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No matter where Iin the world a firm does

business, management drives its success.

International
businesses create unique management

challenges In

markets scattered

around the globe.




After reading this chapter,
you should be able to:

Discuss the rize of international business and deseribe
the major world marketplaces, trade agreements, and

alliances.

Explain how differences in import—export balances,
exchange rates, and foreign competition determine the ways
in which countries and busineszea respond to the international
environment.

Discuss the factors involved in deciding to do business
internationally and in selecting the appropriate levels of
international involvement and international organizational

structure,

Explain the role and importance of the cultural
environment in international business.

Describe some of the ways in which economic. legal.
and political differences among nations affect international

business.




The Door
Opens

In December 2014, President Barack
Obama made the historic announce-
ment that he planned to normalize

diplomatic relations with Cuba. While
only Congress can put an end to the
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U.S. embargo on trade with Cuba, this announcement
creates a number of opportunities for US. businesses.
One of the most significant impacts will be the ability
of U.S. citizens to travel to Cuba. In the past, travel to
Cuba was limited to certain educational or humani-
tarian eforts. However, travel to Cuba now can be
authorized under 12 broad categories, including athletic competitions
and people-to-people programs, and travelers will not have to apply
for any special licenses before they travel.

In Cuba’s socialist economy, most hotels are partally or completely
government owned and often lack the amenities desired by American
travelers. In addition, hotel capacity is limited and no new hotels are
under construcHon. However, many private homes are available for
short-term stays and San Francisco Airbnb is stepping in to fill the
void. Within weeks of the announcement, more than 1,000 Cuban list-
ings appeared on the Airbnb site. For as little as $25 per night, travel-
Brs can arrange a stay in a private home in Cuba, soaking up the warm
weather and Caribbean sunshine.”

In spite of the restoration of diplomatic relations and easing of
travel restricHons, the embargo on Cuban exports remains. The US.
embargo, which was Arst imposed in 1960 in response to the revolu-
Honary communist government's appropriation of U.S. land holdings
in the country, prevents “US. persons” and entities “owned or con-
trolled” by "U.S. persons” from engaging in any transacHons in which
Cuba has an “interest of any nature whatsoever, direct or indirect.”
Cuba, therefore, has no access to the US. market, does without US,
imports, and amasses substantial debts to other trading partners.
But observers also point out that if the embargo were dropped, the
effects might not be as dramatic as some people think. Why? The
embargo doesn’t really have much effect on Cuba or its people.

Cubans now buy ice cream and soft drinks from Swiss-based
Nestlé, soap and shampoo from Anglo-Dubch Unilever,
and cigarettes from Brazil's Souza Cruz. The fact
that the United States is the world's largest mar-
ket for rum did not deter French-owned Pernod-
Ricard from building a new distillery in Cuba, and
Britain's Imperial Tobacco expects to double sales
when Americans can once again purchase premium
hand-rolled Cuban cigars. Most of the directors of
Canada's Sherritt International are barred from the
United States by provisions of the embargo, but they appar-
ently regard the ban as a small price to pay for future retums

As we will see in this chapter, global forces—
business as well a5 palitical—affect each and every
one of us on a daly basis. As you begin your basiness
career, regardless of whether you see yourself Iving
abroad, working for a big company, or Starting your
own business, the global econamy will affect you
in avaristy of ways. Exchange rates for different
currencies and plobal markets for buying and
selling are all of major importance to everyone,
regardless of their role or perspective. As a re-
st his chapter wil better enable you
to {1) understand how global forces
affect you as a cusiomer, (2) under-
stand how globalization  affects
L\ You @ an employee, and (3)
assess how plobal opportu-
nitiez and challenges can
gifect you as & busmess
owner and an investor, Yoo
will #lso pain insights into
how wages and warking
conditions in different re-




108

PART 1

Wﬁw

THE CONTEMPORARY BUSINESS WORLD

once unavailable to Cuban consumers, such as computers, DVDs, and
mobile phones, and sales of all these products will be a boon to Telecom
Italia, which holds a 27 percent stake in the country’s state-owned tele-
com operations.

Faul Katzeff, founder of Thanksgiving Coffee Company, a California
producer of specialty coffees, regards the US. embargo as impractical
{on the grounds that it hasn't achieved its goals) and immoral {on the

grounds that it punishes Cuban people rather than their government).
"1 hﬂmﬁmghm e KatzeH is thinking the same thing that many U.S. businesspeople are
nter I ral markets, i ally we conclud ﬁ a undoubtedly thinking: When the embargo is dropped, there will be
SRR “ ame of th T i IE new business opportunities. As he sees it, Cuban coffee has a promis-
Mlﬂ giical factors that affect intemation I“l : ing post-embargo future: Its potential is enormous because of the qual-
busi ity of the coffee beans. Although Katzeff's geopolitics may rankle some
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people, his business sense seems sound. At present, of course, he can't

actually do business with Cuban coffee growers, but he has fgured

out a way to lay the groundwork. He has already established work-
ing relationships with coffee copperatives, groups of individual growers who pool
their crops to enter the export market and secure higher prices, in Latin America and
Africa. His longer-term goal is ko invest the same capital and acquired know-how in
relationships with Cuban growers,

The divector of Thanksgiving's Cuba project, Nick Hoskins, has already developed
contacts in Cuba’s coffee-growing regions, and Katzeff hopes to establish a twinning
agreemient, an exchange of people-to-people programs, with cooperatives in the cof-
Fee-growing province of SanHago de Cuba. In the meantime, though, Thanksgiving
is willing to settle for a public relations program of transactions—monetary and oth-
erwise—with U.S. coffee drinkers? (After studying this chapter, you should be able
ko respond to the set of discussion questions found at the end of the chapter.)

The Contemporary Global Economy

the rise of international business
and describe the major world
marketplaces, trade agreements,
and alliances:

Globalixation process by which the
wovid economy i becoming a single
inferdependeant sysfam

Import product mede or grown 2hroad
but sodd domastically

Export product made or grown
domestically but shipped and soid
shroad

5 00

The total volume of world trade is immense—more than $19.3 trillion in merchandise is
traded each year. Foreign investment in the United States exceeds $236 billion, and U5,
investment abroad is more than $300 billion® As more firms engage in international
business, the world economy is fast becoming an interdependent system through a
process called globalization.

We often take for granted the diversity of products we can buy as a result of
internatonal trade. Your television, your shoes, and even your morning coffee or juice
are probably imports, products made or grown abroad and scld domestically in the
United States. At the same time, the success of many U.S. firms depends on exports,
products made or grown here, such as machinery, electronic equipment, and grains,
and shipped for sale abroad.

Firms such as McDonald's, Microsoft, Apple, and Starbucks have found interna-
Honal markets to be a fruitful area for growth. But firms sometme stumble when
they try to expand abroad. Home Depot has closed most of the stores it opened in
China, for example, because labor costs are so low there that few homeowners are
interested in “do-it-yourself” projects. Similarly, Best Buy also closed its stores in
China because consumers there tend to buy their electronics goods at lower prices
from local or online merchants.*

The impact of globalization doesn't stop with firms looking to open locations
abroad or having to close locations that fail. Small firms with no international op-
eratons (for example, an independent coffee shop) may still buy from international
suppliers, and even individual contractors or self-employed people can be affected
by Auctuations in exchange rates.

i ; : pst nations
@ @ E [0 protect do-
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Understanding the Global Context of Business
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Some globalzation protestors, like this man, fear that mulinetional companiss
will wipe out amall domestic businesses like family farma.

to foreign businesses, offering incentives for domestic businesses to expand interna-
tionally, and making it easier for foreign firms to partner with local firms. Likewise,
as more industries and markets bocome global, so, too, are the firms that compete
in them.

Several forces have combined to spark and sustain globalization. For one thing,
governments and businesses are more aware of the benefits of globalization to busi-
nesses and shareholders. These benefits include the potential for higher standards of
living and improved business profitability. New technologies have made international
travel, communication, and commerce faster and cheaper than ever before. Finally,
there are compettive pressures: Sometimes a firm must expand into foreign markets
simply to keep up with competitors.

Globalization is not without its detractors. Some critics charge that globaliza-
tHon allows businesses to exploit workers in less-developed countries and bypass
domestic environmental and tax regulations. For example, businesses pay work-
ers in Vietnam and Indonesia lower wages than thelr counterparts in the United
States. Factories in China are not subject to the same environmental protection
laws as are firms in Europe. And businesses that headquarter their corporate of-
fices in the Cayman Islands pay lower taxes. Critics also charge that globaliza-
Hon leads to the loss of cultural heritages and often benefits the rich more than
the poor. For instance, as the English language becomes increasingly widespread
throughout the world, some local languages are simply disappearing. Similarly,
local residents in Africa receive relatively little economic benefits when oil or pre-
cious minerals are discovered on their land; prosperous investors buy the rights
from landowners, who often don't realize the value of these resources. As a result,
many international gatherings of global economic leaders are marked by protests
and demonstrations.

