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Chapter 1

Business Culture and Globalization

Learning Objectives

-

Understand the definition and nature of international business.
Have a general idea of the main international business activities.
Understand the definition and characteristics of globalization.

Know the names and main responsibilities of main global institutions.

voR owoN

Understand the main causes and drives of globalization.

———  Opening Case

Under the Radar

Godrej, an Indian conglomerate, goes global its own way

The world is used to big Indian firms planting flags in foreign fields. Now the
subcontinent’s medium-sized firms are venturing abroad, too, and often proving quicker and
nimbler than their peers in other emerging economies.

Take the Godrej Group, a family-controlled conglomerate based in Mumbai. The firm
began as a lockmaker in 1897. While the Indian economy was closed it could not expand
abroad much, so it diversified wildly: into soap, typewriters, forklift trucks, animal feed and
talcum powder. When India opened up in the 1990s, it had to become less jumbled and to shape
up, says Adi Godrej, the chairman. “We put our thinking caps on.”

Chapter 1 Business Culture and Globalization
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After a false start experimenting with joint ventures with foreign firms, the group has
settled on having clearly defined divisions, typically fully controlled. Together they have sales
of $3.3 billion, with the largest being Godrej Consumer Products, a sort of mini-Unilever that
cranks out soap, detergent, hair products and weapons for waging war on creepy-crawlies. This
unit has led the foray overseas, with deals in Nigeria, Indonesia, Argentina, Britain and South
Africa since late 2005. It has spent about $1 billion, says Mr. Godrej, and now makes about a
third of its sales outside India. In June, it announced the acquisition of Darling Group, which
sells hair extensions in 14 countries in Africa.

If a Western firm did this, it might be clobbered by fund managers for being too thinly
spread. Indian investors have been more open-minded: Godrej Consumer’s shares have more
than tripled since the end of 2007, valuing the firm at $3.2 billion. Mr. Godrej says the key is to
pick niche products with sizeable local market shares which pass under the radar of big global
rivals. Aware of its limited pool of managers and knowledge of new countries, Godrej grants
the acquired firms autonomy. Its financial disclosure is surprisingly poor, but the deals have all
boosted earnings, it says, and more are likely.

Godrej will eventually face a universal problem: how to marry ambition with family
control. Two big holding companies sit above Godrej Consumer. Such fiddly holding chains
can cause problems if the family is unwilling or unable to fund new investments or accept the
alternative of losing control. Godrej may be different, though. The holding companies are not
mere shells, but maintain profitable operations in their own right, have manageable debt and are
sitting on a vast plot of land in Mumbeai that could eventually be worth billions of dollars.

So the family probably has the resources to fund expansion without resorting to financial
engineering. All that’s left for them is to agree with one another. Today Mr. Godrej supervises
the firm peacefully along with his brother and cousin, while employing a cadre of professional
managers. The next generation is making its way up the ladder. By tradition all family members
on the payroll are expected to meet for lunch on Thursdays. It’s likely they will be more jet-

lagged and stressed than in the past, but with luck there won’t be any food fights for a while.

A Questions
1. How did the Godrej Group, a medium-sized company, develop into an international
business?

2. What problems does Godrej face in the international business transactions?

ElfRr55 SiE



—  PartOne

The global economy is profoundly affecting every aspect of our daily life. You may drive
to work in a car designed in Germany, and assembled in China with components made in Japan.
While having your lunch in KFC, you may play your iPad designed in the US and produced in
China, and call your family with a SAMSUNG mobile phone. While traveling in London, you
may find most of the souvenirs are made in China. The symbols of popular culture are identical

all over the world: from Coca-Cola and Starbucks to iPad, MTV shows and IKEA stores.

Basics of International Business

International business is a term used to describe business transactions that take place
between two or more countries beyond their political boundaries. The parties involved in
the transactions may include individuals, companies or governmental agencies. International
business also refers to all those business activities involving cross-border transactions of goods,
services or resources, including capital, skills, people, finance, banking, insurance, construction,
etc. Such activities include buying raw materials in one country and shipping them to another
country for producing, shipping finished goods from one country to another for sale, and
borrowing money from the bank in one country and financing business operations in another, etc.

