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PREFACE

Global Business Today is intended for the first in-
ternational business course at either the under-
graduate or the MBA level. My goal in writing this
book has been to set a new standard for interna-
tional business textbooks: | have attempted to
write a book that (1) is comprehensive and up-to-
date, (2) goes beyond an uncritical presentation
and shallow explanation of the body of knowledge,
(3) maintains a tight, integrated flow between
chapters, (4) focuses managerial implications, and
(5) makes important theories accessible and inter-
esting to students.

COMPREHENSIVE AND UP-TO-DATE

To be comprehensive, an international business
textbook must:

» Explain how and why the world’s
countries differ.

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

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

= Examine the strategies and structures
of international businesses.

= Assess the special roles of an
international business'’s various
functions.

This textbook does all these things. Too many
other textbooks pay scant attention to the strate-
gies and structures of international businesses and
to the implications of international business for
firms” various functions. This omission is a serious
deficiency, because the students in these interna-
tional business courses will soon be international
managers, and they will be expected 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 re-
quire coverage of the major theories. Although
many international business textbooks do a rea-
sonable job of reviewing long-established theories
(e.g., the theory of comparative advantage and
Vernon's product life-cycle theory) they tend to ig-
nore such important newer work as:

= The new trade theory and strategic
trade policy.

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

= Samuel Huntington's influential thesis
on the “clash of civilizations.”

= The new growth theory of economic
development championed by Paul
Romer and Gene Grossman.

= Recent empirical work by Jeffrey Sachs
and others on the relationship between
international trade and economic growth.

= Michael Porter's theory of the
competitive advantage of nations.

= Robert Reich’s work on national
competitive advantage.

= The work of 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 transaction cost
economics.

= Bartlett and Ghoshal's research on the
transnational corporation.

= The writings of C. K. Prahalad and Gary
Hamel on core competencies, global
competition, and global strategic
alliances.
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The failure of many books to discuss such work is a serious
deficiency considering how influential these theories have be-
come, not just in academic circles, but also in the world at
large. A major proponent of strategic trade policy, Laura Tyson
served for a time as chairperson of President Clinton’s Council
of Economic Advisors. Robert Reich served as secretary of La-
bor in the Clinton administration. Ronald Coase won the 1992
Nobel Prize in economics, giving the market imperfections ap-
proach new respectability. Two years later, Douglass North
won the Nobel Prize in economics for his work showing how a
nation’s economic history influences its contemporary institu-
tions and property rights regime. More recently still, Amartya
Sen won the Nobel Prize for his work on economic develop-
ment. The work of Bartlett, Ghoshal, Hamel, and Prahalad is
having an important impact on business practices.

I have incorporated all relevant state-of-the-art work at the
appropriate points in this book. For example, in Chapter 2,
“Country Differences in Political Economy,” reference is made
to the new growth theory, to the work of North and others on
national institutional structures and property rights, and to the
work of Sen. In Chapter 4, “International Trade Theory,” in ad-
dition to such standard theories as the theory of comparative
advantage and the Heckscher—0hlin theory, there is detailed
discussion of the new trade theory and Porter's theory of na-
tional competitive advantage. The empirical work on the rela-
tionship between trade and economic growth is also examined
in this chapter. In Chapter 5, “The Political Economy of Inter-
national Trade,” the pros and cons of strategic trade policy are
discussed. In Chapter 6, “Foreign Direct Investment,” the mar-
ket imperfections approach is reviewed. Chapter 10, which
deals with the strategy of international business, draws exten-
sively on the work of Bartlett, Ghoshal, Hamel, and Prahalad.

In addition to including leading-edge theory, in light of the
fast-changing nature of the international business environ-
ment, every effort is being made to ensure that the book is as
up-to-date as possible when it goes to press. A significant
amount has happened in the world since the first edition of this
book was published. The Uruguay Round of GATT negotiations
was successfully concluded and the World Trade Organization
was established. The European Union moved forward with its
post-1992 agenda to achieve a closer economic and monetary
union, including the establishment of a common currency in
January 1999. The North American Free Trade Agreement
passed into law, and Chile indicated its desire to become the
next member of the free trade area. The Asia-Pacific Economic
Cooperation forum (APEC) emerged as the kernel of a possible
future Asia Pacific free trade area. The former Communist
states of Eastern Europe and Asia continued on the road to
economic and political reform. As they did, the euphoric 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 2001, more than $1.5 trillion
per day was flowing across national borders. The size of such

flows fueled concern about the ability of short-term specula-
tive shifts in global capital markets to destabilize the world
economy. These fears were fanned by the well-publicized fi-
nancial problems of a number of organizations that traded de-
rivatives through the global money market, such as Barings
Bank. 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. Sev-
eral Asian Pacific economies, including most notably China,
continued to grow at a rapid rate. New multinationals contin-
ued to emerge from developing nations in addition to the
world’s established industrial powers. And increasingly, the
globalization of the world economy affected a wide range of
firms of all sizes, from the very large to the very small.

Reflecting this rapid pace change, in this edition of the book
I have tried to ensure that all material and statistics are as up-
to-date as possible as of 2002. However, being absolutely up-
to-date is impossible since change is always with us. What is
current today may be outdated tomorrow. Accordingly, | 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 top-
ical developments that are relevant to students of international
business. | hope readers find this a useful addition to the sup-
port 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 demon-
strate this to students, | have adopted a critical approach
that presents the arguments for and against economic the-
ories, government policies, business strategies, organiza-
tional structures, and so on.

Related to this, | have attempted to explain the complexities
of the many theories and phenomena unique to international
business so the student might fully comprehend the state-
ments of a theory or the reasons a phenomenon is the way itis.
These theories and phenomena are typically explained in more
depthin this book than they are in competing textbooks, the ra-
tionale being that a shallow explanation is little better than no
explanation. In international business, a little knowledge is in-
deed a dangerous thing.

