MGCR382 – Slides Summary

Lec.01: Intro & Globalization

Definition of globalization
The broadening set of interdependent relationships among people from different parts of a world that happens to be divided into nations. The term sometimes refers to the integration of world economes through the reduction of barriers to the movement of trade, capital, technology, and people.

How globalization affects geographic & economic distances
· Containerization
· Telecommunication

Flat (Friedman) VS. Spiky (Florida) world
World is FLAT
· Flattening and shrinking due to the web & internet
· Flattening increases opportunity & intensifies global competition
· Lower logistics costs  increase global value chains
· “Telecommunication trumps terrorism”
World is SPIKY
· Economic landscape has steep peaks & valleys
· Uneven distribution of innovation
· Clusters matter: uneven growth and opportunity
Clustering = the location of companies where there are many competitors and suppliers
· Uneven distribution of population
· Terrorist groups use social media to recruit

How geographic and economic distance affect IB strategy & organization
Geographic distance = the degree of difference (similarity) between two countries having to do with geography, natural resources & transportation
· Natural resources are present in some locations and not others
· Talent is concentrated in some locations
· Transportation costs are not uniform even within a country
· Communication & coordination costs rise with global operations
Economic distance = the degree of difference (similarity) between two countries having to do with economic development and consumption
· Purchasing power varies between (& within) countries (high distance = disadvantage)
· Wages vary between countries (high distance = advantage)

Rise in # of top 500 global firms with HQ in emerging economies  evidence for flattening

Globalization: myths and realities
· Globalization is extensive
High portion of subsidiaries of top MNCs tend to be located in home country or in home regional trading block
· Globalization erases economic distance
Spiky view: uneven distribution of gains from greater interdependence + globalization impact on inequality varies by time period & how it’s measured
Evidence suggest increased inequality can be accompanied by reduced absolute poverty


Inequality, absolute poverty & growth – research on trends over time
Absolute poverty = condition characterized by severe deprivation of basic human needs, including food, safe drinking water, sanitation facilities, health, shelter, education and information. Depends not only on income but also access to services.
· Declined
Income inequality = refers to how economic metrics are distributed among individuals in a group, among groups in a population, or among countries.
· Global income inequality decreased (rising income in populous countries)
· Within country, income inequality increased
Poverty measures issues:
· GDP/capita method  more optimistic
· Household income surveys  more pessimistic
· Recently: satellite imagery of night time luminosity

Lec.02: Why firms internationalize

Definition of IB
Consists of all commercial transactions that take place between two or more countries.

Typology of international transactions
· Merchandise X & IM
· Services X & IM
· Investments

How IB transactions differ from dom Transactions
· 2+ set of laws
· 2+ cultures
· 1+ currencies

CAGE framework
[image: ]

IB impact of geographic & economic distances
Impacts of geographic distance: affects transportation communication & coordination costs
Impacts of economic distance: affects purchasing power, market size, wage levels/labour costs, market attractiveness



Key questions in IB
Why do firms internationalize? Seek markets, resources, reduce risk, and learn.

Why do MNCs exist?
· How do they cope with the liability of foreignness?
Liability of foreignness = the insight that firms face social and economic costs when they operate in foreign markets
· Why do they internalize?
Internalization = control through self-handling of foreign operations, primarily because such control is less expensive to deal with in the same corporate family than to contract with an external organization.
· Pre WWII pattern of internalization: firms involved in multi-stage production process have the incentive to internalize value chain through vertical integration under common ownership rather than face market transaction costs & risk of opportunism by other firms
Vertical integration = combining under common ownership the activities that make up an industry’s value chain from procurement of raw materials, production of the product/service to marketing of the product/service
· Post WWII pattern of internalization: firms with IP have the incentive to internalize application of brand and marketing know-how across multiple products: IB based on horizontal scope – diversification across product-markets
Horizontal scope = the range of products/services offered by a firm

Are there stages of internationalization?
· Learning model:	1. Initially no regular exports
2. Exports via third parties
3. Establishment of own foreign sales affiliate
4. Establishment of foreign production facilities
· Born global = a company that adopts a global orientation from inception

