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Preface

Students of international business are fortunate enough to be living in a laboratory
where the principles in this book can be used on a daily basis. Virtually every
management decision being made today is influenced by global events, and naive
thinking about international politics, economics, cultures, exchange rates, and
foreign -competitors can have quick and adverse effects on a firm’s bottom line.
The objective of this introduction to international business is to provide relevant
theoretical and practical insights to management students so that the real world of
global business is better understood. We do this in three ways.

First, the text has an extremely strong emphasis on relevance. In each of the
twenty chapters there are at least five “cases,” so the book has a total of over 100
real-world examples of international business issues to provide insight and per-
spective.,

Second, this text incorporates the latest theoretical advances in a manner easily
comprehensible for university and college students, from B.A. to M.B.A. level. For
example, the text discusses such important material as Michael Porter’s “dia-
mond” theory of international competitiveness, the latest work on the theory of
multinational enterprises, and new research on organizational learning within
corporations.

Third, and most important, the text integrates both the practical and theoreti-
cal issues through a sustained use of the concepts of strategic management. Indeed,
this is the first text to have a strategic management focus in the teaching of
introductory international business. This unique feature helps students choose
from the extraordinarily broad menu of events in the international environment by
building confidence in understanding which ones are useful for strategic manage-
ment analysis at the firm level.

The three elements, relevance, strong theoretical foundation, and strategic
synthesis, reinforce each other and provide the student with the opportunity to
gain deep and lasting insights into the management of international business. In
short, this book paints a broad yet detailed picture on the canvas of the global
practice of international business.

Distinctive Features of International Business:
A Strategic Management Approach

There are six distinctive features, in particular, that make this book different from
competing textbooks.

First, the book examines international business with an integrative framework,
using the strategic management viewpoint. The strategic management approach



gives the text the integrative theme of “how to manage an international business”
and ties the chapters together into a relevant framework.

Second, many of the excessively technical or mechanistic concepts found in
other international business textbooks are deemphasized. For example, we select
relevant aspects of foreign exchange rate management, but we leave technical
issues, such as the details of “currency swapping” for the purpose of financing
international transactions, to a specialized course in international finance. Sim-
ilarly, absolute and comparative advantage is covered, but these are examined in
terms of their relevance to managers of multinationals in formulating and imple-
menting strategy. We have one chapter on international economics, not an entire
course. In short, the technical concepts that business majors are learning in their
discipline courses are not reinvented in this book; instead, we select analysis that is
of relevance to international business students.

Third, each chapter has an opening “Active Learning Case” that is revisited
throughout the chapter. The purpose of this “real life” case is to illustrate how the
chapter material is used by multinational enterprises in implementing their strate-
gies. The case also breaks the chapter into subparts and helps to reinforce student
learning.

Fourth, there are two “Real Cases” at the end of each chapter. These cases are
drawn from recent newspaper and journal sources and provide the student with an
opportunity to apply the chapter concepts to real-world situations. The cases also
offer additional information on subjects covered in the chapter.

Fifth, throughout each chapter there are two “International Business Strategy
in Action” boxes. These are drawn from the current literature and provide specific
strategy applications of the material being discussed.

Sixth, Part Four of the book is devoted to doing business in particularly
important geographic regions of the world, especially in the “triad” of North
America, the European Community (EC), and Japan. In this unique feature the
focus is on illustrating how the concepts already presented in the previous parts are
being used by multinationals to establish market positions worldwide.

Listening to the Market

Our vision of a practical, thematically integrated text built upon a solid theoretical
foundation was further refined through an extensive market research effort. We
queried the international business market in several important ways:

1. Hundreds of international business instructors throughout North America
participated in a detailed editorial survey during the formative stages of the
project. Our survey revealed many important market trends, including some
useful insights about international business professors. In recent years, the
international business course has grown in popularity and is now often taught
by professors with degrees in areas other than international economics or
finance. At many universities, professors of management (especially business
strategy and general management) are responsible for the course. We believe
that our unique strategic management focus will appeal to traditional eco-
nomics professors as well as management professors; indeed, international
business now combines these approaches.
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Preface

We also learned that numerous professors with “real-world” experience were
finding that older text offerings do not “tell it like it is.”” In recent years there has
been a dramatic increase in the number of international business professors who
travel to international meetings and engage in joint international research and
dialogue with colleagues from other countries. This book, with its macro-oriented
approach, will appeal to this market niche.

