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The Evolving Nature of the
Multinational Corporation

GLOBALIZATION HAS GIVEN BIRTH to the rise of the multinational corporation (MNC).
Debates over the merits of globalization often entail an analysis of international companies.
Often seen as villains, MNCs have been blamed for the ills of globalization. Liberal economists
and some international management scholars, in contrast, have seen the rise of the MNC as
part of the natural process of globalization. In this issue, three articles reflect on the changing

conditions of the global environment and their implications for the management of MNCs.

The first article in this issue, “Offshoring, Outsourcing, and Strategy in the Global Firm, written
by Stephen Tallman of Richmond University, attempts to dispel the hysteria over the recent
internationalization of multinational service activities, focusing on what is actually happening

as well as the strategic implications. Tallman reminds us of the role of the MNC in generating

value, in part, by exploiting comparative advantage. The outsourcing/offshoring of services
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is merely a recent manifestation enabled by technology. The global firm no longer needs to
command and control international activities and, instead, uses its network of value-adding
activities, alliances, subsidiaries and affiliates to coordinate the supply chain. The rise of strategic alliances as a mode
of entry enables companies to utilize alternative modalities extending beyond the either/or decisions of making or
buying. Tallman suggests an innovative model for offshoring/outsourcing that is richer in its conceptualization and
takes into account both distances (political, economic, social and technological) and the rent-yielding potential of

value-adding activities.

In the second article in the issue, “Corporate Governance and the Multinational Firm,” Manzur Rahman of the University
of San Diego examines the management of MNCs. Rahman takes a critical view of the Anglo-American model of
governance, which gives primacy to shareholders over other stakeholders. This, in part, has led to mismanagement of
some multinationals, he claims. Rahman argues that the German model is superior because it is better fitted for the global

environment of MNCs characterized by multiple legal jurisdictions, information asymmetry and cross-border inefficiencies.

The third article dovetails with the second by offering prescriptive remedies for MNCs' environmental scanning function.
Peter Enderwick of Auckland University of Technology offers his views on the monitoring, identification and evaluation of
the international business environments. Environmental scanning has changed in recent years: while information is more
abundant, the quality, type, and sources of information are more difficult to evaluate and integrate. Use of environmental
scanning techniques, therefore, must change. Enderwick concludes that environmental scanning is critical to the successful

management and, ultimately, profitability of MNCs in an increasingly changing world.

Taken together, the three articles in this issue reflect on the changing nature of MNCs and discuss normative implications
for IB researchers: (1) Don't be swept by popular outrage against service outsourcing—it is an essential part of globalization
borne out of innovations in technology; (2) Evaluate comparative systems of governance and draw judgments on their
suitability to the management of the MNG; (3) Revisit established international management concepts, like environmental

scanning, and see how they have changed as a result of changing conditions in the global environment.
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Offshoring, Outsourcing,

and Strategy in the Global Firm

Stephen Tallman, University of Richmond, United States

OFFSHORE OUTSOURCING OF MANY of the activities of the firm
has become a major issue of concern in welfare economics, politics,
business management, and international business scholarship. From
both practical and scholarly perspectives, though, we must recognize
that this is not a new phenomenon, and that neither outsourcing nor
offshoring is necessarily the problem that has been represented in the
popular and scholarly press (Contractor et al, 2010; Engardio, 2006).
The production of goods in locations other than those in which they
are sold has been an established strategy of multinational firms for de-
cades—as has the subset of situations in which offshore locations are
used to produce for home country consumption.“Traditional” situations
such as Nike moving shoe manufacturing to Asia have become com-
monplace and attract little attention. However, the dramatic increase of
offshore service provision since 2000 was unexpected, affects the sort
of knowledge work that was to be the refuge of the developed world,
and imposes international competition on firms, jobs, and markets that
had been seen as exempt—and has attracted new attention. In a simi-
lar vein, we are finding that offshore outsourcing is expanding rapidly
in “new era” sectors such as alternative energy. Even as the science and
engineering of alternative energy emerge from Western university labs,
companies hoping to exploit these new ideas are finding not only that
overseas manufacturing is less expensive but also that only countries
like China retain the capacity to manufacture such goods. Perhaps we
should take a longer look at offshore outsourcing to see what it can of-
fer us both as scholars and as business practitioners—but without the
distractions of populist hysteria.

This article addresses three issues where we international business
scholars, collectively, could benefit from cooling down and considering
what we already know about international markets and multinational
firms rather than pursuing “hot” topics. First, | suggest that by focus-
ing on the narrow issue of producing offshore for the domestic mar-
ket, whether goods or services, scholars are adding to the overheated,
even jingoistic, discussion of the issue and also are losing opportunities
to gain theoretical and empirical insights. Second, the general lack of
strategic perspective on the topic has put the focus on cost-reduction
through location in emerging economies and has led to fears for un-
differentiated wholesale relocation of value-production to these coun-
tries. Third, convergence on a 2x2 matrix of in-house versus outsourced
operations and of on- versus off-shore locations has led to a focus on

corner solutions that lock discussion into black-and-white consider-
ations of what is happening as opposed to measured concern for the
strategic whys, wheres, and hows.

