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        Introduction

        Strategy is messy. This unit demonstrates how the processes of analysing, choosing and implementing strategy, rather than
          being linear and rational as they first appear, are actually inter-related and iterative. Introduce into the mix the four
          pressures of industry dynamics, globalisation, risk and ethics, and the dynamics of strategy begin to emerge.
        

        This OpenLearn course is an adapted extract from an Open University course BB835 The dynamics of strategy.
        

      

    

  
    
      
        Learning outcomes

        After studying this course, you should be able to:

        
          	distinguish between different approaches to strategy making

        

        
          	distinguish between strategic and operational issues

        

        
          	recognise the different organisational levels at which strategy operates

        

        
          	appreciate the links between the stages of the strategy process: analysing, choosing and implementing strategy.

        

      

    

  
    
      
        1 Introducing the framework

        This unit is organised around a single framework for strategy, shown and discussed below.

        The unit will examine and discuss the various elements of the strategy framework. By the end of the unit, you should be familiar
          with the whole framework as a representation of the workings of the strategy process and how that process continuously shifts
          and changes to create the dynamics of strategy.
        

        Select ‘view’ below and then ‘play’ for an animation of the framework (the duration of the animation is 6 minutes 47 seconds).

        
          
            Interactive content is not available in this format.

          

          Figure 1 the strategy framework 
          

          View transcript - Figure 1 the strategy framework 

        

        The four ‘pressure’ rings provide a permanent reminder at-a-glance that strategy must always be developed in terms of its
          context. They shift and change endlessly. Strategies need to constantly monitor and evaluate the impact of the pressures on
          strategic objectives. Even change in one of the pressures may be significant enough to require a redesign of your organisation’s
          strategy.
        

      

    

  
    
      
        2 The strategy framework and the strategy process

        The strategy framework adopts a combination of both a rational approach to strategy and a process perspective. The rational
          part is that there is usually a logical and sequential process through the three stages of analysing, choosing and implementing.
          You have to collect the data and analyse it first, before you can choose a suitable strategy. Then, of course, you need to
          have chosen your strategy before you can begin implementing it. So far, this is logical, rational and linear: you do stage
          one, followed by stage two, followed by stage three.
        

        However, the reason that the centre of the framework is presented as three interconnected circles is that, in practice, this
          is not a tidy straight line. Instead, the three stages in the process are all interrelated and iterative. In other words,
          these three stages need to be performed again and again.
        

        Indeed, the process is iterative because it builds on existing organisational knowledge that may emerge gradually over time,
          and often only when managers begin to ask the right questions. Mintzberg (1987) has argued in his paper ‘Crafting strategy’
          that strategies need not be either deliberate or emergent; they are more often both together, for this reason:
        

        
          
            Purely deliberate strategy precludes learning once the strategy is formulated: emergent strategy fosters it.

            Mintzberg, 1987, p. 72

          

        

        We can learn from an evolving situation and that learning can be incorporated into an evolving emergent strategy.

        
          [image: ]

        

        
          2.1 Analysing

          The first stage of the interrelated strategy process is analysing. It involves examining a variety of frameworks that allow
            you to develop an understanding of the opportunities and threats facing your organisation from its external environment, as
            well as an appreciation of the strengths and weaknesses of your organisation in terms of resources and capabilities. You will
            also need to identify who your primary and secondary stakeholders are, to understand what they may want from the organisation
            and how to respond to their demands.
          

          Considerable additional challenges are posed by the increasingly international, and often global, nature of the industries
            or sectors within which many organisations now operate.
          

        

        
          2.2 Choosing

          What is the relationship between the analysing and the ‘choosing’ stages of the strategy process? Choosing inevitably follows
            analysing in the rational strategy process. In terms of the strategy framework, you are moving from the first circle (analysing)
            to the second circle (choosing). However, the idea of a ‘process’ implies that choosing not only follows analysing, but is
            also influenced by it; that is why the circles are interconnected.
          

          The outcomes of the choosing stage of the process (i.e., strategic choices) should be based on the outcomes of the analysing
            phase. In other words, if the analysis is worth doing it should be closely related to the choices taken. A strategic choice
            should always be based on the preceding analysis. For example, data has been accumulating for some time that more and more
            consumers in developing economies are reaching a level of disposable income that, although still relatively low by the standards
            of the developed economies, will allow them to begin purchasing consumer durables such as fridges, washing machines and cars.
            This led to a burst of creativity in company responses in new product development, including the affordable ‘one-lakh car’
            (i.e. 100,000 rupees or $2,300) launched by Tata Motors of India, although the price has now crept up to nearer $3,000.
          

          However, sometimes something unexpected happens. Some environmental turbulence such as a sudden drop in the value of your
            currency means something significant has changed, so you will need to start your analysis again, and then review your choice
            of strategic options again too.
          

        

        
          2.3 Implementing

          The third stage of the strategy process is ‘implementing’. It is often the most difficult stage. Many strategies fail not
            because the analysis was poor or the strategy inappropriate, but because the implementation of the strategy was badly carried
            out. Implementing is the stage at which the strategy is translated into action within the organisation. It is therefore the
            part of strategy in which all levels of the organisation need to become involved and where an understanding by each individual
            of their role and contribution in the organisation, can contribute to more effective implementation and coordination.
          

          The backbone of any implementation process is matching it to the design of the organisational structure and using appropriate
            management systems for coordination and control. Grant (2010, p. 174) calls these ‘the fundamentals of strategy implementation’.
            Different types of organisational structure are suited to particular businesses and particular tasks. The organisational structure
            and control systems suited to a global accounting firm are unlikely to be appropriate for a global fast food chain or an internet
            start-up. It is also to be expected that the mix of resources required in those organisations will be different, and their
            cultures too. Managing all these aspects of an organisation is critical for effective strategy implementation, yet all of
            them are extremely hard to manage or to change.
          

          Alongside all these basic aspects of the organisation that need to be managed during implementation, there are also the external
            forces for change that may sweep in at any moment and cause your wonderful new strategy to become obsolete. These are the
            four ‘pressures’. We discuss these as the next part of our strategy framework.
          

        

      

    

  
    
      
        3 Introducing the four pressures

        The four pressures chosen as the focus for this unit are:

        
          	industry dynamics

          	globalisation

          	risk

          	ethics and corporate social responsibility.

        

        These are among the most dominant and powerful external forces that will have a major impact on any organisation in any country
          or region of the world. It is of course perfectly possible to have more than four pressures, but we see these as the most
          significant. The pressures were mentioned briefly in the introduction to the framework; let us explore each of the four pressures
          further now.
        

        
          [image: ]

        

        
          3.1 Industry dynamics

          Industry dynamicsassumes that all industries are characterised by constant change, although the pace of such change will vary depending on
            the forces that stimulate change within each industry.
          

          Understanding how industries and firms change over time is much more difficult than understanding the structure of an industry
            or the strategy of a firm at a specific point in time. All industries shift and change. You need to be able to identify the
            drivers of these changes and interpret their significance for your current and future strategies.
          

          
            
              To learn more about the concept of industry dynamics, you may choose to listen to this audio recording, which features a discussion
                on the topic from the two authors of this unit: Susan Segal-Horn and Howard Viney.
              

              
                [image: ]

              

              
                
                  Audio content is not available in this format.

                

                Industry dynamics

                View transcript - Industry dynamics

              

            

          

          
            3.1.1 Activity 1

            Timing: Allow 1 hour for this activity.
            

            Purpose: The only way to truly understand the power of industry dynamics and what the concept means in practice, is to follow the changes in a specific industry and the effect they have had on the
              competition (and competitive strategies) between firms within it. We shall now follow this process for a period in the consumer
              electronics industry, focusing on two international competitors, which faced entirely different conditions in their domestic
              markets.
            

            
              
                Task: International industry dynamics in consumer electronics

              

              
                
                  Investigate the industry dynamics of the consumer electronics industry from 1990 to the present, and the changing positions
                    of two of its largest competitors: Philips (Netherlands) and Panasonic (Japan).
                  

                  Think about and make notes on the following questions:

                  
                    	Did Philips’s difficulties at different points in time arise from political or economic pressures, or as a result of the strategy
                      of the firm itself?
                    

                    	What elements of industry dynamics affected the relative long-term competitive positions in world markets of Panasonic and
                      Philips?
                    

                  

                  You can investigate the industry dynamics in one of two ways:

                  
                    	Do your own research into the situation. Investigate the international dynamics of the industry and the changing economic
                      situations. For each organisation, you should examine the following areas:
                      
                        	management structure

                        	domestic regulations and national pressures

                        	location of facilities

                        	approach to product development.

                      

                    

                    	Read the information in the case study below.

                  

                  For either option, you may find it useful to produce your own basic SWOT analyses for Philips and Panasonic (where you analyse
                    the strengths, weaknesses, opportunities and threats of a situation). You could share these on the unit forum and compare your analyses with those of your colleagues.
                  

                  
                    
                      Industry dynamics and international competition in consumer electronics

                    

                    
                      Philips is the last significant European competitor in the consumer electronics industry. The field has been increasingly
                        dominated by large Japanese, and then South Korean, multinational corporations (MNCs) such as Sony, Panasonic and LG. What
                        shifts in dynamics caused this?
                      

                      
                        Causes of Philips’s decline

                        In the 1990s, Philips was struggling to restructure itself, trying to move from being a dispersed international corporation
                          to a centralised global one. It had two main problems. First, it had very high costs relative to its competitors, with only
                          10 per cent of its production in Asian countries and 65 per cent in expensive Europe. The Philips payroll was a political
                          issue in the Netherlands, which remains a very high labour-cost country. Its heavy commitment to ‘home-base’ (i.e. domestic
                          market) jobs and payroll caused financial problems.
                        

                        Philips’s second problem was its unwieldy decentralised, international organisational structure across 60 countries, each
                          of which had national managerial autonomy. This gave country subsidiaries and country general managers too much autonomy.
                          The high level of local market decision-making autonomy of local managers made it much more difficult for Philips and its
                          subsidiaries to benefit from economies of scale or globally coordinated product launches and distribution.
                        

                        When Japanese competitors entered the market in the 1980s with much lower costs, very high quality products, and centralised
                          R&D, marketing and distribution, Philips’s decentralised approach fell apart. By 1990 consumer electronics had become a global
                          industry with highly standardised products and components across world markets. Japanese competitors developed broadly homogeneous
                          products for a world market. Philips was bearing unnecessary high local costs in a global market, and it was struggling.
                        

                      

                      
                        Panasonic and the changing competitive environment

                        By contrast, Panasonic was run as a highly centralised company with no local autonomy. Its strategy was low cost, but with
                          a steady stream of new products and strong brands, to attract and keep market share. In contrast to Philips, it was a technology
                          ‘follower’ rather than a technology leader or innovator.
                        

                        The problems Panasonic faced in the 1990s were different from those of Philips. First, the company needed a replacement product
                          for its phenomenally successful VCR (videocassette recorder), which had been generating 45 per cent of Panasonic’s worldwide
                          revenues. It was not obvious where a replacement product of similar magnitude could come from. Second, there were problems
                          arising from the centralisation of its organisation structure. These two problems were connected. All the signs were that
                          the next generation of consumer electronics products would come from technology convergence, perhaps in multimedia. Such a
                          development would require a different organisational structure from the centralised global hub – although it had been highly
                          suitable for controlling the standardised global production and distribution that had powered the global sales of the video
                          recorder. A more decentralised structure giving a presence in a number of key markets was required. This could generate more
                          adapted designs that were responsive to different customer preferences in national markets. Therefore, Panasonic wanted to
                          become less of a centralised hub controlled from Japan and more international in its organisation; in other words, a bit more
                          like Philips.
                        

                        Panasonic also faced macroeconomic pressures including the following: rising protectionist sentiment in some of its main markets
                          such as the USA; a high value yen making its products more expensive; and not enough qualified software engineers in its domestic
                          market. Panasonic needed to understand its overseas markets better. To do this it had to grant greater local autonomy to national
                          subsidiaries, such as local sourcing and purchasing, and modifying designs for local markets. So, just at the time that Philips
                          was struggling to exert stronger central control, and become a more global organisation, Panasonic was struggling to decentralise,
                          become less global, and show more sensitivity to local markets.
                        

