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CHAPTER 4

MANAGING GLOBALLY
LEARNING OBJECTIVES
1. State several characteristics of the global economy.

2. Describe how a country’s culture can affect an organization’s business practices.

3. Explain the impact of political-legal forces on international business.

4. Discuss how three major trade agreements affect global competition.

5. Describe six strategies used by organizations in international business.

Learning Objective 1:  State Several Characteristics of the Global Economy.  
A. Global Economic Trends

1. Some Statistics on Global Trade 

a. exports/imports of goods/services represent about 30% of the U.S. Gross Domestic Product (GDP)

b. the European Union (EU) had more direct investment in the U.S. than the U.S. did in the EU

2. Changes in Trade  

a. often through joint ventures or trade between different parts of the same corporation

b. information revolution now permits instantaneous communication

c. desire for increased openness both economically and politically

d. privatization for effectiveness and efficiency

e. governmental policies are more market oriented

f. labor pool is seen globally instead of a local resource

Learning Objective 2: Describe How a Country’s Culture can Affect an Organization’s Business Practices.
A. Views of Social Change

1. Western Cultures

a. change can be shaped and controlled to achieve goals

· this view can create problems when working with non-Western cultures

2. Non-Western Cultures

a. change part of evolution of humans and universe

· slow, natural progression



b. attitude toward change is passive (reactive)

B. Time Orientation

1. U.S. and Canada

a. time is a scarce commodity

b. strong need to set and stick to tight deadlines

2. Other Cultures

a. Hindus – time does not begin at birth or end at death

b. Mexicans – “mañana” – not today, but not necessarily tomorrow either

· time commitments desirable but not binding

C. Language

1. Acts to Bind and to Separate

a. fluency in another language helps in understanding and gaining acceptance of people from that culture

b. nuances of phrases, sayings, and nonverbal communication can cause problems

2. Mexican Managers

a. typically give only positive feedback to their bosses

D. Value Systems

1. Power Distance

a. Americans

· prefer small power distances

· inequalities should be minimized

· organizational hierarchies are for convenience

· bosses should be accessible

· decentralized decision making empowers employees

b. Mexicans

· comfortable with large power distances

· everyone has his/her place in an order of inequality

· managers and subordinates view each other as different types of people

· bosses should be inaccessible

· decentralized decision making violates this value

2. Uncertainty Avoidance

a. Mexicans

· feel threatened by uncertain and ambiguous situations

· need for written rules and procedures

· seek consensus and social harmony

· reluctant to admit lack of knowledge or tasks not completed

· desire powerful managers who can be blamed or praised

3. Individualistic/Collectivist

a. typical American is more individualistic than typical Mexican

b. Mexicans place great emphasis on family and belonging to organizations

c. status and titles key to developing relationship

E.  Cultural Distance

1. Cultural Values

A.determine how people interact

B.religious beliefs, race, social norms, language

· social norms are deeply rooted unspoken principles that guide behavior

2.Cultural Differences

A. influence consumer choices

· e.g., Japanese preference for small cars and appliances a reflection of high value placed on space

Learning Objective 3: Explain the Impact of Political-Legal Forces on International Business.. 

A. Assessing Political Risk

1. Political Risk

a. the probability that political decisions or events in a country will negatively affect 

b. long-term profitability of an investment.

2. Categories of Political Risk

a. domestic instability

· amount of subversion, revolution, assassinations, guerilla warfare, and government crisis in a country

b. foreign conflict

· degree of hostility one nation expresses to others

c. political climate

· likelihood that a government will swing to the far left or far right politically

d. economic climate

· reflects extent of government control of markets and financial investments

· reflects government support services and capabilities

e. corruption

· degree to which institutions, including government, are perceived to be untrustworthy, open to bribes, and conduct fraudulent business practices

B. Political Mechanisms

1. Protectionism

a. mechanisms designed to help home-based industries or firms avoid (or reduce) potential (or actual) competitive or political threats from abroad

b. generally works against consumers’ interests by raising prices

c. types of protectionism

· tariff

· government tax on goods or services entering country

· raises price of imported goods/services

· quota

· restriction on quantity of imports (or sometimes exports)

