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What is Globalization
Globalization: Shift towards a more integrated and interdependent world economy 
2 Types of Globalization 
Globalization of Markets: The merging of historically distinct and separate national markets into one huge global marketplace
Cause by falling barriers to cross-border trade
Small to medium-sized business tend to represent a large proportion of a countries exporting revenue 
Globalization of Production: The sourcing of goods and services from locations around the globe to take advantage of national differences in the cost and quality of factors of production (Labor, Energy, land, capital) 
Used to help lower their overall cost structure and improve the quality or functionality of their product offering 
Ex: Over 35% of a Boeing 777 is outsourced
The internet has aloud for around-the-clock work which helps organizations be much more efficient 
The Emergence of Global Institutions 
Since Business activities can now transcend national borders, institutions are needed to help 
Manage
 Regulate
 Police the global marketplace
 And to promote the establishment of multinational treaties to govern  the global business system  
General Agreement on Tariffs and Trade (GAFF)
World Trade Organization (WTO)
Responsible for policing the world trading system and making sure nation-state adhere to the rules laid down in trade treaties 





International Monetary Fund (IMF) & World Bank
IMF established to maintain order in the international monetary system 
World bank set up to promote economic development 
United Nation
Preserve peace and cooperation between all members
It has 4 purposes
Maintain international peace and security 
Develop friendly relations among nations 
Cooperate in solving international problems and in promoting respect for human rights 
To be a center for harmonizing the actions of nations 
Drivers of Globalization 
2 Macro Factors underlie the trend toward greater globalization 
Declining trade and investment barriers 
International Trade: When a firm exports goods or services in another country 
Foreign Direct Investments (FDI): When a firm invests resources in business activities outside its home country 
URUGAY ROUND was established to 
further reduce trade barriers; 
extended GATT to cover services as well as manufactured goods and services;
Provide enhanced protection for patents, trademarks, and copyrights;
Established the WTO to police international trade systems 
Lowering of barriers to international trade enable firms to:
View the world, rather than a single country, as a market
Allow firms to base production at the optical location for that activity 
The Role of Technological Change
Microprocessors and Telecommunication
The development of microprocessors has aloud technology to be produced on a low-cost basis which has emerged as a main player in the rise of telecommunication
The internet
The web makes it much easier for buyers and sellers to find each other.
Allows business to expand global presence at a lower cost 
Allows firms to control a globally disperse production system. 
Transportation Technology
With the growing notion of Containerization (Using multiple transportation channels to ship products), the price of shipment has fallen dramatically over the past 40 years
Implications for the Globalization of Production
People now can control factors of production more efficiently thanks to technology 
Implication for the Globalization of Markets 
Technology is helping in creating an electronic global marketplace
It is allowing for new business channels to be experimented and allowing firms to reach new business opportunities they may have not had 20 years ago 
The Changing Demographics of the Global Economy 

The Changing world output and world trade picture
Today, we are seeing that developed countries have a lower share in World Output. This is because the growing presence of emerging markets have cause them to increase overall output but also  there total share in exports.
The Change in Foreign Direct Investment Picture
The motivation for increasing foreign investment by non-US firms was the desire to disperse production activities to optical locations and to build direct presence in major foreign markets 


The Changing nature of the Multinational Enterprise 
Multinational Enterprise: Any business that has productive activities in 2 or more countries 
Rise of Non-US Multinationals
The globalization of the world economy has resulted in a relative decline in the dominance of U.S Firms in the global marketplace 
Rise of Mini-Nationals
Many medium sized and small businesses are becoming increasingly involved in international trade and investment (Thanks to the internet)
The Changing World Order
Communist- like countries are now opening up to western cultures which is changing the way they do business 
The Global Economy of the 21st Century
In the 21st century, many factors have affected the rise of globalization:
Decreased level of Barriers 
Increase foreign investment 
Countries who were viewed as second-tier markets are now becoming stronger thanks to the shifts in world economics 
Not everything is positive in Globalization
Becoming a global brand means taking big risks and having the right strategy to succeed. 
The Globalization Debate
Benefits of globalization: Stimulates economic growth,  raise the income of consumers, and helps create jobs in all countries participating in the global trading system 
The downside of Globalization 
Globalization destroy manufacturing jobs in wealthy advanced economies 
If the critics of globalization are correct, 3 things must happen
The share of national income received by labor, as opposed to the share received by the owners of capital (Stockholders) should have declined in advanced nations as a result of downward pressure on wage rated
Even if the labor share of the economic pie may have declined, this does not mean lower living standards if the size of the total pie has increased sufficiently to offset the decline in labor’s share 
The decline in labor share of national income must be due to moving production to low-wage countries, as opposed to improvement in production technology and productivity 
Globalization, Labor Policies, and the Environment 
The critic is that companies in advanced nations move their production to less developed countries that lack adequate regulations to protect labor and the environment from abuse by the unscrupulous
Globalization and National Sovereignty 
They argue that bodies suck as the UN and the WTO exist to serve the collective interests of member states, not to subvert those interests 
Managing in the Global Marketplace
An International Business: is any firm that engages in international trade or investment 
What is the differences between a national and multinational business:
Multinational businesses have to deal with different nations practices 
Cultures 
Politics
Multinational Businesses have greater complexity of managing an international business
Must have decide if its better to adhere to lower labor conditions or lower environment standards
Must decide which markets to enter and to avoid
Is it better to export it directly 
Must find ways to work under government regulations
How to properly handle conversion of currency to be successful 
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The term Political Economy is used to stress that the political, economic, and legal systems of a country are interdependent; they interact and influence each other; and in doing so they affect the level of economic well-being 

Political Systems
Political System: the system of government in a nation 
Can be assessed in 2 dimensions
1: The degree to which they emphasize collectivism as opposed to individualism 
2:The degree to which they are democratic or totalitarian 
High collectivism = High Totalitarian 
High Individualism = High Democratic
Collectivism vs Individualism 
Collectivism: A political system that stresses the primacy of collective goals over individual goals
The needs of society is Higher than Individual freedoms
Socialism
The idea was to manage state-owned enterprises to benefit society as a whole, rather than individual capitalism 
In the 20th century, socialism split into 2 distinct categories:
Communists: The belief that socialism could be achieved only though violent revolution and totalitarian dictatorship 
Social Democrats: Population who committed themselves to achieving socialism by democratic means, turning their backs on violent revolution and dictatorship 
By the 1980’s, many countries found that social democrats had failed decided to follow a more democratic regime and selling state-owned enterprises to private investors: Privatization




Individualism 
Individualism: A philosophy that an individual should have freedom in his or her own economic and political pursuits
Stresses that individual needs to be ahead of the interest of the state 
Individualism is built on 2 central tenants 
1: Emphasis on the importance of guaranteeing individual freedom and self-expression
2: The welfare of society is best served by letting people pursue their own economic self-interest, as opposed to a collective body ( A Government) dictating what is in society’s best interest 
Democracy vs Totalitarianism 

Democracy
Democracy: A political system in which a government is by the people, exercised either directly or through elective representatives 
Representative Democracy: citizens periodically elect individuals to represent them 
Safeguards to help ideal representative democracy 
Individuals right to freedom of expression
Free media
Regular elections in which all eligible citizens are aloud to vote
Universal adult suffrage 
Limited terms for elected representatives 
Non-political state bureaucracy 
Relatively free access to state information
Totalitarianism 
Totalitarianism Form of government in which one person or political party exercises control absolute control over all spheres of human life and prohibits opposing political parties 



4 types of totalitarianism 
Communist Totalitarianism: 
Theocratic Totalitarianism:
States where political power is monopolized by a party, group, or individual that governs according to religious principles
Limit  freedom of political and religious expressions 
Tribal Totalitarianism  
Political party that represents the interests of a particular tribe
Most commonly found in Africa
Right-Wing Totalitarianism 
Permits so form of economic freedom but restricts individual political freedom, afraid it will lead to communism 
Will have a overt hostility to socialist and communism ideas
Common regimes include Germany and Italy in World War 2
Economic Systems

Market Economy
Market Economy: all productive activities are privately owned as opposed to being owned by the state 
Main feature is that supply must not be restricted 
The goal is to encourage vigorous free and fair competition between private consumers
Command Economy
The government plans the goods and services that a country produces, the quantity in which they produce, and the prices at which they are sold 
The goal is for the government to allocate resources for “The good  of society”
The idea is to mobilize economic resources for the public good 
Leads to lower incentive to control cost or innovate 


Mixed Economy
Where certain sectors are left to private ownership and some sectors are left to state-owned ownership 
In mixed economies, Government tend to acquire companies that are in trouble but have to continue to operate because its vital to nations interest 
Example GM & Renault 
Legal Systems
Legal System: The rules, or laws, that regulate behavior along with the processes by which the laws are enforced and through which redress for grievances is obtained.  

Difference Legal Systems
Common Law: Based on tradition, precedent, and customs
Traditions: Country’s legal history 
Precedent: Cases that have come before the courts in the past
Custom: The ways in which laws are applied in specific situations
Civil Law
Civil Law System: Based on detailed set of laws organized into codes
Tends to be less adversarial then common law
Common law has the power to interpret the law vs Civil law only has the power to apply the law (Less Flexible)
Theocratic Law
Theocratic Law System: The law is based on religious teachings
Most Islamic States 
Differences in Contract Law
Contract Law: The body of law that governs contract enforcement 
United Nations Conventions on Contracts for the International Sale of Goods (CIGS): 
A uniform set of rules governing certain aspects of the making and performance of everyday commercial contracts between seller and buyers who have their place of business in different countries 
Only 70 nations have applied the system
Property Rights and Corruption
Property Rights: The legal right over the use to which a resource is put and over the use made of any income that may be derived from that resource
Laws can be violated in 2 ways
Private action : Theft, piracy, blackmail, and the like by private individuals or groups
Public Action and Corruption 
Public Action: When public officials, such as politicians, extort income, resources, or the property itself from property holders
Corruption: Demanding bribes from businesses to keep their operations alive
A high  level of corruption leads to lower investment in the country which leads to lower economic development 
Foreign Corrupt Practices Act:
 The law that makes it illegal to bribe foreign government official to obtain or maintain business over which that foreign official has authority, and it requires all public traded countries to report all details of transaction
The Protection of Intellectual Property 
Intellectual Property: Property that is the product of intellectual activity (Software, Recipe)
Patent: Provides companies exclusive rights to produce for a period of time
Copyright:  Exclusive right to authors composers
Trademarks: Exclusive rights on name or logo
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Difference in Economic Development 
Gross national income (GNI): It measures the total annual income received by residents of  a nation
Japan Sweden, Switzerland, USA among the highest 
Could be misleading because does not consider cost of living 
Purchase Power Parity (PPP): To help adjust the cost of living 
It allows for more direct comparison of living standards in different countries 
 Broader conceptions of development: Amartya Sen
She argued that development should be assessed less by material output measures such as GNI per capita and more by capabilities and opportunities that people enjoy.
She debates that requires the removal of  major impediments to freedom:
Poverty as well as tyranny
Poor economic opportunities as well as systematic social deprivation
Neglect of public facilities as well as the intolerance of repressive states 
Help develop the Human Development Index (HDI): measures the quality of human life in different nations  
Based on 3 measures
Life expectancy at birth
Education Attainment 
Whether average income, are sufficient to basic needs of life in a country 
Political Economy  and Economic Progress

Innovation and Entrepreneurship are the Engines of Growth
Economists believe that innovation and entrepreneurial activity are the engines of long-run economic growth 
Innovation is not just the introduction of a new product but also new processes, new organizations, new management practices, and new strategies 
Innovation in production and business processes lead to an increase in the productivity of labor and capital, which further boosts economic growth rates
Entrepreneurs:  They first commercialize innovative new products and processes
Entrepreneurial activity provides much of the dynamism in an economy 
Innovation and Entrepreneurship Require a Market Economy 
Countries conducting under a market economy  creates greater incentives for innovation and entrepreneurship than either planned or a mixed economy 
Innovation and Entrepreneurship Require Strong Property Rights
Strong legal protection of property rights is another requirement for a business environment to be conductive to innovation, entrepreneurial activity,  and hence economic growth
Inadequately enforced property rights reduce the incentive for innovation and entrepreneurial activity
Because profits are “Stolen”
Another issue is that in most 3rd world countries, it is very unclear how property is separated and if they can even pocess it
The Required Political System
The exuberance of democracy  leads to undisciplined and disorderly conduct which is inimical to development 
It is proven that democratic regimes are far more conductive to long-term economic growth than are dictatorships
Economic Progress Begets Democracy
Many of the fast-growing economies have adopted more democratic economies which is why they have been able to experience so much economic growth 
Geography, Education, And Economic Development
Analysts state that certain societies are more likely to engage in trade than others and are more likely to be open to a develop market-based economic system, which leads to higher economic growth 
Nations that invest more in education will have higher growth rates because an educated population is a more productive population  

States In Transition
2 trends have appeared in the 1980’s
1:During the 1980 and early 1990’s, a wave of democratic revolution swept the world 
2: Their has been a bigger shift from planned and mixed economies to a more free market economy 
Spread of Democracy
3 main reasons account for spread of democracy: 
1-Many totalitarian regimes failed to deliver economic progress to the vast bulk of their populations 
2-New information and communication technologies, including satellite television, fax machines, desktop publishing, and the Internet 
3- in many countries the economic advances of the past quarter century have lead to the emergence of increasingly prosperous middle and working classes who have pushed democratic reform 
The New World Order and Global Terrorism 
If Huntingtons view are correct, then it suggests that many countries may be difficult  places to do business, either because they are shot through violent conflicts or because they are part of a civilization  that is in conflict with an enterprise’s home country 
The Spread of Market-Based Systems
The shift towards a more democratic government, has lead to a shift in a more market-based economy. 
Just because you achieve economic freedom, that does not mean you have to be politically free 

The Nature of Economic Transformation 

Deregulation
Involved removing legal restrictions to the free play of markets, the establishment of private enterprises, and the manner in which private enterprises operate
When most countries introduced democratic systems, they had to bring down a lot of regulations to intrigue the investment of western companies
India is an example of a country that has substantially deregulated its economy over the past 2 decades 
Privatization
Privatization is seen as a way to stimulate gains in economic efficiency by giving new private owners a powerful incentive
 Part of privatization is how the ownership structure of newly privatized firms also is important
Many command economies, lack the legal regulation regarding corporate governance. 
Legal System
A well functioning market  economy required laws protecting private property rights and providing mechanisms for contract enforcement 
Implications of Changing Political Economy
Even though switching to democracy leads to big gains, it also comes with big risks
There is no guarantee that totalitarian dictatorship cannot return 
A country economic system and property rights regime are reasonably  god predictors of economic prospects
The Factors influencing a company to enter a certain Market 
Cost 
Risk 
Overall Attractiveness 
Cost
Some companies may need to pay off governments to enter the market
More in totalitarian regimes
It may be more expensive to enter a undeveloped country because of the lack of infrastructure and supporting businesses 
It may be more expensive to do business in a country where local laws and regulations set strict standards with regard to product safety, safety in the workplace, environment pollution, 
Risk
Political Risk: The likelihood that political forces will cause drastic changes in a country’s business environment that adversely affect the profit and other goals of a business enterprise 
Higher in countries experiencing social unrest and disorder
Or when the underlying nature of a society increases social unrest 
Economic Risk: The likelihood that economic mismanagement will cause drastic changes in a country’s business environment that hurt the profit and other goals of a particular business enterprise 
Visible indicator is a country’s inflation rate
Legal Risk: The likelihood that a trading partner will opportunistically break a contract or expropriate property rights
This may cause a company to dismiss joint ventures
Overall Attractiveness 
Is defined based on 3 categories
Benefit
Size of Economy
Likely Economic Growth 
Cost
Corruption
Lack of Infrastructure
Legal Costs
Risks
Political Risk
Social unrest
Anti-Business trends
Economic Risks
Economic Management 
Legal Risks
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Failure to safeguard property rights 

