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Chapter 4

The Transnational Corporation

“Building a global presence is never exclusively the result of a grand design.  Nor is it just outcome of a sequence of opportunistic and random moves. The wisest approach which might be called directed opportunism maintains opportunism and flexibility within a broad direction set by a systematic framework that addresses four major issues: choice of products, choice of markets, mode of market entry and speed of global expansion.” 

Anil Gupta and Vijay Govindarajan
 

Introduction 

In their famous book ‘Built to last,’ authors James C Collins and Jerry I Porras mention that many visionary companies did not have a clear idea of what to do, when they started their operations. Yet, they thought big, defined their corporate purpose in terms of a broad overarching set of loosely defined objectives and set themselves Big, Hairy & Audacious Goals (Bhags). Similarly, the evolution of many of today’s transnational or truly global corporations has in more cases than not, been shaped by circumstances, rather than deliberate strategies. However, these companies typically nurtured big ambitions right from the start and had strong leaders to facilitate their global expansion. 

In this chapter, we look at how companies globalize.
The process of globalisation

Historically, it has been observed that the process of globalisation evolves through distinct stages. 

In the first stage, companies normally tend to focus on their domestic  markets. They develop and strengthen their capabilities in some core areas. A strong core capability acts as the launching pad for  globalisation.  For example, Sony developed expertise in miniaturization of consumer electronics products. Toyota perfected its lean production system based on its ‘Just in time’ philosophy. The UK retailer Tesco, learnt how to respond to market trends, perfected its supply chain and streamlined its loyalty programme. 
In the second stage, companies begin to look at overseas markets  more seriously but the orientation remains predominantly domestic. The various options a company has in this stage are exporting its products, setting  up warehouses abroad and establishing assembly lines in major markets. The idea is to get a better understanding of overseas markets, but without  committing large amounts of resources. Sony in the 1960s, is a good example. 
In the third stage, the commitment to overseas markets increases. The company begins to take into account the differences across various markets to  customise its products suitably. Different strategies are pursued in different markets to maximise customer responsiveness. These may include overseas research & development centres and full-fledged country or region specific manufacturing facilities. This phase can be referred to as the multinational or multi domestic phase. The different subsidiaries largely remain independent  of each other and there is little coordination among the different units in the  system. Philips and Unilever, till the 1980s, are good examples.
In the final stage, the transnational corporation emerges. Here, the company takes into account both similarities and differences across different  markets. Some activities are standardised across the globe while others are  customised to suit the needs of individual markets. The firm pursues a multidimensional approach and formulates different strategies for different businesses, to combine global efficiencies, local responsiveness and sharing of  knowledge across different subsidiaries. A seamless network of subsidiaries 

across the world emerges, and it is very difficult to make out where the home  country or headquarters is. We shall use the word transnational and global  interchangeably in this book, from this point onwards. 
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Why firms go International

· Saturated domestic market:  When the domestic market becomes saturated,  attempts to increase  market share  become  increasingly  inefficient. 

· Competitive factors:  Sometimes, competition  may be less intense in  overseas  markets than  in the domestic market. Overseas presence may  also be needed to  compete more effectively  with players having  a stronger international  presence. 

· Excess capacity: When excess capacity  exists, the firm comes  under pressure for  increasing sales  by entering  new markets. 

· Product life cycle: Typically, a product goes  through four stages –  Introduction, Growth,  Maturity and Decline.  If a product has  reached the decline  stage in the domestic  market, a  company  could introduce it  in another market. 

· Diversification of risk: By having a  presence in various  markets, a firm can   insulate itself  from the ups and  downs in individual  regions. 

· Financial reasons: If attractive investment  incentives or venture  capital are available,  overseas expansion  may make sense. 

SONY: Evolution of a global company

Some of the most famous global companies today, were quite cautious during their early days of overseas expansion. Sony cofounder Akio Morita firmly believed that an overseas market had to be first understood carefully and a marketing network  put in place before making heavy investments. Morita was particularly careful in the US market: “I always had an eye on producing in the United States, but I felt that we  should do it only when we had a really big market, knew how to sell in it and could  service what we sold.”  That time came in 1971, when setting up a  factory became a matter of compulsion rather than choice, as Sony found its shipping  costs increasing. Morita identified other advantages in an offshore plant: “We could  fine tune production depending on the market trends and we could more easily adapt  our designs to market needs in a hurry.” Sony started with an assembly operation, fed  with components shipped from Japan. Later, Sony decided to source many of its  components within the US, except for some critical components such as electron gun  and some special integrated circuits. 

