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Chapter 12

Concluding Notes

“Globalisation requires speed because it is an all-or-nothing proposition: globalization occurs by a leap and not by small increments… Globalisation by leap demands speed in the management of the process.” 
Harry Korine, Pierre Yvez Gome.
Introduction
Globalization is an issue which many companies face today. In this book, we have covered globalization at a macro level and gone on to examine how companies cope with global expansion and coordination. We have studied the key challenges facing global companies: 

· What activities must be globally standardized?

· What activities must be locally customized?

· How can global companies enter and compete in different overseas markets?

· What kind of global coordination and integration mechanisms are needed?

· What kind of technology and systems are needed to promote knowledge sharing across the worldwide system?

· How can a pool of talented managers be nurtured who are comfortable with global careers?

· How can partnerships with other companies be leveraged to strengthen the competitive position? 

Ultimately, globalization is a philosophy more than anything else. In this final chapter, we look at the building blocks of this philosophy. We draw heavily from the extensive literature available and hopefully make our own value adding comments and integrate the different strands of wisdom coming from different management scholars and practitioners. 
An entrepreneurial process
Ultimately, globalization is an entrepreneurial process. It is all about moving ahead boldly in search of new opportunities without being bogged down by the availability of resources. Globalization, as Harry Korine and Pierre-Yves Gomez mention
, can hardly be achieved, using an algorithm. An entrepreneurial process is always at work in globalizing.  “Even for companies with decades of history behind them, globalization is a novel, entrepreneurial process that implies making radical choices and breaking with the past.” 

An entrepreneurial mindset is needed if a company has to make a leap rather than pursue a methodical incremental strategy. A leap by definition cannot be slow or incremental. It is a radical transformation and happens in one motion. Korine and Yves Gomez have given examples of various American and European companies that have accomplished this leap successfully. But India has its own examples to offer.  Infosys, TCS, Wipro, Satyam, Dr. Reddy’s and Ranbaxy have all accomplished their global expansion in a short period of time extending between 15 and 20 years. The point to emphasize here is that unlike a General Electric or a Procter & Gamble which had more time to plan global expansion, in today’s fast paced business environment, speed has become a necessary virtue. Companies have to make bet-the-company moves. If they are too slow or cautious, others will get ahead in no time. For example in the Indian IT services industry, hundreds of companies have been left behind as they have been unable to match the global vision of the larger players like TCS, Infosys, Satyam, Wipro and Cognizant. And speed implies that companies must display entrepreneurial leadership, i.e., a will do – can do mindset.

