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The Wonder From Sweden:
Is IKEA’s Success Sustainable?

• The world’s most profitable retailer

– Note: it’s IKEA, not Wal-mart!

– 360 stores, in 40 countries, employs 150,000 people

– Has earned revenues of 37 billion euros

• The rise of IKEA

– Started in 1943 by a 17-year-old as a retail outlet

– Took 20 years before it expanded beyond Sweden

– Sells similar home furnishings across the globe

• Little adaptation

• Makes allowances for some adaptation
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The Wonder From Sweden:
Is IKEA’s Success Sustainable?

• Keeping costs low is their value innovation.

– Shifted from an international strategy to a global 

standardization strategy

– Attempts to achieve economies of scale through 

managing a global supply chain

• Implementing production techniques 

• IKEA’s revenues by geographic region:

– 69%: Europe

– 15%: North America

– 09%: Asia and Australia

– 07%: Russia
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The Wonder From Sweden:
Is IKEA’s Success Sustainable?

• IKEA faces significant external and internal 

challenges going forward.

• External Challenges:

– The global supply chain has become a bottleneck.

– Growth slowed after the recession.

– Consumers are concerned about deforestation.

• Internal Challenges:

– Constraints in accessing large sums of capital

– CEO succession
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The Wonder From Sweden:
Is IKEA’s Success Sustainable?

• Both a rich developed country (the United States) 

and emerging economies (i.e., China and Russia) 

are the fastest growing international markets for 

IKEA.  What challenges does this pose for how 

IKEA ought to compete across the globe?
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What Is Globalization?



Copyright © 2017 by McGraw-Hill Education. This is proprietary material solely for authorized instructor use. Not authorized for sale or distribution 
in any manner.  This document may not be copied, scanned, duplicated, forwarded, distributed, or posted on a website, in whole or part.

Globalization

• Globalization is a process of closer integration 

and exchange between different countries and 

peoples worldwide.

• Globalization is made possible by:

– Falling trade and investment barriers

– Advances in telecommunications

– Reductions in transportation costs
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Globalization Has Led to                                                  
Increases in Living Standards

• Germany and Japan

– Export-led growth, despite devastation after WWII

• Brazil, Russia, India, and China (BRIC)

– 40% of world’s population, now produce half the world’s 

economic growth

– China: the second largest economy worldwide

• Hong Kong, Singapore, South Korea, and Taiwan

– Are now advanced economies, which                                            

were previously undeveloped
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Global Strategy

• Part of a firm’s corporate strategy

• Goals:

– To gain and sustain a competitive advantage

– To compete against other foreign and domestic 

companies around the world

• Foreign Direct Investment (FDI):
– A firm’s investments in value chain                                                  

activities abroad
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Multinational Enterprises

• A company that deploys resources and capabilities in

– The procurement, production, and distribution 

of goods and services

– At least two countries
• MNE’s make up less than 1 percent of the number of total U.S. companies, but they: 

-- Account for 11 percent of private-sector employment growth since 1990.

-- Employ 19 percent of the work force.

-- Pay 25 percent of the wages.

-- Provide for 31 percent of the U.S. gross domestic product (GDP).

-- Make up 74 percent of private-sector R&D spending.

• Examples:

– Boeing, Caterpillar, Coca-Cola, GE, HP                               

IBM, Nokia, P&G, Samsung, and Wal-mart



Copyright © 2017 by McGraw-Hill Education. This is proprietary material solely for authorized instructor use. Not authorized for sale or distribution 
in any manner.  This document may not be copied, scanned, duplicated, forwarded, distributed, or posted on a website, in whole or part.

Stages of Globalization

• Globalization 1.0: 1900–1941

– Sales, operations, and some procurement

– Strategy flowed from HQ to international sites

• Globalization 2.0: 1945–2000

– To reconstruct damage from the war

– Focus on European countries, Japan, and Australia

– Greater local-responsiveness

– HQ set goals, international sites influenced tactics

• Globalization 3.0: 21st Century

– Business function locations are based on costs, capabilities,                 

and PESTEL factors

– Companies can operate 24/7, 365 days a year
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Globalization in the 21st Century

MNEs are global-collaboration networks that     

perform business functions throughout the world

Exhibit 10.3
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State of Globalization

• The level of globalization is no more than                                

10 to 25 percent total.