2. Our manuscript was subject to a rigorous editorial review process at key stages
in its development. We are grateful for the incisive comments and critical
suggestions by our colleagues in the profession. In particular, we appreciated
assistance from:

Bharat B. Bhalla, Fairfield University

Gary N. Dicer, University of Tennessee—Knoxville

Prem Gandhi, State University of New York—Plattsburgh
J. Leslie Jankovich, San Jose State University

Robert A. Kemp, Drake University

Rose Knotts, University of North Texas

Michael Kublin, University of New Haven

Stephen Luxmore, St. John Fisher College

John L. Lyons, Pace University

David L. Mathison, Loyola Marymount University
Stanley D. Nollen, Georgetown University

Moonsong David Oh, California State University—Los Angeles
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John Stanbury, Indiana University—K okomo

Robert Vichas, Florida Atlantic University

Acknowledgments

The high quality of this book was greatly enhanced by the dedicated secretarial
assistance of Amy Ho at the Faculty of Management, University of Toronto. In
addition, invaluable research assistance was provided by Samuel He, Bill Mohri,
and Bill Gottlieb. Useful comments have been received from Michael Gestrin,
Andrew Anderson, Michael Scott, and others associated with the Center for
International Business at the University of Toronto.

While Professor Rugman served as the Ross Distinguished Visiting Professor
of Canada—-U.S. Economic and Business Relations at Western Washington Uni-
versity, he received valuable secretarial assistance from Ms. Kathleen Finn and
useful comments from members of the faculty, especially Robert Spich.

Professor Hodgetts is grateful for the suggestions and continued assistance
from Fred Luthans, George Holmes Professor of Management, University of
Nebraska, Lincoln; Gary Dessler and George Sutija, Management Department,
Florida International University; Jane Gibson, Nova University; and Ronald
Greenwood, GMI.

Finally, we are both extremely privileged authors to have been associated with
such dedicated professionals at McGraw-Hill as our editors Alan Sachs, Lynn
Richardson, and Dan Alpert. In particular, Lynn and Dan spent countless hours
nudging us toward delivery of the leading-edge book that they envisaged. We have




also been helped enormously by Senior Editing Supervisor Curt Berkowitz, Devel-
opment Editor Rebecca Kohn, and Director of Editing and Development Suzanne
Thibodeau. The maps prepared by Shane Kelley and the survey conducted by
Mary Falcon also helped to improve the quality of this book.

Alan M. Rugman
Richard M. Hodgetts

Preface

XXV




Contents in Brief

List of Maps  xxi
Preface xxii

PART ONE: The World of International Business

1 The Challenge of International Business 2
2 The Multinational Enterprise 34
3 The Triad and International Business 60

PART TWO: The Environment of International Business
International Politics and Economic Integration 92
International Culture 122

International Trade 150

delals

International Finance 178

PART THREE: International Business Strategies

8 Global Strategic Planning 212
—9 Organizing Strategy 238
TO Production Strategy 262
T Marketing Strategy 294
? Human Resource Management Strategy 322
TB Political Risk and Negotiation Strategies 354
E International Financial Management 382

PART FOUR: International Business Strategies in Action

15 Corporate Strategy and National Competitiveness 418
E Doing Business in the European Community 448

17 Doing Business in Japan 480

18 Doing Business in North America 512
19 Doing Business in Non-Triad Nations 544

PART FIVE: International Business Horizons
20 Future Challenges in International Business 574

Glossary 602
Acknowledgments 611
Indexes 614

viii




Contents

List of Maps  xxi
Preface xxii

PART ONE: The World of international Business

1 The Challenge of International Business >
- Objectives of the Chapter 2
Active Learning Case: Coke Takes Control 3
Introduction 4
INTERNATIONAL BUSINESS STRATEGY IN ACTION: The Baby Bells Are Leaving Home 5
The Role of Small Business 6
World Business: A Brief Overview 6
Exports and Imports 6, Foreign Direct Investment 9
Meeting the International Business Challenge 12
Maintaining Economic Competitiveness 13; International Competitiveness 13
INTERNATIONAL BUSINESS STRATEGY IN ACTION Getting Better All the Time 18
Government and Trade Regulations 18
The Study of International Business 23
From General to Strategic Emphasis 23; Framework Jor this Book 24
Key Points 26
Key Terms 26
Review and Discussion Questions 26
Real Case: Going Global in a Hurry 27
Real Case: A Two-Way Learning Experience 27
Endnotes 28
Additional Bibliography 29
Appendix to Chapter 1 30
_2 The Multinational Enterprise 34

Objectives of the Chapter

Active Learning Case: Mickey Mouse Goes to Europe 35
Introduction 36

The Nature of Multinational Enterprises 36




X

Contents

l.