The Major World Marketplaces

Managers involved with international businesses need a solid understanding of the
global economy, including the major world marketplaces. This section examines
some fundamental economic distincHons among countries based on wealth and then
looks at some of the world’s major international marketplaces.

Distinctions Based on Wealth The World Bank, an agency of the United
Nations, uses per-capita income, average income per person, to make distinctions
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among countries. Its current classification method consists of four different categories
of countries:®

1 High-income countries: Those with annual per-capita income greater than $12,746

2 Upper-middie-income countries: Those with annual per-capita income of
%12 746 or less but more than $3 595

3 Lower-middle-income courtries: Those with annual per-capita income of $3,595
or lower but more than $905

4 | ow-income countries (often called developing couniries): Those with annual
percapita income of $905 or less

Geographic Clusters The world economy generally revolves around three
major marketplaces: Morth America, Europe, and Pacific Asia. In general, these clusters
include relatively more of the upper-middle- and high-income nations but relatively
few low- and lower-middle-income countries.

MNORTH AMERICA As the world's largest marketplace and most stable economy, the
United States dominates the North American market. Canada also plays a major role
in the international economy, and the United States and Canada are each other’s
largest trading partners.

Mexico has been & major manufacturing centor, especially along the US. border,
where cheap labor and low bransportation costs have encouraged many firms from
the United States and other countries to build factories. However, Mexico's mole as a
low-cost manufacturing center is in fux. Just a few years ago, many experts believed
that the emergence of China as a low-cost manufacturing center would lead companies
t begin to shift their production from Mexico to China.® (The escalating drug-related
violence along the northern Mexican border also contributed to this shift) But a recent
reversal of this trend is discussed in the boxed feature Finding a Better Wiy

EUROPE Europe is often regarded as two regions—Western and Eastern. Western
Europe, dominated by Germany, the United Kingdom, and France, has long been
a mature but fragmented marketplace. The transformation of this region via the
European Union {discussed later in this chapter) into an integrated economic system
has further increased its importance. E-commerce and technology have also become
increasingly important in this region. There has been a surge in Internet start-ups in
southeastern England, the Netherlands, and the Scandinavian countries; Ireland is
now one of the world’s largest exporters of software; Strasbourg, France, is a major
center for biotech start-ups; Barcelona, Spain, has many fAourishing software and
Internet companies; and the Frankfurt region of Germany is dotted with software
and biotech start-ups.

Eastern Europe, once primarily communist, has also galned in importance, both
as a marketplace and as a producer. Such multinational corporations as Daewoo,
Mestld, General Motors, and ABB Asea Brown Boveri have all set up operations in
Poland. Ford, General Motors, Suzuki, and Volkswagen have built new factories in
Hungary. On the other hand, governmental instability, corruption, and uncertainty
have hampered development in parts of Russia, Bulgaria, Albania, Romania, and
other countries.

PaciFic Asia Pacific Asia is generally agreed to consist of Japan, China, Thailand,
Malaysia, Singapore, Indonesia, South Korea, Taiwan, the Philippines, and Australia.
Fueled by strong entries in the automobile, electronics, and banking industries, the
economies of these countries grew rapidly in the 1970s and 1980s. After a currency
crisis in the late 1990z that slowed growth in virtually every country of the region,
Pacific Asia showed clear signs of revitalizaton until the global recession in 2009,
As the global economy begins to regain its momentum, Pacific Asfa is expected to

; i ; ; gy firms such
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Too Much of a Good Thing?
China’s Success Creates More
Jobs in Mexico

In today’s competitive global economy, businesses strive for
evary possible advantaga. Many manufacturers, for example,
locate their factories in countries that have an ample supply of
low-cost skilled labor. During the 1980s and 1880s, the place
to ba was Maxico. Hundrads of factorias were built just across
tha LS -Meaxican border, and workers streamed to the regicn
from other parts of Maxico for stable and well-paying jobs. But
in the lats 1980s, the world startad to shift.

Mexican prosperity, fueled in part by its role as a centar
of manufacturing, led to increases in the cost-of-living, fol-
lowed quickly by wage increases so workers could keep up.
Af about that same time, China began to amerge as an attrac-
tive manufacturing alternative. For instance, in 2003, wages in
China were only one-third of the wages in Mexico. And thers
was cartainly no shortage of workers eager to take steady jobs
in factories making products for other countries. China’s boom
was Maxico's bust, as one company after ancther reduced or
gliminated manufacturing thara and moved to Asia.

In recant yaars, things have started to tilt back in Mexico's
favor. Why? As China's sconomy has flourished, its labor
costs have crapt higher and higher, so it's less of a bangain
than it used to be. Whereas Mexican wages wem once three
times highar than wages in China, Mexican wages today am
approximately 20 percant less than those in China, according
to ressarch by Memill Lynch.” Whan manufacturers factor in
shipping costs (which have increased becausa of fual prices),
producing in Meaxico may cost the same or less than in China
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Time differances batwean tha United States and China also can

miaka it difficult to schedule videoconferences and telephone
calls. Several companies have also been bumed by China's
lack of protection for industrial and intellectual proparty.
Maxico i making enomous gains in the automobile sactor,
Companies such as Missan, Honda, Volkswagan, and Mazda
hawve invasted billions of dollars in Maxican production wehicles,
with owvar 3 million vahicles produced in 2014. Eighty parcant of
these cars am exported to other countries, with the bulk baing
sent to the United States. Because of MAFTA, as well as other
trade agreements, Meaxico can export cars without tanffs to MNorth
and South Amarica as well a5 Europe and Japan. According
1o Volkswagen's Vice President of Corporate Affairs in Mexico,
“There’s not anather country in the world whera you can do that™

and the manufacturing home of many foreign firms), and Hong Kong (a major finan-
cial center) are also successful players in the international economy.
China, one of the world's most densely populated countries, has emerged as an

waro Images GmbH & GoKGMarmy

important market and now boasts one of the world's largest economies. Although its
per-capita income remains low, the sheer number of potental consumers makes it an
important market. India, though not part of Pacific Asia, is also rapidly emerging as one
of the globe’s most important economies. As in North America and Europe, technology
promises to play an increasingly important role in the future of this region. In some
parts of Asia, however, poorly developed electronic infrastructures, slower adopton of
computers and information technology, and a higher percentage of lower-income con-
sumers hamper the emergence of technology firms.

Trade Agreements and Alliances

Various legal agreements have sparked international trade and shaped the global
business environment. Virtually every nation has formal trade treaties with other
nations. A freaty is a legal agreement that specifies areas in which nations will cooper-
ate with one another. Among the most significant treaties is the North American Free
Trade Agreement. The European Linion, the Association of Sowtheast Asian Nations, and
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Morth American Free Trada
Agreement (WAFTA) sgreament fio
graduslly eliminate tanfs and other
trade barmers among the United Siatas,
Canada, and Manico

European Unicn [EU) agreemant
among major European nations fo
efiminate or make wiiform most trede
hamers affecting grour membears

the World Trade Organization, all governed by treaties, are also instrumental in pro-
moting international business activity.

Morth American Free Trade Agreement The North American Frea
Trade Agreement (MAFTA) removes most tariffs and other trade barriers among the
United States, Canada, and Mexico and includes agreements on environmental issues
and labor abuses.

Most observers agree that NAFTA is achieving its basic purpose—to create a more
active and unified Morth American market. It has created several hundred thousand
new jobs, although this number is smaller than NAFTA proponents had hoped. One
thing is clear, though; the Hood of U5, jobs lost to Mexico predicted by NAFTA critics,
especially labor unions, has not occurred.

The European Union The European Union (EV) includes most European
natons, as shown in Figure 4.1. These nations have eliminated most quotas and
set uniform tariff levels on products imported and exported within their group.
Im 1992, virtually all internal trade barriers went down, making the EU the largest
free marketplace in the world. The adoption of a common currency, the euro, by
most member nations further solidified the EUFs position in the world economy.

q‘

Tyrrhenian L
Sag

Mediterranean Seao o

FIGURE 4.1 The Mations of the Europsan Union
Source: hitpyYeurcpa.ew sbo/mapeindes_an htm, scceased April &, 2013.
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FIGURE 4.2 The Mations of the Association of Southeast Asian Maticns (ASEAN)

The Association of Southeast Asian Nations The Association
of Southeast Asian MNations (ASEAN) was founded in 1967 as an organization for
economic, political, social, and cultural cooperation. In 1995, Vietnam became the
group’s first communist member. Figure 4.2 shows a map of the ASEAN countries.
Because of its relative size, the ASEAN does not have the same global economic
significance as NAFTA and the EL.