Even as Sony globalised cautiously, it did not lack vision. When it started marketing its transistors in the US  in the mid-1950s, one retailer, Bulova offered to buy 100,000 units but insisted that  they should be sold under the Bulova brand name. Even though Sony’s headquarters  initially favoured the acceptance of the order, Morita remained firmly against the idea.  When Morita conveyed his stand, Bulova insisted: “Our company name is a famous  brand name that has taken over fifty years to establish. Nobody has ever heard of your  brand name. Why not take advantage of ours?” Morita, remained steadfast in his views  and refused to accept the order. His rejoinder to Bulova: “Fifty years ago, your brand  name must have been just as unknown as our name is today. I am here with a new   product, and I am taking the first step for the next fifty years of my company. Fifty  years from now I promise you that our name will be just as famous as your company  name is today.” 

The Information Technology (IT) giant IBM seems to have entered the transnational phase in recent years.  CEO Sam Palmisano has explained
  how the modern multinational company has evolved. In the 19th century international model, firms were essentially based in their home country and sold goods through overseas sales  offices. In the next phase, the parent company created small versions of itself across the world. The IBM of the 1970s, fell in this category. But in the past ten years or so, IBM has increasingly moved towards becoming a “globally integrated enterprise.” IBM has located people and jobs across the world based on the right skills and the right business environment and integrated these operations. IBM’s heavy investments in India and to a smaller extent in countries like Brazil (where it has a finance back office) must be seen in this context.  Reflecting the growing importance of China, the company’s chief procurement officer, John Paterson relocated to Shenzen in October 2006. Paterson will spearhead moves to develop a  strong vendor base in the region. To demonstrate that IBM is a truly global company, IBM held its 2006 annual investors’ meet in Bangalore, India, an event traditionally, held in New York.  

The globalisation of the Indian ITES Industry
The $ 6.3  billion Indian ITES (Information Technology enabled Services) industry has come a long way in the past five years. Revenues, in the industry are expected to grow to $8.3 billion next year. The industry has evolved through different phases. (See diagram below)
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As the industry grows, it is also maturing. Bigger deal sizes, geographic spread and end-to-end solutions are becoming increasingly common. Some of the deals reflect this trend. TCS has bagged a $848 million deal from Pearl, the UK’s insurance and pensions group. Genpact has signed a huge $220 million deal with Delphi, the US autoparts maker, which was earlier a part of General Motors. 
With deal sizes increasing and the importance of quality being increasingly felt, geographic spread is also becoming important. Prospective customers from Europe, Japan and the US are more comfortable with work being done near their countries. Infosys has added Brno in the Czech Republic. And keeping in mind the escalation of costs in India, the company is seriously looking at the Philippines and China. 
All these trends will pick up momentum as India’s BPOs move beyond voice, data and analytical services to comprehensive  end-to-end solutions that create a competitive advantage for the customer. 
The characteristics of a transnational corporation 

A transnational corporation has a truly global presence spread across countries.  Yet, it would be too much of a simplification to call a company transnational if it has a presence in several countries or has transactions in several currencies. The real quality of a transnational corporation is obviously the ability to pursue a judicious blend of local responsiveness through customisation, cost reduction through standardization and optimum value chain configuration. For example, a company with a well  thought out manufacturing network in different countries, to make it currency  neutral
 would be more transnational that one which exports from its home country and uses hedging tools such as forward contracts to eliminate foreign exchange risk. Similarly, a company which develops a network of operations that make it less vulnerable to political risks in individual overseas markets, would be more transnational than one which does not have such a network. Transnational corporations combine various attributes that are well beyond the reach of companies which predominantly compete in their domestic markets. We now examine these attributes. 

Wockhardt’s globalization

India’s pharma industry is not far behind the IT industry when it comes to globalisation. The Indian pharma industry’s Big four, Ranbaxy, Dr Reddy’s, Wockhardt and Cipla have all taken globalization seriously. Wockhardt generates over 50% of its revenues from Europe. In recent years, the company has made major acquisitions in Ireland, Germany and France. Now it is looking seriously at the US. Through mergers and acquisitions, Wockhardt hopes to reach a turnover of $1 billion by the end of 2009.

