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PREFACE

It is now two decades since I began work on the first edi-
tion of International Business: Competing in the Global
Marketplace. By the third edition the book was the most
widely used international business text in the world.
Since then its market share has only increased. I attri-
bute the success of the book to a number of goals I set for
myself when I embarked on the first edition of the book.
Specifically, I wanted to write a book that (1) was com-
prehensive and up-to-date, (2) went beyond an uncriti-
cal presentation and shallow explanation of the body of
knowledge, (3) maintained a tight, integrated flow be-
tween chapters, (4) focused on managerial implications,
and (5) made important theories accessible and interest-
ing to students.

Over the years, and through eight additional editions, I
have worked hard to adhere to these goals. It has not al-
ways been easy. An enormous amount has happened over
the past two decades, both in the real world of economics,
politics, and business and in the academic world of theory
and empirical research. Often I have had to significantly
rewrite chapters, scrap old examples, bring in new ones,
incorporate new theory and evidence into the book, and
phase out older theories that are increasingly less relevant
to the modern and dynamic world of international busi-
ness. That process continues in the current edition. As
noted below, there have been significant changes in this
edition, and that will no doubt continue to be the case in
the future. In deciding what changes to make, I have been
guided not only by my own reading, teaching, and research,
but also by the invaluable feedback I receive from profes-
sors and students around the world who use the book, from
reviewers, and from the editorial staff at McGraw- Hill. My
thanks go out to all of them.

COMPREHENSIVE AND UP-TO-DATE

To be comprehensive, an international business text-
book must:
e Explain how and why the world’s countries differ.

e Present a thorough review of the economics and
politics of international trade and investment.

e Explain the functions and form of the global
monetary system.

e Examine the strategies and structures of interna-
tional businesses.

e Assess the special roles of an international busi-
ness’s various functions.

I have always endeavored to do all of these things in
International Business. In my view, many other texts paid
insufficient attention to the strategies and structures of
international businesses and to the implications of inter-
national business for firms’ various functions. This omis-
sion has been a serious deficiency. Many of the students
in these international business courses will soon be
working in international businesses, and they will be ex-
pected to understand the implications of international
business for their organization’s strategy, structure, and
functions. This book pays close attention to these
issues.

Comprehensiveness and relevance also require cover-
age of the major theories. It has always been my goal to
incorporate the insights gleaned from recent academic
work into the text. Consistent with this goal, over the
last eight editions I have added insights from the follow-
ing research:

¢ The new trade theory and strategic trade policy.

e The work of Nobel Prize-winning economist
Amartya Sen on economic development.

e The work of Hernando de Soto on the link
between property rights and economic
development.

e Samuel Huntington’s influential thesis on the
“clash of civilizations.”

e The new growth theory of economic develop-
ment championed by Paul Romer and Gene
Grossman.

e Empirical work by Jeffrey Sachs and others on the
relationship between international trade and eco-
nomic growth.

e Michael Porter’s theory of the competitive advan-
tage of nations.

e Robert Reich’s work on national competitive
advantage.

e The work of Nobel Prize-winner Douglass North
and others on national institutional structures
and the protection of property rights.

e The market imperfections approach to foreign
direct investment that has grown out of Ronald
Coase and Oliver Williamson’s work on
transaction cost economics.

e Christopher Bartlett and Sumantra Ghoshal’s
research on the transnational corporation.



e The writings of C. K. Prahalad and Gary Hamel
on core competencies, global competition, and
global strategic alliances.

e [nsights for international business strategy that
can be derived from the resource-based view of
the firm.

In addition to including leading-edge theory, in light
of the fast-changing nature of the international business
environment, every effort is being made to ensure that
the book is as up-to-date as possible when it goes to press.
Much has happened in the world since the first edition of
this book was published in 1993. The Uruguay Round of
GATT negotiations was successfully concluded and the
World Trade Organization was established. In 2001 the
WTO embarked upon another major round of talks
aimed to reduce barriers to trade, the Doha Round. The
European Union moved forward with its post-1992
agenda to achieve a closer economic and monetary
union, including the establishment of a common cur-
rency in January 1999. The North American Free Trade
Agreement passed into law. The former Communist
states of Eastern Europe and Asia continued on the road
to economic and political reform. As they did, the eu-
phoric mood that followed the collapse of communism in
1989 was slowly replaced with a growing sense of realism
about the hard path ahead for many of these countries.
The global money market continued its meteoric growth.
By 2009 more than $2 trillion per day was flowing across
national borders. The size of such flows fueled concern
about the ability of short-term speculative shifts in global
capital markets to destabilize the world economy. The
World Wide Web emerged from nowhere to become the
backbone of an emerging global network for electronic
commerce. The world continued to become more global.
Several Asian Pacific economies, including most notably
China, continued to grow their economies at a rapid rate.
Qutsourcing of service functions to places such as China
and India emerged as a major issue in developed Western
nations. New multinationals continued to emerge from
developing nations in addition to the world’s established
industrial powers. Increasingly, the globalization of the
world economy affected a wide range of firms of all sizes,
from the very large to the very small.

Also, unfortunately, in the wake of the terrorist at-
tacks on the United States that took place on Septem-
ber 11, 2001, global terrorism and the attendant
geopolitical risks emerged as a threat to global economic
integration and activity.

Reflecting this rapid pace of change, in this edition of
the book I have tried to ensure that all material and sta-
tistics are as up-to-date as possible as of 2009. However,
being absolutely up-to-date is impossible because change
is always with us. What is current today may be outdated
tomorrow. Accordingly, I have established a home page
for this book on the World Wide Web at www.mhhe.
com/hill. From this home page the reader can access
regular updates of chapter material and reports on topi-
cal developments that are relevant to students of inter-
national business. I hope readers find this a useful
addition to the support material for this book.

BEYOND UNCRITICAL
PRESENTATION AND SHALLOW
EXPLANATION

Many issues in international business are complex and
thus necessitate considerations of pros and cons. To
demonstrate both sides of issues to students, I have ad-
opted a critical approach that presents the arguments for
and against economic theories, government policies,
business strategies, organizational structures, and so on.

Therefore, [ have attempted to explain the complexi-
ties of the many theories and phenomena unique to in-
ternational business so the student might fully
comprehend the statements of a theory or the reasons a
phenomenon is the way it is. [ believe these theories and
phenomena are explained in more depth in this book
than they are in competing textbooks, the rationale be-
ing that a shallow explanation is little better than no
explanation. In international business, a little knowl-
edge is indeed a dangerous thing.

INTEGRATED PROGRESSION
OF TOPICS

A weakness of many texts is that they lack a tight, inte-
grated flow of topics from chapter to chapter. This book
explains to students in Chapter 1 how the book’s topics
are related to each other. Integration has been achieved
by organizing the material so that each chapter builds on
the material of the previous ones in a logical fashion.

Part One

Chapter 1 provides an overview of the key issues to be
addressed and explains the plan of the book.
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Part Two

Chapters 2 and 4 focus on national differences in political
economy and culture, and Chapter 5 on ethical issues in
international business. Most international business text-
books place this material at a later point, but I believe it is
vital to discuss national differences first. After all, many of
the central issues in international trade and investment,
the global monetary system, international business strategy
and structure, and international business operations arise
out of national differences in political economy and cul-
ture. To fully understand these issues, students must first
appreciate the differences in countries and cultures. We
discuss ethical issues at this juncture primarily because
many ethical dilemmas flow out of national differences in
political systems, economic systems, and culture.

Part Three

Chapters 6 through 9 investigate the political economy of
international trade and investment. The purpose of this
part is to describe and explain the trade and investment
environment in which international business occurs.

Part Four

Chapters 10 through 12 describe and explain the global
monetary system, laying out in detail the monetary
framework in which international business transactions
are conducted.

Part Five

In Chapters 13 through 15 attention shifts from the en-
vironment to the firm. Here the book examines the
strategies and structures that firms adopt to compete ef-
fectively in the international business environment.

Part Six

In Chapters 16 through 20 the focus narrows further to
investigate business operations. These chapters explain
how firms can perform their key functions—manufac-
turing, marketing, R&D, human resource management,
accounting, and finance—to compete and succeed in
the international business environment.

Throughout the book, the relationship of new mate-
rial to topics discussed in earlier chapters is pointed out
to the students to reinforce their understanding of how
the material comprises an integrated whole.

FOCUS ON MANAGERIAL
IMPLICATIONS

[ have always believed that it is important to show stu-
dents how the material covered in the text is relevant to

the actual practice of international business. This is ex-
plicit in the later chapters of the book, which focus on
the practice of international business, but it is not al-
ways obvious in the first half of the book, which consid-
ers many macroeconomic and political issues, from
international trade theory and foreign direct investment
flows to the IMF and the influence of inflation rates on
foreign exchange quotations. Accordingly, at the end of
each chapter in Parts Two, Three, and Four—where the
focus is on the environment of international business, as
opposed to particular firms—a section titled “Implica-
tions for Managers” clearly explains the managerial im-
plications of the material discussed in the chapter. For
example, Chapter 6, “International Trade Theory,” ends
with a detailed discussion of the various trade theories’
implications for international business management.