The World Trade Organization The General Agreement on Tariffs and
Trade {GATT} was signed in 1947. Its purpose was to reduce or eliminate trade barri-
ers, such as tariffs and quotas. It did so by encouraging nations to protect domestic
industries within agreed-on limits and to engage in multlateral negotiations. The
GATT proved o be relatively successful. So, to further promote globalization, most
of the world's countries joined to create the World Trade Organization (WTO), which
began on January 1, 1995. (The GATT is the actual treaty that governs the WTO.) The
160-member countries are required to open markets to international trade, and the
WTO is empowered to pursue three goals:”

1 Promote trade by encouraging members to adopt fair-trade practices.
2 Reduce trade barriers by promoting multilateral negotiations.
3 Establish fair procedures for resolving disputes among members.

International Trade
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Association of Southeast Asian
Mations [ASEAN) organization for
economic, political, social, and cultural
coopsration among Southsast Asian
nmations

General Agreement on Tariffs

and Trade {GATT) infarnational trade
sgreement fo encowrsge the mudiiateral
reduction or alimination of trade barmiers

World Trade Organization [WTOj
onpanization through which membear
nations negotiste trading sgreements
and resofve disputes about trede pol-
cies and practices

OB JECTIVE 4-2

The global economy is essentially defined by international trade. International trade
occurs when an exchange involving goods, services, and for currency takes place
across national boundaries. Although international trade has many advantages, it
can also pose problems if a country’s imports and exports don't maintain an accept-
able balance. Table 4.1 lists the United States” 15 largest trading partners. However,
the United States also does business with many more countries. For Instance, in 2013,
the United States exported $5.1 billion to Egypt, $2.4 billion to Kuwait, $3.0 billion to
Poland, and $132.9 millicn b0 Zambia; imports from those same countries were $2.8

how differences in import—
export balances, exchange
rates, and foreign competition
determine the ways in which
countries and businesses
respond to the international
environmenti.
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Balance of Trade sconomic valus of
&l products 3 country exports s
the economic wadue of & products i@
imports

Trade Deficit sduvation i which a
coundry's imports excesd is exports,
creating & negative balence of trade
Trade Surplus siuation in which a
cowmry's exports excesd iE imports,
creating a positive balence of frade

table 4.1 Major Trading Partners of the United States

b

Rank Country Exporis | Imporls | Total Trade 'rmmi
- | Total, All Countries 1,480.6 24480 36386 100.0%
--- | Total, Top 15 Countries 1,084.2 1,632.7 2.666.9 73.5%

1 Canada 287 8 4174 605 2 16 6%
2 | China 1.8 426.1 5379 14.8%
3 | Mexico 2914 2708 4917 135%
4 | Japan 1.2 1225 1836 5.0%
5 | Germany 457 1131 158.7 4.4%
& | Korea. South 407 836 1043 2.9%
7 | United Kingdom 492 482 98.4 27%
& | France 287 431 77 20%
8 | Brazi 303 275 66.8 1.8%
10 | Taiwan 245 97.4 618 1.7%
11 India 107 41.8 614 1.7%
12 | SaudiArabia 16.4 44.1 605 1.7%
13 | Netheriands 40.0 192 592 1.6%
14 | haly 15.6 485 540 15%
15 | Belgium 322 19.2 515 1.4%

Sowrcer warw. cenzsus. oo foreign-rede’ statistic s Taghlights topdhon 1471 1yrimi

billion, $12.2 billion, $4.2 billion, and $62 millicn, respectively. In deciding whether
an overall balance exists between imports and exports, economists use two mea-
sures: balance of trade and balance of payments.

Balance of Trade

A country’'s balance of trade is the total economic value of all the products that it ex-
ports minus the economic value of all the products that it imports. A posifive balance
of trade results when a country exports (sells to other countries) more than it imports
(buys from other countries). A megative balance of trade results when a country imports
moge than it exports.

Relatively small trade imbalances are common and are unimportant. Large im-
balances, however, are another matter. The biggest concern about trade balances
involves the flow of currency. When U.S. consumers and businesses buy foreign
products, dollars flow From the United States to other countries; when U.5. busi-
nesses are selling to foreign consumers and businesses, dollars flow back into the
United States. A large negative balance of trade means that many dollars are con-
trolled by interests cutside the United States.

A trade deficit occurs when a country’s imports exceed its exports, when it has
a negative balance of trade. When exports exceed imports, the nation enjoys a trade
surplus. Several factors, such as general economic conditions and the effect of trade
agreements, influence trade deficits and surpluses. For example, higher domestic
costs, greater international competition, and continuing economic problems among
some of its regional trading partners have slowed the tremendous growth in exports
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FIGURE 4.3 US. Imports and Exports
Sowrce: hittp:/fwww census_govforaign-trade'balance’'cOMM S htmir2014

that Japan once enjoved. But rising prosperity in China and India has led to strong
increases in both exports from and imports bo those countries.

Figures 4.3 and 4.4 highlight two series of events: (1) recent trends in U.S. exports
and imports and (2} the resulting trade deficit. As Figure 4.3 shows, both U.S. imports
and US. exports, with minor variatons, have been generally increasing—a trend
that's projected to continue.

Trade deficits between 2001 and 2014 are shown in Figure 4.4. There was a deficit
in each of these years because more money Aowed out to pay for foreign imports
than Howed in to pay for US. exports. For example, in 2008, the United States ex-
ported $1,287.4 billion in goods and services and imported $2,103.6 billion in goods
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Balance of Payments fow of all
money into or out of @ country
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FIGURE 4.4 U.S. Trade Deficit

Source: LS. Census Bureaw: Foreign Trade Stetistica, &t hitpo'feww.census.gov/foreign- trede statistics’
highlights/annual hitml, accessad 2015

and services. Because imports exceeded exports, the United States had a trade deficit of
%514 billion (the difference between exports and imports). Note also that both exports
and imports declined in 2008 and 2009 from the previous year. This was a result of the
global economic slowdown.

Balance of Payments

The balance of payments refers to the flow of money into or out of a country. The
money that a country pays for imports and receives for exports, its balance of trade,
accounts for much of its balance of payments. Other financial exchanges are also fac-
bors. Money spent by tourists in a country, money spent by a country on foreign-aid
programs, and money exchanged by buying and selling currency on international
money markets affect the balance of payments.

For instance, suppose that the United States has a negative balance of trade of $1
million. Now, suppose that this year, U.S. citizens travel abroad as tourists and spend
a total of $200,000 in other countries. This amount gets added to the balance of wrade
bo form the balance of payments, which is now a negative $1.2 million dollars. Now,
further suppose that tourists from other countries come to the United States and
spend the equivalent of $300,000 while they are here. This has the effect of reducing
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the negative balance of payments to $900,000. Then, further suppose that the United
States then sends $600,000 in aid to help the victims of a sunami-ravaged country
in Asia. Because this represents additional dollars leaving the United States, the bal-
ance of payments is now a negatve $1.5 million. For many years, the United States
enjoved a positve balance of payments. Recently, however, the overall balance has
become negative.

Exchange Rates

The balance of imports and exports between two countries is affected by the rate of
exchange between their currencies. An exchange rate is the rate at which the cur-
rency of one nation can be exchanged for that of another. Suppose, for example, that
the exchange rate between the U.S. dollar and the British pound was $2 to £1. This
means that it costs £1 to “buy™ $2 or $1 to “buy” £0.5. Stated differently, £1 and %2
have the same purchasing power, or £1 = $2.

At the end of World War [T, the major nations of the world agreed to set fixed exclange
rates. The value of any country’s currency relative to that of another would remain con-
stant. The goal was to allow the global economy to stabilize. Today, however, floating
exchange rates are the norm, and the value of one country’s currency relative to that of
another varies with market conditions. For example, when many British citizens want
o spend pounds to buy U.S. dollars {or goods), the value of the dollar relative to the
pound increases. Demand for the dollar is high, and a currency is strong when demand
for it is high. It's also strong when there’s high demand for the goods manufachured
with that currency. On a daily basis, exchange rates fluctuate very little. Significant
variations usually occur over longer ime spans. Highly regulated economic systems
such as in China are among the few that stll use fixed exchange rates. The Chinese
government regulates the Aow of curmency—its own as well as all others—into and out
of China and determines the precise rabe of exchange within its borders.

