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Abstract. Globalization has changed the competitive environment of compa-
nies. This paper aims to contribute to understanding the changes a company can
face through analyzing the impact of drivers and effects of globalization on the
models of industry competition and the company value chain. The boundaries
between the forces of competition are fading as economic globalization has led
to a new dynamic in the competitive situation where companies and activities of
the value chains change places between forces and impact and interact with
each other in new ways. The boundaries of companies and their core can and
are being redefined. As this potential evolves through offshoring, outsourcing
and value chain fragmentation, the pressure of competition forces a continuing
and increasing move in this direction.

Keywords: Economic globalization, outsourcing, offshoring, value chain frag-
mentation, company competition

1 Introduction

Economic globalization has changed the world over the last couple of decades. The
objective of this study is to contribute to the understanding of how globalization af-
fects the competitive environment of companies. The hypothesis put forward is that
the increased competition from globalization has a significant impact on all the five
forces of competition [1], creating a new dynamic where the boundaries between the
forces and the boundaries of the company fade away. The impact of the drivers and
effects of globalization on the forces of competition is evaluated.

In a literature study by Bang and Markeset [2], the main drivers of economic glob-
alization that affect the competitive situation are identified to be 1) lower trade barri-
ers; 2) lower transportation costs; 3) lower communication costs; 4) ICT develop-
ment; and 5) the spread of technology, as shown in Figure 1.

These have a number of effects that are grouped into the areas of size, location and
pressure. The size effects are larger market potential, larger number of potential cli-
ents, larger number of potential competitors and larger number of potential suppliers
and partners. The location effects are fragmented value chains, offshoring, outsourc-
ing and complex supply chains. The pressure effects are cost and price pressure, high-
er rate of change, more diverse markets, lower start-up barriers and lower visibility.
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Fig. 1. Summary of the drivers and effects from globalization that affect the competitive situa-
tion [2]

When investigating how companies’ competitive situations are affected by globali-
zation, it is important to have a clear representation of what we mean by the competi-
tive situation. Michael Porter’s model of the five forces on competition [1] has be-
come one of the most established approaches for viewing industry competition, and it
is also applicable at the company level. The five forces consist of the industry rivalry
between competitors, the bargaining power of buyers, the bargaining power of suppli-
ers, the threat of new entrants and the threat of substitute products or services. To be
able to assess the impact of globalization on a company’s competitive situation, it will
also be necessary to use the representation of a company as a value chain [3]. The
company value chain shows the company as a set of value-adding activities linked
together.

2 Effects on the Forces of Porter’s Model of Competition

The drivers and effects of globalization are here evaluated in terms of their impact on
the model of the five forces of competition.

2.1 Drivers

The drivers of globalization influence the five forces’ model, as shown in Figure 2.
Lower trade barriers affect the geographic barriers, both in opening up toward similar
market segments and their internal competition, but also toward the other potential
threats those markets might have. For a multi national company (MNC) that already
has a worldwide presence, this can represent more potential competition within the
different regions. For smaller and medium-sized companies that are present in a lim-
ited number of regions and often have been able to develop under protection from
foreign competition, this can have a much more significant effect when their markets
are opened up to foreign competition. In terms of the model, the boundaries around
the industry competition start to fade away.
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Fig. 2. The drivers of economic globalization and their effects on the forces of competition

Lower transportation costs and lower communication costs affect all the five forces
of the model. Lower transportation cost increases sourcing opportunities within the
industry, and, for the buyers, and the suppliers, supply options increase. Lower com-
munication costs knit parties of the different forces together and reduce the benefits of
previously limited knowledge. The developments within information and communica-
tion technology further level the playing field [4] and reduce the benefits of being an
established player in the industry. It becomes more difficult to have unique
knowledge of market potential, production techniques, methods and industry profita-
bility. It then becomes easier for suppliers to make the step down the value chain or
for buyers to decide to take a step up the chain. New entrants will likewise be better
informed on the decision of entry. With regard to substitutes, the buyers will be more
informed of their potential and they can access market channels more easily. The
spread of technology, not only of ICT but also of manufacturing technology, further
enables all of the parties to enter the competition. Access to the manufacturing tech-
nology may no longer be limited to existing industry players.

The impact of these changes is not only limited to the static picture of the model.
The products and services of the competitive situation also change. The developments
in ICT have led to digitization of most areas and the inclusion of a new technology in
existing areas, or to a replacement of these. Porter [5] demonstrates how the forces of
competition are affected by the internet and how the barriers are reduced and differ-
ences between competitors and between potential competitors are reduced. He argues
that the fundamentals of competition have not changed, though new means of con-
ducting business have become available and the possibilities the internet opens are
included in the businesses and the products. In summary, the drivers are tearing down
the barriers to industry competition and enable parties of the potential external forces
to join in with the competition more easily.

