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Abstract: The research aims to investigate the process dbafiling innovation activity conducted by transpatl
corporations (TNCs), in a wider context of econounfianges outside and inside companies. The prbesdseen triggered by
decentralization and internationalization of R&[@réative transition” of foreign subsidiaries as veel implementing research

networks and the open innovation model of TNCrbwation

activity. Under the present economic srigime slowdown and

reorientation of innovation programs are implemdnie order to reduce their costs and increase tffawess. The
globalization of corporate innovation activity caontribute to reaching some of TNCs’ goals botlderrthe present crisis

and the future revival of the world economy.

Changing technological and economic conditionsha
contemporary world economy have set forward inriova
activity to a key arena of global competition. Dtee the
present financial and economic crisis, global rnyahas
become even sharper. It forces transnational catjonis
(TNCs) and other companies to adjust and upgraee
competitive advantages, while financial means amallgr or
less accessible. In such circumstances a pressureutting
operation costs and investments of companies igtaide.
To adjust to short-term market conditions also R&iRigets,
innovation programs and product development prsjemtist
be reduced. As Mr. Sam Palmisano, Chief Executi&Hl,
says: “Some may be tempted to hunker down, to duad&
their investment in innovation. While that might keasense
during a cyclical downturn, it's a mistake when yame going
through a major shift in the global economy” (Ja2@09). So
a kind of message is sent from IBM, a globally cetmy
company. The present slowdown should be considered
wider context of long-term transformation of the rdo
economy under two processes - globalization anevtyraf
the knowledge-based economy. To meet challengekesk
processes, the innovation activity of TNCs should
sustained and improved in terms of its effectivenesd
competitiveness.

The article attempts to answer a question: is
globalization of TNCs’ innovation activity a goottategy for
the present economic crisis? To answer the questias
necessary to investigate the globalization of TNiGsbvation
activity as well as to find out its current changmsd a
potential for alleviating problems of companies endhe
present economic slowdown. Consequently, some kentar
the future TNCs’ innovativeness are made.

The globalization process: some basic issues relai
to the TNCs’ innovation activity

Among various concepts of economic globalization
widely accepted one refers to the internationabratof
business activity conducted by enterprises. Asedtaby
Dicken (1992), globalization is a more advanced emplex

t form of internationalization which implies a degred
functional integration of geographically dispersadivities
led by firms. The globalization process has devetopnder a
set of three groups of factors which are: economic
liberalization, technological progress and inteioretl

hcompetition. The main driving force of the process micro-,
mezo- and macroeconomic levels - is a global expansy
transnational corporations (Zorska, 2007). Charigeslue-
added chains, strategies, organizations and forexgpansion
of this leading group of enterprises contributéh® evolution
of globalization. And, on the other hand, changesthe
process and the global economy can affect variatisitées
led by TNCs.

Under the above-mentioned groups of factors, value-
creating chains of TNCs have been fragmented iattqular
functions (e.g. R&D, design, processing, marketinghich
are relocated abroad to take advantage of bet@noetc
conditions (Yip, 2002). Then they need to be iraégnl and
coordinated across borders of countries by TNCs’
headquarters. Within particular value-adding fuorcs
specialization and fragmentation become deepearget, so
also some parts of the functions are transferredtter
countries where economic conditions are more feveréor
given operations. Not only corporate foreign suiasids and

tHeint ventures take part in the globalization of G value-
creating systems but also independent foreign fimnssially
as partners of cooperation.