International business differs from domestic business basically because domestic business
involves transactions within the boundaries of one country while international business involves
transactions across national boundaries. Specifically, international business may differ from
domestic business in the following aspects:

*  The cultures of different countries may differ from each other greatly, which will influence
the business activities in many ways.

*  The government policies concerning business activities may differ from country to
country. The party concerned has to adjust to different government policies in different
countries. Ignorance or misunderstanding of the policies might cause great trouble.

»  Different countries may have different economic systems, leading to great differences in
economic structures, business activities, business conventions, etc.

*  The legal systems of the countries may differ, so international businesses have to adjust
their practices to comply with the local laws. Ignorance of the local law systems may bring
fatal damage to the international business.

*  The countries involved in international business may use different currencies, and thus the

party concerned has to convert its currency into another and is encountered with risks of

Chapter 1 Business Culture and Globalization
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foreign exchange rate.

»  Different technological developments in different countries may cause problems in the
international business.

In today’s globalized world, studying international business is important for a number of
reasons.

Firstly, most companies have international operations or are affected by the global
economy. For today’s students, in your first job, for example, you could be part of a team
including people from the US, Japan, Mexico and the UK. An overall understanding of
international business would help you cooperate well with your colleagues, understand more
about the company’s expectations and prepare for your future career. Even small businesses
also become more and more involved in the international economy. If you start your own
business in the future, you may find yourself using foreign-made equipments, manufacturing
products to be sold in foreign markets and competing with foreign firms, which is the case for
millions of small and medium-sized enterprises in Zhejiang province, China.

Another reason for you to study international business is to obtain knowledge and skills
about cultural differences. Within the process of globalization, understanding the cultural
similarities and differences of the world’s peoples and nations is becoming more and more
important. You will have more and more opportunities to encounter, work with and serve people
from different cultural backgrounds. Knowing something about how people of a different culture
think, behave and conduct business will be of great help for your future life.

Finally, modes of operation in international business may differ from those used domestically.
Knowledge of the international environments of economy, finance, government policies, legal

systems, technology, etc. will give you a competitive edge in your future career.

International Business Activities

Traditionally international business activity refers to exporting and importing. However, in

today’s world, many other forms of international business activities can be easily found.

Exporting and Importing

Exporting is the selling of goods or services made in one country for use or resale in
other countries. Importing refers to the buying of goods or services made in other countries
for use or resale in one’s own country. Exporting and importing are actually divided into two
kinds. One is trade in goods, such as raw materials, electric appliances and clothing, also called
merchandise exports and imports or visible trade. The other refers to trade in services, such as

traveling and banking, which is also called service exports and imports, or invisible trade.

ElfRr5Sie



Exports are often important for many companies, including multinational corporations
(MNCs) or small and medium-sized companies. Most of the small and medium-sized
enterprises in Zhejiang and Guangdong provinces of China rely on exporting. Exporting and
importing are both important for countries. As Figure 1.1 shows, they account for a large

portion in some countries’ GDP.

Figure 1.1
Exports and Imports of Goods and Services as Percentage of GDP for Some Key Countries
Countries Exports Imports
2000 2007 2000 2007
China 23.33 38.41 20.92 29.61
India 12.82 - 2043 13.72 24.45
Japan 10.88 17.75 9.43 16.06
Republic of Korea 38.56 41.92 35.71 40.41
Canada 45.58 34.96 39.83 33.02
United States 11.04 11.90 14.90 17.01
Argentina 10.89 24.63 11.52 20.34
Brazil 9.98 13.36 11.74 11.85
France 28.81 26.86 27.82 28.40
Germany 33.38 47.17 33.08 40.17
Italy 26.77 28.85 25.82 29.10
Netherlands 70.08 74.20 64.54 65.98
United Kingdom 27.63 26.61 29.47 29.64
Australia 19.30 19.69 21.35 20.93
New Zealand 35.03 28.31 33.36 29.16

International Investments

The second form of international business activities is international investment, which
refers to any economic behaviors through which investors invest their assets in countries other
than their own with the expectation of positive returns. International investments are often
divided into two types: foreign direct investments (FDI) and foreign indirect investments (also
foreign portfolio investments).