INTEGRATED PROGRESSION OF TOPICS

Many textbooks lack a tight, integrated flow of topics from
chapter to chapter. In this book, students are told 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 ad-
dressed and explains the plan of the book.



Part Two

Chapters 2 and 3 focus on national differences in political
economy and culture. Most international business textbooks
place this material at a later point, but | believe it is vital to dis-
cuss national differences first. After all, many of the central is-
sues in international trade and investment, the global
monetary system, international business strategy and struc-
ture, and international business operations arise out of na-
tional differences in political economy and culture. To fully
understand these issues, students must first appreciate the
differences in countries and cultures.

Part Three

Chapters 4 through 7 investigate the political economy of in-
ternational trade and investment. The purpose of this partis to
describe and explain the trade and investment environment in
which international business occurs.

Part Four

Chapters 8 and 9 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 10 through 15, attention shifts from the environ-
ment to the firm. Here the book examines the strategies and
structures that firms adopt to compete effectively in the inter-
national business environment. These chapters explain how
firms can perform their key functions—manufacturing, mar-
keting, R&D, and human resource management—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 stu-
dents to reinforce their understanding of how the material
comprises an integrated whole.

FOCUS ON MANAGERIAL IMPLICATIONS

Many international business textbooks fail to discuss the im-
plications of the various topics for the actual practice of inter-
national business. This does not serve the needs of business
school students who will soon be practicing managers. Ac-
cordingly, the usefulness of this book’s material in the practice
of international business is discussed explicitly. In particular,
at the end of each chapter in Parts Two, Three, and Four—
where the focus is on the environment of international busi-
ness, as opposed to particular firms—there is a section titled
“Implications for Business.” In this section, the managerial im-
plications of the material discussed in the chapter are clearly
explained. For example, Chapter 4, “International Trade The-
ory,” ends with a detailed discussion of the various trade the-
ories’ implications for international business management.

In addition, each chapter begins with an opening case that
illustrates the relevance of chapter material for the practice of
international business. Chapter 2, “Country Differences in Po-

litical Economy,” for example, opens with a case that de-
scribes how changes in the political and economic institutions
of India are making it a more attractive location for interna-
tional businesses to operate.

| 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 business. The closing
case to Chapter 2, for example, looks at Microsoft's battle
against software piracy in China. This case helps to illustrate
the important role that national differences in the protection of
intellectual property rights can play in international business.

Another tool that | have used to focus on managerial impli-
cations are Management Focus boxes. 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 Man-
agement Focus in Chapter 2, for example, looks at how the
South African government has adopted laws that allow the sale
of cheap generic versions of patented medicines—including a
powerful new drug for treating AIDS—uwithout permission from
the patent owner, which in this case are large multinational
pharmaceutical firms.

ACCESSIBLE AND INTERESTING

The international business arena is fascinating and exciting,
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, informative, and accessible
manner. One technique | have used to achieve this is weaving
interesting anecdotes into the narrative of the text—stories
that illustrate theory. The opening cases and focus boxes are
also used to make the theory being discussed in the text both
accessible and interesting.

Each chapter has two kinds of focus boxes—a Manage-
ment Focus box (described above) and a Country Focus box.
Country Focus boxes provide background on the political, eco-
nomic, social, or cultural aspects of countries grappling with
an international business issue. In Chapter 2, for example, one
Country Focus box discusses how an endemic level of corrup-
tion among public officials in Nigeria has had a detrimental ef-
fect on economic development in that nation.

Just how accessible and interesting this book actually is will
be revealed by time and student feedback. | am confident, how-
ever, that this book is far more accessible to students than its
competitors. For those of you who view such a bold claim with
skepticism, | urge you to read the sections in Chapter 1 on the
globalization of the world economy, the changing nature of inter-
national business, and how international business is different.

WHAT'S NEW IN THIS EDITION

The success of the first two editions of Global Business Today
was based in part upon the incorporation of leading-edge re-
search into the text, the use of the up-to-date examples and
statistics to illustrate global trends and enterprise strategy,
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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. Incorporate new insights from recent scholarly
research wherever appropriate.

2. Make sure the content of the text covers all
appropriate issues.

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

As part of the revision process, changes have been made
to every chapter in the book. The following are examples of the
kind of changes that have been made in the text.

Chapter 1: Globalization. All the statistics pertaining to glob-
alization (such as the growth of world trade, output, and foreign
direct investment) have been updated to incorporate the most
recently available data. The chapter has been revised to in-
clude new material on the growing wave of protests against
globalization, which began at the World Trade Organization
meeting in Seattle in December 1999 and have continued at a
steady pace since. The section dealing with the debate be-
tween scholars on the merits and drawbacks of globalization
has been expanded. This debate is concerned with the impact
of globalization on job security, income levels, labor policies,
economic growth, the environment, and national sovereignty.

Chapter 2: Country Differences in Political Economy. The
section on economic development has been expanded to in-
clude a review of the work of Amartya Sen, who recently won
the Nobel Prize in economics. Sen has argued that develop-
ment should be assessed less by material output measures
such as GNP per capita and more by the capabilities and op-
portunities that people enjoy. The discussion of differences in
legal systems has been rewritten to give greater emphasis to
the negative impact of corruption in a country on its economic
development. There is also an expanded discussion dealing
with the protection of intellectual property rights, which takes
into account some recent developments, such as the decision
by some governments to allow the sale of cheap generic ver-
sions of patented medicines—including a powerful new drug
for treating AIDS—without permission from the patent owner.

