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he global business environment in recent years has been characterized by substantial

and often unforeseen change. By some accounts, the degree of uncertainty and vol-
atility in global political and economic affairs has increased as several long-term trends
have come to a halt or, in some cases, reversed. Political conflicts, economic disruptions,
and realignment of security arrangements have all created challenges for global business.
Around the world, support for global economic integration and engagement appears to
be on the decline. The vote by the United Kingdom to separate from the European Union
and the withdrawal of the United States from the Trans-Pacific Partnership, a proposed
trade agreement among 12 Pacific-facing nations, are two stark examples of this broad
trend. Some see the United States as retreating from its long-held position as the leading
advocate of trade and economic interdependence. Further, trade tensions have risen not
just between the U.S. and China, two world powers jockeying for global leadership, but
also between the U.S. and its key allies, such as the European Union and Canada. Con-
currently, nationalist sentiments in the United States, Europe, Asia, and elsewhere have
resulted in raised barriers to both legal and illegal immigration. Exacerbating these pres-
sures, longstanding concerns about the uneven impacts of globalization on jobs, wages,
and incomes have resurfaced, as have broader questions about the costs of economic
globalization to both developed and developing countries and their citizens.

At the same time, however, trade and investment agreements continue to operate,
and new economic arrangements are implemented. Businesses, professionals, and citizens
continue to engage in global commerce, investment, and people-to-people exchanges.
Rapid advances in social media have not only accelerated globalization but also called
into question issues of privacy, security, and access to private information (see opening
articles in Chapters 1 and 2). In addition, concerns about climate change and other
environmental issues have prompted companies, in conjunction with governments and
nongovernmental organizations, to consider alternate approaches to business and gover-
nance (see Chapter 3 opening article).

Some of these developments have challenged longstanding beliefs about the power
and benefits of globalization and economic integration, but they also underscore the
interconnected nature of global economies. Although many countries and regions around
the world are closely linked, important differences in institutional and cultural environ-
ments persist, and some of these differences have become even more pronounced in
recent years. The challenges for international management reflect this dynamism and the
increasing unpredictability of global economic and political events. Continued growth of
the emerging markets is reshaping the global balance of economic power, even though
differences exist between and among regions and countries. Although many emerging
markets continued to experience growth during a period when developed countries’
economies stagnated or declined, others, like Russia and Brazil, have faced major set-
backs. Further, some developed economies, such as Greece, Italy, Spain, and Portugal,
are finally emerging from the formidable challenges of the European debt crisis that
began over a decade ago.

The global political and security environment remains unpredictable and volatile,
with ongoing conflicts in the Middle East and Africa. The Syrian civil war has resulted
in mass migration—and broad dislocations—across North Africa and Europe (see Chapters
1 and 2 for further discussion). Additionally, allegations of Russian interference in domes-
tic affairs—including major elections—in Europe and the United States have escalated
tensions. On the economic front, the global trade and integration agenda seems stalled,
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largely due to domestic political pressures and increased protectionism in Europe and
North America. Examples include the United States’ threat to withdraw from—and subse-
quent renegotiation—of the NAFTA (now called the United States-Mexico-Canada Agree-
ment), the application of tariffs on a range of imports from China and elsewhere in 2018
and 2019, and the previously mentioned withdrawal of the United States from the Trans-
Pacific Partnership.

As mentioned, the advent of social networking has transformed the way citizens
interact; how businesses market, promote, and distribute their products globally; and how
civil society expresses its concerns that governments provide greater freedoms and account-
ability. Concurrently, companies, individuals, and even students can now engage in broad
“mass” collaboration through digital, online technology for the development of new and
innovative systems, products, and ideas. Both social networking and mass collaboration
bring new power and influence to individuals across borders and transform the nature of
their relationships with global organizations. Although globalization and technology con-
tinue to link nations, businesses, and individuals, these linkages also highlight the impor-
tance of understanding different cultures, national systems, and corporate management
practices around the world. The world is now interconnected geographically, but also
electronically and psychologically; as such, nearly all businesses have been touched in
some way by globalization. Yet, as cultural, political, and economic differences persist,
astute international managers must be in a position to adapt and adjust to the vagaries
of different contexts and environments.

In this new, eleventh edition of International Management, we have retained the
strong and effective foundations gained from research and practice over the past decades
while incorporating the important latest research and contemporary insights that have
changed the context and environment for international management. Several trends have
emerged that pose both challenges and opportunities for international managers.

First, more nationalistically oriented politicians have gained power in many regions
of the world, including in the United States, Brazil, and the Philippines and across
Europe, especially the Central European economies of Poland, Hungary, and the Czech
Republic. These leaders and their governments are challenging previous assumptions
about the benefits and inevitability of globalization and integration. The looming exit
of the United Kingdom from the European Union and the implementation of tariffs by
the United States have complicated international trade for multinational corporations.
Second, while emerging markets remain vitally important to global growth, many of
these economies have slowed in the past few years. China’s economic growth has sig-
nificantly decelerated as it has matured. In South America, Brazil continues to recover
from a deep recession, and Argentina has battled accelerating inflation. Third, the
development of new technology, such as artificial intelligence and robotics, will result
in fundamental changes to the global job market. Fourth, increasing electronic connec-
tivity in developing countries will continue to help accelerate those economies and
facilitate international business of all sorts. However, barriers and limitations imposed
by governments could threaten this progress.

Although we have extensive new, evidence-based material in this edition, we con-
tinue to strive to make the book even more user-friendly and applicable to practice. We
continue to take a balanced approach in the eleventh edition of International Management:
Culture, Strategy, and Behavior. While other texts stress culture, strategy, or behavior, our
emphasis on all three critical dimensions—and the interactions among them—has been a
primary reason the previous editions have been the market-leading international manage-
ment text. Specifically, this edition has the following chapter distribution: environment
(three chapters), culture (four chapters), strategy (four chapters), and organizational
behavior/human resource management (three chapters). Because the context of interna-
tional management changes rapidly, all the chapters have been updated and improved.
New real-world examples and research results are integrated throughout the book, accen-
tuating the experiential relevance of the straightforward content. As always, we emphasize
a balance of research and application.
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For the new, eleventh edition, we have incorporated important new content in the
areas of the emergence of protectionism and its impact on international trade, the use of
social media and other communication connectivity in global affairs, the role that advanced
technologies are beginning to fill in international business, and other important global
themes. We have incorporated the latest research and practical insights on pressure for
both MNCs and governments to adopt more sustainable practices, and the strategies many
companies are using to differentiate their products through such “green” management
practices. We have updated the discussion of a range of contemporary topics, including
ongoing global conflicts.

A continuing and relevant end-of-chapter feature in this edition is the “Internet
Exercise.” The purpose of each exercise is to encourage students to use the Internet to
find information from the websites of prominent MNCs to answer relevant questions about
the chapter topic. An end-of-book feature is a series of Skill-Building and Experiential
Exercises for aspiring international managers. These in-class exercises represent the various
parts of the text (culture, strategy, and behavior) and provide hands-on experience.

We have extended from the tenth edition of International Management the chapter
opening discussions called “The World of International Management” (WIM), based on
very recent, relevant news stories to grab readers’ interest and attention. Many of these
opening articles are new to this edition and all have been updated. These timely open-
ing discussions transition the reader into the chapter topic. At the end of each chapter,
there is a pedagogical feature that revisits the chapter’s subject matter: “The World of
International Management—Revisited.” Here we pose several discussion questions based
on the topic of the opening feature in light of the student’s entire reading of the chap-
ter. Answering these questions requires readers to reconsider and to draw from the
chapter material. Suggested answers to these “WIM—Revisited” discussion questions
appear in the completely updated Instructor’s Manual, where we also provide some
multiple-choice and true-false questions that draw directly from the chapters’ World of
International Management topic matter for instructors who want to include this material
in their tests.

The use and application of cases are further enhanced in this edition. All cases
have been updated, and several new ones have been added. The short, within-chapter
country case illustrations—“In the International Spotlight”—can be read and discussed
in class. These have all been revised, and five have been added—Kenya, Argentina, Turkey,
U.A.E, and Vietnam. In addition, we have updated or replaced all of the additional
“You Be the International Management Consultant” exercises, which present a current
challenge or dilemma facing a company in the subject country of the “International
Spotlight.” Students are invited to respond to a question related to this challenge. The
revised or newly added “Integrative Cases” positioned at the end of each main part of
the text were created exclusively for this edition and provide opportunities for reading
and analysis outside class. Review questions provided for each case are intended to
facilitate lively and productive written analysis or in-class discussion. Our “Brief Integra-
tive Cases” typically explore a specific situation or challenge facing an individual or
team. Our longer and more detailed “In-Depth Integrative Cases” provide a broader
discussion of the challenges facing a company. These two formats allow maximum flex-
ibility, so that instructors can use the cases in a tailored and customized fashion. Accom-
panying many of the in-depth cases are short exercises that can be used in class to
reinforce both the substantive topic and students’ skills in negotiation, presentation, and
analysis. The cases have been extensively updated, and several are new to this edition.
Cases concerning the controversies over drug pricing, TOMS shoes, Russell Athletics/
Fruit of the Loom, Euro Disneyland and Disney Asia, Google in China, IKEA, Nike,
Walmart, Danone, Chiquita, Coca-Cola, and others are unique to this book and specific
to this edition. In addition, two brand-new cases written specifically for this edition
explore Starbucks’ entrance into India via a joint venture with the Tata Group and Didi’s
successful response to Uber’s move into China. Of course, instructors also have access
to Create (http://create.mheducation.com), McGraw-Hill’s extensive content database,
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which includes thousands of cases from major sources such as Harvard Business School,
Ivey, Darden, and NACRA case databases.

Along with the new or updated “International Management in Action” boxed appli-
cation examples within each chapter and other pedagogical features at the end of each
chapter (i.e., “Key Terms,” “Review and Discussion Questions,” “The World of Interna-
tional Management—Revisited,” and “Internet Exercise”), the end-of-part brief and in-
depth cases and the end-of-book skill-building exercises and simulations in the Connect
resources complete the package.

International Management is generally recognized to be the first “mainstream” text
of its kind. Strategy casebooks and specialized books in organizational behavior, human
resources, and, of course, international business, finance, marketing, and economics pre-
ceded it, but there were no international management texts before this one, and it remains
the market leader. We have had sustainability because of the effort and care put into the
revisions. We hope you agree that this eleventh edition continues the tradition and remains
the “world-class” text for the study of international management.

Instructor Library

The Connect Instructor Library is your repository for additional resources to improve
student engagement in and out of class. You can select and use any asset that enhances
your lecture.

To help instructors teach international management, this text is accompanied by a
revised and expanded Instructor’s Resource Manual, Test Bank, and PowerPoint slides,
all of which are in the Connect Library.
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The eleventh edition
of International
Management: Culture,
Strategy, and Behavior
is still setting the
standard. Authors
Jonathan Doh and
Fred Luthans have
taken care to retain
the effective
foundation gained
from research and
practice over the past
decades. At the same
time, they have fully
incorporated important
new and emerging
developments that
have changed what
international managers
are currently facing
and likely to face in

the coming years.

xii

New and Enhanced Themes

Thoroughly revised and updated chapters to reflect the most
critical issues for international managers.

