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Opening Profile: Economic Crisis Spreads Through Financial Globalization (see slide 1-3)
This opening section briefly describes the 2008 financial crisis in the United States, driven by the crash of derivative securities based on risky mortgages. The section describes the inter-relationship of worldwide financial markets which ensured that the financial crisis in the United States affected virtually every other global trading partner, eventually even bankrupting Iceland. Various countries announced plans to address the crisis in their own economies and the countries attending the 2009 Economic Forum in Davos Switzerland attempted to develop some kind of consensus and strategy moving forward.
Background for the World Economic Forum can be found at: http://topics.nytimes.com/topics/reference/timestopics/organizations/w/world_economic_forum/index.html.

A discussion of the importance of the Davos meeting by BusinessWeek appears here: http://feedroom.businessweek.com/?fr_story=b04e29811e70a2c4f73e8bbf15f2aac4f1a375cf&rf=sitemap
Comments on the Forum from the Huffington Post: http://www.huffingtonpost.com/2009/01/26/record-attendance-expecte_n_161099.html
I.
The Global Business Environment
A.
International management
International management (see slide 1-5) is the process of developing strategies, designing and operating systems, and working with people around the world to ensure sustained competitive advantage.

1.
Globalization
a.
Global competition (see slide 1-6) characterized by networks that bind countries, institutions, and people in an interdependent global economy. Whereas before, business went from developed to developing/emerging markets, business now flows from and among developing countries.
2.
Globality and emerging markets
a. Globalization has led to the narrowing of differences in regional output growth rates as economic activity increased, driven largely by increases led by China, India, and Russia. World trade continues to grow—it has grown 133 percent in the last 15 years and is over $54 trillion. The rest of the world—not just China and India—is now part of the increase in trade, and as markets in the emerging economic world grow they will provide growth markets for the products and services of developed economies.
b. However as globalization increased there has been a backlash against it (see slide 1-7), especially in developing countries, and a rekindling of nationalism and protectionism. There is also increasing pressure for social responsibility among global companies.

3.
Effects of institutions on global trade
a.
Two major groups of institutions play a differing role in globalization: World Trade Organization and International Labor Organization are examples of supranational institutions which are trying to promote the convergence of how international activities should be conducted. National organizations such as the Food and Drug Administration in the United States sometimes plays a role in making it more difficult for foreign firms to compete in the domestic market.

4.
Effects of globalization on corporations
a.
Global companies are becoming less tied (see slide 1-8) to specific locations and their operations and allies are spreading around the world as they source and coordinate resources and activities wherever needed. Companies that desire to remain competitive will have to develop a cadre of experienced international managers.

b. Small companies are also affected by and, in turn, affect globalism. They play a vital role in contributing to their national economies through new job creation and employment, development of new products and services, and international operations such as exporting.

Discussion Question: Evaluate the statement by Thomas Friedman that the world is flat. What does he mean by this statement?

	Teaching Resource: For the latest statistics, have your students visit one of the following 

Websites:

World Trade Organization—www.WTO.org
Financial Times—www.ft.com
CEO Express—www.ceoexpress.com


B.
Regional trading blocks (see slide 1-9)—the TRIAD

1.
Most of the world trade occurs in TRIAD markets. The TRIAD market consists of three major free trade areas—Europe, Asia, and North America—grouped around their three dominant currencies (the Euro, the yen, and the dollar).
2.
European Union (EU)

a.
EU (see slide 1-10) refers to the 27 nations who created an economic union among its member nations. Thirteen of the nations have a common currency—the Euro.

b.
The EU expanded in 2004 from its original 15 members to include Cyprus, the Czech Republic, Estonia, Hungary, Latvia, Lithuania, Malta, Poland, Slovakia, and Slovenia. Romania and Bulgaria joined in 2007 making the total 27. The pact as it now stands creates a market with over 500 million consumers. Croatia, Macedonia, and Turkey also hope to join the EU.

c.
The EU represents challenges to global managers (see slide 1-4):
1.
How to deal with the possibility of a market closed to outsiders (“fortress Europe”).

