Theory and Practice

STRATEGY

2nd Edition

Stewart R Clegg
Jochen Schweitzer
Andrea Whittle
Christos Pitelis

00_Clegg Strategy 2e_FM.indd 3

11/15/2016 3:13:36 PM

SAGE Publications Ltd
1 Oliver’s Yard
55 City Road
London EC1Y 1SP
SAGE Publications Inc.
2455 Teller Road
Thousand Oaks, California 91320
SAGE Publications India Pvt Ltd
B 1/I 1 Mohan Cooperative Industrial Area
Mathura Road
New Delhi 110 044
SAGE Publications Asia-Pacific Pte Ltd
3 Church Street
#10-04 Samsung Hub
Singapore 049483

Editor: Kirsty Smy
Development editor: Sarah Turpie
Editorial assistant: Lyndsay Aitken
Production editor: Sarah Cooke
Copyeditor: Christine Bitten
Proofreader: Fabienne Pedroletti Gray
Indexer: Silvia Benvenuto
Marketing manager: Alison Borg
Designer: Shaun Mercier
Typeset by: C&M Digitals (P) Ltd, Chennai, India
Printed in the UK

 Stewart R Clegg, Jochen Schweitzer, Andrea Whittle and
Christos Pitelis 2017
First edition published 2011
This second edition published 2017
Apart from any fair dealing for the purposes of research or
private study, or criticism or review, as permitted under the
Copyright, Designs and Patents Act, 1988, this publication
may be reproduced, stored or transmitted in any form, or by
any means, only with the prior permission in writing of the
publishers, or in the case of reprographic reproduction, in
accordance with the terms of licences issued by the Copyright
Licensing Agency. Enquiries concerning reproduction outside
those terms should be sent to the publishers.
All material on the accompanying website can be printed
off and photocopied by the purchaser/user of the book. The
web material itself may not be reproduced in its entirety for
use by others without prior written permission from SAGE.
The web material may not be distributed or sold separately
from the book without the prior written permission of SAGE.
Should anyone wish to use the materials from the website for
conference purposes, they would require separate permission
from us. All material is © Stewart R Clegg, Jochen Schweitzer,
Andrea Whittle and Christos Pitelis, 2017

Library of Congress Control Number: 2016942048
British Library Cataloguing in Publication data
A catalogue record for this book is available from
the British Library

ISBN 978-1-44629-828-2
ISBN 978-1-44629-829-9 (pbk)
ISBN 978-1-47393-845-8 (pbk & interactive ebk) (IEB)

At SAGE we take sustainability seriously. Most of our products are printed in the UK using FSC papers and boards.
When we print overseas we ensure sustainable papers are used as measured by the PREPS grading system.
We undertake an annual audit to monitor our sustainability.

00_Clegg Strategy 2e_FM.indd 4

11/15/2016 4:00:04 PM

COMPANION WEBSITE

FOR STUDENTS
A wealth of interactive and informative online content – designed to help you go
further in your studies and achieve success in your course – can be found on the
book’s SAGE edge website. Visit https://edge.sagepub.com/strategy2e to find:
••

Multiple choice questions

••

Flashcards of key terms

••

Free access SAGE journal articles discussed in the text

••

Interviews with top strategists (linking to In Practice features in the text)

••

Links to key websites and online articles

••

Links to videos

FOR LECTURERS
A selection of tried and tested teaching resources have been honed and developed to
accompany this text and support your course. Visit https://edge.sagepub.com/strategy2e
to set up or use your instructor login to access:

00_Clegg Strategy 2e_FM.indd 12

••

Editable and adaptable PowerPoint slides to integrate into your teaching

••

A tutor’s manual providing ideas and inspiration for seminars and tutorials, and
guidance on how you might use the features in the book in your own teaching

11/15/2016 3:13:40 PM

7
STRATEGY: GOING GLOBAL
CONVERGENCE, DIVERGENCE, HYBRIDIZATION

Learning objectives
By the end of this chapter you will be able to:
1

Define globalization and identify several misconceptions about it

2

Understand theories of the Multinational Enterprise (MNE)

3

Grasp different approaches to how multinational enterprises internationalize

4

Understand the phenomenon of being ‘born global’

5

Explain the strengths and weaknesses of different multinational global strategies

6

Understand supply chains and their political dimensions

7

Understand the specificities of the BRICs and their strategies
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BEFORE YOU GET STARTED
[W]e are in the epoch of simultaneity; we are in the epoch of juxtaposition,
the epoch of the near and far, of the side-by-side, of the dispersed. We are at
a moment, I believe, when our experience of the world is less that of a long
life developing through time than that of a network that connects points and
intersections with its own skein. (Michel Foucault, 1986: 22)

Introduction
Today, with the right digital devices and technology, anywhere can be connected
almost everywhere. The powers of connectivity are not, however, evenly distributed.
It is evident that there are global nodal points that concentrate the flows through
which capital and investment move. These are centred regionally in the global economy: cities in the developed world, notably New York, Tokyo and London, channel
many of these capital flows. The International Monetary Fund (IMF), in defining
globalization, pays particular attention to trade and financial flows, as well as the
movements of people and technologies across international borders. Trade is usually
thought of as entailing the physical transfer of goods from one place to another in
a very material sense (on ships, trains, trucks and planes). As steamships, railways,
trucks, automobiles and jet airplanes gave way to the Internet as the major communication device, its distinctive modes of communication make the present wave of
globalization different from the past because information now travels at the speed
of light. Today, globalization also refers to the movement of immaterial things in the
form of downloads, capital and culture, with financial flows being the most immediate, liquid and virtual manifestation of globalization.
In this chapter we will first discuss globalization as a complex of historical, cultural and economic phenomena. While contemporary forms of globalization might be
based on new technologies there are plenty of precedents for the processes under consideration. Globalization is one of the most contested concepts of current times; the
Occupy movement and protestors at Davos and World Trade meetings bitterly oppose
it while politicians and captains of industry extoll its virtues of free trade and liberal
markets. Critics and fans of globalization are to be found in the ranks of scholarship
as well; meanwhile, in the real world, things become mashed
up – glocalization prevails as a strategy of making the local
Multinational
enterprises
(MNEs),
global.
defined as companies with facilities
Multinational enterprises (MNEs) have long been a staple
and other assets in at least one counof the International Business (IB) literature and we outline
try other than its home country, own
some of the central arguments and models to be found there;
and control production facilities in
later, we shall suggest these models are being superseded by
different countries and usually have
emerging markets’ multinationals.
a centralized head office where they
The key element in developing a global strategy is often
coordinate their global operations.
regarded as arbitrage. Arbitrage can be leveraged over many
markets; of particular interest is the labour market. Inescapable
aspects of multinationals’ operations are issues centred on complex and frequently
contested employee relations. On the one hand, multinationals can afford generous
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terms and conditions in terms of local norms in their subsidiaries and branch plant
operations. On the other hand, they often engineer supply chains at whose extremities
there are practices that they might not want their customers and publics to know about.
Multinational–politics – the politics associated with multinational operations in terms
of both centre – periphery relations between head office and subsidiaries as well as with
national governments – are also an inescapable fact of multinational strategies. Typically,
multinationals use mandates as tasks assigned to subsidiaries by headquarters or that
are acquired independently by the subsidiary, with a specific time and content limitation
placed on them, to frame the internal division of labour within a MNE. Framing a mandate does not mean that it necessarily is implemented: there is many an opportunity for
translations of ideas to go awry as they move from inception at the centre to reception
in the periphery of a multinational. To be implemented, a mandated change needs to
accrue legitimacy, something that cannot be established by central fiat.
One commentator, New York Times journalist, Thomas Friedman, has regarded
multinationals as making the earth flat. Others like Harvard Professor Ghemawat
question this claim, insisting that the world is actually more spiky than flat; it is
at best ‘semi-globalized’. Why Friedman is wrong takes us into debates about convergence, divergence and hybridity, debates that come to life when we look at the
cases of the so-called BRIC economies – Brazil, Russia, India and China. These
economies have a lot less in common than the BRIC label assumes. In particular, we
focus on China, now the world’s largest economy. China has been at the centre of
some important debates about innovative capacity and political structure, which we
address. We discuss current trends in China, looking at strategies in the context of
Chinese family businesses as well as the phenomenon of Shanzai, the local name
for piracy and counterfeiting, which prompts us to ask: how innovative are Chinese
enterprises? On this question, the answer to which is not yet apparent, much will
depend for the future of globalization.

Globalization
Globalization as Historical Phenomena
Contemporary commercial globalization is usually seen as a late twentieth century
phenomenon, although there is an argument that says that the world economy in the
early twentieth century was almost as globalized as it is now. Hirst and Thompson
(1996) suggest that the currently intensely interconnected economy is not unprecedented historically, albeit that the mechanisms of globalization differed – the
telegraph instead of the Internet, for instance. From this perspective, globalization is
just internationalization speeded up and in no way differs from processes that have
been characteristic of trade in much of past human history.
For instance, the age of colonialism by the end of the nineGlobalization can be thought of as
teenth century had produced a remarkably globalized world;
worldwide integration in virtually every
one in which global trade flowed through schemes of imperial
sphere, achieved principally through
preference with currencies readily exchangeable because of
international movement of diverse
the gold standard. This era of globalization ended in carnage
goods, services and processes across
and autarchy with the First World War and the Depression of
the borders of global regions and
the 1930s, giving rise to the Second World War.
countries into different geographic
In the past, steamships, railways, trucks, automobiles
locations or markets.
and jet airplanes spread global ideas, trades and peoples.
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Today these forms of communication have given way to the Internet as the major
communication device, making the present wave of globalization different from the
past because information now travels at the speed of light. Globalization existed long
before the Internet, however.
There are historically unique features that constitute globalization (Darwin,
2007: 7–8). Enumerated, they are the following:
1. The emergence of a single global market for most widely used products;
especially for the supply of capital, credit and financial services.
2. Increased political intensity of interaction between states: with the exception
of North Korea there are few states preferring autarchy.
3. The deep penetration of almost all cultures by global media, especially
through the Internet and the ubiquity of leading brands promoted through
these media.
4.

Huge scale migrations and diaspora creating global networks and connections
as a result of economic migrations and the effects of wars. Most refugees today
are from Africa and the Middle East and, given their youthful demographics,
the flows are not likely to diminish.

5. The dominance of the United States as a hyper-power after the bipolar
arrangement of the Cold War era (1945–1989).
6. The dramatic resurgence of China and India as manufacturing powers, with
deep reserves of population to draw on as consumers and producers in a
domestic market (about 1.3 billion and 1 billion respectively).
The translation of historical imperialism into contemporary commercial globalization is
usually seen as a late twentieth century phenomenon, although, as we have discussed,
there is an argument that says that the world economy in the late nineteenth and early
twentieth century was almost as globalized as it is now.

Globalization as Cultural Phenomena
Globalization intensifies social relations over ever-greater distances; it links different and previously separated peoples and places; it transforms spatial and temporal
organization of global flows of power, people, ideas and things. Globalization is a
relational process better thought of as globalizing, as a verb, rather than as a noun,
because there may be nothing that corresponds to it; simply, it is a process rather
than a thing.
In globalizing, flows and values of key resources, such as commodities as well
as currencies, are subject to continuous change, such that flux seems the apparent
norm. Although all senses of time are always relative and plural, not absolute, dominant contemporary flows of time associated with digital immediacy have become
pervasive. Presence and immediacy hasten the adoption of dominant discourses as
they can flow anywhere and everywhere simultaneously. Globalizing modernity is
thus more than merely a globalization of economic forms but is a globalization of
whole forms of life (Ibarra-Colado, 2008). Globalization transforms social as well as
economic relations.
Almost all the basic strategy models for thinking about globalization derive from
North American and European assumptions about the internationalization of business.
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Hence, they tend to be rather ethnocentric, seeing globalization as a western ‘conquering’ of the world. These frameworks have historical roots in modernization theory,
which was itself rooted in older notions of progress and evolution. European expansionism and the growth of trade and long-distance travel, as a force for globalization,
may be said to have developed from early national trading companies, such as the
East India Company. Indeed, much of what we later have come to think of as multinational global strategies were already prefigured in such companies. Seeing the world
as something to conquer has been a part of the North’s dominant myth-making ever
since the Euro-Asian world expanded greatly as a result of the voyages of discovery in
the fifteenth century, of which Columbus’ is best known. The idea that the world ‘out
there’ was waiting to be conquered has been both instrumental in developing imperial
worldviews in Europe and America and latterly in European and American business,
as a constitutive part of competitive strategy.

