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CHAPTER 1

WHAT IS GLOBALITY?

“We are in a new economic order. Who will survive and who will go down?”

A.M. Naik, L&T

 



 




Globality is not a new and different term for globalization, it’s the name for a new and different global reality in which we’ll all be competing with everyone, from everywhere, for everything.

We three, management consultants turned authors, are partners in The Boston Consulting Group (BCG), and we have been studying the change in the global business environment—and working with companies involved in it—for more than twenty years. The extensive research that we and our colleagues have conducted over the past five years set us on a path that led to this book.

When we started out in our international travels, globalization was just getting under way. It was a cavalcade that traveled from West to East—big multinational companies centered in Europe, Japan, and the United States marching out from their corporate fortresses to foreign lands in search of low-cost manufacturing and low-end markets.

Today we look forward and see a new era emerging. We call it globality, a different kind of environment, in which business flows in every direction. Companies have no centers. The idea of foreignness  is foreign. Commerce swirls and market dominance shifts. Western business orthodoxy entwines with eastern business philosophy and creates a whole new mind-set that embraces profit and competition as well as sustainability and collaboration.

Globality is a blockbuster new script—action, drama, suspense, and road picture all packed into one—with a sprawling cast of characters and locations in every corner of the earth. We have met, worked with, and had extensive conversations with many of the key figures in this unfolding scenario.

Ratan Tata, chairman of India’s largest conglomerate, the Tata Group, is unquestionably one of the “everyone” who will be players in the world of globality. He graduated from Cornell with a degree in architecture in 1962, flew back to India, and went to work for the family firm, which was founded as a trading company in 1868 by Ratan’s great-grandfather, Jamsetji Nusserwanji Tata. Ratan Tata was named chairman in 1991, when Tata Group was a jumble of local companies, and India was still essentially closed to foreign business and investment. Ratan Tata made it his mission to modernize and internationalize his company and, along the way, help India open its borders and its mind to worldwide business.

Today the Tata Group is a decentralized family of companies grouped into seven sectors, including information and communication technology, chemicals, hotels, automotive, and steel. When Ratan Tata negotiated the $13.1 billion deal to buy Corus Group, an Anglo-Dutch steelmaker, in 2007—India’s biggest-ever foreign acquisition—Tata flashed onto the world’s radar in a big way. Today, Tata Group has market capitalization in excess of $50 billion, and more than 50 percent of its $50 billion annual sales comes from outside India. “We no longer discuss the future of India,” said Kamal Nath, the country’s minister of commerce. “We say: ‘The future is India.’”1


Tata Group is a “global challenger,” one of the hundreds, even thousands, of companies that have their origins outside the established world of Western commerce in the rapidly developing economies (RDEs)—Argentina, Brazil, Chile, China, the Czech Republic, Egypt, Hungary, India, Indonesia, Malaysia, Mexico, Poland, Russia,  Thailand, and Turkey—and that are bursting their way onto the big stage. They’re fast growing, hungry, and have access to all the world’s markets and resources. They’re showing up everywhere—in each other’s markets throughout the world, in markets that are less developed than their own, and, increasingly, in the developed markets of Japan, western Europe, and the United States.

A few years back, Glenn Tilton, chief executive officer of United Airlines, spoke over breakfast about the Embraer 170, a new regional jet made in Brazil that United had put into service on the Chicago- Santa Fe route, which we often fly. At the time, we weren’t fans of the small, narrow-bodied jets in service to secondary cities. “Regional jet, as in no overhead bin space and knees banging up against the guy in front, right?”

Tilton smiled. “Try it,” he said. “I think you’ll like it.” We did. He was right. The seventy-seat, twin-engine jet has all the comforts of the big planes with none of the drawbacks, especially the dreaded middle seat. In 1995, Embraer was virtually bankrupt. Today it’s the world’s leading manufacturer of commercial jet aircraft of up to 120 seats, surpassing the Canadian producer Bombardier in deliveries and sales volume, yet constantly vying for supremacy with its archrival. And Embraer grew up in a South American country much better known for coffee, oranges, diamonds, and steel—and supermodel Gisele Bündchen—than for the kind of engineering and high-tech manufacturing you need to build state-of-the-art aircraft.

Embraer, like all the challengers, will increasingly be competing with everyone from everywhere for everything. And by everything, we mean just that—all the world’s resources and markets. Everybody will be trying to grab the same things that everybody else wants, especially the most precious and limited ones: raw materials, capital, knowledge, capabilities, and, most important, people: leaders, managers, workers, partners, collaborators, suppliers. And, of course, customers.

In 2007, attendees at the Detroit Auto Show may have been a little perplexed when they strolled by the display booth where Changfeng, a Chinese automaker, was showing off its prototype SUV, the Liebao. The company sold about 100,000 vehicles in 2006, mostly  to customers in China’s Hunan Province. Could Changfeng really be serious about going up against the likes of Toyota (2,542,525 light vehicles sold in the United States in 2006) and Ford (2,901,090 light vehicles sold in the United States in the same year) in the U.S. market? If so, it would have to come up with more, and better designed, models than the Liebao. But most automakers work with independent design firms, and—as every executive at the show knew—the leading European design shops, like Giugiaro in Italy, are completely sold out for years to come. (Many of them are working with other Chinese auto companies.)

