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CH5 GROWING AND INTERNATIONALIZING THE ENTREPRENEURIAL FIRM
Opening Case The new East India Company UK UK High-end retail
SIA 5.1 Europe’s entrepreneurship deficit Europe Europe Unspecified
SIA 5.2 Tory Burch’s rise in the fashion industry Worldwide USA Fashion
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Closing Case Boom in busts: Good or bad Worldwide Worldwide Unspecified
CH 6 ENTERING FOREIGN MARKETS
Opening Case Amazon in India India USA E-commerce
SIA 6.1 Nordic multinationals Worldwide Nordic countries  Unspecified
SIA 6.2 Thai Union’s foreign market entries Worldwide Thailand Seafood
SIA 6.3 Goldman Sachs enters Libya Libya USA Financial services
Closing Case How firms from emerging economies Worldwide Emerging Unspecified
fight back economies
CH7 MAKING STRATEGIC ALLIANCES AND NETWORKS WORK
Opening Case Even Toyota needs friends Worldwide Japan Automobile
SIA7.1 Delta spreads its wings globally Worldwide USA Airline
SIA7.2 Yum Brands, McDonald’s, and Sinopec China USA/China Fast food and
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SIA7.3 Renaussanbishi: No way! France/Japan France/Japan Automobile
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Opening Case Jetstar's rise in the Asia Pacific Asia Pacific Australia Airline
SIA 8.1 The global vitamin cartel Worldwide Switzerland/ Vitamin
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Closing Case Is there an antitrust case against USA USA Tech
Big Tech?
CH9 DIVERSIFYING AND MANAGING ACQUISITIONS GLOBALLY
Opening Case The growth of Marriott International Worldwide USA Hotel
SIA 9.1 Starbucks diversifies into tea Worldwide USA Beverage service
SIA9.2 GE-Alstom: A deal too far? France USA Conglomerates
SIA 9.3 Can mergers of equals work? Unspecified Unspecified Unspecified
Closing Case Puzzles behind emerging multinationals’  Worldwide Emerging Unspecified
acquisitions economies
CH 10 STRATEGIZING, STRUCTURING, AND INNOVATING AROUND THE WORLD
Opening Case Launch the McWrap USA/Europe USA Fast food
SIA 10.1 KFC leverages artificial intelligence in China USA Fast food
China
SIA10.2 Canadian Apotex, Indian production, India Canada Pharmaceuticals
and EU, UK, and US regulations
SIA 10.3 Moving headquarters Worldwide Worldwide Unspecified

Closing Case Subsidiary initiative at Schenck Shanghai  China Germany Machinery
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SIA11.1
SIA 11.2
SIA11.3

Closing Case
CH 12
Opening Case
SIA 12.1

SIA 12.2
SIA12.3

Closing Case

IC 1
IC2
IC3
IC4
IC5

ICé6
IC7
IC8

IC9
IC10
IC 11

IC 12
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IC14
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IC16
IC 17

IC 18

IC 19
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Action
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GOVERNING THE CORPORATION GLOBALLY

The Murdochs versus minority
shareholders

The debate about independent directors
in China

Professor Michael Jensen as an outside
director

Global competition in how to best
govern large firms

The private equity challenge

STRATEGIZING ON CORPORATE SOCIAL RESPONSIBILITY

Starbucks’ CSR journey

Global warming and Arctic boom

Giants of the sea

Can McDonald’s set the chickens
cage-free?

The Ebola challenge

INTEGRATIVE CASES

The consulting industry

The Asia Pacific airline industry
LEGO's secrets

BMW at 100

Occidental Petroleum (Oxy):
From also-ran to segment leader

Tesla's CEO quits presidential councils
Legalizing ride-hailing in China

The final frontier of outsourcing to India

Volkswagen's emissions scandal
Private military companies

SnowSports Interactive: A global start-up's
challenges

Business jet makers eye China

Carlsberg in Russia
Enter North America by bus

Etihad Airways'’s alliance network
Jobek do Brasil’s joint venture challenge

Saudi Arabia in OPEC: Price leader in
a cartel

AGRANA: From a local supplier to
a global player

Nomura’s integration of Lehman Brothers

USA/UK

China

USA

Worldwide

Worldwide

USA/UK

The Arctic
region

Worldwide
Worldwide

Africa/USA

Worldwide
Asia Pacific
Worldwide
Worldwide
Worldwide

USA
China
India/USA

USA/worldwide
Worldwide

Australia

China

Russia
USA

Worldwide
Brazil
Worldwide

Worldwide

USA/UK

Headquarters
location

USA

China

USA
Worldwide

Worldwide

USA

Australia/Canada/
Denmark/Russia

Denmark
USA

USA/Canada/

Europe

USA/Europe
Asia Pacific
Denmark

Germany
USA

USA
China/USA
India

Germany
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Australia

Brazil/Canada/
France/USA

Denmark
UK

UAE
Brazil/USA
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Austria
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Japan
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Media
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Airline
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Energy
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Commercial
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Business aviation