Globalization as Economic Phenomenon
To the extent that globalization flows through multinational
Foreign Direct Investment (FDI) involves
organizations it does so in two ways: through the export of
ownership and/or control of production
their products and through the investment decisions that they
capabilities and facilities cross-border.
make outside the home country – Foreign Direct Investments (FDI).
It often involves participation in manGlobal products require a process whereby the products
agement, joint venturing and transfer
or services are accommodated to local tastes or local tastes
of technology, branding and expertise.
become accommodated to global products. The former stratIt can take place through mergers and
egy is that of MacDonald’s where significant local variations
acquisitions, building new facilities,
in the basic product may be found globally. The latter strategy
reinvesting profits earned from overseas
is that of Coca-Cola – a coke is a coke everywhere – there are
operations and intra-company loans.
no local variations. Of course, to deliver either local variations
or a universal product or service the organizations in question
have to engage in FDI. Globalization occurs through the spread of global products
and services through exports, licensing and franchising and, notably, through the
mechanisms of FDI.
Globalization is carried in part by organizations that open up new markets and
capture geographically unevenly distributed resources (Dicken, 2007b), including
skills that emerge as a result of global domination by transnational organizations as
well as from institutional entrepreneurship. Multinational corporations do not penetrate everywhere equally, in part because massive amounts of capital concentration
are not pouring into the least developed countries. In fact, developed countries continue to be the bedrock of capital investment. It is only in recent years that FDI into
developing and emerging economies has surpassed that flowing into developed
ones, according to the annual reports of the United Nations Conference on Trade
and Development (see the UNCTAD Annual Report 2014, https://unctad.org).
UNCTAD
The role of the Internet in contemporary globalization is Janus-faced. On the one
hand it enables many small companies to be born global, as we shall discuss; on the
other hand, it enables some to become virtual monopolies straddling the globe, such
as Amazon. The Internet has always been a highly political arena. In the early days of
its development the Internet was seen as a great liberator, a power for empowerment,
for democratization. Economically, its capabilities create rational individuals armed
Bruce Schneier
with perfect information acquired from the Internet able to pursue their interests
TED Talk
relatively free of governments and geographical obstacles; people whose interest was
primarily in getting what they wanted for the cheapest price possible. Micklethwaite
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and Wooldridge (2000) saw this version of contemporary digital globalization as an
unfettered freedom, working not just for multinationals but also for people more generally; globalization, they suggest, produces an economy close to a liberal’s utopia.
Today, virtually the whole world economy as a market is incorporated into a
world system dominated by capitalism. Mediated by money, exchange can be subject
to impersonal and precise division and manipulation and measurement of equivalents.
Flows of capital promote seemingly rational calculation, furthering the rationalization
that is characteristic of modern society. Contemporary flows of capital are increasingly digitally mediated, creating and extending immaterial capacities for the global
translation of invention and innovation.

Glocalization
While globalization increases the ubiquity of objects, practices and experiences
in increasingly homogenized, standardized and convergent modes, not everyone
around the globe eats the same industrially produced foods, watches the same movies, and wears the same global chain store produced clothes. Globalization does not
mean that local cultural differences are obliterated. The persistence and the wider
dissemination of local products and tastes into ubiquitously global products, such as
the translation of sushi from a Japanese delicacy to a global fast food or vodka from
a northern European drink to a global taste, offer opportunities for strategic management. Often these processes are referred to as ‘glocalization’.
Emerging markets’ local products can become global: think
Glocalization as a term is a hybridof guaraná, a fizzy and very sweet Brazilian drink made out
ization of the global and the local,
of globalization and localization. It
of Amazonian berries. Once a specialty only to be found in
is intended to describe how regional
Brazil it is increasingly available as a sports drink globally
tendencies and local cultures interand, as such, it is an example of glocalization, a neologism
sect with the proliferation of global
coined by sociologist Roland Robertson (1982).
corporations. Glocalization means the
Glocalization is not just a cultural and consumer phesimultaneous presence of both univernomenon. Multinational firms face disadvantages from lack
salizing and particularizing tendencies.
of local knowledge relating to social, political and economic
conditions in foreign markets (Beamish, 1994). In recent decades a preferred way for many organizations to deal with the lack of knowledge
about foreign local environments and entry into such markets is to collaborate with
firms already there: they go ‘glocal’. Glocal strategies are followed by organizations
that seek to go global by entering into some form of local relationship with organizations in another country.
For instance, components for the iPhone are variously assembled in China, Korea,
Taipei, Germany and the US, involving almost a dozen companies that are hard to
pigeonhole with any national label. Sylvia Yanagisako (2002), in studying the Italian
textile and fashion trade, noted that so many of the key processes had moved to China
that she had to shift her research to Shanghai. If globalizing means that things that
are quintessentially Italian are, in fact, produced by Chinese workers and managers,
in China, then we can hardly be sure about the bounded and bordered provenance
of anything organizational that we consume in the contemporary world. It is, truly, a
hybridizing and glocalizing world in which hybrid strategies are emergent.
New hybrid models of ‘integrated networks’ (Dicken, 2007a: 301) are emerging
that are post-national and that allow new forms of geographical advantage: managers speculate in London or Tokyo, manufacture in the PRC, move the headquarters
to the benign fiscal system of the Netherlands, do Corporate Social Responsibility
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in Uganda and launder money in Zurich or the Bahamas. Different countries position themselves on the basis of their valuable, rare, inimitable and non-substitutable
national resources (Barney, 1991) and firms disintegrate their activities to take
advantage of this specialization. In consequence, they globalize, decompose and
re-compose (Clegg, 2011).

Globalization: Critics and fans
Pro-globalizers argue that the best chance of diminishing immiseration is through the
incorporation of more spaces and peoples into processes of globalization.
Globalists argue that as a result of vastly more efficient agro-businesses, the
planet is able to sustain a population of six and a half billion, which has doubled in
the last 30 years, and that the huge growth in business has in part contributed to this
increased population by providing more and better jobs and improved availability of
foodstuffs. However, more does not mean equal shares; the benefits are hardly distributed evenly. For instance, the US consumes nearly 40% of the planet’s resources
such as food, oil and timber – but contains only 6% of the global population, of whom
30% are obese from consuming too much. This degree of concentration is one reason
why many critics of globalization claim that it is really ‘Americanization’.
Critics of globalization point to the fact that not only are great swathes of the
world’s population barely incorporated into the global arena but that there are many
obstacles and barriers to globalization erected by various interests. Amongst these are
states and their governments; domestic industrial players, keen to protect themselves
from global competition; trade unions, equally keen to ensure that the price of labour
in the labour market is not cheapened and weakened by too global a flow of poor
people who will enable employers to cut labour costs. Global society spreads with
no regard for borders; the carbon footprint of the most globally advanced nations
is warming the planet for even the poorest people on it, who barely contribute to
warming.

OECD Health
Data 2005

Go Online: There are many barriers to globalization in practice in a word of nation states
and trade blocs such as the EU and ASEAN. Some of these are discussed on the website
www.hubpages.com. For a much fuller and more detailed discussion you can consult the
2011 Aarhus University PhD thesis by Christian Gormsen Schmidt, which is available
online on the www.pure.au.dk website. An interesting video discussion of ‘Globalization –
opportunity or risk?’ is available on the Deutsche Welles Global Talks webpage. Finally,
there is a balanced discussion from a World Bank perspective on ‘Globalization and
international trade’ which is available on the website www.worldbank.org.
Links to all these resources can be found on the companion website for this book at
www.edge.sagepub.com/strategy2e.

Businesses born global

Barriers to
Globalization

Businesses that are born global are companies that expand into foreign markets and
exhibit international business prowess and superior performance, from or very near
their founding. The affordances and opportunities offered by the Internet make it
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quite possible for a small business to become a global business quite quickly.
Very early multinational organizations, such as the East
India Company (founded in 1601), were global organizations
from their inception. They were ‘born global’ as international
trading ventures. In the past the international business strategy literature suggested that internationalization occurred as a
result of an evolutionary model, in which internationalization
was the outcome of a move from exports, to joint ventures, to
fully owned operations ( Johanson and Vahlne, 1977). Most of this literature focused
on large and multinational organizations, as we shall see.
By contrast, born global firms begin with a global view of their markets, and
develop the capabilities needed to achieve their international goals at or near the
firm’s founding. Today, the most likely candidate firms for being born global are not
the major national trading companies of the past but digital enterprises defining the
present and the future.
Many companies in the digital economy have been global virtually from the outset.
Facebook is a good example, as the film, The Social Network (Fincher, 2010), makes
clear. More recently you might think of Airbnb or Uber. The point is, Internet startups are replete with born global firms: Atlassian in Australia, Skype in Denmark and
Amazon in the United States are all examples that are quite familiar.
The concept ‘born global’ was first used in Rennie’s (1993) Australian report for
McKinsey and Co, and it has been widely used and discussed together with similar
concepts, such as, for example, International New Ventures (McDougall et al., 1994;
Oviatt and McDougall, 1994; Knight and Cavusgil, 2005). The basic point is that it
is not necessary to have evolved into a large firm to internationalize. E-commerce
companies operating in a virtual domain overcome spatial and temporal barriers to
undertake international operations quickly and cheaply.
A number of factors can be identified as contributing to the phenomenon of
firms being ‘born global’, including more global market conditions, new developments in transportation and communication technologies, especially the Internet,
and an increase in the available numbers of people with international experience.
Additionally, born-global firms may produce standardized products but operate in a
highly specialized niche.

Born global businesses may be defined
as organizations that, from or near their
founding, seek superior international
business performance from the application of knowledge-based resources
to the sale of outputs in multiple countries (Knight and Cavusgil, 2005: 24).

Distinctive Characteristics of Born-Global Firms
Born-global firms possess the following distinctive characteristics, according to
Tanev (2012):
1. High activity in international markets from or near the founding, with the
founder’s vision playing an important role.
2. Limited financial and tangible resources.
3. Present across most industries, but mostly tech firms.
4.

Managers have a strong international outlook and international entrepreneurial
orientation.

5. Emphasis on differentiation strategy targeting niche markets.
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6. Emphasis on superior product quality.
7. Leveraging advanced information and communications technology (ICT).
8. Using external, independent intermediaries for distribution in foreign markets or engaging in direct sales.
There are a number of contextual factors that encourage born-global organizations.
Fertile ground is provided by universities as anchor points as is the clustering of firms
operating in the same industry. Dense flows of technological knowledge, experienced
people and contacts with local venture capitalists follow. Having a small home market
obliges firms to go global; in such cases the customers will often already be global
multinationals. Being able to tap into global know-how through strong relations
between the firms and foreign sales subsidiaries is also significant. It helps greatly
if the product or service is easily accessed through digital delivery. Demanding local
clients that will not settle for less than high-quality service are also important; beating
the best in a demanding local market prepares an enterprise for going global. Having
managers that already have global experience is also important as a lot less learning
is required (see Tanev, 2012 for elaboration).
A born-global business is, of course, multinational by definition.

Multinationals – the agents of globalization
Globalists argue that globalization has created the liberalization of global markets and
the design of a ‘flat’ or ‘borderless’ world – where flat and borderless are metaphors
for an open market, conceived as a levelling of opportunities for all who compete in
it. Yet, as critics are quick to point out, there is no inevitability about liberalization – it
can as easily go into reverse as forward motion, and many of the elements of national
responses to the Global Financial Crisis of 2008 suggest that we are currently in
reverse with the emergence of austerity politics in many economies.
Economic liberalization and financialization were key elements in the models for
globalization that prevailed until the Global Financial Crisis. In the light of that crisis, and the highly uneven world economy that has emerged subsequently, with the
Eurozone and the UK in austerity politics, the United States recovering and the East
Asian economies booming, we need to address globalization as a long-term process
of transformation that is contradictory, uneven and eventful; likely to be as resisted as
celebrated (Morgan, 2009: 557).
The main organizers of globalizing, above all, are the multinational corporations
that own and control assets in more than one country, many of which have been
in business for a long time in fields such as mining, retail, transport and property.
It is their strategies of investment, production, marketing, contracting and employment that frame globalization. There are about 80,000 such firms in the world today,
accounting for over 70% of world trade.
A few companies are truly global – they span the globe with a presence virtually
everywhere. They are an important part of the effective infrastructure of globalization.
They are centres of world trade and global communication and serve as conduits of
cultural transfer, in which institutions and practices for dealing with global connectedness have been developed. Often they do so not as independent entities but through a
strategy of broad-based alliances and networks.
Multinational organizations leverage localization from their globalization, in a
synergy some analysts refer to as glocalization, as we have seen, doing so through

07_Clegg Strategy 2e_Ch 07.indd 235

11/15/2016 3:14:55 PM

236 Strategy

cross-investments and partnerships with national, regional and local companies that
deliver deeper penetration of global markets. Strategies for glocalization constantly
have to steer between a tendency to play to a set of values and beliefs that are
believed to be widely shared around the world – the traditional basis for economies
of scope and scale – but also have to be alert to the existence of highly specific values
and beliefs that differentiate particular identities globally and regionally. For instance,
the burgers sold by McDonalds in Israel are kosher, in India they are not made of
beef and in Muslim countries they are certified Halal. After Qantas joined an alliance
with Emirates airways to fly the London route through Dubai it changed all of its
foodstuffs so that they contained neither alcohol nor pork in deference to the sensibilities of their new partner airline and its co-shared passengers. Meanwhile, Emirates
airlines do serve alcohol on their planes in deference to the sensibilities of their nonMuslim and non-teetotal customers. In each case, local sensibilities rooted in a specific
religious culture shape and are accommodated to the service offerings in question,
demonstrating how local cultures frame global offerings, glocally.
Multinational organizations are usually seen as strategically premised on producing goods and services that can be readily implanted in new contexts. Multinational
organizations are conduits through which economic, military and cultural flows and
global networks are created. Multinational organizations’ global connectedness sees
their elites try to channel and therefore control the effects of their global connectivity,
reconfiguring spatial organization of the global economy and culture, disorganizing
as well as organizing what might have seemed previously settled modes of life.

