The strategy of 

International business

1) Explain the concept of strategy

2) Understanding how firm can profit by expanding globally

3) Understand how pressures for cost reductions and pressures for local responsiveness influence strategic choice

4) Be familiar with different strategies by competing globally and their pros and cons

5) Explain the pros and cons of using strategic alliances to support global strategies
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opening case

TV Networks has become a symbol of globalization. Established in 1981, the U.S.-based
M music TV network has been expanding outside of its North American base since 1987

when it opened MTV Europe. Now owned by media conglomerate Viacom, MTV
Networks, which includes siblings Nickelodeon and VH1, the music station for the aging baby
boomers, generates more than $2 billion in revenues outside the United States. Since 1987, MTV
has become the most ubiguitous cable programmer in the world. By 2005 the network reached
a combined total of 443 million households in 140 countries outside of the United States.

While the United States still leads in number of households, with more than 85 million, the
most rapid growth is elsewhere, particularly in Asia, where nearly two-thirds of the region’s
3 billion people are under 35, the middle class is expanding quickly, and TV ownership is
spreading rapidly. MTV Networks figures that every second of every day more than 2 million
people are watching MTV around the world, the majority outside the United States.

Despite its international success, MTV'’s global expansion got off to a weak start. In
1987, it piped a single feed across Europe almost entirely composed of American
programming with English-speaking veejays. Naively, the network’s U.S. managers
thought Europeans would flock to the American programming. But while viewers in
Europe shared a common interest in a handful of global superstars, who at the
time included Madonna and Michael Jackson, their tastes turned out to be
surprisingly local. What was popular in Germany might not be popular in Great
Britain. Many staples of the American music scene left Europeans cold. MTV
suffered as a result. Soon local copycat stations were springing up in
Europe that focused on the music scene in individual countries. They
took viewers and advertisers away from MTV. As Tom Freston,
chairman of MTV Networks, explained, “We were going for the
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didn’t go over too well.”

In 1995, MTV changed its strategy and broke Europe into regional feeds, of
which there are now more than a dozen, including feeds for the United Kingdom
and Ireland; another for Germany, Austria, and Switzerland; one for Scandinavia;
one for ltaly; one for France; one for Spain; one for Holland; and a feed for
other European nations including Belgium and Greece. The network adopted
the same localization strategy elsewhere in the world. For example, in Asia it
has an English-Hindi channel for India, separate Mandarin feeds for China and
Taiwan, a Korean feed for South Korea, a Bahasa-language feed for Indonesia,
Japanese feed for Japan, and so on. Digital and satellite technology have
made the localization of programming cheaper and easier. MTV Networks can
now beam half a dozen feeds off one satellite transponder.

While MTV Networks exercises creative control over these different feeds,
and all the channels have the same familiar frenetic look and feel of MTV in the
United States, a significant share of the programming and content is now local.
When MTV opens a local station now, it begins with expatriates from elsewhere
in the world to do a “gene transfer” of company culture and operating
principles. Once these are established, however, the network switches to local
employees and the expatriates move on. The idea is to “get inside the heads”
of the local population and produce programming that matches their tastes.
Although as much as 60 percent of programming ideas still originates in the
United States, with staples such as The Real World having equivalents in
different countries, an increasing share of programming is local in conception.
In ltaly, MTV Kitchen combines cooking with a music countdown. Erotica airs
in Brazil and features a panel of youngsters discussing sex. The Indian channel
produces 21 homegrown shows hosted by local veejays who speak “Hinglish,”
a city-bred mix of Hindi and English. Hit shows include MTV Cricket in Control,
appropriate for a land where cricket is a national obsession, MTV Housefull,
which hones in on Hindi film stars (India has the biggest film industry outside
of Hollywood), and MTV Bakra, which is modeled after Candid Camera.

This localization push reaped big benefits for MTV, allowing the network to
capture viewers back from local imitators. In India, for example, ratings
increased by more than 700 percent between 1996, when the localization push
began, and 2000. In turn, localization helps MTV to capture more of those
all-important advertising revenues, even from other multinationals such as
Coca-Cola, whose own advertising budgets are often locally determined.




MTV moved into other countries because it saw huge growth opportunities there, and it thought it could create value by transferring its business model and American-style music programming to foreign markets.

MTV initially treated foreign markets much like the US, right down to airing the same music videos worldwide, but it soon found that this was not the correct approach.

National differences in customer tastes and preferences required MTV to change its approach to programming.

It moved away from one-size-fits-all strategy of global standardization and became more local in its orientation, adapting its programming to different markets, with different music videos and programmes being aired in different markets.

MTV's foreign affiliates still have the same look, feel, and overall programming philosophy of the US parent.

Striking the right balance between global standardization and local responsiveness let MTV reap big dividends, enabling the network to gain viewers and advertisers ant the expense of competitors.

Strategy and the firm

  A firm's strategy can be defined as the actions that managers take to attain the goals of the firm.

The preeminent goal is to maximize the value of the firm for its owners, its shareholders (subject to the very important constraint that this is done in a legal, ethical, and socially responsible manner).

