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- To the Reader

In publishing ANNUAL EDITIONS we recognize the enormous role played by the magazines,
newspapers, and journals of the public press in providing current, first-rate educational
information in a broad spectrum of interest areas. Many of these articles are appropriate for
students, researchers, and professionals seeking accurate, current material to help bridge the
gap between principles and theories and the real world. These articles, however, become more
useful for study when those of lasting value are carefully collected, organized, indexed, and
reproduced in a low-cost format, which provides easy and permanent access when the material
is needed. That is the role played by ANNUAL EDITIONS. Under the direction of each volume’s
academic editor, who is an expert in the subject area, and with the guidance of an Advisory
Board, each year we seek to provide in each ANNUAL EDITION a current, well-balanced, carefully
selected collection of the best of the public press for your study and enjoyment. We think that
you will find this volume useful, and we hope that you will take a moment to let us know

what you think.

When the first edition of Annual Editions: Interna-
tional Business was being compiled a few years
ago, the world was extremely unstable. Power in
the Soviet Union was very much in question.
Hardliners had conducted a coup against the re-
form government. On August 19, 1991, Russian
president Boris Yeltsin jumped on a tank outside
the Russian parliament building and denounced
the coup leaders, galvanizing the people to take
back their government. On that same day, | was
writing the introductory essay for the section of
this book that included articles on the Soviet Un-
ion. In fact, | was typing the essay at the very mo-
ment when the news bulletin reporting Yeltsin’s
act came over the radio. Needless to say, | had to
rewrite the essay.

With the subsequent dissolution of the Soviet
Union and the turn to capitalism by its newly in-
dependent states, many new opportunities for in-
ternational business have opened. In the future,
virtually all countries and all organizations will be
engaged in doing business with other organiza-
tions outside of their home countries. Students of
business administration and, indeed, all people in-
volved in business need to be aware of the new
international environment. They need to recognize
the opportunities and the problems associated
with doing business outside of their home mar-
kets. They need to understand that the same
types of opportunities await all who engage in
business.

Business must respond to this change in the en-
vironment by keeping an open mind about the op-
portunities available to it on a global basis. The
articles that have been chosen for Annual Editions:
International Business 97/98 comprise a Cross sec-
tion of the current literature on the subject. The
collection addresses the various aspects of interna-
tional business, with emphasis on the foundations
and environment of international trade and on

how corporations respond to and deal with this
environment. To this editor, the general tone of
the articles seems to be growing more optimistic
than it was a few years ago. This trend has been
borne out in this latest edition. No one claims
that all the news is good (because it is not) or
that all the problems have been solved (because
they never will be), but there has been a change.
Most of the literature seems to be more hopeful
and less bleak and foreboding than it was at the
start of the decade. There is more talk about op-
portunity and success and less talk about prob-
lems and failure. A new era seems to be dawning.

This anthology contains a number of features
designed to make it useful for people interested
in international business. These features include a
topic guide for locating articles on specific subjects
and a table of contents with abstracts that summa-
rize each article and draw attention to key words
in bold italics. The volume is organized into four
units dealing with specific interrelated topics in in-
ternational business. Each unit begins with an
overview that provides the necessary background
information to allow the reader to place a selec-
tion in the context of the book. Important topics
are emphasized, and challenge questions address
major themes.

We would like to know what you think about
our book. Please take a few minutes to complete
and return the postage-paid article rating form in
the back of the volume. We need your advice and
assistance to help to improve future editions of An-
nual Editions: International Business.

ok Dhedins

Fred Maidment
Editor -
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The Nature of
International Business

* Introduction to International Business (Articles 1 and 2)
* International Trade and Foreign Investment (Articles 3 and 4)
* Economic Theories on International Trade, Development, and Investment (Articles 5-7)

The world is growing smaller each day. Communication
and transportation have made planet Earth more closely
knit for the people who live on it.

