GLOBAL
BUSINESS
Third Edition

Mike W. Peng
Provost’s Distinguished Professor
of Global Business Strategy
Executive Director, Center for Global Business
University of Texas at Dallas

Preface
Global Business intends to set a new standard for international business (IB) textbooks. Written for undergraduate and MBA students around the world, this book
will make IB teaching and learning (1) more engaging, (2) more comprehensive,
(3) more fun, and (4) more relevant.

More Engaging
For the first time in the history of IB textbooks, a unified framework integrates
all chapters. Given the wide range of topics in IB, most textbooks present the discipline in a fashion that “Today is Tuesday, it must be Luxembourg.” Very rarely
do authors address: “Why Luxembourg today?” More important, what is it that we
do in IB? What is the big question that the field is trying to address? Our unified
framework suggests that the discipline can be united by one big question and two
core perspectives. The big question is: What determines the success and failure of
firms around the globe? This focus on firm performance around the globe defines
our field. To address this question, we introduce two core perspectives: (1) an institution-based view and (2) a resource-based view, in all chapters. It is this relentless
focus on our big question and core perspectives that enables this book to engage a
variety of IB topics in an integrated fashion. This provides great continuity in the
learning process.
Global Business further engages readers through an evidence-based approach. I
have endeavored to draw on the latest research, as opposed to the latest fads. As an
active researcher myself, I have developed the unified framework not because it just
popped up in my head when I wrote the book. Rather, this is an extension of my
own research that consistently takes on the big question and leverages the two core
perspectives. This work has been published in the Journal of International Business
Studies and other leading academic journals.1
Another vehicle used to engage students is debates. Virtually all textbooks uncritically present knowledge “as is” and ignore debates. However, it is debates that
drive the field of practice and research forward. Obviously, our field has no shortage of debates, ranging from outsourcing to social responsibility. It is the responsibility of textbook authors to engage students by introducing cutting-edge debates.
Thus, I have written a beefy “Debates and Extensions” section for every chapter
(except Chapter 1, which is a big debate in itself).
Finally, this book engages students by packing rigor with accessibility. There
is no “dumbing down.” No other competing IB textbook exposes students to an
article authored by a Nobel laureate (Douglass North—Integrative Case 1.1), commentary pieces by Jack Welch (former GE chairman—In Focus 15.2) and Laura TyM. W. Peng, 2004, Identifying the big question in international business research, Journal of International Business
Studies, 35: 99-108; M. W. Peng, D. Wang, & Y. Jiang, 2008, An institution-based view of international business
strategy: A focus on emerging economies, Journal of International Business Studies (in press); M. W. Peng, 2001,
The resource-based view and international business, Journal of Management, 27: 803-829.
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son (former economic advisor to President Clinton—In Focus 5.3), and a Harvard
Business Review article (authored by me—In Focus 12.2). These are not excerpts but
full-blown, original articles—the first in an IB (and in fact in any management)
textbook. These highly readable short pieces directly give students a flavor of the
original insights. In general, the material is presented in an accessible manner to
facilitate learning.

More Comprehensive
Global Business offers the most comprehensive and innovative coverage of IB topics
available on the market. Unique chapters not found elsewhere are:
•
•
•
•

Chapter 9 on entrepreneurship and small firms’ internationalization
Chapter 11 on competitive dynamics
Chapter 16 on corporate governance
Chapter 17 on corporate social responsibility (in addition to one full-blown
chapter on ethics, cultures, and norms, Chapter 3)
• Half of Chapter 12 (alliances and acquisitions) deals with the under-covered
topic of acquisitions. Approximately 70% of market entries based on foreign
direct investment (FDI) around the world use acquisitions. Yet, no other IB
textbook has a chapter on acquisitions— a missing gap that Chapter 12 fills.
The most comprehensive topical coverage is made possible by drawing on the
most comprehensive range of the literature. Specifically, every article in each issue
in the past ten years in the Journal of International Business Studies and other leading
IB journals has been read and coded. In addition, I have endeavored to consult
numerous specialty journals. For example:
Finally, Global Business also has the most comprehensive set of cases contributed by scholars from around the world—an innovation on the IB market. Virtually all other IB textbooks have cases written by book authors. In comparison, this
book has been blessed by a global community of case contributors who are based
in Canada, China, Hong Kong, Singapore, and the United States. Many of them
are experts who are located in or are from the countries in which the cases take
place—for example, among all IB textbooks, Global Business has the very first China
case written by China-based case authors (see Integrative Case 2.2 Soybeans in
China). Additionally, the Video Cases bring you the insights and expertise of noted
business leaders from England, Scotland, India, France, and the US.

Support Materials
A full set of supplements is available for students and adopting instructors, all designed to facilitate ease of learning, teaching, and testing.
Instructor’s Resource DVD-ROM. Instructors will find all of the teaching resources they need to plan, teach, grade, and assess student understanding and
progress at their fingertips with this all-in-one resource for Global Business. The
IR-DVD-ROM contains:
• Instructor’s Manual—Written by John Bowen (Ohio State University, Newark
and Columbus State Community College), this valuable, time-saving Instructor’s Manual includes comprehensive resources to streamline course preparation, including teaching suggestions, lecture notes, and answers to all chapter
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Learning Objectives
After studying this chapter, you should be able to:
13-1 articulate the relationship between
multinational strategy and structu re
13-2 understand how institutions and resources
affect structure, learning, and innovation
13-3 outline the challenges associated with
learning, innovation, and knowledge
management
13-4 participate in two leading debates on
multinational structure, learning, and
innovation
13-5 draw implications for action

Strategizing, Structuring,
and Learning Around
the World
O p e n i n g

C a s e

The Ups and Downs at Ford

Ethical
Dilemma

Ford Motor Company was always more international

“world car,” the Ford Mondeo, proved disappointing.

than its two Detroit rivals, General Motors (GM) and

The Mondeo was a hit in Europe where drivers pre-

Chrysler (before its acquisition by Daimler). In the

ferred more engine performance, but it flopped as the

1960s, Ford of Europe was set up to consolidate inde-

Ford Contour and Mercury Mystique in America where

pendent operations in Britain and Germany. This struc-

rider comfort was preferred. Powerful regional manag-

ture was ahead of its time and was imitated by rivals.

ers and country heads naturally resented the loss of

While the top brass at GM all featured American guys,

power. It simply did not make any sense for a factory

Ford’s top management ranks have routinely featured

manager in Cologne, Germany, to report to a global

executives from Argentina, Australia, Britain, and Ger-

chief of manufacturing 3,000 miles away in Dearborn.

many.

