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Too many international business strategy textbooks slavishly adhere to main-

stream conceptual models. The publication of those models in prestigious prac-

titioner journals such as the Harvard Business Review seems to shelter them

from scholarly criticism.  The problem is that the policy recommendations

derived from these models, while sometimes insightful, are all too often based

on implicit and restrictive assumptions. They are frequently oversimplified and

seldom based on a rigorous analytical framework that assesses the opportunity

costs of following the recommended paths, that is the costs of foregoing alter-

native strategies. 

In this textbook of unusual depth and scope, Alain Verbeke provides a criti-

cal  reassessment of Theodore Levitt’s famous edicts on global marketing,

Michael Porter’s diamond, Prahalad and Hamel’s core competence, Bartlett and

Ghoshal’s transnational solution, and many other conceptual models that have

until now been treated as almost sacrosanct. These mainstream views are not

analyzed in isolation, but systematically within the context of a simple but

insightful conceptual framework, which synthesizes several decades of scholarly

research on multinational enterprise strategy. 

In addition to solid conceptual foundations, this book provides a rich empir-

ical background. Every concept is illustrated with examples drawn from actual

managerial practice. The tight link between theory and practice makes for a

powerful intellectual toolkit which can be directly used by senior managers as

they weigh alternative global strategies. 

As a scholar engaged in the comparative institutional analysis of  multi -

national enterprises, I am struck by the ad hoc quality of much of the advice

offered to senior managers. Too often such advice makes short shrift of the con-

siderable body of theoretical insights and empirical evidence that has been

amassed by international business researchers over the last decades. Not so with

this book which shows, once again, that ‘nothing is more practical than a good

theory’.

Jean-François Hennart
Fellow of the Academy of International Business
Professor of International Management

Tilburg University, The Netherlands
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Chapter 1�

Case examples�

Critical analysis�

WA L K T H R O U G H
International Business Strategy

presents, interprets and critiques 45
seminal articles from the Harvard

Business Review, Sloan Management
Review and California Management
Review. It synthesizes the practical

knowledge contained in these
articles into a unifying framework of

seven key concepts for successful
global business. These concepts are

analysed in detail in Chapter 1.

Chapter 1 includes a wide range of
short case examples featuring

 high- profile multinational firms. The
case examples illustrate aspects of

each of the seven key concepts
of successful business strategy

in practice.  

A rigorous and in-depth analysis of
articles drawn from the leading

practitioner journals. Their content is
fully explored in terms of the key
concepts in international business

strategy, as well as recent
real-world examples.

Figure 1.1 Core concepts

Location advantages
home country

Non-transferable (or
location-bound) FSAs
home country

Internationally transferable (or
non-location-bound) FSAs

International
border

Stand-alone
 FSAs

Routines

Recombination
capabilities

Host
Country

Home
Country

Bounded
rationality 

Bounded
reliability

Case example TRW Automotive (purchased by the Blackstone group in 2002) is

one of the world’s largest suppliers of automobile components. In 1993, Nissan,

one of TRW’s customers, complained about the high defect rate and high cost

structure of the steering assemblies manufactured by TRW-UK. An internal inves-

tigation at TRW-UK found that employees responsible for engineering, product

design and process design had poor communications with each other and were

also particularly weak at execution.

To solve this problem, TRW established the Nissan Global Team. For each of the

three regions (the US, Japan and the UK), TRW chose the individuals considered

the best engineer and best customer support professional. These six members

together ‘represented TRW’s best capabilities in lean principles as they applied

to product and process engineering and design, manufacturing, shop floor issues,

and customer service’.86 Within less than two years, TRW-UK became one of the

most efficient and high-quality operations inside TRW.

TRW did not stop there. As of 1996, the Nissan Global Team was still in opera-

tion, applying what it had learned to other parts of TRW’s operations.87

The ten above patterns of FSA development may not be an exhaustive set, but

each can be observed regularly in international business practice. An MNE’s

overall recombination capability can be described, roughly, as its mastering a

variety of FSA development patterns. The firm’s recombination capability will

evolve over time, particularly as foreign affiliates develop their own recombina-

tion strengths.