Chapter 3: Differences in Culture. The Implications for Busi-
ness section of this chapter has been expanded to incorporate
a more detailed discussion of the implications of difference in
culture for business ethics. Although many ethical principles
are universal, some are culturally bounded. When this is the
case, international businesses may be confronted with some
difficult ethical dilemmas.

Chapter 4: International Trade Theory. Over the past few
years, a number of empirical studies have been published that
look at the relationship between a country’s “openness” to in-
ternational trade and its economic growth. This work is now
discussed in this chapter. The work gives empirical support to
the theory of comparative advantage.

Chapter 5: The Political Economy of International Trade. The
chapter has been significantly updated to reflect the recent ac-

tivities of the World Trade Organization (WTO). This includes an
assessment of the record of the WTO in resolving trade disputes
between nations. There is also a review of recent multinational
agreements, brokered by the WTO, to liberalize cross-border
trade and investment in financial services and telecommunica-
tions. There is a discussion of the decision to allow China to en-
ter the WTO. Finally, the revised chapter contains a discussion
of the future of the WTO in the aftermath of the Seattle protests
against globalization.

Chapter 6: Foreign Direct Investment. The chapter has been
updated to include all recent statistics of trends in foreign di-
rectinvestment. Recent data emphasize the important fact that
the majority of cross-border investments in recent years have
taken the form of mergers and acquisitions, rather than green-
field investments. The reasons for this empirical phenomenon
are now discussed in the chapter.

Chapter 7: Regional Economic Integration. In January 1999,
11 member states of the European Union officially adopted a
common currency unit, the euro. This chapter has been revised
toinclude an expanded discussion of the merits and drawbacks
of the euro, and a review and assessment of the early history of
the euro. The chapter also includes a new discussion of the
competition policy of the European Commission. This has be-
come increasingly important to international businesses in re-
cent years. For example, in 2001 the European Commission
ruled against a proposed merger between two U.S. companies,
General Electric and Honeywell, on the grounds that it would
reduce competition in the European Union.

Chapter 10: Global Strategy. An emerging theme in the
strategy literature has been the extent to which multinational
companies can leverage the skills and competencies of their
foreign subsidiaries, using them to benefit the entire corpora-
tion. A new section has been added to Chapter 10 to discuss
this important benefit of international expansion.

Chapter 11: Entering Foreign Markets. A new section in this
chapter looks at the choice between acquisitions and green-
field ventures as alternative strategies for entering foreign
markets and establishing a wholly owned subsidiary. The pros
and cons associated with each alternative are now discussed
in depth in the chapter.

Chapter 14: Global Manufacturing and Materials Manage-
ment. Web-based information systems now play a crucial role
in materials management in the international business. By
tracking component parts as they make their way across the
globe toward an assembly plant, Web-based information sys-
tems enable a firm to optimize its production scheduling ac-
cording to when components are expected to arrive. A new
section has been added to this chapter to discuss this trend.

INSTRUCTOR SUPPORT MATERIAL

Instructor's Manual/Test Bank
(Located on the Instructor's CD-ROM)

The Instructor's Manual, prepared by Veronica Horton of the
University of Akron, and Test Bank, prepared and updated by
Amit Shah at Frostburg State University, contains chapter



overviews, teaching suggestions, and lecture notes. The Test
Bank portion for this edition contains approximately 100 ques-
tions per chapter.

Computerized Testing for Windows (Located on the
Instructor's CD-ROM)

A computerized version of the test bank allows the instructor
to generate random tests and to add his or her own questions.

PowerPoint® Presentation Slides (Located on the
Instructor’s CD-ROM)

The PowerPoint presentation, by Jeanne McNett of Assump-
tion College, contains a blend of material from the text and also
new material, amounting to approximately 15 to 20 slides per
chapter.

Instructor’s CD-ROM (007-285221-6)

The Instructor’s Manual, the PowerPoint® slides, and Test
Bank are compiled in electronic format on a CD for your con-
venience in customizing lecture presentations. There are also
additional digitized videos for you to choose from.

Video Collection (007-253794-9)

This edition will also include an improved video collection, con-
sisting of NBC News footage and original business documen-
taries for each chapter. Professor Video Notes and student
video exercises will be available online. For a comprehensive
lineup of video selections for each chapter, please see the On-
line Learning Center for complete details.

Instructor Resources and Online Learning Center

This password-protected instructor section of the book web-
site, available to adopters of Global Business Today, will pro-
vide coverage of the latest in online news and links relating to
international business, countries, and situations referenced in
the text. Other online and downloadable teaching resources
will be available for the instructor as well.

Global Business Plan Project and Resource CD

Each new copy of the book is packaged with a free Global Busi-
ness Plan Project and Interactive Atlas CD. Designed by Les
Dlabay of Lake Forest College for use in his own international
business class, the global business plan project helps students
create their own plan to launch a new business venture. As stu-
dents work through the activities in each module, they can link
to glossary terms from the book, view related video clips, or
launch to the book website and Internet. New to this edition, the

interactive “Business Around the World" atlas allows students
to research information about doing business in various coun-
tries by clicking on an area on the map to access business news
and analysis, general facts, and business guidelines.

Student Online Learning Center

Online Learning Center www.mhhe.com/hillgbt3e contentis an-
cillary and supplementary germane to the textbook. As students
read the book, they can go online to take self-grading quizzes,
review material, or work through interactive exercises. Hill’s
Global Business Today will include such items for the student as
key term flashcards; other self-assessment links; and much
more. OLCs can be delivered multiple ways—professors and
students can access them directly through the textbook web-
site, through PageOQut, or within a course management system
(i.e., WebCT, Blackboard, TopClass, or eCollege).
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Charles W. L. Hill’s Global
Business Today has a rich se-
lection of learning features
that highlight companies’ ups
and downs in the interna-
tional business arena, stimu-
late learning and understand-
ing, and challenge students
to respond.

