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Globalization refers to the shift toward a more
integrated and interdependent world economy.
Globalization has several facets, including the
globalization of markets and the globalization of

s production.

THE GLOBALIZATION OF MARKETS
The globalization of markets refers to the merg-
ing of historically distinct and separate national
markets into one huge global marketplace. Falling
10 barriers to cross-border trade have made it easier
to sell internationally. It has been argued for some
time that the tastes and preferences of consumers
in different nations are beginning to converge on

some global norm, thereby helping to create a
global market. Consumer products such as
Citigroup credit cards, Coca-Cola soft drinks,
Sony PlayStation video games, McDonald’s ham-
burgers, and Starbucks coffee are frequently held
up as prototypical examples of this trend. Firms
such as Citigroup, Coca-Cola, McDonald’s,
Starbucks, and Sony are more than just benefac-
tors of this trend; they are also facilitators of it. By
offering the same basic product worldwide, they
help to create a global market.

A company does not have to be the size of these
multinational giants to facilitate, and benefit from,

the globalization of markets. In the United States,
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8 INTERNATIONAL BUSINESS: Competing in the Global Marketplace

for example, nearly 90 percent of firms that export
are small businesses that employ less than 100
people, and their share of total U.S. exports has
grown steadily over the last decade and now ex-
ceeds 20 percent. Firms with less than 500 employ-
ees accounted for 97 percent of all U.S. exporters
and almost 30 percent of all exports by value. Typi-
cal of these is Hytech, a New York-based manu-
facturer of solar panels that generates 40 percent
of its $3 million in annual sales from exports to
five countries, or B&S Aircraft Alloys, another New
York company whose exports account for 40 per-
cent of its $8 million annual revenues. The situa-
tion is similar in several other nations. In Germany,
for example, companies with less than 500 employ-
ees account for about 30 percent of that nation’s
exports.

Despite the global prevalence of Citigroup credit
cards, McDonald’s hamburgers, and Starbucks
coffee, it is important not to push too far the view
that national markets are giving way to the global
market. Very significant differences still exist
among national markets along many relevant di-
mensions, including consumer tastes and prefer-
ences, distribution channels, culturally embed-
ded value systems, business systems, and legal
regulations. These differences frequently require
that marketing strategies, product features, and

operating practices be customized to best match
conditions in a country. For example, automobile
companies will promote different car models de-
pending on a range of factors such as local fuel
costs, income levels, traffic congestion, and cul-
tural values. Similarly, many companies need to
vary aspects of their product mix and operations
from country to country depending on local tastes
and preferences.

The most global markets currently are not
markets for consumer products—where national
differences in tastes and preferences are still often
important enough to act as a brake on globaliza-
tion—but markets for industrial goods and mate-
rials that serve a universal need the world over.
These include the markets for commodities such
as aluminum, oil, and wheat; the markets for in-
dustrial products such as microprocessors, DRAMs
(computer memory chips), and commercial jet
aircraft; the markets for computer software; and the
markets for financial assets from U.S. Treasury
bills to eurobonds and futures on the Nikkei
index or the Mexican peso.

In many global markets, the same firms fre-
quently confront each other as competitors in na-
tion after nation. Coca-Cola’s rivalry with PepsiCo
is a global one, as are the rivalries between Ford
and Toyota, Boeing and Airbus, Caterpillar and

—{ Notes |
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Unit 1: Globalization 9

Komatsu in earthmoving equipment, and Sony,
Nintendo, and Microsoft in video games. If one
firm moves into a nation that is not currently served
by its rivals, those rivals are sure to follow to pre-
vent their competitor from gaining an advantage.
As firms follow each other around the world, they
bring with them many of the assets that served them
well in other national market—including their prod-
ucts, operating strategies, marketing strategies, and
brand names—creating some homogeneity across
markets. Thus, greater uniformity replaces diver-
sity. In an increasing number of industries, it is
no longer meaningful to talk about “the German

LRI

market,” “the American market,” “the Brazilian
market,” or “the Japanese market”; for many firms

there is only the global market.

THE GLOBALIZATION OF PRODUCTION

The grobalization of production refers to the
sourcing of goods and services from locations
around the globe to take advantage of national dif-
ferences in the cost and quality of factors of pro-
duction (such as labor, energy, land, and capital).
By doing this, companies hope to lower their over-
all cost structure and/or improve the quality or func-
tionality of their product offering, thereby allow-
ing them to compete more effectively. Consider the
Boeing Company’s commercial jet airliner, the 777.
Eight Japanese suppliers make parts for the fuse-
lage, doors, and wings; a supplier in Singapore
makes the doors for the nose landing gear; three

suppliers in Italy manufacture wing flaps; and so
on. In total, some 30 percent of the 777, by value,
is built by foreign companies. For its next jet air-
liner, the 787, Boeing is pushing this trend even

further, with some 65 percent of the total value of 3s

the aircraft scheduled to be outsourced to foreign
companies, 35 percent of which will go to three
major Japanese companies.