· fixing levels of imports freezes markets

· hidden tax on consumers

· subsidy

· direct or indirect payment by a government to domestic firms to make selling or investing abroad cheaper and more profitable

· Overseas Private Investment Corporation offers U.S. investors reinvestment assistance and financing

· cartel

· alliance of producers engaged in same type of business

· formed to limit or eliminate competition and to control production and prices

· Organization of Petroleum Exporting Countries (OPEC) is best known cartel

2. Bribery and Extortion

a. bribe

· improper payment made to induce recipient to do something for the payer

· offered to gain special favor in exchange for something of value

b. extortion

· payment made to ensure recipient doesn’t harm payer in some way

· purpose is to obtain something of value by threatening harm to payer

c. U.S. Foreign Corrupt Practices Act of 1977

· made it a crime for U.S. corporations or individuals to bribe officials of foreign governments or companies to obtain or retain business

· does not prohibit grease payments

· small payments used to get lower level government employees to speed up required paperwork

Learning Objective 4: Discuss How Three Major Trade Agreements Affect Global Competition.
A. World Trade Organization (WTO)

1. Represents a Series of Negotiated Understandings Regarding Trade and Related Issues Among Participating Countries 

a. established 1995

b. outgrowth of the General Agreement on Tariffs and Trade (GATT)

2. Key Functions

a. administers WTO trade agreements

b. provides forum for trade negotiations

c. handles trade disputes between nations

d. monitors national trade policies

e. provides technical assistance and training for people in developing countries

f. cooperates with other international organizations such as EU, ASEAN, NAFTA

3. Benefits of Membership

a. promotes peace by handling trade disputes constructively

b. rules make things easier for everyone

c. trade stimulates economic growth and reduces cost of living

d. encourages good government

4. Fundamental Principles of WTO Operations

a. most favored nation principle

· concessions granted to one member country by another automatically apply to all other member countries

b. reciprocity principle

· tariff concessions are made only in return for comparable concessions from the other countries

c. transparency principle

· tariffs must be readily visible to all countries

5. Exceptions to Principles

a. escape clause

· if import quantities cause or threaten serious injury to domestic producers, importing country may temporarily increase tariff

b. trade negotiations may take place directly between two or more countries

· e.g., trade dispute between U.S. and Thailand and Malaysia over intellectual property rights and pirated videos of movies

B. North American Free Trade Agreement (NAFTA) (1994)

1. What is NAFTA?

a. created giant free-trade zone among U.S., Canada, and Mexico by removing barriers such as tariffs, quotas, and licenses.

b. intended to reduce and eliminate tariffs and nontariff barriers among the three countries

2. Relations with Mexico 

a. trade between U.S. and Mexico grew from $81 billion in 1994 to $233 billion in 2002.

b. 70 percent of goods imported from Mexico may now enter without tariffs

c. more than 50 percent of exports to Mexico are now tariff free

3. Benefits to U.S. and Canada

a. ability to produce goods more cheaply

· maquiladora plants

· foreign-owned industrial plants located in Mexico that border Texas, New Mexico, Arizona, California

b. ability to move raw materials easily among the three countries

4. Retains Some Protectionist Provisions

a. protects sensitive industries (agriculture, banking, minerals, textiles, apparel)

C. Ultimate Goals of WTO and NAFTA

1. Greater Efficiency

2. Customer Satisfaction
D. European Union (EU

1. Organization of 18 European Countries

2. Goals

a. create a single market among member countries through removal of trade barriers

b. establish free movement of goods, people, services, and capital among member countries

3. More than an Economic Union

a. interested in social changes such as education across member countries

b. uniform quality standards and worker safety

· International Organization for Standardization (ISO)

· certification standards for excellence in quality

c. formation of a common internal market

· eliminate physical barriers at countries’ borders to allow free flow of goods and people

· eliminate technical barriers that prevent goods and services from one member nation being sold in others