The Global Firm and Intra-firm (or Intra-network)
Trade

The offshoring discussion focuses on the eventuality that a domestic
firm sends some portion of its value-adding activities, whether manu-
facturing, business processes, or software writing, to another country
while continuing to sell its output into the domestic market. This leaves
the domestic customer in the position of transferring money to foreign
producers rather than to locals, thus draining liquidity out of the do-
mestic economy—or so the story goes. This picture leaves little room
for the growing phenomenon of the global firm. Rather, we should con-
sider the overall reliance of global markets on networks of international
trade and investment. If a global firm generates value—whether in
product design, manufacturing, service support, distribution, market-
ing, customer service, or any other activity—in multiple differentiated
locations around the world (or even within one or more regions of that
world), uses intra-firm trade of intermediate goods and services to tie
together its operations into an efficient whole, and then sells unique
mixes of goods and services in multiple differentiated markets around
the world (or region), just what makes the provision of some of these
products to the original home market unique?

The reality of international trade and investment is that most flows of
capital and goods and services are managed by multinational firms.
Indeed, the levels of intra-industry and intra-firm trade and of foreign
directinvestment traditionally have been used to characterize the glob-
al scope of industries and firms (Kobrin, 1991). What is clear in today’s
marketplace is that better communication technology and increasingly
sophisticated views of value-adding activities are allowing global firms
to disaggregate or finely slice their activities and to more easily source
intermediate goods from the most efficient location—much as Bruce
Kogut prescribed in 1985 (Kogut, 1985). Indeed, using comparative
advantage, or location-tied superior productivity, as a key basis for com-
petitive advantage, or firm-specific production efficiency, is the great
strength of the multinational firm.

continued on page 4
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continued from page 3

Prahalad and Doz’s (1987) early characterization of the globally efficient
multinational assumes centralized production facilities, but not neces-
sarily home-country production. Bartlett and Ghoshal's discussion of
differentiated subsidiary roles in the transnational firm (1989) clearly
supposes that subsidiaries in some markets will create significant value
that will be incorporated in products sold in others—or at home. Sepa-
rating value generation from value consumption is a part of the issue,
as is the idea of firms sourcing value from multiple locations, as is the
reality of many ways of coordinating internationally dispersed, disag-
gregated value-adding activities. However, such production was never
assumed to be only for the home mar-
ket; rather it is production for a global or
regional market. In the case, for instance,
of US multinational firms setting up pro-
duction facilities in a few Western Euro-
pean sites to serve the entire Western
European market, the home country is
on neither end of the production-con-
sumption equation. Likewise, business services moved abroad as part
of the overhead activities of local and regional headquarters, which
would be expected to locate service and support activities at their loca-
tions.

Despite all the discussion, offshoring seems to be explained largely by
comparative advantage, albeit a sophisticated version in which differ-
entiated inputs are clearly recognized, and communication and gover-
nance technologies through which geographically distant operations
can be integrated. However, consideration of the developing model of
the global firm as a differentiated network of distinct subsidiaries, affili-
ates, alliances, and contracts all tied together by a small headquarters
focused on communication and coordination rather than command
and control offers a variety of new directions in organizational eco-
nomics and management theory. The responses of global firms to the
demands of international markets and international sources of prod-
ucts in an increasingly complex global setting offer arrays of strategies
and organizations that are changing concepts of management and of
organizational and management theory.

Strategic Purpose and Core Competency

The two-dimensional characterization of offshoring and outsourcing
focuses on location and transaction governance, but ignores issues of
strategic purposes and capabilities—the discussion is one of outcomes,
not of inputs or drivers. Firms are likely to have strong capabilities and
stocks of resources in those parts of the value-adding chain that are at
their strategic core. In other value-adding steps, any individual firm may
have fewer resources or less effective capabilities, and strategic man-
agement scholars are largely united in proposing that such activities
should be located in other, more competent, firms. The idea that a com-
plete value-adding chain, from idea to final sale, should be internalized
within a single economic entity is essentially obsolete—yet discussions

of outsourcing seem to treat this as the preferred norm. | find that in
overlaying a strategic perspective on the location x governance matrix,
an obvious outcome is that core strategies and resources are likely to
be kept internal to the firm, while market means, based on price and
supplier reliability, are ideal for delivering generic inputs. However, a
large proportion of the assets and capabilities deployed by any firm fall
between these extremes—they are complementary or co-specialized
assets. That is, they will be essential to the firm’s ability to actually gener-
ate economic rents from its truly unique firm-specific assets, even if the
firm does not expect to gain advantage based on these assets them-
selves. Improvements in IT and contracting and the rise of reliable part-

There is no inberent reason in today s world to assume that

strategic leadership comes from the home country . . .

ner firms from low-cost locations together have made access to such
assets through networks of alliances much more likely than in the past.