Exchange-rabe fluctuation can have an important impact on balance of trade.
Suppose you want o buy some English tea for £10 per box. At an exchange rate of
%2 to £1, a box will cost you $20 (£10 x 2 = 20). But what if the pound is weaker? At
an exchange rate of, say, $1.25 to £1, the same box would cost you only $12.50 (E10
* 125 = 12.50). If the dollar is strong in relation to the pound, the prices of all US.-
made products will rise in England, and the prices of all English-made products will
fall in the United States. The English would buy fewer US. products, and Americans
would be prompted to spend more on English-made products. The result would
probably be a US. trade deficit with England.

Ome of the most significant developments in foreign exchange has been the intro-
ducton of the suro, the common currency of the EU. The euro was officially intro-
duced in 2002 and has replaced other currencies, such as the German Deutsche Mark,
the Ttalian lira, and the French franc. In the years since its debut, the euro has become
one of the world's most important currencies. When it was first introduced, the euro’s
value was pegged as being equivalent to the dollar: €1 = $1. But because the dollar was
relatively weak in the years that followed, its value eroded relative to that of the euro.
Atone point in the late 1990s, $1 was worth only about half a euro. In the aftermath of
the Great Recession, though, the dollar has strengthened relative to the euro and the
exchange in early 2015 was $1 = €0.90.

Companies with intermational operations must watch exchange-rate fluctua-
tions closely because changes affect overseas demand for their products and can be
a major factor in competiton. In general, when the value of a counbry’s currency
rises—becomes stronger—companies based there find it harder to export products
bo foreign markets and easier for foreign companies to enter local markets. It also
makes it more cost-efficient for domestic companies to move operations to lower-
cost foreign sites. When the value of a currency declines—becomes weaker—the
opposite occurs. As the value of a country”s currency falls, its balance of trade usu-
ally improves because domestic companies should experience a boost in exports.
There should also be less reason for foreign companies b0 ship products into the
domestic market and less reason to establish operations in other countries.

Exchange Rate mis at wiich

ihe currency of ane nation can be
archanged for the currency of another
nation

Euro a8 common cumancy sharsd
armong most of the members of the EU
{excinding Denmark, Sweden, and the
Linited Kinggom}
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Forms of Competitive Advantage

Before we discuss the fundamental issues involved in international business man-
agement, we must consider one last factor: forms of competitive advantage. Because
no country can produce everything that it needs, countries tend to export what they
can produce better or less expensively than other countries and use the proceeds to
import what they can’t produce as effectively. This principle doesn't fully explain
why nations export and import what they do. Such decisions hinge partly on the
advantages that a particular country enjoys regarding its abilities to create or sell
certain products and resources.!® Economists traditionally focused on absolute and
comparative advantage to explain international trade. But because this approach fo-
cuses narmowly on such factors as natural resources and labor costs, a more contem-
porary view of national competitive advantage has emerged.

Absolute Advantage An absolute advantage exists when a country can
produce spmething that is cheaper or of higher quality than any other country. Saudi
oil, Brazilian coffee beans, and Canadian Hmber come close (because these coun-
tries have such abundant supplies of these resources), but examples of true abso-
lute advantage are rare. For example, many experts say that the vinevards of France
produce the world’s finest wines. But the burgeoning wine business in California
demonstrates that producers there can also make good wines—wines that rival those
From France but come in more varieties and at lower prices.

Absolnte Advantege the abifity o
produce somathing more afficiently
than amy other country can

Comparative Advantage A county has a comparative advantage in
goods that it can produce more efficiently or better than other nations. If businesses
in a given country can make computers more efficiently than they can make auto-
mobiles, then that nation has a comparative advantage in computer manufacturing.

managing in turbulent times

The Ups and Downs
of Globalization

In 2010, Toyota and other Japanesa automakers found tham-
selves in avery tough position. Several high-profile recalls had
cut into Toyota's sales, and the exchange rate of yen for dol-
lars mads a bad situation worsa. The yen was at a 15-year
high against the dollar and a nine-year high versus the euro.
Toyota made more than half of their cars in Japan, where costs
wara high, yat sold many overseas. Sales made in the United
States and Europe converted to fawer yen, sharply cutting into
Toyota's profit margins. As a result, Toyota began to expand
production of both cars and their components to lower-cost
couniries as well as major marksets."? Although Toyota's stock
was salling above 5130 per share in late 2008, five years latar,
Toyota's stock price had plummetad by half to less than 65
per share.

Comparstive Advantage the abilty fo
produce some products more afficienty
than others
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In the fiscal yaar that endad in March 2015, Toyota had its
maost profitable year ever and exchange rates, somewhat sur-
prisimgly, wera a big part of their success. Their stock price
soared to prices highar than the 2006 peak, selling at more
than $140 per share. What changed in such a short time? After
several years of racord-breaking deflation, Japan's central bank
began pumping money into the aconomy. While the additional
capital has stimulated the Japanesa economy, the valua of the

yen comparad to the collar and euro sharply declined. By early
2015, a dollar bought 50 parcant more yen than it did just four
years earfier. Even more conceming to U.S. automakers, the
van i now cheaper than it has bean sinca the 1870s. Masahiro
Akita, an industry analyst at Credit Suisse, explains, “For auto-
makers, tha key factors ara volume, axchange rates, and fixed
costs. If you can get all those things 1o go your way, you'ne in
good shapa. And Toyota has ™2
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In general, both absolute and comparative advantages translate into compettive
advantage. Brazil, for instance, can produce and market coffee beans knowing full
well that few other countries have the right mix of climate, terrain, and altitude to
enter the coffee bean market. The United States has comparative advantages in the
computer industry {because of technological sophistication) and in farming (because
of large amounts of fertile land and a temperate climate). South Korea has a com-
parative advantage in electronics manufacturing because of efficient operations and
cheap labor. As a result of each country's comparative advantage, US. firms export
computers and grain to South Korea and import DVD players from South Korea.
South Korea can produce food, and the United States can build DVD players, but
each nation imports certain products because the other holds a comparative advan-
tage in the relevant industry.

National Competitive Advantage In recent years, a theory of national
competitive advantage has become a widely accepted model of why nations engage
in international trade.'* Mational competitive advantage derives from four conditions:

1 Factor conditions are the factors of production we discussed in Chapter 1—
labor, capital, entreprenenrs, physical resources, and information resources.

2 Demand conditions reflect a large domestic consumer base that promotes strong
demand for innovative products.

3 Related and supporting industries include strong local or regional suppliers or
industrial customers.

4 Strategies, structures, and mvalries refer to frms and industries that stress cost
reduction, product quality, higher productivity, and innovative products.

When all attributes of national competitive advantage exist, a nation is likely to be
heavily involved in intermational business. Japan, for instance, has an abundance of
natural resources and strong domestic demand for automobiles. Tts carmakers have
well-oiled supplier networks, and domestic firms have competed intensely with one
another for decades. These circumstances explain why Japanese car companies such
as Toyota and Honda are successful in Foreign markets.

Leiiidl vidiiagelinerit

Regardless of where a firm is located, its success depends largely on how well it's
managed. International business is so challenging because basic management tasks—
planning, organizing, directing, and controlling—are much more difficult when a
firm operates in markets scattered around the globe.

Managing means making decisions. In this section, we examine the three basic de-
cisions that a company must make when considering globalization. The first decision
is whether to go international. Once that decision has been made, managers must
decide on the level of international involvement and on the organizational structure
that will best meet the firm's global needs.

Going International

As the world economy becomes increasingly globalized, more and more Hrms
are expanding their international operations. U.5. firms are agpressively expand-
ing abroad, and foreign companies such as BP and Mestlé continue to expand
into foreign markets as well, including the U.S. market. This route, however, isn't
appropriate for every company. If you buy and sell fresh fish, you'll probably
find it more profitable to confine your activities to limited geographic areas be-
cause storage and transport costs may be too high to make international opera-
tions worthwhile. As Figure 4.5 shows, several factors affect the decision to go
international.
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Mational Competitve Advantage
intermations! competitve advaniage
stermumsng from & combination of factor
condifions, demand conditions, relsfad
and supporting industries, amd fim
strafegies, structures, and nvalnes
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the factors involved in deciding
to do business internationally
and in selecting the approprate
lewels of international
imvolvement and international
organizational structure.
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FIGURE 4.5 Going Intemational

Outsourcing the practice of paying
suppiers and distributors to perform
certan business processas of 1o po-
vide needed matenszls or services

Offshoring the practice of cutsowrcing
fo foeeign CouTries

Gauging International Demand In considering inmternational ex-
pansion, a company must determine whether there is a demand for its products
abroad. Products that are successful in one country may be useless in another. Even
when there is demand, advertising may still need to be adjusted. For example,
bicycles are largely used for recreation in the United States but are seen as basic
transportation in China. Hence, a bicycle maker would need to use different mar-
keting strategies in each of these countries. Market research or the prior market
entry of competitors may indicate whether there’s an international demand for a
firm’s products.