Several themes will be covered in this chapter
1. Business success in a variety of countries requires cross-cultural literacy 
An understanding of how cultural differences across and within nations can affect the way business is practiced.
2. Relationship may exist between culture and the cost of doing business in a country or region 
Different cultures are more or less supportive if the capitalist mode of production and may increase or lower cost of doing business 
What  is culture 
Culture: System of values and norms that are shared among a group of people and that when taken together constitute a design of living.
Values: Abstract ideas about what a group believes to be good, right, and desirable
Shared assumptions about how things ought to be
Norms: Societal rules and guidelines that prescribe appropriate behavior in particular situations
Society: A group of people who share a common set of values and norms. 
Values and Norms
Values
It is the bedrock of a culture
They provide the context within which 
Values can include: Freedom, Marriage, Democracy, truth, sex
Norms
The social rule that governs people’s actions towards one another
Can be divided in 2 categories  
Folkways: The routine conventions of everyday life
Appropriate dress code, good social manner, eating with correct utensils
Mores: Norms that are seen as central to the functioning of a society and to its social life
Much greater significance than folkways
Theft, Adultery, incest, cannibalism 
Culture, Society, and the Nation-State
 Many countries will reside multiple cultures and societies within the same country
In Irak, you have 3 distinct groups: The kurds, The Shiites, The Sunnis
In Africa, many countries will encounter multiple tribes, which can actually lead to civil wars
The determinants of Culture
Religion
Political Philosophy
Economic Philosophy 
Education
Language
Social Structure
Social Structure:  
Refers to its basic organization
2 dimensions are particularly important when explaining differences in culture
1. To the degree to which the basic units  of social organization is the individual , as opposed to the group 
2. The degree to which a society is stratified into classes or castes 
India: High stratification, Low mobility 
American: Low stratification, high mobility 
Individual and Groups
Group: Association of 2 or more individuals who have a shared sense of identity and who interact with each other in structured ways on the basis of a common set of expectations 
Individual
Many Western societies emphasize more on individuals
Leads to a high level of entrepreneurship
People tend to want to skip from job to job which can lead to companies losing many qualified employees and have higher turnover
May be hard to build teams and have them accomplish a collective task
The Group
Mostly focused in Latin, Arabic, African societies 
High importance placed on group membership 
Primacy at work discourages managers and workers to move from job to job
Social Stratification 
Social Strata: Placing people in social categories 
Family background, income, occupation
Although all societies are stratified in some way, they differ in 2 ways:
1. They differ from each other  with regard to the degree of mobility between social strata
2. They differ in regard to the significance attached to social strata in business context
Social Mobility
The extent to which individuals can move out of the strata into which they are born 
Most rigid system of stratification in a caste system
Closed system of stratification in which social position is determined by the family into which a person is born, and change in that position is usually not possible during an individuals lifetime.
Class system: Less rigid form of social stratification in which social mobility is possibility. 
The position of a person has by birth can be changed through his or her own achievement or luck 
China has taken heavy use of social class. So if you where born a farmer you will be a farmer 
Significance
It is significant if it affects the operation of business organization 
Class Consciousness:  condition where people tend to perceive themselves in terms of their class background, and this shapes their relationships with members of other classes





Religious and Ethical System
Religion: System of shared beliefs and rituals that are concerned with the realm of the sacred. 
Ethical System: Set of moral principles, or values that are used to guide and shape behavior. 
Most are product of Religion
4 Main types of religion
Christianity 
Islam 
Hinduism 
Buddhism 
The most important business implications of religion center on the extent to which different religions shape attitude toward work and entrepreneurship and the degree to which the religious ethics affect the cost of doing business in a country 
Christianity
Most widely practiced religion in the world (1.9 billion)
Economic Implications of Christianity 
Christianity is related to capitalism 
To work hard and create wealth while being frugal
Example are USA Great Britain an Germany 
Islam 
Second largest religions 
Principles of Islam
Honoring and respecting parents
Respecting the rights of others
Being generous but not a squanderer 
Avoiding killing except for justifiable causes 
Not committing adultery 
Dealing justly and equitably with others
Being of pure heart and mind 
Safeguarding the possessions of orphans 
Being humble and unpretentious 



Requires prayer 5 times a day
Forbidden of alcohol and consumption of pork 
Islamic Fundamentalism 
Islam has been responsible for the creation of terrorist groups. These groups have taken ultimate faith to the religions and believe it should be instilled on everyone. 
Islamic religion sort of blame the Western world for societal ill 
Economic Implications of Islam 
The Koran established some explicit economic principles, many of which are pro-free enterprise
Islamic religion believes that the entire property is owned by Allah 
Businesses should earn a profit without having to exploit other people
Islam stresses the importance of living up to  contractual obligations, of keeping ones word, and of abstaining from deception 
One economic principle of Islam prohibits the payment or receipt of interest, which is considered usury 
Today many Muslim countries can pick between a conventional bank or a Islamic bank 
Islamic banks have experimented with2 different banking models 
Mudarabah: Instead of taking interest, it takes a share in the profits that are derived from the investment
Murabaha: The bank will purchase the good needed for the loan, and then sells it to the customer at a markup. 
Most widely used form of banking
Easiest to implement 
Hinduism 
750 million, where most of from India
Dharma: They believe that a moral force in society requires the acceptance of certain responsibilities 
Economic Implications of Hinduism 
They do not focus as much in entrepreneurial activity and in wealth creation 
Individuals may be promotes to higher positions within a firm as much because of their background as because of their ability 
Buddhism 
This emphasizes right speech, thinking, speech, action, living, effort, mindfulness, and meditation
Does not support the cast system 
Economic Implications of Buddhism 
Also does not put much emphasis on entrepreneurial activity and wealth achievement 
Confucianism
Confucianism is not concerned with the supernatural and has little to say about the concept of a supreme being or an afterlife 
Economic Implications of Confucianism 
3 values central to the Confucian system of ethics are of particular interest:
Loyalty
Can reduce the conflict between management and labor that we find in more class-conscious societies 
 Reciprocal obligations
Honesty in dealing with others
People may be less hesitant to commit substantial resources to cooperative ventures than in a society where honesty is less pervasive 
Language

Spoken Language 
The language f a society can direct the attention of its members to certain features of the world rather than the others
Unspoken Language 
Raising eyebrows is a sign of recognition
Smile represents joy
The distance between 2 people can represent many different ways in different cultures
Education
School is the formal way to evaluate a person’s level of education
Good education is a national competitive advantage but also an important factor guiding the location choices of international businesses 
Culture in the Workplace
You may need to adapt your companies management policies in different countries in order to get the most out of your workforce
4 Dimensions that summarizes cultures
Power Distance
Uncertainty avoidance
Individualism vs Collectivism 
Masculinity vs Feminism 
Power distance:
How a society deals with the fact that people are unequal in physical and intellectual capabilities 
High power distance would let inequalities grow over time
Lower power distance play down such inequalities as much as possible 
Individualism vs. Collectism
Relationship between his or her fellows 
High individualism focused more on individual goals
High collectivism focused on the result of the overall group
Uncertainty Avoidance
The measure the extent to which different cultures socialized their members into accepting ambiguous situations and tolerating uncertainty 
High uncertainty avoidance place a premium on security, career patterns, retirement benefits
Low uncertainty means they take more risks and are less attached to norms
Masculinity vs Felinity
Dimensions looked at the relationship between gender roles
High masculinity will downgrade the importance of woman and focus on male dominance 
High feminism will give more opportunities to woman and break the glass ceiling 
Confucian  dynamism: Captures attitudes towards time, persistence, ordering by status, protection of face, respect for tradition, reciprocation of gifts and favors 

Cultural Change
Change in value system can be slow and painful for a society 
Several studies show that economic advancement and globalization may be important factors in societal change 
According to research, as a country gets richer, a shift occurs away from “traditional values” linked to religion, family, and country, and toward “secular rational” values 
Another spectrum is quality of life attributes
At one end you have “survival values”
Values you hold when the struggle for survival is of paramount importance 
Have authoritarian tendencies and believe men are better leaders then woman 
The other end of the spectrum you have “Self-Expression” or “Well-Being”
Values stress importance to diversity, belonging, and participation in political processes 
As countries get richer, they shift from traditional to secular rational and from survival to self-expression 
Convergence  hypothesis: a slow but steady convergence occurring across cultures towards some universally accepted values
Cross Cultural Literacy
Ethnocentrism: Belief in a superiority of one own ethnic group compared to all the others 
Culture and Competitive Advantage 
The cultural differences between America and Japan has caused them not have long-term contracts since they always end up being terminated 






For international business, the connection between culture and competitive advantage is important for 2 reasons
1. The connection suggest which countries are likely to produce the most viable competitor 
2. It has important implications for the choice of countries in which locate production facilities and do business
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Business Ethics: The accepted principles of right or wrong that governing the conduct of business people
Ethical Strategy: Course of action, that does not violate these accepted principles 
Ethical Issues in International Business

Employment Practices
The idea is that even if the poor working conditions are legal in some countries, does not mean you have to abide to them 
Human Rights
Rights are still being taken for granted 
Freedom of Association
Freedom of Speech
Freedom of Assembly 
Freedom of Movement 
Freedom for political repression 
Sullivan Principle: Applied by GM to fight against apartheid laws
The company would no longer abide by those laws
The company will do whatever it takes to abolish the law
Inward investment can be a key tool to use to help fight human rights issues
Environment Pollution 
Can cause a phenomenon called “Tragedy of Commons”
Occurs when a resource held in common by all, but owned by no one, is overused by individuals, resulting in its degradation 
Causes a phenomenon called “Global Tragedy of the Commons”
Moving production to locations where they are free to pump pollutants into the atmosphere or dumping in rivers, thereby harming these valuable global commons
Corruption 
Foreign Corrupt Practices Act: It outlaws the paying of bribes by foreign government officials to gain business
Speed money (grease Payments): facilitate payment are not payments to secure contracts that would otherwise not be secured.
Convention on Combating Bribery of Foreign Public Officials in International Business Transactions:
Obliges member states and other signatories to make the bribery of foreign public officials a criminal offence 
Arguments for corruption
Can be the step needed to get the company in the country and help build growth
Gives jobs to developing countries
Arguments against corruption
Lowers the level of foreign investment and actually decreases growth 
Moral Obligations
The power that comes with social responsibility for multinationals to give something back to the societies that enable them to prosper and grow
Social Responsibility: The idea that businesspeople should consider the social consequences of economic actions when making business decisions, and there should be a presumption in favor of decisions that have both good economic and social consequences
Advocates of this approach argue that businesses need to recognize their noblesse oblige and give something back to the societies that have made their success possible 
Noblesse Oblige: Refers to the honorable and benevolent behavior considered the responsibility of people of high (rich) birth.
Ethical Dilemmas
For an international business perspective, some argue that what is ethical depends upon one cultural perspective 
Ethical Dilemmas: They are situations in which none of the available alternatives seems ethically acceptable 



The Roots of Unethical Behavior 
Determinants of Ethical Behavior 
Societal Culture 
Decision-making Process
Leadership
Unrealistic Performance Goals 
Organizational Culture 
Personal Ethics

Philosophical Approaches to Ethics

STRAW MEN
Raised by business ethics scholars primarily to demonstrate that they offer inappropriate guidelines for ethical decision making in a multinational enterprise 
Approaches being adopted by STRAW MEN theory 
The Friedman Doctrine 
Basic position is that business ethics scholars outline to only tear down 
Friedman’s basic position is that the only social responsibility of business is to increase profits, so long as the  company stays within the rule of law
He believes is that firms should maximize on profit because that is the way to maximize on the returns that accrue to the owners of the firm, its stakeholders
Friedman believes that businesses should behave in an ethical manner and not engage in deception and fraud
Cultural Relativism 
The belief that ethics are nothing more than the reflection of a culture, all ethics is culturally determined, and a firm should adopt the ethics of the culture in which it is operating 
The Righteous Moralist 
Claims that a multinationals home-country standards of ethics are the appropriate ones for companies to allow in foreign countries  
Typically associated with developed country managers
The Naïve Immoralist 
Asserts that if a manager of a multinational sees that a firm from other nations are not following ethical norms in a host nation, that manger should not either. 
Why this does not hold up:
To say that an action is ethically justified if everyone is doing it is not sufficient 
The multinational must recognize that it does have the ability to change the prevailing practice in a country 
Utilitarian and Kantian Ethics
Utilitarian approach: the moral worth of actions or practices is determined by their consequences 
Committed to the maximization of good consequences over bad consequences 
The best decisions, fro a utilitarian perspective, are those that produce the greatest good for the greatest number of people 
Drawbacks of utilitarianism 
1. Hard to measure the benefits, costs, and risks of a course of action
2. The philosophy omits the consideration of justice
Kantian Ethics:  People should be treated as ends and never purely as Means to the end of others. 
People are not instruments, they have dignity 



Rights Theory 
Recognizes that human beings have fundamental rights and privileges that transcends national boundaries and cultures 
Fundamental rights definition that it as something that takes precedence over or “Trumps” a collective good
Universal Declaration of Human Rights
Ratified by almost every country on the planet and lays down basic principles that should always by adhered to irrespective of the culture in which one is doing business
Justice Theories 
Justice Distribution: Justice theory that is considered fair and equitable 
Rawls Theory
All persons would if they could freely and impartially consider the situation 
Concept of Veil of Ignorance
Everyone is imagined to be ignorant of all of his or her particular characteristics
Under those conditions we see 2 fundamental principles of justice
1. Each person be permitted the maximum amount of basic liberty compatible with a similar liberty of others
2. Once equal basic liberty is assured, inequality in basic social goods is to be allowed only if such inequalities benefit everyone



5 decisions international businesses and managers can do to make sure ethical issues are considered in business decisions
Favor hiring and promoting people with a well-grounded sense of personal ethics 
Build an organizational culture that places a high value on ethical behavior
Make sure that leaders within the business not only articulate the rhetoric of ethical behavior , but also act on a manner that is consistent with that rhetoric 
Put decision-making processes in place that require people to consider the ethical dimension of business decisions
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Overview of Trade Theory 
Free Trade: The situation where a government does not attempt to influence through quotas or duties what its citizens can buy from another country, or what they can produce and sell to another country 
The benefits of Trade
With international trade, countries can receives and goods and services that the country itself can maybe not provide itself
Oranges in Iceland
A country’s economy may gain if its citizens buy certain products from another nation that could be produced at home
International trade allows a country to specialize in the manufacture and export of products that can be produced most efficiently in that country, while importing products that can be produced most efficiently in other countries 
The Pattern of International Trade
Some aspects of the pattern are easy to understand 
Climate and Natural resources my explain why certain countries specialize in certain products
New trade theory: stresses that in some cases countries specialize in the production and export of particular products not because of underlying differences in factor of endowment, but because in certain industries the world market can support only a limited number of firms
Consumers will focus on goods where the country became a first mover for that industry 
Trade Theory and Government Policy 
Mercantilism makes a crude case for government involvement in promoting exports and limiting imports 
The argument for unrestricted free trade is that both import controls and export incentives (subsidies) are self-defeating and result in wasted resources. 
Mercantilism 
It is in a country’s best interests to maintain a trade surplus, to export more than it imported 
The mercantilist doctrine advocated government intervention to achieve a surplus in the balance in trade. 
Imports where limited, Exports where subsidized 
The flaw with mercantilism was that it viewed trade as a zero-sum game.
A gain by one country results in a loss by another
Absolute Advantage
Absolute advantage in the production of a product when it is more efficient than any other country in producing it 
Countries should specialize in the production of goods for which they have absolute advantage and then trade these for goods produced by other countries  
Comparative Advantage
According to Ricardo’s theory of Comparative advantage, it makes sense for a country to specialize in the production of those goods that it produces 

Gains From Trade
Potential world production is greater with unrestricted free trade than it is with restricted 
Ricardos theory suggest that  consumers in all nations can consume more if there are no restrictions on trade 
Theory of  comparative advantage suggest that trade is a positive-sum game in which all countries that participate realize economic gain 
Extensions of the Ricardian Model
Immobile resources
Resources do not always move easily from one economic activity to another 
The pain caused by the movement toward free trade regime is a short term phenomenon, while the gains from trade once the transition has been made are both significant and enduring
Diminishing Returns 
Constant return to specialization: the units of resources required to produce a good are assumed to remain constant no matter where one is a country’s production possibility frontier (PPF).
More realistic to assume diminishing returns for 2 reasons:
1. Not all resources are of the same quality. 
2. Different goods use resources in different proportions.
Diminishing returns show that it is not feasible for a country to specialize to the degree suggested by the simple Ricardian model 
Specifies the gains from specialization are likely to be exhausted before specialization is complete
It is worth wild to specialize until that point where the resulting gains from trade outweigh by diminishing returns.
Dynamic Effects and Economic Growth 
It becomes apparent that opening an economy to trade is likely to generate dynamic gains of 2 sorts:
1. Free trade might increase a country’s stock of resources as increased of labor and capital from abroad becomes available for use within the country 
2. Free trade might also increase the efficiency with which a country uses its resources
Could arise from a number of factors
Could expand the total market available to domestic firms 
Make better technology available to domestic firms 
Allowing foreign competition can lead to domestic producers to look for ways to increase efficiency 
Dynamic gains in both the stock of a country’s resources and the efficiency with its resources will cause the country’s PFF to shift outward
The theory suggest that opening an economy of free trade not only results in static gains, but also results in dynamic gains that stimulate economic growth 