What are modes of international entry?
· Franchising = A specialized form of licensing in which one party (the franchisor) gives permission to an independent party (the franchisee) the use of a trademark that is an essential asset for the franchisee’s business and also gives continual assistance in the operation of the business
· Joint venture = An investment in which two or more companies share the ownership
· Licensing agreement = Agreement whereby one company gives rights to another for the use, usually for a fee, of such assets as trademarks, patents, copyrights, or other know-how
· Strategic alliance = An agreement between companies that is of strategic importance to one or both companies’ competitive viability
· Wholly-owned subsidiary
· Contract manufacturing = Outsourcing of certain production activities that were previously performed by the manufacturer to a third-party. A company may outsource the manufacture of certain components for the product or outsource the assembly of the product
· Acquisition = Form of FDI involving a firm assuming ownership of a firm in another country through purchase of its shares or assets

What are advantages / disadvantages of MNCs?
Advantages:
· Superior technical knowhow
· Ability to leverage existing reputation, brand image, goodwill
· Large size & scale economies: increases bargaining power
Economies of scale = the lowering of cost per unit as output increases because of allocation of fixed costs over more units produced
Bargaining power = superior ability to exert influence due to size or scale of operations.
· Managerial experience & expertise
· Ability to locate activities elsewhere
· Information advantage
· Risk diversification
Disadvantages
· FX risks
· Different legal systems + laws
· Political risks
Political risk = potential changes in political conditions that may cause a company’s operating positions to deteriorate.
· Operational difficulties
· Cultural differences
· Coordination costs

Lec.03: Culture

Definition of culture & levels of culture
Culture = learned norms based on values, attitudes, beliefs and preferences shared among a group of people.
Levels of culture:
· Societal culture = the norms, attitudes, and values of a particular society – the way of life of its people.
· Organizational culture = the share meaning and beliefs that shape how employees interpret information, make decisions and implement actions.
· Industry culture
· Professional culture

Nations as “imagined communities”

3 cultural futures with globalization
· Cultural preservation = cultures remain distinct
· Homogenization of cultures = absorption of local cultures by a dominant one
· Hybridization of cultures = mixing of cultures
· Evolution of culture from within

Main languages worldwide

Diasporas & IB
Diaspora = group of people living outside ancestral homeland

Religion & IB
Saudi Arabia’s case:
· Large cultural distance between home country and target country can make it difficult for a firm to operate in a target country
· Globalization does not erode cultural differences
· Cultures are dynamic

High vs. Low context cultures
High-context culture = a culture in which most people consider that peripheral and indirect information is necessary for decision making because such information bears on the context of the situation
Low-context culture = a culture in which most people consider relevant only information that they receive firsthand and that bears very directly on the decision they need to make

Hofstede’s 5 dimensions of societal culture
Individualism vs. Collectivism
· Individualism = “I” mentality
· Collectivism = “We” mentality
High vs. Low power distance
Power distance = A measurement of preference for consultative versus autocratic styles of management
· High power distance = Acceptance of power
· Low-power distance = belief in minimal social stratification
High vs. Low uncertainty avoidance
Uncertainty avoidance = A cultural trait where individuals are uncomfortable with uncertainty and prefer structure to independence
· High uncertainty avoidance = Low tolerance for ambiguity
· Low uncertainty avoidance = high tolerance for ambiguity
Masculinity-femininity index = An index comparing countries’ norms on empathy for successful achievers versus the unfortunate, preference for being better than others versus being on par with them, belief that it’s better “to live to work” versus “to work to live”, preference for performance and growth versus quality of life and the environment, and belief that gender roles should be different versus similar
· Masculinity = strong belief in distinct gender roles
· Femininity = strong belief in gender equality
Long-term vs. Short-term

Cultural requisites of practices related to setting employee targets & performance reviews
Management by objectives = supervisor & subordinate negotiate targets/goals at start of year and base part of compensation on assessment of subordinate’s ability to achieve targets/goals
Assumptions:
· Lower to moderate power-distance
· Low uncertainty avoidance
· High masculinity