2.2 Size effects

The size of a company’s competitive arena is arguably the biggest change caused by
globalization. As the barriers of the competitive arena are reduced, the potential rival-
ry of competition includes all the players of previously separate markets now merged
into one, as shown in Figure 3.



Competitors Industry

Market 1 Competitors
Market 2

1
1
1
I
1

Market1l | Market2
Indt:Jstry
Competitors
Market 3 i Market 4

Industry Industry
Competitors Competitors
Market 3 Market 4

I
4

{

Fig. 3. Merging of separate markets into one large market

This theoretical model does not reflect the diversity and differences in preferences
between the segments. However, it does show something more important: the in-
creased number of potential direct competitors. For an individual company, the com-
petitiveness in the integrated market depends on the competitiveness of the industry
segment in which it is competing. Highly competitive segments that have been
formed in a strong competitive cluster [6] should then in theory be successful also in
the integrated market. However, the comparative differences [7] of locations, like
wage differences, can change the relative competitiveness. In becoming part of a larg-
er market, the market potential becomes larger, and the number of potential customers
increases. While increased market and revenue potential is positive, the increase in
number of clients at many locations increases the business complexity and places new
requirements on the operation and management of a company. Moreover, all the forc-
es affecting the competitive market increase as well, as shown in Figure 4. There are
more potential suppliers to choose from, and more options in terms of how to set up
your own value chain. Potential threats from new entries and from substitutes increase
in the same fashion.
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Fig. 4. Expanding the competition model

The model of the five forces of competition changes in the form of size and of di-
versity through markets coming together. Questions that then arise are whether the



growth of the model is followed by integration, and whether the only change is the
size. Porter [8] emphasize that the definition of boundaries for the industry is depend-
ent on the five forces and how and where they interact. When the opportunities for a
company have increased and allow them to sell products and services worldwide, the
definition of the industry boundaries should possibly also be extended to include this
geographical expansion. As we shall see from the other effects of globalization, the
answer is more complicated than a simple yes.

2.3 Location Effects

Porter’s value chain is a visualization of the activities in a company. A company’s
value chain is often shown as a sequence of value chains with the down-stream sup-
plier’s value chain preceding it, and the upstream buyer’s value chain following it, as
shown in Figure 5. Shown this way it is a simplification of a more complex reality
with a company having multiple products and services, each having multiple suppliers
and customers at different levels. It does however provide a useful model for analysis.

Supplier Company Buyer
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Fig. 5. The company value chain in a sequence of value chains

In order to look into the effects of fragmentation of value chains, offshoring, out-
sourcing and complex supply chains, it is useful to put this sequence of value chains
that is representative of a company’s situation into the model of the five forces of
competition representing the industry’s competition. This is visualized in Fig. 6 and
shows one company’s situation in the competition and its relationships with other
players.
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Fig. 6. A sequence of value chains represented in the model for industry competition



Fragmentation of value chains, or vertical disintegration, leads to more specializa-
tion on individual tasks. For a traditional manufacturing company that has been lim-
ited in its geographical reach and has the production process located within that geo-
graphical reach, the fragmentation of the value chain can be seen as selection of
which activities to keep within that area and within company boundaries. Figure 7
shows how the activities of a company’s value chain through outsourcing can be
spread out to be performed by several other companies.

Company A
D
Company B Company C
Company D

Fig. 7. Fragmentation of a simplified value chain

As the opportunities for offshoring and outsourcing have opened up through the
ongoing process of globalization, the individual companies have to face these choices.
The questions take the following form: for which activities is the company best able
to add a higher value than competitors, and what kind of control should it have over
the different activities? Mudambi and Venzin [9] state that:

“Offshoring and outsourcing are best analyzed as aspects of the global disaggre-
gation of the value chain and as attempts by firms to combine the comparative ad-
vantages of geographic locations with their own resources and competencies to max-
imize their competitive advantage. The interplay of comparative and competitive ad-
vantages determines the optimal location of value chain components (offshoring deci-
sions) as well as the boundaries of the firm and the control strategy (outsourcing
decisions).”