Adapting to Customer Needs [fits product is in demand, a firm must
decide whether and how to adapt it to meet the special demands of foreign customers.
For example, to satisfy local tastes, McDonald's sells wine in France, beer in Germany,
gazpacho in Spain, and provides some vegetarian sandwiches in India. Likewise, con-
sumer electonics companies have © be aware that different countries use different
kinds of electric sockets and different levels of electric power. Therefore, regardless of
demand, customer needs must stll be considered.

Outsourcing and Offshoring Outsourcing, the practce of payving suppli-
ers and distribubors to perform certain business processes or to provide needed mate-
rials or services, has become a popular opton for going international. It has become
50 popular because (1) it helps frms focus on their core activities and avoid getting
sidetracked on secondary actvities, and (2) it reduces costs by locating certain business
functions in areas where relevant costs are low. '

The practice of outsourcing to foreign countries is more specifically referred
bo as offshoring. Many companies today contract their manufachuring to low-cost
Factories in Asia. Similarly, many service call centers today are outsourced o busi-
nesses located in India. The Oscar-winning movie Slumdog Millionaire Featured a
young Indian man who worked for an international call center in Mumbai. In real
life, DirecTV, Chase Bank Credit Card Services, and several home mortgage sup-
port businesses have established call centers in India and have enjoyved consider-
able success. On the other hand, though, the network of FTD florists opened a call
center in India but subsequently closed it. As it turns out, many people who call o
order flowers need more personal assistance—advice on type of flowers, colors of
arrangements, and so forth—than can be provided by someone from a different cul-
ture on the other side of the world.
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~entrepreneurship and new ventures__
A Better Coconut Water
Founded in 2009, Harmless Harvest is the manufacturer and
distributor of a popular line of onganic coconut water that is
available in stores across the United States. Douglas Riboud
and Justin Guilbert saw an opportunity with the sudden popu-
lanty of coconut water, but they ware troubled by anvironmental
and economic concams. After extensive research, Hiboud and
Guifbart concluded that the best-tasting coconut watar could
be produced from a single species of coconut from Thailand,
in spita of lower yields and mome complex cultivation. Unlike
other producars, their coconut watar is pasteurized throuwgh
high-prassura traatmant rather than heat, creating a raw, bet-
tar-tasting product. According to Riboud, “The most important
thing for us is taste. And the best we can do, the hardast job
you can do as a manufacturer who works in food, is not scros
up tha ingrediant you had in the first place.™ 1%

Hinn Warihongsrl 1235F

Hamiless Harvest has addressed enwvironmental concems
by making sura that their product is organic. They made an
aarly commitmeant toworking with fammars to make sure that no
harmful pesticides or synthatic fertilizers were usad and worked
to-obtain organic cerification. Although this process was time-
consuming and costly, it assured Riboud and Guilbert that their
antire supply chain was built upon thair vision of sustainability.

Finally, Harmlass Harvest has contributed to economic
change in a number of ways. In 2013, thay built a manufactur-
ing facility in Thailand rather than imporing coconuts to the

United States or outsourcing production. According to their
wabsite, “This location allows us to oversae vital steps in our
praduction cycle and adds value to the area by developing
employment opportunities for the surmounding communities.”
The company has also worked to obtain Fair for Life Social &
Fair Trade Cenification, furthar testamant to their commitmment
io their cause. This cartification attests to their commitmant

to paying fair prices for the coconuts that they purchase from
local farmers and making sure that they work with companies
that pay a living wags."®

Levels of International Involvement

After deciding to go international, a firm must determine the level of its involve-
ment. Several levels are possible: a firm may act as an exporter or importer, organize
as an internatonal frm, or (like most of the world’s largest industrial firms) operate
as a multinational firm.

Exporters and Importers An exporter makes products in one country
b distribute and sell in others. An importer buys products in foreign markets and
brings them home for resale. Both conduct most of their business in their home na-
Hons. Both entail the lowest level of involvement in international operations, and
both are good ways to learn the fine points of global business. Many large firms
entered international business as exporters. General Electric and Coca Cola, among
others, exported to Europe for several years before setting up production sites there.
It is also useful to remember that most import/export transactions involve both ac-
tHvities. A bottle of French wine sold in New York, for instance, was exported by the
French winery and imported by the U.S. wine distributor.

Exporter firm that distnbutes and
zaifs products o one or more forsign
CouTines

Importer firm that buys products in
forsign markets and then imports them
for resgle in iz home courdry

International Firms As exporters and importers gain experience and
grow, many move to the next level of involvement. International firms conduct
a meaningful amount of their business abroad and may even maintain overseas
manufacturing facilities. An internaticnal firm may be large, but it's still basically
a domestic company with international operations. Hershey, for instance, buys
ingredients for its chocolates from several foreign suppliers and makes all of its

Imternational Firm firm thet conducts
B gignificant portion of it= business in
foreign countries
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Mulitinational Firm firmm thet designs,
produceas, and marksts products in
MEny Nations

Independent Agent forsign indhadual
or arganization that agrees o repressnt
an exporier’s inierests

products in the United States but has one plant in Mexico. Moreover, although
it sells its products in appmximabe[; 70 other countries, it generates most of its
revenues from its domestic market.’

Multinational Firms Most multinational firms, firms that design, produce,
and market products in many nations, such as ExxonMobil, Nestlé, Honda, and
Ford, don't think of themselves as having domestic and international divisions.
Headquarters locations are almost irrelevant, and planning and decision making are
geared to international markets. The world's largest multinationals in 2014, based on
sales, profits, and employees, are shown in Table 4.2.

We can’t underestimate the economic impact of multinational firms. Consider just
the impact of the 500 largest multinationals: In 2013, these 500 firms generated $31.1
trillion in revenues and nearly $2 wrillion in owner profits.'® They employved tens of
millions of people, bought materials and equipment from literally thousands of other
firms, and paid billions in taxes. Moreover, their products affected the lives of hundreds
of millions of consumers, competitors, investors, and even protestors.

International Organization Structures

Different levels of international involvement entail different kinds of organizational
structures. A structure that would help coordinate an exporter’s activities would be
inadequate for those of a multinational. In this section, we consider the spectrum of
organizational strategies, including independent agents, licensing armangements, branch
offices, skrategic alliances, and foreign direct investment.

Independent Agents An independent agent is a foreign individual or or-
ganization that represents an exporter in foreign markets. Independent agents often
act as sales representatives: They sell the exporter’s products, collect payment, and
make sure that customers are satisfied. They often represent several firms at once
and wsually don’t specialize in a particular product or market. Peter So operates an

table 4.2 the woria's Largest Non-U.S. Companies

Sales Profits

Company (Smillions) {Sbillions) Employees
Royal Dutch Shell 450,500
Sinopet 457201
China Nat'l Petro. 432,007

Br 366,217
Stete Grid 333,386

Sarmzsung
Industnial and Commercial 42.7

Bank of China
GaEzprom AT
China Construction Bank B340
Samsung aF
Agricultural Bank of Ching I |

G545 plc 15,000
Rand=tad Holdimg My 595,730
Wolkzwagen 555,087
PetroChina Co. Ltd. 544,083

Sonrrca: ity Aereee Les atoday comd stony maoney) busine s 201 47 1072572 4- 7-w all- st most- profitabls-companies!1 77 07 865
and bt farere usatnday comstong money bausiness 200 4 08°24724- T-wall- 5t- beggest-smployers'1 4443001/
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import-export office in Hong Kong. He and his staff of three handle imports from
about 15 foreign companies into Hong Kong and about 10 Hong Kong firms that
export products abroad.

Licensing Arrangements Companies secking more involvement may opt
for licensing arrangements. A licensing arrangement is a contract under which one firm
allows another to use its brand name, operating pmocedures, or proprietary technology.
Firms give foreign individuals or companies exclusive rights (called licensing agree-
mierts) b manufacture or market their products in that market. In return, the exporter
receives a fee plus ongoing payments (royalties) that are calculated as a percentage
of the license holder's sales. Franchising is a popular form of licensing. For example,
McDonald's, Pizza Hut, and Hertz Car Eental have franchises around the world.

Branch Offices Instead of developing relationships with foreign agents or
licensing companies, a firm may send its own managers to overseas branch offices,
where the firm has more direct control than it does over agents or license holders.
Branch offices also furnish a more visible public presence in foreign countries, and for-
oign customers tend to feel more secure when there's a local branch office. Halliburton,
a Houston-based oil field supply and services company, opened a branch office in
Dubai to more effectively establish relationships with customers in the Middle East.