In addition, each chapter begins with a case that il-
lustrates the relevance of chapter material for the prac-
tice of international business. Chapter 2, “National
Differences in Political Economy,” for example, opens
with a case that profiles the economy of Poland.

[ have also added a closing case to each chapter.
These cases are also designed to illustrate the relevance
of chapter material for the practice of international busi-
ness. The closing case for Chapter 2, for example, looks
at Indonesia’s economy.

Another tool that | have used to focus on managerial
implications is a Management Focus box. There is at
least one Management Focus in each chapter. Like the
opening case, the purpose of these boxes is to illustrate
the relevance of chapter material for the practice of
international business. The Management Focus in
Chapter 2, for example, looks at how Starbucks has been
able to enforce its trademark in China. This box illus-
trates the important role that national differences in the
protection of intellectual property rights can play in
international business.

ACCESSIBLE AND INTERESTING

The international business arena is fascinating and ex-
citing, and [ have tried to communicate my enthusiasm
for it to the student. Learning is easier and better if the
subject matter is communicated in an interesting, infor-
mative, and accessible manner. One technique I have
used to achieve this is weaving interesting anecdotes
into the narrative of the text—stories that illustrate the-
ory. The opening cases and focus boxes are also used to
make the theory being discussed in the text both acces-
sible and interesting.

Each chapter has two kinds of focus boxes—a Man-
agement Focus box (described above) and a Country Fo-
cus box. Country Focus boxes provide background on
the political, economic, social, or cultural aspects of
countries grappling with an international business issue.



In Chapter 2, for example, one Country Focus box dis-
cusses how the economy of Venezuela has performed un-
der the leadership of Hugo Chavez.

WHAT’'S NEW IN THE 9TH EDITION

The success of the first eight editions of International
Business was based in part upon the incorporation of
leading-edge research into the text, the use of the up-to-
date examples and statistics to illustrate global trends
and enterprise strategy, and the discussion of current
events within the context of the appropriate theory.
Building on these strengths, my goals for this revision
have been threefold:

1. To incorporate new insights from recent scholarly
research wherever appropriate.

2. To make sure the content of the text covers all
appropriate issues.

3. To make sure the text is as up-to-date as possible
with regard to current events, statistics, and
examples.

As part of the overall revision process, changes have
been made to every chapter in the book. All statistics
have been updated to incorporate the most recently
available data. New examples, cases, and boxes have
been added and older examples updated to reflect new
developments. Almost all of the chapter opening and
closing cases are new to this edition. New material has
been inserted wherever appropriate to reflect recent
academic work or important current events.

Most notably for this edition, detailed discussion of the
global financial crisis that occurred in 2008 and 2009, and
its implications for international business, has been added to
many chapters. For example, Chapter 7 opens with a case
that discusses the impact of the global financial crisis on
attitudes toward protectionism in many countries. Simi-
larly, Chapter 11 closes with a case that profiles how the
global financial crisis triggered economic turmoil and a
currency crisis in Latvia.

Elsewhere, Chapter 7 has been updated to discuss
progress on the current round of talks sponsored by the
WTO aimed at reducing barriers to trade, particularly in
agriculture (the Doha Round). Chapter 8 now discusses
the slump in foreign direct investment flows that took
place in 2008 and 2009, and explains how the global fi-
nancial crisis of 2008 contributed to it. Chapter 10 dis-
cusses the weakness in the U.S. dollar between 2004 and
2008, and its paradoxical rebound in late 2008 in the
midst of a severe financial crisis in the United States
and elsewhere. And so on.

Preface xxiii

ACKNOWLEDGMENTS

Numerous people deserve to be thanked for their assis-
tance in preparing this book. First, thank you to all the
people at McGraw-Hill/Irwin who have worked with me
on this project:

Paul Ducham, Publisher

John Weimeister, Executive Editor

Megan Shultz, Developmental Editor

Jaime Halteman, Marketing Manager

Elizabeth Steiner, Marketing Coordinator

Denise Showers, Project Manager

Christine Vaughan, Lead Project Manager

Allison Souter, Media Project Manager

Debra Sylvester, Production Supervisor

Cara Hawthorne, Designer

Jeremy Cheshareck, Senior Photo Research

Coordinator

Second, my thanks go to the reviewers who provided
good feedback that helped shape this book.

Yeqing Bao, University of Alabama, Huntsville

Jacobus E Boers, Georgia State University

Ken Chinen, California State University,
Sacramento

Abiola O. Fanimokun, Pennsylvania State
University, Fayette

John Finley, Columbus State University
Michael Harris, East Carolina University
Anthony C. Koh, University of Toledo
Steve Lawton, Oregon State University
Ruby Lee, Florida State University
Joseph W. Leonard, Miami University
David N. McArthur, Utah Valley University
Sunder Narayanan, New York University
Eydis Olsen, Drexel University

Daria Panina, Texas A&M University
Hoon Park, University of Central Florida

Dr. Mahesh Raisinghani, Texas Women’s
University

Brian Satterlee, EAD, DBA, Liberty University
Michael Volpe, University of Maryland



Guided Tour

Cases, focus boxes, and exercises
throughout the book make theories
accessible and interesting and show
how theory relates to the practice of
international business.

National Differences in
Political Economy

LEARNING OBJECTIVES:

After reading this chapter you will be able t

Understand how the political systems of countries differ

Understand how the economic systems of countries differ.

Understand how the legal systems of countries differ.

Explain the implications for management practice of
nationaldifferencesin political economy.

The Polish Surprise

As the financial crisis of 2008 and 2009 unfolded, coun-
tries across Europe were hit hard. A notable exception
‘was Poland, whose economy grew by 1.5 percent during
2009, while every other economy in the European Union
contracted. How did Poland achieve this? The country
benefited from sound economic policy, a stable political
system, and some luck

In 1989, Poland elected its first democratic govern-
ment after more than four decades of Communist rule.
Since then, like manyother Eastern European countries,
Polandhas embraced market-based economic policies,
opened its markets to international trade and foreign
investment, and privatized many state-owned busi-
nesses. In 2004the countryjoined the European Union,
giving it easy access to the large consumer markets of
Wester Europe. Al thishelped transform Poland into a
majorexporter. Exports account foraboutd0 percent of
gross domestic product (in contrast, they account for
around 12 percent in the United States). As a conse-

quence, between 1989 and 200 Poland recorded the
highest sustained growth in the region. Real GDP
doubled over this period, compared to a 70 percent
increase in neighboring Slovakia and 45 percent in the
Caech Republic.

Poland’s govemment has alsobeen fiscallyconserva-
tive, keeping public debtin check, not allowing it o ex-
pandduringthe recession as many other counties did.
“This ledto investorconfidence in the country. Asa result
there was no largeoutflow of fundsduring the 2008—
2009 economic turmoil. Tres stands in stark contrast to
‘what happened in the Baltic states and Greece, where
investors pulled money out of those economies during
2008and 2009, driving theircurrenciesdown, raising the
cost of governmentdebt, and precipitating a fulkblown
economicerisis thatrequiredthe IMF and EU to stepin
with financialassistance.

land also got lucky. A tight monetary squeeze
in the early 2000s, which wasdesigned to curb inflation

| T .._
v e R "N‘h

WA

e o

and ease Poland's entry into the European Union,
headed off the asset price bubble, particularlysurging
home prices, that hurt so many other economies
around the world. Ironically, the Polish government had
been criticized for its tight monetary policy earlier in
the decade, butin 2008 and 2009 it servedthe country
well. Moreover, in 2009 Poland benefited from the eco-
nomic stimulus in neighboring Germany. A scheme to
boost demand for German automobile companies by
giving cash grants 1o people who exchanged old cars
fio new 0nes (8 “cash for chunkars™ program) helped
Poland because the country has several automobile
placits and wars seling many Gars and COmPonents to
Germany.

Noneofthisis to say that Poland is a modelstate, The
country still has substantial problems. Migrant workers
returing from Western Europe have swelled the ranks
of the unemployed. In 2009 unarmpkaymant hit 11 per-
cent. The tax system is complex and archaic. A study by

Opening Case

the World Bank put the Polish taxsystemat 151st outof
the 183 countries it surveyed. Extensive regulations can
stil make it difficult to do businessin Poland; the World
Bank ranked Poland 76th ineaseof doingbusiness. Even
after 20 years, the transition froma socialist economyto
a market-based system is still not complete and many
state-owned enterprises remain.