Strategy is also relevant to the location issue. Comparative advantage
is alive and well—not just as a cost minimization consideration, but
as a net value-producing process. From a strategic perspective, a core
activity may well be kept close to the core location, but twenty years of
discussion of transnational strategies suggests that the core for any par-
ticular business may not be in the home country—the strategic leader
subsidiary is a fact as well as an ideal. There is no inherent reason in
today's world to assume that strategic leadership comes from the home
country or that the home market is the dominant focus of the firm.
Global firms such as Hewlett Packard or DuPont or General Electric do
not necessarily headquarter every business in the same country, state,
city, or building as the corporate headquarters, and have not done so
for some time. A production site with a set of country-specific advan-
tages that offer unique value in combination with the firm-specific re-
sources and capabilities of a particular multinational company could
well become a regional or global center for value-added production
(Birkinshaw, 2001; Rugman, 1981). Such a site may certainly supply the
home market, but perhaps only as a small part of its overall mission.

Here, There, or Everywhere? A Matter of Distance

My third concern is that even though the focus of the offshoring/out-
sourcing discussion has been on location factors and transactional
governance, analysis of these structural issues is underdeveloped.
The presentation of the business process offshoring/outsourcing deci-
sion has devolved into a 2x2 matrix, contrasting in/outsourcing with
on/offshoring (see Fig. 1). This is certainly a major improvement on the
five-year-ago discussion that commonly confused where an activity
was happening with who was doing it, but it reflects a disregard for
extensive and carefully developed bodies of work on locations and
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Figure 1: The Offshoring/Outsourcing Matrix or “Make/Buy-Here/There”

”

A
!I-\;II?IIEE Domestic Captive
In-house Offshore
Internalization
Advantage
Low: Domestic Offshore
BUY
Outsource Outsource
>
Low: ONSHORE Hi: OFFSHORE

Foreign Location Specific

internalization. Looking first at the location question, we should see
that this simple approach tends to exaggerate both the risks and
the benefits of offshoring. A first consideration is that “offshore” as a
generic indicator of any and all non-home country locations com-
moditizes foreign locations—if you are not at home, you are simply off-
shore. Therefore, if “nome” is high on familiarity and low on risk, “away”
tends to become the opposite—even if this is not the intent of the
original modeler. The “near-shore” construct suggests that this outcome
is becoming recognized, but really reduces the issue to geographical
distance—suggesting for instance that Canada and Mexico represent
similar distances from "home” for a US-based firm. Do we believe this?
As every basic international business textbook is at pains to discuss,
the economic, cultural, and institutional contexts of international busi-
ness vary from country to country in varied and complex fashion. At a
minimum, this dichotomy should be replaced by a multi-faceted “Inter-
national Distance” dimension, whether the CAGE model proposed by
Ghemawat (2007) or some other version.

At the same time, the benefits of foreign location tend to be exag-
gerated, so (and again from the US position that is so often assumed)
that cost differences, as the most apparent expression of comparative
advantage, become the primary, even only, benefit to be set against
the uncertainties of the foreign. However, as a variety of scholars have
begun to emphasize (Doh et al,, 2009), while costs do matter in offshor-
ing, they are never the entire story. So, while place matters, whether
seeking an offshore value production platform or foreign market entry,
it must be recognized and incorporated into models as a complex and
multifarious construct of location specific characteristics and degrees
of distance from both home country and market, not a simple "here vs.
there”comparison!

Advantage

Make-Buy or Make-Ally-Buy?

The other side of the location x governance matrix relates to who owns
and controls the activity in question. This is typically represented as a
“make-buy” decision in which the value-adding activity is either inter-
nalized, whether at home or abroad, or outsourced to a supplier in a
market transaction. This dichotomy is reminiscent of the early market-
hierarchy choice presented in transaction cost economics (Williamson,
1985), though the outsourcing model assumes that an activity is initially
pursued inside the company and is moved into the market only when
it is less expensive or can be done better by an outsourcing special-
ist—how it came to be inside the firm is not at issue. The make-buy
comparison suggests that outsourcing is done in a market transaction.
As such, the transactional costs of markets, particularly from investing
in transaction-specific assets, described by Williamson and others, make
the outsourcing choice seem particularly high risk. Presuming that the
decision has been made to outsource, the focal firm then should mini-
mize its risks by avoiding transaction-specific investments—but this is
likely to make the outsourcing transaction inefficient and may risk a
poor fit between supplier and client, trading one cost for another.

A generation of work on alliances suggests that the “make-buy” decision
is in reality a "make-rent-buy” question, in which access to the services
of certain competences can be managed through a wide array of coop-
erative governance choices. Indeed, in most non-internalized offshor-
ing transactions, the client and the provider engage in a time-extensive,
semi-customized, more-or-less flexible relationship that evolves over
time—or what is commonly called an alliance, whether an extended
contract or an equity joint venture. From a resource-based perspective
(Madhok & Tallman, 1998), alliances permit firms to focus on applying
their most specialized resources and capabilities, those that offer the
greatest potential for generating economic rents, while outsourcing
other critical activities to alliance or joint venture partners that special-

continued on page 6
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continued from page 5

Figure 2: An Alternative Model of Offshoring and Outsourcing
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ize in those areas (see Fig. 2). By investing in transaction and partner
specific resources, both sides can consistently improve the efficiency of
their complementary sets of assets while making abandonment of the
relationship consistently more costly and thereby providing protection
from opportunism. How often do real companies actually buy critical
services, say payroll administration, in a one-time, arms-length trans-
action based on price/performance that is re-bid on a frequent basis?
Recognition that outsourcing is primarily carried out through alliance
transactions changes the risk-return relationships that are expressed in
the stark make-buy choice. It also opens up the scholarship relating to
outsourcing to influence from the extensive literature on cooperative
strategies, particularly international alliances and joint ventures, which
addresses in considerable detail most of the governance concerns
expressed about outsourcing.

