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PREFACE

[t is now two decades since [ began work on the first edi-
tion 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. I attri-
bute the success of the book to a number of goals I set for
myself when | embarked on the first edition of the book.
Specifically, | wanted to write a book that (1) was com-
prehensive and up-to-date, (2) went beyond an uncriti-
cal presentation and shallow explanation of the body of
knowledge, (3) maintained a tight, integrated flow be-
tween chapters, (4) focused on managerial implications,
and (5) made important theories accessible and interest-
ing to students.

Over the years, and through eight additional editions, 1
have worked hard to adhere to these goals. It has not al-
ways been easy. An enormous amount has happened over
the past two decades, both in the real world of economics,
politics, and business and in the academic world of theory
and empirical research. Often | have had to significantly
rewrite chapters, scrap old examples, bring in new ones,
incorporate new theory and evidence into the book, and
phase out older theories that are increasingly less relevant
to the modern and dynamic world of international busi-
ness. That process continues in the current edition. As
noted below, 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, I have been
guided not only by my own reading, teaching, and research,
but also by the invaluable feedback I receive from profes-
sors and students around the world who use the book, from
reviewers, and from the editorial staff at McGraw- Hill. My
thanks go out to all of them.

COMPREHENSIVE AND UP-TO-DATE

To be comprehensive, an international business text-
book 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 interna-
tional businesses.

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

*RRFFIR B, AR AREME, —SREE

[ have always endeavored to do all of these things in
International Business. In my view, many other texts paid
insufficient attention to the strategies and structures of
international businesses and to the implications of inter-
national business for firms’ various functions. This omis-
sion has been a serious deficiency. Many of the students
in these international business courses will soon be
working in international businesses, and they will be ex-
pected 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 require cover-
age of the major theories. It has always been my goal to
incorporate the insights gleaned from recent academic
work into the text. Consistent with this goal, over the
last eight editions [ have added insights from the follow-
ing research:

® The new trade theory and strategic trade policy.

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

® The work of Hernando de Soto on the link
between property rights and economic
development.

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

® The new growth theory of economic develop-
ment championed by Paul Romer and Gene
Grossman.

® Empirical work by Jeffrey Sachs and others on the
relationship between international trade and eco-
nomic growth.

® 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
transaction cost economics.

¢ Christopher Bartlett and Sumantra Ghoshal’s
research on the transnational corporation.
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® 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.

In addition to including leading-edge theory, in light
of the fast-changing nature of the international business
environment, every effort is being made to ensure that
the book is as up-to-date as possible when it goes to press.
Much has happened in the world since the first edition of
this book was published in 1993. The Uruguay Round of
GATT negotiations was successfully concluded and the
World Trade Organization was established. In 2001 the
WTO embarked upon another major round of talks
aimed to reduce barriers to trade, the Doha Round. The
European Union moved forward with its post-1992
agenda to achieve a closer economic and monetary
union, including the establishment of a common cur-
rency in January 1999. The North American Free Trade
Agreement passed into law. The former Socialist sta-
tes of Eastern Europe and Asia continued on the road to
economic and political reform. As they did,the euphoric
mood 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 2009 more than $2 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 Wide Web emerged from nowhere to become the
backbone of an emerging global network for electronic
commerce. The world continued to become more global.
Several Asian Pacific economies, including most notably
China, continued to grow their economies at a rapid rate.
Outsourcing of service functions to places such as China
and India emerged as a major issue in developed Western
nations. New multinationals continued to emerge from
developing nations in addition to the world’s established
industrial powers. Increasingly, the globalization of the
world economy affected a wide range of firms of all sizes,
from the very large to the very small.

Also, unfortunately, in the wake of the terrorist at-
tacks on the United States that took place on Septem-
ber 11, 2001, global terrorism and the attendant
geopolitical risks emerged as a threat to global economic
integration and activity.

Reflecting this rapid pace of change, in this edition of
the book I have tried to ensure that all material and sta-
tistics are as up-to-date as possible as of 2009. However,
being absolutely up-to-date is impossible because 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 topi-
cal developments that are relevant to students of inter-
national business. I hope readers find this a useful
addition to the support 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
demonstrate both sides of issues to students, | have ad-
opted a critical approach that presents the arguments for
and against economic theories, government policies,
business strategies, organizational structures, and so on.