Learning Objectives

A chapter road map for your stu-
dents, the Learning Objectives tell
them what they will know after
completing the chapter.

In 1992, McDonald's Corporation opened its first restaurant in Bei-
ling, China, after a decade of market research. The restaurant, then
the largest McDonald's in the world, was located on the comer of
Wangfujing Street and the Avenue of Eternal Peace, just two blocks
from Tiananmen Square, the very heart of China’s capital. The location
choice seemed auspicious, and within two years, sales at the restaurant
were surpassing expectations. Then the Beijing city government dropped
a bombshell; officials abruptly informed McDonald's that it would have to
make way for a commercial, residential, and office complex planned by
Hong Kong developer Li Ka-shing. At the time, McDonald’s still had 18 years
left on its 20-year lease. A stunned McDonald's did what any good Western
company would do—it took the Beijing city government to court to try to en-
force the lease. The court refused to enforce the lease, and McDonald's had to
move. Chinese asimple for 3
they said, lacked the guanxi of Li Ka-shing. Given this, how could the company ex-
pect to prevail? Company executives should have accepted the decision in good
grace and moved on, but instead, McDonald’s filed a lawsuit—a move that would
further reduce what guanxi McDonald’s might have with the city government!
This example illustrates a basic difference between doing business in the West
and doing business in China. In the advanced economies of the West, business trans-
actions are conducted and regulated by the centuries-old framewark of contract law,
which specifies the rights and obligations of parties to a business contract and pro-
vides mechanisms for seeking to redress grievances if one party in the exchange fails
to live up to the legal agreement. In the West, McDonald's could have relied on the courts
to enforce its legal contract with the Beijing government. In China, this approach didn't
work, China does not have the same legal infrastructure. Personal power and relationships
or connections, rather than the rule of law, have always been the key to getting things done
in China, Decades of Communist rule stripped away the basic legal infrastructure that did ex-
istto regulate business Power, ionships, and areani
and some say necessary, influence on getting things done and enforcing
business agreements in China. The key to understanding this process is the
concept of guanxi.
Guanxiliterally means relationships, although in business settings it can
be better understood as “connections.” McDonald's lost its lease in central
Beijing because it lacked the guanxi enjoyed by the powerful Li Ka-shing. The
concept of guanxiis deeply rooted in Chinese culture, particularly the Confu-
cian philosophy of valuing social hierarchy and reciprocal obligations. Confu-
cian ideology has a 2,000-year history in China, and half a century of
Communist rule has done little to dent its influence on everyday culture in
China. Cq i stresses the i of relationships, both within the
family and between master and servant. Confucian ideology teaches that peo-
ple are not created equal. In Confucian thought, loyalty and obligations to
one’s superiors (or to family) is regarded as a sacred duty, but at the same
time, this loyalty has its price. Social superiors are obligated to reward the loy-
alty of their social inferiors by bestowing “blessings™ upon them; thus, the ob-
ligations are reciprocal.
Today, Chinese will often cultivate a guanxiwang, or “relationship net-
work,” for help. Reciprocal abligations are the glue that holds such networks
together. If those obligations are not met—if favors done are not paid back or
i the reputation of the is tarnished and he or she
will be less able to draw on guanxiwang for help in the future. Thus, the implicit

OPENING CASE

Guanxi—Ties That Bind

threat of social sanctions is oftan sufficient to ensure that favors are fepaid, that obligations are met,
and that relationships are honored. In a society that lacks a rule-basgd legal tradition, and thus legal
ways of redressing wrongs such as violations of business agreemen{s, guanxiis an important mech-
anism for building long-term business relationships and getting busjness done in China. There is a
tacit acknowledgment that if you have the right guanxi, legal rules c4n be broken, or at least bent. Li
Ka-shing had the right guanxi; McDonald’s apparently did not.

As they have come to understand this, many Western businessgs have tried to build guanxi to
grease the wheels required to do business in China. Increasingly, gyanxi has become a commodity
that is for sale to forgigners. Many of the sons and daughters of -ranking government officials
have set up “consulting” firms and offered to mobilize their guanxiwang or those of their parents to
help Western companies navigate their way through Chinese bureaugracy. Taking advantage of such
services, howaver, requires good ethical judgment. There is a fine linp between relationship building,
which may requi ing favors to meet obligations, and bribery. Consjder the case of a lucrative busi-
ness contract that was under consideration for more than a year Hetween a large Chinese state-
owned enterprise and two competing multinational firms. After monfhs of negotiations, the Chinese
elected to continue dit with just one of the i thq one that had recently hired the
son of the principal Chinese negotiator at a significant salary. This occurred even though the favored
firm’s equipment was less compatible with Chinese equipment alreafly in place than that offered by
the rejected multinational. The clear implication is that the son of the negotiator had mabilized his
guanxiwangto help his new employer gain an advantage in the contract iations. While hiring the
son of the principal negotiator may be viewed as good business practice by some in the context of
Chinese culture, others might argue that this action was ethically sufpect and could ba viewed as a
thinly concealed bribe.

Sources: §. 0. Seligman, “Guanxi: Grease tor the Whels of China,~ China Businass Revlaw, Septamber/October 1999, pp. 34-36,
L Dana, “Culure Is the Essence of Asis,” Financial Times, November 27, 2000, p. 12, L Mdar, “MeDonald’s to Close Original Bei-
jing Store,” USA Today, Decembar 2, 199, p. 1A, and M. W. Pang, Business Strategies f Transition Economies (Thausand Oaks,

CA: Sage Publications, 2000)

LEARNING OBJECTIVES

1. Understand that substantial differences between societies arise from cultural differences.
2. Know what is meant by the term culture.