Theory of the MNE and FDI
The origins of the modern theory of the MNE are usually traced to Stephen Hymer’s
(1960/1976) PhD thesis. Hymer had asked the question ‘why do MNEs exist?’, meaning why is integration through Foreign Direct Investment (FDI) often selected by
firms over potentially less hierarchical alternatives for cross-border business, such as
exports and/or licensing of a technology or other advantage to foreign firms? Hymer
felt that for a number of reasons FDI afforded better returns to firms on the basis of
reasons mostly related to market power and monopolistic advantages. In addition,
he had argued that FDI helped reduce cross-border inter-firm rivalry and served as a
means of international risk diversification.
The major post-Hymer contributions have been the theory of ‘internalization’ of
markets by MNEs as a result of high market transaction costs and, more recently,
the evolutionary, resource-based and/or dynamic capabilities (DCs) views. Unlike
Hymer’s focus on power and monopoly, both of these major perspectives focus on
mostly efficiency-related reasons for ‘internalization’.
Classic contributions on ‘internalization’ included Buckley and Casson (1976),
who emphasized the role of intermediate product market failures (such as markets
for technology and innovation which are notoriously flawed) and Williamson (1981b)
who emphasized bilateral interdependencies and hold-ups (hence protracted negotiations) induced by asset specificity. These were said to increase market transaction
costs, hence making it more efficient for firms to internalize the cross-border transaction and therefore become MNEs.
Teece (1976) focused on differential cross-border resource-transfer costs, while
Hennart (1982) suggested that the MNE could be seen as an organization that coordinates
cross-border interdependencies more efficiently through employment relationships than
through output markets. These interdependencies involved knowledge and reputation,
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intermediate products (such as raw materials, agricultural inputs, parts and components), as well as distribution and even financial capital (Hennart, 1982).
The evolutionary, resource-based and learning-dynamic-capabilities perspective
drew on works by Penrose (1959, 2009) and developed and integrated these with
transaction costs arguments (Teece, 1981, 1982) as well as the partly Penrose-inspired
work of the Scandinavian school ( Johanson and Vahlne, 2009) that emphasized
learning and the role of ‘psychic distance’ – this refers to the distance in mentalities
between different cultures in terms of their world views. In addition, the ‘evolutionary
theory’ of Kogut and Zander (1993) emphasized the importance of knowledge and
the advantages of its intra-organizational versus inter-organizational transfer.
The resource-based and learning-dynamic-capabilities perspectives – discussed
in Chapter 3 – emphasizes the role of history and path dependence in the derivation of advantages, as well as the capabilities of entrepreneurial management in
creating and leveraging cross-border resources, which, in Barney’s (1991) terms
are Valuable, Rare, Inimitable and Non-substitutable (VRIN). John Dunning’s (1980,
2001) classic ‘Ownership, Location, Internalization’ (OLI) framework also stressed
the important role of location (Dunning and Lundan, 2009). For Dunning all three
aspects of the triad must be present for an MNE to appear. A firm must have the
following characteristics:
1. Ownership: Own an advantage
2. Location: Identify a foreign location with suitable locational advantages
3. Internalization: Find it more profitable to internalize production than undertake an arms length transaction, such as licensing, franchising, or using a
distributor (see the ‘make or buy’ discussion in Chapter 5)
The OLI triad, according to Dunning, explains why and where a firm will become an MNE.
More recent theories such as Pitelis and Teece (2010) question the emphasis of
some internalization theories on market failures, stating that in many cases MNEs
create and often co-create markets and supporting business ecosystems with other
actors, such as suppliers, buyers, the government and, indeed, with competitors. They
named this co-creation capability as the Dynamic Capability par excellence. The business and institutional context within which OLI related decisions are taken as well
as the need to bring into the analysis of the MNE the role of demand, such as that of
consumers but also the total demand in an economy and its fluctuations, has been
stressed by Jones and Pitelis (2015).

Multinational strategies
Buckley (2003) sees the advantages of multinational strategies in terms of their ability to deviate from models of perfect competition in goods markets through product
differentiation, marketing skills and administered pricing. Additionally, MNEs have
access to factors such as knowledge, capital and skill, especially as these are embodied in managerial expertise. They enjoy economies of scale due to vertical integration
that enable unit costs to be dramatically reduced and standardization to be practised,
further driving down costs. By moving inside national territories they are able to
accord with local laws that might limit their capacity to trade as outsiders.
There are at least five different models of global strategy promulgated in the
international business literature:
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1. Decentralized federation; multinational strategy. According to Bartlett and
Ghoshal (1995), this is the typical European model that developed between
the wars, although to characterize a single European model is perhaps a
little too coarse-grained. The decentralized federation was seen to characterize an era of tariff protection and quotas; to get round these, firms would
establish different national subsidiaries to produce inside the protectionist
regimes. These flows of trade, people and capital were basically devised to
get around the obstacles to more global flows that states erected. In an era
of primitive communications technologies, subsidiaries thrived with a great
deal of autonomy, constrained largely by personal relations and financial
controls. The end result was a portfolio of different national subsidiaries,
within which local learning was largely contained. Moreover, due to constrained resources sourced locally, the ability to respond to local markets
may be limited. Responding, decisions may be made wholly in terms of
local relevancies, which may not always serve the interests of the centre.
For instance, there may be duplication of effort as each periphery replicates
functions locally, on a small and more costly scale, with a degree of resistance to innovations from rival centres in the federation.
2. Coordinated federation; international strategy. The post-Second World War
era was characterized by widespread US penetration of European and other
markets with technologically more sophisticated products than were available elsewhere. Typically, these companies were professionally managed by
trained MBAs using sophisticated management control systems. The result
was highly centralized management. The flow was largely one way, of
Americanization as globalization. Centralist assumptions about where innovation and ideas came from and went to became widespread. While this
model might advance efficiency, in terms of standardization, it limited the
opportunities for local learning to feed back into the parent organization.
Also, functional management becomes dominant at the local level because of
their key transmission role in translating central company skills, knowledge
and capabilities.
3. Centralized hubs; global strategy. For Japanese firms that internationalized
from the 1970s onwards the idea of continuous improvement was at the heart
of strategy. Japanese firms emphasized quality, cost and feature advantages.
They were able to offer more features, at better quality, for less cost, due to
tight central control of product development, procurement and manufacturing. In addition, they made extensive use of new managerial approaches,
such as just-in-time manufacturing, delegated ringi-ko decision-making and
an innovation culture closely tied to the shop-floor and to a management
highly loyal to the company that employed it (Clegg, 1990). At least initially,
an export-based model of growth led this strategy, although by the 1980s,
many Japanese firms were establishing overseas subsidiaries in countries
such as India, the UK and the US, giving rise to a whole literature on Japanese
inward investment, especially in the UK (Elger and Smith, 1994). Knowledge
and learning tended to be tightly coupled in Japanese core organizations. In
the case of Japanese organizations, centralization is reinforced by culture,
as it is rare for non-Japanese managers to move from the peripheries and
gain positions in the core. Local managers are pressured to conform to the
expectations of their home context while also being subjected to the transfer
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of practices from the multinational organization. The head office managers
transfer practices, people and resources to subsidiaries in order to try and
maintain control and achieve objectives while local subsidiaries may resist
these transfers or develop them in their own interests.
4. Matrix organizations; binary strategy. The matrix organization attempts to
achieve the benefits of both project and functional forms of organization
(Galbraith, 1971). Davis and Lawrence (1977) define a matrix as any organization that employs a multiple command system that includes related support
mechanisms and associated organizational culture and behaviour patterns.
The principles of matrix structures have been applied widely in organizations, such as engineering-oriented firms that do business through a number
of distinctive projects (Khandwalla, 1977). Many organizations have adopted
various types of matrix structures (Sayles, 1976). By definition, the matrix is
a grid-like organizational structure that allows a company to address multiple
business dimensions using multiple command structures. In order to ensure
that people focus simultaneously on two or more organizational forces a system of dual reporting relationships is put in place. It is an attempt to structure
flows where they are directed within the organization as a global enterprise.
Kotter (1996) researched more than 100 matrix organizations in the 1980s
and found that few were successful. Minor disagreements could blow up into
major turf wars, characterized by conflict and confusion over who should be
responsible for what; information log jams occurred, because of the multiple
reporting channels, and a loss of accountability due to international barriers
of time, distance, language and culture.
5. Integrated network; transnational strategy. A fully transnational organization
has developed multidimensional perspectives, distributed, interdependent
capabilities and flexible integrative processes. Each individual centre might
be a champion for a particular global competence, process, product or knowledge within the overall network. Relatively autonomous centres are able to
translate local issues and concerns into flows of information around the network; having a high degree of standardization of business models connecting
the different elements in the network ensures a coordinative capacity for
managing system-wide responses with local calibrations. Top management
needs to be focused on centralization, formalization and socialization as
three interdependent management processes. Centralization will require strategically managed interventions from time-to-time; formalization will mean
developing a procedural mechanism that must evolve with individual national
and management roles; while socialization means that the organization must
constantly be aware that it is managing a complex multiculturalism, both in
terms of national and intra-organizational differences. Clearly, there is ample
room for political misadventure in such a complex balancing of powers, cultures and management devices.
Based on developmental models such as the above, there is a pronounced tendency
in the international business literature to see the world as increasingly homogenous.
According to Buckley (2003: 699), multinationals
are perfectly placed to exploit the differences in international integration of
markets. The existence of regional goods and services markets enables firms
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to exploit economies of scale across several economies. Differential labour
markets enable costs to be reduced by locating the labour-intensive stages of
production in cheap labour economies.
The result is that horizontal integration is assisted by
regional goods and services markets, vertical integration by differentiated
labour markets and distribution of key raw materials. Strategic trade and
foreign direct investment can be seen to take place within this framework.
(2003: 699)
Top-level strategic managers of global organizations typically seek to have:
••

Unrestricted access to resources and markets throughout the world

••

Freedom to integrate manufacturing with other operations across national
boundaries

••

Coordination and control of all aspects of the company on a worldwide basis

••

Maximization of shareholder value

••

Minimization of tax liabilities by establishing corporate headquarters in low
tax regimes, such as Dutch Antilles or the Cayman Islands

••

Low levels of government regulation in the markets in which they operate

To have a successful strategy for entry into a foreign market – one that is not in the
home territory of the business in question – means that the enterprise must be better
at doing what it is doing than other businesses that already do what it does and that
are domiciled in the country in question. Moreover, it must be the case that they can
so do profitably.
The key element in developing a global strategy is often regarded as arbitrage.
Sometimes arbitrage entails a strategy of transfer pricing. Arbitrage can also
occur when multinational organizations are able to exploit exchange rate movements profitably by switching production into cheaper currencies. To be able to
exploit the global opportunities for profit that arbitrage
offers, a multinational organization needs strategies that
Arbitrage is the practice of profiting
enable it to have maximum flexibility in locating producfrom differences in costs and protion, know-how and knowledge, as well as the ability to
cesses across borders – basically
react rapidly to threats and opportunities. Reactive ability
buying where prices are lowest, selling
will be limited by the necessity of abiding by the rules of
where prices are greatest, and using
the states in which they invest, if only because firms are
international operations as a means
not always so liquid that they can easily move. Arbitrage
of reducing tax liabilities in countries
is also facilitated by different state administrations competwith high tax regimes and concentrating profits in low tax regimes and
ing for foreign direct investment. If the local state does not
losses in high tax regimes.
provide what the global investor requires, mobile capitalism
can threaten simply to exit the scene and set up where the
benefits sought can be ensured.
The national diversity of operations has become a source of advantage, an
advantage that Kogut (2002: 265) refers to in terms of ‘embedded options’. A further
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distinction can be made between ‘across-country’ and ‘within-country’ options. Acrosscountry options refer to arbitraging of borders, such as shifting production, arranging
tax accountabilities, utilizing lower cost labour or transferring innovation from one
country to another. How economically successful these across-country strategies are
is highly variable since the conditions of arbitrage that prevail at a decision-point may
not prevail when the strategy comes to maturity. Within-country options, on the other
hand, refer to establishing a platform, such as brand-recognition, from which later
investment strategies can develop.

Multinationals and the politics of employment
Cheap labour markets do not tell us all we need to know about multinationals but they are certainly an important political consideration. Over the past
30 years, globalization has had profound effects on international power structures and the strategies of business organizations, consequently influencing the
political organization of work by corporations and resistance by collectivized
labour. Of particular significance has been the expansion of multinational corporations whose influence has extended beyond their immediate activities through
the proliferation of complex production networks spanning national boundaries
( Josserand, 2004; Parker and Clegg, 2006; Banerjee et al., 2009; Clegg and Carter,
2009; Clegg, 2011). Millions of workers today, working at the end of multinational
supply chain strategies in the ‘Third World’, are at risk of labour and human rights
violations ranging from poor working conditions to human trafficking and slavery
(ILO, 2008).
In Asia, supply chain networks associate multinationals with local small and
medium enterprises, as well as a mix of government agencies belonging to countries characterized by various levels of democracy and authoritarianism, resulting
in malpractices that range from unacceptable working conditions to practices such
as human trafficking (ILO, 2008). The regulation of labour standards in global supply chains ( James et al., 2007; Lakhani et al., 2011; Lee, 2016) through international
labour movements and activist networks is receiving increasing attention (Riisgaard
and Hammer, 2011; Kaine and Wright, 2013). However, existing mechanisms that
seek to deprive unethical businesses of patronage, such as consumer pressure and
activist networks (Wright, 2011; Donaghey et al., 2013), fail to address some of the
most unacceptable labour issues. Company audits can assist in identifying unethical
practices but do not consistently produce timely or lasting results, especially as many
companies do not cooperate with audit. Diplomatic efforts on the part of governments and the International Labour Organization (ILO) are often counter-balanced by
trade agreements that largely focus on goods, services and investment to the exclusion of labour standards.
Alongside workplace-based strategies, unions have developed a renewed
focus on international collaborations through a range of global strategies involving the Internet (Carter et al., 2003) but such efforts are difficult to conduct in the
absence of a local representative base. While making a contribution, these actions
have not achieved a fundamental improvement of labour conditions in the region
or globally.
Due to the fragmentation of production, neither state action, labour power,
nor consumer action match the power of capital (Donaghey et al., 2013). Multiple
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Image 7.1 International Labour Organization (ILO). Copyright: chelovek

jurisdictions, the prevalence of migrant workers, geographically fixed representative institutions and the proliferation of non-standard employment relationships
combine to create a challenging regulatory environment. Different types of regulatory attempts have sought to improve labour standards ranging from activities
of international institutions such as the ILO, international framework agreements,
social movement activities, private initiatives of MNEs and labour clauses in
multilateral trade agreements (Meardi and Marginson, 2013; Berliner et al., 2015;
Marx et al., 2015).
Efforts so far have been unsuccessful in triggering expected improvements
(Clarke and Boersma, 2015). While the proliferation of global supply chains has been
blamed for the multiplication of malpractices in non-democratic countries (Fisher
et al., 2010), they may, conversely, provide new opportunities for the organization of
labour resistance. Resistance seeks to force authorities to listen to the voicing of what
are largely considered non-issues (see Chapter 11).
According to the code of Social Accountability (based on ILO core standards),
there exists a ‘requirement to facilitate parallel means of independent and free association and bargaining’ (O’Rourke, 2006: 903) in countries where it is not possible
to form free trade unions. However, ‘this provision remains highly controversial as
it is not clear exactly what qualifies as effective parallel means of representation in
countries such as China’ (O’Rourke, 2006: 903). Repertoires of collective resistance to
global capital face difficulties in scaling up from local struggles to have an international impact (Heery, 2009).
The embedded nature of labour systems in non-democratic and authoritarian
regimes limits the capacity of external efforts to trigger change. Improvements to
working conditions are difficult to effect from the outside, necessitating interventions
from within, interventions that can then be supported by outside networks and skilful
collaboration, particularly using social media to organize boycotts of multinational
organizations implicated in scandals. Informal structures and networks enabled by
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widespread information technology can perform communication functions without
traditional formal organizations and may even be more effective in some situations
(Diani, 2000).