Therefore, | have attempted to explain the complexi-
ties of the many theories and phenomena unique to in-
ternational business so the student might fully
comprehend the statements of a theory or the reasons a
phenomenon is the way it is. [ believe these theories and
phenomena are explained in more depth in this book
than they are in competing textbooks, the rationale be-
ing that a shallow explanation is little better than no
explanation. In international business, a little knowl-
edge is indeed a dangerous thing.

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.

Part Two

Chapters 2 and 4 focus on national differences in political
economy and culture, and Chapter 5 on ethical issues in
international business. Most international business text-
books place this material at a later point, but I believe 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 business operations arise
out of national differences in political economy and cul-
ture. To fully understand these issues, students must first



appreciate the differences in countries and cultures. We
discuss ethical issues at this juncture primarily because
many ethical dilemmas flow out of national differences in
political systems, economic systems, and culture.

Part Three

Chapters 6 through 9 investigate the political economy of
international trade and investment. The purpose of this
part is to describe and explain the trade and investment
environment 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 en-
vironment to the firm. Here the book examines the
strategies and structures that firms adopt to compete ef-
fectively in the international business environment.

Part Six

In Chapters 16 through 20 the focus narrows further to
investigate business operations. These chapters explain
how firms can perform their key functions—manufac-
turing, marketing, R&D, human resource management,
accounting, and finance—to compete and succeed in
the international business environment.

Throughout the book, the relationship of new mate-
rial to topics discussed in earlier chapters is pointed out
to the students to reinforce their understanding of how
the material comprises an integrated whole.

FOCUS ON MANAGERIAL
IMPLICATIONS

[ have always believed that it is important to show stu-
dents how the material covered in the text is relevant to
the actual practice of international business. This is ex-
plicit in the later chapters of the book, which focus on
the practice of international business, but it is not al-
ways obvious in the first half of the book, which consid-
ers many macroeconomic and political issues, from
international trade theory and foreign direct investment
flows to the IMF and the influence of inflation rates on
foreign exchange quotations. Accordingly, at the end of
each chapter in Parts Two, Three, and Four—where the
focus is on the environment of international business, as
opposed to particular firms—a section titled “Implica-
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tions for Managers” clearly explains the managerial im-
plications of the material discussed in the chapter. For
example, Chapter 6, “International Trade Theory,” ends
with a detailed discussion of the various trade theories’
implications for international business management.

In addition, each chapter begins with a case that il-
lustrates the relevance of chapter material for the prac-
tice of international business. Chapter 2, “National
Differences in Political Economy,” for example, opens
with a case that profiles the economy of Poland.

I 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 busi-
ness. The closing case for Chapter 2, for example, looks
at Indonesia’s economy.

Another tool that | have used to focus on managerial
implications is a Management Focus box. 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 Management Focus in
Chapter 2, for example, looks at how Starbucks has been
able to enforce its trademark in China. This box illus-
trates the important role that national differences in the
protection of intellectual property rights can play in
international business.

ACCESSIBLE AND INTERESTING

The international business arena is fascinating and ex-
citing, and I 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, infor-
mative, and accessible manner. One technique [ have
used to achieve this is weaving interesting anecdotes
into the narrative of the text—stories that illustrate the-
ory. The opening cases and focus boxes are also used to
make the theory being discussed in the text both acces-
sible and interesting.

Each chapter has two kinds of focus boxes—a Man-
agement Focus box (described above) and a Country Fo-
cus box. Country Focus boxes provide background on
the political, economic, social, or cultural aspects of
countries grappling with an international business issue.
In Chapter 2, for example, one Country Focus box dis-
cusses how the economy of Venezuela has performed un-
der the leadership of Hugo Chavez.

WHAT’'S NEW IN THE 9TH EDITION

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

2. To make sure the content of the text covers all
appropriate issues.

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

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. New examples, cases, and boxes have
been added and older examples updated to reflect new
developments. Almost all of the chapter opening and
closing cases are new to this edition. New material has
been inserted wherever appropriate to reflect recent
academic work or important current events.

Most notably for this edition, detailed discussion of the
global financial crisis that occurred in 2008 and 2009, and
its implications for international business, has been added to
many chapters. For example, Chapter 7 opens with a case
that discusses the impact of the global financial crisis on
attitudes toward protectionism in many countries. Simi-
larly, Chapter 11 closes with a case that profiles how the
global financial crisis triggered economic turmoil and a
currency crisis in Latvia.

