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GLOBALIZATION STRATEGIC PATHWAYS
OF BRIC COUNTRIES MULTINATIONAL
COMPANIES

di Daniele M. Ghezzi

1. The Question.

It is argued that the size of emerging markets this century is demanding a new way of thinking
about market entry strategy. This has led Prahalad and Lieberthal (1998) to conclude that it is ‘The
End of Corporate Imperialism’.

In relation to this statement, this paper develops the following issues:

= Acritical assessment of the rise of the new emerging markets and particularly the BRIC
economies;

= How and why BRIC multinational firms challenged the global expansion strategy of
traditional multinational corporations;

= How and why the strategic approach of a new emerging giant corporation from one of
the BRIC is succeeding where established global companies are now failing.

2. A critical assessment of the rise of the new emerging markets and particularly the BRIC
economies.

Globalization is seen by many as an unstoppable and irreversible process in the 21% century,
driven by powerful forces hat makes it both more feasible and desirable, (Govindarajan and
Gupta, 2000). Liberalization of trade barriers has further speeded up the creation of global opened
markets, as well as global networks of production (Dicken, 2007)". Moreover, specific industry
characteristics, like technology intensive sectors, “force” companies towards internationalization, as
it is the only way to cover the increased cost in fixed production assets, marketing and distribution
(Dawar and Frost, 1999)°. However, some scholars have recently started criticizing this view of
globalization as unstoppable, underlining the importance of the arbitrage approach to global
strategy, i.e. the strategy of differences that aims to exploit cultural, administrative, geographic and
economic differences among countries, in order to reconcile and more effectively deploy
differences and similarities (Ghemawat, 2003). Others furthermore, like Rugman and Hodgetts

L UNCTAD World Investment Reports data for 2004 show FDI stocks annual rate of growth of 11.5%, while Exports
of goods rate of growth of 20.1%.

2 They propose an interesting classification of emerging markets MNEs according to the intensity of two parameters:
strength of globalization pressures and the company’s assets degree of transferability, and distinguish between
defender, extender, dodger and contender companies, being the latter the most able to compete at a global level.
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(2001), have described globalization as a myth, stating the “End of global strategies”, as successful
multinational firms now design their strategy on a regional scale.

Nevertheless, we also see the economic centre of gravity moving from developed to
developing countries, with the emergence of the so-called BRIC economies (Brazil, Russia, India
and China) (Govindarajan and Gupta, 2000). A Goldman Sachs study (2003) estimates that in
around a 40 years time, by 2050, their GDP could overcome the GDP of G6 countries by more
than 50%°. The emergence of these countries is influencing the dynamic of competition and the
strategic choices of companies. Indeed, even though they might have the world’s largest GDPs,
BRIC markets might not be the richest in income per capita. After a dramatic growth in recent
years, BRIC’s GDP is likely to slow down and at that time, it is estimated that economies like China
will have the actual income per capita of developed countries (around 30.000 USD) (Economist,
2006). This would still guarantee interesting market opportunities for developed countries’
companies, dfected by a greying population and saturated markets (Dawar and Frost, 1999).
Moreover, rich consumers segments in BRIC markets represent a source of higher profits from
higher quality, more expensive products (Prahalad and Lieberthal, 1998; Kotler and Keller, 2007).

In the past decades emerging countries represented some kind of “green field” to be exploited
for mature western economies’ Multinational Enterprises (MNEs), even if developed MNEs
realized that they did not really need local partners support to better penetrate their markets,
because their knowledge proved to be often inadequate (Prahalad and Lieberthal, 1998).
Nowadays this perspective is likely to be reversed. BRIC and Emerging Markets MNEs (EMNES)
are invading the western world, somehow adopting their western counterparts’ former aggressive
approach (Deng, 2004).