Part of Boeing’s rationale for outsourcing so
much production to foreign suppliers is that these
suppliers are the best in the world at their particu-
lar activity. A global web of suppliers yields a
better final product, which enhances the chances
of Boeing winning a greater share of total orders
for aircraft than its global rival, Airbus Industrie.
Boeing also outsources some production to foreign
countries to increase the chance that it will win sig-
nificant orders from airlines based in that country.

For another example of a global web of activi-
ties, consider the IBM ThinkPad X31 laptop com-
puter. This product was designed in the United
States by IBM engineers because IBM believed that
was the best location in the world to do the basic
design work. The case, keyboard, and hard drive
were made in Thailand; the display screen and
memory were made in South Korea; the built-in
wireless card was made in Malaysia; and the mi-
croprocessor was manufactured in the United
States. In each case, these components were manu-
factured in the optimal location given an assess-
ment of production costs and transportation costs.

—{Notes|
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10 INTERNATIONAL BUSINESS: Competing in the Global Marketplace

These components were shipped to an IBM opera-
tion in Mexico, where the product was assembled,
before being shipped to the United States for final
sale. IBM assembled the ThinkPad in Mexico be-
cause IBM’s managers calculated that due to low
labor costs, the costs of assembly could be mini-
mized there. The marketing and sales strategy for
North America was developed by IBM personnel
in the United States, primarily because IBM be-
lieved that due to their knowledge of the local
marketplace, U.S. personnel would add more value
to the product through their marketing efforts than
personnel based elsewhere. (Interestingly, in
another comment on the nature of globalization, in
2005, IBM’s personal computer business, includ-
ing the ThinkPad, was purchased by the Chinese
company Lenovo, which promptly moved its head-
quarters to the United States because it believed
that was the best location from which to run this
business.)

While historically significant outsourcing has
been primarily confined to manufacturing enter-
prises such as Boeing and IBM, increasingly com-
panies take advantage of modern communication
technology, particularly the Internet, to outsource
service activities to low-cost producers in other
nations. The Internet has allowed hospitals to
outsource some radiology work to India, where
images from MRI scans and the like are read at
night while U.S. physicians sleep and the results
are ready for them in the morning. Similarly, in
December 2003, IBM announced it would move
the work of some 4,300 software engineers from

the United States to India and China (software

production is counted as a service activity). Many :

software companies now use Indian engineers to
perform maintenance functions on software de-
signed in the United States. Due to the time differ-
ence, Indian engineers can run debugging tests on
software written in the United States when U.S.
engineers sleep, transmitting the corrected code
back to the United States over secure Internet
connection so it is ready for U.S. engineers to work
on the following day. Dispersing value creation
activities in this way can compress the time and
lower the costs required to develop new software
programs. Other companies from computer
makers to banks are outsourcing customer service
functions, such as customer call centers, to devel-
oping nations where labor is cheaper.

Robert Reich, who served as secretary of labor
in the Clinton administration, has argued that as
a consequence of the trend exemplified by compa-
nies such as Boeing, Microsoft, and IBM, in many
cases it is becoming irrelevant to talk about Ameri-
can products, Japanese products, German products,
or Korean products. Increasingly, according to
Reich, the outsourcing of productive activities to
different suppliers results in the creation of prod-
ucts that are global in nature; that is, “global prod-
ucts.” But as with the globalization of markets, one
must be careful not to push the globalization of
production too far. Substantial impediments still
make it difficult for firms to achieve the optimal
dispersion of their productive activities to locations
around the globe. These impediments include

Notes
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Unit 1: Globalization 11

formal and informal barriers to trade between coun- Nevertheless, we are traveling down the road
tries, barriers to foreign direct investment, trans- toward a future characterized by the increased 1o
portation costs, and issues associated with economic globalization of markets and production. Modern
and political risk. For example, government regu- firms are important actors in this drama, by their
lations ultimately limit the ability of hospitals to very actions fostering increased globalization.
outsource the process of interpreting MRI scans These firms, however, are merely responding in
to developing nations where radiologists are an efficient manner to changing conditions in their 15
cheaper. operating environment—as well they should.

2 foreign direct investment [ {5 E#4% & (FDI)J (Unit 6 DEFZEM) /6 the process of interpreting MRI scans
[MRI 2 ¥ % ¥ % g B 5 13
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WHAT IS CULTURE?
Scholars have never been able to agree on a simple
definition of culture. In the 1870s, the anthropolo-
gist Edward Tylor defined culture as “that com-
plex whole which includes knowledge, belief, art,
morals, law, custom, and other capabilities acquired
by man as a member of society.” Since then hun-
dreds of other definitions have been offered. Geert
Hofstede, an expert on cross-cultural differences
and management, defined culture as “the collec-
tive programming of the mind which distinguishes
the members of one human group from another. . . .
Culture, in this sense, includes systems of values;
and values are among the building blocks of cul-
ture.” Another definition of culture comes from
sociologists Zvi Namenwirth and Robert Weber
who see culture as a system of ideas and argue that
these ideas constitute a design for living.