Offshoring/Outsourcing Is Not New

The effort to treat offshoring/outsourcing as a new or unique strategic
action has resulted in its apparent lack of success in developing theory
or advancing the study of either internationalization or strategic man-
agement beyond observation and simple empirical studies. This same
attitude toward the phenomenon limits the potential for scholarship
to say much of value to managers—who are already deeply engaged
in international sourcing and quickly learning when, where, and how
to pursue it in practice. Right now, the literature tells managers who
are engaged in deconstructing their firms’ value chains and seeking
to maximize efficiency and effectiveness through supplier networks
and through judicious use of foreign locations that they can gain from
accessing comparative advantage in location choice and from consid-
ering outsourcing non-critical activities. But they already know those

Net Costs

things! If scholars are going to add to the conversation, to provide
value to practice, they must do so by connecting current phenomena
to much-better-understood historic happenings and concepts. If we
can apply what we know about multinational firms and their capabili-
ties and strategies as they interact with the vagaries and challenges of
the global economy, we should be able to offer recommendations for
action and predictions of performance to practitioners. If we continue
to look at offshoring and outsourcing as unique, isolated, modern phe-
nomena, we will end up as catalogers and scolds, but with little to offer
either to practice or, in the end, to scholarship.
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Corporate Governance and the Multinational Firm

Manzur Rahman, University of San Diego, United States

ONE OF THE CONSEQUENCES OF THE global financial crisis has
been a renewed interest in corporate governance—executive com-
pensation schemes, the alignment of incentives and the concomitant
impact on firm risk, the role of the board of directors, the distribution of
power among management and other stakeholders, etc. have all been
subject of vigorous debate in both academic and business circles. For
IB researchers this also represents a good opportunity to consider the
kind of corporate governance structure that may be most appropriate
for firms with multinational operations. Generally, we have shied away
from tackling this topic, in no small part due to the fact that it is almost
considered a given that a multinational corporation (MNC) would fol-
low the corporate governance system embedded in its home country.

However, the European Union (EU) presents a ready-made laboratory
to consider the governance systems of MNCs, especially given that the
European Commission considers the coordination and convergence of
corporate governance codes across the EU a priority. Typically, most de-
bates on governance systems in the EU lead to contestations over the
relative superiority of the two primary contenders, the “Anglo-Ameri-
can"model, which gives primacy to the shareholders, and the “German”
model, which emphasizes and distributes power across multiple stake-
holder constituencies. But since for the most part empirical studies on
cross-country performance difference suggest that ‘corporate gover-
nance systems appear to be equally good, or equally bad, in correcting
managerial failure” (Berglof, 2000: 265), such debates have often proved
sterile.

In a recent paper, | argue that rather than focusing on the relative ef-
ficiency and economic performance of firms under particular gover-
nance systems, it might be more fruitful if we were to turn our lens
instead to specific aspects of the firms under consideration and the
suitability of particular governance structures therein (Rahman, 2009).
The core of the argument in that paper—i.e,, consideration of the na-
ture of the multinational firm may favor EU-wide adoption of aspects of
the German model—is also worth considering in the broader context
of the appropriateness of governance structures for MNCs in general. !

Why Is There Shareholder Primacy in the Anglo-
American Model?

In his seminal paper, “The Nature of the Firm,” Coase (1937) penetrates
the “black box" of the firm by treating it as a boundary within which
exchanges have been internalized rather than occurring at arms-length

market transactions; as the market system is suppressed, resources are
allocated by authority and direction within the firm. Various individu-
als—suppliers, employees, shareholders, creditors, etc—find it more
advantageous to contract internally simply because the transaction
costs of arms-length dealing would be prohibitive. Thus, corporate gov-
ernance can be understood to be a system by which firms are directed
and controlled.