Beer
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travel

Airline
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Energy
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Investment
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IC 20 Cyberattack on TNT Express and impact  Europe/The USA Express delivery
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Preface

he first four editions of Global Strategy have made this
book the world’s number-one global-strategy textbook.
The fifth edition aspires to do even better. Global Strategy
has set a new standard for (1) global or international stra-
tegy courses, (2) strategic management courses, and (3) in-
ternational business courses at the undergraduate and MBA
levels. It has been widely used in Angola, Australia, Austria,
Brazil, Britain, Canada, Chile, China, Denmark, Egypt, Fin-
land, France, Germany, Hong Kong, India, Indonesia, Ireland,
Israel, Lithuania, Macau, Malaysia, Mexico, the Netherlands,
Netherlands Antilles, New Zealand, Norway, Peru, the Philip-
pines, Portugal, Puerto Rico, Romania, Russia, Singapore,
Slovenia, South Africa, South Korea, Spain, Sweden, Switzer-
land, Taiwan, Thailand, and the United States. Now available
in Chinese, Portuguese, and Spanish, Global Strategy is global.
Written during the tumultuous time of the coronavirus
that shut down most of the global economy, the fifth edition
continues the market-winning framework centered on the
strategy tripod pioneered in the first edition. Its most stra-
tegic features include (1) a broadened definition of global
strategy; (2) an evidence-based, in-depth, and consistent
explanation of cutting-edge research; and (3) an interesting
and accessible way to engage students.

A Broadened Definition of
“Global Strategy”

In this text, “global strategy” is defined not as a particular
multinational enterprise (MNE) strategy but as strategy
around the globe. In other words, we do not exclusively
focus on international strategy. Global strategy is most
fundamentally about strategy before being global. Most
global-strategy textbooks take the perspective of the foreign
entrant, typically the MNE, and ignore the other side. The
other side—namely, the domestic side—does not sit around
waiting for its market to be invaded. Instead, domestic firms
actively strategize, too. Failing to understand the other side
captures only one side of the coin at best.

Offering a more balanced and more inclusive perspective,
Global Strategy covers the strategies of both large MNEs and
small entrepreneurial start-ups, both foreign entrants and do-
mestic firms, and enterprises from both developed and emerg-
ing economies. In short, this is a truly global global-strategy text.

An Evidence-Based, In-Depth,
and Consistent Explanation

The breadth of the field poses a challenge to textbook au-
thors. My respect for the diversity of the field has increased

tremendously over the past two decades. To provide an evi-
dence-based, in-depth explanation, I have leveraged the lat-
est research. Personally, I have accelerated my own research,
publishing more than 40 articles after I finished the fourth
edition. Drawing on such cutting-edge research has greatly
enriched Global Strategy.

In addition to my own work, I have also drawn on the
latest research of numerous colleagues—please check the
Index of Names. Beyond academic sources, I have often
relied on my two favorite magazines—Bloomberg Busi-
nessweek and Economist. Recently, I have also subscribed
to Foreign Affairs, Fortune, Harvard Business Review, and
Wall Street Journal. The end result is an unparalleled, most
comprehensive set of evidence-based and timely insights
on the market.

Given the breadth of the field, it is easy to lose focus. To
combat this tendency, I have endeavored to provide a consis-
tent set of frameworks in all chapters. This is done in three
ways. First, I have focused on the four most fundamental
questions in strategy. These are: (1) Why do firms differ? (2)
How do firms behave? (3) What determines the scope of the
firm? (4) What determines the success and failure of firms
around the globe?

Another way to combat the tendency to lose the sight
of the “forest” while scrutinizing various “trees” (or even
“branches”) is to consistently draw on the strategy tripod—
the three leading perspectives on strategy—namely, indus-
try-based, resource-based, and institution-based views. This
provides a great deal of continuity in the learning process.

Finally, I have written a beefy “Debates and Extensions”
section for every chapter. Virtually all textbooks uncritically
present knowledge “as is” and ignore the fact that the field is
alive with numerous debates. Because debates drive practice
and research ahead, it is imperative that students be exposed
to important debates and that their critical thinking skills be
fostered. The new debates that have become more promi-
nent since the fourth edition—such as globalization versus
deglobalization and firms’ role in reducing versus contribut-
ing toward income inequality—are more spicy, making the
book more relevant.

An Interesting and Accessible
Way to Engage Students

If you fear this text must be boring because it draws so hea-
vily on latest research, you are wrong. I have used a clear and
engaging conversational style to tell the “story” Relative to
rival texts, my chapters are shorter and livelier. The length
of all our Integrative Cases is shorter than that of many long

“monster cases” found elsewhere.
XV
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Some earlier users commented that reading Global Stra-
tegy is like enjoying a “good magazine” A large number of
interesting anecdotes have been woven into the text. Non-
traditional (“outside-the-box”) examples range from ancient
Chinese military writings to modern “four-star company
commanders” armed with UAVs (Chapter 1), from Shake-
speare’s The Merchant of Venice (Chapter 5) to Tolstoy’s
Anna Karenina (Chapter 7). Some of the discussions are
truly cutting-edge. For example, the closing case for Chapter
8, “Is There an Antitrust Case Against Big Tech?” (written
in March 2020), will force students to discuss it in a future
tense. This is because the US government—in an effort to
make the discussion about this case more interesting—sued
Google in October 2020 after this case was written, and the
future outcome of this case is unknown as the fifth edition
goes to press. A consistent theme is to engage ethics. This is
not only highlighted in Chapters 4 and 12, but also through-
out all chapters in the form of Ethical Dilemma features and
Critical Discussion Questions marked “On Ethics.”