One company which few would have expected to be a globaliser is Bharat Forge. Baba Kalyani who was chosen as the businessman of the year in 2006 by Business India
 recalled, “When we started looking at the world as our market and put money on the table, it was a leap of faith. Faith in ourselves, ……. no consultant had any clue what we were upto.”  Kalyani’s leap of faith involved a bet-the-company Rs. 150 crore investment in modernizing his plant in 1989 and more recently a series of acquisitions across the world, especially in Europe.  Kalyani went ahead with these bold moves despite the reservations of his father who had founded the company in the early 1960s. Without this entrepreneurial zeal, Bharat Forge would not have been where it is today. As Korine and Yves Gomez mention: “..once a need for globalization has been diagnosed and a globalization strategy adopted, success has more to do with entrepreneurial processes than with international management skills… a striking feature of successful globalizers is that the entrepreneurs who have led the most spectacular leaps never gave management priority to organizational structure or global organization as such.  Above all, these leaders wanted the organization to be adoptable so that the mangers involved in the leap would be able to do their jobs in the face of rapidly changing circumstances.”  
A new way of creating value
Globalization is about a new way of creating value for customers. It is not about offering one standard product all over the world. On the other hand, it is also not about offering different products uniquely customized to suit the needs of each market. Globalization creates value through a unique combination of global standardization, local customization and knowledge sharing. We saw in Chapter 7 how Honda achieved this in the case of its best selling vehicle, Accord. 
This is a good time to take up another example, that of Ispat the global steel company. Ispat has taken over sick steel plants all over the world. While the local circumstances have differed significantly, Ispat has leveraged its unique ability to cut costs and improve production and revive ailing plants in various countries.  The company has replaced expensive scrap and steel billets by direct reduced iron (DRI) to cut raw material costs drastically. Ispat has successfully mobilized talent from countries like India and moved them across the world. The company has put in iplace  various mechanisms for transferring knowledge and best practices across subsidiaries.  Chairman Lakshmi Mittal, the quintessential deal maker operates from London, a top financial centre in the world. Most of his acquisitions have paid off, including that of the French firm Arcelor. 
We made a distinction earlier in the book between comparative, and strategic advantage. Comparative advantage is about exploiting cost differentials which exist across nations. Strategic advantage is about tapping unique opportunities to add value in some hotspots. Korine and Yves Gomez have coined a term competitive leverage in the context of a global company. Competitive leverage results from sophisticated coordination of value adding activities across borders. In contrast, compressive advantage focuses on value creation from doing business without borders, i.e., making the best use of the opportunities and resources across the world. Competitive leverage and compressive advantage result from a total sourcing strategy. This involves an optimal combination of offshoring, nearshoring and insourcing. Offshoring focuses on cutting costs. Nearshoring tries to strike a balance between cutting costs and adding value. Insourcing concentrates mainly on adding value. 
Managing risks
We saw early on in the book that globalization involves strategic challenges that have to be managed carefully. We examine this point in a little more detail here. At the outset, it is in order to state that risk management is not about avoiding risk. Indeed, the biggest risk a company can take is not to take risk! Risk management is all about holding risks which one is confident of handling and transferring the remaining to others who are better equipped to handle these risks. 
When evaluating the risks associated with globalization, a company should consider both the risks of globalizing and not globalizing. When a company globalizes, it makes significant investments and undergoes a major transformation process in the way it handles facilities, expertise and people. Without the necessary capabilities to handle this transformation, the company may get derailed. On the other hand, when a company chooses not to globalize, it might be vacating space for competitors. To amplify this point, on the demand side, by not globalizing, a company may get eliminated from some markets. On the supply side, a company may be denied access to resources such as capital, raw materials, components and distribution expertise.
Korine and Yves Gomez have grouped the risks of not globalizing into two: the demand side and supply side.
Demand side

· How great is the customer demand for a global offering?

· How serious are competitors about globalization?

· How important is a global offering to gain market share?

Supply side

· To what extent do key partners require a global offering?

· To what extent do suppliers support a global offering?

· How much value do investors place on globalization?

When the company feels the risks of not globalizing are high, it must make bold decisive moves and quickly ramp up worldwide capabilities.
The risks involved in globalizing can be considered under two headings: Risk of imitation, Risk of unsustainablity.

Risk of imitation 
· How vulnerable is a global offering to legal copying?

· How vulnerable are core processes to duplication?

· How negative is the impact of imitation on market share?

Risk of unsustainability 

· How great is the organizational effort required for globalizing?

· How great is the capital investment requirement for globalizing?

· How great would be the impact of failed attempts to globalize?

In short, managers should strike a balance between an entrepreneurial attitude that prefers action and an objective analysis of the business environment (both as it is today and as it may unfold in the future) that advocates caution.

To address the risk of elimination, the firm must develop skills in identifying business opportunities around the world. To minimize the risk of being excluded from resource partnerships, the company must put in place a global strategy that provides a compelling logic for globalising. To counter the risk of imitation, the company must implement its core business practices with precision and speed. And finally to deal with unsustainability, the firm must put in place efficient systems and processes for  managing growth.
Developing and leveraging capabilities