Characteristics of Multinational Enterprises 37; Why Firms Become
Multinational Enterprises 40; The Strategic Philosophy of Multinational
Enterprises 41

INTERNATIONAL BUSINESS STRATEGY IN ACTION: Going Where the Action Is 42
Multinationals in Action 43
Sales and Profits 43; Some Examples of MNEs in Action 43
Strategic Management of Multinational Enterprises 46
Strategic Management of MNEs: An Introduction 46
INTERNATIONAL BUSINESS STRATEGY IN ACTION: Developing a Global Network 48
Strategic Management in Action 49
Key Points 5t
Key Terms 51
Review and Discussion Questions 51
Real Case: Tiny Machines, Giant Market 52
Real Case: A Coproduction Arrangement 53
Endnotes 54
Additional Bibliography 54
Appendix to Chapter 2 56

The Triad and International Business 60
Objectives of the Chapter 60

Active Learning Case: Look Out, Boeing and McDonnell Douglas—Here
Comes Airbus 61

Introduction 64
Reasons for Foreign Direct Investment 64

Increase Profits and Sales 65; Enter Rapidly Growing Markets 66; Reduce
Costs 66

INTERNATIONAL BUSINESS STRATEGY IN ACTION: The Jury Is Still Out on FDI in
Russia 67

Consolidate Economic Blocs 68; Protect Domestic Markets 68; Protect Foreign
Markets 69; Acquire Technological and Managerial Know-How 69

Foreign Direct Investment by Triad Members 70
The Triad’s Domination of FDI 70; Triad FDI Clusters 70
The Triad and International Business Strategy 73
Triad Activity in the United States 73; Triad Activity in the EC 76; Triad
Activity in Japan 78
INTERNATIONAL BUSINESS STRATEGY IN ACTION: A Profitable Venture 79
Economic Relations within the Triad 81
Japanese Dominance 81; Protectionism 81
Key Points 84
Key Terms 85
Review and Discussion Questions 85
Real Case: Toyota Tries to Deal Successfully with Success 86
Real Case: A Prelude to War in Europe 86
Endnotes 87
Additional Bibliography 88




R

L

PART TWO: The Environment of international Business

Contents

International Politics and Economic Integration 92
Objectives of the Chapter 92
Active Learning Case: But Is It Safe? 93
Introduction: Changing Political Systems 94
Political Ideologies and Economics 94
INTERNATIONAL BUSINESS STRATEGY IN ACTION: Washington’s New Approach 98
Government Control of Assets 98; Government-Business Cooperation 101
Economic Integration 104
Trade Creation and Trade Diversion 000; Levels of Economic Integration 105;
Economic Integration: An Overall Perspective 106; The European Community
(EC) 107
INTERNATIONAL BUSINESS STRATEGY IN ACTION: Trying for Fixed Limits 109
Other Economic Alliances 110
Economic Integration and Strategic Management 112
Joint Ventures and Acquisitions 112; Localization of Business Operations 114
Key Points 116
Key Terms 117
Review and Discussion Questions 117
Real Case: Staying Competitive in the Computer Industry 117
Real Case: Putting a Damper on Europhoria 118
Endnotes 119
Additional Bibliography 120

International Culture 122
Objectives of the Chapter 122
Active Learning Case: A Worldwide Phenomenon 123
Introduction 124
Elements of Culture 124
Language 124
INTERNATIONAL BUSINESS STRATEGY IN ACTION: A Universal Soft Drink 125

Religion 128; Values and Attitudes 128; Customs and Manners 130; Material
Culture 131; Aesthetics 131

INTERNATIONAL BUSINESS STRATEGY IN ACTION: If You Can’t Beat ’Em, Buy ’Em 132
Education 132

Cultural and Attitudinal Dimensions 133
Cultural Dimensions 133; Attitudinal Dimensions 138

Culture and Strategic Management 140

Work Attitudes 140; Achievemnent Motivation 141; Time and the Future 144;
Cross-Cultural Training 144

Key Points 145

Key Terms 146

Review and Discussion Questions 146

Real Case: A Matter of Misunderstanding 147
Real Case: A Leap of Faith 148

xi




xii

Contents

|-

N

Endnotes 148
Additional Bibliography 149

International Trade 150

Objectives of the Chapter 150

Active Learning Case: Slowly but Surely Turning Things Around 151
Introduction 152