But Changfeng thought they had that one covered: They had lured a former Ford engineer, Chinese-born Allen Han, to be their head of product development. Why would Han jump from a highpaying job in Detroit, Michigan, to a lower-paying one in the industrial city of Changsha, Hunan? “In Detroit, the working conditions and the pay are much better,” explained Li Jianxin, chairman of Changfeng. “But the city lacks energy and passion. We have plenty of that in China.”2


Companies have been battling each other for talent for years, of course. But there’s no doubt in our minds that competition among everyone from everywhere for everything is going to get much more intense. We’re going to see people vying with each other for everything from palm oil in Malaysia to English-speaking office staff in Shanghai, shipping containers in Shenzhen, shelf space in Monterrey, factory workers in Bratislava, pellets of iron ore in São Paulo, natural gas in Moscow, customers in Dhaka, cotton in Kampala, senior managers in Warsaw, and business-class seats on the flight from London to Beijing.

In the spring of 1976, The New Yorker ran a cover illustration called “View of the World from Ninth Avenue” by Saul Steinberg that has become famous, iconic of the parochial mind-set. Do you remember it? Manhattan looms large in the foreground, the rest of the United States occupies a greenish rectangle in the middle distance, and on the faraway horizon lurk three low-lying blobs labeled China, Russia, and Japan. India doesn’t even make the cut.

That cover would never run now because China and Russia, along with India, Mexico, Brazil, Turkey, the Czech Republic, and the other rapidly developing economies, crowd into our everyday lives from every direction at every minute of every hour. We all know about the global sourcing of products and services—that our shirts are stitched in Romania, our apricots harvested in Turkey, the computer help-line staffed from India, and laptops assembled in China. But shirt labels and Indian accents are just the tip of the very large iceberg that is the challengers’ presence in our everyday lives.

Have you heard of Johnson Electric? Sounds like a midsize maker of switches and junction boxes, based in, let’s say, Tyler, Texas? Wrong. Johnson Electric is a major player in the world market for micromotors. When you adjust the rearview mirror on your car or attack your carpet with a vacuum cleaner equipped with a spinning brush bar, the family of Wang Seng Liang smiles another profitable smile. In 1959, Wang founded Johnson Electric in Hong Kong to churn out the tiny motors that propelled the cheap toy boats and airplanes exported by Chinese traders to the United States. (The name Johnson Electric was chosen for use outside China so the company wouldn’t sound “too Chinese.”) Today, Johnson Electric is number one in motion actuators, the little engines that whirr around us constantly, powering hospital beds, surveillance cameras, foot spas, toothbrushes, coffee grinders, juicers, joysticks, toilets, printers, blood pressure pumps, headlight washers, seat adjusters, and cooling fans.

Does the name Cemex ring a bell? When you drive through the Channel Tunnel on your way from London to Paris, climb the steps of Turner Stadium in Atlanta, touch down on the tarmac at Sondika Airport in Bilbao, or lounge on the patio for drinks with your friends in El Dorado, California, that gray stuff in the walls or beneath your feet is supplied by Cemex of Mexico, the world’s largest ready-mix concrete player.

Unless you’re in the micromotor or cement business, it’s pretty easy to get used to—and, in fact, enjoy—the incredible cornucopia of goods and services available to you from around the world, but  the implications of competing with everybody from everywhere for everything get more personal when you think about, for example, college admissions.

It’s already tough enough competing with the best students from across the country for admission into one of the top-ranked schools in the United States, but today you’re in the race with the finest students from around the world. At the twenty top business schools in the United States, international students now account for 20 to 30 percent of all enrollees. At the University of California, 23 percent of the undergrads were born outside the United States. Not many years from now, sons and daughters raised in the United States may be the ones traveling out of their home country for an MBA, obsessing about whether to attend the China Europe International Business School (CEIBS) in Shanghai (one of the top fifty business schools in the world, so they claim) or the Skolkovo School of Management, outside Moscow.

And finally, let’s get down to one of the most important activities of all: baseball. In the 2007 season, the best pitcher for the New York Yankees was not the comeback kid Roger Clemens, who contracted for as much as $28 million for the season, depending on the number of games pitched, but Chien-Ming Wang, born in Taiwan. In 2005, 242 of the 829 players—29 percent—on the opening-day rosters of the thirty Major League Baseball clubs were born outside the United States, in such countries as Cuba, Mexico, and Venezuela.3


Now baseball is starting to catch on in Africa, too. During the off-season of 2007, the New York Mets took a four-day goodwill tour to Ghana, where they conducted a clinic for kids in the capital city of Accra. “Not everyone’s going to play soccer, not everyone’s going to play tennis,” said George Ntim, president of the African Development Foundation, “so there has to be another sport for them. Why not baseball?”4 Will American baseball end up like tennis at Wimbledon has for the British? Will Americans desperately hope, year after year, that a U.S.-based team will make it to the World Series?

Globality will affect everyone, everywhere, everything. And that means you. One day, it may be your company that Tata Group wants  to acquire, your child calling home from Shanghai, your job moving to Mexico City, and your brand-new Changfeng gleaming in the driveway.

It’s just a matter of time.




THE TSUNAMI 

Or is it?