On the other hand, the Polish government has com-
mitted itself to changing much of this. Steps are being
taken to simplify tax laws, reducetax rates, andremove

e courry. An

Law
2009, which dramatically reduced the number of health,
labor, and tax conrois that companies had to comply
with, making it much easier to start a business in the

country, Alsa, 1, pinvatze
state-ownedenterprises thataccounted for 0.6 percent
of GDP in 2009, and those accounting for another
25 percentof GDPin 2010



-“ Part1

y Diflortrions

5. Read the Couniy Focus on Chaver's Veneauela,
answer the follo wing questions:
& Under Chaver’s leadership, wbat kind of
cconomicsystem is being put in place in
Vencauela?

Howwill the bigh level of public comuption

in Venezuelaimpact future growthrates?

Currently Venezuela is benefiting from a
in oil prices. i

&

y
political system?

How do you think tha Chavezs unilateral
changes to conteacts with foreign oil com-

panies willimpact future inveswmentby for-

cignersin Venezuela?

&

‘might ifo fromtheir

current high level?

£ In your estimation, what is the long-run
‘prognosis for the Veneauelan economy? Is
this a countey thatis atwactiveto intema-
tional businesses?

Research Task Wo¢°°F | g opa10ag0.msu.0an

National Differences i
Use the globalEDGE™ site 20 compiete the following

erercites:

Political Economy

Exeecita 1
The definition of words and political ideas can have dif-
ferent meanings in different contexts worldwide. In fact,
the Frsdom i the Wordsvey evlases thesmteof po-
litical righw and d. Provid
a descnpnm\ it y and a nl\.kmg (in terms of
“freedom”) of the world's leaders and laggards. What fac-
tors are wkeninto consideration in this survey?

Exeevize 2

One way that experts analyss conditions in emerping
maskets is thaough the use of econcemic indicatoes. The

CLOSING CASE

Indonesia—Asia's Stumbling Giant
Indonesia is a vast country. Its 220 million people are
spread outover some 17,000 islands that span an arc
3,200 miles long from Sumatra in the west to Irian
Jaya in the east. It is the world’s most populous Mus-
lim nation-—some 85 percent of the population count
themselves as Muslims-—but also one of the most eth-
nically diverse. More than SO0 Languages are spoken
in the country, andseparatists are active in a number
of provinces. For 30 yearsthe strong arm of President
Suharto held this sprawling nation together. Suharto
was a virtual dicwtor who was backed by the milimry
eswblishment. Under his rule, the Indonesian econ-

my grew steadily, but there was a cost. Suharto bru-
tallyrepressed intemal dissent. He was also famous for

Market Potential Index (MPL) is a yearly study con-
duted by the Michigan Sate University Centerfr
International Business Education and Research (M SU-
CIBER) to compare emerging markets on a variety of
dimensions. Provide a description of the indicators
used in the index. Which of the indicators would bave
greater impormnce for a company that markets laptop
computers? Considering the MP! rankings, which de-
veloping counies would you advise such & company to
enterfirst?

“crony capitalism,” using hiscommandof the political
systemto favor the businessenterprises of his support
ers and family.

In the end, Suharto was overmken by massive debts
that Indonesia had accumulated during the 1990s. In
1997, the Indonesian economy went into a wilspin. The
Intemnational Monemary Fund stepped in with a $43 bil-
lion rescue package. Whenit was revealed that much of
this money found its way into the personal coffers of
Suharto and his cronies, people tookto the streets in

protestand he was forced to resign.

Afes Subats, Indmest moved ey s g
ous democracy,culminating in October 2004 with the
i ilo Bambang Todboyono, e

@ Partl L

The Globalization of Health Care

I has long been thought that health care is one of the
industries least vulnerable to dislocation from globaliza-
tion. After all, like many service businesses, health caze
is normally delivered where it s purchased. Ho wever, for
some activities and procedures, this is row fast chang-
ing, The trend began with certain diagnostic procedures,
such as MRI scans. The United States has a shortage of
radiologists, the doctors who specialize in reading and
interpreing diagnostic medical images, including
Xrays, CT scans, MRI scans, and ultra Demand

400,000 were treatedin 2007, and where the local medi-
cal schoolsare consideredto be among thevery bestin
the world). Costs in these countries generally nm from
20 to 35percent of those inthe Unit
A number of factors are driving the globalization
trend. First there is the high cost of medical care in the
States, which is the source of the largest
‘number of patients. Then there is the fact that over
45 million Americans are unmsured and many more
are and

for radiologists has been growing t wice as e
ar which medical schools are graduating radiologists
with the skills and qualifications required to read medi-
cal images. This imbalance between supply anddemand
‘means that radiologisw are expensive; an American ra-
diologist can cam as much as $400,000 a year. In the
carly 20005 an Indian radilogist working at the
I Hospital, Dr. Sanjay , foun

igl
expensive procedures (although recent legilatin i
the United Srates should change this over the next
five years).Many of these people find it farcheaperto
fly abroad to get treatment. Third is the emergence of
high-quality private hospital chains in places such as
India and Singapore. Fourth, the rising costs of insur-
ing their workforces are starting to persuade some large
American companies to lookabroad. And ﬁmllv, some

a wayto deal with the shortage
g averthe Intemer o Tndis, where hey conld (S
terpreted by radiologists. This would reduce the
workload on Americas radiologists and alsocut costs. A
radiologist in India might earn one-tenth of hisor her

insurance ent
forforeign treatmentat iremationally sccredivedhos-
pitals. In 2008, for example, Actna, a large insurer,
launched a pilot scheme in partnership with Singapor-
can hospitals. Aetn strted to give Americans the op-

USS. counterpart. Plus, because India is on th
sideo the lobe, theimagescouldbe intepreed while
it was nighttime in the United States and be ready for
s asing Shnicb whe: He ot she vl for wock
the following morning.

Ll h| the fall of “nm. for example, Adrienne de
Forest of Calorado had hip megery in Chennad, Iodia,
while Texan Duvid Jores had triphe bypass mergeey in
New Delhi. Both patiests woen unimesred, Do Formst's
wamgeny cost $8,000, and Joews's cost $16,000 including
travel expenses. Hadthose operations been done inthe
United States, they would have cost $45,000 and
$250,000, respectively. Forrest and Jones are not alone;
in 2007 some 750,000 Americans traveled abroad for
‘medical treatment. The consulting company Deloitte is
forecasting the numbers to reach 10 million by 2012,
which would be worth about $21 billion to those na-
tions wherethe proceduresare performed.

Some might be worried about the quality of medical
care in other countries, but medical tourists typically go
to new hospitals, most of which are private, where
highly skilled physicians treat them, many of whom
‘wainedin the United States or Britain. The three largest
recipient countries of American patients are Mexico
(due to its proximity), India (where 450,000 were
treated in 2007), and Singapore (where more than

tion to have pr $20,000 or more in the
United States performedin Singapore, where thecom-
pany reckons that the quality of care is better than at
theaverage Americanhospital.!

Case Discussion Questions

1. What are the facilitating developments that have
allowed health careto start globalizing?

2. Who benefits from the globalization of health care?
Who are the losers?

3. Arethere any risks associated with theglobaliza-
tion of health care? Can these risks be mitigated?
How?

4. On balance, do you think that the globalization of
health care is a goodthing, ornot?

Source

G, Colvin, “Think Your Job Can't Be Sent to India’” Fortune,
December 13, 2004, p. 80; A. Pollack, “Who's Reading Your
X-Ray,” The New York Times, November 16, 2003, pp. 1, 9;.
Anonymous, “Sun, sand and scalpels”, The Economist,

March 10th, 2007, page 62. Anonymous, “Operating Profit”,
‘The Economist, August 16th, 2008, pp 74-76. R. Bailey, “Hips
Abroad”, Reason, May 2009, page 14.

Cases

Closing Case

Each chapter concludes with a closing case
demonstrating the relevance of the chapter
material to the practice of international business.

End-of-Part Cases
Longer, end-of-part cases allow for more in-depth
study of international companies.



Focus Boxes and

Country Focus
Each Country Focus example provides back-
ground on the political, economic, social,

cultural aspects of countries grappling with an
international business issue.

