. - - < business and industry and elsewhere, interp,.

In a world characterised by fast-moving develf)P_m e 1 b‘}sll;::;?;;s[;daﬂd th:iyncreasing trend of reach.
tionalisation is a pervasive phenomenon. So are digitalisation of that come to the fore in the case of
ing out to partners in cooperative relationships. All these are t_hg ———— hapter. Internationalisation ang
organisation such as Ranbaxy that we highlighted at the beginning of ting q apt th;nll many a times becay
digitalisation are glamorous strategic options in many ways. ()rga:msatlons augp: s hich lyevel of busi se
it is the in-thing to do. Yet, there are mynad challenges and pntfal!s:_ It 'requu,es; a hig i lllsmes§
acumen to succeed, Cooperation is seen as a viable option to competition in today's b UEnGAwOr L LN fat,
the three strategies of internationalisation, cooperation and digitalisation ha‘f‘-’ much in common and S“pp"f‘
each other as strategic alternatives. This chapter will discuss many of-{hcsc issues and more.

6.1 INTERNATIONALISATION STRATEGIES 5 © .. -

International strategies are a type of expansion stratégics that réquire organisations to market their products
or services beyond the domestic or national market, For doing 50, an organisation would have to assess the_
international environment, evaluate its own capabilitiés and devise strategies to enter foreign markets. There
are several entry options that an organisation can choose from, as we will see shortly, ranging from exporting
t0 setting up wholly-owned subsidiaries. Then the organisation would have to implement the strategies and
monitor and control its foreign operations. In this mannér, ij;tfefqi_aﬁonéilj strategies requir

i VI

L gl Operations, nanne uire a different strategic
perspective than strategies that are formulated for and implemented i, the national context. Let us begin by
looking at the larger context _i:ll__w.l‘l'ilch_tlye\intemational strategies .op’cra!e;, A S ’
Context for Internationalisation Strategies <7

4 e e B . T ":Fx.“_'_'-._'f'._;f :‘ i 73 . "
International trade and investment have grown dramatically since the end of World War I1. There have been
several factors that account for this growth. The major factors are the technological developments reducing
the transportation costs, improvement in communication technolo

: S gy enabling bett ‘no
and investing nations and the policy-induced trade liberglisar: . § better contact between trading

investmernit. v o o e o .. ! .
The two trends of lowering of trade and investment barriers between natio
' investment have led to intensificytior e
governing trade and inv 2Vicatlon of globalisation of productic
S e \ . uction and markets.
Globalisation has emerged as 2 p_otcnt fqm (?Wll.lg 10 global Integration-_the inﬁensiﬁcatilclm‘0(13 economic
linkages among nations—and the intemationalisation Of markets, trade, finance technology, labour, comme-
nication, transportation and the economic institutions, ' ology, labour, co s
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The globalisation of production ﬁnd
cafions. Taking advantage of lower tar;
erse production at locations where the

¢

fnfl f;iﬁ;a: mefc'“nd impact on the corporate strategies of organi-
o nd ease of cross-border investing, organisations can dis-
heir P roducts and services across borde bt P economic advantages. Similarly, organisations can market ,

International economic dynamics aceq Owing to the ease of transportation and communication. ;
ncularly since the oil crisis of 1973, have gpam“' by geopolitical changes, over the past several years, par--
changing international environment anged the paradigms of international business. In the context of
:eed to focus upon to gain a com {l:u nations need to identify the industries and businesses that their firms
Ly posess competitive ady petitive edge. We see next a model that seeks to explain why some nations .

o : an.tage = pal't“:lilal‘ mdustnes and how firms in that nation endeavour to utilise-

that advantagc -
porter's Model ol Competilwe Advantage of Nauons /@ | "

Porter, in The Competitive Advantage of Nations, has extended his idea of the compemwc advantage of ﬁrms
tothe analysis of competitive advantage of nations," later extended in his 1998 book on competition.” In his
opinion, four national characteristics create an environment that is conducive to creating globally competi-/

give firms in particular industries. ‘Thesé four national characteristics are also interrelated as shown in Exhibit.
6.1, in the form of a diagram p popularly known as the Poner s dlamond The four factors are called the.