Elsewhere, Chapter 7 has been updated to discuss
progress on the current round of talks sponsored by the
WTO aimed at reducing barriers to trade, particularly in
agriculture (the Doha Round). Chapter 8 now discusses
the slump in foreign direct investment flows that took
place in 2008 and 2009, and explains how the global fi-
nancial crisis of 2008 contributed to it. Chapter 10 dis-
cusses the weakness in the U.S. dollar between 2004 and
2008, and its paradoxical rebound in late 2008 in the
midst of a severe financial crisis in the United States
and elsewhere. And so on.

ACKNOWLEDGMENTS

Numerous people deserve to be thanked for their assis-

tance in preparing this book. First, thank you to all the
people at McGraw-Hill/Irwin who have worked with me
on this project:

Paul Ducham, Publisher

John Weimeister, Executive Editor

Megan Shultz, Developmental Editor

Jaime Halteman, Marketing Manager

Elizabeth Steiner, Marketing Coordinator

Denise Showers, Project Manager

Christine Vaughan, Lead Project Manager

Allison Souter, Media Project Manager

Debra Sylvester, Production Supervisor

Cara Hawthorne, Designer

Jeremy Cheshareck, Senior Photo Research

Coordinator

Second, my thanks go to the reviewers who provided
good feedback that helped shape this book.

Yeqing Bao, University of Alabama, Huntsville

Jacobus E Boers, Georgia State University

Ken Chinen, California State University,
Sacramento

Abiola O. Fanimokun, Pennsylvania State
University, Fayette

John Finley, Columbus State University
Michael Harris, East Carolina University
Anthony C. Koh, University of Toledo
Steve Lawton, Oregon State University
Ruby Lee, Florida State University
Joseph W. Leonard, Miami University
David N. McArthur, Utah Valley University
Sunder Narayanan, New York University
Eydis Olsen, Drexel University

Daria Panina, Texas A&M University
Hoon Park, University of Central Florida

Dr. Mahesh Raisinghani, Texas Women’s
University

Brian Satterlee, EdD, DBA, Liberty University
Michael Volpe, University of Maryland



28 ExRzR

HI3E BURRTFS&ETTKE

F2E BUARATTPHEZRESR
Fam UEMER

Bs5E HERmESeH

£3R BERASSRHARE

...............................................................................................................................

Feow EHIRAS ML

78 ERASTHEEARZETT
98 E AHMEEHERE

Fom X&Rr—if
FA4R SBKEHHE

F10E SNLHG

.....................................................................................................................

B 11 B B R TR R oottt e et s ee e et s e et e e et e e eraneennenenn (255)
B 12E 2EREATY

B5H ERELNERSARLEN
F13E EPRAR LR

14 FE EHFRSILAHSA
15 E HEAMKS ERSEK



$6R BEFRBFEER

B L R T m R G i OO (387)
BT T BBRAETE | AMI I oo eeeeees e s eeeene (407)
O R = £ Ly OSSO (430)
o L =S = N L 1 . oSO (459)
FE20 T R AT M B oo (483)



CONTENTS

Preface i

Introduction and Overview

CHAPTER 1
Globalization 2

Opening Case
Legal Outsourcing 3

Introduction 4
What Is Globalization? 6

Management Focus
Vizio and the Market for Flat Panel TVs 8

The Emergence of Global Institutions 9
Drivers of Globalization 10

The Changing Demographics of the Global
Economy 15

Management Focus
China’s Hisense—An Emerging Multinational

The Globalization Debate 23

Managing in the Global Marketplace 29
Critical Thinking and Discussion Questions 31
Research Task 31

part two
Country Differences

CHAPTER 2
National Differences in Political
Economy 33

Opening Case
The Polish Surprise 34

Introduction 35
Political Systems 35
Economic Systems 36
Legal Systems 38

Management Focus
Starbucks Wins Key Trademark Case
in China 45

Implications for Managers 45

Critical Thinking and Discussion Questions 46
Research Task 46
CHAPTER 3

Political Economy and Economic
Development 47

Opening Case
Revolution in Egypt 48

Introduction 49

Differences in Economic Development 49
Political Economy and Economic Progress 51
States in Transition 55