MANAGEMENT FOCUS

Starbucks Wins Koy Trademark Caze in China

Chavez's Venezuela
Hugo Chavez, a former military officer who was once
Jailed for engineering a failedcoup attempt, waselected
president of Venezuela in 1998 Chavez, a self-styled
democratic socialist, won the presidential election by
campaigning against corniption, economic mismanage-
ment, and the “harsh realities” of global capitalism
When he took office in February 158, Chavez claimed he.
had inherited the worst economic situation in the coun-
try's recent history. He wasni't far off the mark. A collapse
in the pricect oil. whichaccounted lov70 psmem of the
il economyinto adeep e

Soon aftertakingoffice, Chavezworked to consolidate.
his hold the apparatusof govemment
assembly, dominated by Chavez followers, drafted a new.
constitution that strengthened the powers of the presi-
dency and allowed Chavez (i reelected) to stay in office.
until 201 2. Subsequentl, the national congress, which
was controlled by Chavez supporters, approved a mea-
sure allowing the govemment to remove and appoint
Supreme Court justices, effectively increasing Chavez's
hold over the judiciary. Chavez also extended govern-

ment control over the media. 8y 2009, Freedom House,
hich

bxercises

“workers' cooperatives” in returnfor governmentloans.
In addition, thegovernment has begunto seize largerural
farmsand ranchesthat Chavez claimsarenot sufficiently
productive, tuming them intostate-owned cooperatives
In 2004, the warld o market bailea Chavez out of
mounting economic difficulties. Oil prices started to
surgefrom the low $20s, reaching $150 a barrelbymid-
2008, and Venezuela, the world's fifth-largest producer,
started toreap a bonanza. {in the bsck of surging ofl ex
ports, the economy grew at a robust rate. Chavezused
theoil revenues to boost government spending onsocial
programs, many of them modeled after programs in
Cuba. As a result, the govemnment's share of GDP in-
creased from 20 percent at the end of the 1990s to
almost 40 percent n 2008. Chavez also extended gov-
ernment control over foreign oil producers doing busi-
ness in Venezuela, which he accused of making outsize
profits at the expense of a poornation In 2005, he an-
nounced an increase In the royalties the government
would collect from ol sales from 1 percent to 30 per-
cent, and he increased the tax rate on sales from 34 to
50 percent In 2006, he announced plans to reduce the
s(ake! held by foreign companies in oil projects n the

wide, concluded Venezuela was only “partly free” and
that freedoms were being progressively curtailed

On the economic front, things remine rough. The
‘economy shrank by 9 percent in 2002 and another 8 per-

and to give the state-run oil company,
Pelmleos deVenezuela SA, a majority pasition. However,
despite strong global demand, oil production in Venezuela
appears to be slippng. having fallen every year since
2006. Moreover, when ail prices fell in 2008-2009,

cent in 2003. hig
at 16 to 17 percent and the poverty rate rose to more
than 50 percent of the population. A 2003 study by the
World Bank concluded Venezuela was one of the most
regulated economies in the world and thatstate controls
over business activities gave public offcials ample oppor
tunities to enrich themselves by demanding bribes in re-
turnfor permission to expand operations or enter new
linesof business. Indeed, despite Chavez'santicorruption
thetoric, Transparency Intermational. which ranks the
world's nations according to the extent of public corup-
tion, hasnotedthat corruption hasincreasedunder Chavez
In 2011, Transparency Intemational ranked Venezuela
164 outof 178 nations, down from 114 i 2004. Consis-
font with hia soclalist ihetorc, Chavo has progresshvels
taken various enterprises into state ownership and
has required that other enterprises be restructured as

into reverse, shrinking by
3.3 percent in 2009 and 2.8 percent in 2010

Riding a wave of pegudarity at home, in December
2006 Chavez won reelection as president. He celebrated
his victory by stepping on the revolutionary accelerator.
Parfiament gave him the peswer to legislate by decree for
18 months, and a comemitiaa of his supporters started to
draft & constitutional reformto turn Venezuela into an
avowedly socialist country andto allow the president to
standfor reelection indefinitely. However, in a signthat
Chavaz's popularity has Emits, in a December 2, 2007,
nationwide referendum, Venezuelan voters narrowly re-
jected a revised constitution that would have placed
morepower in Chavez’shands. Despitethis, in late 2010
Chavez yet again persuaded the National Assembly,
where his supporters gominsted. to once more grant
him the power to rule by decree for another 18 months.”

Management Focus

Starbucks has big plans for China. It believes the fast-
growing nation will become the company’s second-
largest market after the United States. Starbucks
entered the country in 1999, and by the end of 2007 it
had more than 300, But in China, copycats of well
established Western brands are common. Starbucks
t00 faced competition from a look-alike, Shanghai Xing
Ba Ke Coffee Shop, whose stores closely matched the
Starbucks format, right down to a green-and-white Xing
Ba Ke circular logo that mimics Starbucks’ ubiquitous
fogo. The name also mimics the standard Chinese
translation for Starbucks. Xing means “star” and Ba Ke
sounds like "bucks”

In 2003, Starbucks decided to sue Xing Ba Ke in
Chinese court for trademark violations. Xing Ba Ke's
general manager responded by claiming it was just
an accident that the logo and name were so similar to
thatof Starbucks. Heclaimed the right to use the logo
and name because Xing Ba Ke had registered as a

regulations. These regulations oblige WTO members to grant and enforce patents lasting

company in Shanghai in 1999, before Starbucks en-
tered the city. *I hadn't heard of Starbucks at the time;”
claimed the manager, “so how could | imitate its brand
andlogo?”

However, in January 2006 & Shanghaicourtruledthat
Starbucks had precedence, inpart becauseit had regis-
tered its Chinese name in 1998 The court stated that
Xing Ba Ke's use of the name and similar logo was
“clearly malicious” and constituted improper competi-
tion. The court ordered Xing Ba Ke to stop using the
name and to pay Starbucks $62,000 in compensation
While the money involved here may be small the prec-
edent is not. In a country where violation of trademarks
has been comimea. the courts seem to be signaling a
shift toward greater protection of intellectual property
rights. This is perhaps notsurprising, sinceforeigngov-
emments and the World Trade Organization have been
pashing China hard recently to start mapocng intefac-
tual property rights

aceas 20 yaos e copyrighilsing 50 yea. Rch counsries b 0 comply withche

Had fiveyearmof grace, andthe very pooret have 10 years: (For further demilsof o
)

TRIPS agreement, see Chapter 7.

In addition to lobbying governments, firms can file lawsuits on their own behalf. For
comple, Swibucks wona i wademrkopyight s in Chinasgaint  copy
L

may also choose to smy

out of countics where intllectual property Tawsare la, ather than risk havingthelr

ideas stolen by local enweprencurs. Firms also need to be.

on the alert to ensure that

pirated copies of their products produced in counies with weak intellectual property
Taws don't tum up in their home market or in third countries. U.S. computer software
giant Microsoft, for example, discovered that pirated Microsoft software, producedille-
gallyin Thailand, was being sold worldwide as the realthing.

PRODUCT SAFETY AND PRODUCT LIABILITY

Product safety laws set certain safety standards to which a product must adhere.
Product llabllity involves holding a firm and its officers responsible when a product
causes injury, death, or damage. Product liability can be much greater if a product does
notconform to required safety smndards. Both civiland criminal product liability laws
exist. Civil laws call for payment and monetary damages. Criminal liability laws result

in fines or imprisonment. Both civil and criminal liability laws are probably more

Management Focus examples further illustrate
the relevance of chapter material for the practice
of international business.



] Partz  Country Differences

extensive in the United States than in any other country, although many o ther West-
em nations also have comprehensive liabilty laws. Liabilty laws are typically least
extensive inl loped nations. A boomin: the
United States resulted in a dramatic increase in the cost of liability insurance. Many
business executives argue that the high costs of liability insurance make American busi-
nesses less competitive in the global marketplace.

In additon t0 the competitvenes e, county difrences in product ety and
lsbly s e important exhical e for fms dlng s sbroad.
productsafety laws are tougher ina fim's home country than in a foreign cotatry or
when liability | o o n that forei try fol-
Low the more relaxed local standards or should it adhere to the standards of its home
country! While the ethical thing to do isundoubtedlyto adhere to home-counry stan-
dards, firms have been known to take advantage of lax safety and liability laws to do
business in a manner that wouldnotbe allowed athome.

IMPLICATIONS 7OR

(1) ‘The material discussed in this chapter has two broad implications for intema-
tional husmess F:m the political, economic, and legal sy stems of a country

raise importa plications forthe
) metone busines. For oxerple, what tncal mplictions e associted
» #| with doing business in totalitarian countries where citizens are denied

basichuman rights, corruption is rampant, and br bes arenecessary togain
permission to do business? Is it right to operate in such a setting? A full
discussion of the ethical implications of country differences in politicalecon-
omy is reserved for Chapter 5, where we explore ethics in international business in
muchgreaterdepth
Second, the political, economic, and legal environments of a country clearly influ-
ence the attractiveness of that country as a market or investment site. The benefits,
costs, and risks associated with doing business in a country are a function of that
country's political. economic, and legal systems. The overall attractiveness of a country
as a market or investment site depends on balancing the likely long-term benefits of
doing business in that country against the likely costsand risks. Since this chapter
is the first of two dealing with issues of political economy, we willdelay a detailed
giscussion of how political economy impacts the benefits, costs, and risks of doing
business in different nation-statesuntil the end of the next chapter, when wehave a
fullgrasp of all the relevantvariables thatare importantfor assessing benefits, costs,
and risks
For now, other things being equal, a nation with demacratic political institutions, a
market-based economic sy stem, and strong legal sy stem that protects property rights
andlimits corruption is clearly moreattractive as a placein whichto do businessthan a
nation that lack demacratic institutions, where economicactivity is heavily regulated by
the state, and where corruptionis rampant andtheruleof law is not respected. Onthis
basis, forexample, Poland is a better placein whichto do business than the Venezuela
of Hugo Chavez [see the opening case andthe Country Focus on Venezuelal. That being
said, the reality is often more nuanced and complex. For example, China lacks demo-
cratic institutions, corruption is widespread, property rights are not always respected,
and even though the country has embraced many market-based economic reforms,
thereare still largenumbers of state-owned enterprises, yet many Western businesses
feelthat they must invest in China. They do sodespitethe risks because themarketis

globalEDGE Research Task
Using the text and the globalEDGE website,
http://globaledge.msu.edu, students solve realistic
international business problems related to each
chapter. These exercises expose students to
the types of tools and data sources international
managers use to make informed business
decisions.