SR M O R VSRR G e i e
3

ond determinants.
P Factor conditions "The spec1a1 factors or mputs of productmn such as natural rcsources, raw materxals,
Jabour, etc.; that a nation is especially endowed with. - p Bpel s : £

2. Demand conditions The nature and size of the buyer’s needs in the domesuc markzt
S/Reiarea' and supporting mdustnes ‘The e:austcnce of rclaled and suppomng mdustnes to the ones in

. J

which a nation excels. -

4. Firm strategy, structure and rivalry
~ organised and managed and the naturc of domesuc compeunon Bty

a: e Lo
o i I R L TR

The condmons in the natlon detemunmg how ﬁrms are created,

et

:l-:xtiibit_s.t-'The' Porier's‘diamopd e, B R BT B

Government = . , Y

E 5 Firm strategy, ) :
structure, I e ' sl ' ¢
and rivairy ElE L LRy

A Den_iqnd gt |
o conditions _ .

" Factor
.. conditions

Related and
supporting
Industries

Serendipity

soume s d" M : poné? 71 Competitive Advantage of Nations', Harvard Business Review, March-
ape rom A :,v.-':; Cgtaenba e TTAT I P I S : .
Apn|1990 p 77 I ’ ’ oA

.
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Based on an analysis of these four sets of factors, a country can determine the industry or indlfst.ry niche in
which a cluster of companies that are globally competitive can be developed. But doing 50 15,2 task that .
requires concerted and coordinated action on the part of the national governments and the business f,lm‘nst..é
Government plays a significant role in impacting these four factors. Chance or serendipity may also play a.
role sometimes, which may help to explain why a nation or geographical area with no apparent strength came
to be associated with a fortuitous industrial concentration. BT JUE R T L
‘The diamond of competitive advantage can be viewed as instrumental to the creation of Jocalised knowl- .
edge clusters, usually restricted to particular industries, which arise from the linkages among specific factor,
conditions, demand conditions, related and supporting industries and a particular configuration of firm strat-.
egies, structure and rivalry. The framework of Porter’s diamond has in some cases been useful in explaining
why internationally successful industries from a particular nation became globally competitive. This has
largely been an outcome of favorable local diamond determinants. This has happened, for instance, in‘the’
case of the automobile industry in the U.S., leather industry in Italy or watch industry in Switzerland. -,
Porter defines a cluster as ‘a geographically proximate group of interconnected companies and associated
institutions in a particular field, linked by commonalities and,r:ompl,erni:ntf?lritie_s’,,6 Here, itis fundé;_ngntally,_.{
conditions external to the individual firm that drive cluster functioning while many forces and actors .in_ﬂu},
ence the ultimate success of a cluster:: These conditions may include specialised and advanced production.
factors, sophisticated demand, cooperative linkages with firms in related and supporting industries and in-,
tense domestic rivalry. The idea of clusters helps to explain, for instance, why are there so many factories
making leather products at Agra and Kolkata or why safety matches units are concentrated at Kovilpatti and
Sivakasi. bE R B Y gl R e o e T s Y u"'_.-'s-'.-.;'. _’"\\
. The remarkable growth of the Indian IT.industry or the Indian pharmaceuticals industry can be partly -
understood and explained by the help of the Porter’s competitive advantage model, The IT industry relied on
the technical skills available at lower.cost, high demand created by domestic companies offering softwa;e\‘
services to foreign firms and looking for.outsourcing, existence of semiconductor and other supporting in-
dustries to manufacture computer hardware and the presence of IT clusters at many cities and the stiff com-
petition that Indian computer companies experienced all through the 1990s. ‘The Indian pharmaceuticals
industry got a tremendous boost all through the 1970s and 80s through the protectionist policies of the
government, large population—creating a huge demand for medicines, existence of upstream supplier indus-
tries and competition among a targe number of big and small firms in the organised and unorganised sector.