Strategic Alllances In a strategic alliance, a company finds a partner in the
country im which it wants to do business. Each party agrees to invest resources and
capital into a new business or to cooperate in some mutually beneficial way. This
new business, the alliance, is owned by the partners, who divide its profits. Such alli-
ances are sometimes called joint ventures, but the term straiegic alliance has arisen be-
cause such partnerships are playing increasingly important roles in the strategios of
major companies. Ford and Russian automaker Sollers have a joint ventune in Russia.
Sollers manufactures Ford products in Russia and the two partners work together on
marketing them.'® In many countries, such as Mexico, India, and China, laws make
alliances virtually the only way to do international business. Mexico, for example,
requires that all foreign firms investing there have local partners. Likewise, local in-
berests own the majority of both Disney theme parks in China; Disney is the minority
owner but also collects management and licensing fees.

In addition to easing the way inte new markets, alliances give firms greater con-
trol over foreign activitdes than agents and licensees. Alliances also allow firms o
benefit from the knowledge and expertise of foreign partners. Microsoft, for exam-
ple, relies heavily on alliances when it expands into new international markets. This
approach has helped the frm learn the intricacies of doing business in China and
India, two of the hardest emerging markets to crack.

Foreign Direct Investment Foreign direct investment (FDI) involves
buying or establishing tangible assets in another country. Dell Computer, for exam-
ple, has built assembly plants in Europe and China. Volkswagen has built a factory
in Brazil, and Coca-Cola has built bottling plants in dozens of different countries.
FedEx has a major distribution center in Paris. Each of these acHvites represents FDI
by a firm in another country.

Understanding the Cultural
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Licensing Armangement amangemsnt
i which firms choose foreign individuals
OF DIpENZAtions 0 meniRciure or mar-
ket their prodircts i1 another countny

Branch Office foreign office sef up by
an infermational or multinational firm

Strategic Alliance amangement (afso
called joint venture) in whicl a company
finds & foreign partner fo contribute
approsimately half of the esources
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hursiness in ie partner’s country

Foreign Direct Investment [FDI)
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COUNITY
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A major factor in the success—or failure—of international business activity is hav-
ing a deep understanding of the cultural environment and how it affects business.
Disney's Hong Kong theme park struggled after it first opened, in large part be-
cause Disney made the mistake of minimizing all elements of Chinese culture in
the park—essentially making it a generic miniature reproduction of the original

the role and importance of
the cultural environment in
international business,
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Disneyland in California. Disney also confused potential visitors with ads showing
a father, mother, and two children walking hand-in-hand toward the theme park,
overlooking China’s laws that restrict many families to a single child. Cnly after a
refurbishment to make the park more Chinese and a revised ad campaign did at-
tendance begin to improve.® A country’s culture includes all the values, symbaols,
beliefs, and language that guide behavior.

Values, Symbols, Beliefs, and Language

Cultural values and beliefs are often unspoken; they may even be taken for granted
by those who live in a particular country. Cultural factors do not necessarily cause
problems for managers when the cultures of two countries are similar. Difficulties
can arise, however, when there is little overlap between the home culture of a
manager and the culture of the country in which business is to be conducted. For
example, most U.S. managers Hnd the culture and traditions of England relatively
familiar. The people of both countries speak the same language and share strong
historical roots, and there is a history of strong commerce between the two coun-
tries. When U.5. managers begin operations in Japan or the Middle East, however,
most of those commonalities disappear.

In Japanese, the word fwi (pronounced “hi™) means “yes.” In conversaton, however,
this word is used much like people in the United States use “uh-huh”; it moves a con-
versation along or shows the person with whom yvou are talking that you are paying
attention. So when does fwi mean “yes” and when does it mean “uh-huh”7? This turns
out to be a melatively difficult question to answer. If a U.S. manager asks a Japanese
manager if he agrees to some trade arrangement, the Japanese manager is likely to say,
“Hai"™—but this may mean "Yes, I agree,” “Yes, I understand,” or “Yes, I am listening.”
Some U.S. managers become frustrated in negotiations with the Japanese because they
believe that the Japanese continue to raise issues that have already been settled (because
the Japanese managers said “Yes"). What many of these managers fail to recognize is
that “yes” does not always mean “yes” in Japan.

Cultural differences between countries can have a direct impact on business prac-
tice. For example, the religion of Islam teaches that people should not make a living by
exploiting the misfortune of others; as a result, charging interest payments is seen as
immoral. This also means that in Saudi Arabia there are few businesses that provide
auto-towing services to take stalled cars to'a garage for repair (because that would
be capitalizing on misfortune), and in the Sudan, banks cannot pay or charge inter-
est. Given these cultural and religious constraints, those two businesses—automobile
bowing and banking—do not seem to hold great promise for intermational managers
in those particular countries!

Some cultural differences between countries can be even subtler and yet have a
major impact on business activities. For example, in the United States, most manag-
ors clearly agree about the value of me. Most U.S. managers schedule their activities
tightly and then try to adhere to their schedules. Other cultures do not put such a
premium on Hime. In the Middle East, managers do not like to set appointments, and
they rarely keep appointments set too far into the Future. US. managers interacting
with managers from the Middle East might misinterpret the late arrival of a potential
business partner as a negotiation ploy or an insult, when it is rather a simple reflection
of different views of time and its value ™

Language itself can be an important factor. Beyond the obvious and clear barriers
posed by people who speak different languages, subtle differences in meaning can
also play a major role. For example, Imperial Oil of Canada markets gasoline under
the brand name Esso. When the firm tried to sell its gasoline in Japan, it learned that
ess0 means “stalled car” in Japanese. Likewise, when Chevrolet first introduced a ULS.
model called the Nova in Latin America, General Motors executives could not under-
stand why the car sold poory. They eventually learned, though, that, in Spanish, mo
ma means “Tk doesn‘t go.” The color green is used extensively in Muslim countries, but
it signifies death in some other countries. The color associated with femininity in the
United States is pink, but in many other countries, yellow is the most feminine color.
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Employee Behavior Across Cultures

Managers in international business also have to understand that there are differences
in what motivates people in different cultures. Although it's impossible to predict
exactly how people from different cultures will react in the workplace, some insights
have been developed from research on individual behaviors and attitudes across dif-
ferent cultures. This research, conducted by Geert Hofstede, identifies five important
dimensions along which people seem to differ across cultures. These dimensions are
illustrated in Figure 4.5.

The first dimension is social orientation. Social orientation is a person’s beliefs
about the relative importance of the individual versus groups to which that person
belongs. The two extremes of social orientation are individualism and collecHvism.
Individualism is the cultural belief that the person comes first. Research sugpests that
people in the United States, the United Kingdom, Australia, Canada, New Zealand, and
the Netherlands tend to be relatively individualistic. Collectioism is the belief that the
group comes first. Research has found that people from Mexico, Greece, Hong Kong,
Taiwan, Peru, Singapore, Colombia, and Pakistan tend to be relatively collecHvistic in
their values. In countries with higher levels of individualism, many workers may pre-
fer reward systems that link pay with the performance of individual employees. In a
more collectvistic culture, such a reward system may in fact be counterproductive.

A second important dimension is power orientation, the beliefs that people in
a culture hold about the appropriateness of power and authority differences in
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the Netherlands tend to be relatively individualistic. Collectioism is the belief that the
group comes first. Research has found that people from Mexico, Greece, Hong Kong,
Taiwan, Peru, Singapore, Colombia, and Pakistan tend to be relatively collecHvistic in
their values. In countries with higher levels of individualism, many workers may pre-
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hierarchies such as business organizations. Some cultures are characterized by power
respect. This means that people tend o accept the power and authority of their supe-
riors simply on the basis of their position in the hierarchy and to respect their right
to hold that power. Research has found that people in France, Spain, Mexico, Japan,
Brazil, Indonesia, and Singapore are relatively power accepting. In contrast, people in
cultures with a power tolerance orientation attach much less significance to a person’s
position in the hierarchy. These individuals are more willing o queston a decision or
mandate from someone at a higher level or perhaps even refuse to accept it. Research
suggests that people in the United Stakes, Israel, Austria, Denmark, Ireland, Norway,
Germany, and New Fealand tend to be more power tolerant.

The third basic dimension of individual differences is umcerfainty orientation.
Uncertainty orientation is the feeling individuals have regarding uncertain and
ambiguous situations. People in cultures with uncertainty acceptance ave stimulated by
change and thrive on new opportunities. The research suggests that many people in
the United States, Denmark, Sweden, Canada, Singapore, Hong Kong, and Australia
are among those in this category. In contrast, people with urcerfainty aveidance ten-
dencies dislike and will avoid ambiguity whenever possible. The research found that
many people in Israel, Austria, Japan, Italy, Columbia, France, Peru, and Germany
tend to aveid uncertainty whenever possible.