for Managers’

international bus

Implications for Managers

At the end of each chapter in Parts 2, 3,
and 4—where the focus is on the environment
as opposed to
particular firms—sections titled “Implications
clearly explain the managerial
implications of material discussed in the chapter.

iness,

“ Pz CouoyDifwoom

5. Read the Country Focuson Chavez's Venezuela,
then answer the following questions:

. Under Chavezs leadership, what kind of

economic system is being put in place in

Ve la? ‘would h: ize the

<. Howwill the high level of public corruption
in Veneauela impact future growth rates?

Currently Venezuela is benefiting from a
boom in il prices. What do you think
ifoil prices receat from their

e

political system?
How do you think that Chavezs unilateral
changes to coneacts with foreign oil com-
panies will impact future inveswmentby for-
eignersin Venezuela?

L &

Research Task U=
National Differences in Political Economy

Use the globalEDGE™ site to complete the following
ewnrchser

Exerzise 1
‘The definition of words and political ideas can have dif-
ferent meanings in different contexts worldwide. In fact,
the Freedom in the World survey evaluates thestateof po-
litical rights andcivil liberties around theworld. Provide
a description of this survey and a ranking (in terms of

edom?”) of the world's leaders and laggards. What fac-
tors are taken into consideration in this survey?

Exercise 2

One way that experts analyze conditions in emerging
i M S e S T

Indonesia—Asia’s Stumbling Giant

Indonesia is a vast country. Its 220 million people are
spread outover some 17,000 islands that span an arc
3,200 miles long from Sumatra in the west to Irian
Jaya in the cast. It is the world’s most populous Mus-
lim nation—some 85 percent of the population count
themselves as Muslims—but also one of the most eth-
nically diverse. More than 500 languages are spoken
in the country, and separatists are active in a number
of provinces. For 30 years the strong arm of President
Suharto held this sprawling nation together. Suharto
was a virtual dictator whowas backed by the military
establishment. Under his rule, the Indonesian econ-
omy grew steadily, but there was a cost. Suharto bru-
tally repressed interal dissent. He was also famous for

currenthigh level?
In your estimation, what is the long-run
prognosis for the Venezuelan economy? Is
this a counwry that is atiactive to interna-
tionalbusinesses?

globaledge.msu.edu

Market Potential Index (MPI) is a yeasly study con-
ducted by the Michigan State University Center for
Intemational Business Education and Research (MSU-
CIBER) to compare emerging markets on a variety of
dimensions. Provide a description of the indicators
usedin the index. Which ofthe indicators wouldhave

reater importance for a company that marketslaptop
computers? Considering the MPI rankings, which de-
velopingeountries would youadvise such a companyto
enterfirst?

“cronycapitalism,” using his command of the political
system to favor the business enterpriscs of his support-
ers and family.

In the end, Suharto was overtaken by massive debts
that ndomesia had scoumlated dusing the 1990s In
1997, the Indonesian economy wen t into a tailspin. The
Intemational Monetary Fond steppedin w tha 343 bl
lion rescuepackage. When it was revealed that much of
this money found its way into the personal coffers of
Suharto and his cronies, people took to the sreets in

protest andhe was forced toresign.

ous democracy, culminating in October 2004 vith the
inauguration of Susilo Bambang Yudhoyomo, the couney's

~==al|




Supplements for the Instructor

www.mhhe.com/hill

A password-protected portion of the book’s
website will be available to adopters of International
Business, featuring onlineaccessto the instructor’s
manual, PowerPoint presentations, video cases,
and globalEDGE answers. Instructors can also
view student resources to make more effective
supplementary assignments.

For students, this website also provides rich
interactive resources to help them learn how to
practice international business, including chapter
quizzes and interactive modules.

The Test Bank contains over 100 true/false,
multiple choice, and essay questions per chapter,
each tagged to the Learning Objectives, page
number, level of difficulty, AACSB, and Bloom's
Taxonomy standards.

A new Video collection features recent news
footage. Videos correspond to video teaching
notes accessible on the instructor’s side of the
Online Learning Center.

An updated Instructor’'s Manual and Video
Guide (prepared by Veronica Horton) includes
course outlines, chapter overviews and teaching
suggestions, lecture outlines, ideas for student
exercises and projects, teaching notes for all
cases in the book, and video notes.

Two sets of slides per chapter (one prepared by
Veronica Horton, one by Steve Lawton of Oregon
State University) feature original materials not
found in the text in addition to reproductions of
key text figures, tables, and maps.



McGRAW-HILL CONNECT
INTERNATIONAL BUSINESS

Connect Less Managing.
Learn More Teaching.
'y Succeed” Greater Learning.
McGraw-Hill Connect In-

ternational Business is an
online assignment and assessment solution that con-
nects students with the tools and resources they’ll need
to achieve success.

McGraw-Hill Connect International Business helps
prepare students for their future by enabling faster
learning, more efficient studying, and higher retention
of knowledge.

McGraw-Hill Connect International
Business Features

Connect International Business offers a number of pow-
erful tools and features to make managing assignments
easier, so faculty can spend more time teaching. With
Connect International Business, students can engage
with their coursework anytime and anywhere, making
the learning process more accessible and efficient.
Connect International Business offers you the features
described below.

Simple Assignment Management With Connect
International Business, creating assignments is easier
than ever, so you can spend more time teaching and less
time managing. The assignment management function
enables you to:

e Create and deliver assignments easily with
selectable end-of-chapter questions and test
bank items.

e Streamline lesson planning, student progress re-
porting, and assignment grading to make classroom
management more efficient than ever.

e Go paperless with the e-book and online submis-
sion and grading of student assignments.

Smart Grading When it comes to studying, time is
precious. Connect International Business helps students
learn more efficiently by providing feedback and prac-
tice material when they need it, where they need it.
When it comes to teaching, your time also is precious.
The grading function enables you to:

e Have assignments scored automatically, giving
students immediate feedback on their work and
side-by-side comparisons with correct answers.

e Access and review each response; manually
change grades or leave comments for students to
review.

e Reinforce classroom concepts with practice tests
and instant quizzes.

Instructor Library The Connect International Business
Instructor Library is your repository for additional re-
sources to improve student engagement in and out of
class. You can select and use any asset that enhances
your lecture. The Connect International Business Instruc-
tor Library includes:

e E-book
e Instructor’s Manual
e PowerPoint files

e Answers to the end-of-chapter global EDGE
Research Tasks

e Videos and Instructional Notes
o [nternational Business Newsletter archives

e Access to interactive study tools such as Business
Around the World, Drag-and-drop maps, the Global
Business Plan, and iGlobe

Student Study Center The Connect International
Business Student Study Center is the place for students
to access additional resources. The Student Study
Center:

e Offers students quick access to lectures, practice
materials, e-books, and more.

e Provides instant practice material and study ques-
tions, easily accessible on the go.

e Gives students access to the Personalized Learning

Plan described below.

Student Progress Tracking Connect International Busi-
ness keeps instructors informed about how each student,
section, and class is performing, allowing for more pro-
ductive use of lecture and office hours. The progress-
tracking function enables you to:

e View scored work immediately and track individ-
ual or group performance with assignment and
grade reports.

e Access an instant view of student or class perfor-
mance relative to learning objectives.

e Collect data and generate reports required by many
accreditation organizations, such as AACSB.

Lecture Capture Increase the attention paid to lec-
ture discussion by decreasing the attention paid to note
taking. For an additional charge Lecture Capture offers
new ways for students to focus on the in-class discussion,



knowing they can revisit important topics later. Lecture
Capture enables you to:

e Record and distribute your lecture with a click of
button.

e Record and index PowerPoint presentations and
anything shown on your computer so it is easily
searchable, frame by frame.

e Offer access to lectures anytime and anywhere by
computer, iPod, or mobile device.

e Increase intent listening and class participation
by easing students’ concerns about note taking.
Lecture Capture will make it more likely you will
see students’ faces, not the tops of their heads.