3. Appreciate that cultures vary because of differences in social structure, religion, language,
education, economic philosophy, and political philosophy.

Understand the relationship between culture and the values found in the workplace.
Appreciate that culture is not a constant, but changes over time.

o s

6. Appreciate that much of the change in contemparary social culture is being driven by economic
ical change, and izati
1 the implications for business of dif among
cultures.
INTRODUCTION I

International business is different from domestic business because countries are dif-
ferent. In Chapter 2 we saw how national differences in political, economic, and legal
systems influence the benefits, costs, and risks associated with doing business in dif-
ferent countries. In this chapter, we will explore how differences in culture across and
within countries can affect international business. Several themes run through this
chapter.

The first theme is that business success in a variety of countries requires cross-
cultural literacy. By cross-cultural literacy, we mean an understanding of how cultural
differences across and within nations can affect the way business is practiced. In these

Opening Case

Each chapter begins with an engaging opening
case that sets the stage for the chapter. These
brief but interesting case studies introduce stu-
dents to critical issues and often challenge their
preconceptions. For actual countries/organiza-
tions providing rich, introductory examples, lool
to each chapter’s opening case.
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A hierarchy of concepts?
Perhaps culture is a deeper level concept, one
upon which the values of the economic,
political, and legal systems rest. For example,
the United States adopts legislation whose goal
is to maintain fairness and a level playing field.
These values are consistent with a culture that
has a low power distance and values the
individual. The high levels of competition in the
U.S. economy, both among companies and
among individuals, can be seen to support the
high levels of individualism that are central to
U.S. culture. Contrast the focus on the individual
in the United States with the Chinese value of
guanxi. The U.S. notion of fairness, the level
playing field, can be seen as the basis for
prohibiting insider trading in the United States.
Yet for the Chinese, quanxi suggests that the
holder of privileged information relevant to the
market would have an obligation to share this
information with friends. Such an obligation
supports networked, close relationships and
obligation to the group.

jory reduction, quality control, and joint de-
ation’s competitiveness. This level of coop-
pnship between a company and its suppliers
Ve bidding, rather than one based on long-

Culture

Another Perspective

A

Country Focus

Country Focus boxes provide real-
world examples of how different
countries grapple with the political,
economic, social, or cultural issues
facing them.

With four to five examples per
chapter, Another Perspective
boxes provide students an alter-
nate way of thinking about impor-
tant global issues presented in the
text. These not only hone students’
critical thinking skills but also give
a deeper understanding to a topic
nearby.

> of
: canspired to damage economic activity in Nigeria. The country is composed of several

40 YEARS OF CORRUPTION (N NIGERIA
When Nigeria gained independence from Great Britain in 1960, there were hopes that the
country might amerge s an ecananic hasvyweight i Afica. Not anly was Nigeria Afica's
501 particularly
oil, which rose sharply in v||un inthe 1970s after two rounds of increases in oil prices engi-
neered by the of Petroleum Exp ). Between 1970 and 2000,
Nigeria earned more than $300 billion from the sale of il, ut at| the end of this period t r-
1n2000, capitawas
just $300, 40 prcent of the adult population was literate, life expactancy at birth was only 50
years, and the country was begging for relief on $30 billion in debt. The Human Development In-
dex compiled by the United Nations ranked Nigeria 151 out of 174 countries coverad.

competing ethnic, tribal, and religious groups, and the conflict between them has limited
political stability and led to political strife, including  brutal civil war in the 13705, With
the legitimacy of the government always in question, political lsadars often purchased
‘support by legitimizing bribes and by raiding the national treasury to reward allies. Civilian
rule after independence was followed by a series of military dictatorships, each of which
seemed more corrupt and inept than the last (the country returned to civilian rule in 1999).
The most recent military dictator, Sani Abacha, oponly and systamatically plundared the state
treasury for in. His the Petroleum Trust Fund, which he set
up in the mid-1980s ostensibly 1o channel extra revenue from an increasa in fuel prices into much-
needed i audited and al-
most none of ey that passed accounted for. It was, in fact, a vehicle for
Abacha and his supporters to spend a sum that in 1996 was equivalent to some 25 pw:unl of the total
Abacha, of his positian and
personal security and handed out bribes to those whose support ha covetad. With examples like this at
the very top of the government, it is not surprising that corruption could be found throughout the political
and bureaucratic apparatus.

Some of the excesses were astounding. In the 1980s, an aluminum smelter was built on the orders of
the government, which wanted to industrialize Nigeria. The cost of the smelter was $2.4 billion, some 60 to
100 percent higher than the cost of comparable plants elsewhere in the developed wullﬂ This high cost
y interpr 10 be paid tolocal politici con-
tractars that built the plant. The smelter has never operated at mare than a fraction of its intended capac-
ity. Another example of corruption in Nigeria was the cemant scandal of the early 1980s. At that time, the

Public ce-
i taking i kickback.
far more cement than was needed and more than Nigerian ports could cope with. Soon ships loaded with
cement formed a line that stretched for several miles outside of Lagos harbor and that taok months to un-
load. Meanwhile, the officials responsible were making a fortune from selling csment import licanses.
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The philosophy behind intellectual property laws is to reward the originator
of a new invention, book, musical record, clothes design, restaurant chuin, and
the like, for his or her idea and effort. Such laws are a very important stimulus to
innovation and creative work. They provide an incentive for people to search for
novel ways of doing things, and they reward creativity, For example, consider in-




SUDDENLY LYNDA

Suddenly three years ago when she was only 22, Lynda
Luna’s life took an unexpected turn. She and her fiancé
sold all their possessions and moved from California to
the Philippines to get married and run his family’s inter-
national trading company. Once there, however, Lynda
broke off the engagement. Practically overnight she
found herself in a foreign country without any family
and only a few friends made through her now ex-fiancé.
Although Lynda was born in the Philippines, she emi-
grated to the United States when she was 10. When she
ended the engagement, she determined not to return
home without proving to her parents and to her self that she
could make it on her own. Her biggest concern was that she
had disappointed her family.