Ultimately, globalization rests on the foundation of strong core capabilities. Without such capabilities, no company can effectively sustain itself in global markets. Capabilities may include design, manufacturing, process excellence, brand  management, project management, etc. These capabilities are not static. They are honed and improved over time and leveraged in new overseas markets. 
Take the case of Hanung Toys. The name sounds Chinese but the company is very much based in India! Hanung has developed a solid reputation as a manufacturer of quality, non toxic, non hazardous toys of international standard. The company uses a range of safety measures – use of non toxic, azo free dyes, non toxic fibre, zero lead content and use of metal detectors to ensure no stray needle is left in the toy.   
We saw earlier in the book that a capability based strategy rests on two planks - capability leverage and capability building. As Stephen Tallman and Karin Fladmoe Lindquist mention
, capability leverage processes enable the firm to gain competitive advantage from the exploitation of its existing capabilities in the market place. On the other hand, capability building involves creating new capabilities as old ones become less important. Without building these capabilities, competitive advantage cannot be sustained over the long term.
Also as mentioned briefly in the book earlier, capabilities fall in two categories. Business level component capabilities focus on producing better products, developing superior processes and streamlining marketing activities, Architectural capabilities are organization-wide routines for integrating the components of the organization to productive purposes. Architectural capabilities involve identifying, replicating, integrating and otherwise managing hard assets and business-level component capabilities effectively and efficiently. These capabilities are developed in the process of operating the firm, so they are strictly firm-specific and tied closely to the administrative history of the firm. 
Both business level component and architectural capabilities are dynamic. Global firms must tap resources and skills from across the world to build superior component knowledge.  The ability to access clusters of excellence, spread across the world, is a key issue here. As far as architectural abilities are concerned, global companies must constantly keep learning new ways of organizing, and implementing different value chain activities in overseas markets. While on the subject of  capabilities, let us recap a few points we made in Chapter 4. 
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.  
While on the subject of capabilities, it is important to mention that companies must be able to make trade-offs. They must be able to decide which capabilities to focus on so that knowledge creation and competency development activities can be suitably prioritised. They must also decide which capabilities must be developed internally and which can be outsourced.
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Toyota is a good example of distinctive competency development. The success of Toyota is largely due to its relentless focus on a world class production system. The company has successfully replicated its production system in North America, Britain and France to facilitate this, Toyota has invested heavily in the development of skilled engineers, sensei who spread the “Toyota way,” across the world. Toyota’s Global Production Centre is accelerating the development of sensei by giving them streamlined teaching methods and highly effective methodologies. 

Orchestration holds the key

The key to globalization lies in orchestrating worldwide activities into a single worldwide strategy. That calls for managing a complex network of subsidiaries, joint ventures, alliances and other partners. Operational responsibilities have to be distributed to different parts of the system, in a differentiated way, not by a one-size-fits all approach. We saw earlier in the book that subsidiaries can be categorized into strategic leader, implementer, contributor or black hole based on their capabilities and the strategic importance of the local market. A strategic leader ranks high on both factors. An implementer is weak on both counts. A contributor has strong local capabilities but is based in an unimportant market. A black hole has limited capabilities but is based in an important market. Even as affiliates are differentiated, there should also be integration.  Without integration, capabilities cannot really be leveraged. As Tallman and Fladmoe – Lindquist mention, “Global flexibility, arbitrage possibilities and cost optimization are improved if the firm has integrated its activities and its decision making apparatus. In a multi-market, but not integrated company, new component knowledge is likely to stay in the country where it develops. An integrated, global architecture, on the other hand, can spread new technical capabilities throughout the worldwide firm, exploiting new assets while they are still unique.” 

Gobal  integration enables each competency to be pushed to its limit. At the same time global spread and global products provide the returns needed to leverage the competency. In short, matching component capabilities to local economic conditions by differentiating activities across national locations and coordinating the value chain worldwide is the hallmark of a global firm. Or as B Kogut and U Zander mention
, in a fully mature international firm, “the learning from the foreign market is transferred internationally and influences the accumulation and recombination of knowledge through the network of subsidiaries, including the home market.” 