So what? Many textbooks leave students to struggle with
this question at the end of every chapter. In Global Strategy,
every chapter ends with a section titled “The Savvy Strate-
gist” with one teachable table or slide on “Strategic Implica-
tions for Action” from a practical standpoint. No other
competing textbook is so savvy and so relevant.

What's New in the Fifth Edition?

Most strategically, the fifth edition has (1) significantly up-
graded the global-strategy knowledge base, (2) enhanced
the executive voice by drawing more heavily from CEOs and
other strategic leaders, (3) drawn directly on the author’s
consulting experience, (4) introduced a new and diverse set
of cases,and (5) returned to the traditional format of having
one hardcopy book including everything.

The scale and scope of the changes in the global-strategy
landscape between the publication of the fourth edition
(2017) and the fifth edition is likely to be some of the most
profound since the launch of the first edition (2006). Sources
of such changes not only come from disruptive tech-
nological start-ups known as unicorns—a term coined as
recently as in 2013—but also from worsening geopolitical
relationships between the top two economies of the world.
Instead of globalization, the new buzzword is deglobaliza-
tion. On top of all of the above, the coronavirus of 2020—a
black swan event—shut down the global economy. Tho-
roughly updated, the fifth edition helps students make better
sense of this rapidly changing and tumultuous era.

If Global Strategy aspires to train a new generation of
global strategists, we need to coach them to think, act,
and talk like CEOs. Although I have taught a few execu-
tive education classes with Global Strategy, most students
using the text have not assumed that kind of executive
responsibility. To facilitate strategic thinking, the fifth
edition has enhanced the executive voice by featuring

extensive block quotes from the following CEOs and
other strategic leaders:

Armstrong Industries’ outside director Michael Jensen
(Chapter 11)

Business Roundtable (183 members who are CEOs of
prominent US firms signed a statement on the purpose
of a corporation in 2019—Chapter 12)

Canada Goose’s CEO Dani Reiss (Chapter 5)
Dow Chemical’s CEO William Stavropoulos (Chapter 10)

The (new) East India Company’s founder Sanjiv Mehta
(Chapter 5)

Facebook’s founder and CEO Mark Zuckerberg (Chapter 1)
GE’s chairman and CEO Jeff Immelt (Chapters 8)

GE’s chairman and CEO Jack Welch (Chapter 12)

Google’s CEO Eric Schmidt (Chapter 7)

IBM’s CEO Ginni Rometty (Chapter 3)

LOreal’s CEO Jean Paul Agon (Chapter 10)

P&G’s chairman and CEO A. G. Lafley (Chapter 1)

US Assistant Attorney General (commenting on the global
vitamin cartel case—Chapter 8)

US Assistant Attorney General (representing the
Department of Justice to challenge AT&T’s proposed
merger with T-Mobile—Chapter 8)

Walmart's CEO Doug McMillon (Chapter 1)

Whole Foods’s cofounder and CEO John Mackey
(Chapter 12)

World Health Organization’s Director-General Margaret
Chan (Chapter 12)

Zoom’s founder and CEO Eric Yuan (Chapter 1)

I have directly drawn on my consulting experience to
inject new insights. Chapter 1 describes my consulting
engagement with MTR Corporation in Hong Kong (see
Table 1.3). Chapter 3 illustrates a strategic sweet spot for
UK manufacturing, which I developed for a major con-
sulting engagement I completed for the UK government as
part of its two-year Future of Manufacturing project (see
Figure 3.6). Table 4.5 (“Texas Instruments Guidelines on
Gifts in China,” which is in the public domain) is shared
with me by a consulting client at TI. In addition, I have
written the new Integrative Case 1 “The Consulting Indus-
try” to more comprehensively introduce this strategically
important industry.

The fifth edition has expanded case offerings by (1) pre-
senting 21 new Integrative Cases and (2) making available four
popular and still timely Integrative Cases from earlier editions.
Students and instructors especially enjoyed the wide-ranging
and globally relevant cases in previous editions. Fourteen of
the 25 Integrative Cases were authored by me, and the other
11 were contributed by 17 colleagues from Australia, Canada,
China, New Zealand, and the United States. The fifth edition is
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blessed with that many new Integrative Cases. The end result is
an unparalleled, diverse collection of cases that will significantly
enhance the teaching and learning of global strategy.

Finally, what's new in the fifth edition is what is old—
returning to a hardcopy format that includes everything
(including all Integrative Cases). The fourth edition experi-
mented with a format that (1) was completely digital or (2)
was a hybrid—printing the 12 chapters in a hardcopy loose-
leaf book but keeping all Integrative Cases online. Customer
feedback indicated that the all-inclusive hardcopy is still the
most preferred format. Of course, for those digitally savvy,
the product will also be online.

MindTap

Online resources are transforming many aspects of everyday
life, and learning is not immune to the impact of technology.
Rather than simply taking the pages of Global Strategy and
placing them online, we have restructured the content to
fully utilize the engagement and interactivity that the
medium allows.