2.
How to deal effectively with multiple sets of national cultures, traditions, and customs within Europe.
3.
Asia (see slide 1-11)
a.
Japan and the Four Tigers of Singapore, Hong Kong, Taiwan, and South Korea—each of which has abundant natural resources and labor—provide most of the capital and expertise for Asia’s developing countries. ASEAN is negotiating a free trade agreement and moving towards a common market.

b.
The Chinese market offers huge opportunities for companies in the region; however, political considerations must be managed when doing business in China.

c.
China has enjoyed the fastest growing economy of the world and attracts a constant flow of capital. Many foreign firms have established manufacturing facilities and joint ventures in China to capitalize on low labor costs.

d.
India is becoming known as the world’s service supplier, providing highly skilled and educated workers to foreign companies. India is the world’s leader for outsourced back-office services, and increasingly for high-tech services, with outsourcing firms like Infosys becoming global giants themselves.

A common comparison says that China grows because of its government and India grows in spite of it. There is an expanding middle class, but many of India’s citizens are still mired in poverty.

e. South Asia has also developed a trade block that includes Bangladesh, Bhutan, India, the Maldives, Nepal, Pakistan, and Sri Lanka.

4.
The Americas (see slide 1-12)
a.
The NAFTA free-trade agreement between the United States, Canada, and Mexico has created a trading block—“one America”—with 421 million consumers, making the Northern Hemisphere the largest market in the world. Foreign companies have invested billions in Mexico since 1988.

b. The U.S.-Central America Free Trade Agreement (DR-CAFTA) has passed Congress and includes five countries in Central America and the Dominican Republic. The agreement is seen as a stepping stone to the Free Trade Area of the Americas (FTAA) to include 34 countries in the Americas. Cuba is excluded from the proposed agreement.

c.
Mexico’s dependence on the United States for its exports has become a liability. The auto industry in Mexico flourished under NAFTA but has since ground to halt because of declining consumption in the United States.

5.
Other regions in the world (see slide 1-13)
a.
Sweeping political, economic, and social changes around the globe represent new challenges to international managers. The worldwide move away from communism, for instance, has had an enormous influence on the world economy.


b. The Russian Federation—Russia is making good progress in its transition toward capitalism, however, political concerns remain. The arrest of the Russian oil oligarch Mikail Khodorkovsky and its effect on Yukos worry international investors. About two dozen Russian companies have come under the control of the Kremlin in the last few years.

c. The Middle East—oil revenues have provided unique investment opportunities but challenges still remain in terms of managing expectations, lowering trade and investment barriers, and education.
d.
Developing Economies—Change in less-developed countries (LDCs) is occurring as they struggle with low GNP and low per capita income, as well as the burdens of large, relatively unskilled populations and high international debt. Firms willing to take economic and political risks are likely to find considerable potential for international business in the LDCs. South Africa has emerged as an especially attractive country for international business.

Comparative Management in Focus: China’s Economy keeps on Chugging (see slide 1-14)
China’s GDP has been the fastest in the world—9 percent a year for 30 years and the income of its people has increased 7 fold. Continued Chinese growth is important for the United States and the E.U. but there is real concern that China will not be able to address the worldwide financial crisis. China’s vast population of low-wage workers and massive consumer market potential has attracted offshoring of manufacturing from companies around the world. There are considerable differences among the country’s regions, making for quite varied markets. One of the many challenges for international managers is how to negotiate with Chinese businesspeople and government representatives.
Management Focus: Intel Brings Changes to Vietnam’s Economy and Culture (see slide 1-15)
The United States opened trade relations with Vietnam in 2000, opening the way for that country’s expansion. After long negotiations with Vietnamese government officials, Intel’s general manager Rick Howath decided to build its biggest semiconductor manufacturing plant ever in Vietnam. Changes resulting from Intel’s investment are already evident: Intel’s managers have access to high-ranking government officials, executives work alongside the workers (contrary to Vietnam’s hierarchical culture), and the company sponsors bonding exercises like karaoke Fridays.
C.
Information technology (see slide 1-16)
1.
Of all the technological development propelling international business today, the one that is transforming the international manager’s agenda probably more than any other is information technology.

2.
The speed and accuracy of information transmission are changing the nature of the international manager’s job by making geographic barriers less relevant. Information can no longer be centrally or secretly controlled by government barriers, and cultural barriers are being gradually lowered by the role of information in educating societies about one another.