McGraw-Hill Connect Plus International Business
McGraw-Hill reinvents the textbook learning experi-
ence for the modern student with Connect Plus Interna-
tional Business. A seamless integration of an e-book and
Connect International Business, Connect Plus International
Business provides all of the Connect International Business
features plus the following:

e An integrated e-book, allowing for anytime, any-
where access to the textbook.

e Dynamic links between the problems or questions
you assign to your students and the location in
the e-book where that problem or question is
covered.

e A powerful search function to pinpoint and con-
nect key concepts in a snap.

In short, Connect International Business offers you and
your students powerful tools and features that optimize
your time and energies, enabling you to focus on course
content, teaching, and student learning. Connect Inter-
national Business also offers a wealth of content resources
for both instructors and students. This state-of-the-art,
thoroughly tested system supports you in preparing stu-
dents for the world that awaits.

For more information about Connect, go to www.
mcgrawhillconnect.com, or contact your local McGraw-
Hill sales representative.

Tegrity Campus is a service

TEGRITY CAMPUS: LECTURES 24/7
. H
E]ﬂ Geg r'ty that makes class time avail-
able 24/7 by automatically
capturing every lecture in a searchable format for
students to review when they study and complete assign-
ments. With a simple one-click start-and-stop process,
you capture all computer screens and corresponding

audio. Students can replay any part of any class with
easy-to-use browser-based viewing on a PC or Mac.

Educators know that the more students can see, hear,
and experience class resources, the better they learn. In
fact, studies prove it. With Tegrity Campus, students
quickly recall key moments by using Tegrity Campus’s
unique search feature. This search helps students effi-
ciently find what they need, when they need it, across
an entire semester of class recordings. Help turn all your
students’ study time into learning moments immediately
supported by your lecture.

To learn more about Tegrity watch a two-minute
Flash demo at http://tegritycampus.mhhe.com.

ASSURANCE OF LEARNING READY

Many educational institutions today are focused on the
notion of assurance of learning, an important element of
some accreditation standards. International Business is
designed specifically to support your assurance of learn-
ing initiatives with a simple, yet powerful solution.

Each test bank question for International Business
maps to a specific chapter learning outcome/objective
listed in the text. You can use our test bank software, EZ
Test and EZ Test Online, or Connect International
Business to easily query for learning outcomes/objectives
that directly relate to the learning objectives for your
course. You can then use the reporting features of EZ
Test to aggregate student results in similar fashion, making
the collection and presentation of assurance of learning
data simple and easy.

McGRAW-HILL AND BLACKBOARD

McGraw-Hill Higher Education and Blackboard have
teamed up. What does this mean for you?

1. Your life, simplified. Now you and your students
can access McGraw-Hill's Connect™ and Create™
right from within your Blackboard course—all
with one single sign-on. Say goodbye to the days
of logging in to multiple applications.

2. Deep integration of content and tools. Not only
do you get single sign-on with Connect™ and
Create™, you also get deep integration of
McGraw-Hill content and content engines right
in Blackboard. Whether you’re choosing a book
for your course or building Connect™ assign-
ments, all the tools you need are right where you
want them—inside of Blackboard.

3. Seamless Gradebooks. Are you tired of keeping
multiple gradebooks and manually synchroniz-
ing grades into Blackboard? We thought so. When
a student completes an integrated Connect™
assignment, the grade for that assignment auto-
matically (and instantly) feeds your Blackboard
grade center.



4. A solution for everyone. Whether your institu-
tion is already using Blackboard or you just want
to try Blackboard on your own, we have a solution

for you. McGraw-Hill —

| A
and Blackboard can . B
T Best of Both Waorkss ;
now offer you easy ac- (et
[

cess to industry leading
technology and content, whether your campus
hosts it or we do. Be sure to ask your local
McGraw-Hill representative for details.

AACSB STATEMENT

The McGraw-Hill Companies is a proud corporate
member of AACSB International. Understanding the
importance and value of AACSB accreditation, Interna-
tional Business, 9th edition recognizes the curricula
guidelines detailed in the A ACSB standards for business
accreditation by connecting selected questions in the
test bank to the six general knowledge and skill guide-
lines in the AACSB standards.

The statements contained in International Business,
9th edition, are provided only as a guide for the users of

this textbook. The AACSB leaves content coverage and
assessment within the purview of individual schools, the
mission of the school, and the faculty. While International
Business, 9th edition, and the teaching package make no
claim of any specific AACSB qualification or evalua-
tion, we have within International Business, 9th edition
labeled selected questions according to the six general
knowledge and skills areas.

McGRAW-HILL CUSTOMER CARE
CONTACT INFORMATION

At McGraw-Hill, we understand that getting the most
from new technology can be challenging. That’s why our
services don’t stop after you purchase our products. You
can e-mail our Product Specialists 24 hours a day to get
product-training online. Or you can search our knowl-
edge bank of Frequently Asked Questions on our sup-
port website. For Customer Support, call 800-331-5094,
e-mail hmsupport@mcgraw-hill.com, or visit www.mhhe.
com/support. One of our Technical Support Analysts
will be able to assist you in a timely fashion.
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Globalization

LEARNING OBJECTIVES
After reading this chapter you will be able to:

Understand what is meant by the term globalization.

Recognize the main drivers of globalization.

Describe the changing nature of the global economy.

Explain the main arguments in the debate over the impact

of globalization.

Understand how the process of globalization is creating
opportunities and challenges for business managers.

Legal Outsourcing

Sacha Baron Cohen, the irreverent British comedian
whose fictional characters have included Borat, Ali G,
and Bruno, is no stranger to lawsuits, including several
from members of the public who claimed they were
duped into appearing in his 2006 film, Borat: Cultural
Learnings of America for Make Benefit Glorious Nation
of Kazakhstan. In 2009, Cohen was sued yet again, this
time by a woman who claimed Cohen defamed her dur
ing a sketch in the Da Ali G Show, in which Cohen plays
the linguistically challenged rap star Ali G. Like most
other suits against Cohen, this one was dismissed. In
rendering his opinion, Los Angeles Superior Court Judge
Terry Friedman stated, “No reasonable person could
consider the statements made by Ali G on the program
to be factual. It is obvious that the Ali G character is
absurd, and all his statements are gibberish and intended
as comedy.”

An interesting aspect of this case was that the major
ity of the preparatory work was done not by lawyers in
Los Angeles but by a sixmember team of lawyers and
legal assistants in Mysore, India. A veteran media lawyer

noted that without legal outsourcing to somewhere such
as India, mounting a defense against this kind of lawsuit
would not have made economic sense. The defendants
would have simply paid the plaintiff to go away to avoid
paying U.S. legal fees, even though the case had no
merit. But with a team of excellent Indian attorneys
trained in U.S. law doing a major chunk of the legal work,
it was less expensive to fight and win the suit than it was
to settle out of court.

Legal outsourcing to places such as India and the
Philippines is growing. Although the amounts involved
are still small—estimates suggest that of the $180 billion
Americans spend on legal services each year only about
$1 billion is outsourced—the growth rate is high at 20 to
30 percent annually. The driving force has been spiraling
legal fees in the United States. Between 1998 and 2009,
hourly rates at big American law firms shot up more than
65 percent, according to industry sources.

Faced with escalating costs, law firms and corporate
law departments are exploring outsourcing. Some legal
tasks cannot be done cheaply. If the fate of your company



hangs on the verdict, you will probably want a brilliant
lawyer to argue your case. However, plenty of legal tasks
are routine. These include reviewing documents, drafting
contracts, and the like. American law firms typically use
fresh law graduates to do such grunt work, billing them
out at steep rates to generate lots of profit for the firm.
The 2008-2009 recession promoted clients to rebel
against this practice. Increasingly, clients are pushing
their law firms to drive down legal costs through out-
sourcing. While hourly rates for U.S. lawyers doing grunt
work can run from $100 to as high as $500, lawyers in
India will do the work for between $20 and $60 an hour,
resulting in significant cost savings.

One major beneficiary of this trend has been an out-
sourcing company known as Pangea3. Founded in 2004
by David Perla, the former general counsel of Monster.
com, Pangea3 has headquarters in New York and Mumbai,
India, and a staff of more than 450. India is favored
because local universities produce a steady stream of
lawyers trained in common law, which is the legal tradi-
tion India inherited from the British. The same tradition

underlies American law. Also, educated Indians speak
good English, and the 10- to 12-hour time difference be-
tween India and the United States means that work can
be done overnight in India, increasing responsiveness
to clients.

Pangea3 serves two kinds of clients, corporations and
U.S. law firms seeking to outsource routine legal work
to low-cost locations. Some 75 percent of its business
comes from Fortune 1000 companies, while the rest
comes from law firms. Pangea3's value proposition is
simple: It helps companies and law firms improve their
efficiency, and minimize their business and legal risks, by
having routine, labor-intensive legal work that requires a
low degree of judgment done in India. Most industry ex-
perts believe that in the short to medium term, compa-
nies such as Pangea3 will see their market opportunity
expand from about $1 billion today to $3 billion to $5 bil-
lion by decade’s end. In anticipation of this rapid growth,
Thomson Reuters, one of the world's largest media
and information services companies, bought Pangea3 in
November 2010.