To maximize the value of a firm, managers must pursue strategies that increase the profitability of the enterprise and its rate of profit growth.

Profitability is the rate of return that the firm makes in its invested capital, which is calculated by dividing the net profits of the firm by the total invested capital.

Profit growth is measured by the percentage increase in net profits over time.
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Value Creation

The way to increase the profitability of a firm is to create more value.

The amount of value a firm creates is measured by the difference between its costs of production and the value that consumers perceive in its products.

In general, the more value customers place on a firm's products, the higher the price the firm can charge for those products.

The price a firm charges for a good or service is typically less that the value placed on that good by the customer.
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Michael Porter has argued that low cost and differentiation are two basic strategies for creating value and attaining a competitive advantage in an industry. 

Superior profitability goes to those firms that can create superior value, and the way to create superior value is to drive down the cost structure of the business or differentiate the product in some way so that

consumers value it more and are prepared to pay a premium price.

Strategic positioning

Porter notes that it is important for a firm to be explicit about its choice of strategic emphasis with regard to value creation (differentiation) and low cost, and to configure its internal operations to support that strategic emphasis.
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The efficiency frontier shows all of the different positions that a firm can adopt with regard to adding value to the product (V) and low cost (C), assuming that its internal operations are configured efficiently to support a particular position.

Three hotel firms with global presence that cater to international travellers are plotted. Four Seasons, Marriott International, and Starwood (Sheraton and Westin chains). 

Four Seasons positions itself as a luxury chain and emphasizes the value of its product oferings, which drives up its costs of operations.

Marriott and Starwood are positioned more in the middle of the market. Both emphasize sufficient value to attract international business travellers, but they are not luxury chains.

Porter emphasizes that it is very important for management to decide where the company wants to be positioned with regard to value (V) and cost (C), to configure operations accordingly, and to manage them efficiently to make sure the firm is operating on the efficiency frontier.

To maximize its profitability a firm must do three things:

a) pick a position on the efficiency frontier that is viable in the sense taht there is enough demand to support that choice;

b) configure its internal operations, such as manufacturing, marketing, logistics, informations systems, human resources, and so on, so that they support that position;

c) make sure that the firm has the right organization structure in place to execute its strategy.

Operations: the firm as a value chain

The operations of a firm can be thought of as a value chain composed of a series distinct value-creation activities, including production, marketing and sales, materials management, R & D, human resources, information systems, and the firm infrastructure.


We can categorize these value-creation activities as primary activities and support activities.
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Primary activities

primary activities have to do with the design, creation, and delivery of the product: its marketing; and its support and after-sale service.

Primary activities are divided into four functions: research and development, production, marketing and sales, and customer service.

The production activity creates value by performing its activities efficiently so lower costs result, or by performing them in a such a way that higher-quality product is produced.

Marketing and sales functions can create value through brand positioning and advertising; or by discovering consumer needs and communicating them back to the R& D function of the company, which can then design products that better match those needs.

Support activities

support activities provide inputs that allow the primary activities to occur.

Information systems, when coupled with the communications features of the internet, can alter the efficiency and effectiveness with which a firm manages its other value-creation activities.

The logistics function controls the transmission of physical materials through the value chain, from procurement through production into distribution.

The human resources function can help create value; 

1) it ensures that the company has the right mix of people to perform its value-creation activities effectively;

2) it ensures that people are adequately trained, motivated, and compensated to perform their value-creation tasks;

The company infrastructure includes the organizational structure, control systems, and culture of the firm.

Organisation: the implementation of strategy
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Processes are the manner in which decisions are made and work is performed
within the organization. Examples are the processes for formulating strategy, for
deciding how to allocate resources within a firm, or for evaluating the performance of
managers and giving feedback. Processes are conceptually distinct from the location of
decision-making responsibilities within an organization, although both involve
decisions. While the CEO might have ultimate responsibility for deciding what the
strategy of the firm should be (i.e., the decision-making responsibility is centralized),
the process he or she uses to make that decision might include the solicitation of ideas
and criticism from lower-level managers.

Organizational culture is the norms and value systems that are shared among the
employees of an organization. Just as societies have cultures (see Chapter 3 for details),
so do organizations. Organizations are societies of individuals who come together to
perform collective tasks. They have their own distinctive patterns of culture and
subculture.’® As we shall see, organizational culture can have a profound impact on
how a firm performs. Finally, by people we mean not just the employees of the
organization, but also the strategy used to recruit, compensate, and retain those indi-
viduals and the type of people that they are in terms of their skills, values, and
orientation (discussed in depth in Chapter 16).

As illustrated by the arrows in Figure 11.5, the various components of an organiza-
tion’s architecture are not independent of each other: Each component shapes, and is
shaped by, other components of architecture. An obvious example is the strategy
regarding people. This can be used proactively to hire individuals whose internal
values are consistent with those that the firm wishes to emphasize in its organizational
culture. Thus, the people component of architecture can be used to reinforce (or not)
the prevailing culture of the organization.
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Market conditions, strategy, operations and organization must all be consistent with each other,or fit each other, for superior performance to be attained.
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