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Turning global presence into
global competitive advantage

(Hobal presence does not automatically ensure com-
petitive advantage.

For exampde, in the sarly 19908 PepsiCo Inc estab-
lished an ambitious goal to more than triple s
Imternational soft drink revenues - from $1.5bn in
19590 1o $5bn by 1966, Charging boldly in pursuit of
this goal, Pepsi had built an extensive global pres-
anct by the mid-1580s.

Suill, this global expansion did not translate into
growth and profitability. In fect, by 1997, Pepsi was
withdrawing from some major markets such as
South Africa and had to faee & nearly $1bn loss
from international cperathons.

While the global market for beverages continued
to expand rapidly, Pepsi's international market
share and revenues were actually shrinking, in
sharp contrast to the situation of an sggressively
growing Coca-Cola (ses “Battéred PopdiCo licks its
wounds”, Richard Tomkins, Financial Times, 30
May 1967, p. 26 or e fimasteriag com).

global presence into global competitive
advantage requires a company to explobt the value
creation cpportunities generated by global presence
and to mest related challenges. This article identi-
fies those opportunities and suggests a framework
for analysis and setion

Four of the meost slzml'lmnt sources of global
competitive advantage are listed in Figure 1 and
discussed below,

Adapting to local
market differences

Being present in multiple countries means that &
company must respond to differemt markets
through local adaptation of products. services and

Processes, .

For example, Baskin-Robbins offers groen-tea-
favoursd boe cream in Japan and McDonald's offers
burgers made from lamb rather than beef in India.
Such necessary adaptation has the potential to
vield thres major benefits for a company:

Increased markat share

Offering standard products across ocouniries
restricis the market o only those customers whose
noeds are met by these prodwets. [t follows that
local adaptation of products will expand the market
by capturing those customers whose mesds are bet-
ter meéd by tailored products.

2“##!*1 price realisation

Talloring for customers imcreases the value
delivered 1o those customers and thus justifies
higher prices.
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Cne of the natural advantages that most local
competitors enjoy is their deep understanding of
and single-minded responsiveness to the needs of
the local market.

When a global company alse starts to customise
its products and services (o sattely local needs and
preferences, such a move consiitutes a frontal
attack on the local competitors in their primary
area of possible advantage.

To reap these benefits from local adaptation,
management must do the following:

® Find the right equilibrivm fn the tradeof
berween Jocalisation and cost structure. In many,
though not all, cases, loeal sdapiation of products
and services will incresse a company's cost struc-
e,

® Understand when local adaptation s unneces:
sary. In some instances. local adaptation may acto-
ally impede popular acceplance. For example, when
it entered the South Korean market. US restaurant
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Just having a giobal presence does not guarantee that a company will
enjoy global competitive success. it has to exploit the opportunities

for value creation that its global presence offers, Vijay Govindarajan
and Anil Gupta detail the four main opportunities that a global presence
offers and explain how managers can best exploit them. They conclude
by offering a framework for how a company can create the best giobal
network for its value chain,

Global presence

chain TGI Friday incorporated many local dishes
such as kimchi in its menu Analysis of the reasons
behind the tepid market porformance of TGIF in
South Horea revealed that customers anticipated
going to TGIF &8 “a visit to America”™ and were dis-
appointed when they found the same old local dish-
5 on the menu.

Exploiting economies
of global scale

A primary effect of building global presence is that
companies enjoy a larger scabe of operations (lang.
er rovenues. a langer asset base and so forth),
This can create competitive advantage previded
the company systematically undertakis the tough
actions nesded o conwert larger scale inte
economies of scale. Exploiting economdes of scale
can result in one or mare of the following benefits:

1mumm.smuwm
Generally, this benefit matters mest in the case
of activities such a8 restarch and development and
advertising. For example, Merck can spread R&ED
costs over its global sales volume and thereby
reduce ijts per-unit costs of development.

znm in capétal and operating costs per wnit
This benefit results from the fact that doubling
the capacity of a production facility typically
increases the cost of building and oporating that
Eacility by a factor of bess than two.
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As & a:luha! company concentrates its purchasing
power over any specifie supplier (for example as
Marriott might do with PepsiCo), it generaily bene-
fits from volume dissounts and lower tramssction
COSLS.

Creation of critical mass in selected activithes

A larger scale gives the global business the
opportunity to bulld centres of excellence for the
development of technologies andior produsts

Figure 1

Further
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These benefits almost never materislise aute-

Ielltndmcurammﬂntmmluehptm
mind in decisions regarding facility location.

® Ensure frictioniess co-ordination. [solating man
ufacturing oporations from their targeted markets
poses the risk of inadequate or delayed response to
market nesds unless cperations are perfectly oo

ordinated,

@ Bulld world-class cios ai the jac

where the activities will b concentrated. The rest
ofa hecomes d dent on the locationds)

where an activity is concentrated and will wind up
with global mess instead of global competitive
advantage unbss world-class competencies ane
developed thers.

Tapplnnihtmlllmﬁm

Every firm has to perform a number of activities
along its value chain - for example, research and
dinrelopment. manufacturing, marketing and distri-
buthon. Tapping the optimal locations for executing
each activity can yield three strategic benefits:

Parformancs snhancament

Microsoft's decision to establish a corporate
research lab in Cambridge in the UK 5 a good
example of a lecation decision guided almost exclo
sively by the goal of bullding warld-class exoellence
In & sebected activity.