Remain calm. This is hardly the first time that a set of competitors from developing economies has risen up and challenged the established players—the companies we call “incumbents”—of the developed markets. In the early 1900s, they sprang up from the United States to challenge the dominance of the stodgy European manufacturers. In the 1970s, Japanese manufacturers pounced on the U.S. market with their low-cost, high-quality products. In the 1980s, with help from NAFTA, Mexico fielded its set of challengers. In the 1990s, the contenders hailed from Korea.

You can go back even further if you like, to the wave of upstart European enterprises that, in the early 1500s, sailed out to the established societies of India and China to trade silver for spice.

However, although all those previous waves had tremendous impact on the world, this wave of global challengers from the rapidly developing economies is far bigger and much more significant, and will have a far greater effect on the world than any of the previous ones. This one is more like a tsunami—a series of low, powerful waves caused by an undersea disruption that crash against the shore and surge far inland—than the single sharp crest of a tidal wave.

Why? Three reasons:
• The unique origins of the challengers 

• The unprecedented global access they have enjoyed 

• Their insatiable hunger for achievement 





The country origins of China and India, in particular, are very different from those of the United States, Japan, or Korea. They  are massive countries with huge populations. Not only does that mean they have abundant (low-wage) workforces, it also means they have astounding potential as markets and, what’s more, that they are important providers of resources as well. The combined population of India and China is about 2.6 billion people, or 37 percent of the planet’s humanity. Add in 200 million Brazilians, 143 million Russians, 110 million Mexicans, and 150 million eastern Europeans, and you have a total of more than 3 billion people in the rapidly developing economies. That’s three times the number of people in the combined populations of western Europe (400 million), the United States (300 million), and Japan (127 million). And that’s not even considering the hundreds of millions more people in Southeast Asia, the Middle East, and Africa.

The second key factor is the unprecedented access to everyone, everywhere, and everything that the challenger companies have enjoyed—thanks to, among many other developments, worldwide communications nets and international laws and policies favorable to commerce. Information, data, talent, organizations, capital, systems—it’s all available at the click of a mouse, at the other end of the cell phone connection, or within a day’s plane ride. Everyone from everywhere can get access to everything.

That was far from true in the sixteenth century, when Portuguese merchants in Macao had to build their own ships on the spot and when French traders were forced to borrow silver from moneylenders in the local markets, a situation guaranteed to drive up interest rates. Nor was it true in the Japanese wave of the 1970s, well before the Internet played a major role in communications and commerce, and when the only way to scout the U.S. markets and study the habits of the natives was to send in undercover product-development teams. (That’s still the best, but hardly the only, way.) Even in the 1990s, when Korea staged its challenge, the World Wide Web was not yet the force it is today, and the world had not opened so widely.

The third factor that makes this wave so remarkable is the unrelenting hunger that people in the rapidly developing economies have  for learning, improvement, achievement, success, and recognition. You have to remember that Russia, India, and China were virtually out of the world economy for most of the twentieth century. With the opening of their societies, and then the growing success of their economies, people and companies are more and more driven to achieve at higher and higher levels.

People in the rapidly developing economies see the world fundamentally differently than it is viewed from the developed ones. The United States, Japan, and western Europe are slow-growth economies characterized by wealthy consumers, well-established companies, well-defined markets, and (relatively) well-functioning infrastructures. China, India, Russia, Brazil, and the others are fastgrowth economies with young and poor populations, companies inexperienced in modern business, overburdened infrastructures, and markets of unknown dimension.

Everybody in the rapidly developing economies is hurrying to catch up, grab hold of opportunities, improve their fortunes, and help their countries take their deserved place in world society. That’s why business books are selling like hotcakes in China, why farmers in the villages of India are working second jobs in business-process outsourcing, why retail malls are sprouting up in Ekaterinburg, Russia, and why executives and workers alike routinely put in long workdays, sometimes seven days a week.




THE SEVEN STRUGGLES 

Who are these challengers?

How did they achieve their success?

How do they think?

What do they do?

Where are they going?

We know from observing their progress, visiting their companies, working with them, and talking with their leaders that the  challengers are well versed in the principles and practices of Western business orthodoxy. After all, many of their senior executives were educated in the West. Anand Mahindra holds a Harvard MBA. Baba Kalyani did his postgraduate work at MIT. Patrick Wang studied electrical engineering at Purdue. Shi Zhengrong has a degree in physics from the University of New South Wales.

But these leaders did not return home and instantly apply to their companies what they had learned from the case-study method. They synthesized Western ideas with attitudes, practices, and concepts from their own and other cultures, which causes them to take actions and make statements that, to incumbents, can seem heterodox, counterintuitive, even baffling—but also enticing and provocative, and we’ll provide many examples in this book.

Not only have we gotten to know dozens of challenger companies in the rapidly developing economies and talked with their leaders about what it means to compete with everyone from everywhere for everything, we have also worked closely with incumbents as they have worked to adjust their thinking and adapt their operations to the new global reality.

Based on our experience and analysis, and on a wealth of data and knowledge, we have to conclude that, in general, the challengers are learning faster about how to succeed in the age of globality than most incumbents are. This should not be surprising, given the different starting points of the challengers and the incumbents and the vast gap between their current positions. The challengers have everything to gain. The incumbents, it often seems, have a great deal to lose.

