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The Globalization |
Of Markets "Companies must learn to operate

as if the world were one large market T
ignoring superficial regional and
national differences."

Theodore Levitt
"The modern global corporation contrasts

powerfully with the aging multinational cor-
poration. Instead of adapting to superficial
and even entrenched differences within and
between nations, it will seek sensibly to force
suitably standardized products and practices
on the entire globe."

(Source: Levitt, 1983)

"'The world is flat." As soon as | wrote them, | realized that this was the
underlying message of everything that | had seen and heard in Bangalore
in two weeks of filming. The global competitive plyaing field was being
leveled. The world was being flattened."

(Source: Friedman, 2006)

The Globally
Integrated Enterprise

Samuel J. Palmisano

"... emerging globally integrated enterprise is a company that fashions
its strategy, its management, and its operations in pursuit of a new
goal: the integration of production and value delivery worldwide."

(Source: Palmisano, 2006)
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Global ?

everywhere sameness totality
“all over the world”  “a unique world” “a united world”
(worldwide) (universal) (global)
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4)

5)

6)

Global ?

The expressions “global” and “globalization” are relatively recent but quickly became a central feature of our
contemporary world. But what does “global” mean? What does a CEO mean with “our company is global”? Or
when stating “our company has started a process of globalization”?

I have observed at least three very different uses of “global”, each corresponding to a different meaning of
“globalization”. They are all out there, and we can't really say that they are wrong. But we do need to be careful,
as the ensuing confusion is quite dysfunctional.

Some use “global” to mean everywhere in the world, or at least in many parts or the world. A company would be
“global” if it were present in many countries, perhaps in all continents. Globalization would then mean the same
as internationalization. Sure, “global” sounds more contemporary. But if this is the meaning we wish to express,
why not say “very international” or simply “worldwide”? Those terms mean exactly that, without being confusing.
Others use “global” to mean the same everywhere in the world. In this sense, globalizing would be tantamount to
standardizing at the world level. This is the meaning inspired by cases such as McDonald's, Coke, or Visa. It comes
from the concept of a “global market”, which by definition is a market of one (same) product everywhere (as
opposed to a set of national markets, each one with a local variation of the product and different terms of trade).

Indeed, McDonald's became the symbol of globalization, and its restaurants have at times served as the instigator of
those who are anti-globalization.

(When I look around the world, both inside and outside companies, this use of "globalization" has the most negative
connotation: “"We don't want to become like them” is often uttered, nhamely by young people — and the “them”
tends to be “the American”. I gather that it was the British in the 19t Century or the Romans over twenty

centuries ago. I wonder if it will be the Chinese or the Indian in a not-too-distant future.)

In line with this “global market” meaning, the adjective “global” came to mean the strategy of a company that is
not responsive to national differences, and therefore aggregates its offering to benefit from economies of scale.

“Act global” (do the same everywhere) came to mean the opposite of “act local” (do different things in each
locale).
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G I Oba I ? (cont.)

There is nothing wrong in principle with having the same thing (product, process, rule, and so on)
everywhere in the world. Many companies do, and to their benefit. But then, if we wish to say that
something is the same everywhere, why not just say that such thing is “universal”? If you wish for

all of a company's subsidiaries around the world to purchase a raw material using the same specifications,
rules and process, then just state that the procurement of such raw material is universal.

Indeed, a company cannot exist (let alone perform) as a multinational company unless some of its
elements, such as strategy and organization, are universal. Such elements (which I refer to as the
“universal core”) constitute the essence of the company and the source of its differentiated

worldwide performance and value. Elements of such a “universal core” may include a value proposition,
a set of principles and values, a decision-making process, a governance regime, and so on. However, the
general rule is that only a part of what makes up a successful company is universal. Even in the high
performing MNC, there is a lot of room for feeling and acting locally.

The expression “global” is used in yet another meaning — its most meaningful nowadays. It means the
totality of something, its entirety or wholeness. In this sense, a “global” company is a multinational
company that is “one”, in that its organization is united across borders (as opposed to a set or portfolio of
local organizational units). This is the meaning of global that is in line with the contemporary process that
economists and political scientists call “globalization”. Globalization is, of course, not the process by which
the world becomes the same, but the process by which it becomes integrated.