Following the global spread of TNCs’' value-creating
chains, since the late 1990s the internationatinatof
corporate R&D function has got some momentum. Some
research tasks tended to become more specializeghénted
and relocated abroad, so consequently their crosieb
integration and coordination has followed, bothhwither
functions (e.g. R&D with design, processing or nesirkg)
and within the R&D function itself. As the researattivity
makes an initial action in the innovation processon the
mternationalization of all corporate innovationtiaity has
been initiated. Its further advancement leads ® global
spread of innovation activity and its network ongations led

by TNCs.
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The globalization factors have been favorable foe
innovation activity as well. The liberalization-erited
policies of governments have turned to policiesasaing
international competitiveness of national entegwisand
economies, with particular importance attacheccierse and
technology, higher education, modern infrastructgm@wth
of innovative firms, etc. Even in less developedirddes
endowment in technologically advanced factors
capabilities has improved and they are accessiiebbth
national and foreign enterprises, including TNCsthe same
time a need of enterprises for high-tech factorsd
capabilities has increased much as far as thengienal
competition turned into hyper-rivalry of all firmshich must
work out and use much stronger competitive advasta)
Creating and applying information, knowledge, n
technologies and all kind of innovations have assdirthe
utmost importance for firms willing to compete sessfully
on the global market.

The present technological change and a “bundle”
information and communication technologies (ICT9e
regarded crucial factors nowadays, affecting trec@sses of
globalization and growth of knowledge-based econdvigre
and more information, knowledge,
innovations are needed by enterprises for creatieyy or
modernized products, business infrastructure asl wasl
methods of production, management, organizatiomketiag
etc. In order to make the innovation activity meféective,
TNCs have turned to ICT-based outsourcing and offely to
overseas locations with low-cost production andhigh-
ranked research results. Under the forces of hgpepetition
and information economy, a true global race in irmtiveness
of firms has been developing.

The globalization of TNCs' innovation activity meathat
conducting R&D and all other innovation activity
geographically dispersed, i.e. fragmented and atéat to
foreign countries. For the relocation, flows ofdign direct
investment (FDI) are used to set up corporate R&Dters
and labs, or to expand research divisions withiistieg
subsidiaries in foreign countries. Two other waydapping
to overseas knowledge and innovation pools
technological cooperation (alliances) and acqoisitiof
technology on commercial terms (licensing). In ficag all
methods of internationalizing innovation activitseaused by
TNCs, with temporary shifts among them. Under ecaaico
crises, FDI is usually reduced heavily while coepien
comes to a front stage.

To create value added from dispersed parts of R
function and diversified forms of its internatioizattion, a
cross-border integration and coordination is cotetlichy
TNCs’' headquarters. It implies global flows of infaation
and knowledge as well as transfer of technology
innovations, with all taking forms of intra-firm dnnter-firm
international exchange. Coordination of the floeguires top
management capabilities as well as sophisticatessdvorder
strategies and complex structures. But first ofitalieeds a
good economic and political climate to reduce masks.

For strong, global players hard times are good dirtee
outcompete their rivals. The concept of globallyegrated
enterprise (Palmisano, 2006) has been broughtetdoyi some

ar

t only outsourcing and offshoring to cut costs bgbab tap to
foreign resources of new knowledge, high skills amodern
infrastructure. As a matter of fact it is not quitenew drive,
as long as since the early 1990s IBM has set up daltside
the USA, namely in India, Japan, China, Israel

Switzerland. Holding a steady budget for researct2009,

recently the IBM corporation has intensified itemeas R&D

and

andvestments and even more - a cooperation witmpestfrom

other countries. Despite the present crisis, IBiEsv global
research program has taken off (Hann, 2009). leoR&D
arinvestment in a joint-venture laboratory in Braad well as
six R&D or technology alliances with firms, univiiess or
research centers in Saudi Arabia, Switzerland, &Hirland,
g Taiwan and India. As the IBM Research Director sdybe

bvworld is our lab now”. A similar approach to glolzaig

innovation activity is also applied in other TNdi&e Intel,

Royal Philips, Procter and Gamble, Eli Lilly. Antsa some
TNCs from less developed countries (China, Indiz)ofv

dpeir example and build up their global R&D progeam

i Changes in the TNCs' innovation activity:

towards an open innovation model

technology and

Under the processes pending in globalizing world
economy, TNCs’ started to expand their researclyrpros
and increase R&D expenditures throughout the 19@0the
present decade they have become true “researchrgons
far as R&D expenditures of some TNCs exceed rekearc
budgets of many countries. In a group of 50 leadirgearch
powers” one could find 25 countries and 25 TNC@02
(World Investment Report, 2005). In 2006 the highR&D
expenditures were spent by the following 10 corfions:
Pfizer, Ford Motor, Johnson&Johnson, Microsoft,
DaimlerChrysler, Toyota Motors, GlaxoSmithKlineeBiens,
General Motors and Samsung Electronics - as a neerco
the group. Pfizer's R&D spending reached 5.7 blroeuhile
other corporate ‘research powers” spent amountgimgn
from 4.7 to 5.5 billion Euro (Francik and Kosal&08). All
the leaders spend their R&D money and conduct resea
programs in the global environment.

Increasing R&D investment efforts of TNCs were
accompanied by crucial changes in their innovatgsn
Evolution of the corporate innovation activity et from a
withdrawal of paternalistic approach and a move arals
liberal one. First of all it implied more and matecentralized
organization and management of the innovation #gtiv

ithin corporations. It was recognized that innamas$ could
e created and applied not only in central labssgto TNCs’
headquarters) but also in research centers anddsries
located on foreign markets. Moreover some subsafiar
rlse(i:ained to upgrade their resources and capabilitibat
abled them to increase own innovativeness
competitiveness, and to build up their leading posiin a
differentiated corporate networks (Nohria and Glahst©097).
As a center of excellence, a R&D center or subsjd@an
provide other corporate units with research resuits
innovations to be used by them for a higher valtegation.
Thus innovation activity has moved to leading cogpe units,
at the same time improving its significance, intdens and
international scope (towards many foreign units drockt
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TNCs, including IBM. Its present global spread utgs not
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The process of “creative transition” has started i
means increasing role of foreign subsidiaries i@ TINCs’
innovation activity. It consists in transition frormpassive
fulfilling parents’ tasks (e.g. technology adapiadi to active
engagement in own research programs, creating
knowledge and technologies, transferring innovatitmother
corporate units etc. Moreover foreign subsidiatae more
responsibility for establishing contacts and coapien
contracts with local research centers, universiii@sovative
firms in host countries (Manolopoulos et al., 200Bhus a
new task for foreign subsidiaries has emerged whgh
seeking and acquiring new knowledge, technologied
innovations in the global environment. TNCs' poa$
innovations can be enlarged with an inflow of nevewkledge
from outside their organizations, from independentities
located in many countries. The growing inflow arthre of
new knowledge from other entities and countries liesp
increasing external orientation in the TNCs’ inniiva
activity.

As far as a diversified portfolio of knowledge iterand
innovations at a disposal of TNCs’ has been expandis

management becomes more and more important andeamp

Coping with it successfully requires a model apphoghich
is suitable for a given set of many conditions. okd-term
evolution of innovation activity models includesarsition
through five models, i.e. from an early linear dowards a
recent open innovation model. The opening of fimn
innovation activity means expanding cooperationhwather
entities in order to get access to their knowledge
innovations or to conduct joint research programs.the
same time, TNCs become more prone to allow acceasd
outflow of their own knowledge as far as not allvnesults
can be applied for firm’s value-added creation. Shusupply
of knowledge from various entities or sources iailable to
firms for choosing particular inputs to be integchtand
effectively applied. Thus the open innovation model
featured with geographical dispersion and diveratfon of
new knowledge, its selection and integration in igemy
business model, emergence of innovation brokens¢t s
protection of intellectual rights, etc. (Chesbroud?006).
Cross-border innovation or R&D networks are esgigld and
they consist of many units and entities which jgimnovate
and create value added under a leadership of attagi.e. a
TNC with a global brand.

