Bring box of plans.  
Put Diamond on board, with factor conditions-specialized, 
demand conditions-local demand pushes for exceptional products,  

Pressure on firms is important for international competitiveness to emerge.  
I. Meetings
 

II. Recap on global theory 


III. Porter video 


IV. Sustainable competitive advantage paper, other plan stuff


V. 15 min on China Internet Search 


VI. Deciding how to manage the borders of the firm.  There is a lot of careful analysis of simple situations.   
a. Vertical integration – key issues 

i. core competence analysis 

b. Partnering – opportunities and dangers.  

i. hostages against opportunism  

ii. real trust based on realism about power  


VII. Flextronics & USTech 

a. Why does Flextronics have a chance at building a design business?


b. What should/can USTech do?


VIII. How will the roles of Taiwan, China, India evolve?  Iran etc.?  
Bus 290 – Global / Vertical Integration / Partnering 

:10
I. Global strategy recap


a. Businesses in an industry tend to cluster in particular areas 

b. Differences in culture, regulation, and even in whether government function at all make business enormously different from one nation to the next. 
c. Companies have to focus on global, multidomestic, or transnational strategies.  

d. Porter shows what causes firms to form not just clusters but highly competitive clusters.  




:14
II. Porter video  


a. Is this useful though it’s 10 years old?  


b. How should the existence of clusters affect the strategies of firms around here? 

i. Wells Fargo>

ii. PR firms?   








:49
III. “Sustainable competitive advantage” in your industry–three kinds of projects-


a. Stake out a position in an industry that could potentially get competitive.  

What resources and capabilities can you produce that will be 
a firm basis for competitive advantage  and 

hard for others to imitate. 

core competences? in which you will be better than anyone else.  

Andrew/Lily, Alessandro/Suvendu, Saba/Senthil, James, Madhan, Scott


b. A strategic plan for a company that has or is trying to create a position in an industry 


i. The company already has staked out a position and you want to either 

1. strengthen that position by adding to it or 

2. add something that is essential for maintaining the position.  


ii. What resources and capabilities can you produce that 
create, support, or add to a firm basis for competitive advantage.  


1. strong contribution to competitive advantage

2. discuss whether they are hard to imitate.  If they are not hard to imitate, discuss whether your firm will at the time your project is completed have a strong market position and if so, what it does have that is hard to imitate. 

what are the core competences of the firm now?  
are you going to contribute to future core competences?  

iii. Ken, Sabari, Shabnam, Haranath, Arun 

1. Ken Chu’s problem. 

c. A position in a permanently fragmented industry that’s a reasonably stable place to do business.  

i. Rob/Meredith, Varinder/Aftab 


ii. What position do you want to have?  There are many kinds of immigration help companies and PR companies.  What kind of company do you want to be?  


iii. How will you achieve that position?  

7:15
IV. China Internet search  - I chose this because it seemed the kind of business that is creating the biggest change fastest in the global economy today  

a. When I picked this case I had no idea James was trying to get into this business.  


b. Aside from the position of Google and Yahoo, does this case have anything to do with the Santa Clara Valley?  

i. Baidu funding


ii. Engineers/entrepreneurs who work here, go back.  


c. China search market is $145 mil, 1/26th the size of U.S. market.  

GDP $2.26 trillion – 4th in world after US, Japan, Germany, 
just passed UK last year.  
US $12.3 trillion.  One-sixth of US


i. Why is the gap between the search market sizes so much bigger than the gap between the economies?  


d. Google and Yahoo seem to be losing money on China while Baidu is just cash flow positive and has a good chance to make a lot.  

i. What should Google and Yahoo do?  


e. What kinds of businesses from outside east Asia can do well in China?  
7:30
V. Deciding how to manage the borders of the firm.  I said last time that the first five and a half sessions, from the introduction through the discussion of execution and strategic intent in the first half of our last class, represented the basic model of how to think and behave strategically.  I’ve been drawing the basic model on the board each session, or maybe it’s two models – building competitive advantage and defending your position on one hand, and understanding the dangers and opportunities at different points on the 
industry life cycle on the other.  I haven’t put it on the board today because I want to see if we can take it for granted.  