Realising the risks involved, Wockhardt looks for clear benefits when it makes an overseas acquisition. The company’s takeover of Negma Lerads, the French pharma company in October 2006, is a good example. Negama is a research based company with 172 patents. Wockhardt hopes to expand its presence in Europe  and market its other generic drugs through Negama. The French government is popularizing the use of generics in the country. Negama’s strong distribution and selling network will stand Wockhardt  in good stead in the coming months.

Wockhardt has also taken over Pinewood, a highly respected Irish pharma company with over 200 prescription and OTC products. A market leader in renal therapy products, Pinewood has an exciting portfolio of products at various stages of development. Pinewood will also enable Wockhardt to shift some operations from the UK and cut costs.

In 2004, Wockhardt established a subsidiary in the US. By 2006, the subsidiary had filed 26 ANDAs (abbreviated new drug applications), eight of which were approved. Wockhardt hopes to get more approvals in 2007 and strengthen its position in a market where competition among generics players is rapidly intensifying.

Wockhardt is also taking seriously biogenerics, i.e., biotechnology products that have gone off patent. By 2010, the global biogenerics market is expected to be worth $10 billion. Wockhardt is building comprehensive concept-to-market capabilities for biogenerics for the international markets. The company has several applications pending for approval in various parts of the world including Russia, South America, Central Asia, Southeast Asia and North Africa. 

Capabilities

A truly global firm not only has unique resources that can be leveraged in markets across the world, but also continues to develop new capabilities in response to changes in the environment. Global companies strike a balance between capability leverage and capacity building. Capability leverage involves making full use of existing capabilities in the market place. These capabilities may exist anywhere in the system, not necessarily at headquarters or in the home country. But a global firm cannot live only on its existing capabilities. It must also build new capabilities. According to Stephen Tallman and Karin Fladmoe Lindquist
, there are broadly two kinds of capabilities  - Business Level Component and Corporate Level Architectural. Business Level component capabilities help a firm to produce better products, develop better processes and make marketing more effective. Honda for example has strong capabilities in producing internal combustion engines. Corporate level architectural capabilities are “organization wide routines for integrating the components of the organization to productive purposes.”   Toyota’s Just-in-time production system is a good example.
Carlos Cordon, Thomas E Vollmann and Jussi Heikkila
, categorise a company’s competencies as follows:

· Distinctive competencies: These are the most important capabilities of the company.
· Essential competencies: These are the capabilities needed for the company to operate effectively
· Spillover competencies: These are capabilities that allow a company to make profits in a related activity thanks to the company’s distinctive competency.
· Protective competencies: These are capabilities related to activities that pose a considerable risk for the success of the whole company, if they are not properly managed.
· Parasitic competencies: These are activities currently being done in-house, that waste organizational resources. They are a legacy of previous decisions/industry situations. Activities  become parasitic when strong third party vendors emerge.
Distinctive and parasitic competencies lie at opposing ends of the spectrum. While distinctive competencies must be carefully developed in-house, parasitic competencies must be outsourced. Essential competencies and protective competencies can be outsourced if mechanisms/ relationships are established to ensure the continuous availability of the service and minimization of risks. A high degree of trust and mutual understanding between the company and its partners are important. Spillover competencies can be outsourced, provided the company finds a way of capturing the value created.  
Multidimensionality 

In the past, companies could compete by being good at one thing – reaping global scale efficiencies or maximizing responsiveness to the needs of local markets. The old paradigm was either to tightly coordinate from the centre and achieve global standardization or to leave subsidiaries free to come up with suitable strategies to serve local markets efficiently. In the case of the first paradigm, knowledge was developed at the centre and exploited worldwide. In the case of the second, the knowledge developed locally, remained with each subsidiary and for all practical purposes, was not available to other subsidiaries. In a complex business environment, a more sophisticated approach is needed. This is where the transnational corporation comes in.
Transnational companies, have the capability to combine global efficiencies, local responsiveness and the ability to leverage knowledge across the worldwide system. They go well beyond a unidimensional approach which focuses exclusively on global efficiencies or local responsiveness or which considers all businesses to  be alike. A flexible, multidimensional approach is the essence of a transnational corporation. Such a capability is typically built up over a period of time as the company evolves and learns to deal with various  types of business problems in different overseas locations.  
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Integration vs Responsiveness
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Why is a multidimensional approach so critical in today’s global business environment? As markets become more competitive and customers become more demanding, efficiency becomes important. Without  efficiency, costs can go out of control, products  can easily become overpriced and go out of the reach of customers.  Global companies, even when serving diverse markets, look out for opportunities to standardise products to the extent possible. Standardisation  yields obvious benefits in the form of economies of scale, in activities such as  product development, manufacturing and procurement. But standardisation and scale efficiency alone cannot generate a sustainable competitive advantage. Indeed,   standardisation if carried too far, would mean loss of responsiveness to local markets. The trick is to standardise those aspects which customers do not perceive differently across the world and customise those which they do. 

