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Building a global business
strategy in order to
increase competitiveness
and secure sustainability
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Reduce costs.
Reduce risks.
Improve the supply chain.
Provide better goods and services.
Attract new markets.
Attract, retain and deploy global knowledge.
Attract and retain global talent.
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Many executives are convinced that going global is an imperative in today’s business environment.
More firms are pursuing global operations to take advantage of national differences in the cost and
quality of labor, talent, energy, facilities, and capital. All these resources are combined to increase the
productivity of the multinational enterprise (MNE). Thus, it is becoming less and less meaningful to talk
of “American products,” “Italian products,” or “Japanese products.”
The seven most common reasons that a domestic business – be it a manufacturer or service provider –
decides to enter into some form of international operation are as follows:
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The catalyst for global business operations typically come from one of two sources: either the
domestic or local company chooses to compete in markets abroad due to some realization of a
competitive advantage vis-à-vis their global competitors or global competition is forced upon a
company with the market entry of foreign competitors to the domestic companies’ local customer
base.
The following section provides a review of a number of ways to build a global strategy in order
to increase competitiveness and secure sustainability of MNEs.
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MNE’s Orientation and Strategy
While there are many issues that determine the nature of the strategic plan, the one overwhelming
issue is the MNE’s orientation. An MNE with a polycentric predisposition tailors its strategic plan to
meet the needs of the local culture. If the firm is doing business in more than one culture, the
overall plan is adapted to reflect these individual location needs. The basic mission of a
polycentric MNE is to be accepted by the local culture and to blend into the country. Each local
subsidiary decides on the objectives it pursues, based on local needs. Profits will be put back into
the country in the form of expansion and growth.
An MNE with a polycentric predisposition is interested in obtaining both profit and public
acceptance and uses a strategy that allows it to address both local and regional needs. The company is
less focused on a particular country than on a geographic region. For example, an MNE doing business
in the European Union (EU) will be interested in all the member nations of the EU as they are all in the
European region.
An MNE with a geocentric predisposition views operations on a global basis. The large international
corporations often use this approach. They produce global products with local variations and staff their
offices with the best people they can find, regardless of country or origin. Multinationals, in the true
meaning of the word, have a geocentric predisposition.
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However, it is sometimes possible for an MNE to have a polycentric or geocentric predisposition if
the company is moderately small or limits operations to specific cultures or geographic regions.
The predisposition of an MNE greatly influences not only the nature of the strategic plan but also
its strategic planning process. For example, some MNEs, as they are developing a comprehensive
corporate strategy, may be more interested in large-scale manufacturing that will allow them to
exploit economies of scale and compete on a price basis across the country or region, and less
interested in developing a high degree of responsiveness to local demand and tailoring a product to
specific market niches. Other MNEs may prefer to sell in countries where the cultures are similar to
their own so that the same basic marketing orientation can be used in several countries or regions.
Thus, the MNEs’ predispositions are reflected in the strategic planning process and greatly
influence their strategies.
Strategy Formulation
Strategy formulation is the process that involves evaluating the MNE’s external environment and
its internal environment. The process begins with consideration of the external environment, since
the MNE is first and foremost interested in opportunities that can be exploited and seeks to hedge
against identified threats. The process continues with an assessment of the internal environment
and the resources the organization has available, or can develop, to take advantage of these
opportunities. At the same time the organization might like to identify its weaknesses and plan
accordingly.
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External environmental assessment
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The analysis of the external environment entails two activities: information gathering and information
assessment. These steps help to answer two key questions: What is going on in the external environment?
How will these external developments affect the MNE? One of the most common ways in which this is
done is through competitive intelligence: namely, the use of systematic techniques for obtaining and
analyzing public information about the MNE’s competitors. This data is particularly useful in keeping
MNEs alert to likely moves by their competition.

Information gathering and environmental assessment

Information gathering is an important phase of international strategic planning.
There are four ways that MNEs conduct environmental information gathering and then forecast
the future:
• asking industry experts to discuss industry trends and to make projections into the future
• using historical industry trends to forecast future developments
• asking knowledgeable executives to write scenarios describing what they foresee for the industry
over the next two to three years
• using computers to simulate the industry environment and to generate likely future developments.
Of these methods, the first option, expert opinion, is the most commonly used. Large Japanese
trading firms require their branch managers to send back information on market developments and
changing consumer behavior. These data are then analyzed and used to help formulate future
strategies for the firms. Sometimes the same information is gathered by independent agents.
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This information helps MNEs to identify competitor strengths and weakness and to target new and
required initiatives. Careful and detailed information gathering is particularly important when a
company is delivering a product or service for many market niches around the world that are too small
to be individually profitable. In such situations, the MNE has to identify a series of different niches and
attempt to market successfully in each of these geographic areas, balancing business risks and profits. A
careful information gathering is also critical to those firms that might be impacted by unexpected local
or regional events such as a global economic crisis or the breakout of a major epidemic such as the Swine
Flu pandemic that affected countries around the globe in 2009. For example, during the global financial
crisis of 2009–10 many MNEs were suddenly unable to finance ongoing operations through credit
instruments, as the amounts of credit provided by the banks shrunk significantly, or stopped all together.
These changes affected various markets, countries, and regions in different ways, as each adopted various
strategies to cope with the crisis, including changes in budget allocations, operations, risk policies, and
personnel.

