Chapter 5- Creating Worldwide Innovation and Learning

Introduction
-MNEs have shifted to their ability to link and leverage their worldwide resources and capabilities to develop and diffuse innovation
-Trend is reflected in
	-Increased R&D expenditure globally
	-Worldwide patent applications grown
	-Trademark applications increased 
-Ability to develop and rapidly diffuse innovations around the world is vital and overseas operations need to take on important new roles
-All offshore sales subsidiaries, manufacturing operations and R&D centers must become the sensors of new market trends or technological developments
-Must be able to attract scarce talent and expertise, and act collectively with the company and other offshore units to exploit the resulting innovations worldwide, regardless of where they originated
-Developing the capability to create, leverage and apply knowledge worldwide is not a simple task for most MNEs
-Current challenges facing MNE management: how to capture, develop, leverage and exploit knowledge to support effective worldwide innovation and learning

Traditional Innovation: Central and Local Models
-Centre-for-global innovation model
-New opportunity sensed in-home country
-Centralized resources brought to create new product or process
- Implemented globally
-Local-for-Local 
-Subsidiary-based knowledge development
-Used primarily in local market to respond to local opportunities
-Tension between the knowledge management process usually meant one philosophy dominated
	-Centre-for-global tends to dominate global or international companies
	-Local-for-local dominated multinationals
-The main challenge was to overcome the limitations and vulnerabilities built into their dominant process of cross-border innovation

Making Central Innovations Effective
-Three important capabilities that are key to managing the centre-for global process
	-Gaining the input of subsidiaries into centralize activities
	-Ensuring that all functional tasks are linked to market needs
-Integrating value chain functions by managing the transfer for responsibilities across development, production and marketing

Gaining Subsidiary Input: Multiple Linkages
-Most important problem facing a company with highly centralized operations are that those at the center may not understand market needs and those in the subsidiaries required to implement a central innovation may not be committed to it
-Address these problems by building multiple linkages between headquarters and overseas subsidiaries
-Gives headquarters a better understanding of country level needs and opportunities
-Offers subsidiary managers greater access to and involvement in centralized decisions and tasks

Responding to National Needs: Market Mechanisms 
-Headquarters managers responsible for R&D, manufacturing and marketing can be sheltered from the constraints and demands felt by managers on the front lines of operations
-Fix this with the use of market mechanisms to direct and regulate central activities

Managing Responsibility Transfer: Personnel Flow
-When parent company units take the lead role in the development and manufacture of new products and processes, integration across research, manufacturing and marketing is much more difficult than in local-for-local innovation processes
-Panasonic has an integrative system that rely heavily on the transfer of people
-This system injects direct production expertise into the development team and facilitates the transfer of the project after the design is completed

Making Local Innovations Efficient 
-Companies have to deal with the fact that local-for-local innovations often suffer from needless differentiation and “reinvention of the wheel” caused by resource-rich subsidiaries trying to protect their independence and autonomy
-Three abilities prove to be most significant
	-Empower local management in national subsidiaries
-Establish effective mechanisms for linking these local managers to corporate decision-making process
-Force tight, cross-functional integration within each subsidiary

Empowering local Management
-Most important factor for supporting local innovation is the dispersal of the organizational assets and resources and the delegation of authority that must accompany it
-These twin prerequisites provide the tools for country level organizations to take the initiative in creating new products or processes

Linking Local Management to Corporate Decision-Making processes
-Whereas local resrouces and autonomy make it feasible for subsidiary managers to be creative and entrepreneurial, linkages to corporate decision-making processes are necessary to make local-for-local tasks effective for the company as a whole
Integrating Subsidiary Functions
-Local innovativeness of decentralized federation organizations is enhances when there is strong cross-functional integration within each national operation
-At product level, cross-functional coordination is accomplished through a product group team of technical and commercial representatives, which meets to review results, suggest corrective actions and resolve any interfunctional differences
-The highest subsidiary-level coordination forum is the senior management committee, which consists of top commercial, technical and financial managers in the subsidiary
-Each subsidiary facilitates local initiative by encouraging that issues be resolved without escalation for approval or arbitration

Transnational Innovation: Locally Leveraged, Globally Linked
-Traditional models that shape cross-border innovation have evolved into two new processes: transnational innovation models that are described as locally leveraged and globally linked
-Locally leveraged innovation involves ensuring that the special resources and capabilities of each nation subsidiary are available not only to that local entity but also to other MNE units worldwide
-Globally linked innovation pools the resources and capabilities to many different units- typically at both the parent company and the subsidiary level- to create and manage an activity jointly
-Allows the company to take market intelligence developed in one part of the organization and eventually diffuse the new product or proposal worldwide
-The transnational innovation processes have supplemented rather than replaced the traditional center-for-global and local-for-local innovation process that are so well embedded in many MNEs
-The challenge is to build an organization that can facilitate all four processes of cross-border innovation and learning simultaneously, which requires that it understand not only the power of each but also the limitations