Williamson's (1984) articulation of the role of corporate governance
under a “transaction costs economics” approach provides one of the
best rationales for the primacy given to the shareholders in the Anglo-
American model. He argues that all stakeholders other than the share-
holder can adequately safeguard their investments in the firm through
two mechanisms: (1) where the stakeholder’s investment in the firm
has a readily available market price, he can simply repossess his “col-
lateral”and resell it, and (2) where investment is firm-specific, the stake-
holder can usually protect himself by explicitly contracting for bilateral
safeguard provisions. In the first category, Williamson places the firm’s
suppliers and customers who can presumably resell their investments
(inventory, product, etc.); in the latter category, he places the firm's em-
ployees and creditors who can make customized contracts (wages, sev-
erance, collective bargaining, covenants, etc.) to safeguard themselves.
Management becomes a rather unique stakeholder constituency since
they are the party that contracts with all the others on behalf of the
firm, including themselves. Only shareholders, since they are paid after
all other claimants have been paid and because their contract with the
firm does not come up for periodic renewal, cannot safeguard their fun-
gible, firm-specific investments in the firm by either of the above two
mechanisms. As demonstrated in Figure 1, Williamson concludes that
only the shareholder needs the corporate governance service of the
board of directors to safeguard his interests.

The Multinational Firm and the Anglo-American
Model

Williamson provides a role for corporate governance rooted in the
neoclassical model of the firm. Of course, neoclassical economics did
not have a good explanation for the existence of MNCs. If we take the
internalization theory of MNCs—which is, of course, an extension of
Coase’s theory of the firm, however now applied to market failures in
conducting arms-length transactions across national borders—we can
see that just like the situation within the firm, now the market system is
suppressed across nations, and resources are again allocated by author-
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Figure 1: Anglo-American Model of Corporate Governance
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ity and direction. However, within MNCs, the authority typically flows
only from the parent to the subsidiary. Thus the parent corporation can
wield authority to allocate resources across national boundaries, not-
withstanding national differences in corporate governance, employ-
ment law, supplier-customer practices, etc.

Providing the shareholders a more privileged position requires the be-
lief that the firm’s remaining stakeholders can adequately protect their
interests by means of bilateral contracts and/or market exchanges.
Turning specifically to the question of MNCs, we need to ask whether
the conditions necessary for the adequate functioning of those safe-
guards—as outlined in Figure 2 on next page—are in place in the legal
and economic space across which MNCs operate. Here, of course, things
become problematic: the raison détre of an MNC is the suboptimal-
ity of market exchanges and contracting due to cross-border market
inefficiencies, thereby forcing the firm to internalize economic activity
across national borders. Since the MNC operates in jurisdictions that are
both quantitatively and, often, qualitatively different in terms of legal
practices, rights and responsibilities, reliance on the formation and en-
forcement of bilateral contracts to protect stakeholder investments will
obviously be more difficult, and likely to be less effective. Similarly, as
cross-border markets for goods, services, capital and labor are purport-
edly more inefficient than their uninational counterparts—again, the
primary rationale for the existence of MNCs—the various stakeholders
would also find that they are less able to rely on market exchanges to
protect their investments. Thus, for the various stakeholders of an MNC,
a corporate governance framework that provides additional safeguards
clearly appears to be more pertinent.

The Multinational Firm and the German Model

In contrast to the Anglo-American model, the German model of cor-
porate governance requires that the interests of a broader set of stake-
holder constituencies be incorporated in the governance regime. Table
1 summiarizes the similarities and differences of each model across the
various governance mechanisms. German corporate law provides an
explicit role for employees in the strategic directions of large corpo-
rations (with over two thousand employees): 50% of the supervisory
board (Aufsichtsrat)—responsible for selecting and monitoring man-
agement and approving major corporate decisions—is made up of
employee representatives, with the other 50% being shareholder nomi-
nees. The employee members must include management representa-
tives, union representatives, and elected worker representatives, which
allows the diversity of the workforce to be reflected as well.

Also in quite sharp relief from the Anglo-American model—with its
widely-dispersed shareholder base—the German model includes the
presence of large and active shareholders in the supervisory board. To a
great extent the shareholder representatives are still largely determined
by long-term blockholders—founding family members, the firm'’s lend-
ers, and important corporate suppliers and customers.

If we consider the legal and economic environment in which the
MNC operates to be less amenable to the effective functioning of the
safeguards that non-shareholder constituencies are expected to rely
upon to protect their investments in the firm under the Anglo-Amer-
ican model, the explicit incorporation of a broader set of stakeholders

continued on page 10
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Figure 2: Stakeholder Safeguards and Multinationality
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continued from page 9

under the German model begins to appear more appealing as a suitable
corporate governance regime for MNCs. Particularly, the three classes
that have the greatest exposure from firm-specific investments—man-
agement, employees, and shareholders—all get representation in the
board. There has also been widespread concern that management have
a disproportionate influence on corporate strategy and often are in a
position to expropriate corporate resources for themselves—a recur-
rent theme in the post-mortems of most corporate failures and scan-
dals, including the most recent one in the financial sector. For MNCs the
power imbalance is even more tilted toward management due to the
greater incidence of information asymmetry inherent in multinational
operations. Thus the countervailing influence of large blockholders—
a not infrequent rallying cry in prescriptions of reforming the Anglo-
American model—in the German model, often involving an active role
by key long-term lenders, suppliers, and customers of the corporation,
may be of particular value to the effective governance of MNCs.