That does not mean, however, that the rapid rise of the challenger companies will lead to the certain fall of the incumbents. That is not what happened in any of the previous waves of global change. Some incumbents will lose their current positions (some already have), but some will not. Some challengers will become world leaders; others will drop off the radar completely.

To survive, compete, and succeed in the age of globality, every company will have to face and work its way through a set of challenges and difficulties that we call the seven struggles of globality.

In a world that often prefers simple answers and bullet-point solutions, we at first balked a little at the word struggles. Isn’t that word kind of negative? Won’t people be put off by the thought of a business activity that doesn’t have a clear resolution? Maybe. But anyone who has set foot on the stage of international business knows that performing there is often complex and always dynamic.

So, we decided that the word struggles is the most descriptive and accurate one, because these issues are decidedly different from tasks or projects that can be neatly defined, handily addressed, and checked off the to-do list. They are ongoing and often complex concerns that rarely have simple, one-off answers and that need to be constantly revisited. They can be more or less under control, but never really get solved. They are:
• Minding the Cost Gap 

• Growing People 

• Reaching Deep into Markets 

• Pinpointing 

• Thinking Big, Acting Fast, Going Outside 

• Innovating with Ingenuity 

• Embracing Manyness 





No company—challenger or incumbent—can compete in globality without engaging in one or more (and probably all) of these struggles. But do not turn back! There are many actions that companies can take as they engage in the struggles, and we discuss them in detail in the chapters that follow.


MINDING THE COST GAP 

The first struggle involves cost.

Low cost is the great lever that enabled small, local companies in the rapidly developing economies to evolve into global challengers, and their access to low-cost resources—first and  foremost labor, but also equipment, raw materials, and components—continues to give them a great advantage over incumbents in developed economies.

However, globality is more than a never-ending battle to achieve the lowest cost in every aspect of every business. The challengers—especially as they seek to move from commodity suppliers to full-fledged global competitors—will not have such complete control over their costs and will find that their focus on low cost will be a disadvantage in some areas, especially when competing for talent. Allen Han went for the Changfeng offer, but he was a midlevel engineer at Ford. No matter how much passion there may be in Changsha, not everybody will fall for that city’s allure.

To overcome their disadvantage in cost, incumbents can build on a number of other advantages—such as innovation and brand legacy—to offset the cost difference. The issue, therefore, is not so much about achieving the absolute low cost but about keeping a vigilant eye on the cost differential. No competitor will be able to succeed if its costs are significantly higher than others in its industry—except in those rare cases when it is able to completely transform a category or process through innovation. Even then, its advantage likely will not last for long.

The struggle for incumbents—and increasingly for challengers—will be constantly minding the cost gap. The most important actions they can take are:
• Optimizing with Labor 

• Clustering 

• Superscaling 

• Simplifying 






GROWING PEOPLE 

According to various analyses, there is a huge reservoir of talent available worldwide. The rapidly developing economies are supposedly  flooded with educated and skilled workers and managers while, in the developed economies, the talent pool shrinks and wages rise.

That may be, but there’s still a talent struggle involved in globality, and that’s aligning the right talent with the work to be done—getting the optimal number of people with the right capabilities to do the required tasks in the right places at the right times. It’s partly an issue of quantity. Despite the great numbers of workers, there often aren’t enough qualified people available to meet demand. In India, the attrition rate in the outsourcing industry has been as high as 50 percent annually.5 That’s why Infosys Technologies, the giant Indian outsourcing firm, is looking to hire six thousand Chinese employees over the next five years.6


Sometimes, the work is located in places where there aren’t enough workers available to do it. That’s one of the reasons why China has some 140 million migrant workers, people who leave their homes and families to do itinerant work in distant cities. The problem is acute in eastern Europe, where workers have been emigrating to the West by the millions to find higher-paying jobs, forcing some companies with facilities in Poland to increase wages, recruit from Africa and the Middle East, or shut down their operations altogether.

The struggle is mostly, however, about quality, because even people who have what seem to be the right credentials for the job (like an engineering degree or a training certificate) don’t always have the actual skills needed or at the right level, or the ability to perform as required. For example, a great percentage of people in India who have college-level training in English are not truly fluent.

Companies, therefore, will find themselves struggling with the issue of alignment and, with frustrating frequency, the misalignment of the many players involved. The successful ones focus on developing their methods of recruitment, development, and deployment. They are making their own talent, rather than just fitting people into boxes, by focusing on these key actions:
• Recruiting for Rapid Growth 

• Developing for Depth 

• Deploying for Early Results 

• Letting Leaders Build 






REACHING DEEP INTO MARKETS 

Much of the history of globalization within domestic markets has been about incumbents doing business with a very small percentage of the large populations in these markets, if they sold into them at all.

Now incumbents are targeting, much more aggressively than ever before, the rapidly developing economies as the enormous and valuable markets they are—attracted not only by the size of their populations but also by the increasing wealth and sophistication of both industrial customers and general-market consumers. Rather than play on the surface of these enormous markets, the challenge is to go deep and reach the hundreds of millions of potential buyers waiting there.

However, incumbents are often confounded in their efforts to reach deep by many factors, including their inadequate understanding of consumers, the many cultural differences that exist—not just in comparison to developed markets but within a single market—infrastructural lacks, brand legacies, and complex and often unfathomable distribution and retail systems.