The Samuelson Critique 
Looks at what happens when a rich country enters into a free trade agreement with a poor country that rapidly improves its productivity after the introduction of a free trade regime
Samuels model suggest that the lower prices that Rich countries pay for goods imported from poor countries following the introduction of the regime may not be enough to produce a net gain for the rich country’s economy if the dynamic effect of free trade is to lower wage rates in the Rich country 

Evidence for the link between trade and growth  
Countries that adopt a more open stance toward international trade enjoy higher growth rates that those that close their economies to trade
According to Wacziarg & Welch: Adopting an open economy and embracing free trade, your nation will be rewarded with a higher economic growth rate , which will raise income levels and living standards 

Heckscher-Ohlin Theory 
They argued that comparative advantage arises from differences in national factor endowment 
The extent to which a country is endowed with such resources as land, labor, and capital 
Nations have varying factor endowments, and different factor endowments explain differences in factor cost; specifically, the more abundant a factor, the lower its cost
Countries wil export those goods that make intensive use of factors that are locally scarce, while importing goods that make intensive use of factors that are locally abundant 



The Leontief Paradox
His paradox states that the main flaw in the Hackscher-Ohlin Theory is that they assume technology is constant across all nations. The truth is it is not and thus factors for importing and exporting goods is not based on the abundance of a particular factor but by their production specialties 

The Product Life-Cycle Theory 
This states that US firms used to produce new ideas in the US and sold it primarily to US consumers because the economic factors like income where available and consumers where not price sensitive. When demand started to fall, then they would introduce it in other countries. 
Evaluating The Product Life-Cycle Theory 
The prediction of the product life-cycle theory that mature industries tend to go out of the United States and into low-cost assembly locations
These days though, changed in economic developments have made it that just introducing it in the United States alone is no longer feasible. Now more and more companies are introducing their products globally to maximize sales
New Trade Theory 
Implies how economies of scale might have important implications for international trade 
New trade theory has 2 important points
1. Through its impact on economies of scale, trade can increase the variety of goods available to consumers and decrease the average cost of those goods
2. In the industries when the output required to attain economies of scale represents a significant proportion of total world demand, the global market may be able to support only a small number of enterprises 
World trade in certain products may be dominated by countries whose firms were first movers in their production 


Increasing Product Variety and Reducing Costs 
The implications is that each nation may be able to specialize in producing a narrower range of products that it would in the absence of trade, yet buying goods that it does not make from other countries, each nation can simultaneously increase the variety of goods available to its consumers and lower the cost of those goods

Economies of Scale, First Mover Advantage, The pattern of Trade 
First mover advantage: economic and strategic advantages that accrue to early entrants into an industry 
Ability of capturing economies of scale first leads to a Benefit from a lower cost structure 

Implications of New Trade Theory 
The most contentious implication of the new trade theory is the argument that it generates for government intervention and strategic trade policy 
Stress the role of luck, entrepreneurship, innovation when we talk about first mover advantage 

National Competitive Advantage: Porter’s Diamond
Porter theorizes that four broad attributes of a nation shape the environment in which local firms compete, and these attributes promote or impede the creation of competitive advantages 
Factor Endowment:
Nations position in factor of production such as skilled labor or the infrastructure necessary to compete in a given industry 
Demand Condition
The nature of home demand for the industry’s product or service 
Relating and supporting industries 
The presence or absence of supplier industries and related industries that are internationally competitive 
Firm Strategy, structure, and rivalry 
The conditions governing how companies are created, organized, and managed and the nature of domestic rivalry 
Porter maintains that 2 additional variable may influence the national diamond 
Chance
Government 
Factor Endowment 
Distinguishing between 2 factors
Basic Factors (Climate, Location, Demographics)
Advanced Factors (Communication infrastructure, skilled labor, research facilities 
Argues that advanced factors are more significant for competitive advantage  
Demand Conditions
Proter emphasizes the role home demand plays in upgrading competitive advantage
Related and Supporting Industries 
An  industry presence of suppliers or related industries that are internationally competitive 
The benefits of investments in advanced factors of production by related and supporting industries can spill over into an industry, thereby helping it achieve a strong competitive position internationally
Firms Strategy, Structure, and Rivalry
2 important points arise 
1. Different nations are characterized by different management ideologies, which either help them or do not help them to build national competitive advantage 
2. There is a strong association between vigorous domestic rivalry and the creation and persistence of competitive advantage in an industry 
Evaluating Porter’s Theory 
If he is correct we would expect his model to predict the pattern of international trade that we observe in the real world.
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Instruments of Trade Policy
Uses 7 different instruments
Tariffs
 Subsidies
 Import Quotas
Voluntary export restraints
Local content requirements
Administrative policies 
Antidumping duties
Tariffs 
Oldest and simplest instruments of trade policy 
Tariffs are levied on imports (or exports)
Specific Tariffs: Levied as a fixed charge for each unit of a good important 
Ad Valorem Tariffs: Levied as a proportion of the value of the imported good
Places to protect domestic producers from foreign competition
2 conclusions can be derived from economic analysis of the effect of import tariffs 
1. Tariffs are generally pro-producer and anti-consumer
2. Imports tariffs reduce the overall efficiency of the world economy 
A productive tariffs encourages domestic firms to produce products at home that, could be produced more efficiently abroad 
Subsidies 
Government payment to a domestic producer 
Cash grants, low interest loans, tax breaks, government equity participation in domestic firms
Subsidies help domestic firms in 2 ways:
Competing against foreign imports
Gaining export market 
The main gains from subsidies accrue to domestic producers, whose international competitiveness in increased as a result
Subsidies can help firms reach first-mover advantage status 


Subsidies are not that successful at increasing the international competitiveness of domestic producers, they tend to pretend the inefficient and promote excess production. 

Import Quotas and Voluntary Export Restraints   
Import Quota: Direct restriction on the quantity of some goods that may be imported into a country 
Tariff Quota: lower tariff rate is applied to imports within the quota than those over the quota 
Voluntary Export Restraint (VER): Quota on trade imposed by the exporting country, typically at the request of the importing government 
Quota Rent: The extra profit that producers make when supply is artificially limited by an import quota 
Local Content Requirements
Requirement that some specific fraction of a good be produced domestically 
Can be expressed in either physical or value terms 
Provides protection to domestic producers by still limiting foreign competition 
Administrative Policies 
Informal or Administrative policies
Bureaucratic rules designed to make it difficult for imports to enter a country 
Antidumping Policies 
Dumping:
Selling goods in a foreign market at below their “Fair” market value
A method by which firms unload excess production in foreign markets.
Antidumping Policies
Designed to punish foreign firms that engage in dumping 
Protect domestic producers from unfair foreign competition 
Countervailing Duties is another word for Antidumping Duties

The Case for Government Intervention 
Political Arguments for Interventions 
Protecting Jobs and Industries 
Common Agricultural Policy (CAP): Used to protect European Framing Jobs
National Security 
Protect certain industry because they are important to national security 
Retaliation 
Use the threat to intervene in trade policy as a bargaining tool to help open foreign markets and force trading partners to “play by the rules of the game”
Protecting Consumers 
Regulations to protect consumers from unsafe products
Furthering Foreign Policy Objectives 
Use trade policies o support their foreign policy objectives
Used several times to pressure or punish “Rogue States”  that do not abide by international law or norms 
The Helms-Burton Act: Allows Americans to sue foreign firms that use property in Cuba confiscated from them after the 1959 revolution 
D’Amato Act: Same thing but for Libya and Iran
Protecting Human Rights
Governments sometimes use trade policy to try to improve human rights policies of trading partners. 
Protecting the Environment 
Using trade policies to improve environmental concerns with trading partners 
2 arguments made by environmental organizations 
Strong relationship between income and environmental pollution and degradation
High income, lower pollution 
In order to save money, corporations will move production to countries where environmental regulations lax
Economic Arguments for intervention
The infant industry Argument
New industries in developing countries must be temporarily protected from international competition to help them reach a position where they can compete on world markets with the firm of developed nations
Usually supported by governments 
Economist  remain critical of this argument because:
1. Protection of manufacturing from foreign competition does no good unless the protection helps make the industry efficient 
2.  The infant industry argument relies on an assumption that firms are unable to make efficient long term investment by borrowing money from the domestic or international capital market 
Strategic Trade Policy 
It has 2 components 
Government can help raise national income if it ca somehow ensure that the firm or firms that gain first mover advantage in an industry are domestic rather than foreign enterprises
A government should use subsidies to support promising to support promising firms that are active in newly emerging industries.
It might pay a government to intervene in an industry by helping domestic firm outcome the barriers to entry created by foreign firms that have already reaped first-mover advantage
Companies should target technologies that may be important in the future and use subsidies to develop it



The Revised Case for Free Trade
Retaliation and Trade War
When one country decided to ad a economic trade policy, A competing country may end up retaliating  which may negatively impact both countries 
Domestic Policies 
Implementing economic trade is almost certain to be captured by special-interest groups within the economy, which will distort it to their own ends

Development of the World Trading Systems
From Smith to the Great depression
Aimed at avoiding rising unemployment by protecting domestic industries and diverting consumer demand away from foreign products
Smoot-Hawley Act: Enacted in 1930 by the US Congress, this act erected a wall of tariff barriers against imports into the United States 
1947-1979: Gatt, Trade Liberalization, Economic Growth  
GATT was Established in 1947
Multilateral agreement whose objective was to liberalize trade by eliminating tariffs, subsidies, import quotas
1980-1993 Protectionist Trends
3 reasons caused the pressures 
The economic success of Japan during that time strained the world trading system 
The world trading system was strained by the persistent trade deficit in the world’s largest economy 
Many countries found ways to get around GATT regulations




The Uruguay Round and the World Trade Organization
Uruguay Round founded in 1995
It contained the following  the following provisions 
Tariffs on industrial goods were to be reduces by more than 33%, and tariffs were to be scrapped on more than 40%  of manufactured goods
Average tariffs rates in developed countries will be reduced to less than 4% of value
Agricultural subsidies we to be substantially reduced 
GATT fair trade and market access rules were to be extended to cover a wide range of services
Provide enhanced protection on copyrights, patents, trademarks 
Barriers in textile to be severely reduced 
The WTO is to be created to implement the GATT agreement 

WTO: Experience To Date
•In 1997, 68 countries that account for more than 90% of world telecommunications revenues pledged to open their markets to foreign competition and to abide by common rules for fair competition in telecommunications
•In 2011, 154 nations (accounting for 97% of world trade) were WTO members
The agreement covers not just cross-border trade, but also foreign direct investment
The Future Of The WTO: Unresolved Issues & The Doha Round
The current agenda of the WTO focuses on: 
1. the rise of anti-dumping policies
2. the high level of protectionism in agriculture
3. the lack of strong protection for intellectual property rights in many nations
4. continued high tariffs on nonagricultural goods and services in many nations
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Regional Economic Integration:
Agreements among countries in a geographic region, to reduce, and ultimately remove, tariffs and nontariff barriers to the free flow of goods, services, and factors of production between each other 
Levels of Economic Integration 
Levels of integration include
Free Trade:
All barriers to the trade of goods and services among member countries are removed 
Most enduring free trade area is the European Free Trade Association (EFTA)
Members are free to determine the level of protection applied to goods coming outside EFTA
Custom Union
Eliminates trade barriers between member countries and adopts a common external trade policy 
Needed of significant administrative machinery to oversee trade relations with non-members
Common Market:
Has no trade barriers to trade between members, includes a common external trade policy, and allows factors of production to move freely between members
Labour and capital are free to move 
Economic Union:
The free flow of products and factors of production between member countries and the adoption of a common external trade policy, but also requires a common currency, harmonization of member’s tax rates, and a common monetary and fiscal policy 
Political Union:
A central political apparatus coordinates the economic, social, and foreign policy of the member states 



The Case for Regional Integration 

The Economic Case For Integration
Theoretical idea is an absence of barriers to the free flow of goods, services, and factors of production among nations
Regional economic integration can be seen as an attempt to achieve additional gains from the free flow of trade and investment between countries beyond those attainable under international agreements such as the WTO.
Attempts at regional economic integration are motivated by a desire to exploit the gain from free trade and investment 

The Political Case For Integration
Linking neighboring economies and making them increasingly dependent on each other creates incentives for political cooperation between the neighboring states and reduces the potential for violent conflict 

Impediments to Integration
Integration has never been easy to achieve or sustain for 2 main reasons
1. Although economic integration aids the majority, it has a cost
2. Concerns over national sovereignty 
Close economic integration demands that countries give up some degree of control  over such key issues as monetary policy, fiscal policy, and trade policy 

The Case against Regional Integration
Trade creation
High cost domestic producers are replaced by low-cost producers within the free trade area
Trade Diversion
Lowe cost external suppliers are replaced by high-cost supplier within the free trade area 

These rules allow free trade areas to be formed only if the member set tariffs that are not higher or more restrictive to outsiders that the one previously in effect

Regional Economic Integration in Europe
The European Union: the product of 2 political factors
The devastation of Western Europe during 2 world wars and the desire for a lasting peace
The European nations’ desire to hold their own on the world’s political and economic stage
Treaty of Rome: Establishment of the European Community 
Provided the creation of a common market

Political Structure of the European Union
European Commission:
Responsible for proposing EU legislation, implementing it, and monitoring compliance with EU laws by member states
Another responsibility of the commission is to monitor member states to make sure they are complying with EU laws 
European Council
Represents the interest of member states 
European Parliament 
Is directly elected by the populations of the member states 
It debates legislation proposed by the commission and forwarded by the council 
Treaty of Lisbon: the power of the European Parliament is increased
Court of justice:
Comprised of one judge from each country, is the supreme appeals court of EU law
Act as independent officials 




The Single European Act
Objectives of the act
Purpose was to have one market in place 
Remove all frontier controls between EC countries, thereby abolishing delays and reducing the resources required for complying with trade bureaucracy 
Apply the principle of “mutual recognition” to product standards. A standard developed in one EC country should be accepted by another.
Open public procurement to non-national suppliers reducing cost directly  by allowing lower-cost suppliers into national economies and indirectly for forcing national suppliers to compete 
Lift barriers to competition in the retail banking and insurance businesses, which should drive down the cost of financial services, including borrowing , throughout the EC.
Remove all restrictions on foreign exchange transaction between member countries by the end of 1992
Abolish restrictions on cabotage (the right foreign truckers to pick up and deliver goods within another member state)
Impact
It provided the impetus for the restructuring of substantial sections of European industry
Switched from national to Pan-European  production and distribution system in an attempt to realize scale economies and better compete in a single market 
The Establishment of The Euro
Maastricht Treaty: adopting a common currency
Benefits
They believe that businesses and individuals will realize significant savings from having to handle one currency, rather than many 

The adoption of a common currency makes it easier to compare prices across European
European producers have been forced to look for ways to reduce their production costs to maintain their profit margins 
The introduction of a common currency has given a boost to the development of a highly liquid pan-European capital market
Overtime, the development of such a capital market should lower the cost of capital and lead to an increase in both the level of investment and the efficiency with which investment funds are allocated.
Euro-dominated capital market will increase the range of investment options open to both individuals and institutions 
Cost of the Euro
The drawback of a single currency is that national authorities have lost control over monetary policy 
Another drawback of the Euro is that the EU is not what economist would call and optimal currency area
Optimal Currency Area: similarities in the underlying structure of economic activity make it feasible to adopt a single currency and use 
One way to deal with such divergent effects within the euro zone might be for the EU to engage in fiscal transfers Taking rich country money and investing in poor country.
Enlargement of the European Union 
To qualify for EU membership, the application had to be privatize state assets, deregulate markets, restructure industries, and tame inflation 





Regional Economic Integration in the Americas

North American Free Trade Agreement (NAFTA)
Trade Agreement between Canada USA and Mexico
NAFTA CONTENTS:
Abolition of tariffs on 99 percent of the goods traded between the countries 
Removal of most barriers on the cross-border flow of services, allowing financial institutions unrestricted access to the Mexican market
Protection of intellectual and property rights
Removal of most RDI between members, special protection to Mexican energy and railway industries, American airlines and TeleComm and Canadian culture.
Application of national environmental standards. Lowering standards to lure investment is described as being inappropriate 
Establishment of 2 commissions with the power to impose fines and remove trade privileges when environmental standards or other legislation are ignored.
The Case FOR NAFTA
People where afraid that NAFTA would allow American and Canadian companies to move production to Mexico because their labor rates are lower
With lower cost, consumer demand will dramatically increase which will make up for the lost jobs
They will also be able to compete with the Asian and European markets 
The case AGAINST NAFTA
Massive job cuts in the US and Canada
By linking up with Mexico, you are increasing the country’s overall level of pollution 