3 management orientations to culture
When dealing with cultural differences, must consider:
· Host society perspectives
· Cultural distance
· Must cope with culture shock and reverse culture shock
Culture shock = A generalized trauma one experiences in a new and different culture because of having to learn and cope with a vast array of new cues and expectations
Reverse culture shock = A generalized trauma one experiences in a new and different culture because of having to learn and cope with a vast array of new cues and expectations
Management orientations to culture:
· Polycentrism = SBUs abroad should act like local companies
· Ethnocentrism = home culture > local culture, overlooking national differences
· Geocentrism = integrate home and host practices

Lec.04: Political/legal environment

Definition of rules of the game
Rules of the game = normative codes that guide, control, or change the behaviour of agents with decision-making capacities. They define what is permissible and what is not. They can be informal or informal.

Types of rules
Laws = regulations determined by political process and enforced by state
Norms = customary rules that govern behaviour in groups and society. Enforced by social pressure, including ostracizing those who do not conform
Standards = set by private institutions and associations and self-regulated

Enforcement of laws by state as exercising a monopoly on legitimate use of force within a territory

Types of legal systems
Common law = A legal system based on tradition, precedent, and custom and usage, in which the courts interpret the law based on those conventions; found in the UK and former British colonies
Civil law = A legal system based on a detailed set of laws that are organized into a code; countries with a civil law system, also called a codified legal system, include Germany, France, and Japan
Theocratic law = A situation whereby a national’s legal system is based on whatever religions text the ruling religion abides by
Customary law = A legal system anchored in the wisdom of daily experience or great spiritual or philosophical traditions
Mixed systems = A legal system that emerges when two or more legal systems function in a country
Maritime law & admiralty courts = Laws of sale, hire, bailment, and charts.

Measures of political freedom & measures of economic freedom
Economic freedom = right of every human to control his or her own labour and property; extent to which governments allow labour, capital and goods to move freely
Political freedom = electoral process, political pluralism and participation, functioning of government, civil liberties, personal autonomy and individual rights
Rule of law = the principle that every member of society must follow the same laws.

Laws affecting IB transactions
Laws affecting IB transactions
· Maritime law
· Sanctions = restraints against commerce with another country
· Embargo = comprehensive sanctions against all commerce with a given country
· Extraterritoriality = attempt to regulate business activities of non-home companies outside home country boundaries
Laws directed at foreign firms
· Nationalization = transfer of asset ownership from private sector to public sector
· Expropriation = government takeover with compensation
· Confiscation = government takeover without compensation to owners
Laws directed at public firms
· Privatization = transfer of asset ownership from public sector to private sector

International dispute resolution techniques and issues
Which country’s law applies?
In which country should the issue be resolved?
Which technique should be used to resolve the conflict? Litigation, arbitration, mediation, or negotiation?
How will the settlement be enforced?

IPR & TRIPS
Weak protection = high cost for IB.
International disputes often arise from inconsistencies in IP laws or enforcement
TRIPS is the minimum standard of IP protection

IP theft – knockoffs, fake brands, reverse engineering

Political risk types & magnitudes – risk evaluation vs. risk management
Political risk = any change in the political environment that may adversely affect the value of the firm’s business activities
· General environment (macropolitical risk)
· Country specific (macropolitical risk)
· Industry specific (micropolitical risk)
· Firm or project specific (micropolitical risk)
Risk evaluation: too often leads to mechanical portfolio approach to evaluating threats and opportunities + may result in overlooking firm-specific threats and opportunities
Risk management = longer-term commitment to country + carrot/stick involves adding or withholding new investment in country + advantage of building country expertise

Corruption – magnitude & impact
Corruption = the abuse of entrusted power for private gains

Lec.05: International Strategies

Industrial organization (external) vs. resource-based view (internal) perspectives on competitive advantage
External: 5 forces model (Porter)
· Industry rivals
· Threat of new entrants
· Suppliers
· Buyers
· Threat of substitutes
Internal: VRIN model (Barney)
· Competencies create value when highly Valued by customers
· Capabilities are Rare
· Capabilities are Inimitable
· Capabilities are Non-substitutable

Differentiation vs. overall cost leadership as basis for competitive advantage
Differentiation = A business strategy in which a company tries to gain a competitive advantage by providing a unique product or service, or providing a unique brand of customer service
[bookmark: _GoBack]Overall cost leadership = strategy used by the business to create a low cost of operation.