Multinationals and centre–periphery power
dynamics
The balance of power does not always lie with the centre, with the MNE headquarters.
As Dörrenbächer and Gamelgaard (2006: 209) suggest, ‘a career-oriented subsidiary
manager’, especially an expatriate, may well manage to decline mandate requests
from headquarters where they calculate that there is a career advantage in doing so.
The loyalties of expatriates will usually differ from those of host country nationals or
third country nationals, with the assumption usually being made that expatriates are
more loyal to headquarters (Harzing, 1999).
Host country nationals’ loyalties tend to be regarded as allying more with the fortunes of the subsidiary. Consequently, it has been argued that third country nationals
will be more balanced in their outlook on the micro-politics of subsidiary/headquarters
relations. These dynamics have a significant qualifying effect on more structural and
deterministic explanations: actors’ micro-strategies can accelerate or impede central
projects and their reasons for pursuing those strategies they choose may not align at all
with the assumptions made at headquarters.
Dörrenbächer and Gamelgaard (2006: 210–212) provide a short story that nicely
illuminates micro-political dynamics. A German engineer managed a German automobile company’s French subsidiary. He greatly expanded its technical expertise
and sought to utilize the expanded knowledge resources through additional financial investment. The request was blocked at headquarters because the company
was increasingly focusing on short-term increases in shareholder value that additional investment would jeopardize. The engineer’s approach was based on technical
improvement to a flexible manufacturing system through R&D that both added and
cost value. However, the company was moving from its roots in German engineering
excellence and closer to a shareholder value model: they had different rationalities
and their clash produced considerable conflict. The engineer did not lose totally and
was able to maintain the flexible production system.
The strategy of imposing conformance with a central financial performancerelated strategy is often used by headquarters to discipline subsidiaries; depending
on the degree of development of locally embedded resources and networks, such
as technical expertise and R&D, subsidiaries may follow a successful subversive
strategy and create a space for more autonomous and local strategy (Morgan and
Kristensen, 2006).
In MNEs the majority of politics around the strategy process relate to mandated change in headquarters/subsidiary relations (Crozier and Friedberg, 1980;
Dörrenbächer and Gamelgaard 2006: 206). Typically, at headquarters level, one would
expect board members, the strategy team, and selected functional managers to be
involved; as adversaries to the changes being mandated one would expect to find
subsidiary managing directors and their appropriate functional managers.
Other parties will surround subsidiary managers with strategic interests:
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••

Significant shareholders seeking more efficient exploitation of their assets
in the business through changing international cost, service and regulatory
environments

••

Trade unions, who resist measures that run against the strategic interests of
those members that they represent

••

Governmental agencies seeking to secure investment opportunities

••

Non-governmental agencies with a remit to protect specific strategic interests,
such as the environment or child labour

••

Suppliers, for whom the changes represent hard-to-comply-with specifications

••

Customers who may be dissatisfied with the changes made to a favourite
brand, product or service.

How subsidiary managers might manage or ignore these local pressures may not be
a matter for calculation at the supra-local level of the corporate centre but it can pose
real struggles and challenges for local actors. Often these struggles and challenges are
not recognized at the centre and an inability to manage them conveniently is seen as
a sign of local failure rather than of the complexity of local environments.
All large organizations are complex by definition. They have more extensive divisions of labour, a greater number of reports to authorities, and are often structured
as complex divisional structures. Complexity is multiplied when the organization in
question works across national boundaries.
Think of international business operations where there is significant spatial
separation of core from peripheral business units. There will be geographical,
political, socio-economic, cultural and religious boundaries separating the core
from the peripheral actors and action. Not only will there be extensive politics
around who controls and has access to what resources but there will probably be
quite different understandings of the rules of the games to be negotiated between
participants, especially host governments and MNEs. Boddewyn and Brewer (1994)
argue that host governments represent both strategic risks and opportunities: governments may appropriate value from MNEs but they can also protect them (e.g.,
Boddewyn, 1975, 1988, 1993; Moran, 1985; Rugman and Verbeke, 1993; Eden and
Molot, 2002). What they cannot always do, or choose to do, is to protect their
citizens from multinationals.

Multinational mandates
Mandates are tasks that are assigned
to subsidiaries by headquarters or
that are acquired independently
by the subsidiary, which have a specific time and content limitation
placed on them, and which frame
the internal division of labour within
a MNE.
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Any MNE comprises a highly complex configuration of
ongoing micro-political power conflicts at different levels.
Social actors and groups inside and outside the firm interact
with each other and create temporary balances of power.
Sometimes external organizations can succeed in changing
organizational mandates. Think of the role of activist civil society organizations shaping pharmaceutical company testing
procedures on animals, or their impact on mining companies’ interactions with indigenous communities (Morgan and
Kristensen, 2006: 1473).
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IN PRACTICE
Mandate change: Who wins when good intentions
prevail? The soccer ball case
A story of an interesting soccer ball (or football) case can be found in the downloadable
journal article by Farzad R. Khan, Kamal A. Munir and Hugh Willmott (2007) ‘A dark side
of institutional entrepreneurship: Soccer balls, child labour and postcolonial impoverishment’, Organization Studies, 28: 1055; available at www.edge.sagepub.com/strategy2e.
The link takes you to a seemingly ‘feel-good’ story about a major mandate change
wrought in an industry by media, NGO and industry stakeholders. It concerns the basic
tool of the world’s most popular game: the soccer ball. The majority of the world’s
hand-stitched soccer balls are produced in Sialkot, Pakistan (Cummins, 2000: 4, 27).
Until relatively recently, most of these balls were hand-stitched by child labour. On 6
April 1995, a CBS news documentary showed that the soccer ball suppliers employed
child labour in dark and dank one-room workshops. The CBS report was picked up by
other mass media around the world. In 1996, a campaign against the exploitation of
child labour was launched. By 1997 manufacturers in the global soccer ball industry
announced a project to eliminate child labour in collaboration with carefully selected
civil society NGO partners. The industry successfully positioned itself, in the eyes of
the western media and consumers at least, as a constructive actor working to remove
the bane of child labour while preserving the Sialkot soccer ball-manufacturing cluster.
However, the benefits for children were questionable and the majority of women had to
drop out of the workforce. The unintended consequences of removing child labour from
the manufacture of these balls and thus preserving the brand value of the global business names that marketed the balls was a loss of income, disruption to family life and
withdrawal from work of women, effects that were never given significance by NGOs, the
industry or the western media. The child labour was reduced – but at what cost?

Khan, Munir &
Willmott

Questions
1. Analyse the case, focusing on its politics in various locales.
2. Who do you think were the winners?
3. Who do you think were the losers?
4. Elaborate the evidence and the analysis that enables you to draw these conclusions.

Mandates relate directly to the control of resources and the steering of potential actions;
hence, mandates bestow different propensities for exercising power in internal relations within MNEs (Cyert and March, 1963; Pfeffer and Salancik, 1974; Birkinshaw and
Ridderstråle, 1999). When mandates change there is immense potential for conflict
within MNEs because the relative power relations of the different subsidiaries and
the centre change in consequence. Any change can be simultaneously a process of
downgrading and upgrading: as one subsidiary shifts to a more or less demanding
task all others change relatively in their relations with each other and the centre

07_Clegg Strategy 2e_Ch 07.indd 245

11/15/2016 3:14:56 PM

246 Strategy

(Dörrenbächer and Gamelgaard, 2006). Shifts in these relativities can translate directly
into changes in status, careers and incomes – things often hard fought for.

The politics of mandates
MNEs are inherently political entities in terms of their relations not only with competitors and in the way that they organize themselves; they cannot avoid having political
relations with the governments and civil society organizations that interface with them.
Governments in both host and home countries want to accrue as much value as
they can from MNEs in terms of tax, investments, employment, knowledge production
and minimize as much as possible any disutility that the MNE activities might create,
such as pollution, despoliation or social upheaval. As resources with which to bargain
they can use whatever location specific resources they have available, such as talent
pools, natural resources or infrastructure.
External stakeholders, such as civil society bodies and NGOs, usually want to
ensure that local resources are not unduly exploited, whether labour, the environment,
or political and social capital. They can mobilize public opinion and communicate
specific messages about specific firms and their legitimacy.

Multinational mandates and the problem of
implementation
Implementation is complex and difficult in any MNE because it is an internally differentiated set of intra-organizational and extra-organizational linkages in which
resources are constantly being exchanged. The complexity of the networks makes it
difficult for any nodal point in the network to know where the most critical resources
reside. As Bouquet and Birkinshaw (2008: 485) note
new technology can bring power to its inventor, but only to the extent that it
can be brought to the attention of people who, through their direct and indirect connections, can facilitate its identification and deployment to other parts
of the corporation (Andersson et al., 2007; Andersson and Pahlberg, 1997).
Those closer to the centre are more readily able to achieve such a bringing to attention
compared to those further out in the periphery (Prahalad and Doz, 1987).
The greater the degree of both corporate embeddedness of a subsidiary, as well
as its degree of external embeddedness in its host nation, the more probable it will
be that it has a more advanced mandate within a MNE.
The fact that a strategic mandate may be set centrally does not necessarily
minimize the creative and positive resistance of the margins suggest Bouquet and
Birkinshaw (2008: 491). Subsidiaries can:
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••

Develop new products or bid for new corporate investments.

••

Build profile through stronger relationships with other parts of the global
company.

••

Most radically, subsidiaries can seek to ‘break the rules of the game’
(Markides, 2000).
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The capacity for subsidiaries to break the rules of the game depends on the structural
relations that prevail within corporate empires. A great deal of corporate action in an
MNE is simultaneously decentralized and linked to corporate strategy. Local actors
will use the resources the MNE provides to seek local advantages over local rivals
while the MNE will use the locals to tap into networks and mobilize resources that
they would not otherwise access.
Implementing alliances between local and supra-local actors will often be difficult to accomplish, Bouquet and Birkinshaw (2008: 481) note because:
1. Some countries have levels of corruption that clash with norms of acceptable behaviour in the larger MNE system (Alvaro, 2006; Doh et al., 2003;
Rodriguez et al., 2005; Uhlenbruck et al., 2006b).
2. Other countries have an investment climate that is unattractive to foreign
investors (Kessing et al., 2007); for instance, where there are unstable political
conditions (Henisz, 2000), such as many of the countries in Africa (Harbeson,
1995) and other resource-poor countries that struggle to attract investments,
let alone value-added activities, from multinationals.
3. Where subsidiaries operate at the periphery of the world economy (Harzing
and Noorderhaven, 2006), subsidiary activities can easily be misunderstood
or perceived to be of little significance (Galunic and Eisenhardt, 1996; Brown,
2004; Prahalad, 2004); for instance, they have few location-specific advantages (Dunning, 1981) or can be located in relatively depressed industrial
areas (Dawley, 2007).
4.

Small or youthful operations can rarely demonstrate a proper track record
(Birkinshaw, 1999), or are constrained by relatively small market sizes, limited
purchasing capacities, inadequate infrastructures.

Subsidiaries that seek to improve their local standing in the MNE and host nation will
need to be able to demonstrate that they can deliver corporate objectives and plans;
provide strategic information and knowledge on local competitive developments;
and generate innovations that can be spread through the global corporate empire.
Subsidiaries that cannot exploit these sorts of resources will be unlikely to exercise
much power in the web of MNE relations.

EXTEND YOUR KNOWLEDGE
The full story on subsidiary and multinational power relations can be found in
the downloadable journal article by Cyril Bouquet and Julian Birkinshaw (2008)
‘Managing power in the multinational corporation: How low-power actors gain influence’,
which you can read on the companion website for this book at www.edge.sagepub.
co.uk/strategy.