International Trade Theory 152

Theory of Absolute Advantage 153; Theory of Comparative Advantage 154;
Factor Endowment Theory 156; International Product Life Cycle Theory 156;
Other Important Considerations 158

INTERNATIONAL BUSINESS STRATEGY IN ACTION: Higher Prices, Higher Profits 159
Barriers to Trade 159

Reasons for Trade Barriers 159; Commonly Used Barriers 160; Tariffs 162; U. S.
Trade Policy 163

INTERNATIONAL BUSINESS STRATEGY IN ACTION: Working It Out 164
Nontariff Barriers to Trade 165

Quotas 165; Buy National Restrictions 166; Customs Valuation 166; Technical
Barriers 166; Antidumping Legislation, Subsidies, and Countervailing Duties 167,
Agricultural Products 167; Export Restraints 168

Other Economic Developments 168
Countertrade 168; Trade in Services 169; Free Trade Zones 170
Key Points 171
Key Terms 172
Review and Discussion Questions 173
Real Case: Exports on the Rise 173
Real Case: Trade Complaints 174
Endnotes 175
Additional Bibliography 175

international Finance 178
Objectives of the Chapter 178
Active Learning Case: With Economic Power Comes Economic
Responsibility 179
Introduction 180
Balance of Payments 181
Broad BOP Categories 181; U. S. Balance of Payments 185
International Monetary System 188

International Monetary Fund 188; The Managed Float System 189; Future
Problems and Challenges 190

Foreign Exchange 195

Foreign Exchange Markets in the United States 195; Participants in Foreign
Exchange Markets 198

INTERNATIONAL BUSINESS STRATEGY IN ACTION: Honda Loses Ground 199
Determination of Exchange Rates 200

Strategic Management and International Finance 202
Strategies for Managing Currency Exchange Rate Risk 202




Contents

INTERNATIONAL BUSINESS STRATEGY IN ACTION: Saying Thanks for the Help 203
Financing of Operations 203

Key Points 205

Key Terms 206

Review and Discussion Questions 206

Real Case: Go East and Make Your Fortune 207

Real Case: When East Meets West 208

Endnotes 208

Additional Bibliography 209

PART THREE: International Business Strategies

Global Strategic Planning 212
Objectives of the Chapter 212
Active Learning Case: Moving into the Big Leagues 213
Introduction 214
Strategic Orientations 214
Strategy Formulation 216
External Environmental Assessment 216
INTERNATIONAL BUSINESS STRATEGY IN ACTION: A Bumpy Ride for the
Competition 217
Internal Environmental Assessment 220; Goal Setting 224
Strategy Implementation 225
Location 225
INTERNATIONAL BUSINESS STRATEGY IN ACTION: Getting a Foothold 226
Ownership 226; Functional Strategies 228
Control and Evaluation 229
Common Methods of Measurement 230
Key Points 231
Key Terms 232
Review and Discussion Questions 232
Real Case: Nintendo’s Worldwide Strategy 233
Real Case: An Air Attack 234
Endnotes 234
Additional Bibliography 235

Organizing Strategy 233

Objectives of the Chapter 238

Active Learning Case: Organizational Designers 239
Introduction 240

Organizational Structures 240

Early Organizational Structures 241 5 The International Division 242; Global
Organizational Structures 242

INTERNATIONAL BUSINESS STRATEGY IN ACTION: Teaming Up 243
INTERNATIONAL BUSINESS STRATEGY IN ACTION: Making Matrix Work 250

xiii




xiv

Contents

Strategic Management and Organizing Strategy 251
Analysis of Key Structural Variables 251; Organizationial Processes 252
Key Points 258
Key Terms 258
Review and Discussion Questions 258
Real Case: From Defense to Consumer Goods 259
Real Case: A Structural Network 260
Endnotes 260
Additional Bibliography 261

Production Strategy 262
Objectives of the Chapter 262

Active Learning Case: Their Production Strategy Just Keeps Getting Better
-and Better 263

Introduction 264

Research, Development, and Innovation 265
New Product/Service Development 265

INTERNATIONAL BUSINESS STRATEGY IN ACTION: Apple Computer Makes Its Move 267
Speed to Market 267

Generation of Goods and Services 269

INTERNATIONAL BUSINESS STRATEGY IN ACTION: Doing It Right 270

Global Sourcing 270; Manufacturing of Goods 272; Inventory Control 276;
Developing a Strong Service Orientation 277

International Logistics 279
Transportation 279; Choice Criteria 280; Packaging 281
Strategic Management and Production Strategy 282