                        Source: compiled by author from various press articles

                      

                    

                  

                

                View feedback - Task: International industry dynamics in consumer electronics

              

            

          

          
            3.1.2 Activity 2

            Timing: Allow 1 hour for this activity.
            

            Purpose: To carry out your own research on how industry dynamics is playing out in a different industry.
            

            The historical analysis of changes in products, processes and players in consumer electronics could be repeated for almost
              any industry or sector, from accounting firms to health care, to the way in which competition has changed how global voluntary
              organisations raise funds worldwide. Whatever the industry, dynamic change will have occurred at some point as a result of
              pressures that have led to changed business models and changed strategies. That is what we mean by industry dynamics.
            

            
              
                Task: International industry dynamics in another industry

              

              
                
                  Now carry out your own research on industry dynamics in another industry from 1990 to the present.

                  You may choose to research the car industry (which will be discussed in the feedback), the industry in which you work, or
                    another industry that interests you.
                  

                  Taking the world car industry as an example, there have been dramatic changes in competition in the last few years. Focus
                    your research on questions such as the following:
                  

                  
                    	Which car manufacturers are now in the lead in terms of the world market share or market share in different regions of the
                      world?
                    

                    	Are they the same as the leaders of ten years ago?

                    	What has changed in the world car industry that might have brought certain competitors to the front and pushed others behind?

                  

                  You may find the following websites a helpful starting point.

                  
                    	The Economist

                    	Google News

                    	BBC News or your own national broadcaster’s website
                    

                  

                

                View feedback - Task: International industry dynamics in another industry

              

            

            
              
                Industry dynamics is a concept and a process that is essential to your mental map as a strategist.

              

            

          

        

        
          3.2 Globalisation

          Much of the general public discussion of globalisation is based on unclear assumptions. The starting point for understanding this much-discussed and overused concept of globalisation
            is that in strategy terms it is industries and markets that globalise, not countries. However, when an industry globalises, it undergoes structural shifts, so that the organisations within it find that their
            position in one country is significantly affected by their position in another country. That is part of the definition of
            a global industry.
          

          Similarly, the impact of global industries and global organisations on the countries in which they operate inevitably creates
            stronger interconnectedness economically, with potential social and political consequences. This means that as a result of
            globalisation of industries, greater linkages, interaction and interdependence build up between nations.
          

          Global industries require the organisations within them, whether commercial or NFP, to develop global strategies in order
            to survive. That is what Philips had to do to survive in the consumer electronics industry as products and consumer preferences
            gradually became global. Its domestic market employment levels and Eurocentric production locations were overtaken by the
            globalisation of the industry in which it operated.
          

          
            
              To gain further insight into globalisation, you might want to listen to an audio recording by Susan Segal-Horn. The recording
                covers various aspects of globalisation, so choose the topics that interest you most.
              

              
                [image: ]

              

              
                
                  Audio content is not available in this format.

                

                Globalisation

                View transcript - Globalisation

              

            

          

          
            3.2.1 Activity 3

            Timing: 45 minutes
            

            Purpose: To think carefully and critically about the definitions with which you have been provided. These may contain biases of various
              kinds, especially when the concept being defined has attracted a lot of political attention.
            

            
              
                Task: Evaluating globalisation

              

              
                
                  First, critically evaluate the three definitions of globalisation given below. What different emphases are given in these
                    three definitions?
                  

                  
                    	‘[Globalisation is] … the increased impact of economic changes in one part of the world on what happens in the others … a
                      movement in the direction of greater integration.’ (Wolf, 2004)
                    

                    	‘Globalisation is the integration of economic activities across borders.’ (Krueger, 2000)

                    	‘Globalisation is an irresistible force transforming all aspects of contemporary society, politics and the economy.’ (Giddens,
                      1999).
                    

                  

                  Now do your own research to find additional definitions. Which of these definitions do you prefer? Why?

                  If you’d like, you can share your critical evaluations on the unit forum. If you have found other definitions that you prefer, explain why.
                  

                

                View feedback - Task: Evaluating globalisation

              

            

          

          
            3.2.2 Activity 4

            Timing: 30 minutes
            

            Purpose: To continue with critical thinking, apply the three definitions of globalisation already discussed to two developments (one
              social and the other business/market) as given in the two tasks below.
            

            
              
                Task A: Globalisation of language: the rise of ‘globish’

              

              
                
                  Investigate the globalisation of language – and the rise of ‘globish’ – by watching the video below and/or reading the case
                    study.
                  

                  Think about the following questions:

                  
                    	Do the three definitions of globalisation given above help you to understand and explain ‘globish’?

                    	Is ‘globish’ an example of globalisation?

                    	Does ‘globish’ level the playing field between nations or exacerbate the inequality within those nations?

                  

                  If you are reading this course as an ebook, you can access this video here: Globish The World Over.
                  

                  
                    
                      The rise of globish

                    

                    
                      The term ‘globish’ (i.e. global English) was invented in 1995 by a Frenchman, Jean-Paul Nerriere. He had noticed that non-native
                        English speakers in Asia found it easier to do business with each other than with native English speakers. Globish was his
                        name for the kind of English they were using: a version of the English language without complexity or cultural baggage. Globish
                        meets a practical need for a universal language that is simple, neutral and intelligible for cross-cultural communication.
                        McCrum (2010) argues that it is also likely to gradually reduce the international influence of English and eliminate any advantage
                        of native English speakers. Indeed, if in future, the world’s business is conducted in globish, native English speakers will
                        have to learn it like everyone else. That is because globish is a reduced language with no native speakers, which is globally
                        intelligible and culturally neutral. This argument says that there is English and there is globish.
                      

                      The language that G20 government leaders give press conferences in is Standard English acquired through extensive education,
                        which diverges little from native English. Globish is different. It represents a standardisation and globalisation and, therefore,
                        a democratisation, of language that enables it to be accessible to everyone around the world with relatively little effort.
                        The mastery of 1,500 words of globish would provide access to potential jobs and opportunities. However, is that really the
                        case? Or would the elite version of English that is acquired with great investment of time and effort, and therefore available
                        to only a privileged minority in most countries, remain the true passport to seniority? Does globish level the playing field
                        between nations or exacerbate the inequality within those nations?
                      

                      Source: based on McCrum (2010) 

                    

                  

                

                View feedback - Task A: Globalisation of language: the rise of ‘globish’

              

            

            
              
                Task B:Global or local?

              

              
                Timing: Allow 15 minutes for this activity
                

                
                  Read the case study below, which discusses the launch of Star TV in Asia, and think about the following questions:

                  
                    	Do the three definitions of globalisation given above help you to understand and explain the situation?

                    	Does the Star TV launch provide any further insight about the impact of globalisation?

                  

                  
                    
                      The disastrous launch of Star TV in Asia

                    

                    
                      When Star TV was launched in 1991, it had a simple strategy that seemed destined to be enormously successful. It aimed to
                        deliver television programmes to the top 5 per cent of Asia’s newly rich elite who could afford to pay for quality programmes
                        and who were also an attractive target market for generating advertising revenues. This was a group with English as its second
                        language, so Star planned to use existing available English-language programmes, thus avoiding having to invest in creating
                        costly new programming specially for the Asian market. Programmes would be delivered via satellite network. This looked like
                        a very attractive business model. Indeed the media tycoon Rupert Murdoch found it so compelling that News Corporation (Murdoch’s
                        media conglomerate) bought Star from its founders for $825 million in 1995.
                      

                      However, the strategy was spectacularly unsuccessful. Star lost $500 million between 1996 and 1999. The costs and risks of
                        doing business in Asia were underestimated. The attractiveness of the market was overestimated. The level of potential sales
                        was hugely overestimated. A turnaround was only achieved after Star (and its parent News Corporation) realised that they must
                        invest in specific programming developed by and for the variety of Asian markets. Standardised off-the-shelf programming was
                        simply unacceptable and would not sell. After continuing heavy losses, the original strategy was abandoned in favour of supplying
                        programmes broadcast in the local languages. Its original global strategy was based on the assumption that a homogeneous television
                        product could be sold across Asia both to advertisers and to an elite end-consumer. However it quickly became evident that
                        advertising depends on ratings and ratings depend on providing programmes that people in Asia want to watch. This commercial
                        logic has driven Star’s transformation to local programming, in local languages and with a regional Asian management structure.
                      

                      Source: adapted from Ghemawat, 2001 and 2007a 

                    

                  

                

                View feedback - Task B:Global or local?

              

            

          

        

        
          3.3 Degrees of risk

          Judgements about the levels of risk and reward attached to each potential business opportunity must be evaluated. A politically
            stable country offers a very low risk business and political environment, while an unstable country is more risky. For example,
            there are both relatively high political and high economic risks attached to doing business in Nigeria; there are relatively
            high political risks of doing business in Russia; there are relatively low political and low economic risks attached to doing
            business in Switzerland. However, the other side of the risk calculation is that, often, higher risk economies and political
            systems offer the possibility of higher investment returns. That is the risk/reward trade-off.
          

          It means that these contrasting risk and reward factors must be weighed against the attractions of each of those markets in
            terms of overall size and long-term development potential. We need some way of evaluating these types of risks. Figure 2 provides
            a relevant framework. It shows a matrix of types of exposure to political, regulatory and ethical risk and provides a summary
            of such contingencies and their potential effects on managerial decision making and the strategies of firms.
          

          Different organisations have different risk profiles and different appetites for risk. Traditionally, NFP and public sector
            organisations have been regarded as more risk averse than commercial organisations, but this difference has been reduced.
            For example, in their financial investment strategies before the world financial crisis that started in 2007, many NFP and
            public sector organisations had started making far more risky financial investments for higher financial returns – some invested
            in higher yielding Icelandic bank products not long before they crashed.
          

          
            [image: A matrix to show exposure to political, regulatory and ethical risk]

            Figure 2 Exposure to political, regulatory and ethical risk (Source: adapted from de la Torre and Neckar, 1988)

            View description - Figure 2 Exposure to political, regulatory and ethical risk (Source: adapted from ...

          

          Figure 2 gives two main sources of risk: first, ‘the actions of legitimate government authorities’; second, ‘events caused
            by actors outside the control of government’. The second type of risk includes war and acts of terrorism. An example of this
            type of risk would be the surge in piracy around the seas off Somalia from the late 2000s onwards. This type of risk is outside
            the control of governments and firms, although some terrorist acts are government or state sponsored. Risk assessment is nevertheless
            mandatory for both.
          

          Consider instead the examples of the first type (‘the actions of legitimate government authorities’) and the possible range
            of impacts listed in the lower half of Figure 2. In the last decade, many organisations have had difficulties doing business
            in Russia that have provided many examples of ‘a reduction in a stream of benefits’ that had been expected from investments
            in Russian companies and the Russian economy.
          

          
            
              This audio recording, by Kevin Tennent, provides further information on the ways risk can affect strategy.

              
                [image: ]

              

              
                
                  Audio content is not available in this format.

                

                Effect of risk on strategy

                View transcript - Effect of risk on strategy

              

            

          

          
            3.3.1 Activity 5

            Timing: Allow 45 minutes for this activity.
            

            Purpose: To illustrate some real sources of business and economic risk in Russia, which has attracted high levels of recent investment.
              You should once again use a critical perspective to evaluate whether the framework in Figure 2 actually provides useful ways
              of formulating and categorising types of risk.
            

            
              
                Task: Business and economic risk in Russia

              

              
                
                  First, watch the video clip from the reporter Rupert Winfield-Hayes, which discusses bribery in Russia. Then read the discussion
                    of some events in Russia in 2008, in the case study that follows.
                  

                  Consider how the events in Russia may fit into the ‘Sources of risk’ and the ‘Types of impact’ classified in Figure 2. How many of the bullet-point issues of potential risk from the two right-hand columns are described in the resources?
                  

                  
                    
                      Video content is not available in this format.