Managing Paradox
In Chapter 10, we saw that companies can have two broad strategies for managing knowledge – focus 80% of their efforts on Information Technology (IT) and 20% on human contacts and just the reverse in other cases. The greater use of IT is recommended where standardized solutions/products/ services are offered to customers and reuse of codified knowledge can play a significant role in improving operational efficiency and keeping costs under control. On the other hand, where highly customized/ personalized solutions, involving human ingenuity, are offered, a strategy that is biased towards human contacts is preferred. Each approach requires a different temperament. It is difficult to combine the two approaches in the same organization. But global companies must pursue different approaches to sharing knowledge for different activities. For some activities, IT may be the primary mechanism. For others, human contacts and socialisation may hold the key. In other words, a global company must be good at both use of technology and increasing human interaction, depending on the circumstances. 
About 20 years back, in a different context, Porter emphasized that companies must either pursue cost leadership or differentiation or both.  The two strategies need completely different approaches. If companies try to pursue both, they will be “stuck in between.” The paradigm of the transnational corporation however challenges this logic (Of course to Porter’s credit, it must be mentioned that he has made it clear that companies pursuing differentiation must not completely ignore costs while those pursuing cost leadership must pay quite a bit of attention to quality, brand image, etc).  A transnational company must be good at breaking its value chain into a meaningful set of activities. It must pursue differentiation in those activities where there is scope to add a lot of value and get the customers to pay a premium. On the other hand, it should cut costs to the bone where there is less scope for value addition and elimination of unnecessary costs can make a quick and significant impact on profitability. In short, a transnational company must be good at both differentiation and cost leadership. 
Hagel III and Singer
 have pointed out that in most companies, there are three kinds of businesses - a customer relationship business, a product innovation business, and an infrastructure business.  

The role of a customer relationship business is to find customers and build relationships with them.  Developing a relationship with a customer usually requires a big investment in time, effort and money.  Profitability hinges on achieving economies of scope – extending the relationship for as long as possible and generating as much revenue as possible. So, customer relationship businesses naturally seek to offer customers as many products and services as possible.  IT services come in this category.

The role of a product innovation business is to launch attractive new products and services from time to time.  In a product innovation business, speed is important.  Once such a business invests the resources necessary to develop a product or service, it must move fast from the development stage to the market.  Early entry into the market increases the likelihood of capturing a premium price and establishing a large market share. Of course, this strategy is also risky as all new products do not click in the market.
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Source: Hagel III & Singer, Harvard Business Review, March – April 1999.
The role of an infrastructure business is to build and manage facilities for high-volume, repetitive operational tasks such as logistics and storage, manufacturing, and communications. In case of infrastructure businesses, scale is very important. Such businesses generally require capital-intensive facilities, which entail high fixed costs.  Large volumes of activities are needed to reduce unit costs and improve profitability.  

When the three businesses are bundled into a single corporation, their divergent requirements and cultural imperatives inevitably conflict.  It is difficult to optimize scope, speed and scale simultaneously.  Hagel III and Singer argue that to survive, companies may have no choice but to unbundle themselves and decide  where they are strong – scale, scope or speed.  Or in other words, companies must be clear about the plank on which they are going to compete - operational excellence, product innovation or customer intimacy.

But in line with our argument mentioned earlier, a transnational corporation needs to manage customer relationship, infrastructure and product innovation simultaneously. That means the ability to manage scale, speed and scope. But the emphasis varies from activity to activity. In some value chain activities, speed may be of paramount importance, in others scale and in yet others, scope.   
Take the example of IBM. Big Blue has always excelled in customer relationship management. Customers trust IBM and keep going back to the company for advice and support. IBM is also well known for product innovation. No company invests so much in R&D as IBM.  (Even Microsoft will not argue!) No company has pioneered so many new concepts in the computer industry, as IBM. At the same time, in the past few years, faced with competition from low cost players in countries like India, IBM has shown that it is cost conscious by aggressively relocating several activities from high cost locations the US and Europe to India. Leveraging local talent, IBM is hoping to make India the hub for many of its product development activities. 
In short, a transnational must be good at managing paradox. It must pursue different strategies for different businesses and activities even though they may demand different mindsets and temperaments. A global company tries to combine comparative and strategic advantages in a clever and highly sophisticated way. It does this by knowing clearly the significance of each value chain activity and how it fits into the business model.  Equally important, such a company, because of its worldwide network has strong sensing capacities, can “smell” which locations are the best places to do an activity and also which locations may emerge as the happening places of the future. IBM’s major ramp up in India, for example, has not happened by chance. The same holds true for GE which was one of the first companies to understand the strategic importance of India. 