Finding Alternative Models of Governance for the MNC

In the aftermath of the global financial and economic crises, corporate
governance is once again very much front and center in debates and
discussions on how society regulates and molds the behavior of corpo-
rations. Comparative studies on corporate governance models gener-
ally fail to reach conclusive agreement on the relative superiority of one
model or another based on economic performances that are consistent
over time and economic and legal space. In a recent article on the de-
bate over corporate governance in the EU (Rahman, 2009), | follow an

“alternative motive at work"—namely, that focusing on the MNC as the
referent unit of analysis may allow a means to abstract from the mostly
sterile debate on relative efficiency, since the “efficiency based argu-
ment on behalf of convergence seems less powerful” (Gordon, 2003:
58). My conclusion in that paper, that consideration of the nature of the
MNC suggests the appropriateness of retaining critical elements of the
German model of corporate governance within the EU, could be worth
extending to the question of governance per se of MNCs in general.

Given that empirical evidence on economic performance across gover-
nance systems has been inconclusive and normative approaches often
rest on deeply-embedded socio-cultural differences among the ana-
lysts, IB researchers for the most part have refrained from attempting to
designate an all-encompassing governance regime for MNCs. However,
in this essay, | have argued that using the MNC as the referent unit of
analysis may provide a more productive avenue for assessing the rela-
tive efficacy of particular governance mechanisms, since it allows us to
question and evaluate the implicit assumptions at the core of the differ-
ences between models that promote shareholder primacy vs. a broader
stakeholder approach. More specifically, | find the basic rationale for
giving primacy to shareholders particularly tenuous when applied to
the governance of firms that span across multiple economic and legal
jurisdictions. Corporate governance scholars are, naturally, concerned
primarily with the governance of the largest corporations within a so-
ciety, which, unsurprisingly, tend to be MNCs. Given our interest and
knowledge of multinational firms, this is certainly an area where IB
researchers can (and should) contribute much more to the debate than
has been the case to date.
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Table 1: Corporate Governance Mechanisms: A Comparative View

Anglo-American

German

Key Stakeholder in
Corporate Governance

Shareholder

Shareholders, Employees

Board of Directors

Shareholders

Employees, Shareholders

Elected by:
Board of Directors Single Two-Tier
Structure
Board of Directors: Mostly Outsiders Mostly Insiders
Insider/Outsider Split
Ownership Diffuse; Non- Concentrated; High
corporate Corporate; Bank; Family
Employee Influence on Minimal High
Strategy
Executive Compensation Very High Low
Takeover Market Major Minor
Source: See Rahman (2009).
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The Imperative of Global Environmental Scanning

Peter Enderwick, Auckland University of Technology, New Zealand

IT 1S NOW WIDELY ACCEPTED WITHIN the field of management
that monitoring of the business environment—environmental scan-
ning (ES) —is elemental to business growth and even survival. This
axiom is even more fundamental today when the global business envi-
ronment offers unprecedented levels of both opportunities and threats.
The intention of this brief paper is to explore how ES should be shaped
and managed and to identify the key elements of ES practice today.
To do this we first define ES and look at why it is so important in busi-
ness planning. We then compare ES today with its original conception
and identify some of the significant changes that have occurred over
the past four decades. How to successfully translate ES into improved
business practice is then discussed. Given the centrality of ES in the stra-
tegic management process, this should be a topic of interest to those
involved in both the teaching and practice of international business.

First of all it is important to be clear about what we mean by environ-
mental scanning in a business context. Such scanning involves the
identification and evaluation of emerging issues, both opportunities
and pitfalls, which affect an organisation’s future. The focus of ES is
generally the broader environment which influences the organisation,
particularly the economic, political, social and technological facets. ES
should alert the organisation to the less predictable and controllable
elements of change. It provides strategic intelligence that underpins
strategic planning.

There are four principal reasons for an organisation to actively engage
in environmental scanning to try to identify significant trends in the
business environment. The first is simply that the dynamism of the busi-
ness environment is likely to exceed the agility of most organisations
and their management and strategy, resulting in a detrimental mis-
alignment. A very clear recent example of this is provided by the US car
industry, which continued to rely on sales of large SUVs at a time when
energy prices were at very high levels, credit was drying up, and envi-
ronmental awareness was increasing sharply. Similar examples include
the music and newspaper industries, which were reluctant, or slow, to
embrace new technologies, changing consumer expectations, and
unanticipated sources of competition.

Second, for almost any organisation the relevant environment is in-
creasingly a global one which necessitates a far broader level of scan-
ning. The marked interdependency of the global business environment
means that events in any one part of the world are likely to have sec-
ondary effects for many others. The American housing crisis evolved
into a global economic crisis, SARs impacted on major cities directly

linked to Hong Kong and Southern China, terrorism is a worldwide
phenomena, and even natural disasters such as the Iceland volcanic
eruption have negatively impacted on producers of perishable prod-
ucts including cut flowers in many parts of the world unable to supply
key European markets. Furthermore, in the global era it is important to
recognise that competition occurs in more than just final markets for
goods and services. The concept of “globality” extends competition into
markets for resources, technology and talent (Sirkin et al.,, 2008). At the
same time the sources of new competitors are increasingly difficult to
predict: we have world class software firms in India, food processors
from Thailand, and new vehicle manufacturers from China.

