6. Name some products that you believe have passed
through the four stages of the international product life
cycle.

7. Use Porter's Diamond Medel of national advantage
to explain why an emerging market such as Indone-
sia would be expected to experience great difficulty
in achieving global competitiveness in a new industry
sector such as “smart” cell phones or hybrid electric-
gasoline automobile engines.

(@Y e asteil slobalEDGE. msu.edu

~the: globalEDGE" site (http//gtobalEDGE.msu.edu/) to:
{ omplete the following exerclses

AT Kearney's annual Global Serwces Location Index
(6SLI) evaluates the attractiveness of countries as an
offshore destination. Locate the most recent study, and
prepare a short report addressing the following ques-

“tions: How is the Global Services Location Index cal-
culated? Accordin ranking, which 10 countries
are the: best destmatlons for. providing outsourcmg

Minicase: Can Brazil Become alefQ’bfaﬁl Compe’titor‘ih th‘ve?
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8. What are the different components of foreign invest-
ment? Why has the distinction between them begun to
blur in recent years?

9. How has the level and direction of FDI changed over
the past two to three decades, both overall and in
terms of annual outflows and inflows? Why would this
information be of relevance to managers?

10. According to theories presented in this chapter, why
do companies engage in foreign direct investment?

Research Task

activities? Why' do- you think these countries are
attractive as potential location for offshore services?

2. -You are working at-an-automotive company thatis cur-
rently-searching for new opportunities for investment
in-.emerging-countries. Visit the FO/.netweb portal, and
find: potential investment oaportun'rties in the automo-
tive sector. In which countries ‘are the opportunities

being offered? Select one of these opportunities and

prepare a brief report summarizing what it entails.

Information Technology Outsourcing Busin

As the world becomes increasingly dependent on informa-
tion- technology (IT) products and- services, -the giobal IT
outsourcing industry has expanded rapidly. Driven by, global
competitive pressures to reduce costs and focus on core
_ competencies, corporations of all sizes have chosen 0 out-
source and offshore many of their IT services. As a result, off-
shoring of IT services has been growing at a 40 to 50 percent
compounded annual rate. Worldwide, India has established
a-strong leadership position in the IT outsourcing market,
accounting for. the largest share among ceuntries. How-
ever, challenges have begun to emerge for India’s IT sector,
.. including increasing labor costs, inadequate physical infra-
“structure, and a.daunting government bureaucracy, among
_ other factors. Many nations, particularly emerging markets in
Asia, Latin America, and eastern Europe, have been attempt-
‘ing-to capture a share of the IT offshoring business because
itis seen as a source:of skilled jobs and a basis for improving
overall economic development.
Although many people would associate the country with
soccer or samba, Brazil has emerged as a global competitor
in a range of sophisticated technology sectors. Now, Brazil
has launched an active campaign to build a strong interna-
tional competitive position in the 1T offshoring business, try-
ing to attract business that might otherwise be going to these
other nations or regions.

