Global expansion, profitability and 

profit growth

Expanding globally allows firms to increase their profitability and rate of profit growth in ways not available to purely domestic enterprises.

1. Expand the market for their domestic product offerings by selling those products in international markets.

(Toyota has increased its profits by entering the large automobile markets of North America and Europe, offering products that are differentiated from those offered by local rivals (Ford and GM) by their superior quality and reliability.

2. Realize location economies by dispersing individual value-creation activities to those locations around the globe where they can be performed most efficiently and effectively;

(If the best designers for a product live in France, a firm should base its design operations in France. If the most productive labour force for assembly operations is in Mexico, assembly operations should be based in Mexico. If the best marketers are in the US, the marketing strategy should be formulated in the US.)

3. Realize greater cost economies from experience effects by serving an expanded global market from a central location, thereby reducing the cost of value creation;


Learning effects refer to cost savings that come from learning by doing.


Economies of scale refer to the reductions in unit cost achieved by producing a large volume of 
a product.


Cost advantage can be a barrier preventing other from entering or staying in a given market.

4. Earn a greater return by leveraging any valuable skills developed in foreign operations and transferring them to other entities within the firm's global network of operations.


Leveraging the skills created within subsidiaries and applying them to other operations within 
the firm global network may crate value. For example, McDonald's increasingly is finding that 
its foreign franchisees are a source of valuable new ideas.

Choosing a strategy

Pressures for local responsiveness imply that it may not be possible for a firm to realize the full benefits from economies of scale, learning effects, and location economies.

It may not be possible to serve the global marketplace from a single low-cost location, producing a globally standardized product, and marketing it worldwide to attain the cost reductions associated with experience effects.

Firms typically choose among four main strategic postures when competing internationally.

Global standardization strategy

The production, marketing, and R&d activities of firms pursuing a global standardization are concentrated in a few favourable locations.

Here, firms try not to customize their product offering and marketing strategy to local conditions because customization involves shorter production runs and the duplication of functions, which tend to raise costs. 

Localization strategy

Here the purpose is to increase profitability by customizing the firm's goods or services so that they provide a good match to tastes and preferences in different national markets.

Localization is most appropriate when there are substantial differences across nations with regard to customer tastes and preferences.

Transnational strategy

Firms that pursue this strategy are trying to simultaneously;

a) achieve low costs through location economies, economies of scale, and learning effects;

b) differentiate their product offerings across geographic markets to account for local differences;

c) foster a multidirectional flow of skills between different subsidiaries in the firm's global network.
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The Evolution of Strategy at
Procter & Gamble

Founded in 1837, Cincinnati-based Procter & Gamble has
long been one of the world’s most international of compa-
nies. Today, P&G is a global colossus in the consumer
products business, with annual sales in excess of
$50 billion, some 54 percent of which are generated outside
of the United States. P&G sells more than 300 brands—
including Ivory soap, Tide, Pampers, IAMS pet food, Crisco,
and Folgers—to consumers in 160 countries. It has
operations in 80 countries and employs close to 100,000
people globally. P&G established its first foreign factory in
1915 when it opened a plant in Canada to produce Ivory
soap and Crisco. This was followed in 1930 by the
establishment of the company’s first foreign subsidiary in
Britain. The pace of international expansion quickened in
the 1950s and 1960s as P&G expanded rapidly in Western
Europe, and then again in the 1970s when the company
entered Japan and other Asian nations. Sometimes P&G
entered a nation by acquiring an established competitor
and its brands, as occurred in the case of Great Britain and
Japan, but more typically the company set up operations
from the ground floor.

By the late 1970s, the strategy at P&G was well
established. The company developed new products in Cin-
cinnati and then relied on semiautonomous foreign
subsidiaries to manufacture, market, and distribute those
products in different nations. In many cases, foreign
subsidiaries had their own production facilities and tailored
the packaging, brand name, and marketing message to
local tastes and preferences. For years this strategy deliv-
ered a steady stream of new products and reliable growth
in sales and profits. By the 1990s, however, profit growth at
P&G was slowing.