13

PN

Types of International Strategies  * ... =~ . /
Two sets of factors impinge upon a firm’s decision to adopt international strategies:

o Cost pressures denote the demand on a firm to minimise its unit costs. By doing so, the firm tries to
derive full benefits from economies of scale and location economies. Ideally, the firm seeks a single low-
cost location, producing globally standardised products and marketing them widely around the world to
achieve economies of scale. Typically, cost pressures are high in industries that produce products that
have characteristics of 2 commodity such as chemicals, petroleum or steel. These products serve univer-
sal needs. Some category of industrial and consumer products such as personal computers or cameras

-

too have similar characteristics. e :
o Pressures for local responsiveness make a firm tailor its strategies to respond to national-level differ-

i i i nd tastes, government polici ine :
enngﬂnablcs like customer preferences and taste g__]1 pol:E es or buSI.nes's prac
tices. In doing so, the firm customiSes its products and services to the requirements of the individual

- country-market it is serving. A whole range of products and services like cars, clothes, food, entertain-
-ment or insurancé face pressures for local responsiveness and firms have to tailor them to the require-

ments of individual country-markets.

-
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ressure for cost reduct; '
per—minImiSINg unit costs may not b h.e Pressure for local responsiveness act in a contzadictory man-

: € pos
ﬁmnes The Juxtaposition of thege tw%ofas:;?le wien Products and services have to be differentiated across
girategies o ‘ Os, as shown in Exhibit 6.2

Ty - eiagwre, .

e
Yo gty
R TL B TR

r._',.,- nind RSN R : : }
: lt 5-2 FDUT e M i o Nty "\_" g ,
?Exh‘ib Bs. r.\__,____.‘\E__s_g intermational strategies .| . .\
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Source: Based on C.A. Barflett & S. Ghoshal, Managing Across Borders, Boston, M.A., Harvard Business School.
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According to Bartltt and Ghoshal, there are four types of intérntional siraiegics: intechational srategy,
multidomestic strategy, global strategy and transnational strategy.! =3
¢ Firms adopt an international strategy when they create value by transferring products and services ta

foreign markets where these products and services are not available. This is  simple strategy in the sense .
that an international firm, by maintaining a tight control over its overseas operations, offers standardised.
 products and services in different countries, with little or no di_fferc.rgl,iatiqp.;_ 3 b =
o Firms adopt 2 multidomestic strategy when they try to achieve 2 high level of local responsiveness by
matching their products and cervice offerings to the national conditions operating in the countrics they

operate in. In this case, the multidomestic fll'm_ am?,mpts t{.} extensively gslomi:;‘e L p@ucm.-?nq ‘
 services according to the local conditions operating if the different countrics. Op¥iataly Rut Leads g
high-cost structure as functions sue as research.and development, Eﬁ’fdlfﬁ_e_lﬁn ang_markgunghym be
. B D SR L R G it PR s
experience curve effects a0 ocation economies z'md offering s@ndwlsed products and services across
o .05 The global firm tries to mtenswe!y focus on'a low-cos}' structure by leverggmg their*
_dlffere_nt c9untrlCS: . ertain products. and services and concentrating the production of these
expertise 10 providing d services at a few favourable locations around the world. These products and -
- :znvgii:;d;sedolg :f;lcit; ':l:l undifferentiated manner in all countries the global firm operates in; usually at

competitive prices. o

(O
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e Firms adopt a.zransnatzggg.(_,w whefi they adopt a combmcd approach of low-cost andggh Iocal
1 rg._g_qrngeness simultaneously, for their products and services. Dealing with these two often contradic:
" tory objectives is a difficult proposition and calls for a creative approach to managing the producnon and
marketing of products and services. Bartlett and Ghoshal make a strong case for adopting the
transnational strategy as they opine that this is possibly the only viable strategy in a competitive world.
They feel that the flow of expertise should not be a one-way process from the transnational firm situated
in a developed country to the - developing countries it operates in. Rather, as Bartlett and Ghoshal sug-
gest, a transnational firm should transfer the ex xpertise from its foreign subsidiaries to its headquarters
and from one foreign subsu:h

ary to another foreign subsidiary through a process they term as global
1eanung i 8 T bRt :

As you will note, Indian firms would find it challenging to adOpt any of the four types of international
strategies. For doing so, they would either need to adopt a low-cost approach and/or offer differentiated
products and services across different countries. Both these approaches are difficult to adopt in the absence
of the capabilities required. It is for this reason that the only world-class industry that India has is of software
development. Here, a low-cost approach is possible owing to a variety of fortuitous reasons such as low cost,
wldely available expertise in IT and less government interference. Further, local responsiveness is not neces-
sary in the case of software development due to the technical nature of IT products and services. Following a
similar line of thought, one could say that the other industries where India could find a niche are the service
industries, in general and knowledge-based industries such as pharmaceuticals and entertainment.