· eliminate fiscal barriers like red tape and different national tax systems

· eliminate financial barriers that prevent free movement of investment capital

4. European Commission

a. EU’s executive body and sole initiator of legislation

· created common currency―the euro

· claims 95 percent of legislative measures have been adopted

Learning Objective 5: Describe Six Strategies Used by Organizations in International Business.
A. 
Two Dimensions of Strategy

1. Complexity

d. structure of the organization (e.g., number of hierarchical levels, number of staff people, number of departments)

e. amount of coordination required to deliver product or service to customers

2. Resource Commitment

a. amount of tangible financial assets (e.g., plants, warehouses, personnel) dedicated to global strategy

b. amount of information support systems dedicated to global strategy

B. Exporting Strategy

1. What is an Exporting Strategy?

a. maintaining facilities within a home country and shipping goods and service abroad for sale in foreign markets

· minimal resource commitment required (Web page, promotion to potential customers)

· most practical means for small to medium-sized organizations to move into global business

2. Countertrade Strategy

a. requires companies from exporting nation to purchase products of equivalent value from importing nation

b. eases trade and investments into countries that

· have difficulties trading in hard currency

· impose certain counterpurchase obligations on vendors selling their products into a country

C. Licensing Strategy

1. What is a Licensing Strategy?

a. involves a firm (licensor) in one country giving another domestic or foreign firm (licensee) the right to use a patent, trademark, technology, production process, or product in return for payment of royalty or fee

b. may also involve providing manufacturing, technical, or marketing expertise to licensee

2. 
Technological and Market Forces Combining to Stimulate Use of Licensing Strategy

a. more risky than exporting, but less risky than franchising

b. benefits

· generate extra income from existing technology

· spread costs of R&D

· get into markets that have been closed or protected

· test new markets without making capital investment

· minimize risk in foreign markets

c. risks

· licensee might become a competitor

· licensee might fail to pay royalties

· licensee might imitate the technology

· licensee might sell the license without agreement of licensor

D. Franchising Strategy

1. What is a Franchising Strategy?

a. parent organization (franchiser) grants other companies or individuals (franchisees) the right to use its trademarked name and to produce and sell its goods or services

b. special type of licensing agreement

· franchiser provides product, technology, process, trademark, and most of marketing program

· more control over franchisee than with licensing

E. Alliance Strategy

1. What is an Alliance Strategy?

a. agreement between two or more organizations to pool physical, financial, and human resources to achieve common goals

2. Global Strategic Alliances

a. joint ventures that involve actions taken internationally by two or more companies contributing an agreed-on amount of resources

b. preferred when competition is tough or technology/capital requirements are relatively large for one partner

3. Factors Stimulating Formation of Alliances

a. need to share and lower costs of high-risk, technologically intensive development projects

b. desire to lower costs by sharing large fixed-cost investments

c. desire to learn from another firm’s technology and special processes or gain access to customers and distribution channels

d. desire to participate in evolution of competitive activity in growing global industries

F. Multidomestic Strategy

1. What is a Multidomestic Strategy?

a. adjusting products, services, and practices to individual countries or regions

b. driven by pressure for local customizing to respond to differences in

· customer demand

· distribution channels

· host government demands

· employee needs

c. each major overseas subsidiary is somewhat independent

d. managers are responsible for generating revenues and minimizing costs to achieve unit’s profit goals

G. Global Strategy

1. What is a Global Strategy?

a. stresses worldwide consistency, standardization, and relatively low cost

· customers’ needs are basically similar across countries

b. subsidiaries are highly interdependent in terms of goals, practices, operations

· top managers focus no coordination and mutual support of worldwide activities

2. Factors Leading to Successful Global Strategy

a. firm must be a significant competitor in North America, Europe, and Asia

b. most new goods and services must be developed for the whole world

c. profit targets must be based on product lines instead of countries or regions

d. decisions about products, capital investment, R&D, and production must be based on global considerations

e. narrow-minded attitudes must be overcome

f. foreign managers must be promoted into senior ranks at corporate headquarters
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