The ANDEAN Community 
Trade agreement between Bolivia, Chile, Ecuador, Colombia, and Peru 
Andean Pact: Pact that included: an internal tariffs reduction program, a common external tariff, a transportation policy a common industrial policy, and special concessions for smaller members (Bolivia, Ecuador)
MERCOSUR
Free trade act between Brazil and Argentina 
Now has Paraguay Uruguay and Venezuela 
The MERCOSUR has the problem that the products that are being produced are only affordable within the countries in the pact. Anyone outside would find these products to be Highly Expensive
Central America Common Market, CAFTA and, CARICOM
Central American Common Market
Between Costa Rica, El Salvador, Guatemala, Honduras, and Nicaragua 
Collapsed in 1969
Central America Free Trade Agreement
Includes the 6 founding countries plus USA
CARICOM
Free Trade Act between Caribbean countries 
Free Trade Area of the Americas
Some issues came up when in discussions are on a American Free Trade Agreement
Brazil and Argentina want the USA to cut agricultural tariffs but USA is not ready
The UA want to have stronger property and intellectual rights in all countries 





Regional Economic  Integration Elsewhere

Association of Southeast Asian Nations (ASEAN)
Free Trade Agreement with: Brunei, Cambodia, Laos, Malaysia, Myanmar, Philippines, Singapore, Thailand, Vietnam 
The basic objective for ASEAN is to foster free trade between member countries and to achieve cooperation in their industrial policies 
Asian-Pacific Economic Cooperation
Trade Agreement between multiple countries in Asia, Oceania, North America, Latin America
Threats of Globalization
The business environment within each grouping will become more competitive
The likelihood long-term improvement in the competitive position of many firms within the area
The threat of being shut out of the single market by the creation of a  “Trade-Fortress” 
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Foreign exchange market: a market for converting the currency of one country in that of another country 
Exchange Rate: the rate at which one currency is converted into another
The foreign exchange market is the lubricant that enables companies based in countries that use different currencies to trade with each other 
Foreign Exchange Risk: Adverse consequences of unpredictable changes in exchange rates

The Function of the Foreign Exchange Market 
It serves 2 main functions
Convert currency of one country into the currency of another 
Provide some insurance against foreign exchange risk 
Currency Conversion
Businesses have 4 main uses for foreign exchange markets
The payment a company receives for its exports, the income it receives from foreign investment, or the income received from licensing agreements with foreign firms may be in foreign currencies.
Must convert the money back into the home currency in order to be used
International businesses use foreign exchange markets when they must pay a foreign company for it’s products or services in its country’s currency. 
International businesses use foreign exchange markets when they have spare cash that they wish to invest in short term money markets 
Currency Speculation: short-term movement of funds from one currency to another in the hopes of profiting from shifts in the exchange rates. 
Companies invest in the currency expecting to change and yield a higher return 
Carry Trade: Borrowing in one currency where interest rates are low, and then using the proceeds to invest in another currency where interest rates are high 
Insuring Against Foreign Exchange Risk 

Second function is to provide insurance against foreign exchange risk, insuring yourself against the risk is called hedging 
Spot Exchange Rate
Spot Exchange: When 2 parties agree to exchange currency and execute the deal immediately 
Spot Exchange Rate: the rate at which a foreign exchange dealer converts one currency into another currency on a particular day 
The exchange rate can be quoted in 2 different ways
The amount of foreign currency one US dollar will buy 
The value of a dollar for one unit of foreign currency. 
The change all depends on the supply and demand of that currency 
Forward Exchange Rates
Forward exchange: when 2 parties agree to exchange currency and execute the deal at some specific date in the future
Will use forward exchange rates
When a firm enters a forward exchange contract, it is taking out insurance against the possibility that future exchange rate movements will make a transaction unprofitable by the time the transaction has been executed 
Currency Swaps
Currency swap: the simultaneous purchase and sale of a given amount of foreign exchange for 2 different value dates
This is like a forward exchange rate but it protects itself against foreign exchange risk.




The Nature of the Foreign Exchange Market 
2 features of the foreign exchange market are notable
The market never sleep
It integrates of all the various trading centers
Important role played by the US dollar
Arbitrage: Buying low, selling high

Economic Theories of Exchange Rate Determination 

Basic assumption is that the exchange rate is determined by the supply and demand of the currency 
3 factors have important impact on the future exchange rate movements:
The country’s price inflation 
The interest rate
The market psychology 
Price and exchange rates
Law of one price
In a competitive market free of transportation costs and barriers to trade, identical products sold in different countries must sell for the same price is expresses in terms of the same currency 
If a coat cost 80$ here, it should be 40 pounds in the UK
1$= 2 pounds
Purchase Power Parity (PPP)
By comparing the prices of identical products in different currencies, it would be possible to determine the “real” or PPP exchange rate that would exist if the markets were efficient
Efficient market: has not impediments to the free flow of goods and service, such as trade barriers 
PPP states that given a relatively efficient market, the price of a “basket of goods” should be roughly equivalent in each country. 
The Big Mac Index


Money Supply and Price Inflation 
A country in which price inflation is running wild should expect to see its currency depreciate against that of countries in which inflation rates are lower 
In theory, you can use the information bout the growth in money supply to forecast exchange rate movement 
It’s a monetary phenomenon, when the money supply increases faster than output increases. 
When the growth in a country’s money supply is faster than the growth of the output, price inflation is fueled. 
Another  way of looking at it is that an increase in a country’s money supply, which increases the amount of currency available, changes the relative supply conditions in the foreign exchange market
Government policy determines whether the rate of growth in a country’s money supply is greater than the rate of growth in output. 
Empirical Tests of PPP Theory
Although the theory seems to yield relatively accurate predictions in the long-run, it does not appear to be a strong predictor of short run movements in exchange rates covering time spans of five years or less. 
PPP theory may not hold if many national markets are dominated by a handful of multinational enterprises that have sufficient market power to be able to exercise some influence over prices, control distribution channels, and differentiate their product offering between nations. 
Price discrimination: dominant players exercising a degree of pricing power, setting different prices in different markets to reflect the demand conditions. 
Another factor of some importance is that governments also intervene in the foreign exchange market in attempting to influence the value of their currencies. 
Another factor to explain the failure of the PPP Theory is the impact of investor psychology and other factors on currency purchasing decisions and exchange rate movements.


Interest Rates and Exchange Rates
If inflation is high, then interest rates tend to be high because investors want compensation for the decline in the value of their money.
The Fisher Effect: A country’s “nominal” interest rate “i” is the sum of the required “real” rate of interest “R” and the expected rate of inflation over the period for which the funds are to be lent.
Interest Rate= r+I
International Fisher Effect: For any 2 countries, the spot exchange rate should change in an equal amount but in the opposite direction to the difference in nominal interests rate between the 2 countries 
{(s1-s2)/s2)}x100= I(us)-I(other country)

Investor Psychology and Bandwagon effect
One reason you cannot use the PPP theory nor the International Fisher Effect to explain short-term movements is because of the impact of investor psychology on short-run exchange rate movements. 
Bandwagon effect: when traders moving as a herd in the same direction at the same time
Investor psychology can be influenced by political factors and by microeconomics events
The investment decisions of individual firms 
Exchange Rate Forecasting


The Efficient market school argues that forward exchange rates do the best possible job of forecasting future spot exchange rates, therefore investing in forecasting services would be a waste of money 
The inefficient market tools argues that companies can improve the foreign exchange market’s estimate of future exchange rates by investing in forecasting services.
The Efficient Market School
Efficient markets: is one in which prices reflect all available public information (if forward rates reflect all available information about likely future changes in exchange rates, a company cannot beat the market by investing in forecasting services. 
If the foreign market is efficient, forward exchange rate should be unbiased predictors of future sport rates.
The Inefficient Market School
Inefficient market: were prices do not reflect all available information.
Forward exchange rates will not be the best possible predictor of future sport exchange rates.
Professional exchange rates forecasts might provide better predictions of future spot rates than forward exchange rates do. 
Approaches to Forecasting
Fundamental Analysis
It draws on economic theory to construct sophisticated econometric models for predicting exchange rate movement.
Running a deficit on a balance-of-payments current account (country importing more than exporting) creates pressure that may result in the depreciation of a country’s currency on the foreign exchange market
Technical Analysis 
Uses price and volume data to determine past trends, which are expected to continue in the future. 
Technical analysis is based on the premise that there are analyzable market trends and waves and that previous trends and waves can be used to predict future trends and waves
This is sort of like Fortune Telling 



Currency Convertibility 
Freely convertible is when a country’s government allows both residents and nonresidents to purchase unlimited amounts of a foreign currency with it
Externally convertible is when only nonresidents may convert it onto a foreign currency without limitations
Nonconvertible is when neither residents nor nonresidents are allowed to convert it into a foreign currency 
Capital Flight: when residents and non-residents rush to convert their holdings of domestic currency into a foreign currency 
Can deal with non-convertibility problems by engaging in countertrade
Countertrade: A range of barter-like agreements by which goods and services can be traded for other goods ad service
Implications For Managers 
Transaction Exposure: Extent to which the income from individual transactions is affected by fluctuations in foreign exchange values
The money lost or gained in exchange rates between the time when the deal was signed and when the aircraft were paid for
Translation Exposure: The impact of currency exchange rate changes on the reported financial statements of a company 
Concerned with the present measurement of past events
Economic Exposure: The extent to which a firms future international earning power is affected by changes in exchange rates
Concerned with the long-run effect of changes in exchange rates on future prices, sales, and costs.
Reducing Translation and Transaction Exposure
They can reduce their foreign exchange exposure through leading and lagging payables and receivable, that is paying suppliers and collecting payment from customers early or late depending on expected exchange rate movements.
Lead strategy involves attempting to collect foreign currency receivables early when foreign corruency is expected to depreciate and paying foreign currency payables before they are due if currency is expected to appreciate


Lag Strategy 
Delaying collection of foreign currency when currency is expected to appreciate and delay payables if currency expects to depreciate 
Reducing Economic Exposure
The key to reducing economic exposure is to distribute the firms productive assets to various locations so the firms long-term financial well-being is not severely affected by adverse changes in exchange rates
Other Steps for managing foreign exchange risk 
1. Central control of exposure is needed to protect resources efficiently and ensure that each subunit adopts the correct mix of tactics and strategies 
2. Firms should distinguish between, on one hand, transaction and translation exposure, and from economic exposure
3. Need to forecast future exchange rate movements cannot be overstated
i. No models are perfect to predict future movement in exchange rates
4. Firms need to establish good reporting systems so the central finance function can regularly monitor the firms exposure position 
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5. The firm should produce monthly foreign exchange exposure reports, based on the information it receives from exchange rate forecasts and its own regular reporting system.

Introduction
International Monetary system: The institutional agreements that govern exchange rates
Floating exchange rate: When the foreign exchange rate determines the relative value of a currency 
Pegged exchange rate: The value of the currency is fixed relative to a reference currency and then the exchange rate between that currency and other currencies is determined by the reference currency exchange rate. 
Dirty Float System: A system under which a country’s currency is nominally allowed to float freely against other currencies, but in which the government will intervene, buying and selling currency, if it believes that the currency has deviated too far from its fair value.
Fixed Exchange Rates: The value of a set of currencies are fixed against each other at some mutually agreed on exchange rate. 

The Gold Standard
Mechanics of the gold standard 
Pegging currencies to gold and guaranteeing convertibility 
Gold par value: the amount of a currency needed to purchase one ounce of gold
Strength of the Gold Standard 
Great strength was that in contained a powerful mechanism for achieving balance-of-trade equilibrium by all countries
Balance-of-equilibrium: when the income its residents earned from exports is equal to the money its residents pay to other countries for imports
The period between wars 1918-1939
When the British entered their depression, the government seized al convertibility of pounds into gold. 
The Bretton Woods System

The idea was to build an enduring economic order that would facilitate postwar economic growth 
The problem is the gold standard is that no multinational institution could stop countries from engaging in competitive devaluation 
Established was the International Monetary Fund (IMF) and the World Bank
IMF to maintain order in the international monetary system 
World Bank: to promote general economic development 
All participating countries agreed to try to maintain the values of their currencies within 1% of the par value by buying or selling currencies (or gold) as needed 
Another aspect of the Bretton Woods agreement was a commitment not to use devaluation as a weapon of competitive trade policy. 
Can be devalued up to 10% without approval of IMF
The role of the IMF
Main role was to try to avoid a repetition of the chaos of the worldwide financial collapse by combining discipline and flexibility :
Discipline
Can impose discipline in 2 ways
The need to maintain a fixed exchange rate puts a break on competitive devaluation and brings stability to the world trade environment 
A fixed exchange rate regime imposes monetary discipline on countries, thereby curtailing price inflation 
Seen as a mechanism for controlling inflation and imposing economic discipline on countries 
Flexibility 
Used to help countries from having high unemployment
2 major features of the IMF fostered its flexibility 
IMF lending facilities 
Adjustable parities 


By providing deficit-laden countries with a short-term loan, IMF funds would buy time for countries to bring down their inflation rates and reduce their balance of payment deficit 
The role of the World Bank 
 Actually called International Bank for Reconstruction and Development (IBRD)
Its original mission was to help finance the building of Europe’s economy by providing low-interest loans 
The bank lends money under 2 schemes:
Under the IBRD scheme, money is raised through bond sales in the international capital market
Offers low-interest loans to risky consumers (underdeveloped nations)
Under the IDA scheme, loans are raised through subscriptions from wealthy members such as the USA, Japan, German.
Money only for the poorer countries 
The Collapse of the Fixed Exchange Rate System
System collapsed in 1973 and under the managed-float system
The switch to a floating system was viewed as a temporary response to unmanageable speculation in the foreign exchange market.
Now 30 years later and it looks like a permanent fix
The Floating Exchange Rate Regime
The Jamaica Agreement 
Main elements of the Jamaica agreement are:
Floating rates were declared acceptable 
Gold was abandoned as a reserve asset
Total annual IMF quotas, the amount countries have to contribute, were increased to 41 billion 
Changes in exchange rates since 1973
The rise in the exchange rate from1980-1985 occurred when USA was running a large and growing trade deficit, importing so much more than exporting.