Global growth is accelerating, especially in the devel-
oping countries of the Pacific Rim, and it is starting to
increase in Latin America. In the first unit article, “Global
Growth Is on a Tear,” Louis Richman discusses what this
means and why it is important. Industrialized countries,
such as the United States, Japan, and Germany, will con-
tinue to grow, but at a much slower rate than the emerg-
ing “tigers” of the Pacific Rim. China, in particular, with
over 1 billion people, is a country with tremendous po-
tential. It is, however, a nation with huge needs. The in-
frastructure needs to be built. Railroads, roads, bridges,
sewer systems, and electrification are all desperately
needed, and this is where much of China’s growth will
take place. It will not be easy, and there are risks, espe-
cially political risks, but the Chinese prize is so attractive
that many Western organizations will willingly accept
those risks.

While international trade continues to grow, it contin-
ues to become more and more complex. It is a simple
equation. The more countries, the more trading blocs, and
the more people involved, the more complicated trade
becomes. Rules can be set, such as those associated with
the General Agreement on Tariffs and Trade (GATT) and
the World Trade Organization (WTO). But the more rules
there are, the greater is the potential for gray areas be-
tween them. Not only is international trade becoming
more complicated, but it is also becoming more competi-
tive. The developing countries of the world are challeng-
ing the established countries in a variety of areas.
Software is being developed in India; electronics manu-
facture is leaving Japan and going to other countries in
Asia; and textiles, the traditional first step on the road to
industrialization, have become major industries in many
emerging countries.

The United States, faced with such complexity and
competition, must not revert to isolationism and abandon
world trade. But, rather, it must embrace it.

When most people think of powerhouse economies in
Asia, they tend to think of Japan. However, that may be
changing. As with many things, trying to measure some-
thing depends on how and what is counted. For now,

Japan may be number one in Asia by most calculations. But
is it, really? China is generally rated number two. The United
States is considered number one in the world. But is that
important? What, exactly, is “The New World Eco-
nomic Order” discussed by Nilly Ostro-Landau and
Hugh Menzies? What will be the relationship between
corporations and the governments and societies that
spawned them?

Theories of trade are also changing, and the resources
necessary to engage in international trade are reflecting
this change. In the past, utilitarians talked about the four
factors of production—and, the entrepreneur, labor, and
capital—-and how each country had certain advantages
over other countries in these areas. Today, that old analysis
does not necessarily work. Transportation and communi-
cation have made the relative advantages in the four fac-
tors of production less important. The factor of land, or
raw material, has been made less imposing by the trans-
portation system. Japan, for example, has virtually no
natural resources, yet few would argue with the success
of the Japanese economy.

The entrepreneurial factor can be seen everywhere. It
is not just North Americans who start new ventures, but
Chinese, South Americans, and Europeans. The former So-
viét bloc more than demonstrates the ability of former
communists to become entrepreneurs, as do develop-
ments in mainland China over the past 10 years. Even in
Bangladesh, local financing is being used to help small
entrepreneurs. True, these new beehives of en-
trepreneurial activity may have their problems learning to
negotiate the world of business, just as infants have dif-
ficulty learning to walk. But eventually, just like small chil-
dren, they will be on their feet and running everywhere.

Even labor, perhaps the most sedentary of all the fac-
tors of production, has shown signs of movement. Labor
has always been willing to move, but historians have
tended to view these movements as migrations of peo-
ples, not as the movement of a mundane factor of pro-
duction. Emigrations from Europe to Australia, South
Africa, and North and South America have been made
by people seeking a better life for themselves and their
families. This same kind of movement goes on today. Aus-
tralia is still gaining population through immigration;
Europe is experiencing waves of new workers from former




colonies, whether they are Algerians in France or Indians
and Pakistanis in Great Britain; and the United States con-
tinues to receive immigrants, both legal and illegal, from
all over the world, especially from Latin America. What-
ever the reason for immigrating, these people certainly
represent potential labor, at least, and they are all seeking
better lives.