This point is well illustrated by the automobile industry. In the 1970s and 1980s, a proliferation of models led to ballooning development costs. So automobile companies started  focusing on a few platforms around which cars of different shapes could be  designed. Since then, companies such as Ford, Honda and Toyota have mastered the art of  standardising the ‘core product’ while retaining the flexibility to customise  and offer features to suit customer tastes in individual markets. Similarly, fast moving consumer goods companies have standardised some  of the elements of the marketing mix while customising others for local  markets. Nestle, Coke and Unilever have exploited opportunities to extend expensive advertising campaigns developed in one country, across countries,  with a bit of customisation wherever required. 

A truly global company also does not treat its subsidiaries on a stand-alone basis. Such a company can take full advantage of its entire worldwide capabilities when it makes a competitive move. It has the required  degree of organisational integration to transport capabilities across borders  whenever needed. In other words, exchange of ideas, best practices and resources across subsidiaries is a key requirement in a transnational  corporation. 

The changing face of Indian IT services
: From offshoring to total sourcing
If there is one industry which has dramatically changed the fortunes of India in the past four years and taken the country to the centre stage of the world economy, it is Information Technology (IT) offshoring. In the past decade, India’s offshoring revenues have increased tenfold. The global market for offshored IT services is expected to grow to $37.8 billion by 2011. 
The top Indian IT companies like Infosys, Tata consultancy Services and Wipro are positioning offshoring not just as a way to cut costs but also as a way to transform the business of their clients. As Nandan Nilekani, Head of Infosys mentioned recently: “The customer is no longer just paying for 100 people to work for him but for a specific business outcome. Therefore, the Indian companies have to improve the capacity of their people, so we have more people with a consulting mindset. And we have to be willing to take risks.” In short, the leading Indian IT services companies seem to be moving from offshoring to total sourcing. 
The Indian IT companies, on the strength of their past track record, are  hoping that they can start handling more sophisticated operations. They are also moving closer to their clients by establishing facilities in the west and at promising locations in central and eastern Europe, Asia Pacific and Latin America.  Central Europe is in particular becoming important due to language skills and time zone advantages. Though not as cost effective as India, Central Europe can better meet specific European customers’ outsourcing needs due to the local talent and language skills and by virtue of its location in the same time zone.  
Satyam, a leading Indian IT company now runs operations centres in Malaysia, Brazil and China and has plans to add more delivery centres in the Czech Republic, Russia, Vietnam and Thailand. 
TCS
 is expanding its presence in Latin America. It is consolidating its operations in Uruguay and Argentina into a single unit that will provide nearshore services to the other Latin American countries as well as the US and Europe. The consolidated operations will include a Global Delivery Centre and a regional training centre in Montevido, the capital of Uruguay and an extension centre in Buenos Aires, the capital of Argentina. The staff strength is expected to  increase to 1200 by the end of 2007 and further in the coming years.  The main advantages TCS sees  here are English language skills, attractive cost structure and a similar time zone as America. Meanwhile, TCS has also announced plans to strengthen its operations in Brazil and Mexico. 
But the Indian IT companies are not ignoring cost control. They are automating many of their internal operations to cut costs. They are also outsourcing routine work to countries like Vietnam where labour costs are lower. 