                    

                    BBC news report by Rupert Winfield-Hayes

                    View transcript - BBC news report by Rupert Winfield-Hayes

                  

                  
                    
                      Doing business in Russia

                    

                    
                      From 1998 to 2008 Russia had been transformed: its economy (at 2010 exchange rates) was worth $1.3 trillion, it had $480 billion
                        in foreign currency reserves and an additional fund of $144 billion for surplus oil and gas revenues. GDP per head had risen
                        from $2,000 in 1998 to $9,000 in 2008 at current exchange rates. Restaurants, shops and airports were all busy with shoppers
                        and travellers, and foreign cars were seen everywhere. According to The Economist (2008, p. 27) three factors supported this rapid growth: a growth in private sector businesses; massively rising oil prices;
                        and macroeconomic stability. By 2008, growth had fallen back to 7 per cent a year, which is good but does not come near to
                        Russia’s potential levels of growth. What happened in the intervening period?
                      

                      In mid-2003 began what has become known as ‘the Yukos affair’. Yukos was Russia’s largest oil company and its boss was Mikhail
                        Khodorkovsky. The government carried out attacks on both the company and on Mr Khodorkovsky personally, largely via the tax
                        police. Initially, these were described as directed against the power of the new Russian business leaders or ‘oligarchs’.
                        Yet growth in oil output in Russia, which before ‘the Yukos affair’ had been growing by roughly 9 per cent per year, had fallen
                        to 1 per cent per year by the end of 2007. The effective takeover of Yukos by the government also put a stop to infant progress
                        on strengthening the rule of law and the legislative systems and process in Russia. Indeed, while the courts under Yeltsin
                        were independent of the government, that is no longer so. Yukos was dismantled and its assets given to Rosneft, a quasi-state
                        oil company chaired by the Russian President’s deputy chief of staff. After Yukos, there followed a whole series of similar
                        raids and takeovers of privately oligarch-owned Russian firms by similar means of raids by police and/or tax officials.
                      

                      Another corporate crisis concerned TNK-BP, a joint venture set up in 2003 between AAR (a Russian consortium owned by four
                        billionaire businessmen) and the UK oil giant BP. By March 2008, BP’s offices in Russia had been raided twice by the Russian
                        FSB (the state security body, formerly known as the KGB). The offices of TKN-BP had been inspected four times by the labour
                        ministry and its British Chief Executive Robert Dudley had been interrogated for six hours at the Ministry of Internal Affairs.
                        Requests for visa renewals for 150 foreign staff at TNK-BOP were refused. AAR denied absolutely that it was using the Russian
                        authorities to apply pressure to BP. In 2008 TNK-BP was worth about $50 billion. It was the only big oil group in which the
                        Russian state did not own at least a stake.
                      

                      The dividing line between commercial decisions and political decisions had become unclear. One former government official
                        was quoted as saying: ‘it is easier to get a competitor into a jail than to compete with him’. For 2004, Transparency International
                        (a respected Berlin-based NGO that monitors corruption) ranked Russia 90th out of its list of 145 countries for levels of
                        corruption. As argued in The Economist in 2008: ‘Russia will not reach first-world prosperity with third-world institutions’.
                      

                      Source: compiled by author from various newspaper articles and The Economist (2008).

                    

                  

                

                View feedback - Task: Business and economic risk in Russia

              

            

            Less dramatic and more everyday factors in the evaluation of business risk include the bargaining relationships between governments,
              regulatory environment and business, commercial or financial risk. Governments tax immobile assets and national-based consumption
              and try to set corporation taxes at levels that will provide them with useful sources of tax revenue to spend on services
              for the public without forcing the corporations to shift their investments in jobs, buildings, research or technology elsewhere.
              It is for this reason that governments try to attract quality inward investment by MNCs into their countries by offering capital
              grants, regional grants (especially in employment blackspots), tax-free zones, and so on.
            

          

        

        
          3.4 Ethics and corporate social responsibility (CSR)

          Despite the fact that individuals and nations differ in the values or beliefs they hold and the experiences that shape those
            values and beliefs, Hosmer (1994) suggests that there are indeed some fundamental ethical principles that do transcend cultures,
            time and economic conditions (Campbell, 2007).
          

          Certainly ethical values are an important part of the formal corporate policies and therefore of the culture of many organisations.
            Ethics and values affect both the decisions that companies make, and their ability to implement those decisions in accordance
            with, or in conflict with, governments or other stakeholders.
          

          
            Changed standards of good and bad?

            Changes in perceived ethical behaviour also affect standards as to what is good or bad in managerial or organisational conduct.
              Do organisations that act unethically achieve some advantage? Hosmer (1994, p. 29) encapsulates this position when he discusses
              ethics and strategy:
            

            
              
                I do not claim that all equitable acts lead to strategic and financial success. I do not claim that all inequitable acts lead
                  to strategic and financial disaster. I do however, claim that a pattern of equitable acts over time does indeed lead to trust
                  and that trust to commitment, and that a committed effort, which is both cooperative and innovative on the part of everyone,
                  does eventually lead to success. That success may be slow, but it is certain enough to warrant the attention of management
                  scholars.
                

              

            

            Some examples of the conflicts and complexities involved in the interplay between strategy and business ethics are considered
              in the following activity.
            

          

          
            
              Learn more about the ways ethics and CSR impact strategic decision making in this audio recording, by unit author Howard Viney.

              
                [image: ]

              

              
                
                  Audio content is not available in this format.

                

                Ethics and CSR impact on strategic decision making

                View transcript - Ethics and CSR impact on strategic decision making

              

            

          

          
            3.4.1 Activity 6

            Timing: Allow 1 hour for this activity.
            

            Purpose: Ethics and corporate social responsibility have become part of how consumers, the general public, and the financial markets
              evaluate the performance of companies.
            

            Do organisations that act unethically (or even those that are simply perceived to be acting unethically) obtain competitive advantage or competitive disadvantage as far as you are able to ascertain and evaluate the situation?
            

            
              
                Task: Ethical problems and corporate scandals

              

              
                
                  First read the extract below about ethical situations in which some very well-known organisations have found themselves recently.

                  Critically reflect on how each situation arose and what the consequences were for each organisation. Feel free to find out
                    more about these situations yourself. Make a note of references in case you want to refer back to the cases at a later stage.
                  

                  Then investigate some similar situations. Other notable examples include Enron (US), Parmalat (Italy) and Satyam (India).

                  Try to critically evaluate the quality of the information you are able to find about these events.

                  
                    
                      Recent corporate scandals and ethical problems

                    

                    
                      Consumers in the developed economies are increasingly choosy about the origin of the goods they buy. Many companies now have
                        agreed codes of conduct with suppliers – this includes Nike, which has faced fierce ethical criticism for using sweatshop
                        labour in overseas production plants in the past.
                      

                      In 2006, the US coffee chain Starbucks was in trouble with consumers for appearing to undermine the establishment of the Fairtrade
                        brand in Ethiopia, a poor country that grows some of the world’s finest coffee beans and is a major supplier to Starbucks.
                        The Fairtrade brand guarantees that farmers growing the coffee are paid a fair market price. It is a hallmark that they are
                        not being exploited. The highly reputable UK voluntary organisation Oxfam complained that Starbucks was blocking attempts
                        by the Ethiopian government to establish trademarks for three different types of coffee bean, which was depriving farmers
                        of $90 million per year. Starbucks was sponsoring an alternative scheme that it argued would be simpler and more effective.
                      

                      Between 2006 and 2008, the German company Siemens, Europe’s biggest engineering firm, was involved in a huge bribery scandal.
                        In December 2008, it finally pleaded guilty to charges of bribery and corruption and agreed to pay fines of $800 million in
                        the USA and €395 million in Germany, in addition to an earlier €201 million. What had happened was remarkable. Siemens had
                        set up ‘cash desks’ in three of its offices to which employees could bring empty suitcases to be filled with cash. Up to €1
                        million could be withdrawn at a time. According to the USA’s Department of Justice, this was to be used as bribes to secure
                        contracts for Siemens’s telecommunications division. Apparently, between 2001 and 2004, about $67 million was carried off
                        in such suitcases. Until 1999, when bribes paid to foreign officials became illegal in Germany, Siemens even claimed deductions
                        for such bribes in its annual accounts.
                      

                      Much of the world’s raw material wealth is located in countries with volatile political regimes and unstable environments.
                        The difficulty for companies attempting to avoid trouble is that they may forfeit the best growth opportunities. Many MNCs
                        have therefore chosen to combine continued pursuit of their overseas investment strategies with a closer liaison with the
                        campaigners and to pay more attention to indigenous local groups. Historically there have been many dubious environmental
                        practices by developed-economy MNCs in order to access such valuable resources, such as oil or precious metals. Such activities
                        are now more transparent and subject to greater public scrutiny, not least as a result of the speed of information and photographs
                        travelling on global communication networks. Keen to avoid repeating the mistakes it made earlier (and paid heavily for) in
                        Nigeria, Royal Dutch Shell (the Anglo-Dutch oil giant) met members of the local tribes before signing a recent deal to develop
                        a gas field in Peru. The company also holds consultations and workshops with anyone interested. Local political or environmental
                        problems, which were once seen solely as the concern of governments, are now seen as the responsibility of the MNC too. Behaviour
                        that was previously taken for granted or acceptable is now under greater scrutiny.
                      

                      Source: compiled by author from various press articles.

                    

                  

                

                View feedback - Task: Ethical problems and corporate scandals

              

            

            
              
                Ethical issues are complex and sensitive but they are a very real part of strategy and managerial decision making. We have
                  no simple answers to these complex questions. We wish merely to indicate some of the complexity involved. Ethical values are
                  in part shaped by culture and are part of culture. They are part of the values that we as individuals bring into organisations.
                

                The role of personal values

                In some cases your values might conflict with those of the organisation you work for, so that your interests as an employee
                  or manager may not be congruent with your preferences as a consumer, parent, voter, tourist or environmentally concerned individual.
                  Thus ethical issues and the wide range of interpretation of CSR in organisations and the wider society provide another powerful
                  set of pressures driving the formulation, choosing and implementing of strategies.
                

              

            

          

        

      

    

  
    
      
        4 Our approach to strategy: critical, conversational and messy 

        We encourage you to enhance your understanding of strategy by using a version of the process model of strategy with its iterative
          stages of analysing, choosing and implementing. However, the situations, industries and organisations to which we ask you
          to apply this process framework are very complex. Often such industries are changing and evolving as we discuss them; that
          is what we mean by industry dynamics, one of our four pressures.
        

        Increasingly, industries that we thought we understood become ‘fuzzy’; their boundaries are unclear and seem to overlap with
          other industries. That has happened, for example, in information technology (IT). Indeed most of the time we now talk about
          ICT, by which we mean information and communications technology. The boundaries between IT and communications have just about
          disappeared. These changing industry boundaries have created some of the biggest challenges to business strategies. For example,
          the film industry, music industry, publishing industry and computer industry now overlap as music, films, books and newspapers
          are all downloaded via websites onto mobile devices such as iPads or Kindle e-readers. The industry contexts and competitive
          strategies in these different sectors have been transformed and, as a result, completely different winners and losers are
          being created.
        

        
          [image: ]

        

        
          Coping with messiness

          What that illustrates is that to think strategically means accepting that things are messy and difficult and shifting all
            the time. We introduce you to some concepts and frameworks to try to give shape to this messiness and complexity.
          

          Frameworks do not change even if the data and evidence does. However, we do not want you to accept these frameworks as the
            answer, and certainly not as the ‘right’ answer. They are just a way of helping you to frame and explore the questions. Rather,
            we want you to have a conversation with the data and the frameworks to challenge both the data and the frameworks. What you
            will be assessed on is your ability to explain and apply the frameworks.
          

          In a conversation, a dialogue takes place in which ideas are debated back and forth. We ask you to challenge concepts, frameworks
            and analyses and we want you to do this even when we have not set an exercise specifically for that purpose.
          

        

      

    

  
    
      
        5 Conclusion

        Strategy is a practical subject. It deals with the real world and demands to know what you intend to do about something. There
          is a strong link between knowing and doing, and we encourage you to make relevant connections between your own experience
          (personal, professional or academic) and the frameworks and concepts you study as part of this unit.
        

        It is legitimate to test your thinking and our frameworks against your own experience and your own context. It helps you to
          see in what context a particular framework may provide insight and when it may not. This is part of developing a necessary
          critical perspective.
        

      

    

  
    
      
        Keep on learning
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          Study another free course

          There are more than 800 courses on OpenLearn for you to choose from on a range of subjects. 
          

          Find out more about all our free courses.
          

           

        

        
          Take your studies further

          Find out more about studying with The Open University by visiting our online prospectus.
          