A third argument for careful monitoring of the business environment
is that while there are dangers of being distant from the environment,
there are also considerable benefits in achieving a close congruence
between environment, strategy and structure. Organisations that can
effectively capitalise on the opportunities that exist can benefit con-
siderably. Examples in recent years include Gillette, who managed to
restore value to wet shaving systems in the face of strong competition
from electric shavers and disposable razors, as well as Apple, who have
launched an impressive succession of innovative consumer electronics
products to a highly receptive market.

Finally, it is important to recognise that the emerging global business
environment has two key characteristics which highlight the need to
understand its evolution. The first is unprecedented levels of complexity
and competition. It has never been more competitive, while complex-
ity, in part a result of interdependency, is extreme. But at the same time,
globalisation has opened up vast new markets, brought millions of new
middle class consumers and added significantly to the global labour
supply. In essence, business opportunities have never been greater. This
suggests the need for firms to prioritise markets and new business ven-
tures. Awareness of comparative developments is a prerequisite for this.

How Environmental Scanning is Changing

The first systematic discussion of environmental scanning and its
integration within the planning process can be traced back to Aguilar
(1967), who offered an initial taxonomy of the business environment.
However, the nature of the business environment 40 years ago was
markedly different from today, so appropriate adaptations in thinking
are necessary. A useful way to approach this is shown in Table 1, which
offers a contrast of ES over the last four decades or so.
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Table 1: Environmental Scanning: Then and Now

Topic

Then

Now

Amount of information

Limited

Superabundant

Nature of sources

Limited, generally known

Unlimited, many unknown

Major sources of information

Print media and personal contacts

Vast array of sources and modes

Quality of information

Generally quality assured

Massive variation in quality

Information challenges

Finding relevant information

Managing information, privacy
issues

Sources of scanning information

Generally external

Internal and external

Scope of information search

Generally restricted, narrow and
known areas

Broader and uncertain areas

Nature of information search

Passive

Passive and interactive

Depth of search

Generally deep

Generally shallow, at least initially

Focus of search

Markets, competitors

Broad environment and functions

Geographical focus

National and regional

Global to globality

Key scanning modes

Conditioned and formal

Undirected and conditioned

Balance of ES

Focus

Exploration

Successful ES affects Profitability

Survival

As the table shows, there have been remarkable changes in a num-
ber of aspects of ES. The first, and perhaps the most significant, is the
change from a world where information was scarce to one where it
is now superabundant. In the digital era information is growing at an
annual compound rate of 60 percent, and the amount of digital infor-
mation increases tenfold every five years (Economist, 2010). A second
and related change has been the explosion in the number of potential
sources of ES information. While traditionally companies could rely on
a finite number of known sources, most of which were in print form or
derived from personal contacts, this is no longer the case. There is now
a seemingly unlimited supply of information, tangible and intangible,
personal and impersonal. Furthermore, there is tremendous variation
in the quality of information available. The result of these changes has
been in a shift in the challenge of information from locating scarce
information to managing information overload.

Table 1 also suggests that the sources of ES information may be chang-
ing. Where traditionally information searches may have focused on ex-
ternal sources, today most organisations see virtue in exploiting both
external and internal sources. Given the tremendous amount of intel-
lectual capital that exists within many organisations, this combined
focus is not surprising. At the same time the scope and nature of infor-
mation search has changed with a tendency away from a limited range
of known sources, to a broader search of unknown areas. While in the
past most information consumption was passive, today we see much
greater information interaction and a strong growth in machine to
machine information exchange and interrogation. These changes have
implications for the depth of search. While previously ES focused on
deep analysis of known and accepted sources, in today’s uncertain
world, at least initially, the search is likely to be shallower and broader.

This is the result of the greater complexity and uncertainty that exists in
the international business environment.

The relevant search focus has also broadened. While earlier studies
highlight an emphasis on markets and competitors (Correia & Wilson,
1997; Olsen et al, 1994), contemporary search takes a much broader
perspective, elevating the opportunities that exist in the macro-envi-
ronment (new energy sources, new materials, medical procedures) as
well as the new threats (terrorism, new protectionism, global warming,
etc). Very few organisations can afford to restrict ES to just their national
or regional markets. While these remain relevant and important (Rug-
man, 2005), a global perspective is increasingly necessary. Furthermore,
global competition now encompasses factor, as well as final goods,
markets (Sirkin et al., 2008).

The ways in which ES occurs may also have changed. While traditional
scanning emphasised conditioned and formal approaches (Aguilar,
1967), contemporary scanning may be better served through a combi-
nation of undirected and conditioned modes.

We might also see a future increase in irregular scanning exercise which
are ad hoc in nature and often initiated by specific crises (Fahey et al,,
1981). This shift reflects a change in the balance of environmental scan-
ning away from a focus on known areas of threats and opportunities to
a more exploratory mode of seeking to identify the unknown and the
unexpected.