New or revised opening World of International Management
(WIM) features written by the authors on current international
management challenges; these mini-cases were prepared
expressly for this edition and are not available elsewhere.
Discussions of the rise of protectionism and its impact on
international business.

New and updated discussions of major issues in global ethics,
technology, sustainability, and other cutting-edge research.
Greater attention to shifting demographic trends and global
talent management, emphasizing the impact of new advanced
technology will have on the global economy.

Renewed emphasis on major emerging regions, economic chal-
lenges in major countries such as Brazil and Argentina, and
specific case illustrations on how companies are managing
these challenges.

Thoroughly Revised and Updated Chapter Content

New or revised opening WIM discussions on topics including
the global influences of social media using the case of Face-
book; the impact of sanctions and political uncertainty when
doing business in Iran; the role of social networking in political
change in the Middle East; sustainability as a global competi-
tive advantage using examples of Patagonia, L’Oreal, and Unile-
ver; cultural challenges in global mergers and acquisitions; the
competitive dynamics between Apple and Xiaomi and Amazon
and Alibaba; Airbnb’s entry into China and Cuba; Netflix’s
strategies for global expansion; and many others. These features
were written expressly for this edition and are not available
elsewhere.

Updated and strengthened emphasis on ethics, technology, and
sustainability.

Extensive coverage of current geopolitical issues impacting
international business, including Brexit, increased nationalism
and protectionism across Europe and the United States, trade
disputes between China and the United States, rising tensions
with Russia, renewed sanctions on Iran, the renegotiation of
trade deals such as USMCA and CPTPP, and the economic
slowdown in China, to name a few.

Revised or new “In the International Spotlight” inserts that pro-
file the key economic and political issues relevant to managers
in specific countries.



CONTINUES TO SET THE STANDARD. . .

Thoroughly Updated and/or New Cases,
Inserts, and Exercises

Completely new “In the International Spotlight” country profiles at
the end of every chapter, including the addition of profiles on
Argentina, Kenya, Turkey, United Arab Emirates, and Vietnam.
“You Be the International Management Consultant” exercises, many
new to this edition, present an actual company’s challenge in that
country and invite students to recommend a course of action.

New “International Management in Action” features, including
discussions on timely topics such as the trade disputes between the
United States and China, the Huawei controversy, and the shifting
cultural dynamics associated with increasing percentages of
Millennials and Gen Z in the workforce, to name a few.
Thoroughly updated cases (not available elsewhere): TOMS shoes,
Russell Athletics/Fruit of the Loom, Euro Disneyland and Disney
Asia, Google in China, IKEA, Nike, Walmart, Danone, Chiquita,
Coca-Cola, and others are unique to this book and specific to

this edition.

Brand new end-of-part cases developed exclusively for this edition
(not available elsewhere): How Starbucks Convinced Indians to
Embrace Coffee and How Didi Fought Uber in China and Won;

Next, Taking on the World.

Brand new “World of International Management” chapter opening
discussions, including topics such as Netflix’s expansion to emerging
markets, Starbucks’ strategy for Italy and China, the Cambridge Ana-
lytica scandal at Facebook, the impact of Iranian sanctions on inter-
national businesses, and the expansion of Airbnb, to name a few.
New and revised graphics throughout.

Timely updates throughout, based on the latest research, including
a discussion of the influence of new technology on the global
economy, the impact of protectionism on the international business
community, and the continued push toward a sustainable future,

to name a few.

Totally Revised Instructor and Student Support

The following instructor and student support materials can be found in Connect®
at connect.mheducation.com for the eleventh edition.

The Instructor’s Manual offers a summary of Learning Objectives
and a teaching outline with lecture notes and teaching tips, as well as
suggested answers to questions found throughout and at the conclu-
sion of each chapter. Suggested answers are also provided for all the
cases found in the book.

S connect
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Continues to Set the Standard. . .

* The test bank offers over 1,000 test items consisting of true/false, multiple
choice, and essay. Answers are provided for all test bank questions.

*  PowerPoint Presentations consisting of approximately 30 slides per chapter
give instructors talking points, feature exhibits from the text, and are summa-
rized with a review and discussion slide.

* Create: Instructors can now tailor their teaching resources to match the way
they teach! With McGraw-Hill Create, create.mheducation.com, instructors
can easily rearrange chapters, combine material from other content sources,
and quickly upload and integrate their own content, like course syllabi or
teaching notes. Find the right content in Create by searching through thou-
sands of leading McGraw-Hill textbooks. Arrange the material to fit your
teaching style. Order a Create book and receive a complimentary print review
copy in 3-5 business days or a complimentary electronic review copy (echo)
via e-mail within one hour. Go to create.mheducation.com today and register.

AACSB Tagging

McGraw-Hill Education is a proud corporate member of AACSB International. Under-
standing the importance and value of AACSB accreditation, International Management
recognizes the curriculum guidelines detailed in the AACSB standards for business accred-
itation by connecting selected questions in the text and the test bank to the six general
knowledge and skill guidelines in the AACSB standards. The statements contained in
International Management are provided only as a guide for the users of this textbook. The
AACSB leaves content coverage and assessment within the purview of individual schools,
the mission of the school, and the faculty. While the International Management teaching
package makes no claim of any specific AACSB qualification or evaluation, we have within
International Management labeled selected questions according to the six general knowl-
edge and skills areas.
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hapter 1

OBJECTIVES OF THE CHAPTER

GLOBALIZATION AND
INTERNATIONAL LINKAGES

Globalization is one of the most profound forces in our contem-
porary economic environment, although support for free trade
and open borders is not universal. The practical impact of global-
ization can be felt on all aspects of society, and effective man-
agement of organizations in an increasingly complex global
environment is crucial for success. In nearly every country, in-
creasing numbers of large, medium, and even small corporations
are engaging in international activities, and a growing percent-
age of company revenue is derived from overseas markets. Yet,
continued economic and political uncertainties in many world
regions, the rise of more nationalistic political movements, and
continued concerns about the impact of immigration have
caused some to question the current system for regulating and
overseeing international trade, investments, migration, and
financial flows. Nonetheless, international management—the
process of applying management concepts and techniques in a
multinational environment—continues to retain importance.

Although globalization and international linkages have
been part of history for centuries (see the International Manage-
ment in Action box “Tracing the Roots of Modern Globalization”
later in the chapter), the principal focus of this opening chapter
is to examine the process of globalization in the contemporary
world. The rapid integration of countries, advances in informa-
tion technology, and the explosion in electronic communication
have created a new, more integrated world and true global com-
petition. Yet, the complexities of doing business in distinct mar-
kets persist. Since the environment of international management
is all-encompassing, this chapter is mostly concerned with the
economic dimensions, while the following two chapters are
focused on the political, legal, and technological dimensions
and ethical and social dimensions, respectively. The specific
objectives of this chapter are

1. ASSESS the implications of globalization for countries,
industries, firms, and communities.

2. REVIEW the major trends in global and regional integration.

3. EXAMINE the changing balance of global economic
power and trade and investment flows among countries.

4. ANALYZE the major economic systems and recent devel-
opments among countries that reflect those systems.

The World of International
Management

An Interconnected World

n the morning of April 10, 2018, Facebook founder and
o president Mark Zuckerberg, dressed in a suit and tie rather
than his typical gray T-shirt and hoodie, headed to the Hart Senate
Office Building in Washington, D.C. Surrounded by intense media
coverage, Zuckerberg was facing perhaps the most serious and
high-profile crisis in his young company’s history: a breach of data
privacy for nearly 90 million Facebook users.

The trouble for Facebook began back in March 2018, when
it was revealed that Aleksander Kogan, a university research as-
sociate, and Cambridge Analytica, a British political consulting
firm, had released a third-party Facebook application called
“This Is Your Digital Life.” Although the application itself was
simply a personality quiz, users of the application unknowingly
enabled Cambridge Analytica to collect detailed information
from their Facebook profiles. Personal information such as
home location, current city, interests, and birthdates was
gathered from users of the application, as well as from their
Facebook friends. Only a few hundred thousand people actually
downloaded the application, yet 87 million people had their
personal data compromised. Using the information gathered
through the application, Cambridge Analytica was able to
profile Facebook users based on personality, age, location, and
interests. These users could then be targeted with political
advertisements that would be more likely to influence their
political opinion.

Even before the Cambridge Analytica scandal was revealed
in March 2018, Facebook was already facing serious integrity
issues and eroding public trust due to its lack of content control
and oversight. The Russian government’s utilization of social me-
dia to interfere in the 2016 U.S. presidential election, including
the spread of misinformation, went unchecked and unrestricted
by Facebook. More than 3,000 advertisements and 80,000
posts, originating from Russian-based operatives and designed
to incite political divisions, were posted to the site in the two
years prior to the election. Facebook first estimated in October
2017 that up to 10 million users had been targeted by Russian-
purchased election advertisements but later confirmed that as
many as 125 million U.S. users could have seen posts or adver-
tisements from Russian-based operatives.



Although Zuckerberg had persevered through numerous crises
in Facebook’s young history, including a tumultuous initial public
offering and a questionable company culture, nothing had quite
prepared him for the outrage that he was now facing. Facebook’s
stock price was in freefall, users were exiting the social network in
large numbers, and U.S. senators from both sides of the political
aisle wanted answers. At the height of the Cambridge Analytica
scandal, Facebook lost nearly US$134 billion in its market value.
As Zuckerberg took his seat before the U.S. Senate’s Commerce
and Judiciary committees, many wondered: Could Zuckerberg'’s
reputation—and perhaps Facebook as a whole—survive?

Social Media Has Changed How We Connect

Although Facebook and other social media applications have
faced considerable scrutiny in regard to data privacy, one thing
is certain: We currently live in a world interconnected and trans-
formed by social media. Through online networking, the way we
connect with others has drastically changed. The volume of con-
tent being created and shared is staggering, with virtually any-
one on the globe only a few clicks away. In fact, the average
number of links separating any two random people on Facebook
is now only 3.57." Statistics from some of the most used social
networking applications underscore how social media has con-
nected people across the globe:

Facebook

If Facebook were a country, it would be the largest.
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India USA

Facebook China

88% of the daily users, access Facebook through their mobile devices.
Globally, the average user has 338 “friends”:

Instagram

Over 1 billion people create content on Instagram
every month.?

Over 80 percent of Instagram users are from outside
the United States.?

Ninety-five million new photos are uploaded and
shared every day.*

Snapchat

Snapchat reached 100 million active members in less
than four years—outpacing the growth of Facebook or
Instagram.’

By the end of 2018, Snapchat had over 186 million
daily users.

Fifty-eight percent of active daily users are located
outside the United States.

More than 3 billion “snaps” are sent every day, equat-
ing to more than 10 billion video views.

Ninety-four percent of 18- to 24-year-olds in the U.S.
are on Snapchat.®

Certainly, social networks are a part of many people’s lives. Yet,
has the virtual world of social media networks made a perma-
nent impact in the world of international business?

The vast majority of users are
located outside of the USA:

Source: “41 Facebook Stats That Matter to Marketers in 2019.” Hootsuite, November 13, 2018. https://blog

.hootsuite.com/facebook-statistics. Instagram.