Here we follow both Hofstede and Namenwirth

and Weber by viewing culture as a system of
values and norms that are shared among a group
of people and that when taken together constitute a
design for living. By values we mean abstract ideas
about what a group believes to be good, right, and
desirable. Put differently, values are shared assump-
tions about how things ought to be. By norms we
mean the social rules and guidelines that prescribe
appropriate behavior in particular situations. We
shall use the term society to refer to a group of
people who share a common set of values and
norms. While a society may be equivalent to a coun-
try, some countries harbor several societies (i.e.,
they support multiple cultures), and some societies
embrace more than one country.

VALUES AND NORMS
Values form the bedrock of a culture. They pro-
vide the context within which a society’s norms

—{Notes|
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Unit 2: Differences in Culture 13

are established and justified. They may include a
society’s attitudes toward such concepts as indi-
vidual freedom, democracy, truth, justice, honesty,
loyalty, social obligations, collective responsibil-
ity, the role of women, love, sex, marriage, and so
on. Values are not just abstract concepts; they are
invested with considerable emotional significance.
People argue, fight, and even die over values such
as freedom. Values also often are reflected in the
political and economic systems of a society. Demo-
cratic free market capitalism is a reflection of a
philosophical value system that emphasizes
individual freedom.

Norms are the social rules that govern people’s
action toward one another. Norms can be subdi-
vided further into two major categories: folkways
and mores. Folkways are the routine conventions
of everyday life. Generally, folkways are actions
of little moral significance. Rather, folkways are
social conventions concerning things such as the
appropriate dress code in a particular situation, good
social manners, eating with the correct utensils,
neighborly behavior, and the like. While folkways
define the way people are expected to behave, vio-
lation of folkways is not normally a serious matter.
People who violate folkways may be thought of as
eccentric or ill-mannered, but they are not usually
considered to be evil or bad. In many countries,
foreigners may initially be excused for violating
folkways.

A good example of folkways concerns attitudes
toward time in different countries. People are keenly
aware of the passage of time in the United States
and Northern European cultures such as Germany
and Britain. Businesspeople are very conscious
about scheduling their time and are quickly irri-

tated when their time is wasted because a business
associate is late for a meeting or if they are kept
waiting. They talk about time as though it were
money, a something that can be spent, saved,
wasted, and lost. Alternatively, in Arab, Latin, and
Mediterranean cultures, time has a more elastic
character. Keeping to a schedule is viewed as less
important than finishing an interaction with people.
While an American businessperson might feel
slighted if she is kept waiting for 30 minutes out-
side the office of a Latin American executive
before a meeting, the Latin American may simply
be completing an interaction with an associate, and
view the information gathered from this as more
important than sticking to a rigid schedule. The
Latin American executive intends no disrespect, but
due to a mutual misunderstanding about the
importance of time, the American may see things
differently. Saudi attitudes to time have been shaped
by their nomadic Bedouin heritage, in which
precise time played no real role and arriving some-
where tomorrow might mean next week. Like Latin
Americans, many Saudis are unlikely to understand
the American obsession with precise time and
schedules, and Americans need to adjust their ex-
pectations accordingly.

Folkways include rituals and symbolic behav-
ior. Rituals and symbols are the most visible mani-
festations of a culture and constitute the outward
expression of deeper values. For example, upon
meeting a foreign business executive, a Japanese
executive will hold his business card in both hands
and bow while presenting the card to the foreigner.
This ritual behavior is loaded with deep cultural
symbolism. The card specifies the rank of the Japa-
nese executive, which is a very important piece of

—{Notas
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14 INTERNATIONAL BUSINESS: Competing in the Global Marketplace

information in a hierarchical society such as Japan
(Japanese often have business cards with Japanese
printed on one side, and English printed on the
other). The bow is a sign of respect, and the deeper
the angle of the bow, the greater the reverence one
person shows for the other. The person receiving
the card is expected to examine it carefully, which
is a way of returning respect and acknowledging
the card giver’s position in the hierarchy. The
foreigner is also expected to bow when taking the
card, and to return the greeting by presenting the
Japanese executive with his own card, similarly
bowing in the process. To not do so, and to fail to
read the card that he has been given, instead casu-
ally placing it in his jacket, violates this important
folkway and is considered rude.

Mores are norms that are seen as central to the
functioning of a society and to its social life. They
have much greater significance than folkways.
Accordingly, violating mores can bring serious
retribution. Mores include such factors as indict-
ments against theft, adultery, incest, and canni-
balism. In many societies, certain mores have been
enacted into law. Thus, all advanced societies have
laws against theft, incest, and cannibalism. How-
ever, there are also many differences between
cultures. In America, for example, drinking alco-
hol is widely accepted, whereas in Saudi Arabia
the consumption of alcohol is viewed as violating
important social mores and is punishable by
imprisonment (as some Western citizens working

in Saudi Arabia have discovered).