The Nature of Economic Transformation 57

Implications of Changing Political Economy 58
Implications for Managers 59

Critical Thinking and Discussion Questions 63
Research Task 63

CHAPTER 4

Differences in Culture 64

Opening Case
Culture and Business in Saudi Arabia 65

Introduction 66

What Is Culture? 66

Social Structure 69

Religious and Ethical Systems 73
Language 80

Management Focus
DMG-Shanghai 81

Education 82

Culture and the Workplace 83

Cultural Change 85

Implications for Managers 87

Critical Thinking and Discussion Questions 90

ResearchTask 90



ii @ Contents

CHAPTER 5
Ethics in International Business 91

Opening Case
Working Conditions in an Asian Factory 92

Introduction 93
Ethical Issues in International Business 93

Management Focus
Making Apple’s iPod 95

Management Focus
Unocal in Myanmar 97

Management Focus
Corruption at Daimler 99

Ethical Dilemmas 101

The Roots of Unethical Behavior 102
Philosophical Approaches to Ethics 10'4
Implications for Managers 110

Critical Thinking and Discussion Questions 115

ResearchTask 116
@ part three
The Global Trade and Investment

Environment
CHAPTER 6
International Trade Theory 117

Opening Case
The Rise of India’s Drug Industry 118

Introduction 119

An Overview of Trade Theory 119
Mercantilism 121

Absolute Advantage 122
Comparative Advantage 124
Heckscher-Ohlin Theory 131

The Product Life-Cycle Theory 133
New Trade Theory 135

National Competitive Advantage: Porter's
Diamond 138

Management Focus
The Rise (and Fall) of Finland's Nokia 142

Implications for Managers 143

Critical Thinking and Discussion Questions 145
Research Task 146
CHAPTER 7

The Political Economy of International
Trade 147

Opening Case
U.S. Tariffs on Tire Imports from China 148

Introduction 149
Instruments of Trade Policy 150

Management Focus
U.S. Magnesium Seeks Protection 154

The Case for Government Intervention 155
The Revised Case for Free Trade 161
Development of the World Trading System 162
Implications for Managers 173

Critical Thinking and Discussion Questions 175

Research Task 176

CHAPTER 8
Foreign Direct Investment 177

Opening Case
Walmart in Japan 178

Introduction 179
Foreign Direct Investment in the World Economy

Theories of Foreign Direct Investment 184

Management Focus
Foreign Direct Investment by Cemex 185

Political Ideology and Foreign Direct Investment

Benefits and Costs of FDI 192

Management Focus
DP World and the United States 193

Government Policy Instruments and FDI 198
Implications for Managers 201

Critical Thinking and Discussion Questions 204
Research Task 204



CHAPTER 9
Regional Economic Integration 205

Opening Case
IWant My Greek TV! 206

Introduction 207

Levels of Economic Integration 208

The Case for Regional Integration 210

The Case Against Regional Integration 211
Regional Economic Integration in Europe 212

Management Focus
The European Commission and Media Industry
Mergers 214

Regional Economic Integration in the Americas 220
Regional Economic Integration Elsewhere 225
Implications for Managers 227

Critical Thinking and Discussion Questions 229

Research Task 229

@ part four
The Global Monetary System

CHAPTER 10
The Foreign Exchange Market 230

Opening Case
Billabong 231

Introduction 232
The Functions of the Foreign Exchange Market 233

Management Focus
Volkswagen's Hedging Strategy 237

The Nature of the Foreign Exchange Market 238

Economic Theories of Exchange Rate
Determination 239

Exchange Rate Forecasting 247
Currency Convertibility 249
Implications for Managers 250

Management Focus
Dealing with the Rising Euro 252

Contents @ iii

Critical Thinking and Discussion Questions 254
Research Task 254

CHAPTER 11

The International Monetary System 255

Opening Case
Ireland’s Debt Crisis 256

Introduction 257
The Gold Standard 258
The Bretton Woods System 260

The Collapse of the Fixed Exchange Rate
System 262

The Floating Exchange Rate Regime 263
Fixed versus Floating Exchange Rates 266
Exchange Rate Regimes in Practice 268
Crisis Management by the IMF 270

Implications for Managers 279

Management Focus
Airbus and the Euro 281

Critical Thinking and Discussion Questions 281
Research Task 282

CHAPTER 12
The Global Capital Market 283

Opening Case
Global Capital Markets in Crisis 284

Introduction 285
Benefits of the Global Capital Market 285

Management Focus
Deutsche Telekom Taps the Global Capital
Market 287

The Eurocurrency Market 293
The Global Bond Market 296
The Global Equity Market 297