• Evidence:

– 2% of all voice-calling minutes are cross-border.

– 3% of world’s population are first-generation 

immigrants.

– 9% of all investments are foreign direct 

investments.

– 15% of patents list at least one foreign inventor.

– 18% of Internet traffic crosses national borders.

• The world is not fully globalized.

– Only semi-globalized
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Going Global: Why?
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Advantages of Going Global

1. Gain access to a larger market.

2. Gain access to low-cost input factors.

3. Develop new competencies.

• Let’s review these advantages in                                   

detail, first in terms of gaining access                                   

to a larger market
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The Gulf Airlines Are Landing in the United States

• The U.S. is the world’s largest air traffic market.

– 1/3 of all business

• Emirates, Etihad Airways, and Qatar Airways

– Use modern aircrafts

– Offer direct flights: Atlanta, Boston, Chicago, Dallas, 

Houston, Los Angeles, New York, and Orlando

– Customers are flocking to these brands due to cost-

competitiveness and a better service experience.

• Competitive pressure is increasing.
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The Gulf Airlines Are Landing in the United States

• Consider the competitive pressures on international 

routes that Gulf Airlines --- such as Emirates, 

Etihad Airways, and Qatar Airlines --- will place on 

U.S. legacy carriers such as Delta, American, and 

United.  In your judgment is it a major threat?
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Gain Access to Low-Cost Input Factors

• Helps MNEs that pursue a low-cost leadership strategy

• For example, many MNEs (e.g., IBM and Accenture) 

have close business ties with Indian IT firms, which 

provide low-cost labor.

• Examples of low-cost raw materials:

– Lumber, iron ore, oil, and coal

• Was a key driver of Globalization 1.0 and 2.0

– During Globalization 3.0, firms benefit                                       

from lower labor costs in manufacturing                                                   

and services
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Develop New Competencies

• Helps MNEs that pursue a differentiation strategy

• Foreign direct investments provide access to:

– Communities of learning: often contained in specific 

geographic regions

– Location economies: benefits from locating 

value chain activities in optimal geographies

• For example, AstraZeneca, a Swiss-based pharmaceutical company, relocated its research 
facility to Cambridge, Massachusetts, to be part of the Boston biotech cluster, in hopes of 
developing new R&D competencies in biotechnology. Cisco invested more than $1.6 billion          
to create an Asian headquarters in Bangalore to be in the middle of India’s top IT location. 
Unilever’s new-concept Center is located in downtown Shanghai,                                                           
China, attracting hundreds of eager volunteers to test the firm’s                                                            
latest product innovations on-site
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Disadvantages of Going Global

1. Liability of foreignness

2. Loss of reputation

3. Loss of intellectual property

• Let’s review these in detail…
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Liability of Foreignness

• Working in an unfamiliar cultural environment

• Working in an unfamiliar economic environment

• Can result in additional costs, such                                 

as coordinating across geographic                                           

distance

22
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Wal-mart Retreats from Germany 

• They lost billions and exited Germany                                  

in 2006, selling to Metro.

• What went wrong?

– Culturally, Germans didn’t want to cheer and smile.

• Behaved gruffly like at every other retail store

– They couldn’t get costs down = prices weren’t low

• Many other stores were cheaper and more convenient.

– They had a liability of foreignness.

• Why did Wal-mart’s recipe for success that worked so 

well domestically not work in Germany?
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Loss of Reputation

• Reputation is one of the most valuable resources             

that a firm may possess.

– Innovation reputation 

– Customer service reputation

– Brand reputation (Apple’s brand is valued at $250 billion)

• Loss of reputation can be due to low wages, long hours, 

and poor working and living conditions overseas (e.g., a 

spate of suicides at Foxconn, Apple’s main supplier in China)

• Local government may be corrupt

• Minimum safety standards may not                                                    

be enforceable
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Loss of Intellectual Property

• Particularly in the software, movie, and music 

industries

• Copyright infringements can occur in foreign 

markets.