CULTURE, SOCIETY, AND THE NATION-
STATE

We have defined a society as a group of people
that share a common set of values and norms; that
is, people who are bound together by a common
culture. There is not a strict one-to-one correspon-
dence between a society and a nation-state.
Nation-states are political creations. They may
contain a single culture or several cultures. While
the French nation can be thought of as the political
embodiment of French culture, the nation of Canada
has at least three cultures—an Anglo culture, a
French-speaking “Quebecois” culture, and a
Native American culture. Similarly, many
African nations have important cultural differences
between tribal groups, as exhibited in the early
1990s when Rwanda dissolved into a bloody civil
war between two tribes, the Tutsis and Hutus.
Africa is not alone in this regard. India is composed
of many distinct cultural groups. During the first
Gulf War, the prevailing view presented to West-
ern audiences was that Iraq was a homogenous Arab
nation. But over the past 15 year, we have learned
several different societies exist within Irag, each
with its own culture. The Kurds in the north do not
view themselves as Arabs and have their own dis-
tinct history and traditions. There are two Arab
societies: the Shiites in the South and the Sunnis
who populate the middle of the country and who

— Notes |
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Unit 2: Differences in Culture 15

ruled Iraq under the regime of Saddam Hussein (the
terms Shiites and Sunnis refer to different sects
within the religion of Islam). Among the southern
Sunnis is another distinct society of 500,000 Marsh
s Arabs who live at the confluence of the Tigris and
Euphrates rivers, pursuing a way of life that dates
back 5,000 years.
At the other end of the scale are cultures that
embrace several nations. Several scholars argue that
10 we can speak of an Islamic society or culture that
is shared by the citizens of many different nations
in the Middle East, Asia, and Africa. This view of
expansive cultures that embrace several nations
underpins Samuel Huntington’s view of a world

15 that is fragmented into different civilizations
including Western, Islamic, and Sinic (Chinese).
To complicate things further, it is also possible
to talk about culture at different levels. It is reason-
able to talk about “American society” and “Ameri-
20 can culture,” but there are several societies within
America, each with its own culture. One can talk
about Afro-American culture, Cajun culture,
Chinese-American culture, Hispanic culture,
Indian culture, Irish-American culture, and
25 Southern culture. The relationship between cul-

ture and country is often ambiguous. One cannot
always characterize a country as having a single
homogenous culture, and even when one can, one
must also often recognize that the national culture
is a mosaic of subcultures.

THE DETERMINATNS OF CULTURE

The values and norms of a culture do not emerge
fully formed. They are the evolutionary product
of a number of factors, including the prevailing
political and economic philosophies, the social
structure of a society, and the dominant religion,
language, and education. Political and economic
philosophies clearly influence the value systems of
a society. For example, the values found in Com-
munist North Korea toward freedom, justice, and
individual achievement are clearly different from
the values found in the United States, precisely
because each society operates according to differ-
ent political and economic philosophies. The chain
of causation runs both ways. While factors such
as social structure and religion clearly influence
the values and norms of a society, the values and
norms of a society can influence social structure
and religion.
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1. Abstract ideas about what a society believes to be good, right, and desirable

( )

2. Norms seen as central to the functioning of a society and to its social life

( )

3. Routine conventions of everyday life

( )

4. Social rules and guidelines that prescribe appropriate behavior in particular situations
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5. The complex whole that includes knowledge, belief, art, morals, law, custom, and other capa-
bilities acquired by a person as a member of society
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CORRUPTION made a $12.5 million payment to Japanese agents 10
Corruption has been a problem in almost every and government officials to secure a large order for
society in history, and it continues to be one today. Lockheed’s TriStar jet from Nippon Air. When
There always have been and always will be the payments were discovered, U.S. officials
corrupt government officials. International business charged Lockheed with falsification of its records
can gain and have gained economic advantages and tax violations. Although such payments were 15
by making payments to those officials. A classic supposed to be an accepted business practice in
example concerns a well-publicized incident in the Japan (they might be viewed as an exceptionally
1970s. Carl Kotchian, the president of Lockheed, lavish form of gift giving), the revelations created
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a scandal there too. The government ministers in
question were criminally charged, one committed
suicide, the government fell in disgrace, and the
Japanese people were outraged. Apparently, such
a payment was not an accepted way of doing busi-
ness in Japan! The payment was nothing more than
a bribe, paid to corrupt officials, to secure a large
order that might otherwise have gone to another
manufacturer, such as Boeing. Kotchian clearly
engaged in unethical behavior, and to argue that
the payment was an “acceptable form of doing busi-
ness in Japan” was self-serving and incorrect.
The Lockheed case was the impetus for the 1977
passage of the Foreign Corrupt Practices Act in
the United States. The act outlawed the paying of
bribes to foreign government officials to gain busi-

ness. Some U.S. businesses immediately objected
that the act would put U.S. firms at a competitive
disadvantage (there is no evidence that subse-
quently occurred). The act was subsequently
amended to allow for “facilitating payments.”
Sometimes known as speed money or grease pay-
ments, facilitating payments are not payments to
secure contracts that would not otherwise be se-
cured, nor are they payments to obtain exclusive
preferential treatment; rather they are payments to
ensure receiving the standard treatment that a busi-
ness ought to receive from a foreign government
but might not due to the obstruction of a foreign
official.