The essence of the problem was simple: P&G's costs
were too high because of extensive duplication of
manufacturing, marketing, and administrative facilities in
different national subsidiaries. The duplication of assets
made sense in the world of the 1960s, when national
markets were segmented from each other by barriers to
cross-border trade. Products produced in Great Britain, for
example, could not be sold economically in Germany due
to high tariff duties levied on imports into Germany. By the
1980s, however, barriers to cross-border trade were falling
rapidly worldwide and fragmented national markets were

merging into larger regional or global markets. Also, the
retailers through which P&G distributed its products were
growing larger and more global, such as Wal-Mart, Tesco
from the United Kingdom, and Carrefour from France.
These emerging global retailers were demanding price
discounts from P&G.

In 1993, P&G embarked on a major reorganization in an
attempt to control its cost structure and recognize the new
reality of emerging global markets. The company shut
down some 30 manufacturing plants around the globe, laid
off 13,000 employees, and concentrated production in
fewer plants that could better realize economies of scale
and serve regional markets. These actions cut some
$600 million a year out of P&G's cost structure. It wasn't
enough! Profit growth remained sluggish.

In 1998, P&G launched its second reorganization of the
decade. Named “Organization 2005, the goal was to trans-
form P&G into a truly global company. The company tore
up its old organization, which was based on countries and
regions, and replaced it with one based on seven self-
contained global business units, ranging from baby care to
food products. Each business unit was given complete
responsibility for generating profits from its products and
for manufacturing, marketing, and product development.
Each business unit was told to rationalize production,
concentrating it in fewer larger facilities; to try to build
global brands wherever possible, thereby eliminating
marketing difference between countries; and to accelerate
the development and launch of new products. In 1999, P&G
announced that as a result of this initiative, it would close
another 10 factories and lay off 15,000 employees, mostly in
Europe, where there was still extensive duplication of
assets. The annual cost savings were estimated to be
about $800 million. P&G planned to use the savings to cut
prices and increase marketing spending in an effort to gain
market share and thus further lower costs through the at-
tainment of economies of scale. This time the strategy
seemed to be working. Between 2003 and 2005, P&G re-
ported strong growth in both sales and profits. Significantly,
P&G's global competitors, such as Unilever, Kimberly-Clark,
and Colgate-Palmolive, were struggling in 2003 to 2005.

Source: J. Neff, “P&G Outpacing Unilever in Five-Year Battle,” Advertising
Age, November 3, 2003, pp. 1-3; G. Strauss, “Firm Restructuring into Truly
Global Company,” USA Today, September 10, 1999, p. B2; Procter & Gamble
10K report, 2005; and M. Kolbasuk McGee, “P&G Jump-Starts Corporate
Change,” Information Week, November 1, 1999, pp. 30-34.





[image: image2.jpg]Wal-Mart’s Global Expansion

Established in Arkansas in 1962 by Sam Walton, over the last
four decades Wal-Mart has grown rapidly to become the
largest retailer in the world, with 2005 sales of $315 billion,
1.8 million associates (Wal-Mart’s term for employees), and
almost 7,000 stores. Until 1991, Wal-Mart's operations were
confined to the United States. There it established a competi-
tive advantage based upon a combination of efficient
merchandising, buying power, and human relations policies.
Among other things, Wal-Mart was a leader in the imple-
mentation of information systems to track product sales and
inventory, developed one of the most efficient distribution
systems in the world, and was one of the first companies to
promote widespread stock ownership among employees.
These practices led to high productivity that enabled Wal-
Mart to drive down its operating costs, which it passed on to
consumers in the form of everyday low prices, a strategy that
enabled the company to gain market share first in general
merchandising, where it now dominates, and later in food
retailing, where it is taking market share from established
supermarkets.

By 1990, however, Wal-Mart realized that its opportunities
for growth in the United States were becoming more limited.
Management calculated that by the early 2000s, domestic
growth opportunities would be constrained due to market
saturation. So the company decided to expand globally.
Initially, the critics scoffed. Wal-Mart, they said, was too
American a company. While its retailing practices were well
suited to America, they would not work in other countries
where infrastructure was different, consumer tastes and
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preferences vary, and where established retailers already
dominated.