• Intellectual property can be siphoned off                                   

or reverse-engineered.
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Going Global: Where and How?
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Distance

C
Cultural 

A
Administrative and 

Political 

G
Geographic 

E
Economic 

between two countries 

increases with …

• Different languages, 

ethnicities, religions, 

social norms, and 

dispositions

• Lack of connective ethnic 

or social networks

• Lack of trust and mutual 

respect

• Absence of trading bloc

• Absence of shared 

currency, monetary or 

political association

• Absence of colonial ties

• Political hostilities

• Weak legal and financial 

institutions

• Lack of common border, 

waterway access, adequate 

transportation, or 

communication links

• Physical remoteness

• Different climates and 

time zones

• Different consumer 

incomes

• Different costs and quality 

of natural, financial, and 

human resources

• Different information or 

knowledge

most affects industries 

or products …

• With high linguistic 

content (TV)

• Related to national and/or 

religious identity (foods)

• Carrying country-specific 

quality associations 

(wines)

• That a foreign government 

views as staples 

(electricity), as building 

national reputations 

(aerospace), or as vital to 

national security 

(telecommunications)

• With low value-to-weight 

ratio (cement)

• That are fragile or 

perishable (glass, meats)

• In which communications 

are vital (financial 

services)

• For which demand varies 

by income (cars)

• In which labor and other 

cost differences matter 

(textiles)

Elements of CAGE

27

Exhibit 10.4



Copyright © 2017 by McGraw-Hill Education. This is proprietary material solely for authorized instructor use. Not authorized for sale or distribution 
in any manner.  This document may not be copied, scanned, duplicated, forwarded, distributed, or posted on a website, in whole or part.

Cultural Distance

• Disparity between a firm’s home country and its 

targeted host country

– Social norms and morals, beliefs, and values

– Differentiation among human groups

• Made up of: 

– Power distance

– Individualism

– Masculinity–femininity

– Uncertainty avoidance

– Long-term orientation

– Indulgence
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Administrative and Political Distance

• Captured in factors such as:

– Shared monetary or political associations

– Political hostilities

– Weak or strong legal and financial institutions

• Political and administrative barriers include:

– Tariffs

– Trade quotas

– FDI restrictions
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Geographic Distance

• Does not imply only physical distance

• Includes the following attributes: 

– Physical size (Canada versus Singapore)

– Within-country distances to its borders

– The country’s topography

– Time zones

– Whether the countries are contiguous to one another 

– Access to waterways and the ocean

• Infrastructure is also important:

– Roads, power, and telecommunications
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Economic Distance

• Wealth and per capita income of consumers 

• Wealthy countries tend to engage in more cross-

border trade.

• Wealthy countries trade with wealthy countries.

– To benefit from economies of experience, scale, 

scope, and standardization

• Due to similar infrastructure and resources

• Wealthy countries trade with poor countries.

– To access low-cost input factors
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How Do MNE’s Enter Foreign Markets?
MNE Entry Mode Alternatives

Exhibit 10.5
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Cost Reductions vs. Local Responsiveness:                           
The Integration-Responsiveness Framework
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The Integration Responsiveness Framework

• Deals with the pressures an MNE faces for cost 

reductions and local responsiveness

– Local responsiveness: the need to tailor product and 

service offerings to fit local consumer preferences

• Four different strategies to gain and sustain 

competitive advantage when competing globally: 

– International strategy

– Multi-domestic strategy

– Global-standardization strategy

– Transnational strategy
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Global Strategy Positions and                     
Representative MNEs

Exhibit 10.6
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International Strategy

• Leverages home-based core competencies

• Sells the same products or services in both 

domestic and foreign markets (e.g., Starbucks)

• Advantageous when the MNE faces:

– Low pressures for local responsiveness

– Low pressures for cost reductions

• Often used successfully by MNEs with: 

– Large domestic markets

– Strong reputations and brand names

• Limited local responsiveness
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Multi-domestic (product differentiation) Strategy

• Used to try and maximize local responsiveness
❖ Example: Nestlé’s customized product offerings in              

international markets

• MNEs hope that local consumers will perceive their 

products or services as local ones.