Social Media Has Changed Global
Business Strategy

Marriott International, an American-based
hotel company, has strategically leveraged
social media to improve the customer experi-
ence across its many global locations. A key
component of this strategy is Marriott’s
“M Live” studios, which serve as centralized
social media “command centers” for the
company. M Live employees, equipped with
conference rooms and large shared screens,
monitor customers’ posts, comments, and
pictures across a variety of social networking
platforms in real time.”®

The M Live strategy has improved the way
that Marriott engages its global customer
base. With more than 6,500 properties
around the globe, creating personalized inter-
actions with guests was nearly impossible
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before social media. Marriott was dependent on call centers and
e-mails to answer questions and complaints. Communication was
slow and generic, often eroding customer patience and resulting
in negative feedback. By using social media, however, Marriott
representatives at M Live centers are able to engage in instant
and meaningful interactions, whether the customer is located in
the U.S., the United Arab Emirates, or Uganda. The M Live em-
ployees, who are equipped to respond in a variety of languages,
can engage with social media posts, interact one-on-one with
customers, and monitor conversations from around the globe.9
By utilizing social media, Marriott can offer a more personal-
ized service to its customers. An example of this is M Live’s use
of “geo-tags.” Geo-tags, which are often included on public so-
cial networking posts, are digital markers that give the physical
location of the person uploading a photo or post to a website.
These tags give M Live employees the ability to search for posts
that were uploaded by customers who are physically located at
one of their properties—even if the customer does not tag
Marriott in his or her post—and to interact with that guest in a
positive way. For example, if a pair of customers post a photo of
themselves celebrating a first wedding anniversary at a Marriott
hotel in Orlando, the M Live command center can find that post
through the geo-tag in real time, call the local hotel’s concierge,
and have a bottle of champagne sent to the couple’s room."°
By 2018, Marriott had opened its fourth M Live location and
now has command centers in London, Hong Kong, and the
United States, covering the European, North and South Ameri-
can, and Asian markets. Social media will continue to be a valu-
able tool for Marriott as the company expands to new locations
in the developing regions of the world, creating positive cus-
tomer experiences that help build the brand’s reputation.'"'*"

Social Media Has Impacted International Diplomacy

World leaders have turned to social media as a way to express
options and gauge public support. According to a 2018 study,
97 percent of all governments have an official Twitter presence,
93 percent maintain a Facebook account, and 81 percent utilize
Instagram. Additionally, over 900 government ministers and
1,400 ambassadors maintain individual Twitter accounts. Citizens
in most countries can now directly access their governments
through these social networks. For example, the Dutch govern-
ment responds to policy comments and questions for 12 hours
a day, every weekday, through Twitter. The Nepalese government’s
“Hello Government” Twitter account focuses on replying to ques-
tions from citizens, and more than 85 percent of Rwandan Presi-
dent Paul Kagame’s tweets are replies to other users.™

Open dialogue between world leaders is also becoming com-
monplace on social media platforms. The international reaction to

B Introduction
management

The process of completing
activities efficiently and ef-
fectively with and through

other people.

the United States’ withdrawal from the Paris Climate Agreement
in 2017 provides a good example. Various global leaders used
Twitter to openly urge U.S. President Trump to reconsider his
decision. Fiji Prime Minister Frank Bainimarama tagged President
Trump’s personal Twitter account to ask him “not to abandon the
Paris Agreement,” and the prime ministers of the Nordic counties
used Twitter to appeal tor President Trump “to show global lead-
ership.” French President Emmanuel Macron called on President
Trump to “Make Our Planet Great Again,” and the French Foreign
Ministry tagged Ivanka Trump (President Trump’s daughter and
adviser) in a tweet asking her to change her father’s mind."®

The United Nations (U.N.) has increasingly embraced social me-
dia as a tool to enhance diplomacy and understanding worldwide.
The U.N. maintains official accounts on Twitter, YouTube, Flickr,
Pinterest, Tumblr, Instagram, Snapchat, and LinkedIn, and, as of 2019,
boasts over 4 million followers on its primary Facebook page. As
part of its 2018 United Nations Climate Change Conference, the
U.N. utilized various social media platforms to spread information
regarding gender inequity and the U.N.’s sustainable development
goals worldwide. The hashtag “#COP24” was used to link activities
across various networks, while YouTube and Facebook served as
primary platforms for disseminating information and videos to its
global audience (refer to Chapter 3, Table 3—4, for a further discus-
sion of the U.N’s sustainable development goals)."®

Social media networks have accelerated technological inte-
gration among the nations of the world. People across the globe
are now linked more closely than ever before. This social phe-
nomenon has implications for businesses, as corporations can
now leverage networks such as Facebook to achieve greater
success. Understanding the global impact of social media is key
to understanding our global society.

Despite the challenges and privacy concerns that social net-
working platforms face, such as Facebook’s Cambridge Analytica
scandal, discussed in the beginning of this section, social media
has transformed the world in which we live. The pace of inter-
connectivity across the globe continues to increase with the new
communication tools that social networking provides. Social
media has altered the way that we interact with each other, and
businesses, like Marriott, have gained advantages by leveraging
online networks. In this chapter, we examine the globalization
phenomenon, the growing integration among countries and re-
gions, the changing balance of global economic power, and ex-
amples of different economic systems. As you read this chapter,
keep in mind that although there are periodic setbacks, global-
ization continues to move at a rapid pace and that all nations,
including the United States, as well as individual companies and
their managers will have to keep a close watch on the current
environment if they hope to be competitive in the years ahead.

Management is the process of completing activities with and through other people. International
management is the process of applying management concepts and techniques in a multi-
national environment and adapting management practices to different economic, political,
and cultural contexts. Many managers practice some level of international management
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in today’s increasingly diverse organizations. International management is distinct from
other forms of management in that knowledge and insights about global issues and specific
cultures are a requisite for success. Today more firms than ever are earning some of their
revenue from international operations, even nascent organizations, as illustrated in the
chapter opening World of International Management.

Many of these companies are multinational corporations (MNCs). An MNC is a
firm that has operations in more than one country, international sales, and a mix of
nationalities among managers and owners. In recent years such well-known American
MNCs as Apple, Oracle, Coca-Cola, Ford Motor Company, ExxonMobil, Caterpillar,
Walmart, Microsoft, and Google have all earned more annual revenue in the international
arena than they have in the United States. In addition, MNCs from developing economies,
such as India, Brazil, and China, are providing formidable competition to their North
American, European, and Japanese counterparts. Names like Cemex, Embraer, Haier,
Lenovo, LG Electronics, Huawei, Telefonica, Santander, Reliance, Samsung, Li & Fung,
Airtel, Tata, and Infosys are becoming well-known global brands. Table 1-1 lists the
world’s top nonfinancial companies ranked by foreign assets through 2017.

Globalization, coupled with the rise of emerging market MNCs, has brought prosper-
ity to many previously underdeveloped parts of the world. This is especially true in China,
where luxury items, like automobiles, have become increasingly attainable. In 2005, auto-
mobile sales in China totaled only 5.8 million units, representing less than 9 percent of
global sales, while automobile sales in the United States exceeded 17.4 million units. Just
13 years later, in 2018, over 28 million automobile units were sold in China, accounting for
over a quarter of global sales and far surpassing the 17 million units sold in the U.S." More-
over, a number of emerging market auto companies are becoming global players through
their exporting, foreign investment, and international acquisitions, including the purchase of
Volvo by Chinese automaker Geely and Tata’s acquisition of Jaguar Land Rover.

Procter & Gamble (P&G), an American consumer products MNC headquartered
in Cincinnati, Ohio, has invested heavily in its Singapore operations over the last 10 years.
P&G’s Singapore Innovation Center (SgIC) functions as the primary research and devel-
opment center for the company’s hair, skin, and home care products. Initially costing
US$185 million, the SgIC employs more than 500 engineers and scientists, focuses on
more than 18 different fields of study, and has successfully introduced several major
products into the global marketplace. Inspired by the success of the SgIC, P&G invested
a further US$100 million in 2017 to establish the P&G Singapore E-Center, a digital
innovation hub that focuses on improving the supply chain and end-to-end logistics of the

Table 1-1

The World’s Top Nonfinancial MNCs, Ranked by Foreign Assets, 2017
(in millions of dollars)

international management
The process of applying
management concepts and
techniques in a multi-
national environment and
adapting management prac-
tices to different economic,
political, and cultural
environments.

MNC

A firm having operations in
more than one country, in-
ternational sales, and a na-
tionality mix of managers
and owners.

Company Home Foreign Total Foreign Total
Rank Name Economy Assets Assets Sales Sales
1 Royal Dutch/Shell Plc United Kingdom $344,210 $407,097 $204,570 $305,179
2 Toyota Motor Corporation Japan 302,788 472,625 181,358 265,008
3 Total SA France 234,993 242,576 109,164 140,124
4 British Petroleum Company Plc United Kingdom 220,380 276,620 152,525 228,794
5 Volkswagen Group Germany 219,917 506,348 210,089 260,070
6 Softbank Corp Japan 214,863 292,928 42,148 82,614
7 Exxon Mobil Corporation United States 203,626 348,691 155,083 237,162
8 British American Tobacco Plc United Kingdom 189,214 190,643 25,844 26,116
9 General Electric Co United Kingdom 186,586 377,945 75,796 122,093
10 Chevron Corporation United States 183,643 253,806 77,101 134,779
Source: “World Investment Report 2018.” United Nations Conference on Trade and Development, 2018.
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company. The Asian market, with nearly 2 billion customers and 25 different brands, is
particularly important for P&G’s future growth plans.lg’w’20

In the last few years, Africa’s emerging markets have benefited from significant invest-
ments made by technology-focused MNCs. Google A.lL., a division of Google that specializes
in developing artificial intelligence technology, announced the opening of a major research
center in Accra, Ghana, in 2018. The new center, which focuses on developing Artificial
Intelligence (A.IL.) tools for the health care, education, and agriculture sectors, aims to employ
highly educated engineers and researchers from local universities.”! In late 2017, Facebook,
which has close to 200 million users in Africa, announced plans to open a technology-based
incubator space for start-ups in Lagos, Nigeria, called Ng Hub. As of September 2019, phase
one of the project had been launched and the initial 12 entrepreneurs had been selected for
occupancy and support in the Hub.? The primary goal of the project is to provide education
and tools to underfunded entrepreneurs, which will enable the start-ups to grow and attract
investment from around the globe. In addition to the incubator space, Facebook committed
to providing technology-based training to over 50,000 Nigerians.>

MNCs continue to turn to India when expanding their consulting, IT, and other
service-based offerings. Accenture, an American professional services firm, employs
150,000 people in India, constituting more than a third of its global workforce. In fact,
85 percent of the 469,000 Accenture employees worldwide are now located outside the
United States.* Accenture’s Indian operations, with highly specialized knowledge in arti-
ficial intelligence, blockchain technology, and machine learning, are increasingly driving
innovation for the company.?> With offices in 200 cities across 52 countries, Accenture
has focused on providing services for both developed and growing markets.® In 2017,
Accenture drew 46 percent of its revenue from outsourcing.?’