Developing global managers

A key challenge in globalization is developing a pool of talented managers who are comfortable, operating anywhere in the world. We have covered adequately, in the book, the kind of traits such managers should have and the kind of training that needs to be imparted. Flexibility, maturity and empathy are important. But above all, these managers should be great learners. Indeed, learning agility must rank right at the top of the list of competencies desired in global managers. We use the term learning in a very broad sense here. Learning means adjusting one’s behaviour through repeated practice after understanding what is the most desirable behaviour in a given set of circumstances.  Developing global managers is no easy task. Human beings have a natural tendency to work in their own comfort zones, falling back on formulas and approaches that have worked for them in the past. Making them adapt to different environments and accept new ways of working is a huge ask. It involves careful selection, classroom training, coaching, mentoring and actual experience on the job.
Toyota, the Japanese car maker is a good example. The company makes exceptional efforts to train and develop people for success. Toyota has set up three regional training centres called Global Production Centres – one in Thailand to support the Far East, one in England for Europe and the third in Kentucky for all North American plants. Live simulations are used to teach basic skills such as installation of screws and tightening bolts. Toyota focuses on attracting good people, engaging them and enrolling them as full-fledged members of the Toyota culture. A senior managing director spearheads the learning and development activities. This is a clear indication of the importance Toyota attaches to developing people.  
All companies claim they are serious about talent management but only a few are effective in this area. Jeffrey Liker and David Meier raise some important issues in talent management in their book, “Toyota talent.”  All companies profess to do their best to exploit the creativity of their employees. Do global companies kill the creativity of their managers through their obsession with standardization? The authors explain that there need not be any contradiction between standardization of products, processes and procedures and individual creativity. Toyota for example identifies the most critical and commonly repeated tasks of every job and then diligently trains people to follow these procedures. But people are left free to innovate in case of jobs that are less critical, are performed rarely and which need less control. The authors also quote Bill Marriott of Marriott, the hotel chain in this context: “Mindless conformity and the thoughtful setting of standards should never be confused….. Even the most maniacally detailed procedures can’t cover every situation, problem or emergency that might arise….  What solid systems and standard operating procedures do is nip common problems in the bud so that staff can focus instead on solving uncommon problems that come their way”.  The key is the thoughtful setting of standards for the most important and common aspects of the work so that people can perform the work without having to experiment. Employees are then free to focus their energies on problem identification and problem solving which demand more intuition and creativity. 
Leadership

Korine and Yves Gomez
, mention that more often than not, globalization is closely associated with personal leadership. Successful leaps to globalization are invariably led from the top. Leadership is not only about articulating the vision of the future but also about becoming the focal figure and developing deep knowledge of the industry. N R Narayanamurthy of Infosys is a great example. Even after giving up his executive responsibility, Narayanamurthy’s stature is such that no one can discuss Infosys and its spectacular success without mentioning Narayanamurthy. The Infosys founder is not only a great communicator and inspirational figure but also a person with deep understanding of computer software and how it can be used to transform a business. Korine and Yves Gomez mention that successful globalizers project themselves into the future as if globalization were already in place.  They do not merely have a vision of globalization. Through his “restless” leadership that has involved a hectic travel schedule and close engagement with customers across the world, Narayanamurthy has certainly led the charge effectively, backing up vision with strong action on the ground. 
The emerging landscape