A company can choose to keep the R&D activities and to offshore the different
production activities and assembly to locations with lower wage costs, but keep the
branding and sales and marketing functions. Putting this fragmented value chain into
a static picture of the model of the five forces, it might look like Figure 8. Here differ-
ent geographical locations and parties of the different forces have come together in
one combined market, but with regional differences of the forces. The R&D function
(1) is kept in the original location. The first part of production (2) is offshored to a
second location and outsourced to a supplier that represented a potential threat. He is
then included in the value chain and in the industry competition somehow, but the
idea here is to look at the static picture before implementation. The second part of
production (3) is outsourced to a company at a different location; again, that will be a
new player in the industry and thus represents a potential new entry in the model.
Assembly of the parts into a final product (4) is also carried out at a different location,
but is set up as a facility owned by the company, hence being offshored but not out-
sourced. Another option that would be represented in the same way in the model
would be to outsource assembly to a competitor or to establish a joint venture at that
offshored location. The branding and marketing (5) is shown as being kept at the
company’s original location.



Fig. 8. Example of fragmentation and spread out of a value chain

The expanded model of the five forces can thus illustrate some of the new dynam-
ics from these factors. In a competitive situation where offshoring and outsourcing
have become viable options that reduce costs, a company may not gain competitive-
ness from these options if the competitors do the same, but may lose competitiveness
and market position from the lack of exploiting these options. Mudambi and Venzin
[9] assert that “the distribution of value creation among individual value chain activi-
ties is not static. Value creation ‘travels’ in terms of location and control”. This im-
plies that the dynamics of the model will also change. Potential threats to competition
become part of the industry whilst other threats vanish. The changes speed up, and the
categorization of the different forces blurs as players from these categories enter or
leave the competition and the interdependencies between parties increase.

2.4 Pressure Effects

The increased competitive pressure adds another dimension to the model. There is not
only a sequential relationship between the drivers, the factors of size, the factors of
location and the factors of pressure. The increased pressure on costs and prices adds
to the drive for further offshoring and splitting-up activities between existing competi-
tors and outsourcing to new ones that perform an even more specialized part of the
value chain. The boundaries of the industry can then be hard to define. It may have
expanded geographically, but should it still include the whole value chain as it was
prior to globalization, or should the performance of the specialized tasks of the disin-
tegrated value chain be defined as separate industries. The specialized tasks can be
both an industry in itself before the interfaces between tasks change again, and they
can be part of a higher-level industry. In a globalized world, the geographical bounda-
ries can be easier to define than the industry itself. However, the increased diversity
of the global market may add to the confusion of where the geographical boundaries
should be placed. Lower barriers to start-up affect all the different forces. It adds to
the ease with which a new player can enter the industry, as well as to how easy a sub-
stitute can be set up as a rival, or the suppliers and customers can enter the competi-
tive arena.



The sum is that the competition speeds up; all the forces are much more closely in-
terrelated and affect each other. The model of the five forces of competition can be
argued to have become more a model of a whirlpool, as shown in Figure 9. The indus-
try competition is getting tougher and the changes are more frequent in terms of prod-
uct development and changes to companies’ roles in the model. Many players change
from being part of one force to being part of several forces. Players of the different
forces have the potential to impact each others as well as partaking in the speeding-up
of the internal industry competition. When so many players have the potential to in-
fluence each other and induce changes, the natural further evolution of the model of
competition is to continue to pick up s'peed of changes.
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Fig. 9. The interrelations and connectedness of the forces can be represented as a whirlpool

3 Discussion

The general hypothesis of this paper was that the drivers and effects of economic
globalization are distorting Porter’s model of company competition, making it less
clear and maybe less relevant. The model of the five forces of competition is affected
by the drivers like lower trade barriers, lower transportation and communication costs,
and technology development by the enabling of the different parties to enter the in-
dustry competition. Differences between the parties of the different forces in terms of
information and technical capabilities are broken down and the effects grouped to-
gether as size expands the model in terms of bringing together previously geograph-
ically separated markets into one big global market. This, of course, is a simplifica-
tion, and not a step change but something that happens gradually through the process
of globalization. The gradual inclusion of India and China in the world economy can
be seen this way. It is still not a complete all-encompassing free market place where
everybody participates at the same level. But with the gradual inclusion of these coun-
tries, and by the evolvement of a middle class and competitive companies therein, we
can see how the model of competition is gradually expanded. All the forces are af-
fected in numbers of potential participants, and it is a gradual and continuous expan-
sion. The effects grouped as location related, namely fragmentation of value chains,



offshoring, outsourcing and complex supply chains, add another dynamic to the mod-
el by the dispersion of value-adding activities in the value chain to different locations
inside or outside the boundaries of the company. This dispersion happens toward
parties that could previously have been part of any or none of the forces of competi-
tion. The fact that the new dispersed value chain does not remain static but continues
to change, and that competitors can set it up in different ways, adds to the complexity
and the problem of defining the boundaries and relevant competition for an industry
model. With the added effects categorized as pressure- namely cost and price pres-
sure, higher rate of change, more diverse markets and lower start-up barriers - are
included with its feedback loop to the location effects, the image of the competition
model starts to resemble a whirlpool. The impact of the different drivers and effects
on the competition model is shown in Figure 10.
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Fig. 10. The drivers and effects of globalization and how they affect the competitive situation