International Entry Modes -

When a firm adopts one or more of the international strategies, the question arises about the mode of entry
that the firm should adopt. Mode of entry means the manner in which the firm would commence its interna-
tional operations. There are several entry modes, each with their own set of advantages and dlsadvantages A
firm would have to decide which mode suits its circumstances best before it could be adopted.

~ Root presents a three-part classnﬁcatlon of entry modes, nnder which we could place the deferent entry.}
modes menuoned by various authors.’ . __- sl x| Ny |
. Export Entry Modcs Under these modes the ﬂrm produces in the homc coumry and markep.s m the
overseas markets. - e ' '

(a) Direct exports do not involve home-counu'y intermediaries and markenng is done elthcr through _adl‘rect
agent/distributor or through d direct branchfsubmdxa:y in the overseas markets. ~ " '

(b) Indirect exports mvolve mtermedtanes in lhe home country who are responsnble for expornng the ﬁrm s
products “s

2. C'ontmctual En!ry Modcs These modes are non—equny -associations between an lntemanonal com-
pany and a company or any other legal entity in the overseas markets." .
(a) Licensing is an arrangement where the international company transfers knowledge technology, patent
. etc. for a limited period of tnne to an overseas entlty, in return for some form of payment, usually a
. royaltypaymeﬂt- o e : i P SN S 4N P S TN
(‘b) Franchising involves therighttouse a busmess forrnat, usually abrand name, in lhe overseag mar!zet in
. return for the franchiser receiving some form of payment.. * =~ = SR
(c) Other forms of contractual arrangements such as technical agreements (for technology transfers), ser- _.
. vice contracts (for technical support or expertise provision), contract manufacturmg, producnon shar-
.‘ mg, turnkey aperatwns, build-operate-transfer (BOT) arrangements, etc.
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4, Investment Entry Modes
pased o1 som;e o Zf ety investment or direct foreign investment. -~ -

pint venture and strategic allj, ) i FVIK] stment. -~ ‘
2) J si¢ alliances involve a cooperative partnership between two or more firms, with

‘financial interests as the basis of cooperat;
heading of cooperative strategies. ) p z ,.an?l}' (.':fl}cse enl:rj‘r g _hﬂ_V"- _b.ce" dlspwc{i egr_hq.r.und?{ the

These modes involve ow :
odes involve ownership of production units in the overseas market,

O AR S

ependent venture - oy . . :
v g;ndypholds 100 per é:n?;;?i‘: Ily_o“.m‘fd Subsidiaries are modes in which the parent international com-
y and is in full control, Such facilities may be created either through a new

: i | : > ,
vesture known as greenfield venture or acquired through takeover strategies.

A f;n: ﬁZtZ?ﬁin:E;;l “I:o:into nternational markets ha'sit'o‘wei gh several factors before choosing one or
IE ) iower level ot vom es. Normally, exporting and'licensing are the easier initial options as these
involve a lower e\fcl of commitment and hence, lower risk, Strategic alliances have proved to be a popular-
entry mode due to its several advantages such as facilitated entry into foreign markets, sharing the risks and
cots of entry Or Ls1h8 complementary skills and assets with strategic partners, But for a stronger presence,

joint ventures or wholly-owned subsidiaries are required.