          If you are new to university study, you may be interested in our Access Courses or Certificates.
          

           

        

        
          What’s new from OpenLearn?

          Sign up to our newsletter or view a sample.
          

           

        

        
          
            For reference, full URLs to pages listed above:

            OpenLearn – www.open.edu/openlearn/free-courses

            Visiting our online prospectus – www.open.ac.uk/courses

            Access Courses – www.open.ac.uk/courses/do-it/access

            Certificates – www.open.ac.uk/courses/certificates-he

            Newsletter ­– www.open.edu/openlearn/about-openlearn/subscribe-the-openlearn-newsletter

          

        

      

    

  
    
      
        Glossary

        
          	Competitive advantage

          	Competitive advantage is what enables your organisation to offer better value to your customers than your rivals. It cannot
            be understood by looking at the organisation as a whole since it derives from the many separate activities an organisation
            performs in designing, producing, marketing, delivering or supporting its products and services (Porter, 1985, p. 33). Competitive
            advantage is always relative to your competitors. It resides in your organisation performing any of these specific activities more efficiently than the
            next most efficient competitor in your sector.
          

          	Cronyism

          	The improper appointment of friends and associates to positions of authority.

          	Economies of scale

          	An economy of scale arises if fixed costs remain constant as output increases, thus lowering the cost per unit of output.
            The concept is usually used to explain the benefits arising from the size of an organisation. It can arise in relation to
            all types of costs such as the cost of capital, purchasing costs, advertising costs, and so on. All are capable of generating
            benefits to scale.
          

          	Globalisation

          	An industry can be defined as global ‘if there is some competitive advantage to integrating activities on a worldwide basis’ (Porter, 1986, p. 19). A market can be defined as global if consumers worldwide can be treated as homogeneous within them. It is much more common for market segments to be global than entire markets.
          

          	Industry dynamics

          	Thisassumes that all industries are characterised by constant change and attempts to understand the forces that stimulate change
            within each particular industry or across a group of industries. 
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        Task: International industry dynamics in consumer electronics

        Feedback

        Philips dominated the domestic economy in the Netherlands in the 1990s and it carried a high degree of social and financial
          cost as a result. It experienced great political pressure from the Dutch government and from public opinion to be a good and
          responsible employer, provide a large number of local Dutch jobs and contribute high tax revenues to the government. Philips
          continued as the backbone of the Dutch economy for many years longer than it could afford to do so. As a result its competitive
          strategy was increasingly out of step with the global consumer electronics industry.
        

        Its strong Japanese and South Korean rivals were operating on a different business model and with a different competitive
          strategy. If Philips had been the only major producer of high-level consumer electronics then its high costs and over-decentralised
          structure would not have mattered. However, obviously it was not. Its rivals had a much lower cost base both within their
          domestic markets and in their cheaper manufacturing locations around the world. Add to that the costs and time pressures to
          create new consumer electronic products in multimedia formats, which was the way the industry dynamics were moving, and Philips’s
          strategy and organisational structure were unsustainable.
        

        Philips’s decentralised structure was more appropriate for the new products, technologies and markets, but Philips then lacked
          adequate control systems for coordination and integration across the international operations. Panasonic was too globally
          centralised to develop the new technologies and markets, and found it difficult to disperse power to national managers who
          had closer market knowledge. Both organisations needed to adapt their strategies in response to the change in industry dynamics.
        

        By the 2000s, each organisation had made dramatic changes. Both companies are still major competitors in the extremely dynamic
          consumer electronics industry.
        

        Back to - Task: International industry dynamics in consumer electronics

      

    

  
    
      
        Task: International industry dynamics in another industry

        Feedback

        The US car firms General Motors, Chrysler and Ford used to be the world’s ‘big three’, but this is no longer the case. The
          city of Detroit was once a hub of car manufacturing but, since around 2007, the city has shrunk to one-third of its former
          population and much of it is no longer lived in or worked in. The long-term decline in US car manufacturing is partly due
          to the success of Japanese car firms such as Toyota and Honda. There is also competition from increasingly efficient competitors
          in Korea (Hyundai), India (Tata Motors) and China (SAIC), all of which have lower costs, rapid growth and, most important
          of all, the advantage of being located in the emerging markets of the world where the economies (and therefore the number
          of customers) are expanding rather than contracting.
        

        An argument can be made that there is a rebalancing going on between the older American and European automobile companies
          and the newer entrants. The US companies are in a similar position to that of Philips in consumer electronics in that they
          suffer from historically very high cost structures and a high proportion of their manufacturing is located in their very expensive
          domestic market. The Economist in 2007 estimated that health care costs added $1,600 to the cost of every vehicle produced in Detroit. These are part of
          what has been called legacy (i.e. historic) costs, and similar costs are not carried by rival firms outside the USA – even
          costs in Europe are lower.
        

        The economic slump in world markets from 2008 onwards has made reducing costs an even bigger priority, since price has become
          more important for consumers. Even great brands are having troubles: Toyota’s sales in the US fell by 23.8 per cent in 2009,
          compared with a fall by Germany’s VW (Volkswagen) of only 6.6 per cent. Toyota had faced additional problems on top of the
          economic slump: in 2010 it was in crisis due to a series of safety problems from potentially lethal accelerator pedals in
          many of its most popular models. In the first three months of 2010, recalls had already cost Toyota $2 billion.
        

        By early 2011, the balance between global competitors in the world car industry had shifted once again. The 2008 recession
          gave many US companies an opportunity to push though desperately needed changes including factory closures to reduce excess
          capacity and pruning product portfolios of poorly performing brands. Major new investment is being made in new greener technologies
          such as the popular hybrid (part petrol and part electric) cars. The American organisations such as GM, Chrysler and Ford
          have returned to profitability but competition is tougher than ever. Global competition comes from Japan (Toyota, Honda, Nissan),
          South Korea (Kia, Hyundai), and Europe (BMW, Mercedes-Benz, Fiat, Audi), while China and India each have massive home markets
          and are coming up fast in the international arena. It is an industry with high dynamics.
        

        Source: compiled by author from various press articles and The Economist (2009).

        Back to - Task: International industry dynamics in another industry

      

    

  
    
      
        Task: Evaluating globalisation

        Feedback

        The Wolf and Kreuger definitions focus on the economic aspects of globalisation and the global integration of markets. This
          is perhaps not surprising, as they are both economists by background (Wolf was a senior economist at the World Bank). Giddens
          focuses on the social and the political consequences of globalisation. His definition tells us little of the causes of the
          ‘irresistible force’ or whether it is a positive or negative force. He seems to sound a warning note, however, which implies
          that globalisation is worrying. Giddens is a sociologist who became known in the 1990s for the political philosophy of ‘the
          third way’ (by which he meant a middle way between capitalism and socialism). His ideas were popular at that time with world
          leaders such as US President Bill Clinton, German Chancellor Gerhard Schroeder and UK Prime Minister Tony Blair.
        

        The two economists give a clear sense of the large-scale impact of globalisation on all industries and organisations through
          increased economic integration ‘across borders’. The sociologist sees it more as a driver of social change. So globalisation
          can be seen either as a positive driver of world economic growth or as potentially damaging to social and political institutions
          and national cultures. Obviously that depends on which country, industry or time period you are using. The power of global
          brands may drive out local products and local produce. At the same time, however, the existence of global technologies, such
          as the web and temperature-controlled lorries makes it possible for small local producers of jewellery or woodcarvings to
          find customers around the world, and for a country such as Kenya to develop a global flower industry.
        

        Globalisation is a controversial topic. What is not controversial, however, is to argue that globalisation is a powerful driver
          of change. As such it must be included as one of our pressures.
        

        Back to - Task: Evaluating globalisation

      

    

  
    
      
        Task A: Globalisation of language: the rise of ‘globish’

        Feedback

        To the extent that there is real evidence that many global corporations do frequently use English as the agreed corporate
          language for all reports and meetings, irrespective of the country in which they take place, then globish may be viewed as
          a response to that trend. It also lowers barriers to entry by being easier to learn than Standard English. It may be seen
          as a cultural response to the economic integration of industries and firms across borders. Whether it becomes a true international
          integrating device or another source of social discrimination remains to be seen.
        

        Back to - Task A: Globalisation of language: the rise of ‘globish’

      

    

  
    
      
        Task B:Global or local?

        Feedback

        Star TV tells a story not of global integration but of the continuing strong pressure for strategies to adapt themselves to
          the specific requirements of local markets and local consumer preferences. It was the initial pure global strategy that was
          the disaster.
        

        Back to - Task B:Global or local?

      

    

  
    
      
        Task: Business and economic risk in Russia

        Feedback

        It is possible to find examples of the following behaviours (as listed in Figure 2) in the video clip and the reading:
        

        
          	extortion

          	threats and disruption to operations by hostile groups

          	externally induced financial constraints

          	externally imposed limits on imports or exports

          	corruption/nepotism and cronyism.
          

        

        The developing story

        

        BP’s activities in Russia help illustrate the dynamism that can affect an organisation’s strategic decision making.

        For example, it was announced in January 2011 that the British oil company BP and the Russian oil giant Rosneft would enter
          into a joint venture. The deal would involve an $18 billion exchange of shares between BP and Rosneft, which would transfer
          5 per cent of BP to Rosneft ownership and give BP a 9 per cent stake in Rosneft. The joint venture would be primarily concerned
          with developing oil reserves in the Russian Arctic, where the Russian oil reserves could be huge. This is a very sensitive
          area for both operational and environmental reasons. It has already attracted criticism from environmental campaigners who
          wish to prevent any development in the ecologically delicate Arctic.
        

        Robert Dudley, the new Chief Executive of BP, was there to sign the deal. Interestingly, this was the same Robert Dudley who,
          as Chief Executive of TKN-BP, had such difficult experiences in Moscow and bitter disputes with his Russian partners. All
          appeared to be friendly between the parties.
        

        However, in May 2011, the deal appeared to have fallen through – as you can see in this article from the Economist.
        

        The situation is likely to keep changing in the short to medium term. You might find it interesting to examine what’s happening
          now (using the news sources you used in Activity 2).
        

        What this tells us

        What does this situation tell us about risk? It tells us that risk is always relative and that managers and organisations
          are continually evaluating and re-evaluating levels of risk at different points in time as situations change. There are no
          situations where there is absolutely no risk whatsoever. Managers use their judgement in this all the time. So do governments
          when politicians make decisions about which other governments to sell weapons to, or which trade agreements to sign with which
          other countries. When first making the deal, BP’s managers had obviously evaluated this new potential investment in Russia
          and decided the risk/reward trade-off and the Russian investment climate was attractive enough to go ahead. That is not the
          same as saying that it was free of risk; it means that the degree of risk was judged to be acceptable (particularly when balanced
          against potential returns).
        

        Corporations and governments make strategic decisions about degrees of business, financial, operational, political and reputational
          risk, which are continually changing. In other words, they are dynamic; risk is part of the dynamics of strategic decision
          making.
        

        Back to - Task: Business and economic risk in Russia

      

    

  
    
      
        Task: Ethical problems and corporate scandals

        Feedback

        All these companies have suffered negative impacts from unethical behaviour. The most obvious is the huge fine that Siemens
          had to pay for its involvement in bribery and corruption to gain contracts. For Starbucks and Shell, the impacts have been
          felt more in loss of customers and reduced consumer goodwill, as well as featuring heavily in the negative campaigns of pressure
          groups over various periods of time. Both Starbucks and Shell argue that they have responded to criticism by developing and
          implementing genuine environmentally sensitive dimensions to their strategies. In fact Starbucks had argued throughout that
          its policy was intended to benefit rather than harm Ethiopian farmers. Since its bribery scandal, Siemens has implemented
          far-reaching institutional change.
        

        Back to - Task: Ethical problems and corporate scandals

      

    

  
    
      
        Figure 2 Exposure to political, regulatory and ethical risk (Source: adapted from de la Torre and Neckar, 1988)

        Description

        This diagram is in the form of a 2 by 2 matrix meaning it has 2 rows and 2 columns. The x-axis is labelled sources of risk.

        The y-axis is labelled types of impact.

        The column to the left is labelled the actions of legitimate government authorities. The column to the right Events caused
          by actors outside the control of government. The row at the top is labelled ‘The voluntary loss of control over specific assets
          without adequate compensation’.
        