Bouquet &
Birkinshaw

Bouquet, C. and Birkinshaw, J. (2008) ‘Managing power in the multinational corporation:
How low-power actors gain influence’, Journal of Management, 34(3): 477–508.
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IN PRACTICE
Norsk Hydro – a truly multinational firm

Image 7.2

Norsk Hydro. Copyright: theplatypuus

Go Online: Visit the book’s website at https://edge.sagepub.com/strategy2e to watch an
interview with Svein Richard Brandtzæg conducted by the author team.
Svein Richard
Brandtzæg
Interview

Norsk Hydro Asa is a Norwegian aluminium and renewable energy company, headquartered in Oslo. Hydro is one of the largest aluminium companies worldwide. It has
operations in some 50 countries around the world and is active on all continents.
Svein Richard Brandtzæg is the CEO Norsk Hydro Asa. Previously Svein has held
several international leadership positions within Norsk and he is now responsible for
a business area with more than 12,000 employees in the sectors Rolled Products,
Extrusion Eurasia, Extrusion Americas, Precision Tubing and the business unit
Automotive Structures.
For Norsk Hydro multinational operation is embedded in the organization, the staff
and processes. They see it as an inevitable aspect of business. Svein links strategy very
closely with organizational change on a global scale; for Hydro strategy is the constant process of having to adapt to the continual changes that occur in the external environment.
From the top management down, where a Strategy Team exists in this centralized
organization, through to the active involvement of line managers, Hydro utilize those leaders who can exercise strong decision-making, influence and communication skills, and
have the ability to execute and implement strategy. Nowhere was this need for communication and understanding more important than when Norsk decided they had to exit the
magnesium market despite being the industry leaders; a bold change for any organization
but one that was absolutely necessary.
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Questions
1. Which of Norsk Hydro’s characteristics make it a truly global and multinational
organization?
2. According to Svein Richard Brandtzæg, how do you go about constructing and
implementing a global strategy?
3. What is Hydro’s competitive position in the different markets it is operating in?
4. What were the reasons for changing Hydro’s global strategy? Why did the management decide to exit the global magnesium industry?
5. What are the implications and consequences of leaving an industry in a global
competitive market environment?
6. How can multinational organizations achieve a continuous responsiveness to
changes in their environments?
7. How does Svein Brandtzaeg see the future of strategy making? What is Hydro
doing today to be prepared for future?

All models of the MNE (Hedlund, 1986; Ghoshal and Bartlett, 1990; Forsgren et al.,
1995) suggest that the practices of foreign subsidiaries are constrained by different
contextual rationalities to those of the supra-local MNE (Geppert, 2002; Geppert
et al., 2003):
••

Subsidiaries have to adapt to the institutional factors and national business
systems characterizing the markets in which they operate (Geppert and
Matten, 2006; Geppert and Williams, 2006; Rosenzweig and Nohria, 1994)

••

Subsidiaries have to find ways to translate corporate ideals into a tangible set
of local practices that effectively bridge the expectations of the head office, if
they are to exert any influence on MNE decisions.

••

Without legitimacy, subsidiaries will have little influence on corporate decisions (Westney, 1993; Kostova and Zaheer, 1999; Tempel et al., 2006).

••

Not only must subsidiary managers seeking to engage in the MNEs have
legitimacy, they must, according to the VRIN model, also have some control
over resources that are scarce, not substitutable, in demand in the centre and
competitively sought elsewhere.

Subsidiaries and legitimacy in strategy
In order to be implemented, any mandated change must accrue legitimacy.
The process of legitimization involves far more than merely developing an
agreed strategy at the top level of the organization that the strategy team regards as
appropriate or desirable: it also means implementing it, even against resistance from
stakeholders.
MNEs often seek to legitimate mandate changes by making a competition of
them; bids framed in terms of a change mandate are invited from subsidiaries within
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the MNE as well as from organizations outside (Birkinshaw
and Lingblad, 2005). Competition to deliver on the decisions
made legitimates the outcomes. To justify such MNE testing
of options it can be claimed that open competition offers
the best chance of adapting to market pressures, meeting
emergent standards or enhancing shareholder value. All
these legitimating claims work well – even when there may
be other reasons at work, such as whittling a subsidiary
down or obtaining greater control over it. Mandate changes
offer subsidiaries an opportunity to enhance their strategic importance for the
MNE. Subsidiaries are not just passive receivers of such mandate changes. Claims
for mandate change can be made equally from subsidiaries as from the centre, perhaps in response to claims of changing market imperatives or customer relations,
while the covert agenda may be to secure and improve their relative position.
The strategic options open to an MNE are always framed within specific contextual factors that affect how best to pursue legitimation:

Legitimacy has been defined as ‘a
recognized perception or assumption
that the actions of an entity are desirable, proper, or appropriate within
some socially constructed system of
norms, values, beliefs and definitions’
(Suchman, 1995: 574).

••

Host country contextual factors: determined by the national institutions, economic structures, resources and foreign investment policies of the country
that is host to the investments made.

••

Subsidiary contextual factors: determined by the resources and capabilities at a subsidiary’s disposal. The crucial element, according to the
resource-based view of the firm (Barney, 1991), is the extent to which the
subsidiary controls inimitable resources that bring added value and are hard
to substitute.

••

Headquarter contextual factors: in dealing with any specific subsidiary what
are the headquarters’ options? If the subsidiary is inimitable, they may be few;
dealing with substitutable subsidiaries or outsource companies swings the
balance of power in mandated change towards the MNE.

The more legitimacy subsidiary powers can accrue to their actions the greater the
probability of their being engaged in corporate decisions (Mitchell et al., 1997).
However, their very distance from strategic centres makes this difficult. MNE strategic
managers are often far removed from subsidiaries, culturally, geographically and in
terms of time zones.
What is a clear strategic plan at headquarters becomes much more confusing if
the specificity of all the national regulations, policies, norms and infrastructure systems that the firm is engaged in have to be factored in. Where subsidiaries are only
loosely committed to the firm or where practices are believed to deviate from parent
company objectives, they will often fail to secure legitimacy.
Where subsidiary companies can develop unique bundles of resources
and capabilities that are particularly in demand, according to the VRIN model,
(Birkinshaw and Hood, 1998) they can enter into significant positions in MNE
circuits of power. To do so they make themselves more central by becoming more
interlinked in MNE networks, because it is centrality that makes resources valuable,
not just having them.
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Multinational diversification and competitive
advantage
As noted earlier, diversification was one of the main factors originally employed by
Hymer (1960/1976) to explicate the MNE. From a strategic point of view diversification into new territories is principally a means for gaining competitive advantage and
is more likely to occur when:
••

Firms possess high endowments of intangible resources such as knowledge
(Delgado-Gomez et al., 2004; Nachum and Zaheer, 2005)

••

Firms are in information-intensive industries seeking intangible resources
such as knowledge, for example, when western technology firms enter places
such as Bangalore, India (Hitt et al., 2006)

••

Firms’ Top Management Teams have an elite education, lower average age
and greater international experience (Sambharya, 1996; Tihanyi et al., 2000;
Wally and Becerra, 2001; Herrmann and Datta, 2005)

••

Firms are owned by institutional investors, professional investment funds and
pension funds.

Oligopolistic positioning of multinationals in advanced economies enables the development of sophisticated product-improvement cycles, through economies of scale,
research and development, and innovation, competitive pricing and branding (Bartlett
and Ghoshal, 1987, 1989). Together with the ability to exploit supply chains, these are
seen to reduce transaction costs (Williamson, 1975b, 1981a, 1985). The combination of
cheaper transaction costs and sophisticated innovation is what provides multinationals
with their competitive edge.

The contemporary scene: Flat horizons
or differentiated vistas?
Thomas Friedman (2005), celebrated New York Times writer, has proclaimed that the
world is ‘flat’! In his book The World is Flat: A Brief History of the Twenty-first Century
he analyses globalization in the early twenty-first century. The title alludes to what he
sees as the eclipse of historical and geographical divisions that are becoming increasingly irrelevant in a world of increasingly free trade, enabled by the Internet. In such
views, the multi-divisional, increasingly multinational, organization becomes seen as
the pinnacle of a universal model of corporate evolution for all advanced economies based on Chandler’s (1962) initial framework. As Spicer (2006: 1467) notes,
‘The debate about organizational globalization is split between those who argue that
organizational logics converge on a single Anglo-American model, and those who
contend that organizational logics continue to diverge into national types’. To models
of converging and diverging organizations we will add the possibility of hybridizing.
We shall look at how each approach understands the global economy, beginning with
those arguments that emphasize convergence.

07_Clegg Strategy 2e_Ch 07.indd 251

Thomas
Friedman

11/15/2016 3:14:57 PM

252 Strategy

Image 7.3 Thomas Friedman (right), author of The World is Flat, in conversation with Paul Krugman (left)
of the New York Times. Copyright: 2009 Getty Images

Friedman’s flat earth view is old hat. The Economist, ever alert to potential trends,
suggests that the best days of the multinationals, when strategies were relatively easy
and relatively similar, are behind them. In the past, multinationals benefited from rising
consumption and industrial investment, the availability of low-cost labour and more
globalized supply chains. These are of declining competitive advantage. Discussing
a McKinsey Global Institute (MGI) report (Dobbs et al., 2015) The Economist (2015)
notes the following:
1. Corporate profits more than tripled in 1980–2013, rising from 7.6% of global
GDP to 10%, of which Western companies captured more than two-thirds.
2. The after-tax profits of American firms are at their highest level as a share of
national income since 1929.
3.

More than twice as many multinationals are operating today as in 1990, making
for more competition.

4. Margins are being squeezed and the volatility of profits is growing. The average variance in returns to capital for North American firms is more than 60%
higher today than it was in 1965–1980.
5. Corporate profits, on present projections, may fall from 10% of global GDP to
about 8% in a decade’s time.
6. The number of American firms listed on stock exchanges has fallen from
8,025 in 1996 to about half that number now: businesses are becoming more
concentrated in ownership and less likely to be publically listed.
What are the reasons for these transformations? A major reason is the rise of emerging-
market competitors in the Fortune 500. In 1980–2000 they comprised 5% of the list;
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today they represent 26% of the list. The 50 largest emerging-world firms have doubled the proportion of their revenues coming from abroad to 40% in the most recent
decade. Second, the rise of high-tech companies has seen China’s e-commerce giants
Alibaba, Tencent and JD.com rapidly raised to global prominence. Powerful digital
platforms such as Alibaba, in turn, serve as a launching pad for thousands of small and
midsize ‘born-global’ enterprises, giving them the reach and resources to challenge
larger companies.
The most prosperous national sectors and survivors are those focused on ‘idea
work’ (Carlsen et al., 2012). Labour- and capital-intensive industries offer little competitive advantage against emerging-market rivals whereas idea-intensive firms in
media, finance and pharmaceuticals as well as logistics and luxury cars, continue to
flourish. The ‘idea sector’, as MGI defines it, accounts for 31% of profits generated by
Western companies, compared with 17% in 1999.
Profits are shifting from heavy industry to idea-intensive sectors that revolve
around R&D, brands, software, and algorithms. Sectors such as finance, information technology, media, and pharmaceuticals – which have the highest
margins – are developing a winner-take-all dynamic, with a wide gap between
the most profitable companies and everyone else. Meanwhile, margins are
being squeezed in capital-intensive industries, where operational efficiency
has become critical.
New competitors are becoming more numerous, more formidable, and more
global – and some destroy more value for incumbents than they create for
themselves. Meanwhile, some of the external factors that helped to drive
profit growth in the past three decades, such as global labor arbitrage and
falling interest rates, are reaching their limits.
As profit growth slows, there will be more companies fighting for a smaller
slice of the pie, and incumbent industry leaders cannot focus simply on
defending their market niche. Our analysis of thousands of companies around
the world shows that the top performers share three traits: they invest in
intellectual assets, they play in fast-growing markets, and they have the most
efficient operations (Dobbs et al., 2015).
Increasingly, old advantages will not secure new futures. The rise and rise of emergent
markets’ multinationals, although these may have setbacks from time to time, is likely
to continue. Brazil, for instance, is not often thought of as a highly innovative economy but in its São Paulo based core regional economy it clearly is. Brazil is a major
industrial innovator with firms such as Empressa Braziliera de Aeronáutica (Embraer),
the third largest aircraft company globally.

Globalization: Hybridization or convergence?
Globalization mingles and mashes up cultures, with hybrids being the result; it
makes curry the English national dish, and sees the niqab become a garment of
affirmation – or protest and subjection, depending on perspective and politics –
worn around the world (Clegg et al., 2014). It sees young people from global cities
fly to the Middle East to become a part of Isis’ jihad, courtesy of global airlines
and airports. Anti-globalization groups are just as likely to use the technologies of
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globalization, such as the Internet and mobile phones, to articulate protests against it, as
are the proponents. Islamic State, for instance, shows a high degree of digital capability.
For some observers, globalization signals convergence. We are sceptical. The
world is not converging, as we shall argue in this chapter. The present epoch of
global integration is one in which there is an entanglement of disparate trajectories
that irreversibly dissolve any autonomous entities such as specific societies, cultures
or civilizations. Globalization involves permanent struggles over identity, sovereignty
and autonomy. Islamic State is as much a force of and for trajectories of globalization
as is Coca-Cola. We are not seeing a homogenization of the world or a sharp opposition between the ‘global’ and the ‘local’. While there are dynamics that are integrating
the world there are others that simultaneously fragment, differentiate and stratify the
world as radically unequal and decentred (Middell and Nauman, 2010).

IN PRACTICE
Global investments

Global
Investments

Image 7.4

London city skyline. Copyright: Starcevic

London is now one of the most expensive cities to live in, to buy or rent property, in the
world. There are a number of factors that have produced this situation, with one of them
being the explosion in property prices in the city. One reason for this is the fact that
property in global cities such as London has become a way of channelling global wealth
into investments that are increasing at an exponential rate (see www.businessinsider.
com.au/london-property-market-and-home-prices-analysis-rics-cml-cab-data-andinterest-rate-rises-2015-11?r=UK&IR=T). The fact that London property prices are
increasing so rapidly is seen by many observers as one of the effects of globalization as
wealthy people from overseas with considerable capital bid up the prices of even quite
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ordinary accommodation (see www.thestandrewseconomist.com/2015/12/07/is-foreigninvestment-in-london-to-blame-for-property-prices/). Clearly, as the revelations of
the ‘Panama papers’ reveal, many tycoons and world leaders have built substantial
property portfolios in London property (see www.theguardian.com/news/2016/apr/05/
panama-papers-world-leaders-tycoons-secret-property-empires). The impact of globalization on London property is dramatic – but there are many less dramatic ways in which
globalization makes itself felt.