However, few dared to declare the emperor naked.

In 1993, the rise of Alex Trotman, a Scot who

In 1999, Trotman passed the baton to the next

had worked for Ford since 1955, as Ford’s chairman

CEO, Jacques Nasser, a Lebanese-born executive who

and CEO personified Ford’s international character.

grew up in Australia. Recognizing the problems associ-

In the 1960s, while working for Ford of Europe, Trot-

ated with the restructuring, Nasser quickly reversed

man wrote a proposal on global consolidation that,

large parts of Ford 2000. Europe and South America

although not implemented, would prove prophetic.

regained regional power. Nasser went on a shopping

It advocated many of the tenets that would later be

spree, acquiring Volvo Cars from Volvo and Range Rov-

incorporated in Ford’s global restructuring of the mid-

er from BMW and consolidating Mazda within the Ford

1990s—under Trotman’s leadership. Known as Ford

portfolio. Unfortunately, Nasser’s tenure was full of up-

2000, the restructuring transformed Ford from several

heaval not only associated with Ford 2000 and the se-

regional groups (Asia Pacific, Europe, North America,

rial acquisitions but also with the faulty Bridgestone/

and South America) into one presumably seamless

Firestone tires that caused numerous Ford Explorer

global organization with factories and sales companies

sport utility vehicles (SUVs) to accidentally roll over.

reporting instantly across oceans spanned by broad-

Such upheaval caused Ford to take its eye off the ball.

band links. Ford 2000 drained power from the regions

At the same time, Asian and European rivals turned

back to Dearborn (a Detroit suburb where Ford is head-

up the heat by challenging Ford even in its stronghold

quartered). However, the end result, exemplified by a

markets for large SUVs and light trucks, where Ford

18

Part Three Building Functional Excellence

made most of its profits in the 1990s. As an executive,
Nasser was widely viewed as too abrasive, alienating
managers, employees, suppliers, and eventually, the
Ford family that still controlled 40% equity. By 2001,
Nasser was forced to resign by chairman Bill Ford (the
original Henry Ford’s great-grandson).
During 2001–2006, Bill Ford acted both as chairman and CEO, but he failed to turn around the company. Instead, the automaker continued its downward

atlas

13-1
L earning Objective
Describe the relationship
between multinational strategy
and structure.

spiral, and its US market share reached a historical low
of 18%. In 2006, Bill Ford hired Alan Mullaly as the
new CEO. Mullaly used to head Boeing’s fabled commercial plane division. All eyes are now on Mullaly to
see how Boeing’s best pilot can pull Ford out of a hard
landing.
Sources: Based on (1) Business Week, 2006, Ford’s new top gun, September 18: 30–34; (2) Economist, 2005, A hard lesson in globalization,
April 30: 63; (3) http://en.wikipedia.org.

How can multinational enterprises (MNEs) such as Ford be appropriately structured so
that they can be successful both locally and internationally? How can they learn country tastes, global trends, and market transitions that would call for structural changes?
How can they improve the odds for better innovation? These are some of the key
questions we address in this chapter. The focus here is on relatively large MNEs with
significant internationalization.
We start by discussing the crucial relationship between four strategies and four
structures. Next, the institution- and resource-based views shed light on these issues.
Then, we discuss worldwide learning, innovation, and knowledge management. Debates and extensions follow.

13-1 Multinational

Strategies and Structures

This section first introduces an integration-responsiveness framework centered on
the pressures for cost reductions and local responsiveness. We then outline the four
strategic choices and the four corresponding organizational structures that MNEs
typically adopt.

13-1a Pressures for Cost Reductions and Local Responsiveness

integration-responsiveness
framework
Which are reflected in different
consumer preferences and host
country demands. Consumer
preferences vary tremendously
around the world. For example,
beef-based hamburgers
local responsiveness
Which are reflected in different
consumer preferences and host
country demands. Consumer
preferences vary tremendously
around the world. For example,
beef-based hamburgers

MNEs primarily confront two sets of pressures: those for cost reductions and local responsiveness. The framework that deals with these two sets of pressures is
called the integration-responsiveness framework because cost pressures often call
for global integration, and local responsiveness urges MNEs to adapt locally.1 In
both domestic and international competition, pressures for cost reductions are almost universal. What is unique in international competition is the pressures for local responsiveness, which are reflected in different consumer preferences and host
country demands. Consumer preferences vary tremendously around the world. For
example, beef-based hamburgers brought by McDonald’s obviously would find few
(or no) costumers in India, a land where cows are sacred. Host country demands
and expectations add to the pressures for local responsiveness. Throughout Europe, Canadian-based Bombardier manufactures an Austrian version of railcars
in Austria, a Belgian version in Belgium, and so on. Bombardier believes that such
local responsiveness, although not required, is essential for making sales to railway
operators in Europe, which tend to be state-owned.
Taken together, being locally responsive certainly makes local customers and
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governments happy, but these actions unfortunately increase cost. Given the universal interest in lowering cost, a natural tendency is to downplay (or ignore) the
different needs and wants of various local markets and to market a “global” version of products and services—ranging from the world car to the global song. The
intellectual underpinning of the movement to globalize offerings can be traced
to a 1983 article published by Theodore Levitt, with a self-explanatory title: “The
Globalization of Markets.”2 Levitt argued that there is a worldwide convergence of
consumer tastes. As evidence, Levitt pointed out Coke Classic, Levi Strauss jeans,
and Sony color TVs, which were successful on a worldwide basis. Levitt predicted
that such convergence would characterize most product markets in the future.
Levitt’s article has often been used as the intellectual underpinning propelling
many MNEs to globally integrate their products while minimizing local adaptation.
Ford experimented with world car designs. MTV pushed ahead with the belief that
viewers would flock to “global” (essentially American) programming. Unfortunately, most of these experiments have not been successful. Ford finds that there are
wide-ranging differences among consumer tastes around the globe (see Opening
Case). The Toyota Camry, for instance, is the best-selling car in the United States
but a poor seller in its home country, Japan. MTV has eventually realized that there
is no global song. In a nutshell, one size does not fit all.3 Next, we discuss how MNEs
can pay attention to both dimensions of cost reductions and local responsiveness.