Cast reduction

Mike's decision to manufacture athletic shoes in
Asian countries such as China, Vietoam and
Indonesia is an example of a location decision
founded predominantly on cost-reduction consider-
ations.

Risk reduction

A critical basis for cost competition between
Caterpillar and Komatsu has been thelr relative
Ingenuity at managing currency risks associated
with the wild swings in exchange ratics among the
dollar, yen and other major curgencies. For these
eompetitors, one of the ways to manage such cur
rency risks is to spread the highcost elements of
their manufacturing operatbons across a fow care
fully chosen locatbons around the world.

Management muast do the following if location deci-
slons are bo create global competitive advantage:

® Ensure that location-driven advantages ame nei
ther squandersd, nor neutralised by competitors, as
a rosult of woeaknesses in productivity and quality
of internal operations. The choice of a seemingly
afptimal location can only guarantes that the quali.
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ty and cost of fmctor inputs will be optimal
Management skill & required 1o comvert these
inputs into value-added outpuats.

® Ensure that today's lecation decisions do pot cre-
afe inflexibility with respect to the Nkely need fo
zhilt locations &t soume point in the future. For any
particular activity, today's optimal location may
not still be optimal three years dowm the road.
Because countries evolve over time at different
rates and in different directions, factor inputs may
become cheaper andior of higher guality some-
whore else, [t follows that a relentless parsuit of
cptimal locations requires the global company 1o
remain “footloose".

& Excel ar oo ACToEs locations.
Crptimal locations will generally be different for dif-
ferent resources amd activities; thus co-ordination
will be required.

Maximising
knowiledge transfer

To explodt the resource andior market oppartunities
of the local environment, every subsidiary has to
accumulate some unique knowledge. Some of this
knowledge may be relevant scross several countries
and if leveraged effectively can yield benefits:

Faster pr and p

All innowation requires the incorporation of mew
Kleas. These can either be generated internally or
acquired from others. If a company is skilful at
knowiledge transfer across subsidiaries, subsidiarbes
can benefit from the innovathons of their peers.

For example, Whirlpool's development of an
award-winning superefficient chlorofluorocarbon-
free refrigerator incorporated compressor technolo-
gy from its Brazilian operations, insulation technal-
ogy from its European operations, and design and
manufacturing expertiss from its US operations.

zmﬂﬂm
A second consequence of not relnventing the

whel is considerable savings in the costs of inno-
vatkon. For exampbe, the efficient “stocklist-based™
distribution system developed by Richardson Vicks'
Indian operations has found ready applicability in

the company's Indonesian and Chiness opsrations.
Such cross-border replication of an innovation sig:
nificantly reduces the costs assceiated with “from-
the-ground-up” experimentation.

Reduced risk of titive pre-smption

A global company risks becoming a fount of new
idess for competitors if it demands constant inno-
vations from its subsidiaries but ls weak at trans-
ferring innovations across subsidiaries. Transfer of
knowledge across subsidiaries significantly reduces
the risk of competitive pre-smpeion.

Mest companies tap only a small fraction of the
potential economic value inherent in the transfer

and beverage of knowledge across borders. To cap- ST &0

ture the full potential, management must: esneninf backgrmund
for 10 weisisks

@ Ensure that subsidfarfes are hussiagtic to

stuwre what they know, At least some subsidiaries WWWw.

will view unbquely valusble knowhew as the our. m_

rency through which they acquine and retain polit-

bcal power within the corporation. Later we sugpest com

some mechanisms (o encourage sharing instead. Tha "

@ Make subsidiaries sager fo leamn from peer wnits. b e

Like the “knowledge ks power” syndrome just cited, COPREIION Wil the

the “pot invented here” syndrome also aficts FT Mast

many organisations. It |s driven by ege defences Mansgoment

that induce some managers to block information R

that suggests the greater competence of others. for €100 & year

Power strugeles can also lead some managers (o ¥

pretend that the knowhow of peer units is nedther Ring

unbque mor valuable Again, mechanisms to eoun- 44 181 587 0181

teract this are discussed below,
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Designed for bank executives responssble for profio
cenire o bank strategy, Strategic Management in
Banking draws on a decade’s worth of rescarch by
ihe Fapersianioned Finarcial Sergices Research
Prograsime. 3 unique pannership berween
INSEALR 2nd leading financial nsiueons

Jean Dermine, Programsne Ditoctos. amd his tesm will
beaxd vour theough an indepah amd cnlightoning
investigation of strategic bank management. The
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+ Managemenl Jocouming and use of fnandcials iy
sapabagic decision-making:

= Marketing of financial services and nformanon
techinokiggies:

+ Changing capisal markets and the Bupe (inding the
best strategic position

Special Feature
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INSEAD has developed Risk Management in
Banklng for senior bank exccutives secking a
comprehensive review of risk management.

With Ingo Wakter, Programme Director, you will study
curfent managemen challenges and solutions. as
well as emerging sounces of risk,

Yiou will develop the fllowing themes:

= New ways of and position risk;

= Mastering credit risk evaluation:

* Frevening pordiolio exposare;

= Avouding ofl-balance sheet exposure;

+ Understanding reputation risk management and
wnconiained losses

INSEAD

INSEALN's highly-advanced ALOO {Asact-Lishaity Committee) Challenge computer simulation recreates an
imternational banking environment complete with its strategic and regulatory dimensions. Pasticipants
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