Technology and Production Design 282; Continuous Improvement 284; Alliances
and Acquisitions 285

Key Points 288

Key Terms 289

Review and Discussion Questions 289

Real Case: Quality from A to Z 290

Real Case: Some World-Class Product Manufacturers 290
Endnotes 291

Additional Bibliography 292

Marketing Strategy 294

Objectives of the Chapter 294

Active Learning Case: Worldwide Marketing 295

Introduction 296

International Market Assessment 296
Initial Screening: Basic Need and Potential 296; Second Screening: Financial and
Economic Conditions 297; Third Screening: Political and Legal Forces 298,

Fourth Screening: Sociocultural Forces 298, Fifth Screening: Competitive
Environment 298; Final Selection 299

T e T P



Product Strategies 299
Little or No Modification 300; Moderate to High Modification 300
INTERNATIONAL BUSINESS STRATEGY IN ACTION: Gillette Storms the Market 303
Promotion 304
Nature of the Product 304; Advertising 305; Personal Selling 305
INTERNATIONAL BUSINESS STRATEGY IN ACTION: Targeting Central Europe 306
Pricing 307
Government Controls 307; Market Diversity 307; Currency Fluctuations 308;
Price Escalation Forces 308
Place 309
Different Distribution Systems 310; Choosing the Best Distribution System 310
Strategic Management and Marketing Strategy 311
Ongoing Market Assessment 311; New Product Development 314; Effective
Pricing 315
Key Points 316
Key Terms 317
Review and Discussion Questions 317
Real Case: More Offerings, L.ower Prices 317
Real Case: A Battle over Breakfast 318
Endnotes 319
Additional Bibliography 319

Human Resource Management Strategy 322
Objectives of the Chapter 322
Active Learning Case: Coca-Cola Thinks International 323
Introduction 324
Selection and Repatriation 325

International Screening Criteria and Selection Procedures 325

INTERNATIONAL BUSINESS STRATEGY IN ACTION: Management Starts Getting
Tough 326

Repatriation of Expatriates 328
Training and Development 330

Types of Training 330
Compensation 332

Common Elements in an International Compensation Package 332; Current
Compensation Trends 334

Labor Relations 335

Labor Relations Practices 337; Industrial Democracy 338; Industrial Democracy
in Action 339

Strategic Management and IHRM Strategies 340

Language Training 341; Cultural Adaptation 342; Competitive
Compensation 344

INTERNATIONAL BUSINESS STRATEGY IN ACTION: Gillette’s Approach 346
Key Points 347
Key Terms 347

Contents

XV




xvi

Contents

Review and Discussion Questions 348
Real Case: A Cross-Cultural Program 348
Real Case: America, Here We Come! 349
Endnotes 350

Additional Bibliography 351

Political Risk and Negotiation Strategies 354
Objectives of the Chapter 354
Active Learning Case: From the Great Pacific to the Great Atlantic 355
Introduction 356
The Nature of Political Risk 357
Macro Political Risk 357; Micro Political Risk 357; Sources of Political Risk 358
Forecasting and Managing Political Risk 360
Forecasting Political Risk 360
INTERNATIONAL BUSINESS STRATEGY IN ACTION: Minimizing the Risk 361
Quantifying Risk Vulnerability 362
Negotiation Strategies 364
Evaluation of Positions 364; Behavioral Characteristics of the Participants 366
INTERNATIONAL BUSINESS STRATEGY IN ACTION: Doing Business in China 367
Negotiating an Agreement 368
Strategic Management and Political Risk 371

Use of Integrative and Protective/Defensive Techniques 372, Strategic Use of
Joint Ventures and Partnerships 374

Key Points 376

Key Terms 376

Review and Discussion Questions 376

Real Case: Who Would Be Interested in Investing? 377
Real Case: Apple Goes East 378

Endnotes 378

Additional Bibliography 379

International Financial Management 382
Objectives of the Chapter 382
Active Learning Case: British Air’s Expansion Plans 383
Introduction 384
Determining Parent-Subsidiary Relationships 385
Polycentric Solution 385; Ethnocentric Solution 385; Geocentric Solution 385
Managing Global Cash Flows 386

Internal Fund Flows 386; Funds Positioning Techniques 387; Multilateral
Netting 390

Foreign Exchange Risk Management 393
Inflation 393
INTERNATIONAL BUSINESS STRATEGY IN ACTION: Buying a Big Mac 394

Addressing Exchange Rate Fluctuations 395; Hedging Strategies 397; Developing
Forecasting and Reporting Systems 399