Questions
1. Think about the region that you live in. Are there any signs of the impact of
globalization in that region?
2. Looking at the impact of globalization, has the impact been largely positive or
negative do you think?
3. For whom do you think, and in what ways, has the impact been largely positive?
4. For whom do you think, and in what ways, has the impact been largely negative?

Globalization: Convergence
The ‘universalistic’ theories of strategy and organization associated with Chandler (1962),
Channon (1973) and Dyas and Thanheiser (1976) apply to Europe, according to Mayer
and Whittington (1999) and Whittington and Mayer (2000). The convergence theorists
stress the emergence of dominant models of divisional structure based on financial
markets and professional management in Anglo-Saxon contexts. If we focus only on
large-scale quantitative-based research work that deals in Fortune 500 type companies
we will tend to see convergence, in part, as an effect of the standardized data sets used.
Convergence theorists argue that organizational logics are becoming increasingly
similar. Organizational logics are the outcome of different strategies; they are sensemaking frames that provide understandings concerning what is legitimate, reasonable
and effective in a given context (Guillén, 2001a: 14; see also Biggart, 1991: 222–224;
MacDuffie, 1995; Biggart and Guillén, 1999). When strategy is aligned with action it
produces a shared organizational logic. Typically, organizational logics are thought
of in terms of an implicit business systems model, because, suggests Spicer (2006),
they tend to be embedded in shared spaces, such as the nation state (Granovetter,
1985). Some argue that this is because of the functional efficiency of certain strategy/
structure models (Donaldson, 1999, 2000, 2001); others argue that it is because of
processes of institutional isomorphism, where, because dominant and prestigious
models are dominant and prestigious, they are widely imitated – not because they are
necessarily efficient but because they are held in high regard.
The factors that are seen to be leading to convergence are creating a
‘disembedding’ of multinational organizations from national space and seeing them
re-embedded into a global space (Giddens, 1990). A number of factors are seen to
be driving this disembedding:
1. Real-time technology (Castells, 1996).
2.

Volatile capital flows that circumvent the reach of nation regulation (Strange, 1996).
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3. Geographically homogeneous consumer demand across the globe.
4. Pressures from international standards (Brunsson and Jacobsson, 2001) on
how an enterprise should be managed to ensure ‘quality’; how enterprises
should deal with the environmental impact of their operations; how they
should manage their risks, knowledge and complaints made against them;
how they should keep their accounts and ensure regulatory compliance and
probity in other ways (Higgins and Hallström, 2007).
5. Increasing homogeneity of the nation state form, the professions and scientific reason (Meyer et al., 1997).
Because they are subject to these convergent pressures firms become increasingly
disconnected from national economies (Ohmae, 1990, 1995) and a largely Americaninspired model organization that legitimates shareholder governance, short-term
antagonistic employment relationships, short-term price-driven buyer-supplier relations
and individual training (Hall and Soskice, 2001) is adopted. The strategy/structure
researchers seem to favour this model, drawing equally on cultural learning as the
decisive factor in divergence, in which unique institutional advantages assert themselves, and a form of determinism in which the functional efficiencies of US models
see them emerging as dominant.
Multinational organizations need to be able to do what they do more efficiently
and effectively than local organizations; otherwise, local firms would always be winners due to their deep immersion in local laws, institutions, cultures, norms, etc. Local
embeddedness is something that every transnational has to overcome because, at
least initially, it is this that has produced the customer preferences of their prospective consumers.
Kogut (2002: 266) suggests that expanding internationally improves firm performance by providing an enhanced incentive for firms to invest in intangible assets,
such as copyrights, patents, trademarks and brand loyalty, as well as intellectual
property intangibles such as know-how and knowledge. Perhaps most important of
all is the accrual of human capital – experienced personnel familiar with local ways
of doing business in the multinational who can translate this knowledge globally and
learn while doing so. The contemporary multinational is best seen as a network of
subsidiaries (Kogut, 2002), linked through networks and global collaborative initiatives that provide global competitive advantage.

Globalization: Divergence
Kostova and Zaheer (1999) argue that establishing multinational subsidiaries opens up
the possibility of ‘institutional duality’. On the one hand, headquarters pressure them
to adopt their desired practices while the subsidiary is pressurized by its host context
to follow local practices. Thus, it has to deal with a double and conflicting set of legitimation expectations about strategy. The greater the ‘institutional distance’ between
the home and host countries, the more dualism will be experienced (Xu and Shenkar,
2002), and the more likely host influences will prevail (Morgan and Kristensen, 2006).
Recent studies, especially in what is known as the business systems literature
(Whitley, 1991, 1992, 1994a, 1999) and related theory (Djelic, 1998; Hall and Soskice,
2001), argue for more than institutional duality, noting that economic transactions
are always locally embedded (Granovetter, 1985), shaped by nationally specific
factors, such as structures of ownership, buyer–supplier relations, labour relations
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and legal infrastructure (Hall and Soskice, 1999). Moreover, divergent state institutions, such as national industrial relations and tax systems, the financial system, skill
development and control, and culturally specific values such as trust and authority
relations, produce divergent, nationally specific organizational logics (Whitley, 1999).
Many empirical studies document that organizational logics differ markedly across
advanced capitalist economies (Wade, 1990a; Whitley, 1992; Fligstein and Freeland,
1995; Storper and Salais, 1997; Fligstein, 2001; Gullién, 2001).
National differences in terms of business practices are seen to influence how
firms develop with respect to strategy and structure. Nationally embedded business
systems (Whitley, 1999: 117–136) have specific features that globalization can exacerbate (e.g. Hall and Soskice, 1999) because these function as unique competencies
in the global market (Biggart and Guillén, 1999). The fact that most Japanese people
live in small apartments meant that when it came to the miniaturization of domestic
electronic components, such as hi-fi systems, firms had a considerable advantage
over those in cultures such as the United States, in which suburban sprawl and larger
dwellings were the norm. When Apple needed to learn about miniaturization early in
its career it formed an alliance with Sony to do so.
Not all national business models are equal. Capelli (2009) noted the ascendance
and dominance of the US business model for most of the twentieth century. At its
core were a number of assumptions: corporate ownership and managerial control
as opposed to family ownership, more often found in Europe and in Chinese family
businesses, for instance; large-scale mass production methods, rather than more flexible production; open markets and informal oligopolies in contrast to the more formal
cartels that were common in Europe and to a lesser extent in Asia; multi-divisional
form structures, compared with more informal organizational family-based business;
a form of workplace-based collective bargaining with largely instrumental – rather
than political – trade unions. As Capelli notes, these business arrangements were both
imposed on the defeated powers after the war (although with strong national characters, we might say) and spread through example and learning.
While the decade of the 1980s may be said to have been the decade of learning
from Japan (Kono and Clegg, 1998, 2001), in the 1990s and the new century US models were reinvented in terms of ‘financialization’ of value and ‘flexibility’. The former
meant the ascendancy of models of shareholder value and ‘incentivization’ of executives through stock options and other financial packaging; the latter the ‘network’
model that emerged from California’s Silicon Valley from the 1980s onwards, seen
by many commentators as indicative of future strategy. If one compares it with the
corporate American model whose heyday flourished in the 1950s and the 1960s, they
are sharp contrasts with each other (See Table 7.1).
The core of the Silicon Valley model is its project basis that depends for its success
on a ready pool of known, mobile and highly technologically qualified labour that can
learn and move fast (Saxenian, 1994; Bahrami and Evans, 1995; Casper, 2007). The
project form also encouraged the roles that venture capital plays; risks could be spread
and realized with relatively low transaction costs. The strategy is one of backing ideas
that will disrupt, reconfigure or create markets, forming projects to develop them and
rapidly realizing gains or moving on quickly. These project-based knowledge networks
seem to be quite specific to certain sectors of business activity, such as highly knowledge specific and highly trained technological expertise in areas such as information
technology, biotechnology and nanotechnology. Moreover, they rely on a specific
kind of infrastructure of defence contracting, large pharmaceuticals or a sophisticated
health-based industry ready to buy-in innovation, and research-based universities with
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Table 7.1 Contemporary US project-based versus corporate models

Silicon Valley model

Corporate US model

•• Highly flexible small-firm start-ups able
to reconfigure rapidly the nature and
organization of core activities and skills

•• Large size

•• Limited diversification

•• Diversified divisions

•• Rapid commercialization and speed to
market of new products and services,
exploiting niches and discontinuous
innovations, with strategic competition
against existing capabilities – including
those of the innovating organization

•• The mass production of standardized goods,
mass marketed and distributed to largely
homogeneous mass markets

•• Shallow hierarchies

•• An extensive hierarchy of managerial controls

•• Extensive network linkages externally

•• Systematic centralized managerial
coordination and control of the disaggregated
elements of development, production and
marketing

•• Knowledge workers and creative industry
employees controlled by culture rather more
than structure with the culture being focused
on ‘can-do’ and ‘change’, not unionized

•• A largely proletarianized and relatively
deskilled workforce, unionized

•• Highly responsive to rapid changes in
•• High development of mechanization limiting
markets and technologies with highly
flexibility and favouring long production
skilled knowledge workers and knowledge
cycles
networks focused on particular projects that
can be rapidly developed and terminated
•• Value delivered through start-up focus so that •• Value delivered through a strong focus on
those who are on the ground floor can get
cost reductions through capital intensity
rich quick with initial public offerings (IPOs)
(downwardly), flexible labour markets and
that deliver equity ownership, with informed
outsourcing to suppliers who could be beaten
venture capital supporting start-ups
down on price
•• Workers who move fluidly from project to
project rather than building organizational
careers, who are able to operate in highly
dynamic and uncertain environments

•• Lifetime employment in the model of the
‘organization man’

•• Clustering of related industries and firms
in ecological proximity to one another, and
to major technology-based universities,
creating a ‘hot-house’ talent pool

•• Extensive supply chains and subcontracting
with contracting largely based on ‘at-length’
hard-money contracts

either private, state or a mix of funding, to supply the knowledge-based personnel in
a national innovation system (see Chapter 4).

Globalization: Hybridization
Knowledge and innovation are increasingly being outsourced internationally; moreover, new firms from emerging-market countries are increasingly diversifying into
international markets. Companies such as the Indian conglomerate Tata, through their
subsidiary Corus, owned and controlled significant overseas assets, such as British
steel mills, which they are presently divesting at the time of writing.
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EXTEND YOUR KNOWLEDGE
You can read Michael A. Hitt, Laszlo Tihanyi, Toyah Miller and Brian Connelly’s 2006
journal article ‘International diversification: Antecedents, outcomes, and moderators’, on
the companion website for this book: www.edge.sagepub.com/strategy2e.
Hitt, M.A., Tihanyi, L., Miller, T. and Connelly, B. (2006) ‘International diversification:
Antecedents, outcomes, and moderators’, Journal of Management, 32: 831–867.

Hitt, Tihanyi,
Miller &
Connelly

Global investments and the learning that accompanies them can produce cross-
fertilization and hybridization (Abo, 1994), with a translation of practices occurring
from one place to another (Czarniawska-Joerges and Sevón, 1996). Spicer (2006)
notes such translations occurred when Japanese total quality management moved
into the USA (Abo, 1994), when North American scientific management and British
human relations moved into Israel (Frenkel and Shenhav, 2004; Frenkel, 2005)
and when North American corporate governance moved into Germany (Buck and
Shahrim, 2005). In each case what was being globalized changed as it was adopted
in situ. Recently, the focus on translation of business practices has been on what
a consultant termed the BRICs – newly emerging economies, in this case, Brazil,
Russia, India and China, although sometimes other emerging economies such as
South Africa, are spotlighted.

The BRICs and strategy
The collective term BRIC was developed, as we have said, to describe the ‘emerging economies’ of Brazil, Russia, India and China, all of which departed in various
ways from a convergence in their business models with those dominant in the US,
with the central government controlled China doing so most evidently. When Jim
O’Neill, the Chief Economist for Goldman Sachs coined the term in 2001, he bundled these countries together as large emerging economies that he anticipated
would become increasingly important in redefining the global economy. With
new players came new approaches to strategy, translating the terms of existing
models.
The BRICs have not evolved similarly. Brazil and Russia are in deep economic
crisis, in part due to their mutual resource dependence and in Russia’s case, the
effects of sanctions imposed as a result of its recklessly nationalistic foreign policy
adventures. China’s economy is slowing while India’s still maintains momentum but
is hindered by major legacy issues in terms of infrastructure, posing massive opportunities for reform of sclerotic institutions.
The collective categorization device of BRIC might lead one to suppose that
these countries are likely to demonstrate increasingly convergent organizational
forms; overall, the soubriquet of the BRIC countries constitutes a meaningless category, precisely because the category encapsulates four vastly different countries,
Brazil, Russia, China, and India, which share, at best, only a tendency for their
largest domestic organizations to adopt a common conglomerate form. Each has
distinct institutional histories and trajectories, just as was the case for the established global powers.
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Image 7.5 BRIC countries. Copyright: TinaFields

All transitions from pre-modernity to modernity, from a society dominated by feudal agrarianism to one dominated by industry, have been based on historical access
to massive resources at minimal cost to the state.
1. Brazil was the last state in the Americas to abolish slavery and in its early
plantation economy and long history of protectionism it followed the early
US model.
2. Russia: The Soviet Union gained control of resources of labour and nature
through collectivization and state capitalism. Modern Russia inherited the legacies of the Soviet Union, which in some respects, regarding collectivization,
were a model for China.
3. India retained many of the elements of a colonial state bureaucratic superstructure that it inherited from British institutions.
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4. China initially followed a Soviet model but with disastrous demographic and
economic consequences in the 1950s and 1960s. After 1979 it became more
open to controlled foreign investment and developed a globally exportoriented economy in parallel with the state-owned enterprises sector.