The changes identified in Table 1 are the result of a revision in the way
successful ES affects business outcomes. Traditionally, the view was
that effective utilisation of ES information contributed to profitability. In

continued on page 12
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continued from page 13

essence, organisations that achieved congruency between their envi-
ronment, strategy and management systems enjoyed better returns.
Nowadays, it is perhaps more realistic to equate successful ES with
a higher probability of survival. A failure to anticipate environmental
change and disruptive events may well drive an organisation out of
existence.

A failure to anficipate environmental change and disruptive

events may well drive an organisation out of existence.

How Environmental Scanning Can Improve Busi-
ness Performance?

The essence of environmental scanning is to enable an organisa-
tion to be prepared for, and to respond effectively to, environmental
influences. Such organisational learning is fundamental to success. The
contribution of ES to organisational success takes a number of forms. It
can assist an organisation to capture emerging opportunities, perhaps
before competitors. It can also provide early warning of likely future
challenges, enabling them to be addressed at a more opportune time.
It also sensitises the organisation to the reality of change and the need
to adjust to shifting circumstances. Finally, it offers a valuable form of
learning and of the need to ensure strategic congruence which contrib-
utes to superior performance (Beal, 2000; Chaganti et al.,, 1989; Olsen et
al, 1994; Venkatraman & Prescott, 1990). However, for ES to contribute
to organisational performance in a meaningful way, certain conditions
must be met.

The first of these is ensuring the appropriate breadth and scope of
environmental scanning. There are a number of tradeoffs involved. One
is ensuring that ES is sufficiently broad to capture important but unex-
pected trends, yet is sufficiently focused to be both cost effective and
relevant to the organisation’s needs. A second trade-off is ensuring a
proper balance between the focus and flexibility of ES. While focus con-
tributes to the relevance of information, particularly in the short-term,
flexibility facilitates identification of changing circumstances. We can
think of the example of IBM, which successfully transformed itself from
a computer manufacturer to a business services corporation, and in the
future will probably evolve into a knowledge management company.
In each of these instances, overemphasis on focus could have sup-
pressed knowledge of the fundamental environmental changes which
were driving transformation over incremental improvement. Further-
more, there is evidence that scanning can be constrained by strategic
intent (Choo, 1999). That is, pursuit of a particular strategy—cost lead-
ership, product differentiation or focus—strongly influences the form

and scope of ES. This could result in strategic inertia as management
searches for and utilises information which simply reinforces existing
business models.

A second important condition for success in ES is that the function be
suitably recognised and supported. This means that management must
ensure that sufficient information is captured, that this information is
utilised in strategic decision-
making, and that the organi-
sation’s communication chan-
nels are amenable to both
the reception and the com-
munication of ES informa-
tion. The organisation will also
have to make effective deci-
sions regarding where the ES
function is located within the
organisation, how ES informa-
tion flows are coordinated, and that the level of investment in ES data
gathering and analysis is sufficient.

Third, there are a number of barriers to effective environmental scan-
ning that must be overcome. The first is ensuring that ES activities are
well managed. The obvious dangers are that important information can
be overlooked, that excessive information gathering overwhelms ana-
lysts, and that information that is accessed is incomplete or unreliable.
At the same time it is important to avoid an undue focus of ES activities
on issues that are critical, but also readily discernible (Correia & Wilson,
1997). More generally, it is vital for management to explicitly consider
the tensions that arise in ES activities: the tension between control and
creativity, between focus and exploration, and between centralisation
and decentralisation.

Fourth, reaction to the opportunities and threats thrown up by environ-
mental scanning requires a degree of organisational agility and respon-
siveness (Sull, 2010). Organisational agility is the capability to identify,
exploit and pre-empt emerging opportunities before competitors. In
the increasingly turbulent environment that many organisations face,
this agility must be tempered with absorption, the ability to withstand
rapid change while preparing appropriate strategic initiatives (Amit &
Schoemaker, 1993). Clearly, without the ability to respond to environ-
mental change, ES becomes little more than an academic exercise.

The question of exactly how ES should be undertaken, and the primary
sources to use, cannot be answered easily. Clearly, it depends critically
on the type of business the firm is involved in. The information needs of
a clothing business are quite different from those of a pharmaceutical
or steel producer. Similarly, diffusion of information becomes as critical
as the collection of such information in a large business. Modern elec-
tronic sources are invaluable for initial, broad searches while industry
specific reports remain indispensable for detailed analysis. The chal-
lenge for every business is determining the most effective approach.
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Environmental Scanning is Imperative to the MNC

Environmental scanning has never been more of an imperative than it is
today. Effective ES contributes not just to firm profitability, but increas-
ingly to survival. As the table suggests, the nature of ES has changed
significantly over the past 40 years. It seems set to continue to change.
The future is likely to see companies processing more data, analysing
that data in real-time, engaging in data-mining and readily sharing
information between different systems, both in-house and with oth-
ers. New management anxieties will arise. Concerns with data storage,
security and privacy are already evident. The transition from informa-
tion scarcity to overabundance means that the enduring management
challenge is likely to be accessing relevant data in an effective way. In
this sense, very little has changed.
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