A “global world” is a union of different nations. Indeed, the more global the world, the more the local
differences matter for company performance. More generally, the more global the world (that is, the
more extended and deeper the process of globalization around the world), the more that nations will be
different. The value of global integration arises from the different specialization of each national part, not
from each part copying the rest.
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G I Oba I ? (cont.)

10) Adam Smith remarkably intuited that the larger the extent of the market, the deeper the division of
labour. Hence, the more global markets that exist, the more locations will specialize — and make national
differences more relevant. The more global the world, the more the differences matter for the performance of
companies — not the opposite.

11) Note that the three uses of the expression “global” are somehow related. In a “global” (united) world,
the process of internationalization is different and the value of a “global” (worldwide) reach is higher than in a
divided world. Such new internationalization process and higher global value largely depend on how

“global” (universal) the company is, or may be, across countries.

12) The received polysemy of globalization is, as it were, here to stay. One could even imagine a CEO
uttering: “Our vision is to have a global, global, global company” — translation: “a worldwide, universal, and
globally integrated company”. Aristotle warned us: “a man is more likely to know what it is he asserts, if it has
been made clear to him how many meanings it may have”. So must we, whenever we discuss “globalization”
and “global”.

III III
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A Global World

Globalization is a process of increased
interdependence across nations.

A global world is a united world in the sense that the
most meaningful performance is the performance of
the whole.

A global world is a union of differences.

One World, Many Dreams.
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A Global World

Interdependence is the keyword of globalization. It means that the performance of each nation is impacted by the
performance of the other nations, and this is true for all nations including the bigger ones. Therefore, the
performance of each nation (say, its economic growth) in a global world is not autonomous (it can’t be
determined by the will of its People alone) but rather depends on how other nations are performing too. It is of
course possible to measure each nation’s performance at any point in time, but such metrics are only meaningful
if taken as part of a non-linear dynamic system that models the whole world. A country may do very well, and in
so doing bring about such large growth in the production of carbon, locally and worldwide, that it may ultimately
contribute to the destruction of the planet.

We only have one planet. This is why globalization (as interdependence) is not a matter of choice, but rather an
historic imperative. It was always so, and “globalization” as a process has been out there since the dawn of human
societies, though now it is more obvious as our technology can really impact our physical environment).

However inevitable or positive globalization may be (and not all will agree on that), we know the process itself is
not smooth and is rather difficult for many (namely for those that see their jobs and livelihoods seriously
disturbed by new patterns of international specialization). History and the shadow of the past may also have a
negative impact, as some nations may feel that this is their turn to be centre stage. Globalization may well recede
at some point, as it did in the past. The question is if one can pursue it and have contingent plans at the same
time.

In a globally integrated company, the only meaningful performance is that of the whole. That is what a “one
company” policy actually entails. We can (and must) somehow measure the economic and financial performance
of each national unit, but such measurement is largely conventional. National institutions such as local tax
regulations and international trade agreements make such accounting a legal requirement. But such fiscal
accounting at the country level is a technical matter for the multinational company’s CFO, not for the general
managers of local or global units.

It is quite a spectacle to watch managers of the same multinational company (that is, colleagues) behave like
enemies when it comes to transfer pricing across countries. Something that is an abstract construction for the
most part (no market equivalents, for example) becomes the source of mistrust and loss of energy in what was
supposed to be a united organization around the world. This is not to say that “local performance” does not
matter. It surely matters a great deal locally to local employees, media, governments, and so on. But it has to
be taken as “local”, not more than that — but, even so, interdependent with the rest.
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The Impact of Globalization

v" A global world
v" Local/International specialization

v" Dispersion of world-class knowledge
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The more the world becomes global ...

Interdependence
T International
\specialization\ Dispersion
of world-class

knowledge

&

. the more national differences will matter.

Focus on the differences across nations,
for there you will find extraordinary sources
of innovation, growth, and value ....
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