Chapter 1 Business Culture and Globalization
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Foreign direct investment, according to the World Bank, refers to the net inflows
of investment to acquire a lasting management interest (10% or more of voting stock) in
an enterprise operating in an economy other than that of the investor. It usually involves
participation in management, joint-venture and transfer of technology and expertise. There are
two types of FDI: inward foreign direct investment and outward foreign direct investment. The
largest flows of foreign investment occur between the industrialized countries and regions (North
America, Western Europe and Japan). But flows to non-industrialized countries and regions are
increasing sharply. The United States is the world’s largest recipient of FDI. More than $228
billion in FDI flowed into the United States in 2010, with European countries contributing more
than 80% of the total.

Foreign indirect investment or foreign portfolio investment refers to the purchase of
stocks, bonds and money market instruments by foreigners for the purpose of realizing a
financial return, which does not result in foreign management ownership or legal control.
Some examples of foreign portfolio investment are: purchase of shares in a foreign company,
purchase of bonds issued by a foreign government, acquisition of assets in a foreign country

and purchase of stocks in a foreign company.

Licensing, Franchising and Management Contracts

There are also some other forms of international business activities. Licensing, franchising
and management contracts are the most important ones. Licensing refers to the business
arrangement in which a firm in one country gives permission to a firm in another country for
the use of its intellectual property including patents, trademarks, brand names or copyrights
in return for a royalty payment. Franchising is the practice of using another firm’s successful
business model. For the franchisor, the franchise is an alternative to building “chain stores”
to distribute goods and avoid investment and liability over a chain. The franchisor’s success
is the success of the franchisees. The franchisee is said to have a greater incentive than a
direct employee because he/she has a direct stake in the business. A management contract
is an arrangement under which a firm in one country agrees to perform the necessary
managerial functions and operational control of another firm in another country in return for
a fee. Management contracts involve not only selling a method of doing things but actually
doing them. A management contract can involve a wide range of functions, such as technical
operation of a production facility, management of personnel, accounting, marketing services
and training. Management contracts are often conducted where there is lack of local skills to
run a project. It is an alternative to foreign direct investment as it does not involve high risks

but can yield higher returns for the company.
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A firm which involves in any of these forms of international business activities can
be called an international business. Thus, international business can also be defined as any
organization that engages in business transactions that take place between two or more
countries beyond their national boundaries. When you come across the term international
business, you need to determine whether it refers to the cross-border business transactions or an
organization engaging in business transactions across borders.

Multinational corporation (MNC) or multinational enterprise (MNE) is a term used to
describe a firm that manages production or delivers services in more than one country. Or it is
more precisely defined as a firm “that engages in foreign direct investment and owns or controls
value-adding activities in more than one country” (Dunning, 1993). An MNC usually has its
management headquarters in one country, known as the home country, and operates in several
other countries, known as host countries. Some MNCs are very large and influential, with
budgets that even exceed some countries’ GDPs. MNCs may greatly influence local economies,

and even the world economy, and thus play an important role in international relations.

Globalization

Many people argue that we are living in the era of globalization because of the rapid
development of international business. Globalization can be defined as “the inexorable
integration of markets, nation-states and technologies...in a way that is enabling individuals,
corporations and nation-states to reach around the world farther, faster, deeper and cheaper than
ever before” (Friedman, 2000). It refers to the shift toward a more integrated and interdependent
world economy. Globalization can be demonstrated in two aspects: globalization of markets

and globalization of production.

Globalization of Markets

Globalization of markets refers to the merging of separate national markets into one global
market. The tastes and preferences of consumers in different nations are converging on some
global norm. Thus a global market has been created. Consumer products such as Coca-Cola
soft drinks, McDonald’s hamburgers, IKEA furniture and Apple’s iPad are popular in different
nations. By offering the same products worldwide, the MNCs help to create a global market.
In many cases, the same competitors often confront each other in nation after nation. For
instance, Coca-Cola and Pepsi Co., McDonald’s and KFC, Boeing and Airbus often enter into
a new country one by one, to prevent their competitors from gaining an advantage. As MNCs
follow each other around the world, they bring with them the whole business culture which

is successful in other national markets, including products, operating strategies, marketing

Chapter 1 Business Culture and Globalization
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