Fig 1 — Opportunistic MNEs and their CEOs focus on business stakeholders economic needs

# Business
stakeholders that
global firms CECs
spend most time
interacting with —
and worry about

Monbusiness
County stakeholders
government that exert major
influence on
business activities
innoncapitalistic
societies —
but overlocked
by MNCs CEOs

Source: lames E. Lukaszewski, Influencng Public Attitudes: Direct Communications Strategies that Reduce the
Medias influence on Public Decision-Making, lssues Actions Publications, 1992,

% These countries started overcoming exchange rate fluctuation, inflation problems and experiencing more freedom on
markets after decades of central planned economy. Beside China’s GDP growth (10% in 2004, highest among BRICs)
India and Russia’s GDP grew by 7% and Brazil's by 5.7% (ICFAI, 2007).
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However, both mature and emerging economies have obtained mutual benefits from
globalization, even if there are still shadows over the real consequences on its development
(Bartlett, et al., 2007). The neo-liberalistic perspective proposes that the increased freedom in
capital flows, the technological evolution in communication and transportation have provided help
in reducing both physical and intellectual gaps between developed and developing economies. In
the long term, it is argued that the main inequalities will be cleared thanks to these major
efficiencies. On the other hand, anti-globalization movements have been developing, arguing that
globalization has led to the creation of a transnational bloc of economic entities from developed
economies, where largest MNEs, global banks and international organizations influence and
subtract power form political institutions. Many are the concerns regarding the reduction of
governments’ democratic accountability and the raise of inequalities among richer and poorer
countries (Dicken, 2007).

Nevertheless traditional MNEs could still keep a investing in emerging economies in a
profitable and more “social responsible” way (Prahalad and Hart, 2002) to benefit the 4 billion
people potential market at the bottom line of the world economic pyramid with a purchasing
power of around 2 USD/day (Prahalad and Lieberthal, 1998).

Finally, the discussed outlook of the role played by BRIC economies in the future global
economic scenario is likely to be different according to the role of the BRIC institutions in
supporting this growth in an environmental sustainable way (Radjou, 2006). So far, they have
represented an important trigger of this expansion process, and hence their intervention will still be
of great importance (Bartlett et al., 2007). In addition, other factors like macro-economic stability,
market openness and levels of education will influence BRIC economies to become larger (ICFAI,
2007; Radjou, 2006).

3. How and why BRIC multinational firms challenged the global expansion strategy of traditional
multinational corporations.

EMNEs internationalization strategies present some relevant peculiarities from traditional
corporations, to some extent contradictory, that leave room for theoretical extension and question
the full applicability to BRIC MNES of traditional internationalization theories, like Foreign Direct
Investment (FDI) and Stage Theory (Filatochev et al., 2007).

First, the mainstream perspective of internationalization theory considers the possible
exploitation of competitive advantages as the main motive for expanding operations abroad.
Conversely, EMNEs would internationalize to overcome competitive disadvantages due to being
latecomers, among which technology and know-how. Furthermore, they tend to internationalize
in markets where social ties and ethnically-based networks, instead of formalized support
institutions, are stronger (Deng, 2004).

According to the FDI theory’s purposes for internationalization, market seeking appears to be
valid for both emerging and traditional MNEs. Resource seeking (like raw materials, energy and
other natural resources) appears applicable too, but for EMNEs also brands and
technology/knowledge are more important. Efficiency seeking instead is not really applicable; in fact
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in terms of the search for low cost factors of production, emerging economies have already used
them as a competitive advantage to emerge (Child and Rodrigues, 2005). Hence, “pull” factors
(need to secure natural resources and acquire strategic assets) rather than “push” drive EMNES’
FDI (Deng, 2004). For instance, in China the government encourages more international FDI
rather than domestic acquisitions with more restrictions (Yeung and Liu, 2008).

The Stage theory is also challenged in the importance of geographic/physic distance from entry
markets. This is less relevant to EMNEs, because most strategic markets like US and Europe are far
(Prahalad and Lieberthal, 1998).