MindTap is a digital learning solution that helps instruc-
tors engage and transform today’s students into critical
thinkers. Through (1) paths of dynamic assignments and
applications that you can personalize, (2) real-time course
analytics, and (3) an accessible reader, MindTap helps you
turn apathy into engagement:

¢ Critical Thinking—Engaging, chapter-specific
content is arranged in a singular Learning Path
designed to elevate thinking.

o Personalization—Customize the Learning Path by
integrating outside content like videos, articles, and
more.

e Analytics—Easily monitor student progress, time on
task, and outcomes with real-time reporting.

In addition, MindTap integrates other powerful tools to
help enhance your course:

»  YouSeeU facilitates group projects and a variety
of other assignments through digital video and
collaboration tools.

o Business Insights provides a rich online database and
research tool.

e We have provided a pre- and postcourse assessment
that measures Global Literacy, which provides
both students and instructors with feedback on the
general awareness of global social, cultural, political,
and economic awareness. In addition, having these
data can also provide valuable data to support
assurance of learning reporting for accreditation
purposes. We thank the efforts of Anne Migi of the
University of Illinois—Chicago for her work on these
assessments.

Preface xvii

o Additional media and text cases that are not found in
the chapters, assessment, and much more!

For more information on using MindTap in your course,
consult the instructor resources or visit www.cengage.com
/mindtap.

Support Materials

A full set of support materials is available for adopting in-
structors, ensuring that instructors have the tools they need
to plan, teach, and assess their course. These resources in-
clude:

o Instructor’s Manual—This comprehensive manual
provides chapter outlines, lecture notes, and sample
responses to end-of-chapter questions, providing
a complete set of teaching tools to save instructors
time in preparing for class and to maximize student
success within the class. The Instructor’s Manual also
includes notes to accompany the Integrative Cases
from the text.

o Test bank—The robust Global Strategy test bank
contains a wide range of questions with varying
degrees of difficulty in true/false, multiple-choice,
and short answer/essay formats. All questions have
been tagged to the text’s learning objectives and
according to AASCB standards to ensure students
are meeting necessary criteria for course success.
Instructors can use the included Cognero software
package to view, choose, and edit their test questions
according to their specific course requirements. The
test bank is also available in a format compatible with
most Learning Management Systems.

e PowerPoint Slides—Each chapter includes a complete
set of PowerPoint slides designed to present relevant
chapter material in a way that will allow more visual
learners to firmly grasp key concepts.
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KNOWLEDGE OBJECTIVES

After studying this chapter, you should be able to

1. Offer a basic critique of the traditional, narrowly defined “global strategy”
Articulate the rationale behind studying global strategy

Define what is strategy and what is global strategy

Outline the four fundamental questions in strategy

Understand the nature of globalization and semiglobalization

CAE I

Participate in three debates concerning globalization and global strategy
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OPENING CASE

Ethical Dilemma

Zoom

The year 2020 is destined to go down in history as
one of the most unforgettable years. Thanks to the
coronavirus (COVID-19), economies shut down one
after another. Millions of people were sick, many
died, and suffering was immense. All nonessential
businesses closed, stock markets crashed, oil prices
dived into the negative, unemployment soared, and
firms were bankrupt left and right. In such a bleak
environment, can any firm grow? It turns out
that videoconferencing software firm Zoom has
experienced skyrocketing growth during the crisis.

Zoom was founded in 2011 by a Chinese immi-
grant Eric Yuan. In 1997, Yuan went to work for
WebEx, a videoconferencing start-up. In 2007, Cisco
acquired Webex for $3.2 billion. Yuan—as Cisco's
corporate vice president of engineering—proposed
that Cisco develop a product that would work on
mobile phones, not merely on personal computers
(PCs). Cisco rejected his proposal. Frustrated but
determined, Yuan left in 2011 to start Zoom. By
2017, San Jose, California-based Zoom became a
“unicorn”—a private firm worth more than $1 billion.
It went through an initial public offering (IPO) at
NASDAQ in April 2019. By the end of its first day
of trading, its share price increased more than 72%
to reach $62 per share, resulting in a $16 billion
market capitalization. By the end of December 2019,
Zoom was trading at $68. On April 22, 2020, its share
reached $169 and it was worth $46 billion.

Convenient live-video chat was a science-fiction
dream for a long time. Helping to turn that dream
into reality, Zoom’s mission, according to its IPO
prospectus, was “to make video communications
frictionless.” Its original strategy was to be a lead-
ing corporate videoconferencing firm—specifically
for businesses with information technology (IT)
departments that can set up accounts and help end
users. It competed with two giants—Cisco Webex
and Microsoft Teams—as well as smaller rivals such
as Skype, Google Meets, and Hangouts. Zoom
excelled in its easy-to-use software: one click on an
email or the smartphone. If the conference had fewer
than 100 participants and was less than 40 minutes,
Zoom was free. Clients that paid a monthly fee of

Emerging Markets

$19.99 could host as many 1,000 participants on
a single video call. Another attractive feature was
that it was a neutral platform. Its solution offered
video, audio, and screen-sharing experience across
Windows, Mac, Linux, Android, BlackBerry, and Zoom
Rooms. Its IPO prospectus identified six leading
sources of competitive advantage: (1) video-first
platform, (2) cloud-native architecture, (3) function-
ality and scalability, (4) ease of use and reliability,
(5) ability to utilize existing legacy infrastructure, and
(6) low total cost of ownership.

