategic alliances can give competitors low-cost routes to new technology and markets, but unless a firm is careful, it can give away more than it receives 

6.5.4   Partner selection

Characteristics of Good Partners:
· Help the firm achieve its goal;
· Share the vision for the purpose of the alliance;
· Unlikely to try to opportunistically exploit the alliance for its own ends.
6.5.5 Alliance structure 
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Summary to this chapter
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Assignments    

Problem sets:  
●书面作业 

- Page 373, Q 2, Q3,  
- Closing  case
●口头作业Internet exercise: 1 , 2 
Reading Assignments (阅读任务)
 Read Chapter 11
For next class: 

· Read Chapter 12 
· Prepare Opening case 
Business Plan Project 
各小组完成商务策划的提纲,下次课后交
Quiz:【第   次课前】

· 国际企业可以通过哪几种方式在全球扩张中获利？
· 画出国际企业的4种基本战略图,并在上面标出以下企业的位置:

  丰田汽车、首都钢铁公司、希尔顿大酒店、沃尔玛、Cosmo时装杂志

CRITICAL DISCUSSION QUESTIONS AND ANSWERS

课后练习参考答案
1. In a world of zero transportation costs, no trade barriers, and non-trivial differences between nations with regard to factor endowments, firms must expand internationally if they are to survive.  Discuss
Answer: Given differences in countries with respect to factor endowments, the theory of comparative advantage suggests that different activities should take place in the countries that can perform them most efficiently.  If there are also no barriers or costs to trade, then it is likely that a lot of industries will be based out of the countries that provide the best set of factor endowments.  For a firm that is located in a sub-optimal location, it will either have to expand internationally or switch to a different industry where the factor endowments are in its favor.  For firms already located in the countries with the most favorable factor endowments for their industry, however, there may not be a need to expand internationally.  Firstly, the firm may be content to simply focus on the domestic market.  But if the firm does want to expand internationally, it may be able to do so via licensing or exporting, and need not necessarily undertake FDI.  Thus, not only in theory, but also in practice many firms are able to survive quite well without having to expand internationally.
2. Plot the position of the following firms on Figure 11.8 - Procter & Gamble, IBM, Nokia, Coca-Cola, Dow Chemical, US Steel, and McDonald's.  In each case justify your answer.
Answer: Procter & Gamble would be located in the middle right-hand portion of the graph.  This is a position of high pressures for local responsiveness and moderate pressures for cost reductions.  P&G sells personal and home care products, which do face pressures for local responsiveness.  Although these products are not commodities, there are many competitors in P&G industries, which implies a moderate degree of cost pressures.  IBM would be in the upper middle portion of the graph. This is a position of moderate pressure for local responsiveness and high pressure for cost reductions. There is a moderate amount of pressure for local responsiveness for IBM products, due to language differences and differing voltage requirements for electronic products across countries.  IBM is in a very competitive industry, and cost pressures are high.  Nokia manufactures wireless handsets and infrastructures such as switches.  Nokia, because it must customize its product offering according to the technical standards prevailing in a given country would be in the lower right hand side of the graph.  Coca-Cola is a commodity type product, and it would be located in the upper left-hand portion of the graph.  This is a position of low pressures for local responsiveness and high pressures for cost reductions.  Dow Chemical and U.S. Steel would both be located in the upper left-hand portion of the graph.  Both Dow and U.S. Steel sell products that are commodity-like by nature.  As a result, cost pressures would be high and local responsiveness pressures would be low for these products.  Finally, McDonalds would be located in the middle left-hand portion of the graph.  Pressures for local responsiveness would be low, and cost reduction pressures would be moderate.  McDonalds sells a semi commodity-like product, but not to the same degree as Dow Chemical of U.S. Steel. 
3. Re-Read the Management Focus box on Procter & Gamble and then answer the following questions:
a) What strategy was Procter & Gamble pursuing when it first entered foreign markets in the period up until the 1980s?

b) Why do you think this strategy became less viable in the 1990s?

c) What strategy does Procter & Gamble appear to be moving toward?  What are the benefits of this strategy?  What are the potential risks associated with it?

Answer: Procter & Gamble initially expanded internationally when it entered Canada in 1915.  However, even after expanding into Western Europe and Asia in the 1960s and 1970s, the company sill maintained all product development at its headquarters location in Cincinnati, Ohio.  Subsidiary units were responsible for manufacturing, marketing, and distributing the products in their local markets.  However, by the 1990s several factors caused Procter & Gamble to reconsider its international strategy.  Barriers to low-cost trade were falling rapidly worldwide, and fragmented national markets were merging into larger regional or global markets.  In addition, the retailers through which the company distributed its products were growing larger and more global, and were demanding price discounts from Procter & Gamble.  The company now appears to be moving towards a transnational strategy in which there are seven self-contained business units, each responsible for the complete generation of profits from its products, and for manufacturing, marketing, and development.  A transnational strategy is complex, and the company will have to balance the demands of responding to local market needs for its consumer products, while at the same time reaching its cost savings goals.
4. What do you see as the main organizational problems that are likely to be associated with the implementation of a transnational strategy?
Answer: Simultaneously trying to achieve cost efficiencies, global learning, and local responsiveness places difficult and contradictory demands on an organization.  Managing these conflicting demands requires the setting of control and motivational policies for people and organizations that force balancing of these demands at multiple levels within firms.  The organizational challenges involve managing these inherent conflicts to resolutions that serve the best interests of the firm overall. 
5. Reread the Management Focus box on the alliance between Cisco and Fujitsu.  What are the benefits to Cisco and Fujitsu respectively of the alliance?  What are the risks to Cisco?  How can Cisco mitigate those risks?
Answer:  The Cisco-Fujitsu venture was important to both companies as they develop the next generation of routers.  The firms will be able to pool their R&D efforts, share complementary technology, and get products to market more quickly.  The two companies also believe that the combination of Cisco’s technology together with Fujitsu’s production expertise will enable them to produce more reliable products.  In addition, the alliance provides Cisco with access to the Japanese market, a market that it believes will be important in the future, and a more complete product line for Fujitsu.  Cisco will have to ensure that it puts proper safeguards in place as it shares its technology with Fujitsu, or risk creating a competitor.



























The value of a product to an average consumer is V; the average price that the firm can charge a consumer for that product given competitive pressures and its ability to segment the market is P; and the average unit cost of producing that product is C (C comprises all relevant costs, including the firm’s cost of capital). The firm’s profit per unit sold () is equal to P  C, while the consumer surplus per unit is equal to V  P (another way of thinking of the consumer surplus is as “value for the money”; the greater the consumer surplus, the greater the value for the money the consumer gets). The firm makes a profit so long as P is greater than C, and its profit will be greater the lower C is relative to P. The difference between V and P is in part determined by the intensity of competitive pressure in the marketplace; the lower the intensity of competitive pressure, the higher the price charged relative to V.4 In general, the higher the firm’s profit per unit sold is, the greater its profitability will be, all else being equal.





The operations of a firm can be thought of as a value chain composed of a series of distinct value creation activities including production, marketing and sales, materials management, R&D, human resources, information systems, and the firm infrastructure. We can categorize these value creation activities, or operations, as primary activities and support activities (see Figure). If a firm is to implement its strategy efficiently, and position itself on the efficiency frontier shown in Figure 12.3, it must manage these activities effectively and in a manner that is consistent with its strategy.
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