Market regulations have also been challenged. Developed markets are more opened and less
constrained, allowing more degrees of freedom to MNEs operations. BRIC economies like China,
conversely, enforce companies to operate conforming to government priorities (Enright, 2005).
Moreover, the dominant Communist party still controls main business decisions of national
companies through local committees (Dicken, 2007). Nevertheless, it has been noticed (Child and
Rodrigues, 2005) that BRIC economies governments have started “opening” and as they are less
strict in business regulation, they are shifting to a more entrepreneurial orientation in order for
firms to cope with increased international competition (Bruton et al.,2008).

As a general finding, global expansion is also influenced by the different role and impact of
political risk from traditional MNEs and the role of home government (Williamson and Zeng,
2004). For instance, Chinese corporations seem not to be political risk adverse, probably because
the majority of them, as they are fully or partially state owned, can count on the government’s help
(Radjou, 2006; Dicken, 2007).

We might therefore talk about “incubation strategy” to illustrate how emerging countries’
governments have and still protect and support the international expansion of firms*. China as well
as other emerging countries, especially from the eastern part of the globe, have literally “built”
some of their multinational corporation giants (Buckley, 2007). But this strategy might generate
some problems, like the survival of inefficient firms, due to soft financing policies and tax
exemptions (Deng, 2004).

Notwithstanding, traditional MNEs have also obtained some benefits from the growing
expansion of EMNEs (Dawar and Frost, 1999; Prahalad and Hammond, 2002). By selling low
profitable or strategic business units to improve their cash and financial position, their competence
portfolio fit and moreover exploit their assets and resources (Prahalad and Hart, 2000).

Searching for an explanation to BRIC MNEs foreign market entry mode, scholars like Luo and
Tung (2007) introduced the “springboard perspective”. Against traditional FDI theory, it argues that
main motivations to expand are asset seeking and opportunity seeking (Buckley et al., 2007)
Additionally, to overcome the main internal and external constraints, they engage in aggressive
international acquisitions. Before this decision, EMNEs acquired the knowledge to catch up in
competition by interacting with foreign MNEs operating in their countries. This particularly holds
for Chinese MNEs, whose strategies to overcome liabilities of foreignness are a model for other
BRIC firms, like Brazilian (Child and Rodrigues, 2005).

4See Annex 1.
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However, this perspective presents typical problems of BRIC economies’ institutional
environment and business practices: poor accountability (Antkiewicz and Whalley, 2006), cultural
and managerial practices differences among western and eastern world and lack of global
experience that lead to difficulties in the post-acquisition integration process (Shi, 2001). Unlike
traditional MNEs, since EMNEs tend to replicate the previously existing operation processes of
acquired businesses, they might lack real product and process innovation (Luo and Tung, 2007).

Furthermore, the springboard perspective underlines another difference among foreign and
BRIC MNEs expansion strategies. While these latter can find and buy on the market the required
assets (like technology and expertise), the former cannot do the same as easily, essentially because
market knowledge and good infrastructures cannot be bought (Williamson and Zeng, 2004).

Finally, given this framework, we might conclude that traditional MNEs expansion has been
challenged in its roots, and a mindset change is urgently required to help fill emerging markets
institutional voids and increase cross-markets synergies (Khanna, et al.,2005). Whereas EMNES’
approach proves more flexible and effective in strengthening global competitive position, the
“imperialistic” rigid approach of traditional MNEs based on replicating home country business
models (Prahalad and Lieberthal, 1998) should now be changed. Williamson and Zang (2004)
maintain that new strategies are needed to overcome all the emerging markets’ imperfections
(poor infrastructures, high integration costs, market fragmentation and full capitalization of scale
economies) firstly to expand market coverage, through lower-tier products and secondly, as
technology and quality gap is reducing, to focus on highest possible cost reduction and increase
R&D localization to deploy talented brains (Deng, 2004).

4. How and why the strategic approach of a new emerging giant corporation from one of the
BRIC is succeeding where established global companies are now failing.