The onslaught of COVID-19 made Zoom a house-
hold name. According to a letter from Zoom’s man-
agement team to customers posted on its website
on April 23, 2020:

We are humbled to have the opportunity to support
such a wide range of clients from schools (100,000
in 25 countries), to universities (many of the major
US institutions), to governments (e.g., major func-
tions of the US Government, the British Parliament,
and many other governments around the world), to
enterprises of all sizes, industries, and geographies
(226 of the 241 countries and territories), including
full deployments in many Fortune 500 companies.
We have grown from 10 million daily meeting par-
ticipants as of December 2019, to over 300 million a
day in April 2020.

Throughout March and April 2020, Zoom's num-
ber of users broke a new record every day. Its original
strategy obviously had to rapidly adapt and impro-
vise. It was no longer its plan to be a leading corpo-
rate videoconferencing provider that mattered. What
mattered was how its actions satisfied the ballooning
demand for its services as a mass market service pro-
vider. In late February and early March, after schools
in ltaly and Japan were shut down, Zoom removed
the time limits on its free product for educational
institutions in these countries—a practice now ex-
tended to other countries where schools shut down.

3
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4 PART 1 FOUNDATIONS OF GLOBAL STRATEGY

By design, a Zoom meeting was anchored by one
of its 17 data centers worldwide. If one data center
experienced problems, the meeting would be handed
over to the next closest. In the middle of the crisis,
Zoom added two more data centers and bought
more cloud storage capacity for surge protection
from Oracle and Amazon Web Services.

Although meteoric, Zoom's rise to become a
household name was not without bumps. Its connec-
tions in China made it aware of the potential devas-
tation of COVID-19. To protect its employees, Zoom
shut down its San Jose headquarters two weeks be-
fore Santa Clara County ordered citizens to shelter in
place. As a result, Yuan and his executive team—Ilike
millions of other people who work at home—had to
go through a long series of Zoom meetings every
day. “I hate that,” Yuan admitted to a reporter—a
sentiment more recently known as “Zoom fatigue”
worldwide.

In addition to worrying about whether servers
were overwhelmed by the surging traffic, another
major headache was security. Simplicity versus
security (read: complexity) has always been a source
of tension in IT. The very reason behind Zoom’s
success—simplicity—also contained a seed for

OPEN I NG CASE (Continued)

security problems. How to enhance Zoom's security
while maintainingits user-friendliness, thus, became
a dilemma. “Zoombombings” arguably became one
of the newest English words, indicating the severity
and frequency of security incidents. In response,
Zoom quickly addressed some issues (such as
requiring passwords for all Zoom meetings as of
April 4) and endeavored to solve some of the more
challenging security weaknesses going forward.
Rapidly becoming part of critical infrastructure,
Zoom "“is now owned by the world,” noted Yuan
in an interview. He went on to claim that Zoom
“can’'t go back. . . . For now we have to embrace
this new paradigm and figure out how to make
it work.”

Sources: (1) Bloomberg Businessweek, 2020, The accidental social
network, April 13: 45-49; (2) CNBC, 2020, Zoom Video Com-
munications Inc., April 27: www.cnbc.com; (3) Economist, 2020,
Zoom diplomacy, April 11: 44; (4) Guardian, 2020, Worried
about Zoom’s privacy problems? April 9: theguardian.com;
(5) National Geographic, 2020, “Zoom fatigue” is taxing the brain,
April: www.nationalgeographic.com; (6) Zoom, 2019, Amend-
ment No. 2 to Form S-1 Registration Statement, April 16,
Washington: SEC; (7) Zoom, 2020, A letter from Zoom’s manage-
ment team to our customers, April 23: zoom.us.

ow do firms such as Zoom compete around the globe? What determines

their success and failure? Since strategy is about competing and winning,

this book will help current and would-be strategists answer these and other
important questions. In brief, “global strategy” in this book is about strategy around
the globe—practiced by firms big and small. In other words, this book does not focus
on a particular form of international (cross-border) strategy, which is characterized
by the production and distribution of standardized products and services on a world-
wide basis. For more than three decades, this strategy, often referred to as global strat-
egy for lack of a better term, has often been advocated by traditional global-strategy
books.! However, such a relatively narrow “global strategy” had always been difficult

:‘;‘ggati"“al enterprise to practice, going forward it is likely to be less useful in a possibly deglobalizing world.
A firm that engages in
foreign direct investment
(FDI) by directly controlling
and managing value-adding

activities in other countries.

The relatively narrow “global strategy” has been practiced by some
multinational enterprises (MNEs), defined as firms that engage in foreign direct
investment (FDI) by directly controlling and managing value-adding activities
in other countries.? Although Zoom is a young firm, it has become an MNE with
FDI in a number of countries. In reality, MNEs often have to adapt their strate-

foreign direct investment gies, products, and services for local markets. In the automobile industry, there

(FDI)

A firm’s direct investment in
production and/or service
activities abroad.

is no “world car.” Cars popular in one region are often rejected by customers
elsewhere. The Volkswagen Golf and the Ford Mondeo (marketed as the Contour in
the United States) are popular in Europe, but have little visibility in the streets of Asia
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Chapter 1 Strategizing Around the Globe 5

and North America. The so-called world drink, Coke Classic, actually tastes different
around the world (with varying sugar content). Coca-Cola’s effort in pushing for a
set of “world commercials” centered on the polar bear cartoon character presumably
appealing to some worldwide values and interests has not been appreciated by many
viewers around the world. Viewers in warmer weather countries had a hard time
relating to the furry bear. In response, Coca-Cola switched to more costly but more
effective country-specific advertisements. For instance, the Indian subsidiary
launched an advertising campaign that equated Coke with thanda, the Hindi word
for “cold.” The German subsidiary developed a series of commercials that showed a
“hidden” kind of eroticism (!).? In summary, one size does not fit all.