Lynda decided to go after part of her dream. Instead of op-
erating a his-and-hers business, it would now be hers alone.
Lynda had some previous experience in international trade.
While still in the United States, she and her fiancé ran RITZ in-
ternational Trading on a part-time basis. They imported native
Filipino products such as baskets. She handled the paperwork
while he handled the sales and the vendors. "R was the initial
of his first name; | stood for international; and T for trading. The
Z was added for class,” according to Lynda.

Through a friend in the Philippines, she met the owner of a
chain of cellular phone stores. He was very interested in ob-
taining products from the United States where the market was
saturated and prices were cheaper. She believed she could
handle the job. For three months, Lynda worked at his retail
store and visited service providers to acquaint herself with the
products and the industry. She then returned to California and
began supplying him with cellular phones and beepers.

Now at 25, as general manager of RITZ International Trad-
ing, she has been shipping product to the Philippines for more
than two years. She retained the RITZ name in the amicable
split. “Why waste a perfectly good name and logo,” Lynda rea-
soned. She uses the general manager title because it conveys
that she oversees everything.

“It has never been easier to start your own international
business if you are resourceful,” Lynda believes, “because of
the plenitude of resources provided by the Chamber of Com-
merce, the Small Business Administration, the Internet, and
the library.”

Working as a reseller, Lynda locates the best suppliers. If
the order is not too large, she packages the products herself.

Otherwise she arranges for packaging through the supplier.
She also arranges for a freight forwarder to ship the product.

) YOU DO THIS?
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Las Vegas. She obtained additional suppliers from directories
put out by the U.S. Department of Commerce and from listings
in trade journals. She obtained her Hong Kong suppliers from
the recommendations of friends.

When she needs to place an order, she makes her decision
based on three Ps: product, price, and promptness. The sup-
plier must have the right product available in the right quanti-
ties. The supplier must return her calls promptly and should
offer her a good price. Even if all the elements are present,
Lynda will test a new supplier with a small order before risking
alarge one.

Lynda has had very good experience with her suppliers.
“Since many of the ones | deal with typically do not sell in such
large volumes, they really try to provide me with good service,”
says Lynda. “However, it is very important to meet with the
suppliers in person and to establish relationships.”

According to Lynda there are differences when dealing
with suppliers from the United States versus those in Hong
Kong. Suppliers in the United States are satsfied if you visit
them once or twice a year, and telephone contact may be ad-
equate. Those in Hong Kong not only want you to visit and take
them out to dinner but also bring a present. “Anything from ties
to jewelry to shoes is acceptable as long as it has a designer
label.” Lynda visits her suppliers in Hong Kong at least once a
year armed with presents usually purchased on Rodeo Drive in
Bevarly Hills.

Proper packaging is critical. She must meet the buyer's
specifications precisely. Otherwise there may be problems
with breakage or even entry into the Philippines.

Lynda has selected her freight forwarders both in the
United States and in Hong Kong based on the recommenda-
tions of friends. She has received very good service from her
freight forwarders, which is essential when delivery speed is
critical. Since the product life cycle of cellular phones is short,
the retailer in the Philippines commands his best price when
demand is high but supplies are limited. Typically the elapsed
time between order placement and delivery is only a week.

Lynda manages to run RITZ part time while attending a
state university full time. “In reality when you have your own
business, especially an international one, you are always on
call,” Lynda says. Her bedroom is her office, and the fax ma-
chine is next to her bed.

Over the last two years, Lynda estimates that she has filled
six to seven orders ranging from 5,000 to 10,000 units each. So
far the volume has been steady. Lynda predicts that the ceilu-

rket is on the verge of for a num-

ber of reasons. It is difficult to get a landline in the Philippines.
Per capita income is increasing, and the affiuent are very con-

Lynda has now developed a network of
retailers and distributors in California from whom she buys and
2in Hong Kong. She made her original contacts with the U.S.
suppliers at the annual Consumer Electronics Trade Show in
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cerned with

Statistics bear out Lynda’s observations. According to an
industry analysis, “The mobile wireless segment is the most
- The

dynamic in terms of growth, competition, and technolog

Management Focus

Management Focus boxes illus-
trate the relevance of chapter con-
cepts for the practice of
international business.

“Could You Do This?”
Entrepreneurial Peer
Profile

A

Entrepreneurial Peer Profiles fea-
ture real students’ entrepreneurial

own international businesses.

FREE TRADE AND RE!
ﬂlﬂ)ulmr

into one of the ma-
jor
business. Started in Seattle in 1938 by Lloyd Anderson, the company provided high-quality
climbing gear at a low price to members of the cooperative. For its first 37 years, REl operated
a single store in Seattle, but in 1975 the cooperative started opening stores in other cities. To-
day REl has annual sales of 8621 million, 60 stores i vth
of 8to 10 percent annually, and a goal of opening three to five retail outlets per year. annnnu
growth, RE! is still arganized as a cooperative with 1.7 million active members. All members re-
ceive a dividend check at the end of each year that amounts to about 10 percent of the value of
mmmmmmlmmmmmh-wmmnm) RE also has
one of the i which reg-
istered revenues of $41.2 million in 1998, up 300 percent from a year earlier.
To supply some of its own product needs, REl has two subsidiaries. One of these,
Thaw, has been supplying REI with a range of gear, including tents, backpacks, sleeping
bags, and clothing, for 33 years. In recent years, Thaw has concentrated on producing
fleece clothing items for REI's stores. Unfortunately for Thaw's 200 employees, the eco-
nomics of manufacturing garments in the United States have been changing for several
years. Following passage of the North American Free Trade Agreement (NAFTA) in 1993, all tar-
iffs on trade in textile garments between the United States and Mexico were dropped (a tariff is a tax
onimports). In the following years, an increasing number of texti tions shut d United
States and moved to Mexico, attracted by lower labor costs. Wage rates for textile workers in Mexico
run about $5to $10 a day, cmmmammmwnmmmr«mwmm
significant.