These trends reflect the reality that firms are finding they must develop international
management expertise, especially expertise relevant to the increasingly important developing
and emerging markets of the world. Managers from today’s MNCs must learn to work
effectively with those from many different countries. Moreover, more and more small and
medium-sized businesses will find that they are being affected by internationalization. Many
of these companies will be doing business abroad, and those that do not will find themselves
doing business with MNCs operating locally. And increasingly, the MNCs are coming from
the developing world as previously domestic-oriented companies from countries like China
and India expand abroad through acquisitions or other means. Table 1-2 lists the world’s
top nonfinancial companies from developing countries ranked by foreign assets in 2016.

Table 1-2
The World’s Top Nonfinancial TNCs from Developing and Transitioning Economies,

Ranked by Foreign Assets, 2016
(in millions of dollars)

Company Home Foreign Total Foreign Total
Rank Name Economy Assets Assets Sales Sales
1 CK Hutchison Holdings Limited Hong Kong/China $110,515 $130,677 $ 26,050 $ 33,474
2 China COSCO Shipping Corp Ltd China 73,362 94,762 19,561 29,743
S Hon Hai Precision Industries Taiwan 70,797 79,991 134,170 135,177
4 China National Offshore Oil China 64,686 166,715 17,261 65,881
5 Samsung Electronics Co., Ltd. South Korea 63,704 217,714 114,510 173,949
6 Broadcom Limited Singapore 48,413 49,966 12,990 13,240
7 HNA Group Co Ltd China 47,530 144,000 44,064 86,400
8 Petronas—Petroliam Nasional Bhd Malaysia 39,341 134,483 34,574 49,446
9 Vale SA Brazil 37,413 99,157 25,123 27,161
10 América Mévil SAB de CV Mexico 37,158 73,352 42,188 52,202
Source: “World Investment Report 2018.” United Nations Conference on Trade and Development, 2018.
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B Globalization and Internationalization

International business is not a new phenomenon; however, the volume of international
trade has increased dramatically over the last two decades. Today, every nation and an
increasing number of companies buy and sell goods in the international marketplace. A
number of developments around the world have helped fuel this activity.

Globalization, Antiglobalization, and Global Pressures for Change

Globalization can be defined as the process of social, political, economic, cultural, and
technological integration among countries around the world. Globalization is distinct from
internationalization in that internationalization is the process of a business crossing
national and cultural borders, while globalization is the vision of creating one world unit,
a single market entity. Evidence of globalization can be seen in increased levels of trade,
capital flows, and migration. Globalization has been facilitated by technological advances
in transnational communications, transport, and travel. Thomas Friedman, in his book
The World Is Flat, identified 10 “flatteners” that have hastened the globalization trend,
including the fall of the Berlin Wall, offshoring, and outsourcing, which have combined
to dramatically intensify the effects of increasing global linkages.?® Hence, in recent years,
globalization has accelerated, creating both opportunities and challenges to global busi-
ness and international management.

On the positive side, global trade and investment continue to grow, bringing wealth,
jobs, and technology to many regions around the world. While some emerging countries
have not benefited from globalization and integration, the emergence of MNCs from
developing countries reflects the increasing inclusion of all regions of the world in the
benefits of globalization. Yet, as the pace of global integration quickens, so have the cries
against globalization and the emergence of new concerns over mounting global pres-
sures.”’ These pressures can be seen in protests at the meetings of the World Trade
Organization (WTO), International Monetary Fund (IMF), and other global bodies and
in the growing calls by developing countries to make the global trading system more
responsive to their economic and social needs. These groups are especially concerned
about rising inequities between incomes, and nongovernmental organizations (NGOs)
have become more active in expressing concerns about the potential shortcomings of
economic globalization.’® In addition, an increasing number of candidates in various elec-
tion campaigns around the world have criticized globalization, including the migration of
people, as a contributing factor leading to lost jobs at home and general economic inse-
curity. The perceived negative effects from globalization on the U.S. manufacturing indus-
try was a major issue in the 2016 U.S. presidential election. According to some analysts,
the antiglobalization sentiment may have ultimately swayed the vote in several key states
to then-candidate Donald Trump. It is important to remember that even though globaliza-
tion does contribute to changes in industry and manufacturing, as well as the loss of some
jobs, these problems are typically the result of a range of factors, of which globalization
is just one.

Who benefits from globalization? Proponents believe that everyone benefits from
globalization, as evidenced in lower prices, greater availability of goods, better jobs, and
access to technology. Theoretically, individuals in established markets will strive for better
education and training to be prepared for future positions, while citizens in emerging
markets and underdeveloped countries will reap the benefits of large amounts of capital
flowing into those countries, which will stimulate growth and development. Critics disa-
gree, noting that the high number of jobs moving abroad as a result of the offshoring of
business services jobs to lower-wage countries does not inherently create greater opportu-
nities at home and that the main winners of globalization are the company executives.
Proponents claim that job losses are a natural consequence of economic and technologi-
cal change and that offshoring actually improves the competitiveness of American com-
panies and increases the size of the overall economic pie.”! Critics point out that growing

globalization

The process of social, politi-
cal, economic, cultural, and
technological integration
among countries around the
world.

offshoring

The process by which com-
panies undertake some ac-
tivities at offshore locations
instead of in their countries
of origin.

outsourcing

The subcontracting, or con-
tracting out, of activities to
endogenous organizations
that had previously been
performed by the firm.



International Management in Action

Tracing the Roots of Modern Global'yétiol_;

Globalization is often presented as a new phenomenon as-
sociated with the post—World War Il period. In fact, globaliza-
tion is not new. Rather, its roots extend back to ancient
times. Globalization emerged from long-standing patterns
of transcontinental trade that developed over many centu-
ries. The act of barter is the forerunner of modern interna-
tional trade. During different periods of time, nearly every
civilization contributed to the expansion of trade.

Middle Eastern Intercontinental Trade

In ancient Egypt, the King’s Highway, or Royal Road,
stretched across the Sinai into Jordan and Syria and into
the Euphrates Valley. These early merchants practiced
their trade following one of the earliest codes of commer-
cial integrity: Do not move the scales, do not change the
weights, and do not diminish parts of the bushel. Land
bridges later extended to the Phoenicians, the first middle-
men of global trade. Over 2,000 years ago, traders in
silk and other rare valued goods moved east out of the
Nile basin to Baghdad and Kashmir and linked the ancient
empires of China, India, Persia, and Rome. At its height,
the Silk Road extended over 4,000 miles, providing a
transcontinental conduit for the dissemination of art, reli-
gion, technology, ideas, and culture. Commercial cara-
vans crossing land routes in Arabian areas were forced to
pay tribute—a forerunner of custom duties—to those who
controlled such territories. In his youth, the Prophet
Muhammad traveled with traders, and prior to his reli-
gious enlightenment the founder of Islam himself was a
trader. Accordingly, the Qur’an instructs followers to re-
spect private property, business agreements, and trade.

Trans-Saharan Cross-Continental Trade

Early tribes inhabiting the triad cities of Mauritania, in an-
cient West Africa below the Sahara, embraced caravan
trade with the Berbers of North Africa. Gold from the sub-
Saharan area was exchanged for something even more
prized—salt, a precious substance needed for retaining
body moisture, preserving meat, and flavoring food.
Single caravans, stretching 5 miles and including nearly
2,500 camels, earned their reputation as ships of the
desert as they ferried gold powder, slaves, ivory, animal
hides, and ostrich feathers to the northeast and returned
with salt, wool, gunpowder, porcelain pottery, silk, dates,
millet, wheat, and barley from the east.

China as an Ancient Global Trading Initiator

In 1421, a fleet of over 3,750 vessels set sail from China
to cultivate trade around the world for the emperor. The
voyage reflected the emperor’s desire to collect tribute in
exchange for trading privileges with China and China’s
protection. The Chinese, like modern-day multinationals,
sought to extend their economic reach while recognizing
principles of economic equity and fair trade. In the course
of their global trading, the Chinese introduced uniform

container measurements to enable merchants to transact
business using common weight and dimension measure-
ment systems. Like the early Egyptians and later the
Romans, they used coinage as an intermediary form of
value exchange or specie, thus eliminating complicated
barter transactions.

European Trade Imperative

The concept of the alphabet came to the Greeks via
trade with the Phoenicians. During the time of Alexander
the Great, transcontinental trade was extended into
Afghanistan and India. With the rise of the Roman Empire,
global trade routes stretched from the Middle East
through central Europe, through Gaul, and across the
English Channel. In 1215, King John of England signed
the Magna Carta, which stressed the importance of
cross-border trade. By the time of Marco Polo’s writing of
The Description of the World at the end of the 13th cen-
tury, the Silk Road from China to the city-states of Italy
was a well-traveled commercial highway. His tales,
chronicled journeys with his merchant uncles, gave Euro-
peans a taste for the exotic, further stimulating the con-
sumer appetite that propelled trade and globalization.
Around 1340, Francisco Balducci Pegolotti, a Florentine
mercantile agent, authored Practica Della Mercatura
(Practice of Marketing), the first widely distributed refer-
ence on international business and a precursor to today’s
textbooks. The search for trading routes contributed to
the Age of Discovery and encouraged Christopher
Columbus to sail west in 1492.

Globalization in U.S. History

The Declaration of Independence, which set out griev-
ances against the English crown, upon which a new
nation was founded, cites the desire to “establish
Commerce” as a chief rationale for establishing an inde-
pendent state. The king of England was admonished “for
cutting off our trade with all parts of the world” in one of
the earliest antiprotectionist free trade statements from
the New World.

Globalization, begun as trade between and across ter-
ritorial borders in ancient times, was historically and is
even today the key driver of world economic develop-
ment. The first paths in the creation of civilization were
made in the footsteps of trade. In fact, the word meaning
“footsteps” in the old Anglo-Saxon language is trada,
from which the modern English word trade is derived.
Contemporary globalization is a new branch of a very old
tree whose roots were planted in antiquity.

Sources: Thomas Cahill, Sailing the Wine Dark Sea: Why Greeks Matter
(New York: Doubleday, 2003), 10, 56-57; Charles W. L. Hill, International
Business, 4th ed. (New York: McGraw-Hill Irwin, 2003), 100; Gavin
Menzies, 1421: The Year China Discovered America (New York: William
Morrow/HarperCollins, 2003), 26—27; Milton Viorst, The Great Docu-
ments of Western Civilization (New York: Barnes & Noble Books, 1994),
115 (Magna Carta), 168 (Declaration of Independence).
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trade deficits and slow wage growth are damaging economies and that globalization may
be moving too fast for some emerging markets, which could result in economic collapse.
Moreover, critics argue that when production moves to countries to take advantage of
lower labor costs or less regulated environments, it creates a “race to the bottom” in which
companies and countries place downward pressure on wages and working conditions.*

India is one country at the center of the globalization debate. As noted previously,
India has been the beneficiary of significant foreign investment, especially in services such
as software and information technology (IT). India’s public debt has declined to about
65 percent of GDP over the last 10 years, increasing macroeconomic stability and lowering
its vulnerability to external risks. Additionally, India continues to outpace China as the
fastest growing large economy, with GDP expanding by over 7 percent in 2018.% Despite
this growth, infrastructure challenges still remain. Limited clean water, power, paved road-
ways, and modern bridges have made it increasingly difficult for companies to expand.
There have even been instances of substantial losses for companies using India as an off-
shore base, as occurred when several automakers, including Ford, Hyundai, Renault-Nissan,
and Daimler, experienced the destruction of inventory and a week-long production stoppage
due to flooding in southern India.** It is possible that India will follow in China’s footsteps
and continue rapid growth in incomes and wealth; however, it is also possible that the
challenges India faces are greater than the country’s capacity to respond to them. See In
the International Spotlight at the end of this chapter for additional insights into India.