A slogan which became very popular in the 1990s was ‘Think Global, Act Local.’ The notion that global strategies have to be implemented locally, seems to imply that knowledge transfer is unidirectional from  headquarters to the subsidiaries. A truly global company, on the other hand, encourages local managers to share their best practices so that they  can be applied globally. 
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The Three As of globalization


The Globalisation of UTV

Ronnie Screwvala’s UTV Software communications illustrates how the Hindi movie industry is trying to globalize. UTV got into film distribution in 1996 and in the next year produced a low budget movie which failed. Then the company produced three big budget movies that strayed from traditional Bollywood formulas. Big successes such as “Rang de Basanti,” gave Screwvala  the financial strength and confidence to think big. He forged co-production deals with Fox Searchlight, Sony Pictures and Will Smith’s Overbrook Entertainment. UTV went public on the Mumbai Stock Exchange in 2005, to become one of the first listed movie companies in India. The company got another big break when Disney took a 15 percent stake for $14 million in 2006. 
UTV’s modern management practices in budgeting and marketing have stood it in good stead. UTV shoots movies typically in three months and on budget, a phenomenon previously unheard of in the highly indisciplined and unprofessional Indian film industry.  
UTV has set up its own overseas distribution network in the US, Canada, Britain and United Arab Emirates. The company is seriously looking at some 20 other countries where Bollywood films have established a niche market. Here UTV is taking advantage of the fact that  the Hindi movie industry currently earns more than 60% of its revenue abroad. With ticket sales for Indian movies rising fastest outside India, UTV will quite likely be one of the more aggressive globalisers in Bollywood in the coming years.  
The automobile company, Ford has put in place a system on its Intranet to allow different manufacturing units to contribute ideas on best practices from time to time. The oil giants Chevron and BP-Amoco have both developed best practices databases to facilitate knowledge sharing across subsidiaries. Same is the case with Information Technology (IT) consulting companies like IBM, Price Waterhouse and Accenture. Indian IT services companies like TCS, Infosys, Wipro, Cognizant and Satyam are also emphasizing knowledge sharing across their world wide system. 
Flexibility lies at the heart of a multidimensional approach.  Global companies, have to modify their strategies over time, especially the way they manage subsidiaries. Traditionally, Japanese companies have either used their global scale  domestic facilities to supply to overseas markets or replicated these facilities  on a smaller scale in strategically important markets. Matsushita Electric is a typical example. The company’s centralised design and manufacturing  facilities enabled it to become the world’s most efficient consumer electronics  manufacturer. Over the years, however, Matsushita has been delegating more  responsibilities to its subsidiaries. On the other hand, many European  companies due to their small home markets and their eagerness to expand  overseas, offered considerable autonomy to country subsidiaries to encourage  responsiveness to local needs. Till the 1980s, both Philips and Unilever  conformed to the multinational style of management. Of late, however, these  companies have put in place mechanisms to monitor and control the activities  of different overseas units, to achieve better global coordination. In other words, strategies of global companies need to change in a dynamic way, in response to changes in the  environment. 

An important element of flexibility is to retain what works and eliminate what does not, without any preconceived notions. Floris. A. Maljers, former CEO of Unilever once remarked
: “Our organization of diverse  operations around the world is not the outcome of a conscious effort to  become what is now known among academics as a transnational. Since 1930,  the company has evolved mainly through a Darwinian system of retaining  what was useful and rejecting what no longer worked – in other words  through actual practice as a business responding to the market place.” 

Value chain configuration 
A transnational company configures its value chain across different countries to ensure that activities are located in those countries where they can be performed most efficiently and effectively. Consider Li & Fung, Hong Kong’s largest export  trading company. It deals in items ranging from clothing and fashion  accessories to toys and luggage. In case of toys, Li & Fung has located high value adding activities such as design and fabrication of molds in Hong Kong. On the other hand, labour intensive activities such as injection of plastic, painting and manufacture of  the doll’s clothing are carried out in China. 
The company uses Hong Kong’s well-developed banking and transportation infrastructure to market its products around the world. As chairman Victor Fung puts it, the labor intensive middle portion of the value chain is still done in southern China while Hong Kong does the front and back ends. Many of the leading Indian software companies having successfully established themselves in markets like the US and Europe are now attempting to make China an integral part of their delivery value chain. In particular, China is becoming a key location while serving customers in Japan. IBM is increasingly doing much of its Research and Development in India, where the company is also strengthening its delivery capabilities.
Transnational companies develop the capability to demarcate  activities that need to be tightly controlled by the headquarters and those  which can be decentralised and delegated to national subsidiaries. The Swiss  food giant, Nestle gives a lot of freedom to its country subsidiaries, to take decisions on adapting products to suit local tastes. Yet, there are some functions, which the company has chosen to control tightly. These  include basic research, branding, financing decisions and many human  resources policies. Peter Brabeck Letmathe
, Nestle’s CEO,  once remarked, “The R&D function is one of the few things we haven’t  decentralised, although over 18 R&D centers are physically located all over  the world. All our research centres, wherever they are, are financed and  controlled by headquarters and receive the necessary input mainly from the  strategic business units, based upon requests from the markets.” 