13-1b Four Strategic Choices
Based on the integration-responsiveness framework, Figure 13.1 plots the four strategic choices for MNEs: (1) home replication, (2) localization, (3) global standardization, and (4) transnational strategy.4 Each strategy has a set of pros and cons
outlined in Table 13.1 (Their corresponding structures, shown in Figure 13.1, are
discussed in the next section).
Figure 13.1

Multinational Strategies and Structures: The Integration-Responsvie

Framework

Institution-based View
-E
 xternal institutions governing
MNEs and home/host country
environments
- Internal institutions governing
MNE management

Multinational structure,
learning, and innovation

Resource-based View
- Value
- Rarity
- Imitability
- Organization

atlas
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Four Strategic Choices for Multinational Enterprises
Advantages

Disadvantages

Home replication

• Leverages home country-based
advantages
• Relatively easy to implement

• Lack of local responsiveness
• May result in foreign customer alienation

Localization

• Maximizes local responsiveness

• High costs due to duplication of efforts in
multiple countries
• Too much local autonomy

Global standardization

• Leverages low-cost advantages

• Lack of local responsiveness
• Too much centralized control

Transnational

• Cost efficient while being locally
responsive
• Engages in global learning and diffusion of
innovations

• Organizationally complex
• Difficult to implement

Home replication strategy
Which are reflected in different
consumer preferences and host
country demands. Consumer
preferences vary tremendously
around the world. For example,
beef-based hamburgers

Home replication strategy, often known as “international” (or “export”) strategy,
emphasizes international replication of home country-based competencies such
as production scales, distribution efficiencies, and brand power. In manufacturing, this is usually manifested in an export strategy. In services, this i often done
through licensing and franchising. This strategy is relatively easy to implement and
usually the first one adopted when firms venture abroad.
On the disadvantage side, this strategy suffers from a lack of local responsiveness because it focuses on the home country. This makes sense when the majority
of a firm’s customers are domestic. However, when the firm aspires to broaden
its international scope to reach more foreign customers, failing to be mindful of
foreign customers’ needs and wants may result in their alienation. For instance,
Wal-Mart, when entering Brazil, set up an exact copy of its stores in the United
States, with a large number of American footballs. Unfortunately, in Brazil, the land
of soccer that won five World Cups, nobody (perhaps other than a few homesick
American expatriates in their spare time) plays American football.
Localization (multidomestic) strategy is an extension of the home replication
strategy. Localization strategy focuses on a number of foreign countries/regions,
each of which is regarded as a stand-alone “local” market worthy of significant
attention and adaptation. Although sacrificing global efficiencies, this strategy is
effective when there are clear differences among national and regional markets
and low pressures for cost reductions. When first venturing overseas, MTV started
with a home replication strategy (literally, broadcasting American programming).
It has now switched to a localization strategy. It currently has eight channels, each
in a different language, for Western Europe alone.
In terms of disadvantages, the localization strategy has to shoulder high costs
due to duplication of efforts in multiple countries. The costs of producing such a
variety of programming at MTV are obviously greater than the costs of producing
one set of programming. As a result, this strategy is only appropriate in industries
where the pressures for cost reductions are not significant. Another drawback is
potentially too much local autonomy. Each subsidiary regards its country to be
unique, and it is difficult to introduce corporate-wide changes. For example, Unilever had 17 country subsidiaries in Europe in the 1980s, and it took as long as four
years to “persuade” all 17 subsidiaries to introduce a single new Europe.