This example illustrates just one of the ways in which globalization has raised par-
ticular concerns over environmental and social impacts. According to antiglobalization
activists, if corporations are free to locate anywhere in the world, the world’s poorest
countries will relax or eliminate environmental standards and social services in order to
attract first-world investment and the jobs and wealth that come with it. Proponents of
globalization contend that even within the developing world, it is protectionist policies,
not trade and investment liberalization, that result in environmental and social damage.
They believe globalization will force higher-polluting countries such as China and Russia
into an integrated global community that takes responsible measures to protect the envi-
ronment. However, given the significant changes required in many developing nations to
support globalization, such as better infrastructure, greater educational opportunities, and
other improvements, most supporters concede that there may be some short-term disrup-
tions. Over the long term, globalization supporters believe industrialization will create
wealth that will enable new industries to employ more modern, environmentally friendly
technology. We discuss the social and environmental aspects of globalization in more
detail in Chapter 3.

These contending perspectives are unlikely to be resolved anytime soon. Instead, a
vigorous debate among countries, MNCs, and civil society will likely continue and affect
the context in which firms do business internationally. Business firms operating around
the world must be sensitive to different perspectives on the costs and benefits of globali-
zation and adapt and adjust their strategies and approaches to these differences.

Global and Regional Integration

One important dimension of globalization is the increasing economic integration among
countries brought about by the negotiation and implementation of trade and investment
agreements. Here we provide a brief overview of some of the major developments in global
and regional integration.

Over the past six decades, succeeding rounds of global trade negotiations have
resulted in dramatically reduced tariff and nontariff barriers among countries. Table 1-3
shows the history of these negotiation rounds, their primary focus, and the number of
countries involved. These efforts reached their crest in 1994 with the conclusion of the
Uruguay Round of multilateral trade negotiations under the General Agreement on Tariffs
and Trade (GATT) and the creation of the World Trade Organization (WTQO) to oversee
the conduct of trade around the world. The WTO is the global organization of countries

World Trade Organization
(WTO)

The global organization of
countries that oversees rules
and regulations for interna-
tional trade and investment.



A Closer Look
Outsourcing and Offshoring

The concepts of outsourcing and offshoring are not new,
but these practices are growing at an extreme rate. Off-
shoring refers to the process by which companies un-
dertake some activities at offshore locations instead of
in their countries of origin. Outsourcing is the subcon-
tracting or contracting out of activities to external organi-
zations that had previously been performed within the
firm and is a wholly different phenomenon. Often the two
combine to create “offshore outsourcing.” Offshoring
began with manufacturing operations. Globalization
jump-started the extension of offshore outsourcing of
services, including call centers, R&D, information ser-
vices, and even legal work. American Express, GE, Sony,
and Netflix have all used attorneys from Pangea3, a
Mumbai-based legal firm, to review documents and draft
contracts. These companies benefit from the lower costs
and higher efficiency that companies like Pangea3 can
provide compared to domestic legal firms. This is a risky
venture, as legal practices are not the same across
countries, and the documents may be too sensitive to
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rely on assembly-line lawyers. It also raises the question
as to whether or not there are limitations to offshore out-
sourcing. Many companies, including Deutsche Bank,
spread offshore outsourcing opportunities across multi-
ple countries such as India and Russia for economic or
political reasons. The advantages, concerns, and issues
with offshoring span a variety of subjects. Throughout
the text we will revisit the idea of offshore outsourcing as
it is relevant. Here in Chapter 1 we see how skeptics of
globalization wonder if there are benefits to offshore
outsourcing, while in Chapter 2 we see how these are
related to technology, and finally in Chapter 14 we see
how offshore practices affect human resource manage-
ment and the global distribution of work.

Sources: Pete Engardio and Assif Shameen, “Let’s Offshore the Law-
yers,” BusinessWeek, September 18, 2006, 42; Tony Hallett and Andy
McCue, “Why Deutsche Bank Spreads Its Outsourcing,” BusinessWeek,
March 15, 2007; “Offshoring Your Lawyer,” The Economist, December
16, 2010, http://www.economist.com/node/17733545.

that oversees rules and regulations for international trade and investment, including agri-
culture, intellectual property, services, competition, and subsidies. However, in the 25 years
since the Uruguay Round, the momentum of global trade agreements has slowed. Trade
talks at WTO Ministerial Conference in Seattle in 1999 were postponed after protesters
disrupted meetings and trade representatives from developed and developing countries
were unable to agree on an agenda. In November 2001, the members of the WTO suc-
cessfully launched a new round of negotiations at Doha, Qatar, to be known as the
“Development Round,” reflecting the recognition by members that trade agreements
needed to explicitly consider the needs of and impact on developing countries.>> However,
after a lack of consensus among WTO members regarding agricultural subsidies and the

Table 1-3
Completed Rounds of the Negotiations under the GATT and WTO
Year Place (name) Subjects Covered Countries
1947 Geneva Tariffs 23
1949 Annecy Tariffs 13
1951 Torquay Tariffs 38
1956 Geneva Tariffs 26
1960-1961 Geneva Tariffs 26
(Dillon Round)
1964-1967 Geneva Tariffs and antidumping 62
(Kennedy Round) measures
1973-1979 Geneva Tariffs, nontariff measures, 102
(Tokyo Round) “framework” agreements
1986-1994 Geneva Tariffs, nontariff measures, 123
(Uruguay Round) services, intellectual property,
dispute settlement, textiles,
agriculture, creation of WTO
Source: Understanding the WTO.
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issues of competition and government procurement, progress again slowed. At the most
recent meeting, held in Geneva in July 2008, disagreements among the U.S., China, and
India over access to agricultural imports from developing countries resulted in an impasse
after nine days of discussions.* Although there have been attempts to restart the nego-
tiations, they have remained stalled, especially in light of rising protectionism.3 7

Partly as a result of the slow progress in multilateral trade negotiations, the U.S.
and many other countries have pursued bilateral and regional trade agreements. In 1994,
the United States, Canada, and Mexico enacted the North American Free Trade Agreement
(NAFTA), which, removed most barriers to trade among these countries and created the
world’s largest free trade zone. A number of economic developments occurred because
of this agreement, which was designed to promote commerce in the region. Some of the
more important developments include (1) the elimination of tariffs as well as import and
export quotas; (2) the opening of government procurement markets to companies in the
other two nations; (3) an increase in the opportunity to make investments in each other’s
country; (4) an increase in the ease of travel between countries; and (5) the removal
of restrictions on agricultural products, auto parts, and energy goods. In the more than
25 years since NAFTA was first implemented, trade between its member countries has
quadrupled. Despite the successes, NAFTA, like other free trade agreements, was not
immune from some criticism. In recent years, disruptions caused to specific industries,
including the shifting of manufacturing jobs from the United States to Mexico, the con-
tinued tariffs on dairy exports to Canada, and the inability of Mexican farmers to com-
pete with subsidized U.S. farmers, resulted in discussions to revise the deal. In 2018, the
original NAFTA countries agreed to a renegotiated trade agreement, called the United
States-Mexico-Canada Agreement (USMCA), which is expected to replace NAFTA fol-
lowing its ratification by each country. USMCA maintains the key provisions of the orig-
inal trade agreement while enacting minor changes aimed at protecting intellectual
property rights, altering car manufacturing regulations to encourage more North American
manufacturing, and opening the Canadian market to tariff-free dairy imports from the
United States.

Other regional and bilateral trade agreements, including the 2003 U.S.-Singapore
Free Trade Agreement and the 2004 U.S.-Dominican Republic-Central American Free
Trade Agreement (CAFTA-DR), were negotiated in the same spirit as NAFTA/USMCA.
The CAFTA-DR export zone, which was implemented on a rolling basis between 2006
and 2009, is the United States’ second largest free trade zone in Latin America after
Mexico. In 2017, two-way trade totaled more than US$54 million.*®

Agreements like NAFTA/USMCA and CAFTA-DR not only reduce barriers to
trade but also require additional domestic legal and business reforms in developing nations
to protect property rights. Most of these agreements now include supplemental commit-
ments on labor and the environment to encourage countries to upgrade their working
conditions and environmental protections, although some critics believe the agreements
do not go far enough in ensuring worker rights and environmental standards. Partly due
to the stalled progress with the WTO and FTAA, the United States has pursued bilateral
trade agreements with a range of countries, including Australia, Bahrain, Chile, Colombia,
Israel, Jordan, Malaysia, Morocco, Oman, Panama, Peru, and South Korea.”

Economic activity in Latin America continues to be volatile. Despite the continuing
political and economic setbacks these countries periodically experience, economic and
export growth continues in Brazil, Chile, and Mexico. In addition, while outside MNCs
continually target this geographic area, there also is a great deal of cross-border investment
among Latin American countries. Regional trade agreements are helping in this cross-
border process, including the NAFTA/USMCA and CAFTA-DR agreements, presenting
new opportunities for bolstering trade, investment, services, and working conditions in
the region. Within South America, free trade is further promoted through two major
regional trading blocs. Mercosur, a customs union, links the economies of Argentina,
Brazil, Paraguay, Uruguay, and Venezuela (though Venezula has been suspended since
2016 due to human rights concerns). Additionally, the Andean Community, a subregional
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European Union (EU)

A political and economic
community consisting of
28 member states.

Figure 1-1

European Member States
and Candidates, 2019

Part 1 Environmental Foundation

free trade compact, was designed to promote economic and social integration and coop-
eration among Bolivia, Colombia, Ecuador, and Peru.