In 1997, the trade and finance ministers from the
member states of the Organization for Economic
Cooperation and Development (OECD) followed
the U.S. lead and adopted the Convention on

Combating Bribery of Foreign Public Officials in

International Business Transactions. The conven-

tion, which went into force in 1999, obliges
member states to make the bribery of foreign
public officials a criminal offense. The convention
excludes facilitating payments made to expedite
routine government action from the convention. To
be truly effective, however, the convention must
be translated into domestic law by each signatory
nation, and that is still in process.

While facilitating payments, or speed money, are
excluded from both the Foreign Corrupt Practice
Act and the OECD convention on bribery, the
ethical implications of making such payments are
unclear. In many countries, payoffs to government

officials in the form of speed money are a part of s

life. One can argue that not investing because gov-
ernment officials demand speed money ignores the
fact that such investment can bring substantial
benefits to the local populace in terms of income
and jobs. From a pragmatic standpoint, giving bribes,
although a little evil, might be the price that must
be paid to do a greater good (assuming the invest-
ment creates jobs where none existed and assum-
ing the practice is not illegal). Several economists
advocate this reasoning, suggesting that in the con-
text of pervasive and cumbersome regulations in
developing countries, corruption may improve
efficiency and help growth! These economists
theorize that in a country where preexisting politi-
cal structures distort or limit the workings of the
market mechanism, corruption in the form of black-
marketeering, smuggling, and side payments to
government bureaucrats to “speed up” approval for
business investments may enhance welfare. Argu-
ments such as this persuaded the U.S. Congress to
exempt facilitating payments from the Foreign
Corrupt Practice Act.
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Unit 3: Ethics in International Business

In contrast, other economists have argued
that corruption reduces the returns on business
investment and leads to low economic growth. In
a country where corruption is common, unproduc-
tive bureaucrats who demand side payments for
granting the enterprise permission to operate may
siphon off the profits from a business activity. This
reduces businesses’ incentive to invest and may
retard a country’s economic growth rate. One study
of the connection between corruption and economic
growth in 70 countries found that corruption had a
significant negative impact on a country’s growth
rate.

Given the debate and the complexity of this is-
sue, one again might conclude that generalization
is difficult and the demand for speed money cre-
ates a genuine ethical dilemma. Yes, corruption is
bad, and yes, it may harm a country’s economic
development, but yes, there are also cases where
side payments to government officials can remove
the bureaucratic barriers to investments that create
jobs. However, this pragmatic stance ignores the
fact that corruption tends to corrupt both the bribe
giver and the bribe taker. Corruption feeds on it-
self, and once an individual starts down the road of
corruption, pulling back may be difficult if not im-
possible. This argument strengthens the ethical case
for never engaging in corruption, no matter how
compelling the benefits might seem.

Many multinationals have accepted this
argument. The large oil multinational, BP, for
example, has a zero-tolerance approach toward
facilitating payments. Other corporations have a
more nuanced approach. For example, consider
the following from the code of ethics at Dow
Corning:

Dow Corning employees will not authorize or give
payments or gifts to government employees or their
beneficiaries or anyone else in order to obtain or
retain business. Facilitating payments to expedite the
performance of routine services are strongly discour-
aged. In countries where local business practice
dictates such payments and there is no alternative,
facilitating payments are to be for the minimum
amount necessary and must be accurately documented
and recorded.

This statement allows for facilitating payments
when “there is no alternative,” although they are
strongly discouraged.

MORAL OBLIGATIONS

Multinational corporations have power that comes
from their control over resources and their ability
to move production from country to country. Al-
though that power is constrained not only by laws
and regulations, but also by the discipline of the
market and the competitive process, it is neverthe-
less substantial. Some moral philosophers argue that
with power comes the social responsibility for
multinationals to give something back to the soci-
eties that enable them to prosper and grow. The
concept of social responsibility refers to the idea

that businesspeople should consider the social con-
sequences of economic actions when making busi-
ness decisions, and that there should be a presump-
tion in favor of decisions that have both good
economic and social consequences. In its purest
form, social responsibility can be supported for its
own sake simply because it is the right way for a
business to behave. Advocates of this approach ar-
gue that businesses, particularly large successful
businesses, need to recognize their noblesse oblige

—{Notes|
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and give something back to the societies that have
made their success possible. Noblesse oblige is a
French term that refers to honorable and benevo-
lent behavior considered the responsibility of
people of high (noble) birth. In a business setting,
it is taken to mean benevolent behavior that is the
responsibility of successful enterprises. This has
long been recognized by many businesspeople,
resulting in a substantial and venerable history of
corporate giving to society and in businesses mak-
ing social investments designed to enhance the
welfare of the communities in which they operate.