The whirlpool image can be used to symbolize the new interdependencies between
the forces of the model and how they all have the potential to affect each other. It can
be argued that the drivers and effects from globalization affect several aspects of the
model at the same time, creating a different dynamic where the model might be obso-
lete or at least the boundaries might fade. On the other hand, it can be argued that the
model enables evaluations like the one done here and therefore has become more
important in a rapidly changing competitive environment as a model for understand-
ing and analyzing our surroundings.

The model of competition and the model of the company as a value chain help ex-
plain the changes happening to companies. Disintegrating value chains, offshoring
and outsourcing, and the tendency to set out production to others and focus on R&D
and the branding and marketing part of the value chain change both what the compa-
ny is, its focus of operations, and the management requirements. What the company is
in terms of its assets, boundaries, competence requirements and relations changes.
Innovations and intellectual property rights (IPR) have become increasingly more
important. The nature of the company’s assets changes from physically based, to
knowledge-based intellectual properties [10]. The boundaries change as the level of
outsourcing and offshoring changes over time. The competence requirements change



when the focus changes from production to innovation and IPR and the handling of a
complex supply chain network. Relations to co-operation partners, suppliers in your
network and competitors change over time and become more important. The company
operations, or the main activities in a company, change to innovation and IPR man-
agement and to supply-chain management as the new core. The company’s manage-
ment requirement thus also changes to incorporate innovation and IPR focus and
strategy, value chain re-engineering and network management. Put another way,
globalization can totally redefine what a company is and its core.

With a larger market potential and tougher competition, the market potentials and
the cost reduction potential must both be explored to keep up with industry competi-
tion. Then it is not about Porter’s competitive advantages versus Ricardo’s compara-
tive advantages. On the contrary, as argued by Mudambi and Venzin [9], these should
be considered together. For the individual activities of a company’s value chain, both
the comparative advantages of locations, and thereby possible offshoring, should be
considered in combination with the company’s competitive advantages for the deci-
sion to outsource or not. Since the resulting choices do not reflect a new static situa-
tion, but an interim stage on a continuous journey, it is important to include in such a
consideration how today’s choices will affect and limit tomorrow’s choices. Another
important factor is the company’s ability to handle multi-location and multi-national
networks of its value chain, whether or not parts of it are outsourced and thereby in-
side or outside the boundary of the company. Handling these types of questions and of
this magnitude and importance for the company is a relatively new management re-
sponsibility and requirement that has evolved over the last few decades, during which
the pace of globalization has accelerated. As globalization continues to gain speed and
strength, it is likely that more and more companies and managers will be affected.

Conclusions

It is observed that some of the characteristics of the competition model have changed.
Firstly, the boundaries of the forces of the model are fading. The drivers of competi-
tion affect all the five forces and make their opportunities more equal, and the entry
barriers to the industry’s internal competition are lowered. Secondly, the model has
become less static, with the value-adding activities of the value chain of companies
shifting around both locations and within and outside the company’s boundaries. Fur-
ther, the forces and the market are more diverse than before. Even though products
and services can have a global potential, the market segment can have very different
preferences, and the players can have different business practices. Defining the
boundaries of the industry has, in itself, become more difficult.

The competitive situation a company operates in has become more uncertain with
lower visibility and higher uncertainty: a new dynamic with a higher speed of change
and potential new interaction and relationship between the players. Fragmentation of
value chains and complex supply chains make the picture more complex and the indi-
vidual company’s position more uncertain, both on relative strength in the overall
competition and on the future direction. Globalization opens up opportunities of off-
shoring and outsourcing, and through these options being available to industry com-
petitors, forces decisions on these areas of company value activities, their locations



and company boundaries. In utilizing these options, companies tend to shift the focus
to innovation and intellectual property rights, and to branding. This shift has the po-
tential to redefine what a company is and its core from products or production to in-
novation and IPR.

As areas for further study, the authors point to the changes in assets and the result-

ing necessary changes to the area of asset management, and to the changes in man-
agement requirements in general.
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