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THE PROVEN CHOICE FOR
INTERNATIONAL BUSINESS

RELEVANT. PRACTICAL. INTEGRATED.

It is now about a quarter of a century since work began
on the first edition 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.
The success of the book can be attributed to a number of
unique features. Specifically, for the eleventh edition we
have developed a learning program that

» Is comprehensive, state of the art, and timely.
o Is theoretically sound and practically relevant.

* Focuses on applications of international business
concepts.

¢ Tightly integrates the chapter topics throughout.
e Is fully integrated with results-driven technology.

Over the years, and through now eleven editions,
Dr. Charles Hill has worked hard to adhere to these goals.
The eleventh edition, with Dr. Tomas Hult as a coauthor,
follows the same approach. It has not always been easy. An
enormous amount has happened over the past years, both
in the real world of economics, politics, and business, and
in the academic world of theory and empirical research.
Often, we have had to significantly rewrite chapters,
scrap old examples, bring in new ones, incorporate new
theory and evidence into the material, and phase out older
theories that are increasingly less relevant to the dynamic
world of international business. As noted later, 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, we have been guided not only by our own
reading, teaching, and research, but also by the invaluable
feedback we received from professors and students around
the world, from reviewers, and from the editorial staff at
McGraw-Hill. Our thanks go out to all of them.

RELEVANT AND COMPREHENSIVE
To be relevant and comprehensive, an international busi-

ness package must

* Explain how and why the world’s cultures, coun-
tries, and regions differ.

e Cover economics and politics of international
trade and investment.

¢ Tackle international issues related to ethics, cor-
porate social responsibility, and sustainability.

* Explain the functions and form of the global mon-
etary system.

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

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

This text has always endeavored to be relevant, practical,
and integrated. Too many other products have paid insuffi-
cient attention to some portion of the topics mentioned, be-
ing skewed toward a particular portion of international
business. Our goal has always been to cover macro and mi-
cro issues equally, and in a relevant, practical, and inte-
grated manner. We believe that anything short of such a
breadth and depth of coverage is a serious deficiency. Many
of the students in these international business courses will
soon be working in international businesses, and they will
be expected to understand the implications of international
business for their organization’s strategy, structure, and
functions in the context of the global marketplace. We are
proud and delighted to have put together this international
business learning experience for the leaders of tomorrow.
Relevance and comprehensiveness also require cover-
age of the major theories. It has always been a goal to in-
corporate the insights gleaned from recent academic
scholarship into the book. Consistent with this goal, in-
sights from the following research, as a sample of theo-
retical streams used in the book, have been incorporated:

e New trade theory and strategic trade policy.

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

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

¢ Growth theory of economic development champi-
oned by Paul Romer and Gene Grossman.

* Empirical work by Jeffrey Sachs and others on
the relationship between international trade and
economic growth.

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

e Robert Reich’s work on national competitive
advantage.



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

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

o Bartlett and Ghoshal’s research on the transna-
tional corporation.

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

 Insights for international business strategy that
can be derived from the resource-based view
of the firm and complementary theories.

* Paul Samuelson’s critique of free trade theory.

* Conceptual and empirical work on global supply
chain management—Ilogistics, purchasing (sourc-
ing), operations, and marketing channels.

In addition to including leading-edge theory, in light of
the fast-changing nature of the international business en-
vironment we have made every effort to ensure that this
product was as up to date as possible when it went to
press. A significant amount has happened in the world
since we began revisions of this book. By 2016, almost
$4 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 continued to become more global. Several
Asian economies, most notably China and India, contin-
ued to grow their economies at a rapid rate. New multi-
nationals continued to emerge from developing nations
in addition to the world’s established industrial powers.
Increasingly, the globalization of the world economy af-
fected a wide range of firms of all sizes, from the very
large to the very small. And unfortunately, global terror-
ism and the attendant geopolitical risks keep emerging in
various places globally, many new and inconceivable
Jjust a decade ago. These represent a threat to global eco-
nomic integration and activity.