Royal Philips Electronics - a Dutch manufacturehome
appliances - is one of the global leaders in bissimevenues
foreign assets and innovation activityn 2008 it devoted ag
much as 4 billion US dollars for R&Which were spent bott
in home and host countries. The present organizaifothe
Philips’ innovation activity has emerged after igaoization
of its overall cross-border structure in the 1998kjch has
resulted with more decentralization, increasingcegization,
upgrading resources and competencies in the bebt &Réts,
which act now as centers of excellence. Technodbg
platforms have been created for speeding up inteiffasion
of knowledge, technology and innovation as well fas

“The firm is classified in all the most importanhkings which
relate to global revenues (published by “The Fatug009), foreign
assets (World Investment Report, 2009) and innowmateaders

external cooperation in joint R&D or innovation pcts.
Complex and integrated innovation activity makeseese of
the “Open Innovation” program which was initiatedRhilips
a dozen years ago. Over 55% of technological pt®jace
neoenducted in cooperation with other, independertitiesn
Thus open innovation model made a true contributbogood
performance of Royal Philips Electronics in 2008wards
increasing its revenues, profits and position ia tkBlobal
500" ranking published by “The Fortune” (2009).

Response of TNCs to the economic crisis:
what future for their innovativeness?

The research of firms’ innovativeness by “BusinessW/
(2009) results in pointing out 25 corporations lgeihe most
innovative companies in the world, i.e. global isators. The
group includes the following firms (to start wittoNL): Apple,
Google, Toyota Motor, Microsoft, Nintendo, IBM, Hiait-
Packard, Research in Motion,
Amazon.com, Procter & Gamble, Tata Group, SonyiaReé

Nokia, Wal-Mart Stpres

Industries, Samsung Electronics, General Electric,
Volkswagen, McDonald’'s, BMW, Walt Disney, Honda
Motor, AT&T, Coca-Cola, Vodafone. The global inntmas

come from  technologically = advanced industries

(telecommunications, information technologies) asllvas
from traditional industries which modernize and hbglize
'activity (car industry, foodstuffs, trade, restantsaetc.). The
above-mentioned changes in the innovation activityith a
focus on globalization, external orientation anceripg to
exchange of innovations - are underway in all theba
innovators, although some individual “paths
innovativeness” are also recorded.

The present trends in the innovation activity 00 30ms
from ten industries and dozens of countries are piblished

Consulting Group, top executives of TNCs annourastight
cutting innovation expenditures or at least keephmgm flat
in 2009. Moreover some changes in the current iation
t activity are disclosed, which include: loweringrsificance of
innovativeness against other priorities of firmsesd
importance of new product innovations, strong foonscost
(and price) reducing innovations in existing prasucin
addition, some methods to increase savings in R&bgbts
and modifications of innovation programs are introed.
Saving innovation expenditures is usually achiesed to:

expanding research cooperation with other firmsrider
to cut R&D expenditures;

better use of the research staff already emplaydidms;

increasing employment of staff in low-wage courstrie.g.
India, China).

. other methods of cutting costs and improving effectess in
ICfirms, such as restructuring, reducing staff, outsing and
offshoring, divestment of side activities, changesproduct
offers and prices strategies etc.

It should be stressed that under the crisis sanall
savings and modifications can be more effectivglobally
operating TNCs than in domestic firms. The reasans
several. Intensity of the crisis is different in rip@ular

(“BusinessWeek”, 2009).
1
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countries and continents what enables TNCs toadkantage
of some foreign sales markets in countries with IEng
economic slowdown. Large cross-country differendas
wages and other inputs enable TNC to reduce opearatists
heavily within cross-border networks and consedyetu

lower prices of products more than other firms Rlmduction
can be concentrated in the most effective (in teofeosts)
factories and countries what stimulates internatiamtra-firm

exchange of intermediates and final goods, un
protectionist measures are introduced in importiogntries.

Beside measures improving the present effectiveards
performance, TNCs have to make efforts for enhanthieir
global competitiveness in the future, when econamiovery
will start. Despite the present hard times, somasuees are
recommended for TNCs to be prepared for the fut
recovery:

a. Continuation of the most promising R&D programs §in
probable to generate real innovations which wilaroge
competitive forces in particular sectors);

Engagement in mergers and acquisitions of ot
companies in order to restructure own organizatiod
change competition (or competitors’) structure e {
sector;

Modification of business models to take advantafgthe
emerging technologies and economic trends for bups
firms’ value creation and its market value in thaufe.