• This strategy arises out of the combination of:

– High pressure for local responsiveness

– Low pressure for cost reductions

• Can be costly and inefficient

– Duplication of business functions across countries
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Global-Standardization (cost-leadership) Strategy

• Attempts to reap significant:

– Economies of scale and location economies

– Through global division of labor where capabilities are 

at the lowest cost

❖ Example: Lenovo’s R&D in Beijing, Shanghai, and Raleigh; 

production center in Mexico, India, and China

• Arises out of the combination of:

– High pressure for cost reductions

– Low pressure for local responsiveness

• Price becomes the main competitive weapon
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Transnational (blue ocean) Strategy

• Strategy that attempts to combine:

– Benefits of a localization strategy 

• High local responsiveness

– With a global-standardization strategy

• Lowest-cost position attainable

❖ Examples: German multimedia conglomerate Bertelsmann

: Caterpillar’s earth-moving equipment

• Arises out of the combination of:

– High pressure for local responsiveness

– High pressure for cost reductions

• Used by MNEs pursuing a blue ocean strategy

• Difficult to implement 
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Dynamic Strategic Positioning:                                    
The MTV Music Channel

41
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Strategy Characteristics Benefits Risks

International
• Often the first step in internationalizing.

• Used by MNEs with relatively large domestic markets or strong 

exporters (e.g., MNEs from the United States, Germany, Japan, South 

Korea).

• Well-suited for high-end products with high value-to-weight ratios 

such as machine tools and luxury goods that can be shipped across the 

globe.

• Products and services tend to have strong brands.

• Main business-level strategy tends to be differentiation because 

exporting, licensing, and franchising add additional costs.

• Leveraging core competencies.

• Economies of scale.

• Low-cost implementation through:

➢ Exporting or licensing (for products)

➢ Franchising (for services)

➢ Licensing (for trademarks)

• No or limited local responsiveness.

• Highly affected by exchange-rate 

fluctuations.

• IP embedded in product or service could be 

expropriated.

Multidomestic
• Used by MNEs to compete in host countries with large and/or 

lucrative but idiosyncratic domestic markets (e.g., Germany, Japan, 

Saudi Arabia).

• Often used in consumer products and food industries.

• Main business-level strategy is differentiation.

• MNE wants to be perceived as local company.

• Highest-possible local responsiveness.

• Increased differentiation.

• Reduced exchange-rate exposure.

• Duplication of key business functions in 

multiple countries leads to high cost of 

implementation.

• Little or no economies of scale.

• Little or no learning across different regions.

• Higher risk of IP expropriation.

Global-

Standardization

• Used by MNEs that are offering standardized products and services 

(e.g., computer hardware or business process outsourcing).

• Main business-level strategy is cost leadership.

• Location economies: global division of labor 

based on wherever best-of-class capabilities 

reside at lowest cost.

• Economies of scale and standardization.

• No local responsiveness.

• Little or no product differentiation.

• Some exchange-rate exposure.

• “Race to the bottom” as wages increase.

• Some risk of IP expropriation.

Transnational
• Used by MNEs that pursue a blue ocean strategy at the business level 

by simultaneously focusing on product differentiation and low cost.

• Mantra: Think globally, act locally.

• Attempts to combine benefits of localization 

and standardization strategies simultaneously 

by creating a global matrix structure.

• Economies of scale, location, experience and 

learning.

• Global matrix structure is costly and difficult 

to implement, leading to high failure rate.

• Some exchange-rate exposure.

• Higher risk of IP expropriation.

Characteristics, Benefits, and Risks                                           
of Each Type of Strategy

Exhibit 10.8
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National Competitive Advantage:                                      
World Leadership in Specific Industries
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Is the Internet Causing Firm Location 
To Be Less Important?

• The short answer: no

• Death of Distance Hypothesis:

– The assumption that geographic location shouldn’t 

lead to firm-level competitive advantage because 

firms are able to source inputs globally.

– This assumption is inaccurate.

• High-performing firms in certain                                          

industries are concentrated in                                           

specific countries.
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Porter’s Diamond of National Competitive Advantage

Why some nations outperform others in certain industries

Exhibit 10.9
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Factor Conditions

• A country’s endowments:

– Natural, human, and other resources

– Resource rich countries: focus on commerce

– Resource lacking countries: focus on human capital

• Other important factors:

– Capital markets

– A supportive institutional framework

– Research universities

– Public infrastructure (airports, roads,                   

schools, health care system, etc.)
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Demand Conditions

• The characteristics of demand
– For example, due to dense urban living conditions, hot and 

humid summers, and high energy costs, it is not surprising that 

Japanese customers demand small, quiet, and energy-efficient 

air conditioners. 