Chapter 13 Strategizing, Structuring, and Learning Around The World
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As the opposite of the localization strategy, the global standardization strategy
is sometimes simply referred to as “global strategy.” Its hallmark is the development
and distribution of standardized products worldwide to reap the maximum benefits from low-cost advantages. While both the home replication and global standardization strategies minimize local responsiveness, a crucial difference is that
an MNE pursuing a global standardization strategy is not limited to base its major
operations at home. In a number of countries, the MNE may designate centers of
excellence, defined as subsidiaries explicitly recognized as a source of important global standardization
strategy
capabilities, with the intention that these capabilities be leveraged by and/or disWhich are reflected in different
seminated to other subsidiaries. 5 For example, Merck Frosst Canada, the Canadian
consumer preferences and host
subsidiary of Merck, is a center of excellence in R&D. Centers of excellence are country demands. Consumer
often given a worldwide (or global) mandate —namely, the charter to be respon- preferences vary tremendously
sible for one MNE function throughout the world. HP’s Singapore subsidiary, for around the world. For example,
instance, has a worldwide mandate to develop, produce, and market all HP’s hand- beef-based ha
held products.
Localization (multidomestic)
In terms of disadvantages, a global standardization strategy obviously sacrifices strategy
local responsiveness. This strategy makes great sense in industries where pressures Which are reflected in different
for cost reductions are paramount and pressures for local responsiveness are rela- consumer preferences and host
country demands. Consumer
tively minor (in such commodity industries as semiconductors and tires). However, preferences vary tremendously
as noted earlier, in numerous industries, ranging from automobiles to consumer around the world. For example,
products, a one-size-fits-all strategy may be inappropriate. Consequently, argu- beef-based hamburgers
ments such as “all industries are becoming global” and
“all firms need to pursue a global (standardization)
strategy” are potentially misleading.
Transnational strategy aims to capture the best of
both worlds by endeavoring to be cost efficient and
locally responsive.6 In addition to cost efficiency and
local responsiveness, a third hallmark of this strategy
is global learning and diffusion of innovations. Traditionally, the diffusion of innovations in MNEs is a
one-way flow from the home country to various host
countries—the label “home replication” says it all (!).
Underpinning such a one-way flow is the assumption
that the home country is the best location for generating innovations, an assumption that is increasingly
challenged by critics, who make two points. First, given
that innovations are inherently risky and uncertain,
there is no guarantee that the home country will generate the highest quality innovations.7 Second, for many
large MNEs, their subsidiaries have acquired a variety
of innovation capabilities, some of which may have the
potential for wider applications elsewhere.8 GM has
ownership stakes in Daewoo, Opel, Saab, Subaru, and
Suzuki as well as the Shanghai GM joint venture with
China’s SAIC. Historically, GM employed a localization
strategy, and each subsidiary could decide what cars to
produce by themselves. Consequently, some of these
Why do you think HP has issued a mandate to its
subsidiaries developed locally formidable but globally
Singapore subsidiary to develop, produce, and
underutilized innovation capabilities. It makes sense
market all of HP’s handheld products?
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for GM to tap into some of these local capabilities (such as Daewoo’s prowess in
small cars) for wider applications (see Chapter 12 Opening Case).
Taking these two points together, MNEs that engage in a transnational strategy
promote global learning and diffusion of innovations in multiple ways. Innovations
not only flow from the home country to host countries (which is the traditional
flow) but also from host countries to the home country and among subsidiaries in
multiple host countries.9
On the disadvantage side, a transnational strategy is organizationally complex
and difficult to implement. The large amount of knowledge sharing and coordination may slow down decision speed. Simultaneously trying to achieve cost efficiencies, local responsiveness, and global learning places contradictory demands on
MNEs (discussed in the next section).
Overall, it is important to note that given the various pros and cons, there is
no optimal strategy. The new trend in favor of a transnational strategy needs to be
qualified with an understanding of its significant organizational challenges. This
point leads to our next topic.

13-1c Four Organizational Structures

International division
Which are reflected in different
consumer preferences and host
country demands. Consumer
preferences vary tremendously
around the world. For example,
beef-based hamburgers

Figure 13.2

Also shown in Figure 13.1, there are four organizational structures that are appropriate for the four strategic choices just outlined: (1) international division structure, (2) geographic area structure, (3) global product division structure, and (4)
global matrix structure.
International division is typically set up when firms initially expand abroad, often engaging in a home replication strategy. For example, Figure 13.2 shows Cardinal Health’s new addition of an international division, in addition to its four product divisions that focus on the US healthcare markets. Although this structure is
intuitively appealing, it often leads to two problems. First, foreign subsidiary managers, whose input is channeled through the international division, are not given
sufficient voice relative to the heads of domestic divisions.10 Second, by design, the
international division serves as a “silo” whose activities are not coordinated with the
rest of the firm that focuses on domestic activities.
Geographic area structure organizes the MNE according to different geograph-

International Division Structure at Starbucks

Headquarters

Mittal Steel
Poland

Mittal Steel
Germany

Mittal Steel
USA

Mittal Steel
Canada

Mittal Steel
Mexico

Sources: Based on (1) Business Week, 2006, Ford’s new top gun, September 18: 30–34; (2) Economist, 2005, A hard lesson in globalization, April 30: 63; (3) http://
en.wikipedia.org.
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makes sense because Product Division 1 cares about its global market position and
is not attached to any particular country. However, Asia Division, which is evaluated by how well it does in Asia, may beg to differ. It argues that to be a leading
player in Asia, it cannot afford to be a laggard in Japan. Therefore, Asia Division
demands that the Japan manager increase her investment in the country. Facing
these conflicting demands, the Japan manager, who prefers to be politically correct, does not want to make any move before consulting corporate headquarters.
Eventually, headquarters may provide a resolution. However, in the process, crucial
time may be lost, and important windows of opportunity for competitive actions
may be missed.
Taken together, the global matrix structure, despite its merits on paper, may
add layers of management, slow down decision speed, and increase cost while not
showing significant performance improvement. There is no conclusive evidence
for the superiority of the matrix structure.12 Having experimented with the matrix
structure, a number of MNEs, such as the highly visible Swiss-Swedish conglomerate ABB, have now moved back to the simpler and easier to manage global product
structure. Even when the matrix structure is still in place, global product divisions
are often given more power than geographic area divisions. The following quote
from the then CEO of an early adopter of the matrix structure, Dow Chemical, is
sobering:
We were an organization that was matrixed and depended on teamwork, but there was no
one in charge. When things went well, we didn’t know whom to reward; and when things
went poorly, we didn’t know whom to blame. So we created a global product division
structure, and cut out layers of management. There used to be 11 layers of management
between me and the lowest level employees, now there are five.13

atlas

Overall, the positioning of the four structures in Figure 13.1 is not random.
They evolve from the relatively simple international division through either geographic area or global product division structures and may finally reach the more
complex global matrix stage. It is important to note that not every MNE experiences all these structural stages, and the evolution is not necessarily in one direction
(consider, for example, ABB’s withdrawal from the matrix structure).