These issues make it difficult enough to capture the “easy” segments of the markets in the rapidly developing economies, which are only the tip of the population iceberg. At least another billion people in China, India, and eastern Europe have yet to join the global consumer society—and, over the next several decades, have the potential to do so.

The struggle for incumbents (and for challengers as they expand into other rapidly developing economies) is to achieve penetration of the well-defined and easily accessible pockets of populations and then reach deep into the mass markets beyond, by executing on one or more of the following: 
• Creating New Categories 

• Finding the Sweet Spot 

• Localizing 

• Distributing Amid Chaos 

• Doing Business with Business 

• Stepping into Other Markets 






PINPOINTING 

Over the years, many international players have worked to offshore some elements of their operations, primarily to reduce costs. But the challengers have begun to completely rethink their value chains, disaggregating and modularizing them, then siting the various elements in the optimal locations around the world and, as a result, creating compelling advantages of both cost and scale.

Incumbents have typically thought of the rapidly developing countries as low-cost locations that can support only low-cost work and don’t differentiate sharply enough the particular advantages (or disadvantages) of one location in comparison to another.

But many challengers have shown themselves to be more relentless and even ruthless about scrutinizing the elements of the value chain, breaking them into discrete elements, relocating them—and then folding them into their business processes in a way that makes distance and location seem almost irrelevant.

As conditions change within the rapidly developing economies, and as other developing economies (e.g. Vietnam, Malaysia, Pakistan) improve their skills, incumbents and challengers alike will struggle to constantly reevaluate which locations are best for which activities now and in the future, to support the following actions:
• Connecting with Customers 

• Distributing Complexity 

• Reinventing the Business Model 






THINKING BIG, ACTING FAST, GOING OUTSIDE 

In the Western business orthodoxy, mergers, acquisitions, partnerships, and joint ventures are pursued for many reasons, such as to increase scale, extend geographical reach, add capabilities and, yes, occasionally for less-than-strategic purposes, such as whim, revenge, or adventure.

For the challengers, acquisitions provide a speedy way to catch up with the incumbents. The challengers are young companies, or former state-owned bureaucracies, or midsize companies with few resources and out-of-date systems. Acquisitions, mergers, and collaborations enable challengers to make the great leaps forward they need to bring themselves into the contest. As a result, they tend to place the opportunity for knowledge building higher on the list of reasons to make acquisitions than incumbents do.

Part of the reason for this is the hunger the challengers feel. They want to move as fast as possible, which often means they don’t want to take the time to build a capability or acquire the knowledge they need by themselves. As a result, both the number and the size of merger and acquisition deals completed by the challengers have soared in the past five years.

Readers may be familiar with post merger integration (PMI), the process of rationalizing and integrating two companies that have joined forces in a merger or an acquisition. In the developed economies, post-merger integration is often an exercise in cost cutting, staff reduction, facilities rationalization, and the force-fitting of one company into the template of another.

Challengers, however, are more likely to work to truly understand what it is the acquired company has to offer and learn what it has to teach as they pursue the following actions:
• Scaling Up 

• Building Brands 

• Filling Capability Gaps 

• Bartering 






INNOVATING WITH INGENUITY 

Incumbents labor mightily to innovate and worry about innovation as much as they achieve it. Great research labs and creative departments pursue new ideas and technologies, materials, and processes. Engineers, designers, managers, and marketers constantly think about new products and services that could and should be created and how existing ones might be improved or refined to add a new twist or feature.

The challengers generally have not been associated with breakthrough innovation. Rather, they have become known as expert copiers, interpreters, simplifiers, and adapters of technologies, products, and services created elsewhere by others.

But the challengers, more and more, are practicing their own particular style of innovation. They have not had big R&D budgets or heavyweight development talent. They don’t have enormous databases filled with knowledge, shelves stacked with prototypes, or thousands of patents on file. They rarely disrupt an industry with a blockbuster breakthrough.

What they do have, however, is ingenuity. They’re quick-witted and resourceful, able to quickly whip up new variations on a theme with whatever resources are at hand. They have deep local knowledge—of what people want and need, what resources are available, and what limits are constraining their choices—that enables them to introduce to the marketplace reimagined, reinvented, and reconfigured technologies, products, and services that can win. And if they don’t win, they can cook up another ten possibilities in no time.

The struggle in globality is achieving the right combination of formalized innovation and on-the-fly ingenuity. These actions characterize ingenious innovation:
• Adapting 

• Leveraging 

• Rapid-fire Inventing 






EMBRACING MANYNESS 

Incumbent companies have a bias toward standardization. One-world strategies. Centralized authority. Home office. Alignment of people and ideas.

The struggle of globality is learning to live with and thrive on manyness.

Globality implies many countries, economies, markets, locations, facilities. There are no centers. No home markets. No foreignness. No hierarchy of location.

Globality encompasses the use of more than one strategy or approach for different cultures, products and services, customers, times, and competitive situations.

Globality takes advantage of many kinds of backgrounds, skills, talents, ideas, organizations, systems, and states of being.

Manyness is an unfamiliar and even uncomfortable concept for those who are looking for the single best way, the ideal organizational structure, the signature leadership style.