MANAGEMENT FOCUS

eration such as garment these wage are Given these economics,
in mid-2000 RE! P clozuita Than y g
Mexico, RE!

prices for and other customers and bigger profits for REI, Mmm-
lates into larger dividend checks for REl's members. It also means its employees at Thaw will be out of 2
job. To assist its former employees at Thaw, REl added funds to federal money to assist with job retrain-
ing, unemployment benefits, and health insurance.

The events at Thaw are being repeated across the country. Since 1993, about 450,000 jobs have been
lostin the U.S. garment industry as production has lmw'dmlnw w-gl countries suchl Mexica. Former
taxtile workers, most of whom are low skilled, Itto find
The Department of Labor estimates that between 1995 and 1997, suwummnmmwmwmvs
hmmMﬁﬂ-mnhs.mﬁhrmtzmmﬂmﬂ,mwwmdmmdbvwm-mp-r-
cent prices,
mmmmmmmmm«mwummumbnnnnam
m:«ummuﬂo-memcmumummmwmmmm

suchasU.S.

companies, such as REI, to make difficult managerial decisions.

Source: R T. Nelson, “REl's Globalization,” Seattle Times. May 14, 2000, pp. D1, D2, and E. Chabrow, “RE! Gets Head Start in Clicks and
Mortar Race,” Information Week May 1, 2000.

Second, free trade might also increase the efficiency with which a country uses
its resources. Gains in the efficiency of resource utilization could arise from a num-
ber of factors. For example, economies of large-scale production might become
available as trade expands the size of the total market available to domestic firms.
Trade might make better technology from abroad available to domestic firms; bet-

Located after nearly every chapter,

drive and their mission to run their




PART2 Country Differences

IMPLICATIONS FOR BUSINESS

ETHNOGENTRIC |

AVIOR
Behavior that s basod
on the baliaf in the

supariority of one’s |

International business is different from national business because countries and societies are differ-
ant. In this chapter, we have seen just how different societies can be. Societies differ because their
cultures vary. Their cultures vary because of profound differences in social structure, religion, lan-
quage, education, economic philosophy, and political philosophy. Three important implications for in-
ternational business flow from these differences. The first is the need to develop cross-cultural
literacy. There is a need not only to appreciate that cultural differences exist, but also to appreciate
what such differences mean for international business. A second implication looks at the connection
between culture and ethics in decision making. A third implication for international business centers
on the connection between culture and national competitive advantage. In this section, we will ex-
plore these issues in greater detail

CROSS-CULTURAL LITERA

One of the blgqasl dangers confronting a company that goes abroad for the firsttime is the danger of
being ill-infc that are ill-infs d about the practices of another cul-
ture are likely to full. D b in different o the value
systems and norms of that culture. Adaptation can embrace all aspects of an intecnational firm's op-
erations in a foreign country. The way deals are negotiated, the appropriate incentive pay systems for
salespeople, the structure of the organization, the name of a product, the tenor of relations between
management and |abor, the manner in which the product is promoted, and so on, are all sensitive to
cultural differances. What works in one culture might not work in another,

To combat the danger of being ill-informed, international businesses should consider employing
local citizens. They must alsa ensure that home-country executives are cosmopolitan enough to un-
derstand how differences in cultura affect the practice of international business, Transterring execu-
tives overseas at regular intervals m expose them to different culturas will help build a cadre of

An business must also be constantly on guard against the dan-

o

culturs; often shows |
disregard or comempt |

for tha cultura of other
countrios.

gers of ethnocentric behavior. Ethnocentrism is a belief in the superiority of one’s own ethnic group
or culture. Hand in hand with ethnocentrism goes a disregard or contempt for the culture of other
countries. Unfortunately, ethnocentrism is prevalent; many Americans are guilty of it, as are many
French people, Japanese people, British peaple, and so on. Ugly as itis, ethnocentrism is a fact of life,
one that international businesses must be on continual guard against.

Implications for Business

A

At the end of nearly every chapter, “Impli-
cations for Business” spotlights the manage-
rial implications of the material discussed in

the chapter.

Closing Case

{E RISE OF THE INDIAN

SOFTWARE

v -

INDUSTRY

As a relatively poor country, India is not normally
thought of as a nation capable of building a major pres-
ence in a high-technology industry, such as computer
software. In little more than a decade, however, the In-
dian software industry has astounded its skeptics and
emerged from obscurity to become an important force
inthe global software industry, Between 1991-1392 and
1999-2000, sales of Indian software companies grew ata com-
pound rate in excess of 60 percent annually. In 19911992, the
industry had sales totaling $388 million. By 2000, they were
about $6 billion. By the late 1990s, more than 900 software com-
panies in India employed 200,000 software engineers, the third
largest concentration of such talent in the world.

Much of this growth was powered by exports. In 1985, In-
dian software exports were worth less than $10 million. They
surged to $1.8 billion in 1997 and hit a record $4 billion in 2000.
The future looks very bright. Powered by continued export-led
growth, India’s National Association of Software and Service
Companies projects that total software revenues generated by
Indian i

The closing case wraps up the ma-
terial in the chapter by relating the
experience of a company to the
practice of international business.