13-2a The Reciprocal Relationship between Multinational

Strategy and Structure

In one word, the relationship between strategy and structure is reciprocal. Three key
ideas stand out.
• Strategy usually drives structure. The fit between strategy and structure, as
exemplified by the pairs in each of the four cells in Figure 13.1, is crucial.14 A
misfit, such as combining a global standardization strategy with a geographic
area structure, may have grave performance consequences.
• The relationship is not a “one-way street.” As much as strategy drives structure, structure also drives strategy. The withdrawal from the unworkable matrix structure has called into question the wisdom of the transnational strategy.
• Neither strategies nor structures are static. It is often necessary to change
strategy, structure, or both.15 In Europe, many MNEs traditionally pursued
a localization strategy supported by the geographic area structure (such as
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the 17 European subsidiaries for Unilever). However, significant integration
within the European Union has made such a formerly value-adding strategy/
structure match obsolete. Consequently, many MNEs have now moved toward
a pan-European strategy (a miniversion of the global standardization strategy) with a regionwide structure. Unilever, for instance, created a Lever Europe group to consolidate the 17 subsidiaries.

13-2 How

Institutions and Resources Affect
Multinational Strategies, Structures, and
Learning

Having outlined the basic strategy/structure configurations, it is time to introduce
how the institution- and resource-based views shed light on these issues (Figure
13.6).

13-2a Institution-Based Considerations
MNEs face two sets of rules of the game: formal and informal institutions governing (1) external relationships and (2) internal relationships. Each is discussed in
turn.
Formal and Informal External Institutions. Externally, MNEs are subject to the
formal institutional frameworks erected by various home and host country governments.16 For instance, to protect domestic employment, the British government
taxes British MNEs’ foreign earnings at a higher rate than their domestic earnings.
For another example, home country governments may for political reasons discourage or ban MNEs from structuring certain operations in “sensitive” countries.
After the Cold War , US defense firms such as Boeing and Lockheed Martin were
eager to set up R&D subsidiaries in Russia, whose rocket scientists were some of
the best (and certainly cheapest!) in the world. These firms were warned by the US
government not to perform any mission-critical R&D there.
Host country governments, on the other hand, often attract, encourage, or coerce MNEs into undertaking activities that they may otherwise abdicate. For example, basic manufacturing generates low-paying jobs, does not provide sufficient
technology spillovers (foreign technology being diffused domestically), and carries little prestige. Advanced manufacturing, R&D, and regional headquarters, on
the other hand, generate higher paying (and better) jobs, provide more technology spillovers, and lead to greater prestige.17 Therefore, host country governments
(such as those in China, Hungary, and Singapore) often use a combination of “carrots” (such as tax incentives and free infrastructure upgrades) and “sticks” (such as
threats to block market access) to attract MNE investments in higher value added
areas (see Chapter 6).
Classical theorists such as Smith and Ricardo would have advised Japan to enjoy
the gains from trade in panel B. But political realities land Japan in panel C, which,
by limiting trade, introduces total inefficiency represented by the area consisting of
A, B, C, and D. However, Japanese rice farmers gain the area of A, and the government pockets tariff revenues in the area of C. Therefore:

13-2
L earning Objective
Describe the relationship
between multinational strategy
and structure.
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conducive to their preferred global standardization strategy that values globally coordinated and controlled actions.24 Conversely, the European comfort in appointing host and third country nationals is indicative of European MNEs’ (traditional)
preference for a localization strategy.
Beyond the nationality of subsidiary heads, the nationality of top executives at
the highest level (such as board chair, CEO, and board members) seems to follow
another informal rule: They are (almost always) home country nationals. To the
extent that top executives are ambassadors of the firm and that the MNE headquarters’ country of origin is a source of differentiation (for example, a German MNE