BRIC: A Useful Category?
••

There are considerable differences between the BRIC countries. India has
a dynamic market economy and democracy emerging from a Soviet-style
planned economy, with a strong and globally represented manufacturing
base; it is politically stable; it enjoys democratic government; it represents
huge regional diversity and strong regional identities. It has a youthful and
fast growing population. Russia, by contrast, is a far more corrupted state
with the semblance of democracy dominated by the executive and by politically favoured oligarchs that are largely resource-based; while it is politically
stable it has dangerous undercurrents of Russian nationalist neo-fascism. It
is also suffering a demographic collapse constituting an increasingly ageing
population that is distinct from the other BRIC countries, one for which, short
of pandemic conditions, there is no historical precedent ( Jackson and Howe,
2008: 10).

••

Brazil was until relatively recently a military dictatorship, albeit one that has
succeeded in democratization and a relative defeat of runaway inflation, once
the scourge of Brazil; corruption, which was the hallmark of the Fernando
Collor de Mello presidency in the early 1990s, remains a major problem, especially in the political systems of the national government and the states (Brum,
2016). It has large and dynamic internal markets, huge regional diversity and
resources aplenty. Its government is social democratic. Communication infrastructure is better in Brazil than in India, Russia or China.

••

Each of these BRIC countries has seen the state promote imperfectly competitive markets to achieve growth simultaneously with protectionist policies,
which has created a characteristic conglomerate organization of business
groups that has evolved to serve many markets and offer a diversity of unrelated markets, such as the Votorantim Group in Brazil, Haier in China, Alfa
Group Consortium in Russia and Tata in India. Each of these conglomerates
share common structural elements. Within each there exists a core group of
manufacturing and banking enterprises surrounded by a wide web of financial institutions, and manufacturing and distribution across a broad basket of
unrelated products. In each case, this structure is a reaction to the context
of centralized economic planning from which these conglomerates emerged.
These conglomerates developed to deal with less than wholly competent
governments and problems arising from hopelessly underdeveloped markets. The organizational forms of these dominant groups look more like the
Korean Chaebol than they do recent dominant US models.

The changing reality of BRIC investment globally limits the applicability of much
of what we accept as knowledge about globalization strategies because so much of
this knowledge has been based on large manufacturing firms based in the United
States. We don’t know if this knowledge is applicable everywhere where there is high
institutional distance between home and host countries. Recent work by Cappelli
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and his colleagues (2011) suggests that there are now opportunities for the United
States and other major developed economies to learn from innovations in countries
such as India.
Both India and China have institutional contexts in which government and its
agencies have been important in steering development (Dunning and Narula, 1996).
Being foreign in these strongly nationalist contexts can be a liability, especially when
the institutional distance between home and host country institutions is large; where
languages, religions, laws, cultures, folkways, norms and mores all differ sharply.
For instance, in situations where political imperatives dominate all other institutions,
including legal processes, there are widespread opportunities for foreign businesses
to land in trouble. Where there is a huge and impenetrable bureaucracy to circumnavigate in order to do business the risk of taking short cuts that line some importuning
official or middleman’s pockets is always present. Local practices and governance
standards in the home base do not necessarily coincide (see van Iterson and Clegg,
2008 for the case of the Australian Wheat Board and Saddam’s Iraq); the same provisos
hold for high profile cases in China (Rio Tinto) and India (Lockheed), while the problems of an absence of due process and natural justice are legion in Russia where out
of political favour plutocrats can be easily imprisoned if the state deems it necessary.
In Brazil, allegations of corruption have recently rocked the political elite with charges
of corruption being laid against past presidents Lula (Simoes, 2016) and Rousseff.
China and India are the strongest emerging markets; consequently, both outward/
inward foreign direct investments (FDI) from/to them are significantly on the rise.
Recently, in both India and China, a number of firms have begun to internationalize;
as global players in international markets they are developing the capacity to organize their overseas operations systematically and seeking to integrate their existing
practices into new acquisitions (Hansen, 2005). Both Indian and Chinese capitalism
display elements of what has been referred to in the literature as ‘late development’,
an argument initially applied to Japan and subsequently to the emergent economies of
East Asia, notably Taiwan, South Korea, Hong Kong and Singapore. Late coming firms
within these countries engaged in outward investment to gain knowledge of practices
in technology and business in the more developed economies (Matthews, 2002: 471).
Building on initial competitive advantages, such as low labour costs, East Asian
firms developed higher-value products to move into more sophisticated markets –
classic cases being Korean firms such as LG and Samsung. International investment is
a means of addressing initial competitive disadvantages for firms in such economies.
In the case of Haier, in China, the firm began to go global because the municipality
in which it was located promoted its conglomeration of other firms; once established,
the firm learnt managerial methods from a combination of German engineering
principles and textbook knowledge of Japanese and American management. The
emergence of the firm, now a major player in the global white goods industry, was a
story of hybridity.
A similar hybridization appears to be at work in India. Cappelli et al. (2011) note
that many Indian managers have been trained in Western business schools and took
back the ideas that they had learnt. As they returned they developed a different way,
partly similar but also partly different, of organizing and doing business. Indian managers, they suggest, are more holistically engaged with their employees than in the west;
they innovate in and out of adversity and, because of the context of relative poverty,
they are able to develop ‘out of the box’ value propositions. They do so by placing their
emphasis not so much on shareholder value but on community, country and family.
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China – organizations and global strategies
Some western commentators, such as Jacques (2009), see China as a harbinger for
modernity’s global future. Jacques (2009: 29) argues that the proposition that ‘there is
only one modernity and it is western’ is fallacious. As he puts it, ‘Far from western universalism we are entering the age of contested modernity.’ China’s modernity helps
constitute many of the possibilities of contemporary global flows of goods, credit
and commodities. He sees this as presaging a new divergence rather than it being a
convergence on already existing business systems.
Some other western observers, such as Hutton, remain sceptical about the strategic innovative potential of Chinese enterprise. As Hutton (2007b: 4) states:
China must become a more normal economy, but the party stands in the
way. Chinese consumers need to save less and spend more, but consumers
with no property rights or welfare system are highly cautious. To give them
more confidence means taxing to fund a welfare system and conceding
property rights. That will mean creating an empowered middle class who
will ask how their tax renminbi are spent. Companies need to be subject
to independent accountability if they are to become more efficient, but that
means creating independent centers of power. The political implications
are obvious.
Hutton’s (2007b) view is that if the Chinese middle class is to develop more confidence and entrepreneurial energies, developing new organizational forms, it will mean
greater taxing of incomes and profits to fund a welfare system as well as concessions
on property rights. That will mean companies being subject to independent accountability as centres of business power and more efficient markets. For Hutton (2007a;
Jacques and Hutton, 2009) ‘China’s economic and social model is dysfunctional. It is
not just corrupt and environmentally dangerous. It is wildly unbalanced and lacking
in innovation.’

Go Online: The potential for corruption in the People’s Republic of China is clearly signalled in the revelations about China in the Panama Papers. You can read more about
this in an article by Juliette Garside and David Pegg on The Guardian website titled
‘Panama Papers reveal offshore secrets of China’s red nobility’.

Panama Papers &
China

You can find a link to this article on the companion website for this book: www.edge.
sagepub.com/strategy2e.

In China four factors have combined to create the conditions of the current
national business strategy:
1. The state owns all the land.
2. China has easy access to global raw materials both from foreign direct investments in Africa and through open markets in Australia and Latin America.
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3. The Chinese government controls an endless supply of cheap and highly
exploitable labour.1
4. China, as the most significant creditor state, is the source of massive capital
inflows into the US, servicing its indebtedness, in part to consume the global
flow of commodities that are produced in China under authoritarian developmental state conditions readily available and exploited by foreign capital.
It is China that exercises centrifugal force in the contemporary world economy and
China cannot be assumed to be converging with dominant Western organizational
forms, despite the extensive trade, tourist, investment and educational links that exist.
Huge regional variations make the notion of ‘China’ as a unitary state deeply problematic. It is characterized by demography that makes the absorption of a surplus, rural and
youthful population in large-scale organizations (in which its military bureaucracies are
at the forefront) an absolute imperative. Its provinces are larger than most European
countries and its large cities are much larger than their European counterparts. The
regions are more important than the whole.
Translation of ideas about organization flow into China through two main conduits:
the state and foreign direct investment. China is a corrupt state subject to absolutist party
domination with no real semblance of democracy. Recent anti-corruption campaigns
have been designed by central political figures in part to disgrace political opponents
within the Communist party as well as to weed out corruption. These campaigns are
having unintended consequences for entrepreneurship. Much of the entrepreneurship
occurring in areas such as construction was linked to the bribing of public officials for
permissions. With the crackdown, housing investment is falling and large numbers of
speculatively built apartments remain empty, with sales slow. Real estate decline has
translated into substantial decreased demand for commodities and energy.
In many Chinese industries, particularly in the state sector, there are high levels
of underutilized capacity that a hesitant government, fearing a loss of legitimacy and
aggravation of a slowing economy, is reluctant to act on. These problems are feeding
into economic activity more broadly: steel is massively overproduced as are coal,
ships, cement and energy generation – both carbon and clean.
The capacity usage rate in the power, metals and mining sectors has fallen to
around 70% or less and in the beleaguered shipbuilding industry, it is even
lower, at about 60%. Up to three-quarters of China’s coal mining companies
are losing money, and painful as it will be, many mines will be closed, entailing the loss of hundreds of thousands of jobs. (Magnus, 2016)
Under these conditions a great deal of what passes for strategy in Chinese state-owned
enterprises occurs not so much at the corporate level but at the levels of national and
regional politics.
In addition to well-publicized resistance such as Tiananmen Square in 1989, there are considerable
subordinated ethnic, religious and local contestations, often condensing around peasant resistance
to local bureaucracy, taxation and corruption. Individual resistance also occurs; local riots, often
over local corruptions and taxes, are not uncommon. The state in China is not as monolithic as it
sometimes appears to be to outside observers; much local resistance occurs. Scandals often are
associated with supply chain subcontracting. The practices of Apple’s subcontractor, Foxconn, in
Shenzen, reveal extreme cases of child labour, excessive overtime, authoritarian management, sexual harassment, falsified records and suppression of rights (Hickman, 2010; Yinan, 2010).
1
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It is the state, since the late 1970s that has orchestrated translation of market ideas and in doing so freed up the resource capabilities that underlie China’s
dynamic organizations. The state has built an export-oriented economy largely
dependent on foreign investment, which is, in turn, often implicated in local corruptions; it is politically unstable, with government by the Communist Party and
many of its leading state-owned enterprises closely linked with high officials in the
People’s Liberation Army. The energy requirements of its rapid modernization have
led to widespread pollution, which a substantial rise in the use of green technologies will not quickly abate.
The Chinese state is marked by strongly regionally regressive tax policies of the
central state as well as a low level of official tolerance for various forms of regional
autonomy. The Chinese state is ‘a loose system of bureaucratic institutions and
practices … an imaginary of legitimate power, an ideological construct that is an
historical product of discourses that shape perceptions of domination and coercion’,
as Pieke (2004: 518) suggests. One corollary of this is that there is little in the way
of robust civil society outside the state.
Facing an extremely weak development of civil society, including a weak system
of NGOs, or of democratic decision-making outside the Communist Party (which
actually is internally very competitive), the Chinese Central Government sees the free
flow of information as the biggest threat to the legitimation of their power. Giving
up attempts at domestic control of media communication is one of the last things the
Chinese government would compromise. Google was eventually persuaded to move
out of China as a result of the contradictions of both ‘doing no evil’ and accommodating with the Chinese government’s control of communication flows.

Current Trends in China
Chinese family businesses
Domestically owned industry tends to be dominated by Chinese family businesses.
These were in the recent past characterized by owner control and relatively simple
hierarchies, primarily financed from reinvestment of profit, lacking professional management, with low capital intensity, not fully functionally integrated, with little or no
product and market development (Carney, 1998: 156). Carney (1998: 157) saw the
‘desire for family control and income … [as] likely [to] inhibit the development of
organizational capabilities since it deprives the firm of the research, marketing and
human resources assets needed to compete in technologically advanced markets’. An
indigenous organizational ecology based on firms that are ‘highly diversified and are
organizationally segmented into separately managed units’ (Hamilton, 1996: 291–292)
premised on webs of countless personal relationships (Fei, 1992: 32; see also Yeung,
2000) developed from this domestic industry.
Today, many firms are evolving from a simple familial model in which they were
subcontractors, to more complex network modes of organization. The familial form
is being transformed by the employment of a growing stratum of professional middle
managers. University graduates are being employed in larger numbers than hitherto,
mainly in product development and design departments and in technical positions.
Liaison with universities is being cultivated to access research and development
facilities and to ensure access to the best and brightest technical graduates. In consequence, day-to-day control of manufacturing operations is being delegated (Chan and
Ng, 2000). With day-to-day operations under the control of professional managers, the
owners are able to focus their attention on business development opportunities either
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independently or with US, European and Japanese partners whose branded goods
they have been manufacturing for several years. New business development opportunities include the key long-term objective of developing own branded products not
only for the Chinese but also the US and European markets. With few exceptions,
however, Chinese brands are at present globally unknown: they are sustained by an
enormous domestic market and so are barely visible overseas. Despite the organizational network innovations that may be producing them, Chinese brands are not
known globally for their uniquely innovative or creative content; largely they are ‘me
too’ brands or have been bought in, such as Lenovo.
One form of innovation in China that is widespread is the copying or plagiarism
of overseas brands for local consumption.