International Trade and Foreign Direct Investment

Brazil's IT outsourging sector is small relative to India’s,
but strong growth is projected based on the country’s strengths
along several dimensions. As the 5th largest country and 11th
most powerful economyin the world, Brazil has a sophisticated
telecommunications and network services -infrastructure,
one that has been rated higher than India or China on such
key measures as network availability. Brazil has a tradition of
strong engineering schools, capable of producing high-quality
technical graduates. With nearly 300,000 people employed in
IT services, the size of Brazil's domestic market for IT services
is comparable to that of world-leading India, although a much
smaller level.of IT services are exported. The country has one
of the world’s most automated and sophisticated banking sec-
tors and a dynamic domestic marketplace for IT software and
support services. Brazil also offers a large base of affordable
real estate for establishing corporate operations. Brazilian
wage rates are about 40 percent of those for comparable hourly
positions in the United States.. Employee turnover is only about
20 percent, versus-the 40 percent rate that has been plagu-
ing Indian IT companies. Total operating costs, which include
labor, infrastructure costs, corporate taxes and incentives,
are lower than competitors from most competing low-wage
and moderate to-high wage nations. Brazil also boasts only
a single time zone difference to the East Coast of the United
States and four time zones for the U.S. West Coast and parts of
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Europe. This minimal time zone difference provides Brazil with
an advantage compared to competitors in China or India in
terms of ease of access and coordination with clients and the
offshore project support teams. Brazilian business practices,
culture, and values are more Westernized than is common for
nations such as india and China, which can facilitate shared
understanding and effectiveness of working relationships
with companies in the United States and western Europe.
“The countries share many cultural references—music, mov-
ies, television shows, etc. You wouldn’t have to explain who
Mickey Mouse is to a Brazilian, but that may not necessarily
be the case when it comes to somebody from India,” explained
Carlos Diaz, a vice president for Metad. “Outsourcing is not
just about completing a project; it is also about having a rela-
tionship with a vendor that you know and trust This becomes
much trickier when your outsourcing partner has different cul-
tural sensibilities and is on the other side of the world,” says
Antonio Gil, Chairman of the Brazilian Association of Software
and Services Export Companies. As Peter Bendor-Samuel,
CEO of Everest, says, “Yes' in Brazil typically means ‘yes. In
India, it may mean ‘no.” Encouraged by strengths such as
these, companies such as Accenture, Hewlett-Packard, Elec-
tronic Data Systems, Whirlpool, Gap Inc., and IBM have been
expanding their offshoring activities in Brazil. In late 2010, IT
consultancy CapGemini announced an investment of $298
million into CPM Braxis, a Brazilian IT service provider, in an
effort to wrest leadership away from its other global competi-
tors. Even competitors from India, such as Tata Consultancy
Services, Infosys, and Wipro, have begun to aggressively
expand into Brazil.

Despite the country’s many strengths, Brazil also has
some limitations. For example, underinvestment in electrical
generation could make the country prone to the brownout
and blackout problems that have plagued other emerging
markets, including India. The Portuguese-speaking Brazil-
jan population has also been characterized as being weak
in terms of English-language skills, and there is a shortage
of international experience among Brazilian technical and
managerial ranks, which could be problematic for multina-
tionals hoping to set up operations there. Only 7 percent of
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the population of nearly 190 million people has a university
degree, and Brazil also suffers from a somewhat cumber-
some regulatory climate, including inflexible labor laws, as
well as a currency that has been prone to fluctuations over
the past several decades. Even with wage inflation in India
and China, Brazil's labor costs remain 30 to 40 percent higher.
Brazil also has problems in terms of crime and social inequal-
ity, especially in big urban centers such as Rio de Janeiro
and Sao Paulo.

Questions:

1. Use the theories of international trade and investment
that have been presented in this chapter to help explain
Brazil's intentions and actions regarding the international
information technology sector.

2. What recommendations would you give to the Brazil-
jan government and its outsourcing industry in order to
improve their prospects for success in building a strong
international competitive position in the information tech-
nology outsourcing business?

Sources: Diana Farrell, Martha Laboissiere, and Bruno
Pietracci, “Assessing Brazil's Offshoring Prospects,” The
McKinsey Quarterly, 2007 (special edition: Shaping a New
Agenda for Latin America), pp. 7-9; Todd Benson, “Brazil
Aims to be Outsourcing Giant,” International Herald Tribune,
May 18, 2005, v finor i lusaliiihan
cessurcooshe (May 10, 2011); Marco Silva, “Brazil as an
Outsourcing Destination,” v soairiingins Ve
5o (May 10, 2011); Gina Ruiz, “Brazil Seeks
Outsourcing  Dominance,” T T T R AT SRS

a3l P i (May 10, 2011); Stephanie Overby,
“Qutsourcing: Brazil Blossoms as IT Services Hub,” CIO,
September 8, 2010, cepre ek Y AR
Girmri Biosgeirs :+ (May 10, 2011); and
Antonio Regalado, “Soccer, Samba and Outsourcing?” The
Wall Street Journal, January 25, 2007, v o0

s P cupt mavibe . (May 10, 2011).
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