Foreign Bosses
An increasingly large number of foreign-born bosses
are now running the show at some of the world’s
largest and most visible MNEs. Since 1999, Nissan’s
CEO has been Carlos Ghosn, who more recently has
also become CEO of Renault (since 2005). Born in
Brazil to Lebanese immigrants, Ghosn was educated
in France and rose to the ranks in French MNEs Michelin and Renault. Soon after Ghosn took over Nissan, he was receiving hate mail from Japanese employees slated to lose their jobs. Now he is revered in
Japan and considered a national hero for his efforts to
have successfully turned around Nissan.
Because of Renault’s acquisition of a chunk of Nissan’s equity, Ghosn was appointed to Nissan as an
outsider. However, at many other MNEs, foreign-born
CEOs were promoted from within. In 1993, Scottishborn Alex Trotman took over as Ford’s chairman and
CEO, who then in 1999 promoted the Lebanese-born
Australian Jacques Nasser as his successor (see
Opening Case). In 2004, Coca-Cola named Irish-born
Neville Isdell its chairman and CEO. In 2005, Sony
appointed Welsh-born American Howard Stringer as
its CEO. In 2006, Pepsi promoted Indian-born Indra
Nooyi to be its CEO. In all these cases, while the
birthplaces of these executives were not in the home
country of the MNEs, they have, respectively, worked
at Ford, Coca-Cola, Sony, and PepsiCo for a long
time. As a group, foreign bosses head up more of
British MNEs. A total of 17 of the top-50 British firms
are run by foreigners—compared with five in America
and Germany and three in France. For example, GSK
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is run by a Frenchman, and Cadbury Schweppes is
headed by an American. Every step of the way, these
foreign-born bosses are breaking a piece of the “glass
ceiling” that top jobs are off limits for nonnative.
However, foreign bosses are often under tremendous stress and media scrutiny. So stay tuned. Scottish-born Alex Trotman took over as Ford’s chairman
and CEO, who then in 1999 promoted the Lebaneseborn Australian Jacques Nasser as his successor.
In all these cases, while the birthplaces of these
executives were not in the home country of the
MNEs, they have, respectively, worked. Pepsi promoted Indian-born Indra Nooyi to be its CEO.
Sources: Based on (1) Business Week, 2004, Nissan’s boss, October
4: 50–60; (2) Business Week, 2006, Smoothest handover, December
18: 62; (3) Economist, 2005, Outside in, January 1: 42; (4) Economist,
2006, The Pepsi challenge, August 19: 51; (5) http://www.pepsico.
com; (6) http://www.thecoca-colacompany.com.
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E merging
Microsoft Goes to China
Microsoft’s first decade in China was disastrous. It
established a representative office in 1992 and then
set up a wholly owned subsidiary Microsoft (China)
in 1995. The firm quickly realized that it didn’t have
a market share problem—everybody was using Windows. The problem was how to translate that market
share into revenue, since everybody seemingly used
pirated versions. Microsoft’s solution? Sue violators in
Chinese courts. But Microsoft lost such lawsuits regularly. Alarmed, the Chinese government openly promoted the free open-source Linux operating systems.
For security reasons, the Chinese government was
afraid that Microsoft’s software might contain spyware for the US government. Internally, Microsoft’s
executives often disagreed with this confrontational
strategy. Its country managers came and went—five
in a five-year period. Two of them later wrote books
criticizing this strategy. These books revealed that
Microsoft’s antipiracy policy was excessively heavyhanded, and that their authors’ efforts to educate their
bosses in headquarters in Redmond, Washington (a
Seattle suburb) were deeply frustrated.
Fast forward to 2007. President Hu Jintao visited
Microsoft and paid Bill Gates a visit at his house as a
dinner guest. “You are a friend to the Chinese people,
and I am a friend of Microsoft,” Hu told Gates. “Every
morning I go to my office and use your software.”
Starting in the mid 2000s, the Chinese government
required all government agencies to use legal software and all PC manufacturers to load legal software
before selling to consumers. Prior to these requirements, Lenovo, the leading domestic PC maker, had
only shipped about 10% of its PCs that way. Many
foreign (and some US) PC makers in China sold numerous machines “naked,” implicitly inviting their
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customers to use cheap illegal software. From a disastrous start, Microsoft today is in a sweet spot in
China. So, what happened?
In a nutshell, Microsoft radically changed its China
strategy in its second decade in the country. In China,
it became the “un-Microsoft”: pricing at rock bottom
instead of insisting on one very high “global price,”
abandoning the confrontational, litigious approach in
defense of its intellectual property rights (IPR), and
closely partnering with the government as opposed
to fighting it (as it was doing back home when it was
sued by the US government).
To be sure, the strategic changes were gradual.
In 1998, Gates sent Craig Mundie, who headed the
firm’s public policy group, to Beijing. Mundie urged for
strategic changes. He brought 25 of Microsoft’s 100
vice presidents for a week-long “China Immersion
Tour.” Also in 1998, in part as a gesture of goodwill,
Microsoft set up a research center in Beijing, which
emerged to become the premier employer for topnotch software talents.
The heart of the question was: “Does Microsoft
need China?” As late as in 2004, its CFO John Connors argued “No” publicly. Connors was not alone.
On the face of it, nobody needed China less than Microsoft, which became a dynamo without much China
sales. However, in the long run, China’s support of
Linux could pose dangers to Microsoft. This was because a public infrastructure for a software industry
built around Linux could generate an alternative ecosystem with more low-cost rivals that break free from
dependence on Windows. By the early 2000s, concerned about this competitive threat, Gates increasingly realized that.

Note: In some other textbooks, “home replication” may be referred to as “international” or “export” strategy, “localization” as “multidomestic”
strategy, and “global standardization” as “global” strategy. Some of these labels are confusing because one can argue that all four strategies here are
“international” or “global,” thus resulting in some confusion if we label one of these strategies as “international” and another as “global.” The present
set of labels is more descriptive and less confusing.
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tant function to be internationalized—often known as innovation-seeking investment.39 For instance, Motorola has R&D units around the world (Figure 13.7).
The intensification of competition for innovation drives the globalization of
R&D. Such R&D provides a vehicle to access a foreign country’s local talents and
expertise.40 Recall earlier discussions in Chapters 6 and 10 on the importance of agglomeration of high caliber, innovative firms within a country or region (see Figure
10.2). For foreign firms, a most effective way to access such a cluster is to be there
through FDI—as Shiseido did in France (see In Focus 13.2).
From a resource-based standpoint, a fundamental basis for competitive advantage
is innovation-based firm heterogeneity (that is, being different).41 Decentralized
R&D work performed by different locations and teams around the world virtually
guarantees that there will be persistent heterogeneity in the solutions generated.42
Britain’s GSK, for example, has aggressively spun off R&D units as it becomes clear
that simply adding more researchers in centralized R&D units does not necessarily
enhance global learning and innovation.
Overall, the scale and scope of R&D by MNE units in host countries have grown
significantly in recent years. On a worldwide basis, 16% of global business R&D is
now conducted by MNEs in host countries. Of course, this percentage varies, between 72% in Ireland and 2% in South Korea. The percentage for Hungary, China,
and the United States is 63%, 24%, and 14%, respectively.43 Given such a significant
presence, it is not surprising that host country governments increasingly pay attention to such “foreign” R&D inside their countries.

Ch a p t e r S u m m a r y
13.1 Articulate the relationship between multinational strategy and structure
• Governing multinational strategy and structure is an integration-responsiveness framework.
• There are four strategy/structure pairs: (1) home replication strategy/international division structure, (2) localization strategy/geographic area
structure, (3) global standardization strategy/global product division structure, and (4) transnational strategy/global matrix structure.
13.2 Understand how institutions and resources affect structure, learning, and
innovation
• MNEs are governed by external and internal rules of the game around the
world.
• Management of MNE structure, learning, and innovation needs to take
VRIO into account.
13.3 Outline the challenges associated with learning, innovation, and knowledge
management
• Knowledge management primarily focuses on tacit knowledge.
• Globalization of R&D calls for capabilities to combat a number of problems
associated with knowledge creation, retention, outflow, and transmission.
• Management of MNE structure, learning, and innovation needs to take
VRIO into account.
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Key Terms
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Review Questions
1. The pressure to reduce costs is common to both domestic and international
competition, but what additional kind of pressure is unique to international
competition? Explain your answer.
2. Referring to Figure 13.1 as needed, describe the four strategic choices in
the integration-responsiveness framework.