The frequency of government intervention in the foreign exchange market explains why the current system if sometimes thought of as a managed-floating system (dirty-float system)
Fixed vs Floating Exchange Rates
The case for floating exchange rates
Monetary Policy Autonomy
Under the fixed system, a country’s ability to expand or contract it’s money supply as it sees fit is limited by the need to maintain exchange rate policy. 
To maintain exchange rate parity under a fixed system, countries were limited in their ability to use monetary policy to expand or contract their economies 
A government could use monetary policy to contract the economy without worrying about the need to maintain parity 
Trade Balance Adjustment
By making its exports cheaper and its imports more expensive, an exchange rate depreciation should correct any trade deficit 
The case for fixed exchange rates
Monetary discipline 
Advocates of fixed rates argue that governments all too often give in to political pressures ad expand the monetary supply far too rapidly, causing unacceptably high price inflation
A fixed exchange rate regime would ensure that this does not occur
Speculation 
Fixed exchange rate advocates argue that such a system will limit the destabilizing effect of speculation. 
 Uncertainty 
Advocates argue that a fixed exchange rate, by eliminating such uncertainty, promotes the growth of international trade and investment.
Trade Balance Adjustments
Advocates of the fixed rate regime point out that the 40% drop in the value of the dollar between 1985 and 1988 did not correct the US trade deficit.
Exchange Rate Regime in Practice
Pegged Exchange Rates
As with a full fixed exchange rate regime, the great virtue claimed for the pegged exchange rate is that it imposes monetary discipline on a country and leads to low inflation.
It can be very difficult for a smaller country to maintain a peg against another currency if capital is flowing out of the country and foreign exchange traders are speculating against the currency.
Currency Boards
A country that introduces a currency board commits itself to converting its domestic currency credible, the currency board holds reserves of foreign currency equal at the fixed exchange rate to at least 100% of the domestic currency issued.
Can issue additional domestic notes and coins only when there are foreign exchange reserves to back it
It does have its drawbacks
If the local inflation rates remain higher than the inflation rate in the country to which the currency is pegged, the currencies of countries with currency boards can become uncompetitive and overvalued
Crisis Management by the IMF 

The IMF activities have expanded because periodic financial crises have continued to hit many economies in the post-Bretton Woods era
Financial Crisis in the Post-Bretton-Woods-Era
Currency crisis: when a speculative attack on the exchange value of a currency results in a sharp depreciation in the value of the currency or forces authorities to expand large volume of international currency reserves and sharply increase interest rates to defend the prevailing exchange rates. 
Banking Crisis: A loss of confidence in the banking system that leads to a run on banks, as individuals and companies withdraw their deposits. 
Foreign Debt Crisis: Situation in which a country cannot service its foreign debt obligation, whether private sector or government debt. 
They all have common underlying macroeconomic causes
High relative price inflation rates, widening current account deficit, excessive expansion of domestic borrowing, and asset price inflation 
Mexican Currency Crisis
The Mexican currency crisis of 1995 was a result of:
 high Mexican debts 
a pegged exchange rate that did not allow for a natural adjustment of prices 
To keep Mexico from defaulting on its debt, the IMF created a $50 billion aid package 
 required tight monetary policy and cuts in public spending 
The Asian Currency Crisis
The 1997 Southeast Asian financial crisis was caused by events that took place in the previous decade including 
1. An investment boom - fueled by huge increases in exports 
2. Excess capacity - investments were based on projections of future demand conditions 
3. High debt - investments were supported by dollar- based debts 
4.  Expanding imports – caused current account deficits 


By mid-1997, several key Thai financial institutions were on the verge of default 
speculation against the baht 
Thailand abandoned the baht peg and allowed the currency to float 
The IMF provided a $17 billion bailout loan package 
required higher taxes, public spending cuts, privatization of state-owned businesses, and higher interest rates 
Speculation caused other Asian currencies including the Malaysian Ringgit, the Indonesian Rupaih and the Singapore Dollar to fall 
These devaluations were mainly driven by
 excess investment and high borrowings, much of it in dollar denominated debt
 A deteriorating balance of payments position 
The IMF provided a $37 billion aid package for Indonesia 
required public spending cuts, closure of troubled banks, a balanced budget, and an end to crony capitalism 
The IMF provided a $55 billion aid package to South Korea 
 required a more open banking system and economy, and restraint by chaebol 
Evaluating the IMF’s Policy Prescriptions
These days IMF has given loans to about 68 countries in total
Each loan comes with tight macroeconomic policies and monetary policies 
The set of policy prescriptions has come in for rough criticism recently:
Inappropriate Policies
Only offers a “one-size-fits-all” type macroeconomics policy that is inappropriate for many countries




Moral Hazard:
It’s rescue efforts are exacerbating a problem known as moral hazard
When people behave recklessly because they know they will be saved if it goes wrong
By providing support to these countries, the IMF is reducing the probability of debt default and in effect bailing out the banks whose loans gave rise to the situation 
Lack of Accountability 
the IMF has become too powerful for an institution without any real mechanism for accountability 
Observations
But, as with many debates about international economics, it is not clear who is right 
However, in recent years, the IMF has started to change its policies and be more flexible 
 urged countries to adopt fiscal stimulus and monetary easing policies in response to the 2008-2010 global financial crisis 
Implications for Managers
Managers need to understand how the international monetary system affects 
i.  Currency management - the current system is a managed float    government intervention can influence exchange rates 
1.  speculation can also create volatile movements in exchange rates 
2. The current  system is a mixed system in which a combination of government intervention and speculative foreign exchange can drive the foreign exchange market
ii. Business strategy - exchange rate movements can have a major impact on the competitive position of businesses 
1. need strategic flexibility 
a. Can take form of dispersion production to different locations 
b. Reducing economic exposure involves contracting out manufacturing 
2. When a country borrows from the IMF, they tend to ask for a high reduction in government spending
a. Companies need to take that into consideration when entering
iii. Corporate-government relations - businesses can influence government policy towards the international monetary system 
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companies should promote a system that facilitates international growth and development 

Strategy and the Firm
Firm’s Strategy is the actions that managers take to attain the goals of the firm 
To maximize the value of the firm, managers must pursue strategies that increases the profitability of the enterprise and its rate of profit growth over time.
Profit will be measure my Rate On Investment Capital (ROIC)
Net profit/ total invested capital
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Value Creation
The amount of value a firm creates is measured by the difference between it’s cost of production and the value that consumers perceive in its products
Value creation is measured by the difference between the value of the product minus the cost 
A firm has high profits when it creates more value for its customers and does so at a lower cost
Low-cost Strategy: when strategy focused on lowering cost
Differentiation strategy: Focus on increasing the attractiveness of a product
Strategic Positioning 
It is important from a firm to be explicit about its choice of strategic emphasis with regard to value creation and low cost, and to on figure its internal operation  to support that strategic emphasis.
Because firms already have a certain amount of value, increasing it will incur significant additional costs
Porter emphasizes that it is very important for management to decide where the company wants to be positioned with regard to value and cost, to configure operations accordingly, and to manage them efficiently to make sure the firm is operating on an efficiency frontier 
To maximize profit, a firm must do 3 things
Pick a position on the efficiency frontier that is viable in the sense that there is enough demand to support that choice 
configure its internal operations, such as manufacturing, marketing, logistics, information systems, so they support the position 
Make sure that the firm has the right organization structure in place to execute it’s strategy 
Operation: The firm as a value chain 

We can categorize the creation activities as primary activities and support activities 
Primary Activities 
Have to do with the design, creation, and delivery of the products 
Activities divided in 4 categories
Research and development
Production
Marketing and sales
Customer service
Research and development
Concerned with the design of physical products and production processes in manufacturing enterprises 
R&D can increase the functionality of products, which makes them more attractive to consumers or finding ways to efficiently produce which will lower costs
Production
Concerned with the creation of a good or service 
Can be produced efficiently to lower cost, or produced in a way to enhance its quality 
Marketing and sales
Through brand positioning and advertising, they can increase the value that consumers perceive to be contained in a firms product 
Can also create value by discovering consumer needs and communicating them back to R&D function of the company
Customer Service
Can create superior value in the minds of consumers by solving customer problems and supporting customers after they have purchased the product
Support Activities 
Provides inputs that allow the primary activities to occur 
Information technology
When information systems can be coupled with the communications features of the internet, it can alter the efficiency and effectiveness with which a firm manages its other value creation activities 
Logistics
The efficiency with which this is carried out can significantly reduce cost, thereby creating value


Human Resources
It can ensure the company has the right mix of skilled people to perform it’s value creation activities effectively 
Can take advantage of its transnational reach to identify, recruit, and develop a cadre of skilled managers, regardless of their nationality, who can be groomed to take senior management positions
Company Infrastructure
Top management should be viewed as its infrastructure
Top management can consciously shape the infrastructure of a firm and through that the performance of its value creation activities 
Global Expansion, Profitability, and Profit Growth 

  International firms can:
1. expand the market for their domestic product offerings by selling those products in international markets
2. realize location economies by dispersing individual value creation activities to locations around the globe where they can be performed most efficiently and effectively
3. realize greater cost economies from experience effects by serving an expanded global market from a central location, thereby reducing the costs of value creation
4. earn a greater return by leveraging any valuable skills developed in foreign operations and transferring them to other entities within the firm’s global network of operations
Expanding the market: Leveraging products and competencies 
Firms can increase growth by selling goods or services developed at home internationally
The success of firms that expand internationally depends on the goods or services they sell, and on their 
core competencies 
skills within the firm that competitors cannot easily match or imitate
Core competencies enable the firm to reduce the costs of value creation and/or to create perceived value in such a way that premium pricing is possible
Location Economies 
When firms base each value creation activity at that location where economic, political, and cultural conditions, including relative factor costs, are most conducive to the performance of that activity, they realize 
location economies 
the economies that arise from performing a value creation activity in the optimal location for that activity, wherever in the world that might be)
By achieving location economies, firms can:
lower the costs of value creation and achieve a low cost position
differentiate their product offering  
Firms that take advantage of location economies in different parts of the world, create a global web of value creation activities
Under this strategy, different stages of the value chain are dispersed to those locations around the globe where perceived value is maximized or where the costs of value creation are minimized
A caveat: 
transportation costs, trade barriers, and political risks complicate this picture
Experience Effects
The experience curve refers to the systematic reductions in production costs that have been observed to occur over the life of a product
Learning effects 
are cost savings that come from learning by doing
So, when labor productivity increases, individuals learn the most efficient ways to perform particular tasks, and management learns how to manage the new operation more efficiently 
Economies of scale
Economies of scale refer to the reductions in unit cost achieved by producing a large volume of a product
Sources of economies of scale include:
spreading fixed costs over a large volume
It may be unable to reach economies of scale without global expansion (More Demand)
utilizing production facilities more intensively
 increasing bargaining power with suppliers 
By moving down the experience curve, firms reduce the cost of creating value
To get down the experience curve quickly, firms can use a single plant to serve global markets
May need to price and market aggressively so demand will expand rapidly 
Leveraging Subsidiary Skills
Skills can be created anywhere within the multinational’s network of operations, wherever people have the opportunity and incentive to try new ways of doing things
Can help lower cost of production, or increase the value of the product 
Leveraging skills have created new challenges 
They must have the humility to recognize that valuable skills that lead to competencies can arise anywhere within the firm’s global network 
They must establish an incentive system that encourages local employee to acquire new skills.
Managers must have a process for identifying when valuable new skills have been created in a subsidiary 
Thy need to act as facilitators, helping to transfer valuable skills within the firm 



Cost Pressures and Pressures for Local Responsiveness

Firms that compete in the global marketplace typically face 2 types of competitive pressure that affect their ability to realize location economies and experience effects, to leverage products and transfer competencies and skills within the enterprise
Pressures for cost reduction
Pressures to be locally responsive 
Pressures for cost reduction
Responding to pressures for cost reduction requires a firm to try to lower the cost of value creation 
Pressures for cost reduction can be particularly intense in industries producing commodity-type products where meaningful differentiation on non-price factors is difficult and price is the main competitive weapon 
Tend to be for products that serve Universal Needs: When the tastes and preferences of consumers in different nations are similar if not identical 
Pressures can also be found in industries where:
Competitors are based on low-cost locations
Where there is persistent excess capacity 
Where consumers are powerful and face low switching cost
Pressures for Local Responsiveness 
Differences in Tastes and Preferences 
strong pressures for local responsiveness emerge when consumer tastes and preferences differ significantly between countries
Differences in Infrastructure and Traditional Practices
Voltage differences across the globe
pressures for local responsiveness emerge when there are differences in infrastructure and/or traditional practices between countries
Differences in Distribution channels 
a firm's marketing strategies needs to be responsive to differences in distribution channels between countries
Host Government Demand
economic and political demands imposed by host country governments may necessitate a degree of local responsiveness
Choosing a Strategy 

Although customization brings benefits, it also limits the ability of a firm to realize significant scale economies and location economies 
Pressures from local responsiveness imply that it may not be possible to leverage skills and products associated with a firms’ core competencies wholesale from one nation to another
Global Standardized Strategy 
Focus on increasing profitability and profit growth by reaping the cost reductions that come from economies of scale, learning effects, and location economies 
Strategic goal is to pursue a low-cost strategy on a global scale 
Tend to make a standardized product worldwide so they can maximize economies of scale and learning effect
Makes more sense when there are strong pressures for cost reductions and demands for local responsiveness are minimal 
Localization Strategy 
Focuses on increasing profitability by customizing the firm’s goods or services so that they provide a good match to taste and preferences in different national markets 
It is appropriate when there is  substantial differences across nations with regard to consumer taste and preferences, and where cost pressures are not too intense. 
Downside of this method is that It reduces mass production, and increases the cost per output. 
Transnational Strategy 
Trying to simultaneously 
achieve low cost through location economies, economies of scale, and learning effects
Differentiate their product offering across geographic markets to account for local differences 
Foster a multidirectional flow of skills between different subsidiaries in the firms global network of operations
Very hard to pursue since it places conflicting demands on the company because:
cost pressures are intense
pressures for local responsiveness are intense 
International Strategy 
Taking products first produced for their domestic market and selling them internationally with only minimal local customization 
The international strategy makes sense when
there are low cost pressures
low pressures for local responsiveness
 The Evolution of Strategy 
An international strategy may not be viable in the long term
To survive, firms may need to shift to a global standardization strategy or a transnational strategy in advance of competitors
Similarly, localization may give a firm a competitive edge, but if the firm is simultaneously facing aggressive competitors, the company will also have to reduce its cost structures, and the only way to do that may be to shift toward a transnational strategy
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Introduction 
Organizational Architecture: The totality of a firm’s organization, including formal organization structure, control systems and incentives, processes, organizational culture, and people. 
Superior enterprise profitability requires 3 conditions to be fulfilled:
1: the different elements of a firm’s organizational architecture must be internally consistent. 
2: The organizational architecture must match or fit the strategy of the firm, strategy and architecture must be consistent 
They must also make sense given the competitive conditions prevailing in the firm’s markets, strategy, architecture, and competitive environment must be all consistent 
Organizational Architecture 
Organizational Structure
The formal division of the organization into subunits such as product division, national operations, and functions
The location of decision-making responsibilities within that structure (centralized vs decentralized)
The establishment of integrating mechanism to coordinate the activities of subunits. (Includes cross-functional teams and or pan-regional committees)
Control Systems: The metrics used to measure the performance of subunits and make judgments about how well managers are running those subunits
Unilever used “profitability” as their metric to evaluate global performance 
Incentives: The devices used to reward appropriate managerial behavior 
Closely tied to performance metrics
Processes: The manner in which decisions are made and wok is performed within the organization. 
Although CEO may be the one to make the decision, he will use lower level managers to help come up with the solution

Organizational Culture: The norms and value systems that are shared among the employees of an organization
Organizations are societies who come together to perform collective tasks
People (HR): Strategy used to recruit, compensate, and retain those individuals and the type of people that they are in terms of their skills, values, and orientation. 
Organizational Structure
Can be thought of in terms of 3 dimensions 
Vertical Differentiation: The location of decision-making responsibilities within a structure
Horizontal Differentiation: The formal division of the organization into subunits 
Integrating mechanisms: Mechanisms for coordinating subunits 
Vertical Differentiation: Centralization vs. Decentralization 
Arguments for Centralization
1. Centralization can facilitate coordination 
Centralizing production scheduling in head office and coordinate with factories across the world
2. Centralization can help ensure that decisions are consistent with organizational objectives 
Lower-level managers may make decisions that are good for them but not for the organization as a whole 
3. By concentrating power and authority in one individual or a management team, centralization can give top-level managers the means to bring about needed major organizational changes
4. Centralization can avoid the duplication of activities that occur when similar activities are carried on by various subunits within the organization. 