The European Union (EU) has made significant progress over the past two decades
in becoming a unified market despite some challenges. In the early 2000s, the EU con-
sisted of 15 nations: Austria, Belgium, Denmark, Finland, France, Germany (see In the
International Spotlight at the end of Chapter 13), the United Kingdom, Greece, the
Netherlands, Ireland, Italy, Luxembourg, Portugal, Spain, and Sweden. In May 2004, 10
additional countries, primarily located in Central and Eastern Europe, joined the EU:
Cyprus, the Czech Republic, Estonia, Hungary, Latvia, Lithuania, Malta, Poland, Slovakia,
and Slovenia. In January 2007, Romania and Bulgaria acceded to the EU, and in July
2013, Croatia became the newest and 28th member of the EU. Not only have most trade
barriers between the member nations been removed, but a subset of 19 European countries
have adopted a unified currency called the euro. As a result, it is now possible for custom-
ers to compare prices between most countries and for business firms to lower their costs
by conducting business in one uniform currency. With access to the entire pan-European
market, large MNCs can now achieve the operational scale and scope necessary to reduce
costs and increase efficiencies. Even though long-standing cultural differences remain, and
the EU has recently experienced some substantial challenges, including the planned exit
of the United Kingdom (coined “Brexit”), the EU remains more integrated as a single
market than NAFTA/USMCA, CAFTA-DR, or the allied Asian countries. With many
additional countries interested in joining the EU, including Albania, Serbia, Montenegro,
Macedonia, Bosnia and Herzegovina, and Turkey (although relationship between the EU
and Turkey have been on a downward trajectory - see below), the resulting pan-European
market is one that no major MNC can afford to ignore (see Figure 1-1). Moreover, the
Transatlantic Trade and Investment Partnership (T-TIP), a proposed trade agreement
between the European Union and the United States, could further bolster trade and mul-
tilateral eco-nomic growth in Europe and North America.40
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Chapter 1 Globalization and International Linkages

Although Japan has experienced economic problems since the early 1990s, it contin-
ues to be one of the primary economic forces in the Pacific Rim (see In the International
Spotlight at the end of Chapter 11). Japanese MNCs want to take advantage of the huge,
underdeveloped Asian markets. At the same time, China, already the largest economic force
in the region, continues to experience steady growth. China is on pace to surpass the United
States as the largest economy in the world, in terms of nominal GDP, as early as 2030.*' As
a region, Asia continues to expand more rapidly than the rest of the world. The Philippines,
Cambodia, Laos, and Myanmar are expected to average GDP growth rates in excess of
6 percent over the next several years, and Vietnam, with high amounts of foreign investment,
low inflation, and a developed manufacturing sector, has emerged as a global exporter.*** The
Association of Southeast Asian Nations (ASEAN), made up of Indonesia, Malaysia, the
Philippines, Singapore, Brunei, Thailand, Cambodia, Laos, Myanmar, and Vietnam, is
advancing trade and economic integration and now poses challenges to China as a region
of relatively low-cost production and export. In addition, under the Comprehensive and
Progressive Agreement for Trans-Pacific Partnership (CPTPP), Asian-facing countries have
negotiated an ambitious, next-generation, Asia-Pacific trade agreement. The CPTPP group
represents roughly 13 percent of the global economy, consisting of Australia, Brunei, Canada,
Chile, Japan, Malaysia, Mexico, New Zealand, Peru, Singapore, and Vietnam. Interestingly,
the CPTPP is actually the second attempt at a major Pacific Rim trade deal; a nearly iden-
tical agreement, called the Trans-Pacific Partnership (TPP), was originally signed by these
11 countries plus the United States in 2016. However, the TPP was never fully ratified due
to the withdrawal of the United States from the deal following Donald Trump’s election.
On March 8, 2018, representatives of the remaining 11 Pacific Rim countries, minus the
United States, signed the reworked CPTPP deal. Following official ratification by six coun-
tries, the CPTPP went into effect on December 30, 2018. Full ratification by the remaining
countries’ legislative bodies is expected to take up to two years to complete.**

Central and Eastern Europe, Russia (see In the International Spotlight at the end
of Chapter 14), and the other republics of the former Soviet Union are still trying to make
stable transitions to market economies. Although the Czech Republic, Slovenia, Poland,
and Hungary have accelerated this process through their accession to the EU, others (the
Balkan countries, Russia, and the other republics of the former Soviet Union) still have
a long way to go. However, all remain a target for MNCs looking for expansion opportu-
nities. For example, after the fall of the Berlin Wall in 1989, Coca-Cola quickly began to
sever its relationship with most of the state-run bottling companies in the former communist-
bloc countries. The soft drink giant began investing heavily to import its own manufactur-
ing, distribution, and marketing techniques. More than 30 years later, Coca-Cola has
pumped billions into Central and Eastern Europe—and this investment has paid off. Its
business in Central and Eastern Europe has expanded at twice the rate of its other foreign
operations.

These are specific, geographic examples of emerging internationalism. Equally impor-
tant to this new climate of globalization, however, are broader trends that reflect the emer-
gence of developing countries as major players in global economic power and influence.

Changing Global Demographics

The collective world population is aging. In 2016, for the first time since the end of the
second World War, the global working-age population declined. By 2050, the Wall Street
Journal projects, the working-age population will have contracted by nearly 5 percent world-
wide. These demographic changes will have significant effects on the global economy.®
Multiple factors are contributing to an aging global population. Due to improve-
ments in the technology and health care sectors, people are now living longer in both
developed and developing countries. The percentage of people over the age of 65,
which grew from 5 percent in 1960 to 9 percent in 2018, is expected to nearly double to
16 percent by 2050.% Global life expectancy, which increased from 48 years in 1950 to
72 years in 2016, will continue to increase steadily over the next several decades.”™*® As
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more people are living longer, they are spending more time in retirement. People are also
having fewer children. In the last 70 years, the global fertility rate was cut in half—from
5 children per woman in 1950 to 2.4 children per woman in 2018.%%°

Though these demographic changes are projected to occur globally, the most dra-
matic impact will be seen in the developed nations. Western Europe, which has seen
stagnant economic and population growth for the last decade, will face some of the sharp-
est constrictions of the workforce population. In Germany and Italy, the working-age
population will shrink by over 20 percent by 2050. Developed Asian nations, with some
of the longest life expectancies, will not be able to repopulate quickly enough to replace
the retiring, aging population. In Japan, the number of nonworkers will be nearly equal
to that of workers by 2050. Both Japan and South Korea will face a loss of over 25 per-
cent of their working-class population.”

Even some developing countries will face large challenges. Due to years of a one-
child policy, and rapidly rising incomes, which are almost always accompanied by lower
birth rates, China faces an unbalanced population pyramid. It is estimated that China will
see a 20 percent decline in its working-class population by 2050, as middle-aged workers
begin to retire and are replaced by fewer workers. With a lower GDP per capita than
Germany, Japan, and other developed nations, Chinese workers will face additional pres-
sure to support the nonworking population.>?

The increase in the size of the elderly population affects more than just the propor-
tion of workers to nonworkers. The amount of spending on health care-related services
will continue to increase rapidly, while the demand for goods such as cars and computers
will decline. While younger populations spend income on housing and other capitally
financed purchases, elderly populations spend money on health care services.>

Although the full impact of these demographic changes will not be known for several
years, strategies such as easing the immigration process for workers from developing to
developed nations, incentivizing citizens in developed nations to have more children, and
encouraging workers to delay retirement could help offset the problems associated with
an aging global population.>*

The Shifting Balance of Economic Power in the Global Economy

Economic integration and the rapid growth of emerging markets are creating a shifting inter-
national economic landscape. Specifically, the developing and emerging countries of the
world are now predicted to occupy increasingly dominant roles in the global economic system.
Various economists have studied the potential growth of these rapidly expanding economies.

For nearly 20 years, the emerging markets of Brazil, Russia, India, and China—which
collectively were coined as the “BRIC” nations in 2001 by Jim O’Neill of Goldman
Sachs—have received a great deal of attention by economists and investors alike. Initial
reports from Goldman Sachs, issued in the early 2000s, predicted that BRIC economies’
share of world growth could double from 20 percent in 2003 to more than 40 percent by
2025. Additionally, Goldman Sachs predicted that the BRIC’s total weight in the world
economy would rise from approximately 10 percent in 2004 to more than 20 percent by
2025.%5°% The leaders of the BRIC nations, understanding their increasing role in the
global economy, have met for an annual summit since 2009, and in 2010 the leaders of
the founding members agreed to admit South Africa to the group, making it “BRICS.”

In recent years, however, global economic conditions have led to some setbacks
for the economies of Brazil, Russia, and China, leading some to reconsider the rate at
which the BRIC economies will continue to grow. Low prices for oil and other com-
modities contributed to the deep 2015 and 2016 recessions in Russia and Brazil, and
China’s growth has slowed substantially. In 2015, after a few years of losses and weak
forecasts for Brazil, Russia, and China, Goldman Sachs dissolved its BRIC mutual fund
and folded the remaining assets into its larger emerging markets fund.>’” Unlike its fellow
BRIC partners, however, India continues to post strong figures, and the country has
actually surpassed China in annual GDP growth rate in recent years.
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Despite these setbacks, the economic expansion of these four countries has had a
tremendous impact on global trade and commerce over the last 20 years. By 2018, the
four BRIC economies accounted for 23 percent of global nominal GDP, compared to just
8 percent in 2001. Over the same period, nominal GDP for Brazil, Russia, India, and
China grew by an annualized 7.5 percent, 9.7 percent, 10.5 percent, and 14.5 percent,
respectively. This far outpaced the developed economies of the United States, Germany,
and United Kingdom, which only grew by an annualized 4.0 percent, 4.4 percent, and
3.3 percent, respectively. Whether or not Goldman Sachs’ original long-term predictions
hold true is yet to be seen, but Brazil, Russia, China, and India will continue to assume
a broader role in the global economy.’®>

As the BRICS’ economies mature and growth slows, some analysts, including
Goldman Sachs, are beginning to turn their attention to a new group of emerging mar-
kets. In March 2006, PricewaterhouseCoopers (PwC) coined the term E7 to describe
seven major emerging economies (Brazil, China, India, Indonesia, Mexico, Russia, and
Turkey) that are expected to expand significantly in the coming decades.’® Unlike the
G7 economies, which are primarily located in North America and Europe, the E7 econ-
omies are located throughout Latin America and Asia (see Figure 1-2 and Figure 1-3).

Figure 1-2

G7 (Group of Seven)
Economies

Source: Original graphic by Professor Jonathan Doh.

Figure 1-3

E7 (Emerging Seven)
Economies
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In 2017, PwC predicted that the GDP of the E7, when measured in terms of market
exchange rates (MER), would surpass that of the G7 by around 2030. Furthermore, the
GDP of the E7 would expand at an annual rate of 3.5 percent through 2050, while the
G7 would only expand by 1.6 percent annually. Per PwC’s predictions, by 2050, the GDP
of the E7 is predicted to be 50 percent higher than that of the G7.%

The N-11 (N stands for “next”) is another grouping of economies that may consti-
tute the next wave of emerging markets growth. These countries—Bangladesh, Egypt,
Indonesia, Iran, Mexico, Nigeria, Pakistan, Philippines, South Korea, Turkey, and
Vietnam—represent a diverse global set, with relative strengths (and weaknesses) in terms
of their future potential. The MIST countries (Mexico, Indonesia, South Korea, and
Turkey), a subset of the N-11, are sometimes grouped as a particularly attractive subset
of the N-11. Goldman views the MIST countries as the most promising and advanced of
the N-11, all of which have young, growing populations and other positive conditions for
economic growth. Other groupings of fast-growing developing countries include the
CEVITS (Colombia, Egypt, Vietnam, Indonesia, Turkey, and South Africa) and EAGLES
(which stands for emerging and growth-leading economies), which includes the original
BRIC and MIST countries plus Egypt and Taiwan.’? Table 1-4 compares the G-7
(advanced countries), BRIC, and N-11 by population, GDP, and GDP per capita in 2000,
2010, and 2023.