Complementary resources of external actors

Having discussed value creation through recombination, let us turn now

to the fifth concept of the unifying framework: complementary resources

of external actors. In many cases, MNEs need complementary resources

of external actors (technology providers, licensees, local distributors, joint

venture partners, etc.) to be successful abroad. The firm’s domestically success-

ful stand-alone FSAs, its routines and even its recombination capabilities

may be insufficient or inappropriate to operate successfully in host countries

and regions, because of the cultural, economic, institutional and spatial ‘dis-

tance’ from the home country or home region. In other words, some success

ingredients may be missing, and these can then be provided by external

actors, if at least two conditions are fulfilled. First, internal development of

the required strengths is expected to bring a lower net value than relying

upon external actors. Second, the need to rely on external actors can be

satisfied in practice, and does not jeopardize the specific expansion project

 considered.
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 technological knowledge, tax rate differentials among countries, etc. Internal

MNE markets can overcome such imperfections, since senior managers set the

transfer prices themselves, in the best interest of the firm as a whole, through

administrative fiat. The internal MNE market also lets all domestic and foreign

investment projects be evaluated using a single cost of capital, and this internal

market, run by a centralized financial management function, acts as a ‘proxy’

for an external, internationally integrated capital market.

Importantly, Rugman argues against the suggestions of some finance schol-

ars that economic exposure should drive strategic decisions such as plant loca-

tion. For Rugman, financial transactions should not dominate ‘real-world’

transactions: ‘The exposure of MNEs to foreign exchange risk is not a problem

in itself . . . Instead, the MNE should determine its long-run profit maximiza-

tion strategy by producing and selling in optimal locations. Its economic

 decisions should include exchange risk as only one element in the location

 decision.’12

Lessard and Lightstone’s analysis should be considered not simply as the study

of one specific, functional area in international business. Rather, it sheds  add -

itional light on the nature of location advantages: any configuration of location

advantages, whether in input or output markets, carries risks, in this case the

risk of unexpected exchange rate fluctuations affecting future cash flows. In

response, MNEs should aim to develop, as an FSA, a central routine that inte-

grates economic-exposure information into the capital budgeting evaluation of

large investment projects. This is especially relevant in the context of large-scale

foreign expansion. The development of this type of FSA reflects Pattern I in this

book’s framework (see Figure 8.2). However, especially for large subsidiaries, it

may be useful to combine this internationally transferable knowledge with local

capabilities in the particular affiliates, following Pattern III. Obviously, espe-

cially in the absence of a central economic-exposure policy, one would also

expect Pattern IV to occur, whereby individual affiliates learn how to protect

themselves against the hazards of economic exposure.

This last pattern allows us to identify a first limitation of Lessard and

Lightstone’s story line, namely the suggestion that operations managers not

responsible for setting economic-exposure policy should not be held accountable

for performance differentials resulting from such exposure. The problem is that

many large MNE subsidiaries, operating without strict firm-wide  economic-

exposure policies or guidelines, have substantial autonomy in their supply chain

management processes and targeting of markets – actions which create economic

exposure. Chapters 5, 6 and 7 addressed precisely this issue of strategic leader-

type subsidiaries benefiting from substantial autonomy and in some cases devel-

oping their own knowledge bases. Why should the managers of such subsidiaries

be exempted from the risks resulting from economic exposure? How is this
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xxiii

�Case studies

�Case questions

�Web materials

WA L K T H R O U G H
Twenty-three ‘half-length’ case
studies are spread throughout the
text to relate the concepts discussed
to real-life examples in global
business. These provide up-to-date
coverage of leading firms and offer
valuable material for independent
or classroom study.

Questions at the end of each case
study test and reinforce the
reader’s knowledge and
understanding of the main ideas
discussed in the case.

For students:
• Links to articles in Fortune, FT, etc., with cases that can be applied to 

the framework developed in the book. This set will be updated and 
will grow over time. 

• Links to useful databases and other electronic sources of useful 
information relevant to international business strategy.

For lecturers:
• The answers to the case study questions (password protected). 
• Downloadable PowerPoint slides for every chapter and all figures.