But global strategy, managing borders, new business development in existing firms, strategic planning – things we ‘re discussing last time, this time, next time, are things you can think about within the context of the basic model.    

Tonight we want to think about something that everybody winds up struggling with at one time or another, but that businesspeople don’t consider in a rigorous way – borders of the firm, which requires us to think about the nature of the firm.   

a. Do-it-yourself vs. buy outside.  Partnering with other firms to do things that usually neither is in a position to do by itself.  
i. We say this is a matter of setting borders because it’s deciding what’s inside the firm and what’s outside it.  

b. As you’ve seen from the text, there’s a lot of careful analysis of simple situations with regard to what to make and what to buy (vertical integration).  
i. Although there’s a huge amount of research on this, we don’t often see companies making huge transformations for the better by studying what’s known and applying it. The research that’s highly specific and clear doesn’t have that many specific, clear applications.  

ii. BUT we often see businesspeople either doing something themselves or outsourcing something only to lose a lot of time and money and come back and say, ‘gee, that was really stupid.’  
1. So we want to talk about vertical integration and outsourcing so you won’t be those people, and then we’ll also talk about partnering and we’ll discuss two cases.  
.   





c. What is a company?  

i. Companies differ in what they are.  
ii. You need to think about what your company is before you make decisions about what kinds of things it should add or give to someone else.  

d. Vertical integration – from an old-fashioned way of drawing the supply chain – vertically.  

e. 4 key issues in deciding whether to integrate something that you’re doing new or that used to be outsourced on one hand and deciding to outsource something you’ve done internally.  
Look at strategic sourcing framework    p. 165

i. What’s strategic? 
ii. What are we good at? 

iii. (How reliable/good are the potential suppliers?) 

iv. Do we face a situation that would make market transaction costs high?  both uncertainty and specialized assets?    
1. Railroad to serve the bauxite plant.  
2. Huge investment to produce a component that’s only useful for a single purpose.  

3. This will require either vertical integration or a long-term partnership.  


f. Core competence analysis is really helpful here.  
i. You want to be doing things that are your core competences. 

ii. But you still need to look at the strategic sourcing framework – If something is strategic (IT for Kodak), you still want to be doing it yourself.  The innovations you’ll want to do are likely to relate to that and demand that you have some control over it.  
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g. Partnering – Things are even more confusing when it comes to partnering.  The dangers of partnering are enormous.  But it turns out there are a huge number of things that we can only do with a long-term partnering.  

i. Where discussions of vertical integration tend to lead to really specific rules about unrealistically simple situations, discussions about partnering tend to get all squishy.  Isn’t it wonderful that Citibank has partnered with some firm in India to introduce credit cards?  
1. We don’t know if it’s wonderful.  
2. I’m just going to summarize the reasons partnering has grown, and give a couple of hints about how not to destroy yourself.   

ii. Partnering means sharing control of an activity (over a fairly long term).  

1. Sometimes there is a “joint venture” which is a jointly owned company.  Both sides appoint key executives, have reps on board of directors.


2. but maybe just 2 companies doing things together with assumption that they’ll make decisions jointly.  

iii. Big reasons why it’s grown.   (3 not 7)
a. There was much less in the 1950s 60s 70s.  

2. Globalization – You’ve got skills that are valuable in other places, and the only way to unlock the value is to do things with local partners 

3. Japanese showed it could be done in the supply chain.  

4. It’s a necessity in tech, and in the innovations that tech makes possible. 











iv. Rules

1. take your time picking a partner – 
do nothing rather than work with someone you don’t trust  

2. You may want to build the business with “hostages” against opportunism  - set things up so they’re mutually dependent.  
a. Northrop builds parts for the Boeing 767, they’ve invested a lot in specialized assets.  Boeing could in theory suddenly threaten to switch  
b. But Boeing is supplier to Northrup’s Stealth bomber, has invested in specialized assets for that.  

3. real trust based on realism about power  
a. Toyota and its suppliers. 