However, some multinationals have abused their
power for private gain. The most famous historic
example relates to one of the earliest multination-
als, the British East India Company. Established in
1600, the East India Company grew to dominate
the entire Indian subcontinent in the 19th century.
At the height of its power, the company deployed

more than 40 warships, possessed the largest stand-
ing army in the world, was the de facto ruler of
India’s 240 million people, and even hired its own
church bishops, extending its dominance into the
spiritual realm.

Power itself is morally neutral. It is how power
is used that matters. It can be used in a positive
way to increase social welfare, which is ethical, or
it can be used in a manner that is ethically and
morally suspect. Consider the case of News Cor-
poration, one of the largest media conglomerates
in the world. The power of media companies de-
rives from their ability to shape public perceptions
by the material they choose to publish. News Cor-
poration founder and CEQO Rupert Murdoch has

long considered China to be one of the most prom-
ising media markets in the world and has sought
permission to expand News Corporation’s opera-
tions in China, particularly the satellite broadcast-
ing operation of Star TV. Some critics believe
that Murdoch used the power of News Corpora-
tion in an unethical way to attain this objective.
Some multinationals have acknowledged a moral
obligation to use their power to enhance social
welfare in the communities where they do business.
BP, one of the world’s largest oil companies, has
made it part of the company policy to undertake
“social investments” in the countries where it does
business. In Algeria, BP has been investing in a
major project to develop gas fields near the desert
town of Salah. When the company noticed the lack
of clean water in Salah, it built two desalination
plants to provide drinking water for the local com-
munity and distributed containers to residents so
they could take water from the plants to their homes.
There was no economic reason for BP to make this
social investment, but the company believes it is
morally obligated to use its power in constructive
ways. The action, while a small thing for BP, is a
very important thing for the local community.

ETHICAL DILEMMAS

The ethical obligations of a multinational corpora-
tion toward employment conditions, human rights,
corruption, environmental pollution, and the use
of power are not always clear cut. There may be no
agreement about accepted ethical principles. From
an international business perspective, some argue
that what is ethical depends upon one’s cultural
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perspective. In the United States, it is considered ness-oriented example, consider the practice of
acceptable to execute murderers, but in many “gift giving” between the parties to a business
cultures this is not acceptable—execution is viewed negotiation. While this is considered right and 10
as an affront to human dignity and the death proper behavior in many Asian cultures, some
penalty is outlawed. Many Americans find this Westerners view the practice as a form of bribery,

attitude very strange, but many Europeans find and therefore unethical particularly if the gifts are
the American approach barbaric. For a more busi- substantial.

m m
1. A% LCFAT, UTORMWIZEZ 2 3w,
L KETHIVEHATATFIEEDSRIE SN D Zo T D—2 b oo B4 3L L 22 S,
2. FRINNNERET B0V EI»ZFHIL 2 50,

3. [EBHREDT DD &I, FRISHT 2HES RE2FH L& 2w,

4. DEOHEWMEE L IIMPEHI L 2 20,

5 mMBLOY Ly AL EREEL LS,

2. UTOFMIZEHT 2HEEARANDPLEATRALL SV,

1. Concept that businesspeople should consider the social consequences of economic actions when
making business decisions

( )

2. Situation in which no available alternative seems ethically acceptable

( )

3. A formal statement of the ethical priorities of a business organization

( )



22

. Unit 4: Internat

i

ﬂ

i Adam Smith

THhL-AIAR BEFZOLESONLA X)) ADOREFEFE (1723-1790). %D EZFE An Inquiry into
the Nature and Causes of the Wealth of Nations ([:8EROEOWE L EROZ] —ixi2i: [EE
aal) odh T, [BHHEBIEE#E] (laissez-faire stance) # 128 L, ZHVPHCOOFHE4ERKT L L[R2
&% T | (invisible hand) (2 & 1), RIEDFIRHFR O L & FRL .
factors of production

HEEER. FEHLH (goods) 14— E R (services) T EET 2 DIIET L FFH T, LH#, %, &
AKEEKRT S, Porter i, TNTIRERLLTETWLELT, AWER, WHER MEEE &
KER, 1V T7IAMIF7FX—DSOOBRIIFHAL TV,
Harvard Business School

=)= F - EYRA - A7 — )b, 1908 FIZ8IGE S M- ih OF =15+ (Master of Business
Administration: MBA) #3534 2 K%k. HBS S oM &h b, r—A - A9 F 4 —HHW/-ig¥R

¥4 NVTHE.
We open this unit with a discussion of mercantil- Smith argued that the invisible hand of the market
ism. Propagated in the 16th and 17th centuries, mechanism, rather than government policy, should
mercantilism advocated that countries should determine what a country imports and what it ex-
simultaneously encourage exports and discourage ports. His arguments imply that such a laissez-faire
s imports. Although mercantilism is an old and stance toward trade was in the best interests of a
largely discredited doctrine, its echoes remain in country. Building on Smith’s work are two addi-

modern political debate and in the trade policies of tional theories. One is the theory of compara-
many countries. Next we will look at Adam Smith’s tive advantage, advanced by the 19th-century
theory of absolute advantage. Proposed in 1776, English economist David Ricardo. This theory is