3 sources of competitive advantage in internationalization
Global efficiencies
· Global economies of scale = The lowering of cost per unit as output increases because of allocation of fixed costs over more units produced (the more you learn about global the less you have to pay)
· Comparative advantage of location = Cost advantages arising from performing a value activity in the optimal location
Leveraging competencies / learning worldwide
· Use people, ideas and core competencies globally
· Create knowledge via international scope
· Transferring capabilities or competencies = firm capabilities that competitors cannot easily imitate or substitute
· Transferring distinctive competencies = companies with distinctive competencies can realize large returns by expanding to global markets where competitors lack similar competencies and products
· Competencies can be created anywhere within a MNC’s global network of operations
Multinational Responsiveness / Flexibility
· Toward customers
· Key stakeholders
· Realising international growth through adaptation to local conditions

Integration/responsiveness grid – competing pressures on MNE for global integration (standardization, cost efficiency) and for local responsiveness (products/services geared to local market)
[image: FG_12_006.eps]




Global integration vs. local responsiveness leads to 4 types of IB strategies
	Pressure for Global Efficiencies
	High
	Global strategy
= The firm views the world as a single marketplace. Primary goal is to create standardized products.
	Transnational strategy
= The firm attempts to combine the benefits of global scale efficiencies with the benefits of local responsiveness

	
	Low
	International strategy
= The firm uses the core competency or firm-specific advantage it developed at home
	Mutlidomestic strategy
= The firm operates as a collection of relatively independent subsidiaries focusing on domestic market

	
	Low
	High

	
	Pressure for Local Responsiveness and Flexibility


Frugal innovation = innovation that aims to radically lower the price for products aiming at bottom-of-the-pyramid consumers

National diamond (Porter) for internationally competitive industry
Factor conditions = natural resources, climate, location, demographics
	Advanced factors  communications, skilled labour, research, technology
Demand conditions = size, sophistication, demanding customers
Related and supporting industries = provide advantage in innovation and upgrading through quick and constant flow of innovation, ongoing exchange of ideas and innovation, successful industries within a country tend to be grouped into clusters of related industries
Firm strategy, structure, rivalry = vigorous domestic rivalry improves a country’s competitiveness

Cluster
Vertical integration = when a company owns the entire value chain, or at least a significant part of it.
Industrial clusters = when rivals, buyers and suppliers locate close to each other, facilitating innovation, learning and linkages in value chain.

International PLC
Product PLC theory = new product  maturing product  standardized product
International PLC:
New products first developed and produced in innovating industrialized country
 	As demand grows, production begins to shift to other industrialized countries
		As the market in advanced nations matures, the product becomes standardized

Dunning’s eclectic theory
3 conditions for FDI (OLI)
	1. Ownership advantage = The extent to which a firm possessing a valuable asset that creates a competitive advantage can use that asset to enter foreign markets through FDI. Valuable assets might include superior technology, well-known
	2. Location advantage
	3. Internalization advantage

Lec.06: Value chain

Definition of value chain
Value chain = the series of value-adding activities that occur as a product moves from R&D conception to raw material through production to final distribution and after-sales services

Global value chain
Sourcing of raw materials, parts and components
	Manufacture and assembly of components and final products
		Sale of product

Contract manufacturing – benefits & risks

Distinguish: outsourcing, offshoring, near-shoring, re-shoring
Outsourcing = when a firm externalizes certain functions
Off-shoring = when a firm shifts a function overseas
Near-shoring = offshoring nearby
Re-shoring = inverse de off-shoring

Factors in offshoring & re-shoring
Offshoring
· Labour costs
· Skilled IT at lower costs
· Limits: rising labour costs, distance from home market
· Risk: loss of IP, creating rivals
Re-shoring
· Automation, 3D printing making labour cost aspect less significant
· Being closer to market, faster response, shorter logistics
· Proximity for R&D & manufacturing
· Reputational boost