Part 1 Introduction and Overview

Introduction

Over the past three decades a fundamental shift has been occurring in the world econ-
omy. We have been moving away from a world in which national economies were rela-
tively self-contained entities, isolated from each other by barriers to cross-border trade
and investment; by distance, time zones, and language; and by national differences in
government regulation, culture, and business systems. And we are moving toward a
world in which barriers to cross-border trade and investment are declining; perceived
distance is shrinking due to advances in transportation and telecommunications tech-
nology; material culture is starting to look similar the world over; and national econo-
mies are merging into an interdependent, integrated global economic system. The
process by which this is occurring is commonly referred to as globalization.

In today’s interdependent global economy, an American might drive to work in a car
designed in Germany that was assembled in Mexico by Ford from components made in
the United States and Japan that were fabricated from Korean steel and Malaysian rub-
ber. She may have filled the car with gasoline at a BP service station owned by a British
multinational company. The gasoline could have been made from oil pumped out of a
well off the coast of Africa by a French oil company that transported it to the United
States in a ship owned by a Greek shipping line. While driving to work, the American
might talk to her stockbroker (using a headset) on a Nokia cell phone that was designed
in Finland and assembled in Texas using chip sets produced in Taiwan that were de-
signed by Indian engineers working for Texas Instruments. She could tell the stockbroker
to purchase shares in Deutsche Telekom, a German telecommunications firm that was
transformed from a former state-owned monopoly into a global company by an energetic
Israeli CEO. She may turn on the car radio, which was made in Malaysia by a Japanese
firm, to hear a popular hip-hop song composed by a Swede and sung by a group of Danes
in English who signed a record contract with a French music company to promote their
record in America. The driver might pull into a drive-through Starbucks coffee shop
managed by a Korean immigrant and order a “single, tall, nonfat latte” and chocolate-
covered biscotti. The coffee beans came from Costa Rica and the chocolate from Peru,
while the biscotti was made locally using an old Italian recipe. After the song ends, a
news announcer might inform the American listener that antiglobalization protests at a
meeting of the World Economic Forum in Davos, Switzerland, have turned violent. One
protester has been killed. The announcer then turns to the next item, a story about how
a financial crisis that started in the U.S. banking sector may trigger a global recession
and is sending stock markets down all over the world.

This is the world in which we live. It is a world where the volume of goods, services,
and investment crossing national borders has expanded faster than world output for
more than half a century. It is a world where more than $4 trillion in foreign exchange
transactions are made every day, where $15 trillion of goods and $3.7 trillion of services
were sold across national borders in 2010.2 It is a world in which international institu-
tions such as the World Trade Organization and gatherings of leaders from the world’s
most powerful economies have repeatedly called for even lower barriers to cross-border
trade and investment. It is a world where the symbols of material and popular culture
are increasingly global: from Coca-Cola and Starbucks to Sony PlayStations, Samsung
cell phones, MTV shows, Disney films, IKEA stores, and Apple iPods and iPhones. It is
a world in which products are made from inputs that come from all over the world. It is a
world in which a financial crisis in America can trigger a global economic recession,
which is exactly what occurred in 2008 and 2009. It is also a world in which vigorous
and vocal groups protest against globalization, which they blame for a list of ills, from
unemployment in developed nations to environmental degradation and the American-
ization of popular culture. And yes, these protests have on occasion turned violent.

For businesses, this globalization process has produced many opportunities. Firms can
expand their revenues by selling around the world and/or reduce their costs by produc-
ing in nations where key inputs, including labor, are cheap. The global expansion of
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enterprises has been facilitated by favorable political and economic trends. Since the
collapse of communism at the end of the 1980s, the pendulum of public policy in nation
after nation has swung toward the free market end of the economic spectrum. Regula-
tory and administrative barriers to doing business in foreign nations have been reduced,
while those nations have often transformed their economies, privatizing state-owned
enterprises, deregulating markets, increasing competition, and welcoming investment
by foreign businesses. This has allowed businesses both large and small, from both
advanced nations and developing nations, to expand internationally.

The history of Starbucks exemplifies the opportunities that a global economy offers
businesses. The original idea for Starbucks came from Italian coffeehouses. After refining
the concept in the United States, in 1995 the company started to expand globally. As a
result, a company that had only a handful of stores 25 years ago is now one of the world’s
best-known brands with almost 17,000 stores in 50 countries. Starbucks has had an im-
pact on consumer behavior around the world, changing the way people consume coffee
and profiting in the process. The company is also changing the way coffee is produced.
By committing itself to purchasing only Fair Trade Certified coffee beans, Starbucks is
promoting nonexploitive and environmentally sound growing policies in developing
nations, and finding that doing good is also good business, since it reinforces the value of
the Starbucks brand.

The opening case, which looks at the process of outsourcing legal services to lower-
cost locations, is indicative of what is occurring in today’s global economy. Law firms are
starting to outsource to places such as India routine legal work that does not require
much judgment or subjective review. They have found the work can be done just as
effectively in India as in the United States, and at a much lower cost. Twenty years ago
this would not have been possible, but because of rapid advances in telecommunications
and the removal of barriers to cross-border trade and investment, such outsourcing is
becoming increasingly common.

As globalization unfolds, it is transforming industries and creating anxiety among
those who believed their jobs were protected from foreign competition. Historically,
while many workers in manufacturing industries worried about the impact foreign com-
petition might have on their jobs, workers in service industries felt more secure. Now
this too is changing. Advances in technology, lower transportation costs, and the rise of
skilled workers in developing countries imply that many services no longer need to be
performed where they are delivered. As the opening case illustrates, some legal work is
being outsourced to India. The same is true of some accounting services. Today many
individual U.S. tax returns are compiled in India. Indian accountants, trained in U.S.
tax rules, perform work for U.S. accounting firms.> They access individual tax returns
stored on computers in the United States, perform routine calculations, and save their
work so that it can be inspected by a U.S. accountant, who then bills clients. As the
best-selling author Thomas Friedman has argued, the world is becoming flat.* People liv-
ing in developed nations no longer have the playing field tilted in their favor. Increas-
ingly, enterprising individuals based in India, China, or Brazil have the same opportunities
to better themselves as those living in Western Europe, the United States, or Canada.

In this book we will take a close look at the issues introduced here and many more.
We will explore how changes in regulations governing international trade and invest-
ment, when coupled with changes in political systems and technology, have dramati-
cally altered the competitive playing field confronting many businesses. We will discuss
the resulting opportunities and threats and review the strategies that managers can pur-
sue to exploit the opportunities and counter the threats. We will consider whether
globalization benefits or harms national economies. We will look at what economic
theory has to say about the outsourcing of manufacturing and service jobs to places such
as India and China, and at the benefits and costs of outsourcing, not just to business
firms and their employees, but also to entire economies. First, though, we need to get a
better overview of the nature and process of globalization, and that is the function of
the current chapter.
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What Is Globalization?

As used in this book, globalization refers to the shift toward a more integrated and
interdependent world economy. Globalization has several facets, including the global-
ization of markets and the globalization of production.

THE GLOBALIZATION OF MARKETS

The globalization of markets refers to the merging of historically distinct and sepa-
rate national markets into one huge global marketplace. Falling barriers to cross-border
trade have made it easier to sell internationally. It has been argued for some time that
the tastes and preferences of consumers in different nations are beginning to converge
on some global norm, thereby helping to create a global market.> Consumer products
such as Citigroup credit cards, Coca-Cola soft drinks, Sony PlayStation video games,
McDonald’s hamburgers, Starbucks coffee, and IKEA furniture are frequently held up as
prototypical examples of this trend. Firms such as those just cited are more than just
benefactors of this trend; they are also facilitators of it. By offering the same basic prod-
uct worldwide, they help to create a global market.

A company does not have to be the size of these multinational giants to facilitate,
and benefit from, the globalization of markets. In the United States, for example,
nearly 90 percent of firms that export are small businesses employing less than 100 peo-
ple, and their share of total U.S. exports has grown steadily over the past decade to
now exceed 20 percent.® Firms with less than 500 employees accounted for 97 percent
of all U.S. exporters and almost 30 percent of all exports by value.” Typical of these is
Hytech, a New York-based manufacturer of solar panels that generates 40 percent of
its $3 million in annual sales from exports to five countries, or B&S Aircraft Alloys,
another New York company whose exports account for 40 percent of its $8 million
annual revenues.® The situation is similar in several other nations. For example, in
Germany, the world’s largest exporter, a staggering 98 percent of small and midsize
companies have exposure to international markets, via either exports or international
production.’