	Teaching Tip: The Financial Times has a regular monthly special section on information technology. See also Forbes online: http://www.forbes.com/technology/


3.
The explosive growth of information technology is both a cause and an effect of globalism. The information revolution is boosting productivity around the world. Such technology also permits managers around the world to hold videoconferences and teleconferences with one another, facilitating instant consultations and decisions and alleviating the necessity for travel.

E.
The globalization of human capital (see slide 1-17)
1.
Major changes are occurring in the world labor force, including:

a. Increased movement across borders for all types of workers

b. Increased offshoring of jobs to lower wage countries

c. Increased offshoring of white-collar jobs

For global firms, winning the “war for talent” is one of the most pressing issues, especially as hot labor markets in emerging markets are causing extremely high turnover rates.

F.
The global manager’s role (see slide 1-18)
1.
The rules of the game for global managers are set by each country and its political and economic agenda, its technological status and level of development, its regulatory environment, its comparative and competitive advantages, and its cultural norms. The astute manager will analyze the new environment, anticipate how it may affect the future of the company, and then develop appropriate strategies and operating styles.
See Exhibit 1-3: An Open Systems Model: The Contingency Role of the Global Manager—within the larger context of global trends and competition, the rules of the game for the global manager are set by each country: its political and economic agenda, its technological status and level of development; however the global manager works most intimately within the operating environment, with its regulations, its cultural norms, and focus on social responsibility, ethics, and so on.
II.
The Political and Economic Environment (see slide 1-19)
A.
Proactive global firms maintain an up-to-date profile of the political and economic environment of the countries in which they maintain operations. Countries can be evaluated along a continuum of economic systems, from those which operate according to market forces, (e.g., United States) to those that use central planning for resource allocation (e.g., China).

B.
Political risk (see slide 1-20)
1.
Political risks are any governmental actions or politically motivated events that adversely affect the long-run profitability or value of firms doing business.

2.
An important aspect of the political environment is the phenomenon of ethnicity—a driving force behind the political instability around the world. Managers must understand the ethnic and religious composition of the host country in order to anticipate situations of political and general instability.

3.
Nationalization (see slide 1-21) refers to the forced sale of the MNCs assets to local buyers, with some compensation to the firm. Expropriation occurs when the local government seizes the foreign-owned assets of the MNC, providing inadequate compensation, if any at all.
4.
Macropolitical risk events are those that affect all foreign firms doing business in a country or region; e.g., terrorism, the use or threat of use of anxiety inducing violence for political purposes. Micropolitical risk events are those that affect one industry or company or a few companies. Terrorism now poses a severe and random political risk.

5.
Seven typical political risk events common today are:

a.
Expropriation without prompt and adequate compensation

b.
Forced sale of equity to host country nationals, usually at or below depreciated book value

c.
Discriminatory treatment against foreign firms in applying laws and regulations

d.
Barriers to repatriation of funds (profits or equity)

e.
Loss of technology or intellectual property rights

f.
Interference in managerial decision making

g.
Dishonesty by government officials

C.
Political risk assessment

1.
Global companies must commit some form of political risk assessment in order to manage their exposure to risk and to minimize financial losses.

2.
Risk assessment by multinational corporations usually takes two forms: the use of experts or consultants and the development of internal staff and in-house capabilities. Both means may be used. The focus must be on monitoring political issues before they become headlines. The ability to minimize negative effects on the firm or to be the first to take advantage of opportunities is greatly reduced once developments have been reported in the news.

3.
For autonomous international subsidiaries, most of the impact from political risks will be at the level of ownership and control of the firm. For global firms, the primary risks are likely to be from restrictions (on such things as imports, exports, and currency) with the impact of the local level of the firm’s transfers of money, products, or component parts.

D.
Managing political risk (see slide 1-22)
1.
After assessing the potential political risk of investing or maintaining current operations in a country, managers face perplexing decisions on managing political risk. On one level, they can decide to suspend their firm’s dealings with a certain country at a given point—either by the avoidance of investment or by the withdrawal of current investment (by selling or abandoning plants and assets). On another level, if they decide that the risk is relatively low in a particular country or that a high-risk environment is worth the potential returns, they may choose to start (or maintain) operations there and to accommodate that risk through adaptation to the political regulatory environment. That adaptation can take many forms, each designed to respond to the concerns of a given local area.