Foreign Exchange Risk and the Cost of Capital 298
Implications for Managers 299

Critical Thinking and Discussion Questions 299
Research Task 300



iv @ Contents

@ part five
The Strategy and Structure of

International Business

CHAPTER 13
The Strategy of International
Business 301

Opening Case

Avon Products 302
Introduction 303

Strategy and the Firm 303

Global Expansion, Profitability, and Profit
Growth 309

Cost Pressures and Pressures for Local
Responsiveness 316

Management Focus
Local Responsiveness at MTV Networks 318

Choosing a Strategy 320

Management Focus
Vodafone in Japan 321

Management Focus
Evolution of Strategy at Procter & Gamble 325

Critical Thinking and Discussion Questions 326
Research Task 326
CHAPTER 14

The Organization of International
Business 327

Opening Case

The Evolution of Organization at Philips 328
Introduction 329

Organizational Architecture 329
Organizational Structure 331

Management Focus
The International Division at Walmart 332

Management Focus
The Rise and Fall of Dow Chemical's Matrix
Structure 339

Control Systems and Incentives 344

Processes 349

Organizational Culture 350

Management Focus
Culture and Incentives at Lincoln Electric 353

Synthesis: Strategy and Architecture 354
Organizational Change 357

Critical Thinking and Discussion Questions 360
Research Task 360

CHAPTER 15
Entry Strategy and Strategic Alliances 361

Opening Case
General Motors in China 362

Introduction 363
Basic Entry Decisions 363

Management Focus
Tesco’s International Growth Strategy 365

Entry Modes 368

Management Focus
The Jollibee Phenomenon—A Philippine
Multinational 369

Selecting an Entry Mode 375
Greenfield Venture or Acquisition? 377
Strategic Alliances 380

Management Focus
Cisco and Fujitsu 383

Critical Thinking and Discussion Questions 385
Research Task 386

part six
Business Operations

CHAPTER 16

Exporting, Importing, and
Countertrade 387

Opening Case

Vellus Products 388

Introduction 389

The Promise and Pitfalls of Exporting 389



Management Focus
FCX Systems 391

Improving Export Performance 391

Management Focus
Exporting with a Little Government Help 393

Management Focus
Export Strategy at 3M 395

Management Focus
Red Spot Paint & Varnish Company 396

Export and Import Financing 396
Export Assistance 401
Countertrade 402

Critical Thinking and Discussion Questions 405
Research Task 406
CHAPTER 17

Global Production, Outsourcing, and
Logistics 407

Opening Case

Making the Amazon Kindle 408
Introduction 409

Strategy, Production, and Logistics 409
Where to Produce 411

Management Focus
Philips in China 412

The Strategic Role of a Foreign Production Site 418

Management Focus
Hewlett-Packard in Singapore 420

Outsourcing Production: Make-or-Buy Decisions 421
Managing a Global Supply Chain 426
Critical Thinking and Discussion Questions 428

Research Task 428

CHAPTER 18
Global Marketing and R&D 430

Opening Case
Ford’s Marketing Goes Global 431

Introduction 432

Contents @

The Globalization of Markets and Brands 432
Market Segmentation 433
Product Attributes 434

Management Focus
Marketing to Black Brazil 435

Distribution Strategy 437
Communication Strategy 441

Management Focus
Unilever—Selling to India’s Poor 444

Management Focus
Dove’s Global “Real Beauty” Campaign 446

Pricing Strategy 447
Configuring the Marketing Mix 451
New-Product Development 451

Management Focus
Levi Strauss Goes Local 452

Critical Thinking and Discussion Questions 457
Research Task 458

CHAPTER 19
Global Human Resource Management 459

Opening Case
MMC China 460

Introduction 461
The Strategic Role of International HRM 462
Staffing Policy 463

Management Focus
Managing Expatriates at Royal Dutch Shell 469

Training and Management Development 471

Management Focus
Monsanto's Repatriation Program 474

Performance Appraisal 474
Compensation 475

Management Focus
Global Compensation Practices at McDonald's 477

International Labor Relations 479
Critical Thinking and Discussion Questions 482
Research Task 482