Expanded value chain: primary activities & support activities
Primary activities = the line activities that comprise the value chain. Specifically, inbound logistics, operations, outbound logistics, marketing and service
Support activities = the general infrastructure of the firm that anchors the day-to-day execution of the primary activities of the value chain

Dunning’s eclectic theory of FDI: OLI model
Ownership advantage = The extent to which a firm possessing a valuable asset that creates a competitive advantage can use that asset to enter foreign markets through FDI. Valuable assets might include superior technology, well-known
Location advantage 
Internalization theory = FDI is more likely to occur when transaction costs of activity through the market with a second firm > administrative costs of doing the activity in-house.
	Transaction costs = associated with negotiating, monitoring, enforcing a contract

Lec.07: Organization

Organizational structure
Organizational structure = formal arrangement of roles, responsibilities, and relationships in the firm

Structure as means for implementing strategy

Contrast between up-stream low cost strategy focus and differentiation down-stream strategy focus
Upstream centre of gravity
· Functional structure
· Structure by inputs
· Standardized products
· Operational efficiency
· Cost leadership

Downstream centre of gravity
· Divisional structure
· Structure by outputs
· Different products
· Flexibility
· Differentiation strategy

Structure allows specialization (division of labour) but also requires integration (coordination) across specialized knowledge

Organizational structure helps implement strategy by integrating types of knowledge: functional, product, geographical (Area)
Functional knowledge = access to coworkers with expertise in basic business functions such as production, marketing, finance, accounting, HR management, IT
Product knowledge = understanding technological trends, customer needs, competitive forces affecting the goods the firm produces & sells
Geographic knowledge = understanding cultural, commercial, social, economic conditions in each host country

Structural type associated with each of 4 IB strategies
International strategy: tight head office control
 International divisional structure
 Worldwide product divisional structure
Multidomestic strategy: decentralized federations
 Worldwide geographic (area) structure
Global strategy: worldwide marketing of standardized products
 Worldwide product divisional structure
Transnational strategy: competing organizational pressures
 Global matrix structure
Heterarchy = a structure in which any pair of items is likely to be related in 2+ differing ways
 Network structure

Elements of organizational architecture: organizational structure, organizational culture, control systems & incentives, processes
Centralization vs. Decentralization
· Centralization = degree to which high-level managers make strategic decisions and delegate them to lower levels for implementation
· Decentralization = degree to which lower-level managers make and implement strategic decisions
Organizational culture = the shared meaning and beliefs that shape how employees interpret information, make decisions and implement actions
Control systems = how managers compare performance to plans, identify differences, and where found, assess the basis for the gap and impose corrections
· Bureaucratic control = system whereby an organization uses centralized authority to install rules and procedures to govern activities
· Market control = system whereby an MNE uses external market mechanisms to establish internal performance benchmarks and standards
· Organizational culture control (clan) = system whereby and MNE relies on shared values among employees to idealize and enforce preferred behaviour
Levels of international control
· Strategic control: foreign market entry, business expansion, JV, Alliances, Financial control, managing foreign exchange
· Organizational control: design of the organization & how the firm can redesign in response to changes, evaluate each product, geographic, functional SBU – responsibility center, use a generic control system for all units, evaluate the planning process
· Operations control: evaluates operating processes, components of performance that need to be analyzed daily or hourly, daily sales & productivity
Processes = manner in which decisions are made and work is performed

Lec.08: Global Talent Management

Cultural differences influence global talent management

Max Weber linked Protestant ethic to rise of capitalism
· Secular vocation
· Time is money
· Money begets money
· Purchase of luxuries is a sin
· Church should not be rich
· Not working is an affront to God

Hofstede’s 5 dimensions of societal culture presents average scores but this “hides” variation within each culture
· Can give useful information about cultural differences
· But there is a lot of variation within each culture
· If within-culture variation are ignored, +++++errors

Within-culture variation present opportunities for MNC recruitment and talent management