BﬂﬂT'K{Obf?/ Firms TradlhOnal theories in internationalisation strategy explain the process of firm inter-’
nﬂ?°“allsat‘°§ 5 g._radu_lzlll, where firms start as exporters and progressively move on the life-cycle trajectory’
to use strateglc allla}'lces and joint ventutes and finally, to the stage of having wholly-owned subsidiaries.’
Accelerated internationalisation in recent times has seen firms jumping the queue to adopt a stage further on
the life cycle. In this context, the born-global firms are “business organisation that, from or near their found-
ing, seek superior international performance from the application of knowledge-based resources to the sale
of outputs in multiple countries.’ 1 The born-global firms tend to be smaller firms formed by proactive entre-,
preneurs. This phenomenon is quite common ‘among Indian expatriates. Typically, the born-global firms
offer products and services that involve a substantial value added, often due to significant processes or,
technology breakthroughs. The born-global firm owner adopts a global focus from the outset and embarks on
arapid and dedicated internationalisation. In recent times, we observe the emergence of such firms that can
possibly be explained by the ongoing trends such as advances jn information and communication technolo-
gies, the increasing role of niche markets and the growth of global networks. All of these help in facilitating
the development of mutually beneficial relationships with international partners. el R
" Several foreign firms in India have taken the route of exports, followed by strategic alliances and joint
ventures. With the liberalisation of government policies, reduction of stringency for foreign investments and
promulgation of the Foreign Exchange Management Act, the entry of intemational firms has increased. The.
Indian firms have also shed their inhibitions and, for reasons _desqn}aed earlier in this subse;tion,l started
moving beyond the national boundaries. The Indian softwane industry has also seen the emergence o_f b?rn-
global firms owing to a fortuitous juxtaposition of Indian entrepreneurs, expatriates and. venture capitalists.
An Exahiple is of the non-profit organisation, The Indus Equgpmne_urs, foun_ded in1992in $1_hcgn Valley.by
. ‘ O Lecutives and professionals with roots in the Indus region. ' The Indian
a group of entrepreneurs, COPOrate EXeCr = 0LES5I0mA £ ) __ :
diasporas have made a significant conmpflnon to the ficvelopment of born-global ﬁfms.. For instance, thou-
sands of Indian IT professionals in the S;I;gon Valley in the E'S' havfc fprmeq effective linkages to create IT
Services companies, several of ‘?'hic,h e h.o‘m -glopa]_ﬁms. —_—

Strategic Decisions in lntcrnationgllsa:}:‘“_'_ WTREE SN DU T TOIEOR] -
e oL song relatéd (O ¢ international entry modes: which international mar eis to
:Ilalteel;e ar; th?‘." St:at:hgcl:;‘.: ;farkéts and on what scale.” We look at each of these strategic decisions.
T, when to enter Lo ' ‘ ' ' '
SR e i le markets around the world, in more than
: , efs o Enfer? There areinnumerab .
Whick lntemafmnalﬂﬂf]‘ kets has a different profile in terms of benefits, costs and risk. Clearly then,

200 countries. Each of these mar
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expect
as to carefully assess the €XP sessment of international market

a firm contemplating internationalisation h LA rational as
e
the costs that are liable and the risks that are likely to be fac RIS and risk of market entry and Pfoﬁhn
opportunitics wouldcallfora il analysls Oi{ lthhe bc:t:r;ctweness and long-term Elr ofit lg: tential., Bul
t may occ
of countries by assigning them ranking in terms of theil into mternatwﬂ mar Y oceyr
such a raticnal assesimest might not really be adopted in pr actice. Eatry
as a logical outcome of the organic growth of a firm ofJ
‘The Indian pharmaceuticals industry has made impress
ent ways. A research study into the phenomenon ¢ of intern
try offers an interesting insight by pointing out that more
internationalisation strategies during the decade, 1990- 2000. The mtf
panies entered are situated in the developmg countries (55.2%), deve OPC

.and Eastern European countries (7. 3%).1

Timing of Entry into Infernational Markets Having decided whi
next strategic decision is about the timing of entry. By timing of entry is
is made earlier than other international companies or later than them.

tages associated with an early entry, like that of registering presence by building
demand, sales revenue and market share and create entry barriers for other companles But there are some.
disadvantages of being a first-mover as well, like that of facing greater risks and i incurring PlOﬂeCﬂng Costs.

tance. . . '
just by happens the mtcmanonal markets in chffer.

into
jve forays on of the Indian pharmm:eul:mals indys-

ti
[;l:: gl(;s]zrge and small Indian compani¢s adopted
mational markets in which these com-

d countries (37.5 %) and the Centml

ch mtemauonal markets to enter, the

meant whether the international entry
There are several first-mover advan-
the brand name, build up

scale of Enr!}' into !ntcmarional Markels The fi nal strategic decision related to mtematnona] entry IS
that of the scale of entry. By scale of entry is meant entry on a small scale with little commitment in terms of
resources or a large-scale entry with significant commitments. A small-scale entry | has the advantages of
testing the waters before the final plunge is taken and the possibility of a reversal of the stmteglc decision if
the entry turns out to be unproﬁtable Large-scale entry has the advantages of i 1mpact1n gthe local compeﬂtlon
sxgmﬁcantly in favour of the company and creating a major presence, .