The “big deal”: Lenovo’s acquisition of IBM’s PCs division

Lenovo’s sudden announcement in 2005 of the acquisition of IBM PCs division really looked
like a “snake eating an elephant”; it was indeed three times bigger than Lenovo. The acquisition
included desktop PCs and ThinkPad products, the R&D division and the global marketing and sales
network. Suddenly Lenovo became the third player in the industry after Dell and Hewlett-Packard,
reducing barriers and gaining credibility and respect also for its Lenovo-labelled products. As
evidenced in table 1, Lenovo’s strategy after the deal was oriented to foster integration with the
IBM division and to get also “physically” closer to the American market by moving its headquarters
to New York. Besides its already strong position in the Asian market, through IBM Lenovo got
access to a vast number of new markets.
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Table 1 — An outlook on the Lenovo acquisition of IBM’s Pc division

Key Financial - Cost of operation for Lenovo: 1.75 USD hillion (650 USD million in
cash; 600 USD million in stock; 5000 USD million in debt)

IBM obtained a 18.9% stake in Lenovo

Key Managerial - Lenovo hired IBM’s 10.000 employees
- Lenovo’s PC headquarters transferred from Beijing to New York
- IBM’s senior Vice-president appointed CEO of the new group
- Lenovo’s CEO appointed group chairman
- The two companies will act as preferred partner: Lenovo with

support to IBM’s mainframes; IBM with customer relationship support

Key Market . Lenovo is allowed to use IBM’s Think logo on its products for the first
5 years
. Lenovo enters IBM’s 160 countries marketing and sales network
. Lenovo’s actual annual sales revenues: USD 14.6 billion
. PCs annual sales volume: 14 million
. Lenovo's actual World PC market share: 7.8%
. Lenovo’s Asian Pacific PC market share (2005): 55%

Source: author elaboration

The former Legend Group’, established in China in 1984 by a group of 11 researchers of the
Chinese Academy of Science, successfully developed thanks to specific competitive advantages
(Kotler and Pfoertsch, 2007): strong brand recognition in China (representing an umbrella for
other branded products lines targeting different specific customer segments), more efficient
operations than competitors, diversified distribution channels to tap all market segments and, most
importantly, right from the beginning good relationships with government and educational
institutes, such as the Chinese Academy of Science®.

Lenovo and IBM acquisition: a typical example of springboard perspective

The strategic rationales behind this acquisition, apart from reflecting the consolidation trends of
the specific industry (ICFAI, 2005), show some important features that describe BRIC MNEs
internationalization and clearly exemplify the springboard perspective. Lenovo indeed learned from
the companies in which it was originally a distributor (HP, IBM, Toshiba; CEIBS, 2007). It leveraged
on acquiring technological know-how and the deepest understanding of the Chinese market,
developing sales networks not-replicable by competitors. Indeed, even nowadays Lenovo is still

®In 2003 the name was changed from Legend to Lenovo in order to reinforce the global expansion. The Legend
brand in fact was already used by many foreign corporations. For an illustration of Lenovo’s organizational structure see
Annex 2.

81t still holds a 57% stake of Lenovo.
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sales partner and official distributor of many of those, that openly admit to still struggle to operate
smoothly in Asian markets. Furthermore, besides learning opportunities (Hitt et al.,2005), the
establishment in China of foreign MNEs provided lower cost access to production components.
Lenovo was hence able to challenge incumbent MNEs on a price-based competition and highest
customized offer. This generated the required resources to expand. Indeed, as Dawar and Frost
(1999) maintained, emerging companies willing to compete on global markets (named contenders)

even though they possess transferable resources and competences usually lack the financial
resources to challenge dominant players. Lenovo has been able to overcome the higher costs of
financing (compared to established foreign competitors) also thanks to the constant support given
by national institutions, albeit not in financial terms. Lenovo indeed got its first service contract from
the organization that its founders came from, the Chinese Academy of Science, which in turn
provided other institutional ties and supported the company’s image and reputation (Xie and
White, 2004). As an example of this, Lenovo was the first company to obtain from the Chinese
government the license for manufacturing personal computers in the country.