It is evident that the narrow notion of “global strategy” (the “one-size-fits-
all strategy”), while useful for a small number of MNEs, is often incomplete and
unbalanced. Even for most MNES, a sensible approach seems to be “think global, act
local.” In the case of Zoom, it operates data centers in Australia, Brazil, Canada, China,
Germany, India, Japan, the Netherlands, and the United States. Its “global” business  business model
model—a firm’s way of doing business and creating and capturing value—is to route A firm’s way of doing
videoconferencing traffic to the data center anywhere in the world that can provide the ~ Pusiness and creating and
most seamless and best performance. At any given time, data centers in some regions capturing value.
may be busier than those elsewhere. Given the sensitive nature of the content of Zoom
meetings, some users expressed concerns about their meetings being routed to data
centers in regions that have potential cybersecurity issues.* In response, Zoom has
offered a “local” solution, by letting users opt out of specific data center regions and opt
in to specific data center regions. This gives customers more control over their data.’> In
summary, simple-mindedly pushing for a “global” solution is likely to backfire, and a
sensible combination of what is “global” and what is “local” is a must.

Why Study Global Strategy?

Strategy courses in general—and global-strategy courses in particular—are typically the most
valued courses in a business school.* Why study global strategy? Some of the most sought-
after and highest-paid business school graduates (both MBAs and undergraduates) are
typically strategy consultants with global-strategy expertise.” You can be one of them.
Outside the consulting industry, if you aspire to join the top ranks of large firms, expertise
in global strategy is often a prerequisite. So, don't forget to add a line on your résumé that
you have studied this strategically important course.

Even for graduates at large firms with no interest in working for the consulting industry
and no aspiration to compete for top jobs, as well as individuals who work at small firms
or are self-employed, you may find yourself using foreign products and services (such
as Zoom meetings), competing with foreign entrants in your home market, and perhaps
even selling and investing overseas. Alternatively, you may find yourself working for a
foreign-owned firm, your previously domestic employer acquired by a foreign player, or
your unit ordered to shut down for global consolidation. Approximately 80 million people
worldwide, including seven million Americans, one million British, and 18 million Chinese,
are directly employed by foreign-owned firms. For example, in Africa, the largest private-
sector employer is Coca-Cola with 65,000 employees. In Britain, the largest private-sector
employer is Tata Group with 50,000 employees. Understanding how strategic decisions are
made may facilitate your own career in such organizations. If there is a strategic rationale
to downsize your unit, you want to be able to figure this out as soon as possible and be the
first to post your résumé online, instead of being the first to receive a pink slip. In other
words, you want to be more strategic. After all, it is your career that is at stake. Don’t be the
last to know!
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6 PART 1 FOUNDATIONS OF GLOBAL STRATEGY

strategic management

A way of managing the
firm from a strategic, “big
picture” perspective.

strategy

An organization’s theory
about how to compete
successfully.

strategy as plan

A perspective that suggests
that strategy is most
fundamentally embodied
in explicit, rigorous formal
planning as in the military.

strategy as action

A perspective that suggests
that strategy is most
fundamentally reflected by
firms’ pattern of actions.

intended strategy

A strategy that is
deliberately planned for.

What Is Strategy?

Origin

Derived from the ancient Greek word strategos, the word strategy originally referred to “the
art of the general” or “generalship.” Strategy has strong military roots.® The oldest book on
strategy, The Art of War, dates back to approximately 500 B.c. It was authored by Sun Tzu, a
Chinese military strategist.” Sun Tzu’s most famous teaching is, “Know yourself, know your
opponents; encounter a hundred battles, win a hundred victories” The application of the
principles of military strategy to business competition, known as strategic management
(or strategy in short), is a more recent phenomenon developed since the 1960s.'

Plan versus Action

Because business strategy is a relatively young field (despite its long roots in military
strategy), what defines strategy has been a subject of intense debate."’ Three schools of
thought have emerged (see Table 1.1). The first “strategy as plan” school is the oldest.
Drawing on the work of Carl von Clausewitz, a Prussian (German) military strategist of the
19th century,' this school suggests that strategy is embodied in the same explicit rigorous
formal planning as in the military.

However, the planning school has been challenged by the likes of Liddell Hart, a British
military strategist of the 20th century, who argued that the key to strategy is a set of
flexible goal-oriented actions.”® Hart favored an indirect approach, which seeks rapid flexible
actions to avoid clashing with opponents head-on. Within the field of business strategy, this
“strategy as action” school has been advocated by Henry Mintzberg, a Canadian scholar.
Mintzberg posited that in addition to the intended strategy that the planning school

TABLE 1.1 What Is Strategy?