Although challengers operate using organizational structures and practices that are quite different from those of most incumbents, it’s not that they have fundamentally reinvented management science. Rather, they have taken from the knowledge and wisdom that’s been accumulating for nearly a century in the developed markets, adapted it to the operating models of their own economies, and created interesting syntheses that are particularly suited to the age of globality.

The struggle is to determine which management practices from developed markets can be successfully transplanted or adapted for each developing market and situation, which ones must be (sometimes painfully) rejected, how to take advantage of manyness in all its forms, and how to manage these key actions:
• Choosing Global Presence 

• Retaining Local Character 

• Polycentralizing 








IMPLICATIONS: RECOGNIZE THE URGENCY 

Are you ready for the era of globality? Is your company prepared to enter the environment in which everybody, everywhere, is competing for everything?

Many companies in the West and Japan continue to act as if they are unaware of how quickly things are changing and bask in a state of blissful denial of the emerging reality. Many leaders still adhere to a Western-centric view of the world, as if they expect that things will eventually snap back to the “way it was” in 1991 or 1982 or 1967 or whatever their worldview default date may be.

Most businesspeople we know and work with, however, are well aware that the global landscape of business has been fundamentally altered and that the tsunami of change is roaring in.

The problem is that they don’t know exactly what to do about the changes they discover around them. How should they meet and beat competitors on the competitors’ home turf? How can they fend off the challengers’ attacks on their customers? Will speed and flexibility always trump size and legacy assets? When low-cost, high-quality products are taken for granted, how can a company create advantage?

The leaders of the challenger companies will feel in their guts that they have a tremendous amount to gain in the era of globality—that they can become the new global players, call the shots, gobble up markets, and stride boldly across the world. The leaders of incumbents will sense that they have much more to lose than the challengers do: share, stature, dominance, talent, intellectual property, and jobs—their own included.

During the earlier phases of globalization, many companies saw “going global” as a choice; they could make a decision to participate in the phenomenon by operating in low-cost countries, seeking out foreign markets, and availing themselves of global supply-chain resources—or not.

Globality, however, allows less room for choice. It may be possible for some companies to achieve success by staying small, serving limited markets, or connecting with the world through intermediaries, but most companies will not have that option. They must join the game on the global playing field or face the possibility of being pushed to the sidelines, perhaps never to return.

Our goal is to help companies shift their mind-sets in light of the new global realities so they can successfully take advantage of the vast opportunities that globality offers.

When we discussed these issues with one executive of a large company, he said, “We don’t have to move too quickly. We’ve got five or six years to figure that out.” Twiddling their thumbs will likely prove to be a mistake for his company, as it will for most companies throughout the world. By the time they realize they’re in trouble, it will be too late. The only way to succeed is by competing with everyone from everywhere for everything.

Starting now.




CHAPTER 2

TSUNAMI

“It is our destiny to go global.”

Juan Antonio Alvarez, Compañía Sudamericana de Vapores (CSAV)

 



 




A weekly newspaper in Wenzhou Province, one of the most prosperous regions in China, posed this question to readers: “If forced to choose between your business and your family, which would it be?” Sixty percent of the respondents chose business. Twenty percent chose family. Twenty percent couldn’t make up their minds.1


No wonder the global challengers have risen up like a tsunami.

A tsunami begins with the sudden shift of the earth’s crust or the eruption of an undersea volcano. The location of the shift and the power of the shock determine just how potent the tsunami eventually will be. After all, not every seabed crack and volcanic sputter catalyzes a worldwide wave of change.

The tsunami of the challengers had its origins in some of the world’s largest and most important countries and was created not just with a single, shuddering bump but by a whole series of societal shocks and economic eruptions over a period of several decades.

One of the most significant came in 1978, just a year after the death of Mao Zedong, chairman of the Chinese Communist Party,  when the great gate to China began to swing open, allowing a freer flow of business into and out of the country.

The opening of China—which on its own was probably enough to cause the tsunami—was followed in 1986 by the restructuring (perestroika) and move toward openness (glasnost) of the Soviet Union, which eventually helped to bring about its implosion in 1991 and the subsequent tumbling down of the walls that had isolated the countries of eastern Europe.

Hungary had been busily privatizing since 1968, so it hit the ground running when Communist rule collapsed there in 1989. The modern Czech Republic and Slovakia came into being in 1993.

In that same year, India instituted a number of fundamental reforms that produced its own burst of internal growth and international expansion, after decades of fitful attempts to get its economy moving with one five-year plan after another and an economic crisis in 1991.

In 1997, Brazil passed several constitutional amendments that allowed for greater participation by private companies in different sectors of the national economy, opened up opportunities in all segments, redefined corporate structures for local companies, and altered the monopoly status of Telebrás, the telecommunications leader, and Petrobras, the national oil and energy giant.

Bulgaria, after a long period of instability, pulled itself together and was admitted to the European Union in 2007.

In the last five years, Turkey, which has traditionally served both East and West, has experienced 7-percent annual growth of its gross domestic product, and its exports have more than doubled.

These shocks and shifts, one after another, kept adding force to the wave of change. Then, just as a tsunami can be further kicked up by the surrounding weather conditions, this surge was further intensified by two environmental factors: first, the unprecedented availability of global resources of all kinds and the challengers’ easy access to them, and second, a remarkable state of being the challengers developed over time that can best be characterized as hunger—a practical hunger to improve, an intellectual hunger to learn, and an emotional hunger to achieve.