The fourth dimension of cultural values is goal orientation. In this context, goal
orientation is the manner in which people are motivated to work toward different
kinds of goals. One extreme on the goal orientation continuum is aggressive goal
beharior. People who exhibit aggressive goal behaviors tend to place a high premium
on material possessions, money, and assertiveness. On the other hand, people who
adopt passive goal behavior place a higher value on social relatonships, quality of
life, and concern for others. According to the research, many people in Japan tend
to exhibit relatively aggressive goal behaviors, whereas many people in Germany,
Mexico, Italy, and the United States reflect moderately aggressive goal behaviors.
People from the Netherlands and the Scandinavian countries of Norway, Sweden,
Denmark, and Finland all tend o exhibit relatively passive goal behaviors.

A fifth dimension is called ime orientation. Time orientation is the extent to which
members of a culture adopt a long-term versus a short-term outlook on work, life, and
other elements of society. Some cultures, such as Japan, Hong Kong, Taiwan, and South
Korea, have a longer-berm orientation. One implication of this orientation is that peo-
ple from these cultures ave willing to accept that they may have to work hard for many
vears before achieving their goals. Other cultures, such as Pakistan and West Africa,
are more likely to have a short-term orientation. As a result, people from these cultures
may prefer jobs that provide more immediate rewards. Research suggests that people
in the United States and Germany tend to have an intermediate time orientation. ™

eral factors will affect its international operations. Success in foreign markets will
largely depend on the ways a business responds to social and cultural forces (as de-
scribed previously) and economic, legal, and political barriers to international trade.

Economic Differences

Although cultural differences are often subtle, economic differences can be fairly pro-
nounced. As we discussed in Chapter 1, in dealing with mixed-market economies
like those of France and Sweden, firms must know when—and to what extent—the
government is involved in a given industry. The French government, for instance, is
heavily involved in all aspects of airplane design and manufacturing. The impact of
economic differences can be even greater in planned economies such as those of China
and Vietnam, where the government owns and operates many fackors of production.
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Legal and Political Differences

Governments can affect international business in many ways. They can set conditions for
doing business within their borders and even prohibit deing business altogether. They
can control the flow of capital and use tax legislation to discourage or encourage actHvity
in a given industry. They can even confiscate the property of foreign-owned companies.
In this section, we discuss some of the more common legal and political issues in inter-
national business: quotas, tarifs, and subsidies; local content lows; and busimess practice lows.

Quotas, Tariffs, and Subsidies Even free market economies, such as
the United States, have some quotas or tariffs, both of which affect prices and quanti-
Hes of Foreign-made products. A guota restricts the number of products of a certain
type that can be imported and, by reducing supply, raises the prices of those imports.
The United States has imposed quotas on ice cream and timber: Belgian ice-cream
makers can't ship more than 922,315 kilograms to the United States each year, and
Canada can ship no more than 14.7 billion board feet of softwood Hmber per year.
Cuotas are often determined by treaties. Better terms are often given to friendly trad-
ing partners, and quotas are typically adjusted to protect domestic producers.

The ultimate quota is an embarge, a government order forbidding exportation or
importation of a particular product—or even all products—from a specific country.
Many nations control bacteria and disease by banning certain agricultural products.
Since the days of the Cold War, the United States had an embargo against Cuba, and
it wasn't untl 2015 that this embargo started to be lifted. The United States also has
embargoes against trade with Libya, Iran, and North Korea. When the United States
imposes an embargo, it means that US. Hrms can't invest in these countries, and
their products can't legally be spld in US. markets.

Tariffs are taxes on imported products. They raise the prices of imports by mak-
ing consumers pay not only for the products but also for tariff fees. Tariffs take two
forms: revenue and protectionist. Revenue tariffs are imposed to raise money for
governments, but most tariffs, called protectionist tariffs, are meant to discourage
partcular imports. Did you know that firms that import ironing-board covers into
the United States pay a 7 percent tariff on the price of the product? Firms that import
women's athletic shoes pay a flat rate of $0.90 per pair plus 20 percent of the product
price. Such fgures are determined through a complicated process designed to put
foreign and domestic Hrms on competitive footing (that is, to make the foreign goods
cost about the same as the domestic goods).

Cuotas and tariffs are imposed for numerous reasons. The US. government aids
domestic automakers by restricting the number of Japanese cars imported into this
country. Because of national security concerns, we limit the export of technology (for
example, computer and nuclear technology to China). The United States isn't the only
country that uses tariffs and quotas. To protect domestc firms, Italy imposes high tariffs
on eleckronic goods. As a result, Asian-made DVD players ave very expensive in Ialy.

A subsidy is a government payment to help a domestic business compete with
foreign firms. They're actually indirect tariffs that lower the prices of domestic goods
rather than raise the prices of foreign goods. For example, many European govern-
ments subsidize farmers to help them compete against U.S. grain imports.

The Protectionism Debate In the United States, protectionism, the
practice of protecting domestic business at the expense of free market competition,
is controversial. Supporters argue that tariffs and quotas protect domestc Hrms and
jobs as well as shelter new industries until they're able to compete internationally.
They contend that we need such measures to counter steps taken by other nations.
During the 2012 London Olympics, critics were outraged when it was discovered
that Ralph Lauren, provider of official U.5. team uniforms, had outsourced the pro-
ducton of those uniforms to firms in China. These critics charged that the jobs of
making the uniforms should have gone to US. workers. On the other hand, Ralph
Lauren pointed out that the uniforms would have cost a lot more if they had been
made in the United States. Other advocates justify protectionism in the name of
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national security. A nation, they argue, must be able to produce efficiently the goods
needed for survival in case of war.

Critics cite protectionism as a source of friction between nations. They also charge
that it drives up prices by reducing competition. They maintain that although jobs
in some industries would be lost as a result of free trade, jobs in other industries
(for example, electronics and automobiles) would be created if all nations abandoned
protectonist tactics.

Protectionism sometimes takes on almost comic proportions. Neither Europe nor
the United States grows bananas, but both European and U.S. firms buy and sell ba-
nanas in foreign markets. Problems arose a few years ago when the EU put a quota
on bananas imported from Latin America, a market dominated by two U.S. firms,
Chiquita and Dole, to help firms based in current and former European colonies in
the Caribbean. To retaliate, the United States imposed a 100 percent tariff on certain
luxury products imported from Europe, including Louis Vuitton handbags, Scottish
cashmere sweaters, and Parma ham.

Local Content Laws Many countries, including the United States, have
lecal content laws, requirements that products sold in a country be at least partly
made there. Firms seeking to do business in a country must either invest there directly
or take on a domestic partner. In this way, some of the profits from doing business in
a foreign country stay there rather than flow out to another nation. In some cases, the
partnership arrangement is optonal but wise. In Mexico, for instance, Radio Shack
de México is a jeint venture owned by Tandy Corporation (49 percent) and Mexico's
Grupo Gigante (51 percent). This allows the retailer o promote a strong Mexican
identity; it also makes it easier to address certain import regulations that are easier
for Mexican than for U.S. firms. Both China and India currently require that when a
foreign firm enters into a joint venture with a local firm, the local partner must have
the controlling ownership stake.

Business Practice Laws Many businesses entering new markets en-
counter problems in complying with stringent regulations and bureaucratic obsta-
cles. Such practices are affected by the business practice laws by which host coun-
tries govern business practices within their jurisdictions. As part of its entry strategy
in Germany several years ago, Walmart had to buy existing retailers rather than open
brand-new stores because, at the time, the German government was not issuing new
licenses to sell food products. Walmart also was not allowed to follow its normal
practice of refunding price differences on items sold for less by other stores because
the practice is illegal in Germany. In addition, Walmart had to comply with business-
hour restrictions: Stores can’t open before 7:00 a.m., must close by 8:00 p.s. on week-
nights and 400 p.m. on Saturday, and must remain closed on Sunday. After a fow
vears, Walmart eventually decided its meager profits in Germany didn’t warrant the
effort it required to generate them and closed all of its stores there.

Sometimes, a legal—even an accepted—practice in one country is illegal in an-
other. In some South American countries, for example, it is sometimes legal to bribe
business and government officials. These bribe are generally called “expediting fees”
or something similar. The existence of cartels, associations of producers that con-
trol supply and prices, also gives tremendous power to some nations, such as those
belonging to the Organization of Petroleum Exporting Countries (OPEC). US. law
forbids both bribery and cartels.