Arguments for Decentralization
1. Top management can become overburdened when decision-making authority is centralized, and this can result in poor decisions.
a. Gives time for top management to focus on crisis issues by delegating more routine issues to lower-level managers 
2. Motivational Research favors decentralization
a. Willing to give more to their jobs when they have more freedom and control to their work
3. Decentralization permits greater flexibility (more rapid response to environmental changes.
a. Because they do not have to be “referred up the Hierarchy”
4. Decentralization can result in better decisions
a. Decisions are made by people who have better information that managers several degrees up the hierarchy 
5. Decentralization can increase control
a. Use to establish relatively autonomous, self-contained subunits within an organization. 
Strategy and Centralization in an International Business
Most organizations tend to centralize some decisions and decentralize others 
Overall firm strategy, major financial decisions, financial objectives, and legal issues (TEND TO BE CENTRALZED DECISIONS) 
Most regular operating decisions tend to NOT be centralized 
If a firm is pursuing a localization strategy, it tends to emphasize on decentralized decisions
If a firm is pursuing a global strategy, then decisions tend to be more centralized 
If a firm is pursuing a more “Global Learning” style, then they need to emphasize on decentralization


Horizontal Differentiation: The Design Of Structure 
The Structure of Domestic Firms
When a firm begins diversifying its product mix and increasing the functions of the organization, problems of coordination and control will arise when different areas are managed within the framework of a functional structure 
In becomes difficult to identify the profitability of each distinct business area 
It is difficult to run a functional department if it is supervising the value creation activities of several business areas .
To solve the problem, organizations tend to switch to a product divisional structure. In this case, each division is responsible for a distinct product line
The responsibility for operating decisions tend to be decentralized (help accountable for their actions)
The International Division 
Division responsible for a firm’s international activities 
This might mean replicating the functional or divisional structure in every country in which the firm does business. 
Problems may arise when using International division structures
It may relegate each country’s manager to the second tier of the firm’s hierarchy, which is inconsistent with a strategy of trying to expand internationally and build a true multinational organization. 
The implied lack of coordination  between domestic operations and foreign operations
Can inhibit the worldwide introduction of new products, the transfer of core competencies, and the consolidation of global production at key locations



Worldwide Area Structure
Tends to be favored by firms with low degree of diversification and a domestic structure based on functions
Under this structure, the world is divided in geographic areas
Tends to be self-contained, largely autonomous entity with its own set of value creation activities (R&D, Marketing, HR, Finance) divisions
Decisions tend to be decentralized in these areas
His structure facilitates local responsiveness 
Worldwide Product Divisional Structure
Tends to be adopted by firms that are reasonably diversified and, accordingly, originally had domestic structures based on product divisions
Self contained, largely autonomous entity with full responsibility for its own value creation activities

 Used to help overcome the coordination problems that arise with the international division and worldwide area structures. 
Provides organizational context that enhances the consolidation of value creation activities at key locations necessary for realizing location and experience curve economies 
Facilitates the transfer of core competencies within a division’s worldwide operations and the simultaneous worldwide introduction of new products
Main problem is the limited voice it gives to area or country managers, since they are seen as subservient ti product division managers 
Can lead to a lack of local responsiveness 
Global Matrix Structure 

A worldwide area structure is more appropriate if the firm is pursuing a localization strategy,
 while a worldwide product divisional structure is more appropriate for firms pursuing global standardization or international strategies  
Global Matrix Structure: Horizontal differentiation proceeds along 2 dimensions: Product and Geographic
Should enable the firm to simultaneously achieve its particular objectives 
Enforces the idea of dual responsibility 
The dual hierarchy structure can lead to conflict and perpetual power struggles between the areas an the product divisions, catching managers in the middle 
Also hard to ascertain accountability 
Integrating Mechanisms 
Strategy and Coordination in the International Business.
The need for coordination is greater in firms pursuing an international strategy and trying to profit from the transfer of core competencies and skills between units at home and abroad
Also great in firms trying to profit from location and experience curve economies, in firms pursuing global standardization strategies
Great for transnational firms, simultaneously pursue location and experience curve economies, local responsiveness, and the multidirectional transfer of core competencies and skills among all the firm’s subunits. 
The transnational strategy requires coordination between foreign subunits and the firm’s  globally dispersed value creation activities to make sure the product is customized for local offering
Impediments to Coordination
Can inhibit communication between foreign subunits which can lead to a lack of respect 
Differences in subunit’s orientation also arise from their 
Formal Integration Mechanisms 
Depending on the Increasing Complexity of Integrating Mechanism 
Direct Contact
Liaison Roles
Teams
Matrix Structure 
Direct Contact:
Simplest integrating mechanism 
They simply contact each other whenever they have a common concern 
May not be effective if the managers have differing orientations that act to impede coordination, as pointed out in the previous subsections
Liaison Roles: 
When the volume of contacts between subunits increases, coordination can be improved by giving a person in each subunit responsibility for coordinating with another subunit on a regular basis
Teams:
When the need for coordination is greater still, firms tend to use temporary or permanent teams composed of individuals from the subunits that need to achieve coordination 
Aids in the development of products that are tailored to consumer needs and that can be produced at a reasonable cost
Matrix Structures:
Designed to facilitate maximum integration among subunits 
Tend to be bureaucratic, inflexible, and characterized by conflict rather than hoped-for cooperation’s
Must be somewhat flexible and to be supported by informal integrating mechanisms 
Informal Integrating Mechanism: Knowledge Networks 
Companies experimenting with informal integrating mechanism have adopted knowledge networks that are supported by an organization culture that values teamwork and cross-unit cooperation 
Knowledge network: Network for transmitting information within an organization that is based not on formal organization structure, but on informal contacts between managers within an enterprise and on distributed information systems.
A strength of this network is that it can be used as a non-bureaucratic conduit for knowledge flows within a multinational enterprise
For it to function effectively, it must embrace as many managers as possible 
For knowledge workers to function properly (and for a formal matrix structure to work also) managers must share a strong commitment to the same goal 
Control Systems and Incentives 

Used to help ensure manager’s actions are consistent with the firms overall strategic and financial objectives



Types of Control Systems
Personal Controls
Controlled by personal contact with subordinates (Used by small firms)
Bureaucratic Controls 
Controlled through a system of rules and procedures that directs the actions of subunits 
Most important topics are budgets and capital spending rules 
Output Controls 
Involves setting goals for subunits to achieve and expressing those goals in terms of relatively objective performance metrics such as profitability, productivity, growth, market share, and quality. 
Performance of subunit managers is then judged by their ability to achieve the goals.
Cultural Controls
Exist when employees “buy into” the norms and value systems of the firm
Employees tend to control their own behavior
Incentive Systems 

Usually closely tie to the performance metrics used to output controls. 
The type of incentive used often varies depending on the employees and their tasks
Manager incentives may be different than factory worker
The successful execution of strategy in the multinational firm often requires significant cooperation between managers in different subunits 
Linking incentives to performance at a higher level in the organization, induces cooperation 
Goal is to improve the efficiency of their unit and to cooperate with other units in the organization 


The incentive system used within a multinational enterprise often have to be adjusted to account for national differences in institutions and culture. 
Incentives in the US may not work in India
It is important for managers to recognize that incentive systems can have unintended consequences. 
Control Systems, Incentives, and Strategy in International Business

The key to understanding the relationship between the 3 is the concept of performance ambiguity 
 Performance Ambiguity 
It exists when the causes of a subunit’s poor performance are not clear
In raises cost of control because it has to collect information and will divert attention away from the issue 
The level of performance ambiguity is a function of the interdependence of subunits in an organization. 
Strategy, Interdependence, and Ambiguity 
Since the success of a foreign  operation is partly dependent on the quality of the competency transferred from the home country, performance ambiguity can exist.
The level of interdependence and performance are high in global companies 
The highest in TRANSNATIONAL FIRMS
They also suffer from problem characteristic of firm pursuing an international strategy.
Implications for Control and Incentives 
Management must devote time to resolving the problems that arise from performance ambiguity, with a corresponding rise in the cost of control 
Unless there is some way of reducing there costs, the higher profitability associated with a transnational strategy could be canceled by higher costs of control. 
Multinational firms then to put more emphasis on cultural control 
By encouraging managers to want to assume the organization’s norms and value system. 
The conflict between subunits can be reduced and the potential for cooperation enhanced if incentive systems are tied in some way to a higher level in the hierarchy 
Processes 
Processes refer to the manner in which decisions are made and work is performed
Many processes cut across national boundaries as well as organizational boundaries
Processes can be developed anywhere within a firm’s global operations network
Formal and informal integrating mechanisms can help firms leverage processes 
Efficient and effective processes can lower the cost of value creation and add additional value to a product 
Organizational Culture
 Creating and maintaining organizational culture
Organization’s culture comes from several sources
There seems to be a wide agreement that founders or important leaders have a profound impact on an organization’s culture, imprinting their own values. 
The broader social culture of the nation where the firm was founded
Values of an American firm tend to relate American culture
The history of the enterprise, which over time may come to shape the values of the organization 



Organizational Culture and Performance in the International Business
Managers in companies with a “strong” culture share a relatively consistent set of values and norms that have a clear impact on the way work is performed
A “strong” culture:
is not always good
ENRON 
may not lead to high performance
could be beneficial at one point, but not at another 
Companies with adaptive cultures have the highest performance
A strong common culture may lead to goal may lead to goal congruence and can attenuate the problems that arise from interdependence, performance ambiguities, and conflict among mangers from different subsidiaries. 
Synthesis: Strategy and Architecture 
Localization Strategy 
Focus on Local Responsiveness 
Tend to not have a high need for integrating mechanisms, either formal or informal, to knit together different national operations
Lack of interdependence  implies the level of performance ambiguity in such enterprises is low, as are the cost of control 
International Strategy 
Attempts to create value by transferring core competencies from home to foreign subsidiaries 
Although the organization required for an international strategy is more complex than that of firms pursuing a localization strategy, the increase in the level of complexity is not that great
Global Standardization Strategy 
Focus on the realization of location and experience curve economies 
They tend to operate with a worldwide product division structure 
Tend to use incentive systems that are linked to performance metrics at the corporate level, giving the managers strong incentive to cooperate with each other to increase total performance 
Transnational Strategy 
Focus on simultaneous attainment of location and experience curve economies, local responsiveness, and global learning 
Need to cultivate a strong culture and to establish incentives that promote cooperation between subunits.
Environment, Strategy, Architecture, and Performance
For a firm to succeed, 2 conditions must be fulfilled:
The firm’s strategy must be consistent with the environment in which the firm operates
The firm’s organization architecture must be consistent with its strategy 
Organizational Change 
Organizational Inertia
Several sources of Inertia:
The existing distribution of power and influence within an organization
The existing culture, as expressed in norms and value systems
May derive from senior managers preconceptions about the appropriate business model or paradigm.
Institutional constraints might also act  as a source of inertia
Implementing Organizational Change
3 principles for successful organization change:
1. Unfreeze the organization through shock therapy
Effective change requires taking bold actions like plant closures or dramatic structural reorganizations
2. Moving the organization to a new state through proactive change in architecture
Movement requires a substantial change in the form of 	a firm’s organizational architecture so that it matches the desired new strategic posture
Movement should be done quickly 
3. Refreeze the organization in its new state
Refreezing requires that employees be socialized into the new way of doing things  
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Basic Entry Decisions
Which Foreign Market?
The attractiveness of a country as a potential market for an international business depends on balancing the benefits, costs, and risks associated with doing business in that country 
Must consider the value an international business can create in for foreign market 
Depends on the suitability of its product offering to that market and the nature of indigenous competition 
Greater value offered created greater demand for product
Timing of Entry 
It is important to consider the timing of entry 
Early entry when an international business enters a foreign market before other foreign firms and late when it enters after other international businesses have already established themselves
If a company can enter the market early, it may benefit from first mover advantage
Gives the ability to capture demand and preempt rivals by establishing a strong brand name 
Gives the ability to build sales volume in that country and ride down the experience curve ahead of rivals 
Gives the ability of early entrants to create switching costs that tie customers into their products or service. 
May also lead the first-mover disadvantages 
May give rise to Pioneering Costs
Costs that an early entrant has to bear that a later entrant can avoid
Practice is so different that the have to devote considerable time, effort, and expense to learn the rules of the country
Can also be the cost of educating customers 
Scale of Entry and Strategic Commitments 
Entering a market on a large scale involves the commitment of significant resources 
The value of the commitments that flow fro rapid large-scale entry into a foreign market must be balanced against the resulting risks and lack of flexibility associated with significant commitments 
Smalls scale entry allows a firm to learn about a foreign market while limiting the firm’s exposure to that market 
Great way to gather initial information about the market
Firms do not have to capture first mover advantages to be successful, benchmarking and differentiating yourself  can lead to the build of a strong international presence. 
Entry Modes 
Exporting 
Advantages:
It avoids the often substantial cost of establishing manufacturing in the host country 
Exporting may help a firm achieve experience curve and location economies
Disadvantages 
Exporting from the firm’s base may not be as appropriate if lower-cost locations for manufacturing the product can be found abroad 
Set up in an ideal location to maximize value creation (China)
The high transport cost can make exporting uneconomical, particularly for “bulk” products 
Manufacture bulk products regionally
Tariff barriers can make exporting uneconomical 
When a firm delegates its marketing, sales, and service in each country where it does business to another country
Set up wholly owned subsidiaries in foreign nations to handle local marketing, sales and service. 


Turnkey Projects

The contractor agrees to handle every detail of the project for a foreign client, including the training of operating personnel 
Common in Pharmaceutical, chemical, petrol industries
Advantages 
Are a great way of earning great economic return from that asset 
Particularly useful where FDI is limited by host-government regulations 
Can also be less risky than conventional FDI
Especially when entering unstable political and economic environment 
Disadvantages 
The firm that enters into a turnkey deal will have no long-term interest in the foreign country 
Take minority equity interest in the operation 
The firm that enters into  a turnkey  project with a foreign enterprise may inadvertently create a competitor 
If the firm’s process technology is a source of competitive advantage, of competitive advantage, then selling technology through turnkey project is also selling competitive advantage and/or actual competitors 
Licensing 

Arrangement whereby a licensor grants the rights to intangible property to another entity (the licenses) for a second period, and in return, the licensor receives a royalty fee from the licenses 
Advantages
The firm does not have to bear the development costs and risks associated with opening a foreign market 
Very attractive to firms lacking the capital to develop operations overseas 
Can be attractive  when a firm in unwilling to commit substantial financial resources to an unfamiliar or politically volatile foreign market
Frequently used when a firm possesses some intangible property that have business applications, but it does not want to develop those applications itself. 
Disadvantages
It does not give a firm the tight control over manufacturing, marketing, and strategy that is required for realizing experience curve and location economies
Competing in a global market may require a firm to coordinate strategic moves across countries by using profits earned in one country to support competitive attacks in another 
The risk associated with licensing technological know-how to foreign companies 
There are ways to reduce risk
Enter a cross-licensing agreement with a foreign market 
Share the sharing of technological know-how
Link an agreement to license know-how with a formation of a joint-venture in which the licensor and licensee take important equity stakes 
Franchising

Specialized form of licensing in which the franchiser not only sells intangible property (trademark) to the franchisee, but also insists that the franchise agree to abide by strict rules to how it does business 
Advantages 
Very similar to those of the licensing agreements 
A service firm can build a global presence quickly and at a relatively low cost and risk


Disadvantages
It may inhibit the firm’s ability to make profit out of one country to support competitive attacks in another 
Franchisees must also worry about quality control 
The geographical distance of a firm from its foreign franchisees can make poor quality difficult to detect
There are ways around those disadvantages 
Setup a subsidiary in each country in which the firm expands 
Joint Venture

Establishing a firm that is jointly owned by 2 or more otherwise independent firms 
Advantages 
A firm benefits from local partner’s knowledge of the host country’s competitive condition, cultures, language, political systems, business systems 
When the development cost and/ or risks f opening a foreign market are high, a firm might gain by sharing these costs and risks with a local partner. 
Political considerations make joint ventures the only feasible entry mode 
Disadvantage 
A firm that enters a joint venture risks giving control of its technology to its partner 
Does not give a firm the tight control over subsidiaries that it might need to realize experience curve or location economies 
The shared ownership arrangement can lead to conflicts and battles for control between the investing firms if their goals and objectives change or if they take different views  as to what the strategy should be 
Wholly Owned Subsidiaries 

The firm that owns 100 percent of the stock 
Can be done it 2 ways 
Set up a new operation in that country, often referred to as a greenfield venture 
It can acquire and established firm in that host nation and use that firm to promote its products
Advantages
When a firm competitive advantage is based on technological competence, a wholly owned subsidiary will often be the preferred entry mode because it reduces the risk of losing control over that competence
A wholly owned subsidiary gives a firm tight control over operations in different countries 
A wholly owned subsidiary may be required if a firm is trying to realize location and experience curve economies 
Establishing such a global production system require a high degree of control over the operations of each affiliate
Establishing a wholly owned subsidiary gives the firm a 100 percent share of the profit generated in foreign market.  
Disadvantages
The most costly method of serving a foreign market from a capital investment standpoint 
Selecting an Entry Mode 
 Core competencies and Entry Mode 

The optimal entry mode for these firms depends to some degree on the nature of their core competencies, transferring the skills and product derived from their core competencies to foreign market where indigenous competitors lack those skills.
Technological Know-How
Tech firms tend to enter markets on wholly-owned subsidiaries 


May also be based on whether its technological advantage is only transitory (Can be easily imitated)
Management Know-How 
The risk of losing control is not that important.  Tend to care more about trademarks and brand name.
Pressures for Cost Reductions and Entry Mode 
Firms pursuing global standardization or transnational strategies tend to prefer establishing wholly owned subsidiaries 
Greenfield Venture or Acquisition 
Pros and Cons of Acquisitions 
Pros
The are quick to execute
Firms make acquisitions to preempt their competitors 
Managers may believe acquisitions to be less risky than greenfield ventures
Cons
They have proven to produce disappointing results
The acquiring firm overpays for the acquired firm
The cultures of the acquiring and acquired firm clash 
Attempts to realize synergies run into roadblocks and take much longer than forecast 
There is inadequate pre-acquisition screening
To Avoid These problems, firms, should
Carefully screening the firm to be acquired 
More rapidly once the firm is acquired to an integration plan 
Greenfield Ventures 
The main advantage of a greenfield venture is that gives the firm greater ability to build the kind of subsidiary company that it wants 
Major disadvantage of Greenfield ventures are slower to establish and are very risky 
Another disadvantage is the possibility of being preempted by more aggressive global competitors who enter via acquisitions and build a big market presence that limits the market potential for the greenfield venture. 
Greenfield ventures are less risky than acquisitions in the sense that there is less potential for unpleasant surprises 
Greenfield Venture or Acquisition 
The choice between a greenfield investment and an acquisition depends on the situation confronting the firm
Acquisition may be better when the market already has well-established competitors or when global competitors are interested in building a market presense 
A Greenfield venture may be better when the firm needs to transfer organizationally embedded competencies, skills, routines, and culture 
Strategic Alliances