2.
Taoka and Beeman suggested these means of adaptation:

a.
Equity sharing includes the initiation of joint ventures with nationals to reduce political risks.

b.
Participative management refers to actively involving nationals, including those in labor organizations or government, in the management of the subsidiary.

c.
Localization of the operation by modifying the subsidiary’s name, management style, and so forth, to suit local tastes. Localization seeks to transform the subsidiary from a foreign firm to a national firm.

d.
Development assistance includes the firm’s active involvement in infrastructure development (foreign-exchange generation, local sourcing of materials or parts, management training, technology transfer, securing external debt, and so forth).

3.
In addition to avoidance and adaptation, two other means of risk reduction available to managers are dependency and hedging.

b. Dependency—keeping the subsidiary and host nation dependent on the parent corporation. It can be maintained with four methods:

1.
Input control—parent controls the key inputs.

2.
Market control—parent controls means of distribution.

3.
Position control—key positions in the hands of expatriate or home office managers.

4.
Staged contribution strategies—parent announces planned increased investment in the host country for successive years.

Finally, even if the company cannot diminish or change political risks: Hedging—(minimizing losses associated with political events) can take place through:

1.
Political risk insurance—an insurance policy offered in most industrialized countries.
2.
Local debt financing—firm can withhold debt repayment in lieu of compensation for losses incurred to political risk factors.

E.
Managing terrorism risk (see slide 1-23)
1.
Companies have developed a number of techniques for managing the risk of terrorism, including developing a benevolent image through charitable contributions to the local community; minimizing publicity in host countries; maintaining a low profile; putting together teams to monitor patterns of terrorism around the world; and increasing security measures abroad and at home. No longer is the threat of terrorism confined to foreign lands.

Teaching Tip: A number of firms offer political risk consulting services. You could have your students search the Web for some of these firms and report back the methodology that they employ.

F.
Economic risk (see slide 1-24)
1.
A country’s level of economic development generally determines its economic stability and therefore its relative risk to a foreign firm.

2. A country’s ability or intention to meet its financial obligations determines its economic risk. The economic risk incurred by a foreign corporation usually falls into one of two main categories (see slide 1-25); its investment in a specific country may become unprofitable (1) if the government abruptly changes its domestic monetary or fiscal policies or (2) if the government decides to modify its foreign-investment policies. The latter situation would threaten the ability of the company to repatriate its earnings and would create a financial or interest-rate risk.

3. The risk of exchange-rate volatility results in currency translation exposure to the firm when the balance sheet of the entire corporation is consolidated and may cause a negative cash flow from the foreign subsidiary.

Teaching Tip: Ask students to choose a country and use the Website www.reuters.com (click investing, and then currencies) to find out how much of that country’s currency they would receive if exchanging $20. Then ask them to find out the cost of some basic items such as the cost of a combo meal at McDonald’s, a movie ticket, and a Coca-Cola. How far does the money go there?

4.
Currency translation exposure occurs when the value of one country’s currency changes relative to another.

5.
The four primary methods (see slide 1-26) of analyzing economic risk (recommended by John Mathis, senior financial policy analyst for the World Bank), of a country’s creditworthiness, are quantitative, qualitative, combination of both, and the checklist approach.

6.
The quantitative method attempts to statistically measure a country’s ability to honor its debt obligation by assigning different weights to economic variables to produce a composite index used to monitor the country’s creditworthiness over time. The qualitative approach evaluates a country’s economic risk by evaluating the competence of its leaders and by analyzing the types of policies they are likely to implement.


7.
The checklist approach relies on a few easily measurable and timely criteria believed to reflect or indicate changes in a country’s creditworthiness. Vulnerability indicators are developed that categorize a country in terms of its ability to withstand economic volatility.
III.
The Legal Environment (see slide 1-27)
A.
The prudent international manager consults both local and headquarters’ legal services in order to comply with host country regulations and to maintain cooperative long-term relationships in the local area.