As both domestic and external competition is squeezing profit margins and market share,’
expansion in foreign markets was thus quickly needed. With this deal Lenovo entered large new
markets like U.S. and Europe, in quest of industry leadership. This entrepreneurial attitude is
another typical characteristic that drives the expansion of emerging countries firms (Bruton et al.,
2008). It was reported indeed that Lenovo’s chairman Yang Yuanging said they were not satisfied
to be only number three in the market, after Dell and HP (Child and Rodrigues, 2005).

The “secret” of the succeeding strateqy

With other western MNEs production facilities already established in China, competition on
cost efficiencies in the technology industry is not viable anymore. Lenovo’s strategy, thus, aims to
succeed by leveraging on its leadership on the Asian market to then expand internationally. This
strategy is based on two major strengths, that as we have already argued are still out of other
foreign MNES' reach. Firstly, being a Chinese company, Lenovo knows the local market better and
quickly grasps customers’ needs. This also leads to more efficient and effective operations than
foreign competitors. Secondly, the IBM “brand power” enhances global growth. Indeed, before
the deal, Lenovo had little overseas business.

Fig. 1 - Lenovo’s actual global presence

Beijin stert
ke _Kanagawa-ken

: ghanghai = Raleigh Source: Lenovo corporate website
éheﬁggﬁn Fondicherry »
Chengdu
“Singapore

Sudney

Shadows over the future

"Even if Lenovo s still market leader in China (27% of PC market share by 2004), Dell's pressure is increasing. In
2004 Lenovo’s share price felt by 23%.
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Nevertheless, some remaining shadows fall over the future perspective of this deal, which
question who has gained more between Lenovo and IBM (see table 3). Lenovo’s strategy feasibility
of entering its “newly inherited” global markets in US and India’s retail segment has been criticized
by many market analysts (ICFAI, 2006). For instance in India, until Lenovo’s acquisition, 1BM
targeted only corporate clients, and had no expertise in addressing individual consumers, as
Lenovo is planning to do (ICFAla, 2007).

Hence, the answer to the question “Who really gained more, Lenovo or IBM?” has to be
found by considering that IBM got rid of a low profitable loss-making business division and focused
its portfolio on more profitable product and services , while Lenovo obtained a “key” to unlock a
real global expansion and strengthen its corporate brand image.

Despite all the initial difficulties experienced, which can be considered as typical of post-merger
and acquisition integration processes, Lenovo is probably the winner, as also latest market and
financial data seem to confirm. By the time those drawbacks will be solved, competitors’ reactions
(like Dell), essentially based on cost-cutting and price-reducing campaigns, would prove ineffective.

Table 2 — Lenovo vs. IBM: who really gained from the deal?

Global PCs Market = Shrinking margins; most manufactures already established in Asia
= PC are by now almost a commodity
= Nevertheless, by 2010:
=  China expected to add 178 million new PC users and India 80 million (ICFAI,

2005)
Lenovo = . Lenovo’s profit margin felt from 5% to 1.8%
= e Cost reduction measures: 1000 employees laid off
= e Cultural differences: Lenovo’s quasi-military culture is impacting

negatively integration process with IBM division

= e Problems in quality perception and IBM brand identity preservation,
combined with the complete switch over to Lenovo brand.

= e Difficulties in former IBM customers retention

= e Reaction of competitors: Dell (world’s second largest) cut prices and
opened second plant in China

= Nevertheless, in 2007:

= e Lenovo’ Turnover growth: 9.9% - Gross profit growth: 9.6%
= e Lenovo’s worldwide market growth: 6%
IBM = By now IBM had lost market leadership in PCs (in 2004 first half, losses of

USD 139 million), so business not profitable anymore

= High cash inflow thanks to high price paid by Lenovo

=  Entrance in Chinese market and promising Asia-Pacific market

=  Rationalization of business portfolio, shift from commodity products to higher
margins high-end computers and software services

= Focus on more strategic and profitable businesses

Source: author elaboration
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Conclusions

To summarize, Lenovo’s two-fold strategy perfectly resembles EMNES' different approach
compared to traditional MNEs, inasmuch as it benefits from a strong local presence and leverages
on new assets (a brand and all the industrial assets behind it) acquired to foster international
development.