Using data from the World Bank, PricewaterhouseCoopers has made estimates
about the future growth of emerging versus developed economies, the results of which
appear in summary form in Table 1-5 and Table 1-6. Table 1-5 shows the world’s largest
economies in 2020 and 2050 (projected) using (current) market exchange rates. By this
calculation, China would surge past the United States and Japan by 2050, and India would
move from fifth to third. Viewing the data on a purchasing power parity (PPP) basis, a
method that adjusts GDP to account for different prices in countries, a more dramatic
picture is presented. Using this method, both China and India would surpass the United
States as the largest world economic power by 2050. In both the Goldman Sachs and
PricewaterhouseCoopers scenarios, global growth over the next decade, and the next
30 years, is heavily supported by Asia, as seen in Table 1-7. In addition, China and India
will remain the most populous countries in the world in 2050, although India will surpass
China as the most populous (Table 1-8).

Increasing amounts of foreign direct investment (FDI) and a rapidly growing pop-
ulation suggest that African countries could constitute the next wave of dynamic emerg-
ing markets. However, most of the region has not, to date, fully benefited from
globalization. Although global exports of oil and metal products have boosted incomes
and wealth on the African continent over the last 20 years, the region remains highly
dependent on commodity prices. As a result, external factors, such as the slowing of
growth in China, can have a significant impact on economic growth in Africa. Transition-
ing the economy to more non-oil industries will be vital to strengthening Africa for the
long term.®

Emerging nations, as a whole, have experienced unprecedented GDP growth in the
decade since the global recession. It is important to note, however, that as developing
economies mature, their growth rates will likely begin to slow. China provides a good
example of this. Following years of double-digit economic expansion from the early 1990s
through the mid-2010s, China’s GDP growth has stabilized to less than 7 percent annually
in the past few years. While emerging markets still hold the most potential for growth in
the coming years, the rapid rate of expansion that was experienced over the last decade
may prove difficult to match.®

Global trade and investment continue to grow at a healthy rate, outpacing domestic
growth in most countries. According to the World Trade Organization, in 2017 merchan-
dise exports reached $17.5 trillion and commercial services exports reached $6.8 tril-
lion.* Foreign direct investment (FDI)—the term used to indicate the amount invested in
property, plant, and equipment in another country—has slowed somewhat in recent years.
However, it is important to note that most of the decrease in FDI investment is occurring
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Table 1-5
The World’s Largest Economies 2020 and 2050 (Projected)

Measured by GDP at Market Exchange Rates

(in trillions of dollars)

2020 2050
GDP Rank GDP Rank

United States 201 1 341 2
China 16.0 2 49.9 1
Japan 4.8 3 6.8 5
Germany 3.7 4 6.1 7
India 3.6 5 28.0 8
United Kingdom 2.8 6 5.4 9
France 2.7 7 4.7 11
Italy 2.0 8 3.1 16
Brazil 1.9 9 6.5 6
South Korea 1.7 10 S5 13
Canada 1.7 11 3.1 17
Russia 1.4 12 51 10
Spain 1.4 13 2.7 20
Australia 1.4 14 2.6 22
Source: “The Long View: How Will the Economic Global Order Change by 2050?”

PricewaterhouseCoopers LLP, 2017.

Table 1-6

The World’s Largest Economies 2020 and 2050 (Projected)

Measured by GDP at Purchasing Power Parity
(in trillions of dollars)

2020 2050
GDP Rank GDP Rank

China 26.9 1 58.5 1
United States 201 2 341 8
India 11.8 3 441 2
Japan 5.0 4 6.8 8
Germany 4.2 5 6.1 9
Russia 3.9 6 7.1 6
Indonesia 3.8 7 10.5 4
Brazil 33 8 7.5 5
United Kingdom 3.0 9 5.4 10
France 29 10 4.7 12
Mexico 2.6 11 6.9 7
Italy 2.3 12 31 21
South Korea 2.2 13 S5 18
Turkey 2.2 14 5.2 11
Source: “The Long View: How Will the Economic Global Order Change by 2050?”

PricewaterhouseCoopers LLP, 2017.
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Table 1-7
Cities Expected to Experience the Highest Rate of GDP Growth

2019-2035
(GDP contribution in billions)

City Country GDP Growth (% year over year)
Bengaluru India 8.5
Dhaka Bangladesh 7.6
Mumbai India 6.6
Delhi India 6.5
Shenzhen China 5.3
Jakarta Indonesia 58
Manila Philippines 5.2
Tianjin China 5.1
Shanghai China 5.0
Chongging China 4.9
Source: “Global Cities 2018.” Oxford Economics, November 2018.

Table 1-8

Changing Global Demographics: Developing Countries on the Rise
(ranked by size)

1950 2020 2050
1 China China India
2 Soviet Union India China
3 India United States Nigeria
4 United States Indonesia United States
5 Japan Brazil Indonesia
6 Indonesia Pakistan Pakistan
7 Germany Nigeria Brazil
8 Brazil Bangladesh Bangladesh
9 United Kingdom Russia Congo
10 Italy Mexico Ethiopia
11 France Japan Mexico
12 Bangladesh Ethiopia Egypt
Source: “World Population Prospects: The 2017 Revision.” U.S. Department of Economic and Social Affairs, 2017.

among developed economies.®® Table 1-9 shows trade flows among major world countries
in both absolute and percentage terms. Table 1-10 and Table 1-11 show FDI inflows and
outflows by leading developed and emerging economies.

As nations become more affluent, they begin looking for countries with economic
growth potential where they can invest. Over the last two decades, for example, Japanese
MNCs have invested not only in their Asian neighbors but also in the United States and
the EU. European MNCs, meanwhile, have made large financial commitments in Japan
and, more recently, in China and India because they see Asia as having continued growth
potential. American multinationals have followed a similar approach in regard to both
Europe and Asia.
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Table 1-9

World Merchandise Trade by Selected Country, 2018
(in US$ billions and percentages)

Exports Imports
Annual Annual
Values Percentage Change Values Percentage Change
2018 2018 2017 2016 2015 2018 2018 2017 2016 2015
World 19,475 10 11 —3 —13 19,867 10 11 -3 —13
North America -5
United States 1,664 8 7 =8 =7 2,614 9 7 =3 —4
Canada 450 7 8 =15 —14 469 6 7 —4 —10
Mexico 451 10 10 -2 —4 477 10 9 -2 -2
South and Central America —16
Brazil 240 10 18 —3 —15 189 20 10 —20 —25
Europe —13
Germany 1,561 8 9 1 —11 1,286 11 11 0 =13
France 582 9 7 —1 —-13 673 9 9 0 —15
Netherlands 723 11 14 0 —15 646 12 14 -1 —14
United Kingdom 486 10 9 —11 -9 674 5 1 2 —9
Italy 547 8 10 1 —13 501 11 11 —1 —14
Russian Federation 444 26 25 =17/ =3 249 5 24 —| =3
Asia —14
China 2,487 10 8 -8 -3 2,136 16 16 —6 —14
Japan 738 6 8 3 -9 749 11 11 —6 —-20
India 326 9 13 —1 —17 511 14 24 —8 —15
Sources: “Global Trade Growth Loses Momentum as Trade Tensions Persist.” WTO Press Release, April 2019. https://www.wto.org/english/news_e/pres19_e/pr837_e.htm;
“Strong Trade Growth in 2018 Rests on Policy Choices.” WTO Press Release, April 2018. https://www.wto.org/english/news_e/pres18_e/pr820_e.htm.

Table 1-10

Foreign Direct Investment Inflows, by Region
(in US$ billions)

2017 2016 2015

Developed economies $712.4 $1,133.2 $1,141.3
Developing economies 670.7 670.2 744.0

Africa 41.8 588 56.6

East and Southeast Asia 398.3 390.4 435.1

South Asia 52.0 54.2 51.2

West Asia 25,5 30.8 30.2

Latin America and the Caribbean 1518 139.7 169.2
Transition economies 46.8 64.1 36.0
Source: “World Investment Report 2018.” United Nations Conference on Trade and Development, 2018.

Table 1-11

Foreign Direct Investment Outflows, by Region
(in US$ billions)

2017 2016 2015
Developed economies $1,009.2 $1,041.5 $1,183.6
Developing economies 380.8 406.7 406.2
Africa 12.1 11.2 10.8
East and Southeast Asia 305.3 341.7 310.2
South Asia 11.6 5.5 7.8
West Asia 333 37.5 40.7
Latin America and the Caribbean 17.3 €8 35.6
Transition economies 40.0 25.2 321
Source: “World Investment Report 2018.” United Nations Conference on Trade and Development, 2018.
20
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Apple Inc. and the Impact of a “Traw\lar;”

Following its 2016 presidential election, the United
States, which has traditionally been among the most con-
sistent promoters of globalization and free trade, began
to adopt a more protectionist trade policy. Throughout
the election campaign, then-candidate Donald Trump
promised to implement tariffs and other retaliatory trade
measures against the import of foreign goods. Just days
after President Trump’s inauguration in January 2017,
the U.S. officially withdrew from the Trans-Pacific Partner-
ship, and on May 18, 2017, the U.S. announced its inten-
tion to negotiate the terms and conditions of the North
American Free Trade Agreement. Tariffs became a reality
in January 2018, when the Trump administration im-
posed its first set of taxes on imported solar panels and
washing machines. Additional tariffs on steel and alumi-
num, along with tariffs on nearly 1,300 additional Chi-
nese imports, followed in March. In response, the Chinese
government imposed tariffs of its own on specific U.S.
imports. Economists feared that a “trade war,” or an eco-
nomic conflict in which countries progressively raise
tariffs on each other’s imports in an effort to discourage
the purchase of those goods in their marketplace, was
unfolding between the U.S. and China.

Apple Inc. Takes Action

Arguably no company has more to lose in a trade dispute
between the U.S. and China than Apple Inc. In 2018,
Apple was the most valuable company in the world—an
achievement that largely resulted from its complex oper-
ations in both countries. Although the initial tariffs did not
directly impact Apple’s products, CEO Tim Cook preemp-
tively took action in an attempt to protect the company’s
sales in both markets. In March 2018, Cook spoke out at
a Beijing summit meeting to call for “calmer heads” be-
tween the two countries, and in May 2018, he traveled to
the White House to directly reiterate Apple’s depen-
dence on the Chinese market to President Trump.
Apple’s best-selling and most profitable product, the
iPhone, generated sales of US$166.7 billion in 2018.
This accounted for nearly two-thirds of Apple’s total rev-
enue. Although the iPhone is designed in California, it is

assembled in China and therefore is a Chinese export.
President Trump has assured Apple that its products will
not be subject to tariffs on U.S. soil, and the 2018 imple-
mentation of U.S. tariffs on imported goods from China
did not include iPhones. However, if the trade war contin-
ues to escalate, virtually all imports from China, including
the iPhone, could be subject to significant tariffs, eventu-
ally squeezing profitability.

Apple’s supply chain further complicates its situation.
The company sources materials from suppliers that span
the globe, including 359 locations from within China and
66 from within the U.S. As a result, not only are the final
assembled products potentially subject to future U.S.
tariffs, but the raw materials that are exported from the
U.S. to its Chinese manufacturing facilities could also face
Chinese tariffs. Additionally, China could take other trade-
restrictive actions, such as imposing a limit on the sales of
Apple products within China or restricting the company’s
production and assembly facilities. If these actions were
taken by the Chinese government, Apple would be forced
to reconfigure its supply chain, train new employees, and
develop new facilities—requiring a significant amount
of time and resources, and likely resulting in decreased
net profits.