The cooperative agreements between potential or actual competitors
The advantage of Strategic Alliances 
They may facilitate entry into a foreign market 
They also allow firms to share the fixed costs of developing new products or processes 
An alliance is a way to bring together complementary skills and assets that neither company could easily develop on its own.  
It can make sense to form an alliance that will help the firm establish technological standards for the industry that will benefit the firm
The disadvantages of Strategic Alliances 
It gives competitors a low-cost route to new technology and markets 
Making Alliances Work 
The success of an alliance is based on 3 main factors 
Partner Selection
A good partner has 3 characteristics 
He helps the firm achieve its strategic goals, must have capabilities the firm lacks and that it values 
He must share the firms vision for the purpose of the alliance 
He is unlikely to try and opportunistically exploit the alliances for its own end, to expropriate the firm’s technological know-how while giving little in return. 
To increase the probability of selecting a good partner, you must:
 Collect as much information on potential allies as possible 
Gather data from 3rd parties 
Get to know your potential partner before committing to an alliance 
Alliance Structure 
Alliances can be designed to make it difficult to transfer technology not meant to be transferred 
Contractual safeguards can be written into an alliance agreement to guard against the risk of opportunism by  a partner
Both parties to an alliance can agree in advance to swap skills and technologies that the other covets, thereby ensuring a chance for equitable gain. 
The risk of opportunism by an alliance partner can be reduced if the firm extracts a significant credible commitment from its partners in advance. 
Managing Alliances 
To manage an alliance successfully requires building interpersonal relationships between the firms managers (relational capital)
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The Promise and Pitfalls of Exporting
The great promise of exporting is that large revenue and profit opportunities are to be found in foreign markets for most firms in most industries  
Those who tend to focus on exports are small to medium-sized firms (were domestic market is saturated)
Firms need to become proactive about seeking proactive opportunities
One reason they are not proactive is that they are unfamiliar with foreign market opportunities 
Sometime, firms are intimidated by the complexities and mechanics of exporting to countries where norms and values are different then the home country. 
Reasons why exporting fails are:
Poor market analysis
Poor understanding of competitive conditions in the foreign market 
A failure to customize the product offering to the need of foreign customers 
Lack if an effective communication program 
Poor promotional program 
Problem securing financing 
Improving Export Performance 

There are various ways to gain information about foreign market opportunities and avoid the pitfalls associated with exporting 
Some countries provide direct assistance to exporters 
Export Management Companies (EMC) can also help with the export process
An International Comparison
A big impediment to exporting is the simple lack of knowledge of the opportunities available 
To overcome ignorance firms need to collect information 
Both Germany and Japan have developed extensive institutional structures for promoting exports 
Japanese exporters can also take advantage of the knowledge and contacts sogo shosha
 The country’s great trading houses 
American firms have far fewer resources available 
Information And Sources 
The US department of commerce is the most comprehensive source of export information for US firms
In Canada Export Development Canada is a good place to start 
Utilizing Export Management Companies 
Exporting Management Companies (EMC): Export specialists that act as the export marketing department or international department for client firms 
EMC normally accept 2 types of export assignments:
1. They start exporting operations for a firm with the understanding that the firm will take over operations after they are well established 
2. They start services with the understanding that the EMC will have continuing responsibility for selling the firm’s products 
A good EMC will help neophyte exporters identify opportunities and avoid common pitfalls 
Not all EMC’s are equal: some do a better  job than others 
Firms that rely on an EMC may not develop their own export capabilities 
Export Strategy 
To reduce the risks of exporting, firms should
1. Hire an EMC or export consultant to help identify opportunities and navigate through tangled web of paperwork and regulations
2. Focus on one, or a few, markets at first
3. Enter a foreign market on a fairly small scale in order to reduce the costs of any subsequent failures  
4. Recognize the time and managerial commitment involved 
5. Develop a good relationship with local distributors and customers 
6. Hire locals to help establish a presence in the market 
7. Be proactive 
8. Consider local production 
Export and Import Financing
Lack of Trust 
They have to trust someone they have never seen, who lives in a different country, who speaks a different language and who abides by a different legal system.
To solve the lack of trust, parties tend to use a third party who is trusted by both (ex: Banks)
Letter of Credit 
States that the banks will pay a specified sum of money to the beneficiary, normally the exporter, on presentation of particular, specified documents. 
The great advantage of this system is that both the importer and exporter are likely to trust reputable banks, even if they do not trust themselves 
Drafts
(Bill of exchange):The instrument normally used in international commerce to effect payment.
Simply and order written by an exporter instructing an importer, or agent, to pay a specified amount of money at a specified time. 
Maker: person who initiates the draft (Exporter)
Drawee: Party to whom the draft is presented (importer)
2 typed of drafts
Sight Drafts: Payable on presentation to the drawee
Time Draft: allows for a delay in payment (30/120 day)
Bankers acceptance: When a time draft in drawn on and accepted by the bank
Trade Acceptance: Drawn and accepted by businessman 


Bill of Lading 
Issued to the exporter by the common carrier transporting the merchandise.
Serves 3 main purposes
Receipt: As a receipt, the bill of lading indicates that the carrier has received the merchandise described on the document 
Contract: As a contract, it specifies that the carrier is obligated to provide a transportation service in return for a certain charge
Document title:  It can be used to obtain payment or a written promise of payment before the merchandise is released to the importer. 
Can also function as collateral against which funds may be advanced to the exporter by its local bank before or during shipment and before final payment by the importer
A typical International Trade Transaction 
1. Exporter Bank presents draft to importer bank
2. Importer orders goods
3. Goods are shipped
4. Importer Bank send letter of credit to exporter bank
5. Exporter bank presents draft to bank
6. Importer bank returns accepts draft 
7. Exporter Bank informs exporter of letter of credit
8. Importer arranges letter of credit 
9. Banks inform importer documents have arrived
10. Importer pays bank 
11. Exporter agrees to fill order
12. Exporter presents mature draft and gets payment
13. Exporter sells draft to bank




Export Assistance 
Export-Import Bank:
Independent agency of US government with a mission to provide financing aid that will facilitate exports, imports, and the exchange of commodities between US and other countries 
Offers support to help commercial banks be more willing to lend to foreign enterprises 
Also lends money directly to foreign companies for use of purchasing US merchandise 
Export Credit Insurance 
It protects exporters against the risk that the importer will default on payment 
US provided by: Foreign Credit Insurance Association (FICA)
Provides coverage against commercial and political risks
Countertrade 

Whole range of barter-like agreements, principle is to trade goods and services for other goods and services when they cannot be traded for money
When conventional payment are difficult, costly, or nonexistent
Incidence of Countertrade 
During the 1960’s when the soviet states had non-convertible currencies, countertrade emerged as a means purchasing imports
During the 1980’s the technique grew in some popularity among many developing nations that lacked the foreign exchange reserves required to purchase necessary imports 
There was a notable increase in the volume of countertrade after the Asian financial crisis of 1997 



Types of Countertrade 
Barter: Direct exchange of goods and services between 2 parties without a cash transaction 
It has 2 major issues that make in undesirable 
If the goods are not exchanged simultaneously, one party ends up financing the other for a period  
Firms engage in barter run  the risk of having to accept goods they do not want, cannot use or have difficulty reselling at a reasonable price 
Counter-Purchase: When a firm agrees to purchase a certain amount of material back from a country to which a sale is made. 
Switch-Trading: The use of a specialized third-party trading house in a countertrade arrangement. 
Occurs when a third-party trading house buys the firm’s countertrade  credits and sells them to another firm that can better use them 
Compensation or Buybacks: When a firm builds a plant in an country, or supplies technology or other services to the country, and agrees to take a certain percentage of the plants output as partial payment for the contract 
The Pros and Cons of Countertrade 
Pros
Main attraction is that it can give a firm a way to finance an export deal when other means are not available
 May lose an export opportunity to a competitor who is willing to make a countertrade 
A countertrade agreement may be required by the government of a country to which a firm is exporting goods or services
May be required to use parts from the importing country in the finishing product 



Cons
Firms do normally like to be paid in hard currency 
Requires firms to invest in in-house trading departments dedicated to arranging and managing countertrade deals (expensive, time consuming)
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What are the Main Production Issues for Firms?
Multinational Enterprises must answers 5 interrelated question 
1. Where should production activities be located 
2. What should be the long-term strategic role of foreign production sites 
3. Should the firm own foreign production activities or outsource those activities to independent vendors
4. How should a globally dispersed supply chain be managed, and what is the role of interest-based information technology in the management of global logistics 
5. Should the firm manage global logistics itself, or should it outsource the management to enterprises that specialize in this activity 
Strategy, logistics, Production
Production: Activities involved in creating a product
Logistics: procurement and physical transmission of material through the supply chain, from suppliers to customers.
Closely linked because a firm’s ability to perform its production activities efficiently depends on a timely supply of high-quality material inputs, for which logistics is responsible 
Must find a way to coordinate to try to:
Lower the cost of value creation or
Add value by better serving customer needs
Improving quality control reduces costs by:
Increasing productivity because time is not wasted producing poor-quality products that cannot be sold, leading to a direct reduction in cost 
Lowering rework and scrap costs associated with defect costs
Reducing the warranty costs and time associated with fixing defective products 
Many firms use the Six Sigma program of quality improvement 
Direct descendant of Total Quality Management 
Aims to reduce defects. Boost productivity, eliminate waste, and cut cost throughout the company 
In the EU, firms must meet ISO 9000 standards before gaining access to the EU Marketplace
2 other objectives have particular importance in international business 
Production and logistics functions must be able to accommodate demands for local responsiveness 
May lead to more decentralized decisions
Implement flexible manufacturing process to customize product offering according to market
Production and logistics must be able to respond quickly to shifts in customer demand
Where to produce

Firms should locate production so that production and logistics can be locally responsive and production and logistics can respond quickly to shifts in customer demand
Country Factors 
Manufacturing should be located where economic, political, and cultural conditions are most conductive to the performance of that activity 
Create a global web of activities 
Global concentrations of activities at certain locations
Formal and informal trade barriers influence decisions as well as transportation costs and rules and regulations regarding FDI
Must also consider expected future movements in exchange rates
Technological Factors
The level of Fixed Costs
Low fixed costs can make it economical to perform a particular activity in several locations at once 
Many firms disperse their manufacturing plants to different locations as a “real hodge” against potentially adverse moves in currencies 

Minimum Efficient scale 
The scale of ouput a plant must operate to realize all major plant-level scale economies 
The larger the minimum efficient scale of a plant relative to total global demand, the greater the argument for centralizing production in a single location or a limited number of locations. 
Flexible Manufacturing and Moss Customization
Flexible manufacturing (lean production): Covers a range of manufacturing technologies designed to:
Reduce setup time for complex equipment 
Increase the utilization of individual machines through better scheduling 
Improve quality control at all stages of the manufacturing process
Mass customization: the ability of companies to use flexible manufacturing technology to reconcile two goals that were once thought to be incompatible (low cost and product customization)
Flexible machine cells: Grouping of various types of machinery, a common materials handler, and a centralized cell controller (computer).
Helped improve capacity utilization and reductions in work in process and major waste efficiency are major benefits. 
Also enables companies to customize products to the demand of small consumer groups
Product Factors 
2 product factors impact location decisions
The product’s value-to-weight ratio
If the value-to-weight ratio is high, produce the product in a single location and export to other parts of the world 
If value-to-weight ratio is low, there is greater pressure to manufacture the product in multiple locations across the world
Whether the product serves universal needs
When products serve universal needs the need for local responsiveness falls, and concentrating manufacturing in a central location makes sense 
Location Production Facilities 
2 basic strategies for locating production facilities 
Concentrating them in a centralized location and serving the world market from there
Decentralizing them in various regional or national locations that are close to major markets 
Use centralized production when
Trade barriers are low
Important exchange rates are expected to be stable
The product’s value-to-weight ratio is high
The product serves universal needs
Use decentralized production when
Trade barriers are high
Location externalities are not important 
Volatility in important exchange rates is expected
The product’s value-to-weight is low
The product does not sure universal needs
Hidden Cost of Foreign Locations
Can include
High employee turnover
Shoddy workmanship 
Poor product quality
Low productivity 





The Strategic Role of a Foreign Production Site
The strategic role of foreign factories and the strategic advantage of a particular location can change ove time 
Factories established to take advantage of low cost labor can evolve into facilities with advanced design capabilities 
Upward migration in the strategic role of foreign production sites arises because many foreign sites upgrade their own capabilities 
Comes from2 sources 
Pressure from the center to improve a site’s cost structure and/or customize a product to the demands of consumers in a particular nation can start a chain of events that ultimately leads to development of additional capabilities at that factory 
Second source can be the increasing abundance of advanced factors of production in the nation in which the factory is located 
Foreign factories that upgrade their capabilities over time are creating valuable knowledge that might benefit the whole corporation
Outsourcing Production: Make-or-Buy Decisions 
Should a firm make or buy the component parts to go into its final product?
Make-or-buy decisions are important to firms' manufacturing strategies 
service firms also face make-or-buy decisions
decisions involving international markets are more complex than those involving domestic markets
The advantages of making it
Vertical Integration- Making components parts in-house 
Lowers costs 
Facilitates investments in highly specialized assets
Asset whose value in contingent upon a particular relationship persisting 
Protects proprietary technology 
Accumulating Dynamic Capabilities 
Firms should be very careful about what they outsource (not good to outsource for only short term benefits)
Facilitates the scheduling of adjacent processes 
Using information technology, firms can attain tight coordination between different stages in the production process
The Advantages of buying it
Gives the firm greater flexibility
Helps drive down the firm's cost structure
Helps the firm capture orders from international customers
Trade-Offs
The benefit of making all of parts in house seen to be greatest when highly specialized assets are involved, when the firm may build valuable capabilities over time if it continues to perform an activity in-house, when the firm is simply more efficient than external suppliers are performing a particular activity. 
If those conditions are not present, then outsourcing will provide more flexibility and allow to have a stronger cost structure. 
Strategic Alliances with Suppliers 
Firms can capture the benefits of vertical integration without the associated organizational problems by forming long-term strategic alliances with key suppliers
however, these commitments may actually limit strategic flexibility
risk giving away key technological know-how to a supplier
Managing Global Supply Chain
Logistics encompasses the activities necessary to get materials to a manufacturing facility, through the manufacturing process, and out through a distribution system to the end user
the goal is to manage a global supply chain at the lowest possible cost and in a way that best serves customer needs
Just-in-time (JIT) systems 
Goal is to economize on holding inventory costing by having materials arrive at the manufacturing plant just in time to enter the production process and not before 
Great to minimize cost on holding materials and having inventory un-used
Bad because you do not keep any spare materials on the side in case something comes up 
Web-based information systems
Electronic Data Interchange (EDI)
Used to coordinate the flow of materials into manufacturing, through manufacturing, and out to customers.
Consequences of this system include 
Supplier, shippers,  and the purchasing firm can communicate with each other with no time delay, which increases the flexibility and responsiveness of the whole global supply system 
Much of the paperwork between suppliers, shippers, and the purchasing firm is eliminated
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Introduction
The marketing mix: The choice the firm offers to its targeted market
Product attributes 
Distribution strategy 
Communication strategy 
Pricing strategy 
The Globalization of Markets and Brands
Theodore Levitt argued that world markets were becoming increasingly similar making it unnecessary to localize the marketing mix. Is Theodore correct? 
Levitt’s theory has become a lightening rod in the debate about globalization
The current consensus is that while the world is moving towards global markets, 
cultural and economic differences among nations limit any trend toward global consumer tastes and preferences
In addition, trade barriers and differences in product and technical standards also limit a firm's ability to sell a standardized product to a global market 
Market Segmentation
Market segmentationinvolves identifying distinct groups of consumers whose purchasing behavior differs from others in important ways
Markets can be segmented by:
Geographic
Demographic 
socio-cultural factors (language, values, attitudes) 
psychological factors (personality and behavioral response)
Firms need to be aware of two key market segmentation issues:
1.the differences between countries in the structure of market segments
2.the existence of segments that transcend national borders 
When segments transcend national borders, a global strategy is possible