atlas

3. Still referring to Figure 13.1 as needed, describe the four corresponding
organizational structures in the integration-responsiveness framework.
4. What are three key lessons derived from an understanding of the reciprocal
nature of the relationship between strategy and structure?
5. List three examples of how formal and informal external institutions affect
MNEs.
6. Describe some of the informal rules of the game that govern what type of
individual an MNE can appoint to be the head of a foreign subsidiary.
7. Summarize the insights revealed by using a VRIO framework to analyze a
potential structural change.
8. How would you characterize the two types of knowledge found in an MNE?
9. Referring to Table 13.2 as needed, summarize how knowledge is developed
and disseminated in each of the four types of MNEs.
10. What are some of the problems inherent in the functioning of a global virtual team?
11. What are some of the actions that MNEs can take to combat common problems in knowledge management?
12. Which do you think would be more integral to a firm’s success: corporate
controls or subsidiary-level strategies and agendas?
13. Describe the two primary customer-focused dimensions that many MNEs
add to their global matrix structures.

atlas

32

Part Three Building Functional Excellence

Critical Discussion Questions
1. In this age of globalization, some gurus argue that all industries are becoming global and that all firms need to adopt a global standardization strategy.
Do you agree? Why or why not?
2. ON ETHICS: You are the manager of the best-performing subsidiary in an
MNE. Because bonus is tied to subsidiary performance, your bonus is the
highest among managers of all subsidiaries. Now headquarters is organizing managers from other subsidiaries to visit and learn from your subsidiary. You worry that if your subsidiary is no longer the star unit when other
subsidiaries’ performance catches up, your bonus will go down. What are
you going to do?
3. ON ETHICS: You are a corporate R&D manager at Boeing and are thinking about transferring some R&D work to China, India, and Russia, where
the work performed by a $70,000 US engineer reportedly can be done by an
engineer in one of these countries for less than $7,000. However, US engineers at Boeing have staged protests against such moves. US politicians are
similarly vocal concerning job losses and national security hazards. What
are you going to do?

R e a c hi n g t h e Gl o b a l Ed g e
Use the globalEDGE™ site (globalEDGE.msu.edu) to complete the following exercises:
1. You are preparing for a business trip to Venezuela where you will need to
interact extensively with local professionals. Collect information regarding
local culture and business habits from a series of country profiles, and prepare a short description applying what you’ve learned to your upcoming
travel plans.
2. Asian cultures exhibit significant differences in business etiquette when
compared to Western cultures. For example, in Thailand it is considered
offensive to show the sole of the show or foot to another. Using the site, find
five tips regarding business etiquette of the specific Asian country of your
choice.

Vid e o C a s e
Watch “Seek Out Ways to Share Best Practice” by J. W. Marriott Jr. of Marriott International, Inc.
1. How would you define a “best practice”?
2. Are best practices likely to be explicit knowledge, tacit knowledge, or both?
3. What are some of the sources of best practices described in this video?
4. What is Mr. Marriott’s favorite means of transmitting best practices?
5. What does he say is the key to sharing?
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Siemens’s ShareNet: A Knowledge Management System

Founded in 1847, Siemens, headquartered in Munich
and Berlin, is an engineering conglomerate that produces power generation equipment, transportation
systems, medical devices, and numerous other industrial products. In 1992, Siemens, in the words of its
then CEO, was “an introverted, some would say arrogant, company, particularly in Germany, where 50% of
our business and more than 50% of the people were
still located at that time.” Today, Siemens has 80% of
sales, 70% of factories, and 66% of its 475,000 work
force outside Germany. In 2005, the United States became its largest market, overtaking Germany. In 2006,
Siemens had revenues of 87 billion.
As Siemens significantly expands around the
world, how to tap into and rejuvenate its employees’
comprehensive knowledge and expertise that is geographically dispersed in 190 countries (!) remains a
leading challenge. In response, since 1998, Siemens
has developed a knowledge management (KM) system, ShareNet, that endeavors to put its employees’
combined knowledge to work.
The ShareNet initiative has gone through four
steps. The first step was concept definition. ShareNet
was envisioned not only to handle explicit knowledge
but also tacit knowledge. To overcome the drawbacks
of traditional, repository-based KM systems, the new
system had to integrate interactive components such
as a forum for urgent requests and a platform for
sharing rich knowledge. Pilot tests were carried out in
Australia, China, Malaysia, and Portugal in early 1999
to gain cross-cultural insights from users far from Munich. The ShareNet team wanted to avoid the usual
Siemens practice of rolling out initiatives from Munich
to the rest of the MNE across the globe because such
a practice often backfired.
The second step was the global rollout for 39
countries in late 1999. Siemens addressed the bias
of both global integration and local responsiveness
by adopting a “glocal” approach. While strategic direction was maintained in Munich, ShareNet managers were appointed to local subsidiaries. Importantly,

these ShareNet managers were not expats from the
headquarters but rather people from the local subsidiaries assigned to become the nucleus in their regions. This international group of ShareNet managers
was a major cornerstone for leveraging the KM idea
globally. To jump-start the system, ShareNet managers held local workshops and encouraged participants
to post an unsolved problem as an urgent request that
would be sent to all users worldwide. Without exception, by the end of the day, the posting would get at
least one reply, and inevitably, the person who had
posted it would be “stunned.” Not surprisingly, every
local workshop was followed by an increase in urgent
requests from that country.
To be sure, resistance was extensive. In Germany,
attitude toward the English-only ShareNet was negative initially. Some employees thought that a Germany-based firm should use German. Although the English proficiency of German employees was relatively
high, many employees still dared not post a question
in a forum where thousands of people could see their
grammatical or spelling errors. Over time, such resistance was gradually overcome as users personally
saw the benefits of using the system.
The third step was generating momentum. Many
people said: “I don’t have time for this.” Others put
it more bluntly: “Why do I have to share?” In 2000,
Siemens provided incentives for local country managers and rewarded a country’s overall participation. For
a successful sale resulting from ShareNet collaboration, a bonus was given to both the country that had
contributed the knowledge and the country that used
it. Individual contributors were rewarded with various
gifts and prizes, such as Siemens mobile phones,
books, and even trips to visit knowledge exchange
partners. Interesting patterns emerged. Contrary to
expectations, Chinese employees were not shy. During 2000–2001, the average number of contributed
knowledge pieces per contributor in China (16.67) was
much higher than that in the United States (3.29). Indian employees were also enthusiastic. The ShareNet
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Integrative Case 4.4
Shakti: Unilever Collaborates with Women Entrepreneurs in Rural India
Ted London University of Michigan
Maulin Vakil University of North Carolina at Chapel Hill