As Apple’s situation highlights, “trade wars” and pro-
tectionist policies can have a substantial impact on
MNCs. Although globalization has been largely beneficial
for companies and consumers, including improved profit
margins and higher-quality products, it has also opened
up MNCs to more political risk. Even with the most careful
planning, government policy can limit the ability of com-
panies to source materials, manufacture their goods, and
sell their products in the market.

Sources: Jack Nicas and Paul Mozur, “In China Trade War, Apple Worries
It Will Be Collateral Damage,” New York Times, June 18, 2018, https://
www.nytimes.com/2018/06/18/technology/apple-tim-cook-china.html;
Tripp Mickle, “Apple Vulnerable in U.S.-China Trade Showdown,” Wall
Street Journal, July 24, 2018, https://www.wsj.com/articles/apples-china-
ties-make-it-vulnerable-if-trade-fight-gets-worse-1532430003; Tripp
Mickle, “Apple Avoids U.S. Tariffs on Smartwatches, Earbuds,” Wall Street
Journal, September 17, 2018, https://www.wsj.com/articles/for-apple-u-
s-china-trade-fight-grows-riskier-1537188213.

The following quiz illustrates how transnational today’s MNCs have become. This

trend is not restricted to firms in North America, Europe, or Asia. An emerging global
community is becoming increasingly interdependent economically. Take the quiz and see
how well you do by checking the answers given at the end of the chapter. However,
although there may be a totally integrated global market in the near future, at present,
regionalization, as represented by North America, Europe, Asia, and the less developed
countries, is most descriptive of the world economy.

1. Where is the parent company of Braun household appliances (electric shavers,

coffee makers, etc.) located?

a. Italy b. Germany

c¢. the U.S.

d. Japan

21



22

Part 1 Environmental Foundation

2. Computer company Lenovo, best known for producing the Thinkpad laptop,
was founded in which country?

a. Japanese b. Mexico c. the U.S. d. China
3. The company that owns Jaguar is based in
a. Germany. b. the U.S. c¢. the UK. d. India.

4. Frozen food distributor Schwan’s Co. is now majority owned by a parent
company located in

a. South Korea. 5. the U.S. ¢. France. d. Switzerland.
5. The firm that owns Green Giant vegetables is
a. U.S.-based. b. Canadian. ¢. British. d. Ttalian.
6. The owners of Godiva chocolate are
a. U.S.-based. b. Swiss. ¢. Dutch. d. Turkish.
7. The company that produces Vaseline is
a. French. b. Anglo-Dutch. ¢. German. d. U.S.-based.
8. The company that bought General Electric Appliances is headquartered in
a. France. b. China. c¢. Japan. d. Germany.
9. The company that owns Holiday Inn is headquartered in
a. Saudi Arabia. b. France. c. the U.S. d. the UK.
10. Tropicana orange juice is owned by a company that is headquartered in
a. Mexico. b. Canada. c. the U.S. d. Japan.

B Global Economic Systems

The evolution of global economies has resulted in three main systems: market economies,
command economies, and mixed economies. Recognizing opportunities in global expan-
sion includes understanding the differences in these systems, as they affect issues such as
consumer choice and managerial behavior.

Market Economy

A market economy exists when private enterprise reserves the right to own property and
monitor the production and distribution of goods and services while the state simply sup-
ports competition and efficient practices. Management is particularly effective here, since
private ownership provides local evaluation and understanding, opposed to a nationally
standardized archetype. This model contains the least restriction, as the allocation of
resources is roughly determined by the law of demand. Individuals within the community
disclose wants, needs, and desires, to which businesses may appropriately respond. A
general balance between supply and demand sustains prices, while an imbalance creates
a price fluctuation. In other words, if demand for a good or service exceeds supply, the
price will inevitably rise, while an excess supply over consumer demand will result in a
price decrease.

Since the interaction of the community and firms guides the system, organizations
must be as versatile as the individual consumer. Competition is fervently encouraged to
promote innovation, economic growth, high quality, and efficiency. The focus on how to
best serve the customer is necessary for optimal growth, as it ensures a greater penetration
of niche markets.”” The government may prohibit such things as monopolies or restrictive
business practices in order to maintain the integrity of the economy. Monopolies are a
danger to this system because they tend to stifle economic growth and consumer choice
with their power to determine supply. Factors such as efficiency of production and qual-
ity and pricing of goods can be chosen arbitrarily by monopolies, leaving consumers
without a choice and at the mercy of big business.
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Command Economy

A command economy is comparable to a monopoly in the sense that the organization—in
this case, the government—has explicit control over the price and supply of a good or
service. The particular goods and services offered are not necessarily in response to con-
sumers’ stated needs but are determined by the theoretical advancement of society. Busi-
nesses in this model are owned by the state to ensure that investments and other business
practices are done in the best interest of the nation despite the often contradictory out-
comes. Management within this model ignores demographic information. Government
subsidies provide firms with enough security, so they cannot go out of business, which
simply encourages a lack of efficiency or incentive to monitor costs. Devoid of private
ownership, a command economy creates an environment where little motivation exists to
improve customer service or introduce innovative ideas.®

History confirms the inefficiency and economic stagnation of this system with the
dramatic decline of communism in the 1980s. Communist countries believe that the goals
of the so-called people take precedence over individualism. While the communist model
once dominated countries such as Ethiopia, Bulgaria, Hungary, Poland, and the former
U.S.S.R., it survives only in North Korea, Cuba, Laos, Vietnam (see In the International
Spotlight at the end of Chapter 12), and China today, in various degrees or forms. A
desire to compete effectively in the global economy has resulted in the attempt to move
away from the communist model, especially in China, which will be considered in greater
depth later in the chapter.

Mixed Economy

A mixed economy is a combination of a market and a command economy. While some
sectors of this system reflect private ownership and the freedom and flexibility of the law
of demand, other sectors are subject to government planning. The balance allows compe-
tition to thrive, while the government can extend assistance to individuals or companies.
Regulations concerning minimum wage standards, social security, environmental protec-
tion, and the advancement of civil rights may raise the standard of living and ensure that
those who are elderly, are sick, or have limited skills are taken care of. Ownership of
organizations seen as critical to the nation may be transferred to the state to subsidize
costs and allow the firms to flourish.*’

In the next section we discuss general developments in key world regions reflective of
these economic systems and the impact of these developments on international management.

® Economic Performance and Issues of Major Regions

From a vantage point of development, performance, and growth, the world’s economies
can be evaluated as established economies, emerging economies, and developing econo-
mies (some of which may soon become emerging).

Established Economies

North America As noted earlier, North America constitutes one of the four largest
trading blocs in the world. The combined purchasing power of the United States, Canada,
and Mexico is more than $24 trillion.”® Even though there will be more and more integra-
tion both globally and regionally as time goes on, effective international management still
requires a knowledge of individual countries.

The free-market-based economy of this region allows considerable freedom in the
decision-making processes of private firms. This allows for greater flexibility and low bar-
riers for other countries to establish business. Despite increased protectionist policies in
recent years, including the implementation of tariffs under the Trump administration, the
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maquiladora

A factory, the majority

of which are located in
Mexican border towns, that
imports materials and equip-
ment on a duty- and tariff-
free basis for assembly or
manufacturing and
re-export.
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U.S. remains one of the most welcoming environments to foreign investors. U.S. MNCs
also maintain holdings throughout the world. U.S. firms hold dominant global positions
in technology-intensive industries, including computing (hardware and services), telecom-
munications, media, and biotechnology. At the same time, foreign MNCs are finding the
United States to be a lucrative market for expansion. Many foreign automobile producers,
such as BMW, Honda, Subaru, Nissan, Mazda, and Toyota, have established a major
manufacturing presence in the United States. In fact, by 2018, foreign automakers had
produced more cars in the U.S. than domestic car companies.”!

Canada is the United States’ largest trading partner, a position it has held for many
years. The United States also has considerable foreign direct investment in Canada. This
helps explain why most of the largest foreign-owned companies in Canada are totally or
heavily U.S.-owned. The legal and business environments in Canada are similar to those
in the United States, and the similarity helps promote trade between the two countries.
Geography, language, and culture also help, as does NAFTA/USMCA, which has assisted
Canadian firms in becoming more competitive worldwide. They have had to go head to
head with their U.S. and Mexican competitors as trade barriers have been removed, result-
ing in greater efficiency and market prowess on the part of the Canadian firms, which
must compete successfully or go out of business. In recent years, Canadian firms have
begun investing heavily in the United States while gaining international investment from
both the United States and elsewhere. Canadian firms also do business in many other
countries, including Mexico, the U.K., Germany, and Japan, where they find ready mar-
kets for Canada’s vast natural resources, including lumber, natural gas, crude petroleum,
and agricultural products.

By the early 1990s, Mexico had recovered from its economic problems of the previ-
ous decade and had become the strongest economy in Latin America. In 1994, Mexico
became part of NAFTA, and it appeared to be on the verge of becoming the major
economic power in Latin America. Yet, an assassination that year and a related economic
crisis underscored that Mexico was still a developing country with considerable economic
volatility. Mexico now has free trade agreements with 46 countries, more than any other
nation, including agreements with Panama, the Unifying Free Trade Agreement with
Central America, the EU, the European Free Trade Area, and the CPTPP. More than
90 percent of Mexico’s trade occurs under free trade agreements.”” The presidential admin-
istrations of Vicente Fox, Felipe Calderon, and Enrique Pena Nieto (elected in 2000,
2006, and 2012, respectively) were seen as especially pro-business by many investors.
Vicente Fox focused his economic efforts on lowering inflation and job creation, and
Felipe Calderon battled Mexico’s narcotics gangs while aiming to attract foreign invest-
ments. Enrique Pena Nieto, despite uncertainty from some, continued to advance many
pro-business initiatives, such as expanding the Mexican auto industry, opening the oil
industry to the private sector, and forcing greater competition in telecommunications.”* It
is unclear whether President Andrés Manuel Lépez Obrador, elected in 2018 and a past
critic of big business and energy privatization, will continue the investment-friendly poli-
cies of his predecessors.

Because of NAFTA/USMCA, Mexican businesses are finding themselves able to
take advantage of the U.S. market by producing goods for that market that the U.S.
previously purchased from Asia. Mexican firms are now able to produce products at
highly competitive prices, thanks to lower-cost labor and proximity to the American
market. Location has helped hold down transportation costs and allows for fast delivery.
This development has been facilitated by the maquiladora system, under which materials
and equipment can be imported on a duty- and tariff-free basis for assembly or manu-
facturing and re-export mostly in Mexican border towns. Mexican firms, taking advantage
of a new arrangement the government has negotiated with the EU, can also now export
goods into the European community without having to pay a tariff. The country’s trade
with both the EU and Asia is on the rise, which is important to Mexico, as it wants to
reduce its overreliance on the U.S. market (see In the International Spotlight at the end
of Chapter 9).