        The row at the bottom is labelled ‘A reduction in the value of a stream of benefits expected from the foreign controlled affiliate’.

        This divides the matrix into four boxes on which de la Torre and Neckar’s exposure to political, regulatory and ethical risk
          is based.
        

        The top left quarter (the actions of legitimate government authorities and the voluntary loss of control over specific assets
          without adequate compensation) includes the following:
        

        
          	Total or partial expropriation

          	Forced divestiture

          	Confiscation

          	Cancellation or unfair calling of performance bonds

          	Withdrawal of licenses or ownership of property

        

        The bottom left quarter (the actions of legitimate government authorities and a reduction in the value of a stream of benefits
          expected from the foreign controlled affiliate) includes the following:
        

        
          	Non applicability of “national treatment”

          	Restriction in access to financial, labour or material markets

          	Controls on prices, outputs or activities

          	Currency and remittance restrictions

          	Value-added and export performance requirements

          	Sudden cancellation or charge in agreed terms of a contract

          	Bureaucratic blockages

        

        The top right quarter (events caused by actors outside the control of government and the voluntary loss of control over specific
          assets without adequate compensation) includes the following:
        

        
          	War

          	Revolution

          	Terrorism

          	Strikes

          	Extortion

        

        The bottom right corner (events caused by actors outside the control of government and a reduction in the value of a stream
          of benefits expected from the foreign controlled affiliate) includes the following:
        

        
          	Nationalistic buyers or suppliers

          	Threats and disruption to operations by hostile groups

          	Externally induced financial constraints

          	Externally imposed limits on imports or exports

          	Corruption/nepotism and “cronyism”

          	Ethical or pressure-group driven investment policies.

        

        Back to - Figure 2 Exposure to political, regulatory and ethical risk (Source: adapted from de la Torre and Neckar, 1988)

      

    

  
    
      
        Figure 1 the strategy framework 

        Transcript

        We suggest that strategy making within organisations is a continuous and adaptive process. To illustrate this we’ve adopted
          a strategy process model first developed by Johnson and Scholes. This suggests that there are different phases in the strategy
          process, namely analysing, choosing and implementing. Let’s explore what each of these phases involves and their relationship.
        

        The first phase involves analysing a variety of different phenomena, all of which impact upon the strategic choices available
          to an organisation.
        

        Analysing involves an organisation taking time to understand
        

        the external environment that it operates in,

        the internal resources and capabilities at its disposal,

        and the attitudes of its various stakeholders before it can make strategic choices.

        By undertaking this analysis an organisation will aim to develop an understanding of the opportunities and threats that exist
          in its operating environment, and the relative strengths and weaknesses of the resources it possesses.
        

        An awareness of these strengths and weaknesses, and opportunities and threats, is necessary before the organisation can begin
          making strategic choices.
        

        These choices will involve deciding where and how it will compete if it’s a for-profit organisation, and the type of services it will provide if it’s a not-for-profit organisation.
        

        Choosing what its strategy should look like will be strongly influenced by the analysis it has undertaken; an organisation’s strategy
          is likely to attempt to exploit its strengths to take opportunities, or to rectify weaknesses to nullify threats. Therefore
          choosing is closely linked to the outcomes of the analysing phase of the strategy process. It also provides the basis for
          the implementing phase.
        

        Implementing involves seeking to make strategy happen. It’s perhaps the most difficult phase of the strategy process as it’s not until
          an organisation attempts to implement its strategic decisions that it discovers the quality of its analysis and the wisdom
          of its choices. The success of the strategy process can be judged by the outcome of the implementing phase. Strategic choices
          which cannot be implemented effectively will not contribute towards an organisation building or sustaining competitive advantage.
        

        However, reaching the implementing phase of the strategy process does not imply that the process is complete. We view the
          strategy process as being iterative; it never ends.
        

        The success or failure of implementing can and should be fed back into an organisation’s ongoing analysing activities and be used to refine further strategic choices.
        

        In very few instances will organisations be able to view the strategy process as a one-off or occasional process, the complexity
          of the context within which most organisations operate mean the strategy process is an ongoing activity.
        

        To indicate the complexity of the context the strategy process exists within we’ve also identified four important pressures.
          These pressures are external forces for change which may sweep in at any moment and challenge an organisation’s carefully
          crafted strategy. We’ve chosen to highlight these four pressures because we believe these are likely to have the most profound
          effect upon an organisation’s strategy process, so let’s briefly explore each in turn.
        

        Industry dynamics assumes that all industries or sectors are characterised by constant change, although the pace of such change will vary depending
          upon the forces that stimulate change within each industry. Understanding how industries, sectors and organisations change
          over time is much more difficult than understanding the structure of an industry or the strategy of an organisation at a specific
          point in time. All industries and sectors shift and change – and developing an awareness of the nature and pace of change
          is important for managers developing strategy within organisations.
        

        Globalisation recognises that aspects of certain industries and markets are becoming increasingly interconnected. The implications of this
          greater interconnectedness are that changes that occur in one area of an organisation’s operation can significantly impact
          their operations in another area. Therefore organisations need to develop specific strategies to maximise the benefits and
          minimise the risks of operating globally.
        

        Operating globally can significantly increase the opportunities and rewards available to organisations, but also increases
          the complexity of its activities and the risks it must bear.
        

        All decisions will have some form of risk attached to them and different organisations will have different risk profiles and different appetites for risk. This means
          that managers are faced with the need to make judgments about the levels of risk and reward attached to each potential opportunity
          or threat it identifies.
        

        Risk comes in a variety of forms – business, financial, ethical and so on. The increased dynamism of the context organisations
          operate in can only increase the risks associated with the decisions managers must make. But it may also increase the rewards
          available, and so evaluating risk is a significant challenge for managers engaged in the strategy process.
        

        Our final pressure involves ethics and responsibility.
        

        Organisations are increasingly expected to be good citizens and can experience serious reputational damage if they’re discovered
          to be behaving unethically or irresponsibly. The increasingly connected nature of the world enhances the potential for bad
          news about an organisation to spread very quickly, and organisations are under increased scrutiny to ensure they behave ethically
          and responsibly.
        

        The challenge for organisations is increased as expectations differ around the world, and what may be acceptable in one country
          or region may be wholly unacceptable elsewhere.
        

        As you can see our module framework acknowledges that the strategy process exists within a dynamic context, where nothing
          is certain for very long and where many pressures can impact upon the decisions a manager must make. It’s therefore important
          to always bear in mind that the strategy process is extremely complex and difficult for most organisations.
        

        Back to - Figure 1 the strategy framework 

      

    

  
    
      
        Industry dynamics

        Transcript

        Susan Segal-Horn

        This discussion is about how and why industries change over time and what impact this has on the survival of organisations
          within them. This process is known as industry dynamics. My name is Susan Segal-Horn, and I am Professor Emeritus of International
          Strategy at the Open University Business School. With me is Dr. Howard Viney, Senior Lecturer in Strategic Management also
          at the Open University Business School.
        

        When I run workshops on strategy, with experienced managers, I often begin the session by asking everyone in the room a simple
          question. Who works in an industry that is static? In other words who works in an industry where hardly anything has changed
          in the last five years? I cannot remember the last time anyone in one of my strategy workshops raised their hands to say yes,
          to this question. What that means is that everyone works in a dynamic industry; that is an industry where things are continually
          changing. All industries are dynamic. The only difference is not whether they're changing but how quickly.
        

        Right now, even industries which had been regarded as relatively stable and slow moving, such as education, are changing very
          fast indeed.
        

        Howard Viney

        So let’s consider what we mean by industry dynamics. It’s a concept that helps us understand how industries and firms change
          over time. It’s much more difficult than understanding the structure of an industry or the strategy of a firm at a particular
          point in time. Our discussion of industry dynamics assumes that all industries are characterised by constant change although
          the pace of change will vary in different industries depending upon the forces that stimulate change within that industry.
        

        So Susan, perhaps let’s consider some examples of industrial dynamics that would be familiar to everyone listening.

        Susan Segal-Horn

        Okay. Let’s take something that practically everyone would be familiar with. So let’s think about mobile phones. Now in the
          mobile phone industry the dominant company has been Nokia of Finland and they’ve dominated the mobile phone market for the
          last ten years easily. And yet in July 2010 Nokia announced that their profits had dropped by forty per cent as a result of
          the rise of the Smartphone. Now Nokia does not dominate the market for Smartphones. It’s a segment in the mobile phone market
          that they did not create and that they do not own or control. Smartphones are led by other companies and the one that’s best
          known in this area and is the absolute market leader is Apple. Now Apple isn't even a phone company. Apply is an IT company
          but it’s got both the hardware and the software and the design skills to produce a new stream of products and very desirable
          consumer products. Now as a result of this situation and their massive profit drop, in February 2011 Nokia announced a partnership
          with the US Software Company Microsoft. Now what this partnership’s gonna be about is that Microsoft’s Windows operating system
          will in future be used to create a new line of Nokia Smartphones. Now interestingly this was regarded as a sign of weakness
          for both Nokia and Microsoft in the markets for these Smartphone advanced consumer products. Nokia’s industry domination of
          the mobile phone industry that it largely helped to create is clearly over. Now although Apple with its iPhone is still relatively
          small in terms of the global market share it has of the mobile phone market altogether in terms of levels of profit – profitabil
          – sorry –
        

        Although Apple with its iPhone hugely popular iPhone is still relatively small in terms of the global market share altogether
          of the whole mobile phone market. In terms of profitability and growth potential Apple is in the right place at the right
          time and Nokia is very much in the wrong place right now. So the growth trajectory is all for Apple and Nokia’s not looking
          too good. Now if you take a totally different example like the global car industry. Everybody knows about cars. Now for decades
          and decades the city Detroit in the USA was regarded as synonymous with the world car industry. And Detroit used to be the
          capital of the world car industry for a very long time and home to what was called the Big Three American car manufactures
          that is Ford, Chrysler and General Motors. But equally I'm sure that many of the people listening to this will have seen pictures
          of factories in Detroit in the last two or three years with weeds growing through the floorboards and those factories that
          used to be really busy and on twenty four day production schedules are now totally deserted and abandoned.
        

        Howard Viney

        Well famously Henry Ford created the production line in Detroit so what’s happened – what’s happening in Detroit?

        Susan Segal-Horn

        Well, the simple answer to that is that industry dynamics is what happened in Detroit and in the world car industry together.
          The industry dynamics we’re talking about here is a complete shift in the dynamics of global competition in the world car
          industry. Basically you now have competition from more efficient car companies in other parts of the world, beyond the American
          and European producers. The new – new competitors are coming from countries like South Korea or China or India and they are
          producing cheaper, very attractive, very fuel-efficient models at lower costs than their US competitors and Detroit cannot
          match this. They have got much higher levels of pay and terms and conditions of employment which are very, very favourably
          historically for US car workers and the US auto unions are very powerful and they haven't really been able to change what's
          contributing to those higher costs. Now you compare that to the labour costs and costs of raw materials and and South Korea,
          China and India are in a much more effective, economic competitive space.
        

        Howard Viney

        I think that’s very helpful and it helps underscore the argument that no organisation, no sector is – is safe from the impact
          of industry dynamics. Perhaps we should move on and identify specific general things that appear. Perhaps we should move on
          now and consider some general themes that will help us to understand this kind of change.
        

        Susan Segal-Horn

        I think there are two key points that give you the best insight into how industry dynamics happens. And these are first the
          emergence of completely new competitors and new ways of competing like we've been talking about the Chinese and Indian and
          South Korean new car companies or Apple as a completely new competitor in the phone market. And second what we can think of
          as changing industry boundaries so that the industry itself is not the same any more. I think maybe something about that last
          factor it probably doesn’t make a lot of simple sense to people listening to this what is an industry boundary and if we say
          that’s changed what do we mean by that. But if you follow one of the examples we've been discussing ask yourself now what
          is the phone because when it started a phone was something that people used to make phone calls. That’s so obvious you'd think
          it’s hardly worth saying but now the industry has involved – evolved –
        

        Now the industry has evolved over a very long period of time and new consumers, younger consumers, certainly hardly use their
          phones at all to make phone calls. What they use them for is things like text messaging, storing photos, downloading data.
          This is an entirely different concept of what is a phone. So if I now say again that one of the key things behind industry
          dynamics is changing industry boundaries so the industry is not the same anymore. You think about how the phone market was
          thought about twenty years ago and you think about what constitutes the phone market now. You’re talking about a completely
          different industry with different industry boundaries.
        