What'’s New in the Eleventh Edition

The most obvious change to the eleventh edition of Inter-
national Business is the addition of a coauthor, G. Tomas
M. Hult. Professor Hult is the John W. Byington Endowed
Chair, professor of marketing and international business,
and director of the International Business Center in the
Eli Broad College of Business at Michigan State Univer-
sity. He is a notable scholar in the area of international
business, marketing, and management, and a well-known

expert on global supply chain management, global strategy,
and marketing strategy. In addition, he has played a major
role in the Academy of International Business, and is cur-
rently the executive director and foundation president of
the Academy of International Business.

I am delighted to have Tomas on the book. Tomas has
been a long-term user of the book and has contributed
end-of-chapter material to the book for many editions
(e.g., he is responsible for the Research Tasks that use
Michigan State’s globaledge.msu.edu knowledge re-
source). I believe that his skills complement my own.
His energy, enthusiasm, and knowledge base helped
make an already strong book even better. Tomas has
made significant new contributions to all chapters in this
edition, including most notably Chapters 4 on culture;
Chapter 5 on ethics, corporate social responsibility, and
sustainability; Chapters 10 to 12 on the global monetary
system; Chapters 13 to 15 on strategy and structure;
Chapters 16 to 20 on international business functions.

The success of the first 10 editions of International Busi-
ness was based in part on 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, our goals for
the eleventh edition have focused on the following:

1. Incorporate new insights from scholarly research.
2. Make sure the content covers all appropriate issues.

3. Make sure the text is up to date with current
events, statistics, and examples.

4. Incorporate value-added globalEDGE features in
every chapter.

5. Add new and insightful opening cases in most
chapters.

6. Connect every chapter to a focus on managerial
implications.

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, which typically refer to 2014 and 2015. For exam-
ple, new examples, cases, and boxes have been added and
older examples updated to reflect new developments.
Importantly, every chapter of the eleventh edition of
International Business has a new feature spearheaded
by Tomas. Specifically, we incorporated value-added
globalEDGE features in every chapter. The Google number-
one-ranked globaledge.msu.edu site (for “international
business resources”) is used in each chapter to add value
to the chapter material and provide up-to-date data and
information. This keeps chapter material constantly and



dynamically updated for teachers who want to infuse
globalEDGE material into the chapter topics, and it
keeps student abreast of current developments in interna-
tional business.

BEYOND UNCRITICAL PRESENTATION
AND SHALLOW EXPLANATION

Many issues in international business are complex and
thus necessitate considerations of pros and cons. To
demonstrate this to students, we have adopted a critical
approach that presents the arguments for and against
economic theories, government policies, business strate-
gies, organizational structures, and so on.

Related to this, we have attempted to explain the com-
plexities of the many theories and phenomena unique to
international business so the student might fully compre-
hend the statements of a theory or the reasons a phenom-
enon is the way it is. We believe that these theories and
phenomena are explained in more depth in this work
than they are in the competition, which seem to use the
rationale that a shallow explanation is little better than
no explanation. In international business, a little knowl-
edge is indeed a dangerous thing.

To help students go a step further in expanding their
application-level understanding of international business,
each chapter incorporates two globalEDGE research
tasks designed and written by Tomas Hult, Tunga Kiyak,
and the team at Michigan State University’s International
Business Center and their globaledge.msu.edu site. The
exercises dovetail with the content just covered.

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. Globaliza-
tion of markets and globalization of production is the
core focus.

Part Two
Chapters 2 through 4 focus on country differences in po-

litical economy and culture, and Chapter 5 on ethics,
corporate social responsibility, and sustainability issues
in international business. Most international business
textbooks place this material at a later point, but we be-
lieve 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 busi-
ness functions arise out of national differences in politi-
cal economy and culture.

Part Three

Chapters 6 through 9 investigate the political economy
of global trade and investment. The purpose of this part
is to describe and explain the trade and investment envi-
ronment 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 envi-
ronment to the firm. In other words, we move from a
macro focus to a micro focus at this stage of the book.
We examine strategies and structures that firms adopt to
compete effectively in the international business
environment.

Part Six

In Chapters 16 through 20 the focus narrows further to
investigate business functions and related operations.
These chapters explain how firms can perform their key
functions—exporting, importing, and countertrade;
global production; global supply chain management;
global marketing; global research and development
(R&D); human resource management; accounting; and
finance—to compete and succeed in the international
business environment.