Case 5.1 Organizational Transformation at

Nestlé23

Swiss-based Nestlé, the world’s largest food manufacturing company,

employs around 247,000 people and has factories or operations in practically

every country in the world.24 However, Nestlé does not focus simply on build-

ing and exploiting global brands. As noted by CEO and chairman Peter

Brabeck, ‘There is a trade-off between efficiency and effectiveness in global

brands . . . Operational efficiency comes from our strategic umbrella brands.

But we believe there is no such thing as a global consumer, especially in a

sector as psychologically and culturally loaded as food.’25 Although Nestlé

does not believe in homogeneous consumer preferences, it has started to

integrate its businesses at the regional level and even the global level – it has

become much more than a holder of a portfolio of national units.

The inherited unique features at Nestlé

When Peter Brabeck became CEO in 1997, he and Helmut Maucher, his prede-

cessor, identified two unique features at Nestlé that should not change: first, the

commitment to decentralization to cater to local tastes, and second, the minor

role of information technology in everyday operations, relative to the importance

of its employees, brands and products. At that time, Nestlé operated more like a

holding company, with country-by-country responsibility for many functions.

Such an organization certainly helped Nestlé on the marketing side. Local

managers could change the product taste, formulation and packaging according

to local preferences. For example, Nescafé, Nestlé’s instant coffee brand, had

200 different variants: in Russia, Nescafé was very thick, strong and sweet,

totally different from the bitter flavour in Western Europe. In Britain, Kit Kat con-

sisted of chocolate and wafers, but in Japan, Kit Kat had a lemon cheesecake

flavour.26

However, such a decentralized organization leads to efficiency losses. Until the

mid 1990s, 42 Nestlé factories located in the US still purchased their raw mate-

rials separately. As a result, a single supplier charged different Nestlé factories

more than 20 different prices for vanilla. Moreover, the downplaying of informa-

tion communication technology (ICT) aggravated the inefficiencies. For example,

even though senior managers at Nestlé USA knew about the existence of differ-

ent prices for vanilla, they had difficulty finding out which factories were over-

charged, as each factory used a different purchasing code for vanilla.
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Conceptual foundations

QUESTIONS:

1. What was Four Seasons’ distinct resource base, including elements of its

administrative heritage, that provided internationally transferrable FSAs?

2. Which value-added activities in which foreign location(s) permitted Four

Seasons to exploit and augment its distinct resource base to the fullest?

3. What were the expected costs and difficulties Four Seasons faced when

transferring this distinct resource base?

4. What specific resource recombination (associated with each alternative

foreign entry and operating mode) was required so as to make the pro-

posed international value-added activities successful?

5. Did Four Seasons have the required resource recombination capability in-

house?

6. What were the costs and benefits of using complementary resources of

external actors to fill resource gaps?

7. What were the main bounded rationality and bounded reliability problems

Four Seasons faced when extending the geographic scope of the firm’s

activities, given the changed boundaries of the firm, the changed linkages

with outside stakeholders and the changes in its internal functioning?

Implications of international business strategy for
MNE performance

MNE managers can answer the seven questions above at various levels: the level

of a single expansion project, the level of a divisional/business unit’s growth

strategy or the level of the firm’s overall international business strategy. In order

to answer those seven questions, managers must reflect on the MNE’s strengths

(relative to rival companies) and its ability to match its distinct resource base

with the challenges and opportunities found in the international environment,

thereby creating value and satisfying shareholder needs.

The question then arises whether an international expansion programme is

likely to improve MNE performance. A vast international business literature

attempts to answer the question whether international expansion and the

related increase of international diversification (e.g., the share of foreign invest-

ment to total investment, foreign sales to total sales or foreign production to

total production) is likely to have positive effects on the MNE’s return and risk.

The answer is: it depends on several factors.

First, at the project level, the MNE should compare the expected net present

value per invested monetary unit in foreign expansion with that of domestic

expansion, taking into account a variety of risk factors. MNEs should undertake

© Cambridge University Press www.cambridge.org

Cambridge University Press
978-0-521-68111-7 - International Business Strategy: Rethinking the Foundations of Global Corporate Success
Alain Verbeke
Frontmatter
More information

http://www.cambridge.org/9780521681117
http://www.cambridge.org
http://www.cambridge.org