        Howard Viney

        You're suggesting that certainly in relation to the phone industry its consumer expectations of the products that may be driving
          change in that particular area changing industry boundaries in that particular industry. Can you perhaps provide some other
          examples of other common drivers for industry change?
        

        Susan Segal-Horn

        There are a standard long list: political, social, technology, technological change, all those kinds of things. A lot of people
          that are familiar with business concepts will be familiar with the idea of PEST or STEEPLE or whatever they call it but basically
          all of those the – the social political economic and technological changes are always the most common drivers of major change.
          You think about where we are at the moment. There’s been an example of unexpected but massive political upheaval in the Middle
          East in 2011 which people are calling the Arab Spring. Now that’s completely for example killed off a major chunk of the tourism
          industry. And they're in real trouble in some of those economies like Egypt which and Tunisia which have very, very high dependency
          on tourism money and nobody wants to go there now because its so politically unstable. So it might be a very interesting and
          positive and hopeful development in those areas politically but economically it’s at the moment got very, very difficult consequences.
          And that’s a political and an economic example combined an obviously economic example of a massive driver of change something
          like the global financial crisis that hit the whole world from 2007 to 2008. Bank collapses sovereign debt crises – I mean
          who ever heard of sovereign debt crisis? Who even knew what it was? Which basically governments thinking about and considered
          possible that they might default on their levels of debt and this has become a real – real problem and people are talking
          about toxic debt and the fact that we’re going to have recession and double dip recession that will extend through many, many
          years. Then you’ve got very general things driving industry change. Big, big, big things like demographic change. Big social
          factors. Something that everybody knows and that’s talked about a lot is world population growth. It’s gonna move from what
          was estimated around six billion size of the world population in 2010 to around thirteen billion world population by 2050.
          Now if we just think about the impact of that on everything and on drivers of industry change and industry dynamics we’re
          focusing on clearly that sort of more than doubling of the world population within forty years is going to have a huge impact
          on both supply and demand of every single basic resource, all types of energy, all types of commodity… things like water.
          People are going to be fighting wars over water and these things are critical in every single industry. There are certain
          things for example things like blood diamonds that are mined illegally in certain countries in Africa. But the kinds of other
          rare minerals that are critical in the creation of most of the technological products that we are used to like mobile phones,
          like DVDs, like televisions, like computers if there's gonna be wars over those how are those industries going to cope? Where
          are they going to get those rare minerals from? Then you’ve got technology. Good old technology. We’ve already had during
          history the more or less disappearance of entire industries. I mean that’s got to be a good bit of industry dynamics whereas
          the industry that used to be a dominant industry in a particular part of the world there is hardly any of it left. So you
          think about Europe and America in terms of ship building, steel industries, textiles they hardly are a blip in the economies
          of the developed part of the world because they’ve all shifted to the emerging economies where they're more efficient, lower
          cost and so on. And what's happening more recently you might think oh well we've adjusted to having almost no ship industry
          or steel industries or that the ownership of those are very much in other parts of the world but the predictions currently
          and the debates currently are about disappearance of much more up to date industries. Disappearance of print media, disappearance
          of CDs and DVDs because such a large proportion of the population of advanced economies and advanced markets download everything.
          Everything is moving on to online streaming. What's going to happen to those industries? That’s pretty good technological
          change as a driver of massive industry dynamics.
        

        Howard Viney

        So far we've spoken about rather traditional industries like automotive manufacturing and telephony. Are there any other less
          obviously examples of industry dynamics perhaps?
        

        Susan Segal-Horn

        Okay. People are starting to act as consumers within the health industry and health tourism is an amazing example where consumers
          are now researching prices world wide which they can very easily do now on the Web. They're treating health as a commodity
          and as a service industry, which actually it is. And what's happening is they're looking at getting their cheap hip replacement
          or dental care in Eastern Europe as opposed to Western Europe because it’s much lower prices and lower costs and also very
          high levels of expertise. Or you’ve got this wonderful thing now about people going to South America and Brazil in particularly
          has got this world wide reputation for cosmetic surgery. They’ve got people booking holidays in Brazil, get a suntan and get
          your breast enhancements or your buttock implants at the same time. Now that’s classic health tourism and there's only going
          to be more of it in the future. Whoever thought that’s how we think of health as an industry but that’s a really serious example
          of industry dynamics. People just don’t even think of it in the same way.
        

        Howard Viney

        I've heard also that even the provision of fairly sensitive services in the health industry have been opened up for competition.
          For example the concept of the blood borders being opened in 2010 so the European union have made it possible for national
          health organisations to purchase blood from outside the national borders. Looking for private providers who would source blood
          needed for transfusions and operations in a variety of different locations. I think that indicates – that’s something that
          wouldn’t have happened some time ago and indicates that in an industry like health boundaries are shifting and as a consequence
          of dynamic change.
        

        Susan Segal-Horn

        Well it’s also going back to what you mentioned earlier about globalisation. This is a classic example of the globalisation
          both of consumer demand and the supply. Something like the supply of blood it’s becoming international and globalised and
          you don’t actually have to resource anything from your home market either in terms of demand or supply. And this is the total
          change. Whoever thought that of the globalisation of health? But that’s what we’re talking about and that is what is happening.
          That is classic industry dynamics and – and change of industry boundaries in every possible way.
        

        Howard Viney

        So let's summarise where we've got to so far. I think it’s clear from our conversation that we believe that industry dynamics
          is extremely important. All organisations need to have a clear understanding of the drivers of industry dynamics in their
          industry or their sector. So let's finish this conversation by just asking a very simple question “Why?”
        

        Susan Segal-Horn

        Well the simple answer to the simple question because the future’s very hard to predict and if you get it wrong you won't
          survive. A lot of organisations die and they simply cease to exist because they get their understanding of what's going on
          in their industry horribly wrong. Organisations particularly that have been very successful assume that they will always continue
          to be successful. For example we've been talking about Nokia quite a lot in this discussion and it is not as successful as
          it was and the industry view is that it’s dying as it currently exists as a company. But we can find lots of examples. Remember
          say the accounting firm Andersen, former auditing giant called one of the big five accounting firms in the world. In 2002
          the firm Andersen collapsed and disappeared. It was found guilty of deliberately destroying evidence in the scandal that surrounded
          the energy company, the American energy company Enron. And Andersen got drawn into that and they do not exist any more. After
          their involvement in the Enron scandal killed client trust in them as a professional firm. The trigger for change can be absolutely
          anything and often we don’t notice until too late what that change is. We haven't noticed the trigger and the impact can be
          truly devastating.
        

        Howard Viney

        So is it possible for organisations to stay effective and successful over a longer period of time? It doesn’t sound like it.

        Susan Segal-Horn

        Well there are unbelievably there are examples. There's a lovely example of the American computer and IT services giant IBM.
          IBM celebrated its one-hundredth birthday in 2011. One-hundredth birthday. Now that’s pretty amazing. So in terms of industry
          dynamics the question is as you were asking how has IBM survived for so long and in particular how has it not just survived
          but remained successful for so long. For successful companies and organisations long term are the ones that continually reinvent
          themselves and they also while they're doing all that reinventing they need to keep their - -
        

        And also while they're doing all that reinventing they need to keep their identity and their values intact. Interestingly
          IBM represents almost by itself within that one company a history of the whole computing industry. It’s moved over time with
          the flow of innovation and change in that sector from mechanical adding machines, through mainframe computer manufacturer
          to distributed PC desktop systems. And now its focus is entirely on IT services, data management and cloud computing. That’s
          pretty impressive and you have to keep shifting and changing. The other thing they’ve always done is had a very strong awareness
          of themselves, their brand, their values and always put a lot of effort into building close relationships with customers.
          Now that’s the soft side of it. And the soft side is actually very difficult for competitors to imitate. You can't instantly
          build close, long-term relationships with clients and customers. That takes investment over time, over many years.
        

        Howard Viney

        So are you suggesting that organisations stay successful by continually changing or is it more complicated than that?

        Susan Segal-Horn

        I think it is more complicated than that because I think there is another major element and that is timing. Timing also is
          very significant. Though I suppose if we’re trying to summarise what can we learn from this I would like us to finish with
          something which is actually a difficult question but it might sound like a trick question but it isn't. The question is this.
          Which is the better strategy? If it ain’t broke – don’t fix it? Or – if it ain’t broke – break it. Now we’d like you to think
          about that and see if from listening to this discussion Howard and I have been having the understanding that you have about
          these two approaches and which one of them might be best a any given time has changed at all or deepened. I suppose what we
          would say is that either of them could be the right or better strategy at a particular point in time and for a particular
          industry. But what you have to understand is what are the dynamics in your own industry and what are the triggers for change
          that are dominant in your own industry? It’s right back to understanding the drivers and the dynamics in your own industry
          or your own sector. And that means that how you answer this question of which is the better strategy will show you how much
          in tune you are with the winds of change and the dynamics of your own industry.
        

        Back to - Industry dynamics

      

    

  
    
      
        Globalisation

        Transcript

        Globalisation is an overused and often misunderstood concept. We hear it all the time on news broadcasts and in any type of
          public discussion. But the starting-point for understanding globalisation is that it isindustries and marketsthat globalise, not countries.That’s why it’s helpful to think of Globalisation as ‘the integration of economic activities across borders’.
        

        Q1 - But why does globalization matter?

        I would argue globalization matters because it means the rise of interconnectedness between countries and markets across the world. For example, one of the reasons why the financial crash of 2007/2008 was so serious was because the financial and banking
          systems of countries around the world have become so closely interconnected with the globalization of markets.
        

        Globalisation of industries and organisations has an impact on the countries in which they operate. They inevitably create
          stronger interconnectedness economically, with potential social and political consequences. That means that as a result of
          globalisation of industries and the greater linkages between markets, interdependence builds up between nations. Another example
          of this is that there’s a view that the political upheavals in many countries in the Middle East in 2011 were helped to spread
          by the existence of communication technology such as the internet & mobile phones that enabled individuals and groups to talk
          to each other both to plan activities and to offer advice, support and encouragement.
        

        The next issue I want to talk about is…

        Q2 - Does globalisation matter to all companies and all organisations? My answer would be, yes it does.

        When I run executive workshops on globalisation for senior or middle-level managers one of the first things I have to get
          them to understand is that even if they’re not interested in international expansion and are happy consolidating their position
          in their domestic market- they are still dramatically affected by globalization. What I tell them is this:
        

        ‘Just because you’re not going there, doesn’t mean that they’re not coming here…’

        Then I ask them if they’ve noticed any new foreign companies entering their domestic market in recent years?

        And are they small or large new entrants? And have they taken any of your existing market share yet?

        The answers to these questions are always ‘yes’. So globalization of industries and markets affect you even if you think you’re
          sitting safe in your home market.
        

        Another key reason why globalization matters to all companies or organisations is because it changes the structure of competition
          in all countries and markets. Some of the most difficult conversations I’ve ever had with executives have been with managers
          in organisations that have become used to being the biggest and most significant player in their particular market. They find
          it almost impossible to accept that now in world terms, they’re a minor player, and that even in their domestic market, they’re
          far less significant. They keep repeating: ‘we are the biggest’; and I have to keep asking them: ‘yes - but compared to who?’
          They’re holding on to a domestic market mindset when the market has become global, meaning that both competition and competitors
          have changed.
        

        So - another aspect of globalization is that it’s increasingly irrelevant to think of competition in national terms. Companies
          that had been seen as “National champions” may be irrelevant in global terms. Global competition is quite different from national
          competition. It’s part of a different (global) industry structure. In a national industry, if all firms are equally inefficient
          they can nevertheless survive and do reasonably well. However, once that industry has become a global industry, if one firm
          restructures to benefit from potential sources of global advantages such as economies of scale and scope, this makes it very
          difficult for the others to continue to compete effectively just as national companies.
        

        Therefore, as soon as one firm globalizes in an industry, the other firms are likely to follow. This explains the waves of
          successive mergers in many industries, such as aircraft manufacturing, energy, pharmaceuticals, as global competition replaces
          local competition and the world reorganizes with fewer, larger competitors.
        