‘Throughout the book, the relationship of new material
to topics discussed in earlier chapters is pointed out to
the students to reinforce their understanding of how the
material comprises an integrated whole. We deliberately
bring a management focus to the macro chapters (Chap-
ters 1 through 12). We also integrate macro themes in
covering the micro chapters (Chapters 13 through 20).



ACCESSIBLE AND INTERESTING

The international business arena is fascinating and
exciting, and we have tried to communicate our enthusi-
asm for it to the student. Learning is easier and better if
the subject matter is communicated in an interesting,

informative, and accessible manner. One technique we
have used to achieve this is weaving interesting anec-
dotes into the narrative of the text, that is, stories that
illustrate theory.
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part OINe Introduction and Overview

Globalization

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

LO141

Understand what is meant by the term globalization.

LO1-2 Recognize the main drivers of globalization.

LO1-3 Describe the c.hanging nature of the global economy.

LO1-4 Explain the main arguments in the debate over the impact of globalization.
LO1-5

managers.

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

Medical Tourism and the Globalization of Health Care

OPENING CASE

You might think that health care is one of the industries
least vulnerable to dislocation from globalization. Like
many service businesses, surely health care is delivered
where it is purchased? If an American goes to a hospital
for an MRI scan, won't a local radiologist read that scan? If
the MRI scan shows that surgery is required, surely the sur-
gery will-be done at a local hospital in the United States?
Until recently, this was true, but we are now witnessing glo-
balization in this traditionally most local of industries.
Consider the MRI scan: The United States has a short-
age of radiologists, the doctors who specialize in reading
and interpreting diagnostic medical images, including
X-rays, CT scans, MRI scans, and ultrasounds. Demand for
radiologists is reportedly growing twice as fast as the rate
at which medical schools are graduating radiologists with

the skills and qualifications required to read medical im-"

ages. This imbalance between supply and demand means
that radiologists are expensive; an American radiologist
can earn as much as $400,000 a year. Back in the early
2000s, an Indian radiologist working at the prestigious
Massachusetts General Hospital, Dr. Sanjay Saini, thought
he had found a clever way to deal with the shortage and
expense—send images over the Internet to India where
they could be interpreted by radiologists. This would re-
duce the workload on America’s radiologists and cut costs.
A radiologist in India might earn one-tenth of his or her U.S.
counterpart. Plus, because India is on the opposite side of
the globe, the images could be interpreted while it was
nighttime in the United States and be ready for the attend-
ing physician when he or she arrived for work the follow-

ing morning.

As for the surgery, here too we are witnessing an out-
sourcing trend. Consider Howard Staab, a 53-year-old un-
insured self-employed carpenter from North Carolina. Mr.
Staab had surgery to repair a leaking heart valve—in India.
Mr. Staab flew to: New: Delhi, had the operation, and after-
ward toured the Taj Mahal, the price of which was bundled
with that of the surgery. The cost, including airfare, totaled
$10,000. If Mr. Staab’s surgery had been performed in the
United States, the cost would have been $60,000 and
there would have been no visit to the Taj Mahal.

Howard Staab is not alone. Driven by a desire to ac-
cess low-cost health care, some 150,000 Westerners
visit India every year for medical treatments. In general,
medical procedures in India cost about 10-20% less
than in the United States. The Indian industry generates
$2 billion in revenues every year from foreign patients.
In another example, after years of living in pain, Robert
Beeney, a 64-year-old from San Francisco, was advised
to get his hip joint replaced. After doing some research,
Mr. Beeney elected instead for joint resurfacing, which
was not covered by his insurance. Instead of going to a
nearby hospital, he flew to Hyderabad in southern India
and had the surgery done for $6,600, a fraction of the
$25,000 the procedure would have cost in the United
States.

Mr. Beeney had his surgery performed at a branch of
the Apollo hospital chain. Apollo, which was founded by
Dr. Prathap C. Reddy, a surgeon trained at Massachusetts
General Hospital, runs a chain of 50 state-of-the-art hospi-