10 Smith’s theory was the first to explain why unre- the intellectual basis of the modern argument for
stricted free trade is beneficial to a country. Free unrestricted free trade. In the 20th century,
trade refers to a situation where a government does Ricardo’s work was refined by two Swedish
not attempt to influence through quotas or duties economists, Eli Heckscher and Bertil Ohlin,
what its citizens can buy from another country, or whose theory is known as the Heckscher-Ohlin

15 what they can produce and sell to another country. theory.
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THE BENEFITS OF TRADE
The great strength of the theories of Smith, Ricardo,
and Heckscher-Ohlin is that they identify with pre-
cision the specific benefits of international trade.
s Common sense suggests that some international
trade is beneficial. For example, nobody would
suggest that Iceland should grow its own oranges.
Iceland can benefit from trade by exchanging some
of the products that it can produce at a low cost
(fish) for some products that it cannot produce at
all (oranges). Thus, by engaging in international
trade, Icelanders are able to add oranges to their
diet of fish. The theories of Smith, Ricardo, and
Heckscher-Ohlin go beyond this commonsense
notion, however, to show why it is beneficial for a
country to engage in international trade even for
products it is able to produce for itself. This is a
difficult concept for people to grasp. For example,
many people in the United States believe that
American consumers should buy products produced
in the United States by American companies when-
ever possible to help save American jobs from for-
eign competition. Such thinking apparently under-
lay a 2002 decision by President George W. Bush
to protect American steel producers from competi-
tion from lower-cost foreign producers (a decision
that the Bush administration reversed a year later).
The same kind of nationalistic sentiments can
be observed in many other countries. However, the
theories of Smith, Ricardo, and Heckscher-Ohlin
tell us that a country’s economy may gain if its
citizens buy certain products from other nations that
could be produced at home. The gains arise because
international trade allows a country to specialize
35 in the manufacture and export of products that can
be produced most efficiently in that country, while

importing products that can be produced more
efficiently in other countries. So it may make sense
for the United States to specialize in the produc-
tion and export of commercial jet aircraft, since the
efficient production of commercial jet aircraft
requires resources that are abundant in the United
States, such as a highly skilled labor force and
cutting-edge technological know-how. On the
other hand, it may make sense for the United States
to import textiles from China since the efficient
production of textiles requires a relatively cheap
labor force—and cheap labor is not abundant in the
United States.

Of course, this economic argument is often :
difficult for segments of a country’s population
to accept. With their future threatened by imports,
U.S. textile companies and their employees have
tried hard to persuade the government to limit the
importation of textiles by demanding quotas and
tariffs. Although such import controls may benefit
particular groups, such as textile businesses and
their employees or unprofitable steel mills and their
employees, the theories of Smith, Ricardo, and
Heckscher-Ohlin suggest that such action hurts the
economy as a whole. Limits on imports are often
in the interests of domestic producers, but not do-
mestic consumers.

THE PATTERN OF INTERNATIONAL
TRADE

The theories of Smith, Ricardo, and Heckscher-
Ohlin help to explain the pattern of international
trade that we observe in the world economy. Some
aspects of the pattern are easy to understand. Cli-
mate and natural-resource endowments explain
why Ghana exports cocoa, Brazil exports coffee,

—[Notes}
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Saudi Arabia exports oil, and China exports
crawfish. But much of the observed pattern of
international trade is more difficult to explain. For
example, why does Japan export automobiles, con-
sumer electronics, and machine tools? Why does
Switzerland export chemicals, pharmaceuticals,
watches, and jewelry? David Ricardo’s theory of
comparative advantage offers an explanation in
terms of international differences in labor produc-
tivity. The more sophisticated Heckscher-Ohlin
theory emphasizes the interplay between the pro-
portions in which the factors of production (such

as land, labor, and capital) are available in differ-
ent countries and the proportions in which they are
needed for producing particular goods. This expla-
nation rests on the assumption that countries have
varying endowments of the various factors of pro-
duction. Tests of this theory, however, suggest that
it is a less powerful explanation of real-world trade
patterns than once thought.

One early response to the failure of the
Heckscher-Ohlin theory to explain the observed
pattern of international trade was the product life-
cycle theory. Proposed by Raymond Vernon, this
theory suggests that early in their life cycle, most
new products are produced in and exported from
the country in which they were developed. As a
new product becomes widely accepted internation-
ally, however, production starts in other countries.
As a result, the theory suggests, the product may
ultimately be exported back to the country of its
original innovation.