This case also suggests another strategic implication that contrasts and is essentially the opposite
of traditional MNEs evolutionary path (Xie and White, 2004). Lenovo in fact developed from sales
(competing on price and on the most accurate customer segmentation) to manufacturing and then
R&D, using the competitive advantages in the first as major point of strength to develop the lasts.

Its success offers an important lesson for other BRIC MNEs; instead of competing on the same
basis, they can win the battle against big multinational competitor by first developing less capital-
intensive resources and capabilities that can set them apart from better endowed rivals.
Nevertheless, if the development of these capabilities is too much focused on a particular market, it
might reduce the adaptability to foreign markets.

Nevertheless, if before an extreme adaptation to the Chinese market might have dampened
Lenovo’s expansion in the global arena (Xie and White, 2004), the IBM acquisition has now made
the “big leap” possible.
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6. Annexes.
Annex 1 — The impact of the three major forces shaping globalization
POSITIVE IMPACT NEGATIVE IMPACT
Geopolitical and Lack of conflict, political cooperation, Regulations, terrorism, wars,
regulatory influence favourable immigration law race to control energy supplies,
protectionism
Sociocultural and Support for free trade, demographics, Nationalism, natural disasters,
environmental influence Internet adoption, cultural cooperation social unrest
Market and economic Market liberalization,  free  trade High import-export tariffs, poor
influence agreements, economic cooperation infrastructure, high oil price

(Source: Radjou, 2006)

Annex 2 — A short overview of China’s economic policy

Until 1979, China has been a closed economy based on a self-reliance principle. In this year,
with the so-called “Four Modernizations” plan (concerning agriculture, industry, education and
science/defense) the country started an “open policy” to foreign direct investors in order to attract
foreign multinational companies from developed countries. Nowadays their presence in the
national economy accounts for the 15% of GDP. Nevertheless this opening process state-owned
enterprises are still the most dominant, even if decreasing. Indeed, in the 70’s their output was
75% of the total, while in 2002 it has decreased to 50% of total, still representing a very important
source of revenues for the government. With this respect, moreover, of the top 500 Chinese
companies only one is privately owned and 25 are collectives (Deng, 2004). The Chinese
government gobal development policies still continue, and in 2000 a so called “Go Global” plan
was launched in order to promote Chinese global champion enterprises in their growth and
further expansion within foreign markets.
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Annex 3 — China and India’s export of goods

Export of goods and services as a percent of GDP
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Source: IMF “Intemational Financial Statistics Online”

40576 Source; Forrester Research, Inc.

Annex 4 — When BRIC’s GDP would exceed G6s

Whean BRICs' 5 GDP would excead G6*

LI Germany Japan s
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Italy France Germany Japan
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Source: "Dreaming With BRICs: The Path to 20507 Goldman Sachs, Global Economics Paper Mo, 99
*Points on line indicate when a BRICS US4 GDP exceads USSGOP inthe G&
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Annex 5 — Lenovo Group structure

(Source: Lenovo website)

LENOVO GROUP HOLDINGS
(Est. 1984)
LENOVO HOLDING VENTURE CAPITAL INVESTMENT

« 57% Government owned UNIT

« 43% publicly traded (Est. 2001)
* 25.6 USD million initial inves tment
to provide startup financing and &
management experience for high
tech operating companies in Beijing
area

LENOVO COMPUTER SYSTEMS LENOVO DIGITAL CHINA

* Manufacturing and  sales  Lenovo's e Distribution of IT products for more

brand  PCs, notebooks, and other than 20 foreign brands, like Canon,

related prducts Epson, HP and Toshiba

* Manufacturing and sales of mother . .
* Supply of systems integration

boards, operating and application .
services
softwares

. * Development and distribution Of
« Supply Internet connection

Annex 6 — Lenovo’s key financial - 2007
(Source: author elaboration from Lenovo investor relations)

Lenovo's revenue per geographic area - 2007 ($min)
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Lenovo's revenues by division 2007 ($min)
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