Voowogk Mogad

Advamages and Disadvantages of Expansion through Internatlonalisation ' ol

International Sll‘ategles offer an attractive strategic altemative for expansion by firms and carries wnth it
rewards in the form of lower costs, increased sales and higher profits, There are ample opportunities for
economies of scale and leammg Above all, it offers what we could say, a glamorous option for expansion
strategies and a promise of above-avcrage returns. Some of the major advantages of mtcmat:onal strategies
are as below.

» Reahsmg economies of scale By expandmg salcs vo]urnc through international expzinsion_ ﬁmis can
. realise cost economies from economies of scale.
® Realising economies of scope Firms develol) valuable competéncies and skills when they opcrate in
N __home markct; and implement pa:ucular business models. When these COmpelencu:s and skills are
stretched by irms to operate in global markets and their busines
7t s models ar
. scope can be realised. ¢ l‘epllcated economies of
o Expansion and extension of markets' Economies of scale and sco
kets from local to global markets, in a two-way beneficial relatj
enable the firms to realise lower costs and attain economies of sca
® Realising location economies In the beginning of this chapter, S olfh = wing
e ¥ menuon
national competitive advantage. There we saw how some countries are ep, dow:g :11;1 f;oncr f modcl of
that provide them a national competitive advantage. This advantage cari bs utilised b ; tura resourccs
at lower cost or to use their low-cost advantage to provide dlffercntlatlon ordo both.y irms to Produce

pe enable firms to expand their mar-
onslnp where the’ expanded markcts

I . -
T RETTE
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, Access 10 TESOUICES overseas Ry o

anding : ;
(hat they do not get when they operate E\ P Ng Mternationally, firms gain access to resources Overseas
' or human resources.

omestic markets only. Such resources can be natural, financial
e advantages of intemationalisation can onl

e o y be achieved, however, by assuming a c;:ﬁain number of -
addltlgnal “;St;’:f;s::gmmcmfﬁ COSts and informational costs which a{e barely fisible at a superficial . |
Jevel: T!’et; o COS'S flave been most clearly demonstrated in the studies on the choice of organisational
structure 10 He ;l'.ltematlf?ﬂahsatlgn Pmcess,‘ﬁ Such information costs tend to decline substantially with the
qccumulation o mternauor'lg}l cXperience. Many studies have therefore focused on the initial entry choices |
‘hecause they represent a critical learning phage, ! | |

Overall, international strategies offer g attractive strate
can be great. Itis generally recommended
nities, but should be wary of over.

The disadvantages of international Strategies lie in factors such as: - :

o Higherrisks Intema:tlonal expansion often entails a higher risk as compared to a situation where a firm

operates only domestically. '[‘hese risks dre related to uncertainty in the economic and political environ-
ments of the hostcountries, &, =: «:. o o o . :

gic alternative to firms. Yet, the cost of failures .
th:‘it managers should be eager to pursue new international oppor-
©xpanding or overextending their firms, particularly geographically.!®

* Difficulty in managing cultural diversity “International firms face challenges of managing cultural di-
versity within and outside. Within, they have to manage employees who come from different cultural
backgrounds. Qutside, they serve markets that iiay be very différent culturally, from their own domestic -

¢ High bureaucratic costs "".Opcfaﬁ:ig”iﬁfemaﬁcna}ly"féquires an extensive coordination between the
home office and the foreign operations and subsidiaries, These Tesult in higher bureaucratic costs of
coordination and communication, " 11 e -

¢ Higher distribution costs When a firm operates internationally and in order to utilise its home advan-
tages, does not set up manufacturing facilities z}brgé.d,‘_glheri Supplying products might entail higher distri~
bution costs. Even when manufacturing facilities are established in countries where markets for the firm
exist, the differences in distribution channels might require highercosts to operate, ©

* Trade barriers * Despite 11berallsatlon 'qB:f trade between countries, sﬁb:sﬁantial trade barriers in'the form -
of tariffs, pricing 'réSﬁiictiﬁnS; di.ffgryig I'S_tt.lll}(!égl'}dls_(')l: local content requirements exist,


http://scannergo.net/?utm_source=pdf&utm_medium=watermark&utm_campaign=scannergo