The globalization of the Indian jewellery industry

Indian jewellers have been busy expanding globally in recent years. In late 2006, Gitanjali Gems acquired Samuel Jewellers the ninth largest jewellery chain the US. In March 2007, Shrenuj Diamonds acquired an 84% equity stake in SGS, a wholesale jewellery distributor in the US. These acquisitions  will help Shrenuj and Gitanjali gain access to a large number of jewellery retailers in the US. Rajesh Exports, another leading Indian jewellery maker is also planning acquisitions. Tanishq promoted by Titan, has plans not only  to acquire retail chains but also set up its own retail stores in the US.  These deals will help the Indian jewellery industry to strengthen their presence in the US, one of the most important markets in the world. Meanwhile, the Indian jewellery firms are also expanding their presence in the Middle East, Hong Kong, China and Malaysia. 
All these moves come at a time when India’s share of global diamond processing is declining. By acquiring retail chains, Indian jewelers hope to move up the value chain and improve their margins. Indeed, many of these moves essentially represent a strategy of forward integration from diamond manufacturing into jewellery retailing. At the same time, Indian jewelers continue to provide commodity jewellery to retail chains abroad and also develop private labels for overseas retailers. The idea is to occupy a position across the spectrum from designing and manufacturing to branding and sales. 
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Contestability 

A global company needs to have the capability to compete in any overseas market. While it can be selective about the markets it wants to enter (based on their structural attractiveness,) it should have the ability to compete in any market if global considerations demand this. To put it another way, a global company's decision not to have a presence in a particular country, is by choice, not due to lack of resources. Similarly, a global company might even make a strategic retreat from a market. This would, however, be a part of a global game plan rather than because it does not have the staying power. Transnationals  constantly look around the world for market openings,  process information on a global basis and always constitute a potential threat to existing players even in  countries they have not yet entered.
Gulf companies go global

Many companies in the Gulf —Bahrain, Kuwait, Oman, Qatar, Saudi Arabia, and the United Arab Emirates (UAE) — are riding the oil boom to expand their operations abroad. The gulf states are expected to  accumulate $2.4 trillion in windfall revenues through 2014
. Unlike earlier oil booms when much of the surplus went into passive portfolio investments, quite a bit of the money generated in the current boom seems to be going into strategic overseas investments. Recent deals confirm this trend. The global banks, Citigroup and UBS, for example, have invited investors in the gulf to take significant stakes. 

Dubai’s bid for a 20% stake in NASDAQ also reflects the current mindset. If the deal is successful, Borse Dubai will get 5% of the voting rights of NASDAQ along with two board positions. Doha’s Quatar Investment Authority is trying to buy major stakes in the London Stock Exchange and Stockholm’s OMX. The Authority has also an eye on the British supermarket giant Sainsbury. There have also been reports of companies in Dubai making big investments in the entertainment giant, MGM, the retailer Barneys New York and privately held builder, John Laing Homes.