Finally, capital, or the means of production, has shown
an ability to go global. Ever since the start of the indus-
trial revolution, there have been countries that were “de-
veloped” (with the means of production) and countries
that were “less” or “least” developed (generally without
the means of production). But that is starting to change.
Because of the global transportation and communications
system, the location of production facilities is not as im-
portant as it once was. In addition, real and potential
growth is now to be found in these developing countries.
Any organization that is looking to grow will find it much

easier to do so in an economy that is rapidly expanding
than in one that is saturated and growing only as fast as
the population. Capital and the division of production are
global at last and will be even more so in the future.

Looking Ahead: Challenge Questions

The world is growing smaller. How have improvements
in transportation and communication affected interna-
tional trade?

Economies are growing all over the world, but the
most rapid growth is in the emerging countries of the
Pacific Rim. How is this important to business people in
the strategic planning of their businesses?

How has the mobility of production factors changed
their importance when considering theories of interna-
tional trade?




Article 1

GLOBAL GROWTH
IS ON A TEAR

Developing economies are driving the expansion. If they’re smart,
companies in the U.S., Japan, and Europe will climb aboard.

Louis S. Richman

early lost in all the dire head-
lines—MEXICAN PESO COLLAPSES!
ECONOMIC AFTERSHOCKS OF JAPAN
QUAKE! U.S.-CHINA TRADE WAR
LooMs!—is 1995’s Big Event: the beginnings
of a global expansion of breathtaking pro-
portions where developing countries, not
the usual elite club of rich nations, head the
charge. As the chart shows, the 16 largest
such economies will average an estimated
6% annual growth in GDP through 1996,
more than double the rate of the mature
economies of North America, Japan, and
Europe. Says economist Miron Mushkat of
Lehman Brothers in Hong Kong: “The de-
veloping economies are beginning to as-
sume a leadership role as a driver of global
growth.”

Even more epochal, this enormous shift is
taking place in a post—-Cold War world
where the players compete in economic con-
tests rather than ideoiogical ones. For ma-
ture economies, the big opportunity is in rid-
ing these winds of change. By becoming
more competitive, they can boost exports,
create more jobs for themselves, and assure
a prosperous future. The U.S. economic
rally, an early arrival at the planetary growth
party, could even surpass the record expan-
sion of the 1980s.

Risks abound, of course. International in-
vestors are understandably nervous of devel-
oping economies, particularly after Mexico.
And central bankers dread inflation and have
their hand perpetually poised over the lever
that hikes interest rates. But for all this, the
worldwide boom is likely to prove excep-
tionally durable. For one thing, previous ex-

REPORTER ASSOCIATES Patty de Llosa and
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pansions have seen nations advance—and
then tumble—in lock step. This time around,
the world’s business cycles are more indepen-
dent of one another. Witness the unilateral
timetables that the U.S., Europe, and Japan
have followed out of their most recent reces-
sions. Now watch how countries in Asia, East
Europe, and Latin America—many of them
embracing free markets for the first time—
compete as scrappy individuals that can win
or lose regardless of other economies.

All this vibrant, self-sustaining growth
could keep the more mature economies cook-
ing with increased demand for their products,
just as the U.S. benefited from the reconstruc-
tion of war-wrecked Europe and Japan in the
1950s and 1960s. But the timing of the 1990s
boom catches the traditionally elite waist-
deep in sweeping technological and organiza-
tional change. The challenge in these coun-
tries, says Robert Hormats, vice chairman of
Goldman Sachs (International), will be to
preserve their competitive edge amid a frenzy
unleashed by the worldwide ratcheting up of
both supply and demand.

Call it the Restructuring Recovery. New
rivals surfacing from every point of the com-
pass are putting heat on manufacturers
throughout the U.S., Europe, and Japan to
step up investment in their search for effi-
ciencies. In the U.S., for example, gross cap-
ital spending on new plant, equipment, and
office technologies increased at a near-
record rate of 12.5% in 1993 and in 1994.
The Organization for Economic Coopera-
tion and Development (OECD), the eco-
nomic research agency in Paris, forecasts
that such investment will continue to in-
crease in 1995 and yet again, for an unprec-
edented fifth consecutive year, in 1996. In
the European Community, capital spending
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