Already potent due to its origins, made even more powerful and greater in scale as a result of external factors, the tsunami rapidly concentrated in force as it approached the shore of international business.

Now people could see its dimensions much more clearly. Suddenly, they realized that, inevitably, it would hit. Assets that had seemed well protected, looked as if they could be broken loose. Positions that had felt completely secure, suddenly felt vulnerable.

No one could accurately predict just how deep into the landscape the tsunami would penetrate or how long it might keep thundering in.

But don’t worry too much. It’s only a metaphor.




THE BCG CHALLENGER 100 

The challengers, however, are the real thing. There are at least three thousand challenger companies that have achieved a healthy measure of success and prominence in their rapidly developing markets and beyond. Of those, we selected a hundred of the biggest, most successful, most influential, and most interesting ones to study further, learn from, and understand. Many of them are featured in this book.

The BCG Challenger 100, as we call them, come from fourteen countries: Argentina, Brazil, Chile, China, Egypt, Hungary, India, Indonesia, Malaysia, Mexico, Poland, Russia, Thailand, and Turkey. Sixty-six of them are based in Asia—forty-one in China, twenty in India. Thirteen come from Brazil, seven from Mexico, six from Russia. (See the complete list in the Appendix.)

The BCG Challenger 100 companies participate in all kinds of industries. Thirty-four provide industrial goods; fourteen make consumer durables; seventeen are resource extractors; fourteen of them offer food, beverage, and cosmetics products; four make technology equipment. The remaining seventeen operate in a wide variety of fields, including pharmaceuticals, mobile communication services, shipping, and infrastructure.

Total revenue of the BCG Challenger 100 group of companies reached $1.2 trillion in 2006. That sum may seem small in comparison to the sales of Fortune 500 companies (Wal-Mart, Exxon-Mobil, and General Motors, after all, had a combined 2006 revenue of $900 billion), but the challengers are growing extremely fast. Total revenue for the BCG Challenger 100 grew 30 percent a year for the 2004-2006 period, three times that of companies in the S&P 500 and Fortune 500. International revenues for the BCG Challenger 100 grew at 37 percent between 2005 and 2006, faster than total revenues. In 2006, the BCG Challenger 100 companies generated 34 percent of revenues offshore, up from 32 percent in 2004.

What’s more, these companies are highly profitable. The BCG Challenger 100 earned 17-percent operating profits in 2006, in comparison to a margin of 14 percent for the S&P 500 U.S.-based companies, 8 percent for Japan’s Nikkei companies, and 7 percent for Germany’s DAX companies.

And their stock performed well, too. The seventy-five publicly traded companies had a market capitalization of $680 billion in March 2006. We calculated the total shareholder return (TSR) and market capitalization for sixty-four of these companies, excluding eleven that are traded on exchanges that make it difficult to gather reliable data. The group of sixty-four achieved a TSR of 418 percent from January 2002 through June 2007. This compared to 221 percent for the MSCI Emerging Market Index and 47 percent for the S&P 500 Index. As of June 2007, total market capitalization for the sixty-four had increased 447 percent, reaching $954 billion.

Clearly, the vendors have become serious contenders.


COUNTRY ORIGINS 

The countries that the challenger companies come from had been isolated from the world of international commerce for long periods of time during the twentieth century. (India and China had, for centuries prior, been two of the most important economies in  the world. In 1700, the combined income of those two countries was about half the world’s total.) For the most part, these fourteen countries missed out on the growth of industry, rise of technology, accumulation of business ideas and practices, and building of experience through market competition that took place in the twentieth century.

So when their economies began to open, the world was rather startled at how different the business environment looked in these countries. Where were the big corporations? the modern factories? the sprawling R&D labs? the branded retail chains? the distribution networks? the industry associations? Where, for that matter, were the eight-lane highways, mighty bridges, international airports, vast computer networks, and nationwide telephone systems?

There were none. At least none that Westerners could recognize or think of as modern. Rather, across these economies, there was a maze of state-owned enterprises and politically constipated bureaucracies, tens of thousands—perhaps hundreds of thousands—of mom-and-pop shops and street kiosks, antiquated factories (Changfeng was founded in No. 7319 Factory of Chinese People’s Liberation Army, which had originally been equipped for gun repair), distribution systems that relied as much on rickshaws and donkeys as they did on motorized vehicles, companies operating in schools with teachers as managers, entrepreneurs set up in abandoned structures (Johnson Electric’s first factory outside Hong Kong was in a Shenzhen village grain shed), people working with their hands where there should be automated production lines, and machines still in operation that would have been retired by the incumbents decades ago.

When the period of globalization began, these too-young or overbloated, inexperienced or outdated, almost completely disconnected companies suddenly found themselves working with the most sophisticated and demanding businesses from all over the world—companies from the United States, Europe, and Japan that had arrived on their shores in search of low-cost labor and materials.

It seemed natural that the local companies would serve the incumbents as vendors, jobshoppers, and low-cost suppliers. It seemed  inevitable that the incumbents would think of them as “locals” and expect little more of them than to accomplish a few specific tasks—bending some metal, stitching some seams, assembling a few parts into a subcomponent—on time, on spec, and on budget.