These recommendations relate to the TNCs' innowmal
activity as well, in particular and directly in poi(a). In
points (b) and (c), recommendations concern innesaess
indirectly as far as they can lay ground for crlctzanges in
TNCs' organization and strategy needed for creatiew
knowledge (and core competencies), and sustai
competitiveness. Globalization of the corporateoiration
activity offers more opportunities to TNCs for asgsdo many
foreign locations or sources of knowledge as welstmategic
options which can stimulate effectiveness and lang:
competitiveness on the global market.

Therefore, despite slight lowering of innovatiq
expenditures spent by TNCs in 2009 and possiblgadmo0,
one should not expect de-globalization of the iratimn
activity. It is because of opportunities for acliy
advantageous results which are derived by TNCs f
globalizing their innovativeness. Favourable resatemming
from globalization of innovation activity boil dowro
improved current effectiveness through lower cagtfR&D
and other operations, and larger supply (offer)cbéaper
and/or better products. Results for a long-runvagticonsist
in sustaining TNCs’ competitive advantages what wesult
from creating a new knowledge in own foreign uiidsnters,
subsidiaries) or acquiring it from other entitide@ad. New
knowledge can be internalized, integrated and tuinéo a
resource of crucial importance for future strategé growth
and competition on the global market.

If TNCs can really take advantages of effectivenasd
competitiveness stemming from globalization of th
innovation activity despite the present economisigrthey
will increase their rivalry and pressure to othempanies
(e.g. local ones) on foreign markets. However, glization is

success. Powerful competitors can stop a success &ven
more dangerous are unpredictable changes in thkalglo
economy and politics in the future.

References

Business Week, 2009, April 20, pp. 46-47.

e@esbrough, H., 2006. “New puzzles and new findings:
Chesbrough, H., Vanhaverbeke, W., West, J. (Ed3pen
innovation. Researching a new paradigm, Oxford Bhsivy
Press, New York, pp.15-34.

Dicken, P., 1992. Global shift. The Internationatian of economic
activity, The Guilford Press, New York - London.

ufgancik, A., Kosala, M., 2008. “Globalne spojrzenira
innowacyjna¢” (“Global Innovativeness Outlook™), in: Herman,
A., Poznaska, K. (Eds.), Przeddiiorstwo wobec wyzwa
globalnych. (Enterprise Facing Global ChallengeSficyna
Wydawnicza SGH, Warszawa, pp.135-152

hé?lobal 500", 2009. Fortune, No. 14, pp. F-1 - F-7.

Hann, S., 2009. “Big Blue’s global lab”, Busines®&k, September
7, pp. 41-45.

Jana, R., 2009. “Do ideas cost too much?”, Busikések, April 20,
pp. 46-58.

t Manolopoulos, D., Papanastassiou, M., Pearce, R)05.2
“Technology sourcing in multinational enterpriseslahe roles

io of subsidiaries: An empirical investigation”, Imational
Business Review , Vol. 14, pp. 249-267.
Nohria, N., Ghoshal, S., 1997. The differentiateeétwork.

Organizing multinational corporations for valueatien, Jossey-

. Bass Publishers, San Francisco.

nin

P%Imisano, S., 2006. “The globally integrated ewtse”, Foreign
Affairs, Vol. 85, pp. 127-136.

UN-UNCTAD, 2005. World Investment Report 2005. Tsaational
corporations and the internationalization of R&CN-WICTAD,
New York - Geneva.

NUN-UNCTAD, 2009. World Investment Report 2009. Tsaational
corporations, agricultural production and developteUN-
NCTAD, New York — Geneva.

Yip, G., 2002. Global strategy Il, Pearson Eduagtimc., Upper
OM saddle River, New Jersey.

Zorska, A, 2007. Korporacje transnarodowe. Przewian
oddziatywania, wyzwania (Transnational Corporatidbsanges,
Impacts, Challenges), PWE, Warszawa.

not a universal method of sustaining TNCs’' longyte

r

14

International Cros

s-Industry Journal