\

il hit $28 billion by 20042005 and $87 billion
by 2007-2008. As a testament to this growth, many foreign soft-
ware companies are now investing heavily in Indian software
development operations including Microsoft, IBM, Oracle, and
Computer Associates, the four largest U.S-based software
houses. Equally significantly, two out of every five global com-
panies now source their software services from India.

Most of the current growth of the Indian software indus-
try has been based on contract or project-based work for
foreign clients. Many Indian companies, for example, main-
tain applications for their clients, convert code, or migrate
software from one platform to another. Increasingly, Indian
companies are also involved in important development proj-
ects for foreign clients. For example, TCS, India's largest
software company, has an alliance with Ernst & Young under
which TCS will develop and maintain customized software
for Ernst & Young's global clients. TCS also has a develop-
ment alliance with Microsoft under which the company de-
veloped a paperless National Share Depositary system for
the Indian stock market based on Microsoft's Windows NT
npmnnng svstem and SQL server dulabssu technology. In-

are also moving
projects. From almost zero in 1997, e-commerce projects
now account for about 10 percent of all software develop-
mentand service work in India and are projected to reach 20
percent within two years.

The Indian software industry has emerged despite a
poor information technology infrastructure. The installed
base of personal computers in India stood at just 3 million in

1934, and this in a nation of nearly 1 billion people. With just
22 telephone lines per 1,000 people, India has one of the
lowest penetration rates for fixed telephone lines in Asia, if
not the world. Internet connections numbered less than
100,000 in 1998, compared to 60 million in the United States.
But sales of personal computers are starting to take off, and
the rapid growth of mobile telephones in India’s main cities
is to some extent compensating for the lack of fixed tele-
phone lines.

In explaining the success of their industry, India’s soft-
ware entrepreneurs point to a number of factors. Although
the general fevel of education in India is low, India’s impor-
tant middle class is highly educated and its top educational
institutions are world class. Also, India has always empha-
sized engineering. Another great plus from an international
perceptive is that English is the working language through-
out much of middle-class India—a remnant from the days of
the British raja. Then there is the wage rate. American soft-
ware engineers are increasingly scarce, and the basic
salary has been driven up to one of the highest for any oc-
cupational group in the country, with entry-level program-
mers earning $70,000 per year. An entry-level programmer in
India, in contrast, starts at around $5,000 per year, which is
very low by international standards but high by Indian stan-
dards. Salaries for programmers are rising rapidly in India,
but so is productivity. In 1992, productivity was about $21,000
per software engineer. By 1997, the figure had risen to
$45,000. As a consequence of these factors, by 2000 work
done in India for U.S, software companies amounted to $25
10$35 an hour, compared to $75 to $100 per hour for software
development done in the United States.

Another factor helping India is that satellite communica-
tions have removed distance as an obstacle to doing business
for foreign clients. Because software is nothing more than a
stream of zeros and ones, it can be transported at the speed
of light and at negligible cost to any point in the warld. In &
world of instant communication, India’s geographical position
between Europe and the United States has given ita time zone
advantage. Indian companies have been able to exploit the
rapidly expanding international market for outsourced soft-
ware services, including the expanding market for remote
maintenance. Indian engineers can fix software bugs, up-
grade systems, or process data overnight while their users in
Western companies are asleep.

To maintain their competitive position, Indian software
companies are now investing heavily in training and leading-
edge programming skills. They have also been enthusiastic
adopters of quality standards, i IS0
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The Online Learning Center (OLC) is a website
that follows the text chapter by chapter, with ad-
ditional materials and quizzing that enhances
the text and/or classroom experience. As stu-
dents read the book, they can go online to take
self-grading quizzes, review material, work
through interactive exercises, or utilize the fully-
integrated PowerWeb. This online resource pro-
vides high quality, peer-reviewed content
including up-to-date articles from leading peri-
odicals and journals, current news, weekly up-
dates, and much more. The website will also link
to our new International Business Online site,
offering readings and accompanying exercises.
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The Global Business Plan Project helps
students create their own plan to launch a
new business venture. As students work
through the activities, they can link to
terms, view videoclips, link to the text’s
Online Learning Center, or utilize our
new “Business Around the World” feature.
This feature allows students to research
doing business in various countries by '
clicking on areas on the map to access
business news and analysis, general facts,
and business guidelines.

POWERWERB

International
Busingss

Harness the assets of the Web by keeping current with
PowerWeb! This online resource provides high-
quality, peer-reviewed content including up-to-date
articles from leading periodicals and journals, current
news, weekly updates, interactive exercises, Web re-
search guide, study tips, and much more! Ask your
sales representative how to get the Hill, Global Business

Today, 3/e PowerWeb package.
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Located on the Instructor’s CD-ROM, this
comprehensive teaching guide includes course

outlines, chapter overviews and

gestions, teaching notes for all cases in the
book, and sources of additional readings and

information.

teaching sug-

Global Business Today
4 Third Edion

Charles W, L. Hill

Foreign Direct Investment

PowerPoint
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-

* Foreign direct investment (FDI) happens
when a firm invests directly in facilities in a
foreign country

A firm that engages in FDI becomes a
multinational enterprise (MNE)

— Multinational = “more than one country”
Factors which influence FDI are related to
factors that stimulate trade across national

Also found on the In-
structor’s CD-ROM, an
extensive collection of
PowerPoint slides fea-
tures key topics from the

11 4| borders
i

e e text in outline form,

along with additional in-
formation not in the text.

Videos

The new video collection features PBS and
NBC News footage and original business doc-
umentaries that relate to examples and cases
in the text.
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