Unilever in India

From ice cream to washing powder, the Anglo-Dutch
group Unilever is one of the world’s biggest makers of
fast-moving consumer goods (FMCGs). The company
grew out of a merger in 1930 between Dutch company
Margarine Unie and British soap maker Lever Brothers. Today, Unilever markets renowned household
names such as Pond’s, Dove, Hellman’s, Surf, Lipton,
Axe, Bertolli, and numerous others and operates in
over 100 countries. The company is a leader in several
product categories in North America and Europe, such
as frozen foods, margarines, olive oil, detergents, and
tea.
Unilever products made their first appearance in
India in 1888, when India was still a British colony. In
1956, the company merged its Indian operations to
form Hindustan Lever Limited (HLL). HLL offered
10% of its equity to the Indian public, being the first
among international companies in India to do so. Unilever, which has gradually divested its stake in HLL
(also known as Unilever India), now holds 52% equity
in HLL. The rest of the shares are distributed among
about 380,000 individual shareholders and financial
institutions.1
Today, India contributes approximately $2.5 billion
of Unilever’s nearly $40 billion sales revenues. HLL is
comprised of two operating divisions: Home and Personal Products (HPC) (consisting of its detergents,
soaps, and personal care lines of products) and Foods
(consisting of staple foods, bakery, confectionary, beverages, and frozen foods). In past years, leading national and international publications like The Economic
Times, Business World, Far Eastern Economic Review, and
Business Today have frequently rated HLL as one of India’s best managed and most admired companies and
commended its achievements at enhancing value for its
shareholders.
3) C. K. Prahalad & S. L. Hart, 2002, The fortune at the bottom of the pyramid.
Strategy + Business, 26, First Quarter: 2–14.
4) For a new improved HLL, see http://wwwrediff.com.
5) A premium future for HLL, Economic Times, September 4, 2004.

Selling to the Wealthy: A Strategy Rooted in
Consumer Marketing and Distribution

HLL brought a scientific, consumer-oriented approach
and competitive acumen to its business in India. Early
on, the company became known and recognized for its
various products that had slowly but steadily appeared
on virtually every shop shelf across urban and semiurban India.
The company’s philosophy as a maker of high-quality, mostly premium-priced products strongly influenced
its marketing strategy. In the 1970s, HLL emerged as
a prominent advertiser on the radio, magazines, and
daily press, as well as billboards across the country,
and spent as much as 10% of its annual turnover on
advertising and media. Its brands quickly captured the
imagination of the wealthy and middle class with the
clever use of characters such as the Liril waterfall girl
and leading Indian cinema celebrities who endorsed
Lux bath soap.
At the same time, HLL invested in an extensive
distribution system in India that eventually became
a source of its competitive advantage. By focusing on
efficiencies, reach, and visibility, it was able to stitch
together a vast network of retail outlets that were connected seamlessly by the country’s most sophisticated
distribution chain. These retailers were loyal because
a large portion of revenues typically was comprised of
Unilever products. Using this distribution chain, HLL
could efficiently provide its products to consumers in
a convenient fashion, offering the company an advantage that was the envy of its competitors.
Yet, even HLL’s large network was insufficient to cater to a majority of Indian people who lived in remote
villages, where supplying and selling everyday products
were not amenable to the company’s existing distribution methods. Indeed, its vaunted distribution network
failed to serve more than 500,000 rural villages, meaning that the company was ignoring more than 500 million potential customers (nearly half of the country’s
population) located at the base of the economic pyra-
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Table 1

Disetribution of Rural Income by Household
Annual income

Consumer

Distribution by percentage of
total population 1995–1996

Distribution by percentage of total
population 2006–2007 (estimates)

Very Rich

Above Indian Rupees
215,000

0.3

0.9

Consuming Class

Indian Rupees 45,001–
215,000

31.5

13.5

Climber

Indian Rupees 22,001–
45,00

31.6l

49.0

Aspirant

Indian Rupees 16,001–
22,000

31.2

14.0

Destitute

Rupees 16,000 & Below

23.4

11.1

100.0

100

Total

Source: National Council for Applied Economic Research. The NCAER study is based on the population data provided by the Census of India, which is conducted every 10 years. In 2001 (most recent data), the ratio of rural to urban population in India was 742 million to 285 million. The same ratio was 628 million
to 217 million in 1991.

markets are less cost effective to distribute into using
traditional approaches due to the distribution challenges and high capital and operating expenditures.
Case Discussion Questions

1. From a resource-based view, what were HLL’s
competitive advantages prior to launching Shakti?
2. From an institution-based view, what are the barriers against ventures such as Shakti?
3. Why is HLL pursuing Shakti? Is Shakti successful?
4. From the perspective of those at the base of the
pyramid, what is the impact of Shakti’s activities
on poverty alleviation?
5. What metrics can Shakti use to measure its impact?
6. What should Shakti do to enhance its poverty alleviation impact?
Professor Ted London and Research Assistant Maulin Vakil at the William Davidson Institute and the Ross
Schools of Business prepared this case as a basis for
class discussion. Reprinted with permission.
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