Strategy as Plan

« "Concerned with drafting the plan of war and shaping the individual campaigns and, with-
in these, deciding on the individual engagements” (von Clausewitz, 1976)'
» “Aset of concrete plans to help the organization accomplish its goal” (Oster, 1994)>

Strategy as Action

e "The art of distributing and applying military means to fulfill the ends of policy” (Liddell
Hart, 1967)

» “A pattern in a stream of actions or decisions” (Mintzberg, 1978)*

» “The creation of a unique and valuable position, involving a different set of activities . . .
making trade-offs in competing ... creating fit among a company’s activities” (Porter,
1996)°

Strategy as Integration

» “The determination of the basic long-term goals and objectives of an enterprise, and the
adoption of courses of action and the allocation of resources necessary for carrying out
these goals” (Chandler, 1962)

» "“The major intended and emergent initiatives undertaken by general managers on
behalf of owners, involving utilization of resources to enhance the performance of
firms in their external environments” (Nag, Hambrick, and Chen, 2007)

» "“The ideas, decisions, and actions that enable a firm to succeed” (Dess, McNamara,
Eisner, and Lee, 2019)8

Sources: Based on (1) C.von Clausewitz, 1976, On War, vol. 1 (p. 177), London: Kegan Paul; (2) S. Oster,
1994, Modern Competitive Analysis, 2nd ed. (p. 4), New York: Oxford University Press; (3) B. Liddell
Hart, 1967, Strategy, 2nd rev. ed. (p. 321), New York: Meridian; (4) H. Mintzberg, 1978, Patterns in
strategy formulation (p. 934), Management Science 24: 934-948; (5) M. Porter, 1996, What is strate-
gy? (pp. 68, 70, 75), Harvard Business Review 74: 61-78; (6) A. Chandler, 1962, Strategy and Structure
(p. 13), Cambridge, MA: MIT Press; (7) R. Nag, D. Hambrick, & M. Chen, 2007, What is strategic man-
agement, really? Strategic Management Journal 28: 935-955; (8) G. Dess, G. McNamara, A. Eisner, & S.
Lee, 2019, Strategic Management, 9th ed. (p. 6), Chicago: McGraw-Hill.
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emphasizes, there can be an emergent strategy that is not the result of “top-down” planning  emergent strategy
but rather the outcome of a stream of smaller decisions from the “bottom up”'* Facebook is a

good example. Its founder Mark Zuckerberg shared in an interview:

A strategy based on the
outcome of a stream of
smaller decisions from the

We build things quickly and ship them. We get feedback. We iterate, we iterate, we iterate.  “pottom up.”

We have these great signs around: “Done is better than perfect.”

It is not just fast-moving high-tech firms such as Facebook that are practitioners of the
strategy as action school. For a firm as traditional as Walmart, its CEO Doug McMillon told
a journalist:

Once, a company like ours made big decisions annually or quarterly. Today strategy
is daily.'s

Both of these two schools of thought have merits and drawbacks. Strategy in Action 1.1
compares and contrasts them by drawing on real strategies used by the German and French
militaries in 1914. The Germans embraced the strategy as plan school, and the French prac-
ticed the strategy as action school. In the end, both militaries failed miserably. A crucial les-
son is that a winning strategy must have a combination of both schools of thought, leveraging
their advantages while minimizing their weaknesses.

Strategy as Theory

Shown in the Opening Case, Zoom had a plan to be a leading corporate videoconferenc-
ing provider. However, in the middle of the coronavirus outbreak, it ended up becom-
ing a mass-market provider on a much larger scale. Its actions had to adjust to these new
demands, ranging from making sure there was sufficient cloud capacity to meet the surging
demand to improving its security measures in the middle of dramatically scaling up its
operations. Like managers at Zoom, many managers and scholars have realized that, in
reality, the essence of strategy is likely to be a combination of both planned deliberate
actions and unplanned emergent activities, thus leading to a “strategy as integration”
school (see Table 1.1).

First advocated by Alfred Chandler,”” an American business historian, this more balanced
strategy as integration school of thought has been adopted in many textbooks.”® It is the

strategy as integration

A perspective that suggests
that strategy is neither
solely about plan nor action
and that strategy integrates
elements of both schools of
thought.

STRATEGY IN ACTION 1.1

German and French Military Strategies in 1914

Although Germany and France are now the best of friends with-
in the European Union (EU), they had fought for hundreds of
years (the last war in which they butted heads was World War II).
Prior to the commencement of hostilities that led to World War I
in August 1914, both sides had planned for a major clash.

The Germans embraced the strategy as plan school with a
meticulous Schlieffen Plan. Focusing on the right wing, German
forces would smash through Belgium. Every day’s schedule of
march was fixed: Brussels would be taken by the 19th day, the
French-Belgium border crossed on the 22nd, and Paris conquered
and victory achieved by the 39th. Heeding Carl von Clausewitz’s
warning that military plans that left room for the unexpected
could result in disaster, the Germans with infinite care had en-
deavored to plan for everything—except flexibility. In short, there
was no Plan B.

The French were practitioners of the strategy as action
school. Known as Plan 17, the French plan was a radical contrast

to the German one. Humiliated in the 1870 Franco-Prussian War,
during which France lost two provinces (Alsace and Lorraine),
the French were determined to regain them. But the French had
a smaller population and, thus, a smaller army. Since the French
army could not match the German army man for man, the French
military emphasized action—the individual initiatives and bravery
(known as élan vital, the all-conquering will). In Plan 17, a total
of five sentences were all that was shared with the generals who
would lead a million soldiers into battle. Sentence one was “Target
Berlin” Sentence two was “Recover Alsace and Larraine” The last
sentence was “Vive la France!”