Finally, many (but not all) countries forbid dumping, selling a product abroad for
less than the cost of production at home. US. antidumping legislation sets two con-
ditions for determining whether dumping is being practiced:

1 Products are being priced at “less than fair value.”
2 The result unfairly harms domestic industry.

Just a few vears ago, the United States charged Japan and Brazil with dumping
steel at prices 70 percent below normal value. To protect local manufacturers, the
U.S. government imposed a significant tariff on steel imported from those countries.
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_summary of learning objectives

OBJECTIVE 4-1

Discuss the rise of international business and describe the major world
marketplaces, trade agreements, and alliances. (pp. 108-113)

Importing and exporting products from one country to another greatly increases the variety of
products available to consumers and businesses. Several forces have combined to spark and
sustain globalization. Governments and businesses have become aware of the potential for
higher standards of living and increased profits. New technologies make international travel,
communication, and commerce faster and kess expensive. In addition, some companies expand
into foreign markets just to keep up with their competitors.

Morth America, Europe, and Pacific Asia represent three geographic clusters that are the
major marketplaces for international business activity. These major marketplaces include rela-
tively more of the upper-middle-income and high-income nations but relatively few low-income
and low-middle-income countries.

Trade treaties are legal agreements that specify how countries will work together to support
international trade. The most significant treaties are (1) the North American Free Trade Agreement
(NAFTAJ, (2) the Evropenn Limon (ELL, (3) the Association of Southerst Asian Nofions (ASEAN),
and {4} the General Agreement on Tariffs and Trade (GATT L

OBJECTIVE 4-2

Explain how differences in import—export balances, exchange rates, and
foreign competition determine the ways in which countries and businesses respond
to the imternational environment. (pp. 113-119)

Economists use two measures to assess the balance between imports and exports. A nation's
balance of trade is the total economic value of all products that it exports minus the total eco-
nomic value of all products that it imports. When a country’s imports exceed its exports, it
has a negative balance of trade and it suffers a trade deficit. A positive balance of trade comars when
exports exceed imports, resulting in a trade surplus.

The balzrce of pryments refers to the flow of money into or out of a country. Payments
for imports and exports, money spent by tourists, funding from foreign-aid programs, and
proceeds from currency transactions all contribute to the balance of payvments.

Exchange rates, the rates at which cne nation’s currency can be exchanged for that of an-
ather, are a major influence on international trade. Most countries use floating exchange rates,
in which the value of one currency relative to that of another varies with market conditions.

Countries export what they can produce better or less expensively than other countries and
use the proceeds to impert what they can't produce as effectively:. Economists once focused on
twio forms of advantage to explain international trade: alsolute advantage and comparatioe ad-
mantage. Today, the theory of national competitive admantage s a widely accepted model of why
nations engage in international trade. According to this theory, comparative advantage derives
from four conditions: (1) factor of production conditions, (2) demand conditions, (3) related and
supporting industries, and (4) strategies, structures, and rivalries.

OBJECTIVE 4-3

Discuss the factors involved in deciding to do business internationally and
in selecting the appropriate levels of international involvement and international
organizational structure. (pp. 118-123)

Several factors enter into the decision to go international. A company wishing to sell products
in foreign markets should consider the following questions: (1) Is there a demnand for its prod-
ucts abroad? (2) If so, must it adept those products for international consumption? Companies
may also go international through outsourcing and offshoring.

After deciding to go international, a firm must decide on its level of involvement. Several
levels are possible: (1) exporters and importers, (2) intermatiomal firms, and (3) multinational firms.
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Different levels of involvement require different kinds of crganizational structure. The spec-
trum of international organizational strategies includes the following: (1) independent agents,
(2} licemsing arrangements, (3] branch offices, (4) atrategic ailiances (or joint ventures), and (5) foreign
direct inpestment (FOI). Independent agents are foreign individuals or organizations that rep-
resent an exporter in foreign markets. Another option, licensing arrangements, represents a
contract under which one firm allows another to use its brand name, operating procedures, or
proprietary technology. Companies may also consider establishing a branch office by sending
managers overseas to set up a physical presence. A strategic alliance comurs when a company
seeking international expansion finds a partner in the country in which it wishes to do busi-
ness. Finally, FIN is the practice of buving or establishing tangible assets in another country:

OBJECTIVE 4-4
Elpt-ﬂiﬂ the role and importance of the cultural environment in international
business. {pp. 123-125)

A country’s culture includes all the values, symbols, beliefs, and language that guide behaw-
ior. Cultural values and beliefs are often unspoken; they may even be taken for granted by
those whe live in a particular country. Cultural factors do not necessarily cause problems
for managers when the cultures of two countries are similar. Diifficulties can arise, how-
ever, when there is little overlap between the home culture of a manager and the culture of
the country in which business is to be conducted. Cultural differences between countries
can have a direct impact on business practice. Some cultural differences between countries,
such as the meaning of time, can be even subtler and yet have a major impact on business
activities. Language itself can be an important factor. Beyond the obvious and clear barriers
posed by people who speak different languages, subtle differences in meaning can also play
a majpor role.

Managers in international business also have to understand that there are differences in
what motivates people in different cultures. Soctal orientation is a person’s beliefs about the
relative importance of the individual versus groups to which that person belongs. A second
important dimension is power crientation, the beliefs that people in a culture hold about the
appropriateness of power and authority differences in hierarchies, such as business organiza-
tions. Uncertainty orientation is the feeling individuals have regarding uncertain and ambigu-
ous situations. Goal orientation is the manner in which people are motivated to work toward
different kinds of goals. Time orientation is the extent to which members of a culture adopt a
long-term versus a short-term outlook on work, life, and other elements of society.

OBJECTIVE 4-5
Describe some of the ways in which economic, legal, and political differences
among nations affect international business. (pp. 126-120)

Economic differences among nations can be fairly pronounced and can affect businesses in a
variety of ways. Common legal and political issues in international business include guotas;
tariffs, subsidies, local content lmrs, and business practice laws. Chuotas restrict the number of cer-
tain products that can be impaorted into a country, and a tariff is a tax that a country imposes on
imported products. Subsidies are government payments to domestic companies to help them
better compete with international companies. Another legal strategy to support a nation's
businesses is implementing local content laws that require that products sold in a country
be at least partially made there. Business practice laws control business activities within their
jurisdiction and create obstacles for businesses trying to enter new markets.

The term protectionism describes the practice of protecting domestic businesses at the ex-
pense of free market competition. Although some economists argue that legal strategies such
as quotas, tariffs, and subsidies are necessary to protect domestic firms, others argue that pro-
tecticnism ultimately hurts consumers because of the resulting higher prices.

A final obstacle to international business is that business practices that are legal in one
country may not be legal in another. Bribery, the formation of cartels, and dumping are forbid-
den in the United States, but legal in other countries, which is challenging for U.5. companies
trying to enter some foreign markets.
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QUESTIONS FOR REVIEW

o 4L
17,

43
44

What are the advantages and disadvantages of
globaliration?

What are the three possible levels of involvement in
international business? Give examples of each.

What are the elements of national competitive advantage?
Drescribe the five international organizational structures.

QUESTIONS FOR ANALYSIS

4-5.

4-6.

o L7

List all the major items in your bedmom, including fur-
nishings, and identify the country in which each item
was made. Develop a hypothesis about why each prod-
uct was made in the United States or abroad.

Describe the United States in terms of the five cultural
orientations,

Do you support protectionist tariffs for the United States?
If 50, in what mstances and for what reasons? If not, why?

o 48,

Dio you think that a firm operating internationally is bet-
ter advised to adopt a single standard of ethical conduct
or to adapt to local conditions? Under what kinds of con-
ditions might each approach be preferable?

APPLICATION EXERCISES

4-9. The World Bank uses per-capita income to make distine-

410,

tions among countries. Use Web or database research to
identify at least three countries in the following catego-
ries for last year: high-income countries, upper-middle-
income countries, lower-middle-income countries, and
lower-income countries. In addition, identify the source
of the data that you used to draw these conclusions.
China is one of the fastest-growing markets in the world.
Lise Web or database research to uncover how to best de-
scribe China according to the five cultural dimensions.
Cite the sources for your information.

building a business: continuing team exercise

Assignment

Meet with your team members and discuss your new business
venture within the context of this chapter. Develop spedific re-
sponses to the following:

411,

Are you likely to acquire any of your materials, products,
or services from abmad? Why or why not?

4-11. Are there likely to be any export opportunities for your

products or services? Why or why not? If you are able to
export your product, will it need to be adapted to sell in

foreign markets?

4-13. To what extent, if any, will vour new venture be affected

by social and cultural differences, economic differences,
and/or legal and political differences across cultures?