Unperturbed, in 1991 Wal-Mart started to expand interna-
tionally with the opening of its first stores in Mexico. The
Mexican operation was established as a joint venture with
Cifera, the largest local retailer. Initially, Wal-Mart made a
number of missteps that seemed to prove the critics right.
Wal-Mart had problems replicating its efficient distribution
system in Mexico. Poor infrastructure, crowded roads, and a
lack of leverage with local suppliers, many of which could not
or would not deliver directly to Wal-Mart’s stores or
distribution centers, resulted in stocking problems and raised
costs and prices. Initially, prices at Wal-Mart in Mexico were
some 20 percent above prices for comparable products in the
company's U.S. stores, which limited Wal-Mart's ability to
gain market share. There were also problems with
merchandise selection. Many of the stores in Mexico carried
items that were popular in the United States. These included
ice skates, riding lawn mowers, leaf blowers, and fishing
tackle. Not surprisingly, these items did not sell well in Mex-
ico, so managers would slash prices to move inventory, only
to find that the company’s automated information systems
would immediately order more inventory to replenish the
depleted stock.

By the mid-1990s, however, Wal-Mart had learned from its
early mistakes and adapted its Mexican operations to match
the local environment. A partnership with a Mexican trucking
company dramatically improved the distribution system, while
more careful stocking practices meant that the Mexican
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and preferences. As Wal-Mart's presence grew, many of
Wal-Mart's suppliers built factories near its Mexican
distribution centers so that they could better serve the
company, which helped to further drive down inventory and
logistics costs. Today, Mexico is a leading light in Wal-Mart's
international operations. In 1998, Wal-Mart acquired a
controlling interest in Cifera. By 2005, Wal-Mart was more
than twice the size of its nearest rival in Mexico, with some
700 stores and revenues of $12.5 billion.

The Mexican experience proved to Wal-Mart that it could
compete outside of the United States. It has subsequently
expanded into 13 other countries. Wal-Mart entered Canada,
Great Britain, Germany, Japan, and South Korea, by acquiring
existing retailers and then transferring its information
systems, logistics, and management expertise. In other
nations Wal-Mart established its own stores. As a result
of these moves, by mid-2006 the company had more than
2,700 stores outside the United States, employed some
500,000 associates, and generated international revenues of
more than $62 billion.

In addition to greater growth, expanding internationally has
bought Wal-Mart two other major benefits. First, Wal-Mart has
also been able to reap significant econemies of scale from its
global buying power. Many of Wal-Mart's key suppliers have
long been international companies; for example, GE (appliances),
Unilever (food products), and Procter & Gamble (personal care
products) are all major Wal-Mart suppliers that have long had
their own global operations. By building international reach,
Wal-Mart has used its enhanced size to demand deeper
discounts from the local operations of its global suppliers,
increasing the company’s ability to lower prices to consumers,
gain market share, and ultimately earn greater profits. Second,
Wal-Mart has found that it is benefiting from the flow of ideas
across the 14 countries in which it now competes. For example,
a two-level store in New York State came about because of the
success of multilevel stores in South Korea. Other ideas, such
as wine departments in its stores in Argentina, have now been
integrated into layouts worldwide.

Wal-Mart realized that if it didn't expand internationally,
other global retailers would beat it to the punch. Wal-Mart
faces significant global competition from Carrefour of France,
Ahold of Holland, and Tesco from the United Kingdom.
Carrefour, the world’s second-largest retailer, is perhaps the
most global of the lot. The pioneer of the hypermarket concept
now operates in 26 countries and generates more than
50 percent of its sales outside France. In comparison,
Wal-Mart is a laggard with less than 20 percent of its sales in
2005 generated from international operations. However, there
is room for significant global expansion. The global retailing
market is still very fragmented. The top 25 retailers controlled
less than 20 percent of worldwide retail sales in 2005, although
forecasts suggest the figure could reach 40 percent by 2010,
with Latin America, Southeast Asia, and Eastern Europe being
the main battlegrounds.
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Case Discussion Questions

1. How does expanding internationally benefit Wal-Mart?

2. What are the risks that Wal-Mart faces when entering
other retail markets? How can these risks be mitigated?

3. Why do you think that Wal-Mart first entered Mexico via
a joint venture? Why did it purchase its Mexican joint
venture partner in 1998?

4. What strategy is Wal-Mart pursuing: a global strategy,
localization strategy, international strategy, or
transnational strategy? Does this strategic choice make
sense? Why?
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