In a similar vein, during the 1980s economists
such as Paul Krugman of the Massachusetts
Institute of Technology developed what has come

to be known as the new trade theory. New trade
theory stresses that in some cases countries spe-
cialize in the production and export of particular
products not because of underlying differences in
factor endowments, but because in certain indus-
tries the world market can support only a limited
number of firms. (This is argued to be the case for
the commercial aircraft industry.) In such indus-
tries, firms that enter the market first build a com-
petitive advantage that is subsequently difficult
to challenge. Thus, the observed pattern of trade
between nations may be due in part to the ability of
firms within a given nation to capture first-mover
advantages. The United States is a major exporter

of commercial jet aircraft because American firms ¢

such as Boeing were first movers in the world
market. Boeing built a competitive advantage that
has subsequently been difficult for firms from coun-
tries with equally favorable factor endowments to
challenge (although Europe’s Airbus Industrie has
succeeded in doing that).

In a work related to the new trade theory,
Michael Porter of the Harvard Business School

developed a theory, referred to as the theory of
national competitive advantage. This attempts to
explain why particular nations achieve international
success in certain industries. In addition to factor
endowments, Porter points out the importance of
country factors such as domestic demand and do-
mestic rivalry in explaining a nation’s dominance
in the production and export of particular products.

TRADE THEORY AND GOVERNMENT
POLICY
Although all these theories agree that international
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trade is beneficial to a country, they lack agree- free trade is that both import control and export
ment in their recommendations for government incentives (such as subsidies) are self-defeating and
policy. Mercantilism makes a crude case for gov- result in wasted resources. Both the new trade 10
ernment involvement in promoting exports and theory and Porter’s theory of national competitive

5 limiting imports. The theories of Smith, Ricardo, advantage can be interpreted as justifying some
and Heckscher-Ohlin form part of the case for un- limited government intervention to support the
restricted free trade. The argument for unrestricted development of certain export-oriented industries.
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1. An economic philosophy advocating that countries should simultaneously encourage exports
and discourage imports

( )

2. The absence of barriers to the free flow of goods and services between countries

( )

3. A theory advocating that countries will export those goods that make intensive use of locally
abundant factors of production and import goods that make intensive use of locally scarce fac-
tors of production

( )



26

INTERNATIONAL BUSINESS: Competing in the Global Marketplace

4. A theory advocating that the optimal location in the world to produce a product changes as the
market for the product matures

( )

5. A theory advocating that the observed pattern of trade in the world economy may be due in part
to the ability of firms in a given market to capture first-mover advantages

( )

6. Advantages accruing to the first to enter a market

( )
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Trade policy uses seven main instruments: tariffs,
subsidies, import quotas, voluntary export re-
straints, local content requirements, administra-

tive policies, and antidumping duties. Tariffs are

the oldest and simplest instrument of trade policy.
They are also the instrument that the GATT and
WTO have been most successful in limiting. A
fall in tariff barriers in recent decades has been ac-
companied by a rise in nontariff barriers, such as

subsidies, quotas, voluntary export restraints, and
antidumping duties.

TARIFFS

A tariff is a tax levied on imports (or exports).
Tariffs fall into two categories. Specific tariffs are
levied as a fixed charge for each unit of a good
imported (for example, $3 per barrel of oil). Ad
valorem tariffs are levied as a proportion of the
value of the imported good. In most cases, tariffs
are placed on imports to protect domestic produc-
ers from foreign competition by raising the price
of imported goods. However, tariffs also produce
revenue for the government. Until the income tax
was introduced, for example, the U.S. government
received most of its revenues from tariffs.

The important thing to understand about an
import tariff is who suffers and who gains. The
government gains, because the tariff increases
government revenues. Domestic producers gain,
because the tariff affords them some protection
against foreign competitors by increasing the cost
of imported foreign goods. Consumers lose because
they must pay more for certain imports. For ex-
ample, in March 2002 the U.S. government placed
an ad valorem tariff of 8 percent to 30 percent on
imports of foreign steel. The idea was to protect

domestic steel producers from cheap imports of
foreign steel. The effect, however, was to raise the
price of steel products in the United States by be-
tween 30 percent and 50 percent. A number of U.S.
steel consumers, ranging from appliance makers
to automobile companies, objected that the steel
tariffs would raise their costs of production and
make it more difficult for them to compete in the
global marketplace. Whether the gains to the gov-
ernment and domestic producers exceed the loss to
consumers depends on various factors such as the
amount of the tariff, the importance of the imported
good to domestic consumers, the number of jobs
saved in the protected industry, and so on. In the
steel case, many argued that the losses to steel
consumers apparently outweighed the gains to steel
producers. (In November 2003 the World Trade
Organization declared that the tariffs represented a
violation of the WTO treaty, and the United States
removed them in December of that year).

In general, two conclusions can be derived from
economic analysis of the effect of import tariffs.
First, tariffs are unambiguously pro-producer and
anti-consumer. While they protect producers from
foreign competitors, this restriction of supply also
raises domestic prices. For example, a study by
Japanese economists calculated that tariffs on
imports of foodstuffs, cosmetics, and chemicals into
Japan in 1989 cost the average Japanese consumer
about $890 per year in the form of higher prices.
Almost all studies find that import tariffs impose
significant costs on domestic consumers in the form
of higher prices.

Second, import tariffs reduce the overall effi-
ciency of the world economy. They reduce effi-
ciency because a protective tariff encourages do-
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