Product Attributes 
A product is like a bundle of attributes:
Product sell well when their attributes match consumer needs 
If consumer needs were the same everywhere, a firm could sell the same product worldwide
But, consumer needs vary from country to country depending on 
1.Culture 
Tradition, social structure, language, religion, education
While there is some cultural convergence among nations, Levitt’s vision of global markets is still a long way off 
2.The level of economic development
consumers in highly developed countries tend to demand a lot of extra performance attributes
consumers in less developed nations tend to prefer more basic products
3.Product and technical standards 
National differences can force firms to customize the marketing mix 
Distribution Strategy 
Distribution strategy (the means it chooses for delivering the product to the consumer) is a critical element of the marketing mix 
How a product is delivered depends on the firm’s market entry strategy
Firms that manufacturer the product locally can sell directly to the consumer, to the retailer, or to the wholesaler
Firms that manufacture outside the country have the same options plus the option of selling to an import agent
There are four main differences in distribution systems:
1.retail concentration
In a concentrated retail system, a few retailers supply most of the market
In a fragmented retail systemthere are many retailers, no one of which has a major share of the market
Developed countries tend to have greater retail concentration, while developing countries are more fragmented
2.channel length
The number of intermediaries between the producer and the consumer
When the producer sells directly to the consumer, the channel is very short
When the producer sells through an import agent, a wholesaler, and a retailer, a long channel exists
Countries with fragmented retail systems tend to have longer channels, while countries with concentrated systems have shorter channels
The Internet is helping to shorten channel length as is the emergence of large stores like Wal-Mart and Tesco
3.channel exclusivity
 A distribution channel that outsiders find difficult to access
Japan's system is an example of a very exclusive system
4.channel quality
The expertise, competencies, and skills of established retailers in a nation, and their ability to sell and support the products of international business 
If quality is poor, firms will need to spend an extensive education and support to existing retailers, or even establish their own channel 
Choosing A Distribution Strategy 
The optimal strategy depends on the relative costs and benefits of each alternative 
When price is important, a shorter channel is better
Each intermediary in a channel adds its own markup to the products 
When the retail sector is very fragmented, a long channel can be beneficial
Economize on selling costs
Can offer access to exclusive channels
 Communication Strategy  
Communicating product attributes to prospective customers is a critical element in the marketing mix 
How a firm communicates with customers depends partly on the choice of channel 
Communication channels available to a firm include 
Direct Selling
 Sales Promotion
Direct Marketing 
Advertising
 Barriers to International Communication 
International communication occurs whenever a firm uses a marketing message to sell its products in another country
The effectiveness of a firm's international communication can be jeopardized by:
Cultural Barriers–it can be difficult to communicate messages across culture
A message that means one thing in one country may mean something quite different in another
To overcome cultural barriers, firms need to develop cross-cultural literacy, and use local input when developing marketing messages 

Source and Country of Origin Effects 
Source effectsoccur when the receiver of the message evaluates the message on the basis of status or image of the sender 
Firms can counter negative source effects by deemphasizing their foreign origins
Country of origin effects refer to the extent to which the place of manufacturing influences product evaluations



Noise Levels
Noise: The amount of other messages competing for a potential consumer’s attention 
In highly developed countries, noise is high
In developing countries, noise level is lower
Push Vs. Pull Strategies 
Firms have to choose between two types of communication strategies:
a push strategy emphasizes personnel selling
a pull strategy emphasizes mass media advertising
The choice between the strategies depends upon:
1. Product Type and Consumer Sophistication
Firms in consumer goods industries that are trying to sell to a large market segment usually use a pull strategy
Firms that sell industrial products typically prefer a push strategy 
2.  Channel Length
A pull strategy can work better with longer distribution channels 
3.  Media Availability
A pull strategy relies on access to advertising media 
When media is not easily available, a push strategy may be more attractive
In general, a push strategy is better:
For industrial producs and/or complex new products 
When distribution channels are short 
When few print or electronic media are available 
A pull strategy is better:
For consumer goods products 
When distribution channels are long 
when sufficient print and electronic media are available to carry the marketing message
Global Advertising 
Standardized advertising makes sense when:
It has significant economic advantages 
creative talent is scarce and one large effort to develop a campaign will be more successful than numerous smaller efforts
Brand name are global 
Standardized advertising does not make sense when:
Cultural differences among nations are significant 
Country differences in advertising regulations block the implementation of standardized advertising
Some firms have been trying tactics to capture the benefits of global standardization while responding to individual cultural and legal environments
So, some features of a campaign are standardized while others are customized to local markets
Pricing Strategy 
International pricing is an important element in the marketing mix
There are 3 issues to consider:
Price Discrimination 
Price discrimination occurs when firms charge consumers in different countries different prices for the same product 
Firms using price discrimination hope it will boost profits 
For price discrimination to work:
the firm must be able to keep national markets separate
different price elasticity of demand must exist in different countries(i.e., measure of the responsiveness of demand for a product to changes in price)
demand is elastic when a small change in price produces a large change in demand 
demand is inelastic when a large change in price produces only a small change in demand 
Typically, price elasticity’s are greater in countries with lower income levels and larger numbers of competitors
Strategic Pricing 
Contains 3 aspects

1.Predatory Pricing :involves using the profit gained in one market to support aggressive pricing designed to drive competitors out in another market
After the competitors have lefts, the firm will raise prices
2. Multi-point Pricing :refers to the fact that a firm’s pricing strategy in one market may have an impact on a rival’s pricing strategy in another market
Aggressive pricing in one market may elicit a competitive response from a rival in another critical market
For managers, it is important to centrally monitor pricing decisions around the world
Aggressive pricing in one market may elicit a response from rivals in another market
3.Experience Curve Pricing
Firms that are further along the experience curve have a cost advantage relative to firms further up the curve
Firms pursuing an experience curve pricing strategy price low worldwide in an attempt to build global sales volume as rapidly as possible, even if this means taking large losses initially
The firm believes that several years in the future, when it has moved down the experience curve, it will be making substantial profits and have a cost advantage over its less aggressive competitors
Regulatory Influences on Prices
The use of either price discrimination or strategic pricing may be limited by national or international regulations
A firm’s ability set its own prices may be limited by
1.Antidumping Regulations
Dumping occurs whenever a firm sells a product for a price that is less than the cost of producing it
Antidumping rules set a floor under export prices and limit a firm’s ability to pursue strategic pricing
2. Competition Policy
Most industrialized nations have regulations designed to promote competition and restrict monopoly practices
The regulations can be used to limit the prices that a firm can charge
Configuring the Marketing Mix
Standardization versus customization is not an all or nothing concept
Most firms standardize some things and customize others
Firms should consider the costs and benefits of standardizing and customizing each element of the marketing mix 
New Product Mix

Product life cycle are often very short because of technological innovation 
New innovations can make existing products obsolete
At the same time, open the door to a host of new opportunities 
Firms today need to make product innovation a priority 
This requires close links between R&D, Marketing, and manufacturing 



The Location of R&D
New product ideas come from the interactions of scientific research, demand conditions, and competitive conditions
The rate of new product development is greater in countries where:
more money is spent on basic and applied research and development
Demand is strong
Consumers are affluent
Competition is intense 
Integrating R&D, Marketing, and Production
New product development has a high failure rate
To reduce the chance of failure, new product development efforts should involve close coordination between R&D, marketing, and production
This integration will ensure that
Customer needs drive product development 
New products are designed for ease of manufacture 
Development costs are kept in check
Time to market is minimized 
Cross Functional Teams 
Cross-functional integration is facilitated by cross-functional product development teams
be led by a heavyweight project manager with status in the organization
Include member from all the critical functional areas
Have members located together 
Establish Clear goals
Develop an effective conflict resolution process
Building Global R&D Capabilities 
To adequately commercialize new technologies, firms need to integrate R&D and marketing 
Commercialization of new technologies may require firms to develop different versions for different countries 
This may require R&D centers in North America, Asia, and Europe that are closely linked by formal and informal integrating mechanisms with marketing operations in each country in their regions, and with the various manufacturing facilities
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Introduction
Human Resource Management: The activities an organization carries out to use its human resource effectively 
Determining the firm’s human resource strategy 
Staffing
Performance evaluation 
Management Development 
Compensation 
Labor Relations 
HRM must also deal with a host of issues related to expatriate managers:
Citizen of one country who is working abroad is one of the firms subsidiaries 
The Strategic Role of International HRM
Human Resources is responsible for these aspects of organization architecture 
People
Incentive & Control
Culture 
Firms pursuing a transnational strategy  need to build a strong corporate culture and informal management network for transmitting information and knowledge within the organization 
Staffing Policy 

Staffing policy is concerned with the selection of employees for particular jobs 
Involves selecting individuals who have the skills required to do particular jobs 
Use as a tool to develop and promote the desired organizational culture of the firm 
Types of Staffing Policies 
The Ethnocentric Approach 
Approach in which all key management positions are filled by parent-country nationals
They pursue Ethnocentrism for 3 reasons 
The firm may believe the host country lacks qualified  individuals to fill senior management positions 
More often used in developing countries 
The firm may see an ethnocentric staffing policy as the best way to maintain a unified corporate culture 
Tend to give international management positions to local managers who have already adopted the culture 
If the firms is trying to create value by transferring core competencies to a foreign operation, it may believe that the best way to do this is to transfer parent-country nationals who have knowledge of that competency to the foreign operation
The reason why Ethnocentrism is not as popular for 2 reasons:
An ethnocentric staffing policy limits advancement opportunities for host-country nationals 
Can lead to resentment, lower productivity, increased turnover among that group   
Ethnocentrism can lead to cultural myopia, the firms failure to understand host-country cultural differences that require different approaches to marketing and management 
Polycentric Approach 
Requires host-country nationals to be recruited to manage subsidiaries, while parent country nationals occupy key positions at corporate headquarters 
Advantage of adopting Polycentric 
 The firm is lees likely to suffer from cultural myopia 
May be less expensive to implement, reducing the cost of value creation 
Drawbacks
Host countries have limited opportunities to gain experience  outside their own country and thus cannot progress beyond senior positions in their own subsidy 
The gap that can form between host-country managers and parent-country managers 
Language barriers, national loyalties
Can lead to a “Federating” of independent national units with only nominal links to the corporate HQ
The Geocentric Approach 
Seeks the best people for key jobs throughout the organization 
ADVANTAGES
It enables the firm to make best use of its human resources 
Enables the firm to build a cadre of international executives who feel at home working in a number of cultures 
Geocentric approaches may be better able to create value from the pursuit of experience 
Disadvantages
Many countries want foreign subsidiaries to employ their citizens
Can be very expensive to implement  (training & relocation costs)
In a Nutshell 
Ethnocentrism 
Strategic Appropriateness: International
Advantages
Overcome lack of qualifies managers in host nations 
Unified Culture


Help transfer core competencies 
Disadvantages
Produces resentment in host country 
Can Lead to cultural myopia
Polycentric 
Strategic Appropriateness: Localization
Advantages
Alleviates cultural myopia 
Inexpensive to implement 
Disadvantages
Limits career mobility 
Isolates HQ from foreign subsidiaries 
Geocentric 
Strategic Appropriateness: Global Standardization/ transnational
Advantages 
Uses human resources efficiently 
Helps build strong culture and informal management networks 
Disadvantages 
National immigration policies may limit implementation 
Expensive 
Expatriate Managers 

Major problem with expatriates is Expatriate Failure
The premature return of an expatriate manager to his or her own country 
Expatriate Failure Rates
The average cost of a expatriate failure can be as high as 3 times the expatriates annual income (40,000-1 million)
For US multinationals, the reasons are 
Inability of spouse to adjust 
Managers inability to adjust 
Other family issues 
Managers personal or emotional maturity 
Inability to cope with large overseas responsibilities
For European firms ,the reasons are:
Inability to cope with larger overseas responsibility  
Difficulties with new environment 
Personal or emotional problems
Lack of technical competence 
Inability of spouse to adjust 
Research suggest that a main reason managers now turn down international assignments in concern over the impact such as assignment might have on their spouse’s career. 
Expatriate Selection
An executive who performs well in a domestic setting may not be able to adapt to managing in different culture settings 
4 dimensions that help predict success in foreign postings
Self-Orientation
Expatriates with high self-esteem, self-confidence, and mental-being were not likely to succeed in foreign postings 
Other-Orientation 
 2 factors seem to be particularly important
Relationship development 
Willingness to communicate 
Perceptual Ability 
Expatriate managers who lack the ability to understand why people of other countries behave the way they do, then managers tend to treat foreign nationals as if they were one of their own 
Cultural Toughness 
The relationship between the country of assignment and how well an expatriate adjusts to a particular posting. 
The Global Mind-Set
Research suggest that these four dimensions, in addition to domestic performance, should be considered when selecting a manger for foreign posting 
Training and Management Development 
Training for Expatriate Managers 

Training can help the manager and spouse cope with both of these problems 
Cultural Training
Cultural training seeks to foster an appreciation for the host country’s culture 
If possible, it is also advisable to arrange for a familiarization trip to the host country before the formal transfer, as this seems to ease culture shock 
Language Training 
A willingness to communicate in the language of the host country, even if the expatriate is far from fluent, can help build rapport with local employees and improve the manager’s effectiveness. 
Practical Training 
Aimed at helping the expatriate manager and family ease themselves into day-to-day life in the host country 
Repatriation of Expatriates 
Often when they return home after a stint abroad, where they have typically been autonomous, well-compensated, and celebrated as a big fish in a little pond, they face an organization that doesn’t know what they have done for the past few years, doesn’t know how to use their new knowledge, and doesn’t particularly care 
They key to solving this problem is good human resource planning. It must develop good programs for reintegrating expatriates.
Management Development and Strategy 
Management development programs help build a unifying corporate culture by socializing new managers in the norms and value systems of the firm
Done by in-house company training programs and intense interaction during off-site training 
Performance Appraisals 

Used to evaluate the performance of managers against some criteria that the firm judges to be important for the implementation of strategy and the attainment of a competitive advantage. 
Performance Appraisal Problems 
Because a manager is evaluate by the host-country and home office, the manager will be subjected to biases 
The host-nation may be biased by their own cultural frame of reference and expectations. 
Home country managers’ appraisal may be biased by distance and by their own lack of experience working abroad. 
Guidelines for Performance Appraisal 
Several things reduce bias in the performance appraisal process
1. Most expatriates appear to believe more weight should be given to an on-site manager’s appraisal than to an off-site manager’s appraisal. 
2. When the policy is for foreign on-site managers to write performance evaluations, home-office managers should be consulted before an on-site manager completes a formal termination evaluation. 
Compensation 

2 issues rise in every discussion of compensation practice in international business
one is how compensation should be adjusted to reflect national differences in economic circumstances and compensation practices. 
The second issue is how expatriate managers should be paid
National Differences in Compensation 
National differences bring up and important point:
“ Should the firm pay executives in different countries according to the prevailing standards in each country, or should it equalize pay on a global basis.”
Expatriate Pay
Most common approach to expatriate pay is the balance sheet approach 
This approach equalizes purchasing power across countries so employees can enjoy the same living standards they had back home.  
Tends to also come with other financial instruments (premium, incentive) for accepting tan overseas assignment 
An expatriates total compensation package may amount to 3 times what he or she would cost the firm in a home market. 
A Expatriates pay will consist of 
Base Salary 
Foreign Service Premium 
Allowance s
Taxation
Benefits 
International Labor Relations 

One task of the HRM function is to foster harmony and minimize conflict between he firm and organized labor 
The Concern of Organized Labor
A principal concern of domestic unions about multinational firms is that the company can counter its bargaining power with the power to move production to another country 
Another concern of organized labor is that an international business will keep highly skilled tasks in its home country and farm out only low-skilled tasks to foreign plants. 
Makes it easy to for an international business to switch production from one location to another 
A final union concern arises when an international business attempts to import employment practices and contractual agreements from its home country 
The Strategy of Organized Labor
It has responded to the increased bargaining power of multinational corporations by taking 3 actions
Trying to establish international labor organizations
Lobbying for national legislation to restrict multinational 
Trying to achieve international regulations on multinationals through such organizations as the UN
Approaches to Labor Relations
International businesses differ markedly in their approaches to international labor relations
The main difference is the degree to which labor relations activities are centralized or decentralized 
Many firms are using the threat to move production in another country as a negotiating tactic with Unions
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