• From a firm’s domestic market

• Customers hold companies to high standards of 

value creation.

– Developments in research

– Cost containment

– Other marketplace applications
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Competitive Intensity in a Focal Industry

• Highly competitive environments lead to better firm 

performance.

• Example: Fierce environment for German car 

companies helped prepare them for global competition

– Fierce domestic competition (e.g., Daimler, BMW, and 

Volkswagen)

– No-speed-limit autobahn

– Require top-notch engineering of chassis and engines

– High gas prices put pressure on low fuel consumption

– Demanding customers
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Related and Supporting Industries/Complementors

• Leadership in related and supporting industries

• Fosters complementors in downstream industries

– Firms that provide an additional good or service
• Combined with the primary product

• Leads customers to value the focal firm’s offering more

– Further strengthens national competitive advantage



Regional Clusters

• Regional cluster

➢A group of interconnected companies and                     

institutions in a specific industry, located                     

near each other geographically and linked                    

by common characteristics

➢Knowledge spillover

❖ Positive externalities that are                                                               

regionally constrained

❖ Exchange of ideas among firms                                                                

in a cluster 



Mapping a Regional Cluster: Research Triangle



Omaha

Telemarketing

Hotel Reservations

Credit Card Processing

Wisconsin / Iowa / Illinois

Agricultural Equipment

Detroit

Auto Equipment

and Parts

Rochester

Imaging Equipment

Western Massachusetts

Polymers

Boston

Mutual Funds

Medical Devices

Mgmt. Consulting

Biotechnology

Software and 

Networking

Venture Capital

Hartford

Insurance

Providence

Jewelry

Marine Equipment

New York City

Financial Services

Advertising

Publishing

Multimedia

Pennsylvania / New Jersey

Pharmaceuticals

North Carolina

Household Furniture

Synthetic Fibers

Hosiery

Dalton, Georgia

Carpets

South Florida

Health Technology 

Computers

Nashville / Louisville

Hospital Management

Baton Rouge / 

New Orleans

Specialty Foods

Southeast Texas / 

Louisiana

Chemicals

Dallas

Real Estate 

Development

Wichita

Light Aircraft

Farm Equipment

Los Angeles Area

Defense Aerospace

Entertainment

Silicon Valley

Microelectronics

Biotechnology

Venture Capital

Cleveland / Louisville

Paints & Coatings

Pittsburgh

Advanced Materials

Energy

West Michigan

Office and Institutional 

Furniture

Michigan

Clocks

San Diego

Golf Equipment

Biotech/Pharma

Minneapolis

Cardio-vascular

Equipment

and Services

Warsaw, Indiana

Orthopedic Devices

Colorado

Computer Integrated Systems / Programming

Engineering Services

Mining / Oil and Gas Exploration

Las Vegas

Amusement / 

Casinos

Small Airlines

Oregon

Electrical Measuring 

Equipment

Woodworking Equipment

Logging / Lumber Supplies

Seattle

Aircraft Equipment and Design

Software

Coffee Retailers

Boise

Information Tech

Farm Machinery

Geographical Distribution of Clusters

Source: Adapted from Professor Michael E. Porter, Harvard Business School



Does GM’s Future Reside in China?

• Market opportunity in China

➢ 1.4 billion population, only 1 in 100 people owns a vehicle

• GM entered China in 1997

➢ Joint venture with Shanghai Automotive Industrial Corp

➢ China is 30% of GM’s revenues and GROWING fast

➢ GM China factories are more productive than U.S. plants

• GM’s future relies on China and other emerging economies

➢ $ 250 million on a state-of-the-art R&D center…in Shanghai

➢ Future of GM likely decided in their international HQ…in Shanghai
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Does GM’s Future Reside in China?
Mini-case #22 (pp. 492-493)

• How important are non-US sales to General Motors?  

What implications does this have for GM CEO                      

Mary Barra and her top management team, as they 

plan GM’s global and business strategy?  Consider 

the integration-response framework (see Exhibit 10.6)           

to inform their global strategy.
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Alibaba and China’s E-Commerce
Mini-case #27 (pp. 509-512)

• Apply the integration-responsiveness framework     

(Exhibit 10.6) to determine which global strategy position 

you would recommend that Alibaba should pursue when 

attempting to create a strategic foothold in the United 

States.  Explain.
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