        To establish itself as a global company for example, the global banking company HSBC shook off its Asian history and roots
          as the Hong Kong & Shanghai Banking Corporation and decided to use its HSBC global brand and logo on all its local operations
          in more than 150 countries around the world. As it acquired local domestic banks, it re-branded them as HSBC. It wanted a
          truly global identity, not a patchwork of local ones.
        

        Q3–So where does globalization come from?

        There are a wide variety of factors that have been driving the spread of globalization across industries and markets. Five
          of the most powerful drivers of change affecting most industries are:
        

        cultural homogenization

        economies of scale and scope

        technological developments

        deregulation and the lowering of trade barriers

        strong international competitors

        I just have time to talk about only two of these, so I’ll talk about cultural homogenization and technological developments.

        So first cultural homogenization.

        Cultural homogenization means that national cultures that were very different are becoming less different. Influences such as global media and communication,
          the internet, or international travel have created similarities in consumer tastes across world markets. This has resulted
          in the national markets that they represent, and also the customers within those markets, buying similar products and similar
          services in most parts of the world. The term ‘global village’ is often used to describe this phenomenon in which the world’s population now shares commonly recognized cultural symbols.
        

        Cultural homogenization is seen as providing an international context and marketplace in which global brands such as Nokia
          mobile phones and Levi jeans become ‘aspirational’ lifestyle symbols that are recognised worldwide within very different national
          cultures. The consequence of this is that similar products and services can be sold to similar groups of customers in almost
          any country in the world. Cultural homogenization therefore implies the actual, or at least the potential, for the world-wide
          convergence of markets and the emergence of a global marketplace.
        

        However, in reality we all know that the idea of one homogeneous ‘global village’ is nonsense, since national cultural diversity between, and within, nations is still huge. For example, despite joint membership of the
          European Union, European countries and cultures are very different indeed and that’s true of every part of the world.
        

        So what does this idea of cultural homogenization actually mean in practice?

        What it does NOT mean is that everybody in the world is now the same. But what it does explain is the emergence of global market segments.

        These are international groupings of consumers who have more in common with their counterparts in other countries than they
          have with other groups or market segments within their own country.
        

        Consumers within global market segments have common needs and preferences, for example the ‘business traveller’ or the ‘youth’
          market. The business traveller global segment has been the basis of successfully targeted global services by airlines, car
          hire companies, hotel chains and financial service companies. The global youth segment targets products and services (such
          as clothing, music, consumer electronic items, TV programmes) at a global age segment. Another age-related global market segment
          is babies since babies are a universally understood customer for universal products (for example, disposable diapers (or nappies))
          that certainly do have a similar global use.
        

        Indeed the global market for disposable diapers is worth about $6 billion, and it certainly fulfils a similar function for
          its customers in all markets world-wide. These all constitute specific global customer segments towards which companies can
          direct specific products or services worldwide.
        

        An interesting recent potential global market segment may be that for observant Muslims worldwide. There have been a number
          of start-ups of companies whose international strategies specifically target that customer group on the basis of common consumer
          preferences across different country markets in the various regions of the world. One obvious example is that of banks developing
          financial products that work within the requirements of Islamic law.
        

        Now let’s look at Technological developments.

        Technological development and change operates across international borders and has no geographic boundaries. It is probably
          one of the strongest drivers of the globalization of industries. Technological development includes the impact of information
          and communication technologies (ICT), product and process innovations, changes in distribution channels such as web-based
          selling, internet search and information retrieval and so on. These have had an enormous impact. In some cases entire new
          industries have been created such as mobile telephony which could not have existed without the development of the Information
          and Communication Technologies which makes it possible.
        

        Technological development may also transform traditional industries such as financial services, which have been around for
          centuries. For example, selling insurance policies or bank loans via the internet is part of technological change, it has
          revolutionized the way in which we buy and get information about financial and other services.
        

        The restructuring of international supply chains for transportation and distribution has created opportunities for rethinking
          international logistics operations. Cost reductions, shorter journey times and dramatic technological developments in transportation,
          have together created new international markets for products which previously had no shelf-life beyond local consumption.
          Container systems which use computer-controlled temperature, humidity and atmosphere levels have extended the geographic scope
          for such products as fresh fruit or flowers, just as surely as international information systems have created global 24-hour
          trading on e-Bay.
        

        Q4–So, is globalisation a good thing or a bad thing for the world?

        Globalisation has had large-scale impact on all industries and countries. It can be seen as either a driver of world economic
          growth or as potentially damaging to social and political institutions and national cultures. For example, do the power of
          global brands drive out local products and local produce? Or do the existence of global technologies such as the web or temperature-controlled
          lorries make it possible for small local producers of jewellery or woodcarvings to find customers around the world or for
          a country such as Kenya to develop a global flower industry?
        

        Q5 – Why then is there so much opposition to globalization - usually known as the anti-globalization movement? 

        Such anti-globalisation protests are now an expected part of the ritual of meetings of world leaders - for example at the
          G20 meetings, or the annual Davos World economic forum in Switzerland.
        

        Despite its diversity, the anti-capitalist, anti-globalisation protest movement has been influential in broadening awareness,
          policy and behaviour in corporate social responsibility and it has created a momentum of change in some areas such as anti-‘sweatshop’
          campaigns which have put pressure on companies such as US sportswear manufacturer Nike, or US retailer Gap, to improve working
          conditions in developing economies where many of their production facilities are based
        

        ‘Cheap’ labour is always relative and will inevitably disappear over time, since growth raises national prosperity and standards of living and expectations
          about rates of pay. The difficulty is that growth therefore requires developed economies to shift continuously into higher
          value-added sectors and jobs, leaving the lower value-added for developing economies.
        

        In India currently, and more recently in Pakistan, information technology based exports are booming. One of the reasons for
          this is that the technology and software industries in India and now Pakistan have a very highly skilled workforce. However,
          India’s skilled graduates cost less than one-tenth of their equivalent in the US. On one level this is exploitation of a much
          cheaper workforce that’s also a very highly skilled workforce. However such exploitation opportunities will be temporary.
          Workers wages in India are rising rapidly to world levels. Indeed, in the 1950’s and 1960’s Japan was a cheap labour economy,
          as were we all at different times in our histories; but by the 1980’s onwards, Japanese labour was amongst the world’s most
          expensive and with one of the world’s highest living standards.
        

        The Winners and Losers argument about globalization implies that the winners are in the developed economies and the losers in the developing economies.
          The reality is far less clear-cut. There are also significant numbers of ‘losers’ from many declining industries in the developed
          economies such as mining, steel production, agriculture or shipbuilding.
        

        It’s for this reason that some developed economies

        (for example, France within the EU) have continued to fight for agricultural subsidies to protect their own jobs and farming
          communities. Employment in these industries has been just as affected by globalization as groups in poorer countries. Less
          well understood is the extent to which trading opportunities are denied to third world economies as a result of not enough globalization of world trade rather than too much.
        

        For example the rich world still keeps many high trade barriers against the poorer world, such as the EU Common Agricultural
          Policy (CAP) which is still a major problem. Reform of CAP, with its depressing effect on international trade in agriculture,
          would be of immense assistance to the poorer parts of the world.
        

        Q5–Now what do people mean when they talk about globalisation creating a ‘race to the bottom’?

        This is one of the strongest criticisms accusing global firms of engineering the exploitation of workers and the environment,
          of widening inequalities and disparities around the world and of using the developing economies as a dumping ground for products
          and processes no longer acceptable in the richer world. The popular phrase for this process accuses global firms of creating
          a ‘race to the bottom’. Global multi-national corporations are accused of playing off governments and workforces against each
          other in a battle for the lowest wages and the lowest costs.
        

        So does efficiency for global firms translate into exploitation of people and resources in developing economies?

        Large national differences in wage rates and living standards exist within regions of the world as well as between regions. For example within Europe, as well as between Europe and the developing economies of Asia and Africa. By broadening its membership in 2004 the
          European Union is responding politically and institutionally to the race to the bottom. Extending regional boundaries or removing
          some of the national barriers to migration forms part of redressing the relative inequalities. The US and Mexico in NAFTA
          (the North American Free Trade Association), or East and West Germany on reunification, have tried to develop their economies
          jointly to try to address political, economic and social inequalities and to create opportunities for shared standards of
          living over time. However this will take time, with an average of 56 years to develop similar standards of living between
          older and newer members of the EU.
        

        Shared world-wide political values, shared world-wide standards of living and shared world-wide life expectancy do not exist.

        Q6 –So despite globalisation - does geography still matter?

        We can take the example of ‘industry clusters’.

        Industry clusters are made up from sets of skills, resources and experience which are not be found elsewhere in the world
          and that cannot easily be recreated or imitated elsewhere. They are concentration of complex expertise in a specific geographic
          area. Well-known examples of such strong industry clusters include:
        

        the design, fashion and luxury goods industry cluster around Milan and Florence in Italy

        the motion picture industry clusters of Bollywood in India and Hollywood in the USA

        the computer software industry clusters of Bangalore in India and California in the USA

        So Geography does still make a difference.

        Q7–Finally we should as s globalisation inevitable? The answer to that, perhaps as a surprise of everything I’ve already said is no - Globalization is reversible. The spread of globalization has been driven by technological development and deregulation and
          other things so it can be blocked in the same ways.
        

        Globalization is happening at the same time as another different trend –that of regionalization. And it might be that regionalization rather than globalisationwill win.
        

        Most people are familiar with regionalization through regional free trade areas like the EU or NAFTA. What

        deregulation is, is the removal of historic barriers, both tariff barriers like import taxes and non-tariff barriers like
          safety regulations, which have acted as barriers to trade across national borders.
        

        This deregulation has occurred at all levels: national, regional (within regional trading blocs) and international. In Europe,
          deregulation is most familiar in the context of the EU. The removal of barriers to the free movement of goods, capital and
          labour within the EU was embodied in the 1992 Single Market Act. Its’ purpose was to reduce the barriers to mobility across
          borders of people, goods, services and finance across member countries of the EU. Similar objectives exist in NAFTA. Thus
          deregulation and the removal of trade barriers encourage globalization since they reduce the time, costs and administrative
          complexity involved in trading across national borders.
        

        However, regional trade organisations such as the EU, NAFTA, or APEC and ASEAN in Asia-Pacific, or MERCOSUR in South America,
          are all very different from globalization. Globalisation and world trade agreements, remove trade barriers from all countries
          to make world trade easier for all countries; regionalization only moves the barriers to trade from around one single country,
          to then place them around a group of countries. It reproduces trade barriers and creates countries that are ‘insiders’ who
          will benefit but also ‘outsiders’ who are excluded from the regional trade club.
        

        This is a serious argument in favour of globalization and against regionalisation to encourage more open trade between nations.

        Back to - Globalisation

      

    

  
    
      
        Effect of risk on strategy

        Transcript

        All activities that we engage in, in the pursuit of our daily lives, involve some form of risk. Risk can be simply defined
          as the possibility of incurring misfortune or loss. We tend to find the existence of such risk in our lives unsettling and
          often try to avoid thinking about it. It’s often said, for example that the risk of being struck by lightning is greater than
          the chance of winning the lottery, yet people invest more time and money in buying lottery tickets than in worrying about
          being struck by lightening. To some extent, this is because the chance of being hit by lightening still remains miniscule,
          but it’s also a possibility that we don’t like to entertain.
        

        In strategy too we often tend to prioritize our hopes of success, however remote, over our fear of failure. Our fear of failure
          may remain in the back of our minds, but we often think that previous experience of success may be sufficient to avoid it.
        

        Indeed, unless you’ve been living on another planet for the last ten years or so, you’ll probably be aware of the mistakes
          made in the financial services and insurance industries in the years up until the crash of 2008; despite warnings from academics
          that present strategies were unsustainable, lending to sub-prime debtors continued right up until the failure of Lehman Brothers
          in September 2008.
        

        In an increasingly competitive environment, moving in some sectors towards ‘hyper-competition’, where the development of a
          new product may mean a considerable resource commitment yet be marketable for ever shorter periods, the risk of ‘betting the
          firm’ on the next big thing gets ever higher.
        