The trend, which we are seeing among gulf companies today, picked up momentum about five years back when petro-chemical giant Saudi Basic Industries (Sabic), acquired the petrochemical division of the Dutch chemicals and pharmaceuticals group DSM in 2002 for $2 billion. At the time, it was the largest takeover of a European company by a middle east investor. The deal helped Sabic become the world’s tenth-largest chemical company, with revenues of $20.9 billion in 2005. A year later, Sabic announced that it would invest up to $5 billion in a Chinese joint venture. 
Another  state-controlled enterprise, the UAE’s Dubai Aerospace Enterprise (DAE), supported by a consortium, paid $1.3 billion for the Swiss company SR Technics, the leading independent supplier of aircraft maintenance, repair, and overhaul services in late 2006. Private companies are also joining the party. In 2005, the Kuwaiti logistics group Agility bought companies in Singapore and the United States. Smaller, family-owned businesses, such as the Saudi independent car distributor Abdul Latif Jameel (ALJ) and the Kuwaiti retailer M. H. Alshaya, are expanding in  Europe, Russia, and elsewhere.
In general, two factors have motivated companies in the gulf to expand globally. The first is the need to find new growth opportunities as domestic markets become increasingly saturated. The second is the need to acquire particular skills or capabilities. Acquisitions in Europe and North America, are helping Gulf companies gain rapid access to Western management know-how and technology.  A good example is the Dubai property group Emaar Properties which in 2006 acquired the second-largest private home builder in the United States, John Laing Homes (for $1 billion), and the UK realtor Hamptons International (for $154 million). Emaar hopes to gain expertise in real estate development and marketing through these deals.
Strong cash positions have given companies in the gulf a great opportunity to make acquisitions, to expand their market share and to pick up new skills. These acquisitions, however, will have to be managed carefully. Integration skills will be especially important when an acquisition is made to gain expertise. Marketing skills will also be critical. Companies will have to put in place suitable systems and processes to achieve global coordination. Last but not the least, they will also have to find and retain the right  managerial talent.
The Arabs will also have to deal with cultural barriers. In the Arab world, personal relationships and social structures have traditionally carried great weight and  influenced hiring, promotion and transfer decisions. What in the West would be criticized as nepotism or cronyism is still widely accepted in the gulf states as a way of bonding. But as they expand overseas, gulf companies will need to move towards a more professional culture and become less dependent on personal relationships. 
Market spread 

A global company earns a significant portion of its revenues in overseas  markets. Yet, as  mentioned earlier, this is not a sufficient condition for a company to be called global. Some Indian software companies, for example, typically generate a sizeable chunk of their revenues in the US, but cannot be considered  global, because they have an insignificant presence in other overseas markets.  For a truly global company, geographic spread is important. In the ideal case,  a company with a global market presence would generate the same market  share in each country. Assume the company operates in 100 countries. If it has  a market share of say 30% in each of these countries, it would be more global  than another company which operates in fewer countries but has, say, a 40% global market share because of its dominance in a few individual markets.  
Ranbaxy’s globalisation

Conventional wisdom holds that companies in emerging markets will find it difficult to expand internationally. Local environments are typically characterized by personal relationships, privileged access to resources, high tariff walls, and a captive market of local customers. These are not strengths that can be leveraged in developed countries. In reality, by working with demanding, yet price-sensitive customers and challenging distribution environments, companies in emerging markets can develop distinctive capabilities and leverage them in global markets.

A good example is Ranbaxy Laboratories, one of India’s leading pharma companies. For many years, Ranbaxy operated in  a unique patent regime that encouraged Indian companies to replicate  patent-protected drugs through a different process and offer them at affordable prices to the country's vast population. Ranbaxy took full advantage of this process patent regime. In essence, Indian companies could produce any drug in the world as long as they used a manufacturing process which differed from the one that the original manufacturer used. 

Ranbaxy strengthened its competitive position  by setting up sophisticated laboratories, hiring hundreds of world-class chemists and by investing heavily in state-of-the-art factories that could scale up the manufacture of a drug quickly. The company rapidly developed new processes for synthesizing patented drugs and to scale up manufacturing quickly thereafter.

By the early 1990s, Ranbaxy realized that it could exploit these strengths by quickly synthesizing drugs that were going off patent in developed markets and selling them there. The company acquired Ohm Laboratories in the United States in 1994 and entered the US generics market. Subsequently, Ranbaxy rapidly expanded its business in other international markets. Currently the company ranks among the world's top ten generics manufacturers. 

To succeed, companies must align strategy and structure. Well known business historian Alfred Chandler emphasized this point several years ago. To provide autonomy to local managers without losing the crucial glue that keeps business processes functioning efficiently, successful global companies usually organize their operations on a three-dimensional matrix: businesses, geographies, or functions. Such structures help companies to transfer and leverage their distinctive capabilities seamlessly, to control global operations, to capture economies of scale across functions, and to develop global managers. 