Problems Associated with each model
· Center-for-global innovation
Risk of market insensitivity, imperialism
· Local-for-local innovation
Risk of duplication, reinventing the wheel
· Locally leveraged innovation
Threatened by not-invented-here
· Globally linked innovation
High coordination costs

Making Transnational Processes Feasible 
-Three simplifying assumptions traditionally have blocked the organizational capabilities necessary for managing multifaceted operations.
-Roles of organizational units responsible for very different businesses, functions and national operations should be uniform and symmetrical
-Conscious or unconscious, headquarters-subsidiary relationships should be based on clear and unambiguous patterns of dependence of independence
-Corporate management has a responsibility to exercise decision-making and control uniformly
-Companies that are most successful in developing transnational innovations challenge these assumptions 
	-They systematically differentiate tasks and responsibilities
-They build and manage interdependence among the different units of the companies
-Corporate managers search for complex mechanisms to coordinate and coopt the differentiated and interdependent organizational units into sharing a vision and company’s strategic tasks

From Symmetry to Differentiation
-There was recognition that different businesses faced different demands for integration and responsiveness
-Whereas cross-country standardization, coordination and integration paid high dividends in the chemical and detergent businesses
-ex. Differences in local tastes and national cultures impeded the same degree of standardization, coordination and integration in its branded packaged food businesses
-Differentiation when it came to various businesses and functions 
-Importance of differentiating the management of diverse geographic operations
-Symmetrical treatment constraints strategic capabilities

From Dependence or Independence to Interdependence
-Emerging strategic demands, including the need to develop transnational innovation and learning capabilities, make organizational models based on such simple inter-unit dependence or independence inappropriate
-They must build interdependent relationships that are at the heart of the transnational, integrated-network organization
-Difficult to change relationships that have developed over a long period of time
-For an effective interdependent organization to exist, two requirements must be satisfied
1. Company must develop the interdependent configuration of dispersed and specialized resources as an integrated network
-All country subsidiary companies will take on sensing and scanning roles to detect the consumer trends, technological advances or competitive activities that may trigger a new opportunity or threat
2. The innovative transnational organization must build interunit integration mechanisms to ensure that task interdependencies lead to benefits of synergy rather than the paralysis of conflict
-Interunit cooperation requires good interpersonal relations among managers in different units

From Simple Control to Flexible Coordination
-The growing interdependence of organizational units strained the simple control-dominated systems and underlined the need to supplement existing processes with more subtle and sophisticated ones
-Three flows are particularly important in a transnational company	
1. Flow of goods: Complex interconnections through which companies source their raw materials and other supplies, link the flows of components and subassemblies and distribute finished goods
2.Flow of resources: Encompasses not only the allocation of capital and repatriation of dividends, but also the movement of personnel and technological resources throughout the system
3. Flow of valuable information and knowledge: from raw data and analyzed information to accumulated knowledge and embedded expertise, that companies must diffuse throughout the worldwide network of national units
-The flow of goods is best achieved through the formalization of management processes
-More difficult to coordinate flows of financial human and technological resources. Managing the flow of resources is a classic example of the need for coordination by centralization
-Most difficult task is to coordinate huge flow of strategic information and proprietary knowledge. The socialization process is the class solution for the coordination of information flows
[bookmark: _GoBack]-The most effective way to exploit the knowledge within an organization depends on the complexity of the technology itself and the understanding of the focal market 
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LGT-Model

1. Shift power to where growth is

2. Build new offerings from the ground up (zero-based
innovation)

3. Build LGTs from the ground up like new companies (zero-
based organizational design)

4. Customize objectives, targets, and metrics

5. Have the LGT report to someone high in the organization

Source: Immelt et al. (2009)
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Barriers to inter-unit collaboration

Unwillingness to seek input and learn from
others

Inability to seek and find expertise

Unwillingness to help

Inability to work together and transfer
knowledge

Source: Hansen & Nohria (2004)
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Value creation from inter-unit
collaboration

» Cost savings through transfer of best practices
* Better decision making

* Increased revenues through sharing of expertise
and products across subsidiaries

* Innovation through combination of different
ideas

* Enhanced capacity for collective action

Source: Hansen & Nohria (2004)