        Starting a new business is even riskier; a 2007 report by the US Bureau of Labour Statistics used a sample of 1998 start-ups
          to show that less than half of new businesses survive more than four years, and less than a third more than seven.
        

        So rather than assuming the worst won’t happen, or at the other extreme spending all our time worrying about it, what can
          we do to minimize the risk of our strategies failing?
        

        You can help to minimize risk by thinking strategically. While you’ll never be able to eliminate risk entirely, by thinking
          strategically you’ll increase your awareness of sources of risk and be better placed to counter them.
        

        Firstly, it’s important to be aware of the need to look before you leap. This means being aware of the characteristics of
          the external environment surrounding your organization. Events and trends in the wider, or macro environment, and the activities
          of your competitors provide the biggest external risks to your organization.
        

        This requires a keen awareness of the market that you’re aiming to serve, and the key political, economic, social and technological
          trends affecting that market. This should be seen as a positive enabling process.
        

        For instance, could you identify any sources of risk that could be turned into opportunities? Could signs of tough times ahead
          in the economy be turned into an opportunity to become a cost leader?
        

        Obviously you’ll also be able to avoid the high-risk pitfalls of following a path that runs counter to the external environment.
          You don’t want to invest your organization’s resources into a product that will already be technologically obsolete by the
          time it’s ready for market, or which breaks social conventions in your key geographical markets.
        

        On this note, it’s important to be aware of the structure of your industry and where potential threats might arise from inside
          your industry. Are there any issues with your relationship with suppliers or customers that could increase risk; are you too
          reliant on one supplier or customer?
        

        It’s always better to avoid placing all your eggs in one basket if possible. It’s true that high risk strategies can often
          reap the best reward, but they’re high risk for a reason; they’re more likely to fail.
        

        Just as in finance, it is worth having a balanced portfolio. A backup plan, of sorts, a lower risk strategy as an alternative,
          or better running parallel to the high risk strategy will increase your chances.
        

        Internally as well it pays to be aware of the limitations of your own organization. Being aware of what resource endowments
          you have, and have access to, is an important way to reduce risk too. Resources are important tools that help your organization
          to build capabilities.
        

        Knowing what you’re good at and not good at will help you to identify risks. If you’re not good at something, then trying
          to do it is higher risk than doing something you are good at.
        

        If you’re certain that the higher risk investment path is the correct one for your organization, then you’ll know that to
          reduce this risk you’ll have to change your resource configuration in order to invest in the necessary capabilities.
        

        For instance, I don’t ride motorbikes, and it would be very dangerous for me to do so without any lessons, although I could
          easily afford to buy one. If I decided that as an academic my best future strategy was to buy a motorbike and act as a travelling
          rapid response lecturer, fitting in more teaching jobs by travelling quickly between them on a motorbike, then I could easily
          reduce the risk of this strategy by taking motorbike lessons and getting a license.
        

        A key awareness of the environment around your next strategic move, then, will help you to avoid trying to fit a square peg
          in a round hole, and you’ll be able to minimize the financial risk to your organization moving forward.
        

        Of course, as I’ve touched on already, financial risk is not the only form of risk; risk can also be political, regulatory
          or ethical. In 2010, BP America found themselves in political, regulatory and ethical difficulty when their Deepwater Horizon
          oil platform in the Gulf of Mexico exploded, killing 11 workers and releasing nearly 5 million barrels of oil into the sea.
          BP had worked to minimize financial risk at the cost of political, regulatory and ethical risk.
        

        The Gulf’s fishing industry was ruined by the crisis and BP ended up having to bail it out. BP was also brought into direct
          dispute with the Obama administration, increasing political interest in the regulation of the oil industry. All this ended
          up incurring financial risk too. BP’s contingency fund did not run to the estimated US$30bn cost of the disaster, about a
          tenth of their annual turnover.
        

        It’s important when making a new strategic move to consider all stakeholders. It may appear attractive to prioritize only
          shareholders, as they ultimately bear the financial risk of your decisions, but you can’t afford to ignore ethical risk. No
          one wants to invest considerable resources in a new product only to find that governments in your core markets decide to outlaw
          the product as unsafe or un-environmentally friendly.
        

        Other primary stakeholders include employees and customers, for instance, and your suppliers may also be important to you.
          When implementing strategy you’ll need to be aware of whether the culture of your organization can support the intended strategy,
          and whether you’ll need to change this.
        

        For instance, a retail co-operative specializing in organic produce would lose the support of many of its staff and customers
          if it started to sell produce supported by artificial fertilizers, even if this appeared to be a more profitable market for
          the co-operative.
        

        This would happen not just because the store was not selling what the customers wanted, but because the staff and customers
          believed that the organizations’ core value was to sell organic produce.
        

        So a core risk can be trying to do something not just that is outside your capabilities, but outside of your organizations
          culture and values, and its belief in what it is. If core stakeholders believe your organization no longer fits their belief
          of what it should be they’ll go elsewhere.
        

        Strategies that require a change of stakeholders can be very successful. Such as a restaurant which chooses to ignore its
          existing clientele, goes upmarket and finds a new, wealthier clientele. But they can also be extremely risky if the change
          is not managed properly. To get to your destination, you need to know where you’re setting out from so that you can plan the
          route, or else you’ll get lost.
        

        Finally, you can reduce the risk inherent in your next strategic move by planning for different possible future scenarios,
          and planning how your organization might profitably respond to such scenarios.
        

        By doing this you can try to expect the unexpected – strategy formulation is an iterative process, and you may need to rethink
          your strategic move to minimize risk while you are doing it.
        

        Fluctuations in the market caused by political or environmental events can be particularly important here – did you see the
          Arab Spring of 2011 coming? Yet it could have important consequences for any organization operating in the Middle East, and
          perhaps change the entire nature of the external environment for them.
        

        So while you can’t remove risk and the danger of failure entirely, thinking strategically is the key to reducing much of the
          risk inherent in making your next move.
        

        The final important thing to remember to is stay optimistic.

        Strategise for the outcome that you’re optimistic about but remember that only by being aware of the pitfalls along the way
          can you steer your organization along the pathway of success.
        

        Back to - Effect of risk on strategy

      

    

  
    
      
        BBC news report by Rupert Winfield-Hayes

        Transcript

        Rupert Winfield-Hayes – BBC News

        This may look like a drug bust or the take down of a crime gang.

        But the man lying on the floor is actually a government official. The biggest criminal industry in Russia isn’t drugs. It’s
          corruption.
        

        This is a sixty thousand-dollar bribe, the price for a minor building contract. Overall it’s a three hundred billion dollar
          a year industry. That’s the same as the GDP of Denmark.
        

        Russian man

        In just the first three months of this year we have recorded fifteen thousand corruption cases in Russia. Of those two and
          a half thousand cases involved government officials taking bribes.
        

        Rupert Winfield-Hayes

        Foreign companies investing here are not immune. IKEA is the biggest foreign investor in Russia outside the oil industry.
          When they came here IKEA’s bosses vowed they would not pay any bribes. They found out the hard way how Russia works.
        

        In order to build this store IKEA needed at least three hundred different permits, a process that would have taken years.
          So instead they agreed with the local government that they could start construction and do the paperwork later. But when it
          came to getting the permits the situation suddenly changed. IKEA was forced to pay four million US dollars for local infrastructure
          and to donate another one million US dollars to local government projects. And that was just the start.
        

        Lennart Dahlgren was IKEA’s first boss in Russia. He tells what happened when he tried to arrange a meeting with the Russian
          President to sort out IKEA’s growing list of problems.
        

        Lennart Dahlgren

        They came back and said, ‘it’s not possible to meet the president but you will meet the deputy prime minister’. So I was a
          bit unhappy with this answer so I told them, ‘but we want to meet the President’. And then they told me, ‘we don’t think that
          you would like to meet the President because IKEA is a known company not to pay too much and it would cost five to ten million
          dollars to meet the President’.
        

        Rupert Winfield-Hayes

        Russia desperately needs foreign investment to modernise its decrepit Soviet era industries. But it now ranks alongside Zimbabwe
          on the world wide corruption index.
        

        Rupert Winfield-Hayes. BBC News in Moscow.

        Back to - BBC news report by Rupert Winfield-Hayes

      

    

  
    
      
        Ethics and CSR impact on strategic decision making

        Transcript

        My name’s Howard Viney, a Senior Lecturer in Strategic Management at the Open University Business School and I’d like to discuss
          the impact that increasing pressure to behave responsibly and ethically is having upon strategic decision making within all
          organizations.
        

        The need to be seen to behave responsibly and ethically presents a serious challenge for many organizations. This is not because
          they tend to behave irresponsibly or unethically; it’s because there’s no easy way to identify what behaving responsibly or
          ethically actually means. These are subjective concepts and as such one person’s view on what constitutes responsible behaviour
          might be quite different from another person’s view.
        

        There is no absolute measure of responsibility or ethical behaviour. As such we shouldn’t confuse this discussion with one
          about legality – we make the assumption that organizations will comply with legal requirements. It’s a discussion about what
          an organization should consider doing that goes beyond simple compliance with laws and regulations and why they might do so.
        

        The challenge to be seen to be acting responsibly and ethically is made more complex by a number of complicating factors for
          example:
        

        The ever more connected nature of the world where advances in information and communication technologies (or ICT) ensures
          that more and more people know what activities organizations are engaged in and can develop an opinion about those activities;
        

        This has been magnified by the spread of rolling news channels and social media which has made it easier for opinions on an
          organization’s activities to be expressed and to gain attention;
        

        Governments are increasingly aware of their duty to make sure organizations behave responsibly and are acting accordingly;
          and
        

        As organizations operate in more and more locations they soon discover that what’s deemed acceptable in one country may be
          wholly unacceptable in another. This suggests that concepts like responsibility and ethical practice are relative and this
          makes it extremely difficult for organizations to appreciate and account for the implications of differences.
        

        So what is a manager to do? As with many strategic decisions, deciding what to do involves objectivity in assessing the situation
          and then using judgement to determine the most appropriate course of action. A good place to start is to map the organization’s
          stakeholders and to consider what their expectations are.
        

        We can identify the organization as sitting in the centre of a web of stakeholders. All of these stakeholders have different
          interests and expectations of how the organization should act in return for providing their support to enable it to achieve
          its objectives.
        

        Some stakeholders bring vital resources, some provide legitimacy; all stakeholders can influence the organization’s ability
          to function to a greater or lesser extent.
        

        Managers need to assess what responsibility and ethical practice means in the context, or contexts, in which they operate.
          We’ve already noted this means compliance with all applicable laws and regulations, but in an increasingly complex operating
          environment it also means asking the extent to which they can and should move beyond simple compliance.
        

        This may come down to answering the question ‘will behaving responsibly improve or reduce our potential to achieve competitive
          advantage?’ and focusing upon the risks and rewards of any conclusion reached.
        

        A complicating factor is the one I eluded to earlier – that standards and expectations differ from country to country. As
          an international organization do you develop a set of business practices for each of the countries you operate in, or do you
          develop one set of universally applied business practices which are used wherever you operate? What happens when following
          a single universal approach undermines your ability to benefit from the very advantages you started your international strategy
          to gain access to?
        

        The famous case of American sporting goods manufacturer Nike in Pakistan and other developing economies helps us to illustrate
          this dilemma. Nike appears to have developed different business practices for the different countries it operated in. When
          it became clear it paid its workers in Pakistan considerably less than its workers elsewhere, and allowed considerably worse
          working conditions, it was attacked as exploitative and unethical.
        

        However some observers have argued that jobs in factories working for Nike were actually highly sought after and this is evidence
          that Nike was not guilty of irresponsibility or unethical behaviour.
        

        This is not an easy question to resolve and reflects the relative nature of much of this debate. All we know is that Nike
          suffered some reputational damage and has actively sought to address the threat this poses. It has done so by insisting upon
          the maintenance of legal minimum levels of pay and working conditions, but these remain below the levels it offers elsewhere
          in its global operations.
        

        Nike’s experience may be one that becomes increasingly common among organizations faced with finding advantages in ever more
          dynamic operating conditions but subject to ever greater demand that they behave responsibly and ethically. At the very least,
          organizations need to be aware of the risks and rewards of acting responsibly and the difficulties associated with keeping
          all stakeholders happy.
        

        Back to - Ethics and CSR impact on strategic decision making
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