Lincoln Electric as example of outlier firm in US – emphasis on job security rather than pay security, anti-hierarchical culture, shared bonus system, no layoffs after 3 years except for weak performance; challenge in transferring model to other nations

Global talent management requires attention to national differences
Compensation practices
Labour laws & union-company relations
Acculturation of expatriate managers
Strong linkage required between strategy and the full suite of global talent management activities undertaken by the MNC
Talent management is often one of the weakest capabilities in large MNCs

Management staffing policy
Ethnocentric approach = key management positions filled by parent-country nationals (international strategy)
Polycentric approach = host-country nationals manage subsidiaries, parent-country nationals fill key HQ roles (Multidomestic strategy)
Geocentric approach = key jobs staffed without consideration of candidate nationality (global & transnational strategies)

Issues of performance appraisal in the context of IB
Host-nation manager bias
· Different cultural frame of reference and expectations
· Diverging ideas
· Divergent culture
Home-nation manager bias
· Distance effects and lack of international sensitivity
· Reliance on hard data vs. more ambiguous contextual & behavioural considerations

Low female participation rate in Japan as loss of talent
· Declining population, very little immigration
· Female university graduates score highly
· Female workforce participation 63%, below OECD
· 70% with 1st child drop out for 10+ years vs. 30% in USA

MNC opportunities to recruit talented “outliers” in dominant local cultures

Lec.09: Stakeholder management

Stakeholder
Stakeholder = any actor who could be affected by the organization’s actions; any actors who seek to influence the organization’s actions

Stakeholder example: Shell Oil in the Niger Delta case

Stakeholder issues wide ranging including environment, impact on community, worker safety, child labour

Global and regional trends in child labour as surveyed by ILO

Child labour in Pakistan soccer ball industry (Sialkot) & foul ball campaign
· Key players included major brands, Sialkot sub-contractors, NGOs based in west, governments, but NOT local communities, child labourers & their families
· Hence solution focused on elimination of child labour rather than understanding wider issues of living wage, absent educational opportunities and nature of child labour in Sialkot
· Thin vs thick activism typology
· Corporate social responsibility driven by external pressures

Stakeholder role in shaping trade policy
Political economy (public choice) model of trade policy with dairy supply management & Jones Act examples
· Stakeholder who would benefit from trade protection  incentive to organize for protection
· Stakeholder who would benefit from trade liberalization  less inventive, “free rider” stance

Lec.10: Ethical dilemmas

Ethical behaviour: actions that conform to generally accepted social norms
Ethical behaviour = actions that conform to generally accepted social norms
Relativism versus Normativism 
Relativism = A theory stating that the ethical truths depend on the groups holding them, making intervention by outsiders unethical. The belief that behaviour has meaning and can be judged only in its specific cultural context
Normativism = A theory stating that universal standards of behaviour (based on people’s own values) exist that all cultures should follow, making non-intervention unethical

 Deontological approach vs. consequentialist (or teleological) approach such as utilitarianism
Deontological approach = An approach which asserts that moral reasoning occurs independent of consequences
Consequentialist approach = An approach based on the idea that decisions are made based on the consequences of the action
Utilitarianism = A consequences-based approach to moral reasoning that judges an action to be right if it does the most good to the most people

 Pros & cons of legality as sufficient justification for ethics
The law is inadequate because it doesn’t cover all that is unethical + not very dynamic
The law is adequate because it’s written and it’s the same for everyone

 Extraterritoriality
Exemption from local laws granted to diplomatic agents while in office

 Corruption & bribery
Corruption = The misuse of entrusted power for private gains
Bribery = payments or promises to pay cash or anything of value

 Regional / national initiatives to curb corruption & bribery including U.S. Foreign Corrupt Practices Act 

 Global initiatives to curb corruption including OECD Convention on Combating Bribery of Foreign Public Officials

 Corporate codes of conduct and motivations for corporate social responsibility

 Ethical dilemmas in the pharmaceutical industry

 Tiered pricing
Tiered pricing = differential pricing of same drug in different market

 TRIPS provisions for health emergencies
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