Thanks to the Internet and the availability of various collaboration and communication tools, we live in truly exciting times today. New business models, radically different from those that exist today, will be needed to survive in the global economy. As Tapscott & Williams
 mention, business developments will have to be monitored globally and a much larger global talent pool mobilised. Online communities will have to be nurtured to gain access to new markets, ideas and technologies. Talent and knowledge assets will have to be managed across cultures, disciplines and organizational boundaries. Truly global workforces, unified global processes and a global IT platform to enhance collaboration among different businesses and with external partners, are the need of the hour. 
But acting globally will pose major challenges for many firms “buried in legacy systems and processes.” A new approach to managing knowledge  in general and intellectual property (IP) in particular will be needed. Maintaining and defending a proprietary IP system will become increasingly  anachronistic. Smart firms will have to treat IP like a mutual fund, i.e., manage a balanced portfolio of IP assets, some shared and some protected. While companies may have to protect critical IP, effective collaboration will be impossible if all the IP is hidden and kept within the firm’s boundaries.
In the new business model, vertical hierarchies will increasingly give way to horizontal networks. Tapscott and Williams refer to this new kind of organization, peering. Peering has already started making an impact in fields like software, media, entertainment and culture. But peering may well become the norm in other industries in the coming years. Tapscott and Williams even refer to the possibility of open source government!
The way the value chain is managed has undergone major changes in the recent past and will continue to do so in the future. The concept of outsourcing is seeing a paradigm shift. In 1937, Ronald Coase published his Nobel Prize winning paper, “The nature of the firm” after exploring in detail the issue: Why do buyers and sellers not operate individually rather than work as employees of large corporations? Coase concluded that in many cases, vertically integrated corporations were needed to cut transaction costs – the costs of searching for suppliers, the costs of framing contracts and the costs of coordinating the activities of entities external to the organization. Effectively Coase argued that firms must expand until transaction costs within the firm exceeded the costs of doing the same transaction in the open market. Today with the Internet having slashed transaction costs drastically, the paradigm has changed completely. As Tapscott and Williams mention, “Nowadays firms should shrink until the cost of performing the transaction internally no longer exceeds the cost of performing it externally. Transaction costs still exist but now they’re often more onerous in corporations than in the market place.” 
Global collaboration platforms, a new generation that is comfortable with such technologies and greater openness to trade and capital flows are creating in essence a perfect storm that will undermine traditional business models and change them beyond recognition. Only companies which can read the writing on the wall and change proactively will be able to withstand this perfect storm. 
The road ahead
We started this book with an introductory note on globalization and raised some philosophical issues. Then we examined various aspects of globalization.Where do we stand now at the end of the book?  What are the prospects for globalization in general and multinationals in particular?  
There is no doubt that globalization will continue to accelerate in the years ahead. Offshoring nearshoring and insourcing will continue as companies look for better locations to cut costs and add value. Globalization, as IBM has amply demonstrated, will also help mitigate the problems arising out of talent shortage. Speed breakers and bottlenecks can be expected from time to time but the globalization wave is unlikely to ebb anytime soon.
Multinationals will continue to play an important role in the global economy. To take an example, at the end of 2007, the top 150 US based non financial MNCs had more than $500 billion in cash and short term investments. Their financial muscle and management and technical capabilities will ensure a central role for these companies in the global economy in the years to come. 
Global companies seem to be more productive, better managed and seem to pay more. This applies not only to the western multinationals but also the emerging multinationals from Asia and Latin America.  TCS, Infosys and Wipro are riding on the strength of their offshoring business model and world class people management capabilities. Companies like aircraft manufacturer, Embraer of Brazil have attempted to leverage their engineering capabilities on a global scale. Cemex the Mexican cement company has used Information Technology to transform a commodity business. 
No doubt, all these companies will not remain global leaders after 30-40 years. Some will fall by the way side. But there is no doubt that globalization will pick up momentum. And the successful companies in the years to come will be those which operate with a truly transnational mindset – global standardization, local customization and knowledge sharing.  
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