Despite the global prevalence of Citigroup credit cards, McDonald’s hamburgers,
Starbucks coffee, and IKEA stores, it is important not to push too far the view that
national markets are giving way to the global market. As we shall see in later chapters,
significant differences still exist among national markets along many relevant dimen-
sions, including consumer tastes and preferences, distribution channels, culturally
embedded value systems, business systems, and legal reg-
ulations. These differences frequently require companies
to customize marketing strategies, product features, and
operating practices to best match conditions in a particu-
lar country.

The most global markets currently are not markets for
consumer products—where national differences in tastes
and preferences are still often important enough to act as
a brake on globalization—but markets for industrial goods
and materials that serve a universal need the world
over. These include the markets for commodities such as
aluminum, oil, and wheat; for industrial products such as
microprocessors, DRAMs (computer memory chips), and
commercial jet aircraft; for computer software; and for
financial assets from U.S. Treasury bills to Eurobonds and

Shoppers walk through Beijing’s main downtown shopping
promenade past a KFC franchise. KFC is one of the most
successful international businesses in China because of its
adaptation and appeal to the Chinese market.

futures on the Nikkei index or the euro.

In many global markets, the same firms frequently
confront each other as competitors in nation after
nation. Coca-Cola’s rivalry with PepsiCo is a global one,
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as are the rivalries between Ford and Toyota, Boeing and Airbus, Caterpillar and
Komatsu in earthmoving equipment, General Electric and Rolls-Royce in aero engines,
and Sony, Nintendo, and Microsoft in video games. If a firm moves into a nation not
currently served by its rivals, many of those rivals are sure to follow to prevent their
competitor from gaining an advantage.!® As firms follow each other around the world,
they bring with them many of the assets that served them well in other national
markets—their products, operating strategies, marketing strategies, and brand names—
creating some homogeneity across markets. Thus, greater uniformity replaces diversity.
In an increasing number of industries, it is no longer meaningful to talk about “the
German market,” “the American market,” “the Brazilian market,” or “the Japanese
market”; for many firms there is only the global market.

THE GLOBALIZATION OF PRODUCTION

The globalization of production refers to the sourcing of goods and services from
locations around the globe to take advantage of national differences in the cost and
quality of factors of production (such as labor, energy, land, and capital). By doing
this, companies hope to lower their overall cost structure or improve the quality or
functionality of their product offering, thereby allowing them to compete more effec-
tively. Consider Boeing’s 777, a commercial jet airliner. Eight Japanese suppliers make
parts for the fuselage, doors, and wings; a supplier in Singapore makes the doors for the
nose landing gear; three suppliers in Italy manufacture wing flaps; and so on.!! In total,
some 30 percent of the 777, by value, is built by foreign companies. For its most recent
jet airliner, the 787, Boeing has pushed this trend even further; some 65 percent of the
total value of the aircraft is outsourced to foreign companies, 35 percent of which goes
to three major Japanese companies.!?

Part of Boeing’s rationale for outsourcing so much production to foreign suppliers is
that these suppliers are the best in the world at their particular activity. A global web of
suppliers yields a better final product, which enhances the chances of Boeing winning a
greater share of total orders for aircraft than its global rival Airbus Industrie. Boeing
also outsources some production to foreign countries to increase the chance that it will

Boeing's new global product,

the 787 airliner, rolls out.
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Vizio and the Market for Flat Panel TVs

Operating sophisticated tooling in environments that
must be kept absolutely clean, fabrication centers in
South Korea, Taiwan, and Japan produce to exacting
specifications sheets of glass twice as large as king-
size beds. From there, the glass panels travel to Mexi-
can plants located alongside the U.S. border. There
they are cut to size, combined with electronic compo-
nents shipped in from Asia and the United States, as-
sembled into finished flat panel TVs, and loaded onto
trucks bound for retail stores in the United States,
where consumers spend over $35 billion a year on flat
panel TVs.

The underlying technology for flat panel displays was
invented in the United States in the late 1960s by RCA.
But after RCA and rivals Westinghouse and Xerox opted
not to pursue the technology, the Japanese company
Sharp made aggressive investments in flat panel dis-
plays. By the early 1990s Sharp was selling the first flat
panel screens, but as the Japanese economy plunged
into a decade-long recession, investment leadership
shifted to South Korean companies such as Samsung.
Then the 1997 Asian crisis hit Korea hard, and Taiwanese
companies seized leadership. Today, Chinese companies
are starting to elbow their way into the flat panel display
manufacturing business.

As production for flat panel displays migrates its
way around the globe to low-cost locations, there are
clear winners and losers. U.S. consumers have bene-
fited from the falling prices of flat panel TVs and are
snapping them up. Efficient manufacturers have taken
advantage of globally dispersed supply chains to make
and sell low-cost, high-quality flat panel TVs. Foremost
among these has been the California-based company

Vizio, founded by a Taiwanese immigrant. In just six
years, sales of Vizio flat panel TVs ballooned from noth-
ing to over $2 billion in 2008. In early 2009, the com-
pany was the largest provider to the U.S. market with a
21.7 percent share. Vizio, however, has fewer than 100
employees. These focus on final product design, sales,
and customer service. Vizio outsources most of its en-
gineering work, all of its manufacturing, and much of
its logistics. For each of its models, Vizio assembles a
team of supplier partners strung across the globe. Its
42-inch flat panel TV, for example, contains a panel
from South Korea, electronic components from China,
and processors from the United States, and it is as-
sembled in Mexico. Vizio’s managers scour the globe
continually for the cheapest manufacturers of flat panel
displays and electronic components. They sell most of
their TVs to large discount retailers such as Costco and
Sam'’s Club. Good order visibility from retailers, cou-
pled with tight management of global logistics, allows
Vizio to turn over its inventory every three weeks,
twice as fast as many of its competitors, which allows
major cost savings in a business where prices are fall-
ing continually.

On the other hand, the shift to flat panel TVs has
caused pain in certain sectors of the economy, such as
those firms that make traditional cathode ray TVs in
high-cost locations. In 2006, for example, Japanese
electronics manufacturer Sanyo laid off 300 employees
at its U.S. factory, and Hitachi closed its TV manufactur-
ing plant in South Carolina, laying off 200 employees.
Sony and Hitachi both still make TVs, but they are flat
panel TVs assembled in Mexico from components
manufactured in Asia.™

win significant orders from airlines based in that country. For another example of a
global web of activities, consider the example of Vizio profiled in the accompanying

Management Focus.

Early outsourcing efforts were primarily confined to manufacturing activities, such as
those undertaken by Boeing and Vizio; increasingly, however, companies are taking
advantage of modern communications technology, particularly the Internet, to outsource
service activities to low-cost producers in other nations. The Internet has allowed
hospitals to outsource some radiology work to India, where images from MRI scans
and the like are read at night while U.S. physicians sleep and the results are ready for
them in the morning. Many software companies, including IBM and Microsoft, now use
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Indian engineers to perform test functions on software designed in the United States.
The time difference allows Indian engineers to run debugging tests on software writ-
ten in the United States when U.S. engineers sleep, transmitting the corrected code
back to the United States over secure Internet connections so it is ready for U.S.
engineers to work on the following day. Dispersing value-creation activities in this
way can compress the time and lower the costs required to develop new software pro-
grams. Other companies, from computer makers to banks, are outsourcing customer
service functions, such as customer call centers, to developing nations where labor is
cheaper. In another example from health care, in 2008 some 34,000 Filipinos were
transcribing American medical files (such as audio files from doctors seeking approval
from insurance companies for performing a procedure). Some estimates suggest the
outsourcing of many administrative procedures in health care, such as customer ser-
vice and claims processing, could reduce health care costs in America by as much as
$70 billion.!#

Robert Reich, who served as secretary of labor in the Clinton administration, has
argued that as a consequence of the trend exemplified by companies such as Boeing,
IBM, and Vizio, in many cases it is becoming irrelevant to talk about American prod-
ucts, Japanese products, German products, or Korean products. Increasingly, accord-
ing to Reich, the outsourcing of productive activities to different suppliers results in
the creation of products that are global in nature, that is, “global products.”’ But
as with the globalization of markets, companies must be careful not to push the glo-
balization of production too far. As we will see in later chapters, substantial impedi-
ments still make it difficult for firms to achieve the optimal dispersion of their
productive activities to locations around the globe. These impediments include
formal and informal barriers to trade between countries, barriers to foreign direct in-
vestment, transportation costs, and issues associated with economic and political risk.
For example, government regulations ultimately limit the ability of hospitals to out-
source the process of interpreting MRI scans to developing nations where radiologists
are cheaper.

Nevertheless, the globalization of markets and production will continue. Modern
firms are important actors in this trend, their very actions fostering increased globaliza-
tion. These firms, however, are merely responding in an efficient manner to changing
conditions in their operating environment—as well they should.

The Emergence of Global Institutions

As markets globalize and an increasing proportion of business activity transcends na-
tional borders, institutions are needed to help manage, regulate, and