For two decades or more, the incumbents and the locals found that the arrangement worked to the benefit of both (although there were downsides) and there was little, if any, direct competition between them. How could there be? How could Bajaj of India, maker of motorbikes with 100cc engines, compete with Honda and Kawasaki, Harley-Davidson and Triumph? How could BYD of China, a tiny start-up maker of batteries, match its products with those of Sony and Sanyo? How could Embraer of Brazil, a little-known producer of propeller and turbo-prop planes, play on the same field with Cessna, Beechcraft, and Bombardier?

The incumbents found their arrangements with the locals to be quite satisfactory. They were able, in fact, to reduce their costs substantially and, quite quickly, to produce at the quality levels they required. Some of the incumbents also discovered that their products were suited for sale into the local markets, as tricky and uncharted as they might be.

For their part, the locals learned a lot, fast. They steadily improved and expanded their operations, built expertise, and added capabilities. They grew in size and profitability. They gained confidence.

Some incumbents encouraged and supported their suppliers in their efforts to grow and improve; others didn’t notice or care. After all, there was an unspoken agreement about how to slice up the global pie, and it worked well, so long as everybody kept to the script.

Then the locals started the big rewrite. Not only did they get better at what they did, they got really good. Some of them gained world-class expertise, built tremendous volume, improved quality, and made serious profits in their home markets. They expanded regionally. Went national. Created brands. Expanded into other developing economies.

They were no longer content with anonymity, subservience, and isolation. At last, some of them set their sights on the developed  markets. “We proved, in the developing markets, that we were able to succeed,” Sanjiv Bajaj, executive director of Bajaj Auto, told us. “That gave us the guts to go to bigger markets.”

Overnight, it seemed, the locals had ceased to be locals and had become global challengers. And that’s when the incumbents really sat up and took notice.

No longer could the challengers be ignored, avoided, or explained away. Hey, when did that BYD company in Shenzhen become the planet’s largest maker of nickel-cadmium batteries? Who are these Russian oligarchs, and how did Lukoil get so skilled at oil exploration? Am I crazy not to get a bid from Cemex for our make-or-break construction project? Should I really be thinking about outsourcing my information processing to Wipro, based in what city is it—Bangalore? If I need photovoltaic cells, is Suntech Power in China really the number-one supplier? Can it be right that the best regional jets are made by a Brazilian company called Embraer? Wait a minute, when did the Ritz-Carlton Boston become a Taj Hotel?

Well, at least we still know who the richest man in the world is. That’s right: Carlos Slim, Mexican tycoon. Estimated worth: $60 billion. (Or is it India’s Mukesh Ambani?)


GLOBAL ACCESS 

But how did the challengers change the scenario so quickly and successfully?

Unlike the challengers of previous waves, the companies of the rapidly developing economies had amazing access to the wealth of resources the world had to offer—knowledge, intellectual property, services, talent, capital, and much more—as well as to the markets from which they could buy and into which they could sell.

Perhaps the most important and fundamental of the resources is knowledge. The challengers have been able to seize on an incredible array of educational opportunities—which, for many, has meant studying abroad. For example, several members of the current generation of  Wangs who run Johnson Electric were educated in the United States. Patrick Wang, currently chairman and chief executive officer, studied electrical engineering at Purdue University in Indiana and joined the family business after graduating in 1972. Winnie got her bachelor of science degree from Ohio University, in Athens, Ohio, and is now vice chairman. Richard also studied electrical engineering, at the University of California, and is currently an executive director and adviser to the CEO.

Over the years, the Wangs have imported the best management and manufacturing philosophies and practices from Western and Japanese companies, including kaizen, kanban, self-directed teamwork, lean organizations, and employee stock-option plans. Every year, Patrick attends an intensive one-week program for young executives at Harvard Business School.2


Anand Mahindra, vice chairman and CEO of Mahindra & Mahindra, received his undergraduate education at Harvard University and earned his MBA at Harvard Business School. “If you look at my psyche,” he told us, “you have to understand that my education has been abroad. There are two dimensions of an aspiration to go global. One is a strategic logic. The other is an internal or personal conviction, and I cannot deny the existence of the latter. We can pretend that we are all automatons and we work according to algorithms which are purely logical. But clearly sometimes it’s aspirations that determine what you will do.”

Mahindra & Mahindra was founded on the belief that Indians are second to none in the global arena and that education is key to their success. “If we use the power of the people after education,” Anand Mahindra said, “then there is no reason why we can’t build a company that is equal to the best.”

The MBA degree has become one of the most coveted courses of study for aspiring businesspeople in the rapidly developing economies. The number of applications to U.S.-based business schools has risen steadily throughout the tsunami period of the 1990s, and students born outside the United States account for about 30 percent of the enrollment in the twenty top schools.

The demand is so intense that several universities, including Harvard Business School and Columbia’s Graduate School of Business, along with others from developed economies, are planning to open management/executive education programs in India. “If you’re in business, or business education, you cannot ignore India any longer,” says Julian Techer, director of the Graduate School of Business at Australia’s Monash University. Monash already has campuses in Malaysia and South Africa and intends to form a partnership with an Indian school soon.3
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