In the end, both plans failed miserably, with appalling casual-
ties but no victory to show.

Source: Condensed from B. Tuchman, 1962, The Guns of August,
New York: Macmillan.
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8 PART 1 FOUNDATIONS OF GLOBAL STRATEGY

strategy formulation

The crafting of a firm’s
strategy.

strategy implementation

The actions undertaken to
carry out a firm’s strategy.

SWOT analysis

A strategic analysis of a
firm’s internal strengths (S)
and weaknesses (W) and
the external opportunities
(O) and threats (T) in the
environment.

TABLE 1.2 Four Advantages of the Strategy as Theory Definition

¢ Integrating both planning and action schools

» Leveraging the concept of “theory,” which serves two purposes (explanation and
prediction)

» Requiring replications and experimentations

» Understanding the difficulty of strategic change

perspective we embrace here. Following Peter Drucker, an Austrian-American management
guru, we extend the strategy as integration school by defining strategy as an organization’s
theory about how to compete successfully. In other words, if we have to define strategy with one
word, it is neither plan nor action—it is theory.

According to Drucker, “a valid theory that is clear, consistent, and focused is extraordi-
narily powerful”® A theory in a business context can be viewed as a way of doing business.”
For example, Zoom’s theory “to make video communications frictionless” is clear, consistent,
and focused, helping to channel its energies to make it happen (see the Opening Case).

Table 1.2 outlines the four advantages associated with our definition. First, it capitalizes
on the insights of both planning and action schools. This is because a firm’s theory of how
to compete will simply remain an idea until it has been translated into action. Thus, formu-
lating a theory (advocated by the planning school as strategy formulation) is merely a first
step.! Implementing it through a series of actions (noted by the action school as strategy
implementation) is a necessary second part.> Although the cartoon in Figure 1.1 humorously
portrays these two activities as separate endeavors, in reality good strategists do both.

Shown in Figure 1.2, a strategy entails a firm’s assessment at point A of its own strengths (S)
and weaknesses (W), its desired performance levels at point B, and the opportunities (O)
and threats (T) in the environment.” Such a SWOT analysis resonates very well with Sun
Tzu’s teaching on the importance of knowing “yourself” and “your opponents.” After such an
assessment, the firm formulates its theory on how to best connect points A and B. In other
words, the broad arrow becomes its intended strategy. However, given so many uncertainties,

FIGURE 1.1 Strategy Formulation and Strategy Implementation

Source: Harvard Business Review, October 2011 (p. 40).
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FIGURE 1.2 The Essence of Strategy
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not all intended strategies may prove successful, and some may become unrealized strategies.
On the other hand, other unintended actions may become emergent strategies with a thrust
toward point B. Overall, the strategy as theory definition enables us (1) to retain the elegance
of the planning school with its more orthodox logical approach, and (2) to entertain the flex-
ibility of the action school with its more dynamic experimental character.

Second, this new definition rests on a simple but powerful idea, the concept of “theory” The
word theory often frightens students and managers because it implies an image of “abstract”
and “impractical” But it shouldn't.** A theory is merely a statement on relationships between
two phenomena. At its core, a theory serves two purposes: to explain the past and to predict
the future. For example, the theory of gravity explains why many people committing suicide
were “successful” by jumping from high-rise buildings or tall cliffs. It also predicts that should
individuals (hypothetically) harbor such a dangerous tendency, they will be equally “success-
ful” by doing the same. Each firm has a unique theory (way) of doing business.”® Walmart’s
theory, “everyday low prices,” explains why it has been successful in the past. After all, who
doesn’t like everyday low prices? The theory also predicts that Walmart will continue to do
well by focusing on low prices.

Third, a theory proven successful in one context during one period does not necessarily
mean it will be successful elsewhere or in other periods. A hallmark of theory building and
development is replication—repeated testing under a variety of conditions to establish a
theory’s boundaries.”® In natural sciences, this is known as continuous experimentation. For
instance, after several decades of experiments in outer space, we now know that objects
dropped by astronauts inside a spacecraft would not fall. Instead, they float. In other words,
replication helps us understand that the theory of gravity is Earth bound and does not
apply in outer space. Such replication seems to be the essence of business strategy. Firms
successful in one product or geographic market—that is, having proven the merit of their
theory once—constantly seek to expand into newer markets and replicate their success.”
Each new entry can be viewed as a new experiment. In new markets, firms sometimes
succeed and other times fail. As a result, firms are able to gradually establish the limits of
their particular theory about how to compete successfully. For instance, Walmart’s theory
failed in Germany and South Korea, and the firm had to pull out from those markets. Just
as knowing the limits of the theory of gravity helps the scientific community, knowing the
limits of a business theory, although painful to managers involved, is beneficial to the firm.
Walmart’s corporate performance actually improved after exiting money-losing operations
in Germany and South Korea.

Finally, the strategy as theory definition helps us understand why it is often difficult to
change strategy. Imagine how hard it is to change an established theory. The reason that a cer-
tain theory is widely accepted is because of its past success. But past success does not guarantee

replication

Repeated testing of
theory under a variety of
conditions to establish its
applicable boundaries.
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