Shanzai
Copying other firms’ products and brands is a well-known business strategy. In China
it is elevated to new heights and goes by the name of Shanzhai.
Basically, the Shanzhai economy is a pirate economy in
which ideas are stolen and things copied. While premised on
Shanzhai refers to a part of China’s
imitation as theft, however, the imitation can lead to innovainformal industry that is known for fast
tion. Technologies and customer expectations co-evolve in an
product cycles as well as the tendency
innovation network; for example, mobile phones have features
to seek inspiration in, or simply copy,
built into them to suit local conditions such as the lack of
successful products.
reliable electricity supply: solution – put a torch in the mobile.
Although every Shanzhai company differs, they have a
number of features in common. Their focus is on the domestic market and adapting
ideas for the market. Because they do not have to innovate the basic product or
respect licensing laws they are able to achieve very short cycle times in introducing
products. Costs are kept low for this reason although quality is often not as good as
Shanzai Web
Links
the originals that are copied.

How Innovative are China’s Businesses?
The major actor in China’s globalization, apart from the state and a very loose network
of provinces, regions, counties, cities, towns and villages, is foreign direct investment
(FDI). In terms of FDI, a large part of China’s attractiveness is its low labour costs as
well as close access to suppliers, customers and markets. Essentially, most firms from
outside China are there to access these factors. In such a state-society constituted as a
very loose network of relations it is FDI that connects China with globalization.
Globalizing investment strategies in search of low labour costs as well as close
access to suppliers, customers and markets means that a great deal of what global
consumers purchase today is made in China. Its manufacture has meant an unparalleled boom in resource-based economies elsewhere and increasing levels of domestic
saving in the PRC. Hutton (2007b: 4) sees this saving as in part a response by highly
cautious consumers with no property rights or welfare system. Low interest rates
in the core economies of the world economy have helped push consumer demand
for Chinese manufactured goods, creating a more empowered Chinese middle class
whose surplus wealth has created a highly speculative market in shares and property.
China’s globally oriented economy is materialized in what Gallagher (2007) terms
‘market nationalism’ and is fuelled by strictly regulated FDI. Many of its state-owned
enterprises represent forms of state capitalism more befitting of fascism than an ideal
communist society, yet in its interstices entrepreneurial strategic interest groups of
differing normative hues and characteristics populate niche spaces (Heberer, 2003).

07_Clegg Strategy 2e_Ch 07.indd 266

11/15/2016 3:15:00 PM

Strategy: Going Global

267

The business systems that are developing in China are not yet innovative for the
world in a similar way to the systems that emerged from early twentieth century America.
China’s state enterprises and PLA-owned firms are dominated by coercive management
systems and exploitative labour relations premised on basic US models, with strong
state direction in economic development, mobilization of resources and the picking of
winners in industry. Nonetheless, China over the past 30 years has seen considerable
functional, political and social pressure (Oliver, 1992) for the deinstitutionalization of
Maoist norms, aiding the development of a new hybridity (Gamble, 2010).
One endogenous element in Chinese hybridity has been the development of an
indigenous organizational ecology based in part on firms that are ‘highly diversified
and are organizationally segmented into separately managed units’ (Hamilton, 1996:
291–292) based on webs of countless personal relationships, rather than a framework of
organizations (Fei, 1992: 32; see also Yeung, 2000). In rural areas this Chinese network
model of social relations, chaxegeju, has proven to be dynamic in terms of business
development and, contra Hutton, innovation (at least organizational innovation).

Innovation in China
Innovation in China can be seen in various ways. For one thing, a Chinese company, Huawei Technologies, is now the number one filer of patents under the Patent
Cooperation Treaty. There are a number of ways in which innovation is occurring,
although one should express a caution: in a country whose provinces are larger than
most European countries, and whose large cities are much larger than their European
counterparts, it is virtually impossible to generalize.
1. Endogenous innovation: Firms are evolving from a simple familial model in
which they were subcontractors, to more complex network modes of organization. The familial form is being transformed by the employment of a growing
stratum of professional middle managers. As noted university graduates are
being employed in larger numbers than hitherto, mainly in product development and design departments and in technical positions. In Wenzhou, by 1990
more than 3,000 families were involved in producing lighters through more than
700 private family businesses, with a division of labour between them. Their
costs diminished and they entered the world market, to outcompete Japanese
and South Korean firms. There are numerous such highly competitive, family-based networks, usually clustered in a geographical area, with high flexibility
and low costs, and also, increasingly, high levels of knowledge and technology. In the rural area of Shengzhou by 2002 more than 1,000 family-based
firms made 250 million neckties a year. In two years they invested about AUD$
25 million in new technologies and collaborated with European designers and
quality experts enabling them to deliver ties to the big fashion houses, such as
Armani. They collaborate with the fashion industry on design via software over
the Internet and make new products from new designs in 24 hours.
2. Exogenously introduced innovation: As well as endogenous sources of
institutional innovation, exogenous innovation translated through strategic
alliances with Western multinational firms are crucial sources of technology, capital and market resources for the transformation of Chinese family
enterprises into more open structures integrated into the production networks of MNE countries (Zhang and Van Den Bulcke, 2000: 142). It is
joint ventures that are doing most global product research in China, with
local firms more engaged in product development or adjustment for local
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markets, while the state-owned enterprises are hardly innovative at all (van
der Windt et al., 2009). Exogenous innovation translated through strategic
alliances with Western multinational firms are crucial sources of technology, capital and market resources for the transformation of Chinese family
enterprises into more open structures integrated into the production networks of major MNE countries (Zhang and Van Den Bulcke, 2000: 142).
3. Institutional innovation: Liaison with universities is being cultivated to access
research and development facilities and to ensure access to the best and
brightest technical graduates. In consequence, day-to-day control of manufacturing operations is being delegated (Chan and Ng, 2000). With day-to-day
operations under the control of professional managers, the owners are able
to focus their attention on strategic opportunities. These opportunities might
be explored independently in the domestic market or be born in association
with overseas partners, usually from the major MNE regions of Japan, the US
or Europe. Locally developed brands, often shanzai in origin, will be unlikely
to go global unlike joint ventures.
4. Patents: Zhang and colleagues (2010) present data showing that the amount
of IP registered through patents is both changing in form and increasing in
number in China. It is becoming less a matter of imitation and more genuinely
innovative.
Typically, researchers of China follow what Tsui (2006: 2) calls the ‘outside in’ approach
that seeks to apply existing theories in the Chinese context. The assumption is that
while management and organizations are universal phenomena the general theory can
be informed by the specificity of political, cultural or other contexts (Whetten, 2009:
49). As an approach this is limited, especially with respect to China and its ubiquity.
As Child (2009: 64) suggests,
The problem with much of the research that has been conducted in this vein
so far is that the theories applied are a-contextual and, therefore, inherently
insensitive to context. As a result, empirical research comparing China with
other countries has not generally incorporated measurements of the respective contexts in its a priori design but, rather, has brought in context as a post
hoc explanation for differences that are found.
In contrast to ‘outside in’ Tsui (2006) identifies the ‘inside out’ approaches. As Child
(2009: 65) says, to do such research requires a
[D]eep knowledge of China and the subtleties of its norms and institutions. It
calls for time to be spent in the country, ideally using a grounded approach
through observation within organizations and discourse with their members …
[that] … is resource- and time-consuming, even applied to only one country. An
even greater challenge comes from the fact that the outward intention of the
‘inside out’ approach also requires some comparison outside China, aimed at
confirming or refuting the proposition that the Chinese context is different from
that found elsewhere. The extent and nature of any such differences can also
contribute to an assessment of how far the concepts and explanations offered
by foreign theories can encompass Chinese management. Organizations having
units both in China and elsewhere may provide appropriate settings for this
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kind of enquiry because they should allow both for close and detailed understanding and for cross-national comparison while keeping other contingent
factors relatively constant.

Summary
The twentieth century was the American century in many ways, not least in terms
of the development of dominant models of global strategy, which we have reviewed
in this chapter. The dominance of North American theories, models and practices of
strategy has given rise to a significant degree of debate about whether or not these are
culturally embedded and politically dominant models or really the best way of organizing global business. The jury is still out on this but it is notable that the business
systems literature would seem to suggest that the US models have a fairly limited remit
and that, in the wake of the Global Financial Crisis, US models will be likely to have
diminished legitimacy especially in so far as they have elements of financialization
implicit in them. While US models work well for Anglo-Saxon liberal market economies their purchase is far weaker when applied to emerging nations with coordinated
market economies. On balance the trends in strategy appear to be neither processes of
convergence nor divergence but rather ones of hybridization. Hybridization develops
where firms follow glocal strategies – that is they try to go global by entering into
some form of local relationship with organizations in another country.

TEST YOURSELF
Want to know more about this chapter? Review what you have learnt by visiting www.
edge.sagepub.com/strategy2e.
•

Test yourself with multiple choice questions

•

Revise key terms with interactive flashcards

EXERCISES
1. Having read this chapter, you should be able to say in your own words what the
following key terms mean:
•

MNE

•

Arbitrage

•

Globalization

•

Multinational corporations

•

Glocalization

•

Decentralized federation

•

Hybridization

•

Centralized hubs

•

Multi-divisional form

•

Matrix organizations
(Continued)
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(Continued)
•

Integrated network

•

BRICs

•

Project-based knowledge
networks

•

Chinese family businesses

2. Why is investment in another country likely to be more difficult than investing at
home? What are some of the models that can be used to make such investments?
3. How meaningful is it to talk of the BRICs?
4. What models of global strategy are available to multinationals?

CASE STUDY
Infomedia
STEWART CLEGG
Infomedia Ltd is a publicly listed Australian company that has become a leading supplier of electronic parts catalogues for the global automotive industry. The company is
headquartered in Sydney and has support centres in Melbourne, Europe, Japan, Latin
and North America. While not ‘born global’, it quite rapidly became so.
The company first expanded into international markets by partnering with other businesses, before distributing more of its product itself through wholly owned subsidiaries.
As is typical in many such enterprises, its customers dragged Infomedia into the world
market. Infomedia was founded in January 1990 and initially distributed other parties’
software under the name of Infomagic but later transformed into a software development
company. Today, Infomedia’s electronic parts catalogues have become the global standard
for the automotive industry, shipping to more than 50,000 dealers in over 160 countries
and 25 languages.
The seed of Infomedia was the purchase of the intellectual property for Apple software that enabled the conversion of automotive microfiche and books into user-friendly,
digitized catalogues for electronic parts. The inventor of this software, Wayne Sinclair,
joined Infomedia as its lead program engineer. Infomedia soon secured its first client,
Ford Motor Company Australia, and by December 1990 had developed its first product:
Microcat. While others in the market were selling hardware and software packages on fiveyear contracts, Infomedia offered monthly subscriptions with no obligation to continue
purchasing. Subsequent Australian clients were acquired through Nissan and Daihatsu.
Infomedia’s first export opportunity arose in 1996, when Ford invited the company
to attend a meeting with Ford Europe. The challenge for Infomedia was quickly to produce a catalogue in 17 languages and to beat large competitors. Infomedia’s founder,
Richard Graham, decided to show Ford Europe what Infomedia could do, so he flew part
of his team to Europe, where working from different countries they pulled the product
together and made their first export sale in September 1997.
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Infomedia’s first international success was critical in several respects. First, it
marked the beginning of the company’s profitability. Secondly, it vindicated the generous and crucial assistance that Infomedia had been receiving from Austrade. Thirdly,
it initiated Infomedia’s partnering with distributors (Clifford Thames in Europe and the
USA, DHL in Europe). Fourthly, the company’s relationship with Ford propelled it in
succeeding years into Japan, Canada, the USA, and then all of Ford’s emerging markets.
Infomedia’s rapid international expansion meant that it went from having a distribution of 19 markets, mainly in Europe, to over 100 worldwide. In 2002, Infomedia completed its first foreign acquisition: a division of US technology services company EDS.
This acquisition gave Infomedia a license to serve General Motors, which it combined
with its previously obtained license to serve Toyota.
By 2004, Infomedia’s growth and development was prompting it to shift away from
its original business model of third party distribution towards direct dealings with original
equipment manufacturers (OEMs). Infomedia was increasingly finding that automobile
manufacturers wanted to talk to them directly.
In July 2004 Infomedia established a new entity in Europe to directly manage its
in-country relationships with the OEMs. In September 2005 the company also established an entity in North America to do the same. All European customer service is
performed in Sydney headquarters, which operates two shifts in a call centre that covers
business hours across all international time zones.
So what have been the key determinants of Infomedia’s international success?
According to CEO Gary Martin, Infomedia’s competitive edge can be attributed to its
superior technology, its low-cost and agile production and its Australian foundation.
While competitors produced on PCs, Infomedia made use of Apple Macintoshes.
These allowed for better catalogue design and search capacity, as well as language
switching without rebooting.
Additionally, Infomedia demonstrated that it could operate at a lower cost and faster
turnaround of product than competitors. Indeed, Infomedia has had to educate one of
its major distributors, who was used to a much more leisurely turnaround. In Martin’s
words: ‘Distributor education is always a big one’.
Finally, Infomedia has taken advantage of its Australian origin. On the one hand,
Infomedia can draw on Australian businesses’ reputation of being somewhat rough but
highly effective. On the other hand, being based in Australia’s time zone and in multicultural Sydney enables Infomedia to employ a multilingual workforce that operates
globally tomorrow, today.
Source: www.nswbusinesschamber.com.au/?content=/channels/International_trade/Import_Export_
assistance/Growing_exporters/casestudy_infomedia.xml

QUESTION
Identify a case of a company such as Infomedia from your own country from any sectors.
What key factors in the case have enabled it to become an MNE?
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