Information assessment
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After the information on the companies and the industry is gathered, MNEs evaluate the data. One of
the most common approaches is to make an overall assessment based on the six forces that determine
industry competitiveness – buyers, suppliers, potential new entrants to the industry, the availability of
substitute goods and services, rivalry among the competitors, and availability of complementing
products and services. Figure 9.1 shows the relationship among these forces.
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FIGURE 9.1 The six forces of industry competitivenes

Bargaining power of buyers

MNEs examine the power of their buyers because they want to predict the likelihood of maintaining
these customers. If the firm believes buyers may be moving their business to competitors, the MNE will
want to formulate a strategy for countering this move. For example, the company may offer a lower price
or increase the amount of service it provides.

Bargaining power of suppliers
An MNE looks at the power of the industry’s suppliers to see if it can gain a competitive advantage
here. For example, if there are a number of suppliers in the industry, the MNE may attempt to play
them off against each other in an effort to get a lower price. As an alternative, MNEs may move to
eliminate any threat from the suppliers by acquiring one of them, and thus guaranteeing itself a
ready source of inputs.
New entrants
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An MNE examines the likelihood of new firms entering the industry and tries to determine the
impact they might have on itself. Two typical ways that international MNEs attempt to reduce the
threat of new entrants are by (1) keeping costs low and consumer loyalty high and (2) encouraging
the government to limit foreign business activity through regulations such as duties, tariffs, quotas,
and other protective measures.
Threat of substitutes
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MNEs look at the availability of substitute goods and services and try to anticipate when such
offerings may reach the market. There are a number of steps that the company may take to offset
this competitive force, including (1) lowering prices, (2) offering similar products, and (3)
increasing services to the customer.
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An MNE examines the rivalry that exists between itself and the competition and seeks to anticipate
future changes in these rivalries. Common strategies for maintaining and/or increasing market
strength include (1) offering new goods and services, (2) increasing productivity and thus reducing
overall costs, (3) accentuating differentiation between current goods and services from those of the
competition,(4) increasing the overall quality of goods and services, and (5) targeting specific niches
with a well-designed market strategy.

Complementing products

Any accessories or additional services that are created around a base product can increase barriers
for competitors. For example, Apple has successfully developed an entire ecosystem around the iPod
mp3 player with hundreds of lifestyle accessories (e.g. headphones, cases) and the iTunes music store
service, making it hard for competing mp3 players that lack such rich complementing products.
As MNEs examine each of these six forces, they decide on the attractiveness and unattractiveness
of each of them. This helps the MNE decide how and where to make strategic changes. Figure 9.2
shows the six forces model applied to the cellular phone (cell phone or mobile phone) industry.
The suppliers noted in the cellular phone industry (in Figure 9.2) were not very powerful, which
is an attractive force for the cellular phone manufactures. Buyers have many substitute products
from which to choose, and there was some backward integration. Overall, the attractiveness of buyer
power was low.
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The third force, entry barriers, was quite attractive because of the high costs of getting into the industry and the
short product life cycles that existed there. It is very difficult for a company to enter this market. The fourth force,
substitutes, was unattractive because new products were being developed continually and customer loyalty was
somewhat low. The fifth force, industry rivalry, was also unattractive because of the high cost of doing business,
the cyclical nature of sales, and the difficulty of differentiating one’s products from those of the competition. The
sixth force of complementing products was attractive, as many hardware and software producers caused
increasing demands for more options and features, thus justifying consumer upgrades and investment in research
and development (R&D).

• High corporate stakes
• Differentiation becoming difficult
• Large vertically integrated
competitors
• Favorable growth trends

Buyer power
(Unattractiveness)
• Some backward integration
• Many substitutes
• Buyers are large and
organized
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• High capital investments
• Short product life cycles
• High R&D costs
• Proprietary products
• Industry standards
• Economies of scale
• Extensive distribution
channels needed
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Entry barriers
(Very attractive)

Complementors
(Attractive)
• Many
complementing
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Summary
The cellular phone industry can be
classified as attractive despite intense
Substitutes
rivalry. The changes taking place favor
(Unattractive)
consolidation through M&A and strategic
alliances commanding substantial
• Conventional materials used
resources necessary to commit expensive • Long-term substitute
• Suppliers may be substituted
R&D and global distribution channels
(i-phone, etc.)
• No threat of forward integration
• Low costumer loyalty
Supplier power
(Very attractive)

On an overall basis, however, the industry was classified as attractive. It also appeared that the
industry would see more consolidation of firms that would have greater resources to commit to R&D.
MNEs operating in the cellular phone industry may use this analysis to help them increase
the attractiveness of those forces that currently are not highly attractive: for example, they could
work to develop a state-of-the-art cellular phone that might be substituted for the competition’s
products. In summary, environmental assessment, such as that provided by an analysis of competitive
forces, is used to determine MNE opportunities and threats in an industry or region and to help
identify strategies for improving market position and profitability.
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