SESSION 12

SS&P Ch13 – Globalization and Strategy

The Sources of Competitive Advantage in the Global Economy

Firm may reap Competitive Advantage (CA) through globalization if:


Can apply CAs already developed to new markets



May further expand CA through learning – learning can be




improved due to proximity to markets


Are cost advantages available through:



Less expensive labor, materials



Economies of Scale / Minimum Efficient Scale


Government support of firm is provided


Global expansion will affect competitors’ actions


Its international customers prefer to use it as their only supplier

Managers trying to reap CA must decide importance of:

1. Local responsiveness of firm

Consider this the “quality axis” on the frontier – is quality of product

significantly impacted by the following local conditions?  

External conditions: 

Formal:  Legal environment, utilities, etc…

Informal:  Local customs 

Internal conditions:

Employment practices/compensation, etc…

Culture ( Example:  Individualist vs. Collectivist )  

2. Global efficiency

Consider this the “1/cost axis” on the frontier – how important is




the following in minimizing cost?

Where operations will be located:




Location partly based on labor pool, natural resources, regulations



Number of locations:




Consider:  Economies of scale from size, Exchange Rate Risk, 





Political Instability, Logistics ( Communication and 





Coordination among units )

3. Learning

Continued CA requires more than just high quality and low 
cost – to retain

CAs, must innovate continuously

Successful firm learning requires:




Variation in practices – yields learning on a local basis





Decentralized units most encourage variation




Recognition and implementation of learning across units




Best accomplished with centralized units

Practically, a firm considering global expansion must also take into account:


Will CAs that firm is hoping for be easily matched by others?


What sorts of organizational changes to firm must be undertaken?


How much decentralization/centralization can firm tolerate?

Approaches to globalization

Decentralized Approach


Each country operation has full complement of functions


Corporate headquarters is essentially a holding company with little power



Locally responsive and encourages local learning, but high cost and 

inefficient communication of learning

Centralized Approach


Headquarters makes worldwide decisions and local units are essentially




knowledge conduits



Is cost efficient but misses local tastes and variation


Middle Ground Approaches



Regional Organization




Instead of being completely decentralized, aggregate country 

operations by region




Gives up some local responsiveness in exchange for efficiency



Reduces local variation in exchange for better adoption
Locational Advantage ( Porter’s )




Firms tend to locate in geographic clusters with other leading firms

Example:  Silicon Valley tech firms




Is closer to a centralized than decentralized approach



Transnational Corporation




The cost-sensitive activities should be centralized




The locally responsive activities should be decentralized




Success depends of coordination among units

Home Country will remain important to CA because:

Home country is often where senior executives are


Suppliers tend to be located in Home Country


Home customers who are demanding can spur innovation

Home competitors who are powerful can motivate innovation


Home Country familiar with firm and is thus often a main source of human

and financial capital

Home governments often support firm’s activities

Values and culture of firm likely shaped by conditions in home country 

when the firm was started

The Basic Economics of International Trade

Myths and Realities in US Competitiveness

Background on Competitive Advantage

Trade is beneficial because:



Specialization reduces cost and provides better learning 



Comparative advantage through relative production advantages




What drives trade is comparative, not absolute, advantage


Meets consumer preferences for diversity


Low cost labor is often a comparative advantage for a country when productivity

is lower for that country than for other countries

Developing countries can benefit by opening themselves to trade



The government policy of protecting infant industries through barriers to

imports tends to promote high-cost, inefficient production.  This




inefficiency is eventually passed on to the citizen.

A government policy of export-led growth accepts the logic of 

comparative advantage and thus allows a developing nation to 

produce efficiently.   Eventually this country may develop from 

being a low-skill intensive, simple manufacturing nation to a

skilled labor, high-end manufacturing and service nation 





Example:  Singapore

Trade will raise the standard of living on average – a positive sum game



Admittedly, some will lose out – governments should be conscious



of distribution of gains from trade

Created Advantage

Created Advantage is comparative advantage arising from “self-reinforcing

external economies”


If a firm has established itself in an industry, it can reinforce its position if:



It can take advantage of spillover affects of technology among nearby

firms and universities


Skilled labor and key suppliers are drawn to area due to firm’s presence

Once an industry lead is established it becomes self-reinforcing and persists



A virtuous cycle

The Created Advantage argument provides a potential case for government 


intervention – a country may miss an opportunity to establish industries in

which it would have had a long run CA if other governments can produce

Created Advantage for their firms.

Dangers in trying to produce Created Advantage:  

Productivity is still what matters most in business

Unilateral pursuit of Created Advantage by all countries would reduce

the benefits of free trade 

Prone to special interest politicking