When Ranbaxy internationalized its business, it placed R&D in a global unit and other functions in several geographic units, including its home market. Ranbaxy's senior managers began to spend a substantial amount of time in their most important market, the United States. 
Guided by the vision of Dr. Parvender Singh and backed by committed managers at the next level, Ranbaxy has come a long way since its humble origins. Today, the company has become a role model for other Indian companies which are serious about globalisation.  
Market spread has helped American companies in recent years to sustain their financial performance as their domestic market has become increasingly saturated. Companies in the Standard & Poor’s 500 Index currently (mid-2007) get 49% of their sales from outside the US, up from 30% in 2001, according to S&P
. 3M, McDonald’s and Halliburton, which generate more than half of revenue outside the US, led the S&P 500’s 6.2% gain in 2007 with profits that exceeded analysts’ expectations. The insurance company AIG’s earnings from selling life insurance and retirement savings products outside the US jumped 33 percent to $1.6 billion in the fourth quarter, the biggest gain in at least two years. The New York-based insurer, generated a third of its profit from those businesses. McDonald’s posted its biggest sales increase in Europe since 1994 during the first quarter of 2007 as net income climbed 22%
. Halliburton, the world’s second-biggest oilfield-services company, posted a 13 percent increase in first- quarter profit in 2007 on rising demand from the former Soviet Union, the Middle East and Africa. 
Exhibit 4.6

The four levels of global strategy
	· Level 3
	Strong capabilities in all the As (Adaptation, Aggregation, Arbitrage).  Not easy to achieve

	· Level 2
	Strong capabilities in one A backed by supplementary capabilities in another A 

	· Level 1
	Strong capabilities in one of  the As

	· Level 0
	No awareness of arbitrage aggregation and adaptation possibilities


Source: Pankaj Ghemawat, “Redefining Global Strategy”
Diversity

For transnational companies, mobilizing and nurturing a diverse talent pool is a critical success factor. They must be good at managing diversity, across various dimensions – language, culture, education, race, gender, age, religion. A diverse workforce is necessary to help the company cope effectively with different environments. Diversity implies inclusion of people with different world views and experiences. By pooling diverse ideas and insights, innovation can be enhanced. Commitment to diversity implies a commitment to tapping the best talent across the world. However, while accommodating people with different backgrounds and leveraging their unique skills is important, diversity should not be taken too far. As Philip M Rosenzweig  mentions
, multinational firms should not only push for diversity but also try to enforce some measure of commonality and cohesion among disparate parts. Thus multinationals have to find ways to benefit from diversity while also forging consistency  “The challenge is not to promote diversity alone, for that could suggest  that ‘anything goes’ or that ‘all differences are good.’ Nor is it to insist upon rigid conformity of behaviour around the world, which would negate the benefits of diversity. Rather, it is to identify the key elements of consistency needed to succeed and to make the most of diversity on other dimensions.”

We can now make an attempt to define a transnational (global) corporation: 

“A transnational corporation operates across the world, configuring its value chain activities in different countries to achieve the twin needs of efficiency and local responsiveness. It has the capability to pool together the resources available to it in its entire worldwide system and use them not only to enter new markets but also to strengthen its competitive position in existing markets. A truly global corporation believes that learning is important and puts in place mechanisms to transfer knowledge across subsidiaries, from  subsidiaries to headquarters and from headquarters to subsidiaries.”
Exhibit 4.7

Transnational Corporations:  A framework for understanding the key dimensions


Conclusion
In their book, “Managing across borders,” Sumantra Ghoshal and Christopher Bartlett draw a distinction between multinational, global and international companies. Multinational corporations tend to be decentralized and self sufficient. They are good at identifying and exploiting local opportunities. But the knowledge developed is retained within each unit. A global corporation on the other hand believes in centralization and achievement of global scale of operations. By and large, knowledge is developed and retained at the headquarters. The international corporation is good at adapting and leveraging the parent company’s competencies. In these companies, knowledge is developed at the centre and transferred to the national subsidiaries. 

The transnational corporation combines the best of all these paradigms. It does not pursue efficiency or local responsiveness for the sake of achieving them. Rather, such a company attempts to have the flexibility to do what is best given the competitive context. Thus in some areas, the transnational may emphasise scale efficiencies while in others, it may pursue a strategy of local responsiveness. And of course, the transnational corporation is good at creating and sharing knowledge across the system, from headquarters to subsidiaries, from subsidiaries to headquarters and across subsidiaries. In short, the transnational aims for the optimal blend of centralization and decentralization and standardization and customization. As Ghoshal and Bartlett mention
, “The transnational develops responsiveness by building multinational flexibility in many ways. It designs some slack into its production facilities and adopts flexible automation to respond to unforeseen shifts in demand and or in supply. It creates products with modular structures so that features and styling can be differentiated by market while basic components and the core design are standardized. Most important, the transnational builds systematic differentiation of roles and responsibilities into different parts of its organization.”  
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