8:05
BREAK 


8:23  
VI. Managing the reading for next week 
VII. Flextronics and India 

a. Why is Flextronics in a position to even think about setting up a huge design business?   
VIII. “Eliminate the Middleman” 

a. Why does US Tech face a problem?



b. What should/can USTech do?   
i. What should it have done?    
IX. How will the roles of India, China, Taiwan evolve?  Iran etc.?  
old stuff
I. Vertical Integration and Outsourcing
a. Is there anyone who is regularly involved in make / buy / outsourcing decisions? 

i. How many have ever been involved in make / buy / outsourcing decisions?  

b. As you may have been able to tell from the chapter, this is an area where there is a lot of research and theorizing.  
i. Some of it is very solid and gives good, useful advice.  


ii. Some is confusing and leads to contradictory conclusions.  


iii. I generally find that it’s not necessary for business people to know all the theories.  

1. but a few are crucial 

2. being able to think about the whole issue is crucial.  
3. It’s important to take some time to discuss this – otherwise you take for granted that whatever you’re living with is the only right way.



























c. Example – specialized assets 

i. Suppose your business needs an input and it’s made by an industry that is perfectly competitive.   

1. You have a choice of either making the product or buying it.  What do you do?  
a. Buy it. 
 

b. Unless you have a way of making it that is so transforming that the industry will no longer be perfectly competitive 

i. McDonald’s potatoes in Russia.  

ii. Silicon crystals for early silicon chip manufacturers 


ii. Suppose you’ve discovered a bauxite mine.  

1. can ship by truck for $50 a ton. – perfectly competitive

2. the cost to ship by rail at the best-run comparable situations is $15 a ton

a. You can hire firms to build a railroad; the construction industry is perfectly competitive. 
b. You can hire people to manage a railroad.  Their pay will be set through perfect competition.  But you worry about their incentives.  You’ve never managed railroad workers before.  

c. Investors are interested in setting up railroads in situations like this.  There are a lot of potential groups, and they will bid for the opportunity.  


3. What should your strategy be? 

iii. Wrong – ship by truck.  You can do better than give up $35 a ton. 


iv. Wrong – simply ask groups to bid, in terms of price to move the bauxite.   

1. The situation for the bidders won’t be anything like perfect competition.  

2. Why?  They have to build specialized assets.  

a. Suppose a group is thinking about bidding.  
You’re forecasting 500,000 tons a year.  

To move 500,000 tons, it will invest $5 million and including a return on capital that’s fair, it can move your bauxite at $14 a ton, better than the best.  
What will it bid?  


3. Probably they won’t bid at all.  


a. Risk of hold up. 

i. Once they’ve built the specialized asset, 
the railroad, chance of you whomping them is great. 


ii. They can’t prevent that with a simple contract.  
1. uncertainty – nobody knows how much bauxite is going to be demanded.  


v. Theorists say this is a good reason for vertical integration.  
Other options?
1. Long-term partnership


2. Especially if there is a variety of such businesses.  


3. The key point – understand that where there is a risk of hold-up, there can never be perfect competition.  


vi. Are there any situations like this in Silicon Valley? 

1. A company invents a product, needs a manufacturer. 

a. Maybe the manufacturer initially overcharges.  



vii. An alternative – trustworthy partnerships. 
1. a businessperson/firm can benefit by having a lot of people think of him/her as trustworthy. 

2. I hope Prof. Fruin will have talked about some of the ways that can happen.  



d. You may also want to make in house due to strategic importance of the product 

i. You don’t want it copied.  
ii. When it gets copied, you want to shift to outsourcing.  
iii. X


e. Unique competence
i. Maybe gained in embryonic period? 
ii. X

iii. X



f. Strategic sourcing matrix.  Assumes you don’t have, or can deal with, the holdup problem.  


i. Decisions on outsourcing
1. Outsourcing is a common need in the late growth, shakeout, maturity or decline phase.  

a. In embryonic era, suppliers don’t want to make commitments

b. In early growth era, growth is often so fast the suppliers can’t keep up.  
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