B. Although the regulatory environment for the international manager consists of the many local laws and the court systems in those countries in which he or she operates, certain other legal issues are covered by international law. International law is the law that governs relationships between sovereign nations. The United Nations Convention on Contracts for the International Sale of Goods (CISG) applies to contracts for the sale of goods between countries that have adopted the convention.

C. The manager of the foreign subsidiary or operating division will normally comply with a host country’s legal system. There are three types of legal systems (see slide 1-28) in the world: common law, civil law, and Islamic law.

1.
Under common law, used in the United States and 26 other countries of English origin, past court decisions act as precedents to the interpretation of the law.

2.
Civil law is based on a comprehensive set of laws organized into a code. About 70 countries, predominantly in Europe, use civil law.

3.
Islamic countries use Islamic law, which is based on religious beliefs. It is used in 27 countries and combines in varying degrees, civil, common, and indigenous law.

D.
Contract law

1.
A contract is an agreement by the parties concerned to establish a set of rules to govern a business transaction.

2.
International managers recognize that they will be preparing a contract in a very different legal context from their own.


3.
A contract in international business reflects the local legal system and political and currency risks in the country involved—legal consul in such matters is highly recommended.

E.
Other regulatory issues (see slide 1-29)
1.
Countries often impose protectionist policies, such as tariffs, quotas, and other trade restrictions, to give preference to their own products and industries.
2.
Tax systems influence the attractiveness of investing in a given country and affect the relative level of profitability for the MNC. Tax issues include: foreign tax credits, holidays and exemptions, depreciation allowances, and profit or value added tax rates. Definitions of key items such as income and source vary across countries, as do reporting requirements.

3.
The level of government involvement in the economic and regulatory environment varies a great deal among countries and has a varying impact on management practices.

Teaching Resource: Electronic Embassy—The Electronic Embassy provides information on all of the embassies in Washington, D.C., with links to embassy Websites. The site also includes an online newspaper, Embassy Flash, and an International Business Center for sponsors. This program also provides assistance to embassies and other international organizations in getting their information on the Web. http://www.embassy.org/
IV.
The Technological Environment (see slide 1-30)
A.
In a global information society, it is clear that corporations must incorporate into their strategic planning and their everyday operations the accelerating macro-environmental phenomenon of technoglobalism, in which the rapid developments in information and communication technologies (ICTs) are propelling globalization and vice-versa. Investment-led globalization is leading to global production networks, which results in global diffusion of technology to link parts of the value-added chain in different countries.

B.
The Internet is propelling electronic commerce around the world. In fact, the ease of use and pervasiveness of the Internet raises difficult questions about ownership of intellectual property, consumer protection, residence location, taxation, and other issues.

C.
New technology specific to a firm’s products represents a key competitive advantage to firms and challenges international businesses to manage the transfer and diffusion of proprietary technology, with its attendant risks. Whether it is a product, a process, or a management technology, an MNCs major concern is the appropriability of technology—that is, the ability of the innovating firm to profit from its own technology by protecting it from competitors. Especially difficult is managing the transfer of technology to venture partners who might become future competitors.

D.
An MNC can enjoy many technological benefits from its global operations. Advances resulting from cooperative research and development (R&D) can be transferred among affiliates around the world, and specialized management knowledge can be integrated and shared. However, the risk of technology transfer and pirating is considerable and costly.

E.
Although firms face few restrictions on the creation and dissemination of technology in developed countries, less developed countries often impose restrictions on licensing agreements, royalties, and so forth, and have other legal constraints on patent protection.

F. The most common methods of protecting proprietary technology are through patents, trademarks, trade names, copyrights, and trade secrets. The International Convention for the Protection of Industrial Property, often referred to as the Paris Union, is adhered to by over 80 countries for protection of patents.

G.
One of the risks to a firm’s intellectual property is the inappropriate use of the technology by joint-venture partners, franchisees, licensees, and employees (especially those who move to other companies).

H.
Global managers will want to evaluate the appropriateness of technology for the local government—especially in less developed countries. Studying the possible cultural consequences of the transfer of technology, managers must assess whether the local people are ready and willing to change their values, expectations, and behaviors at work and to use new technological methods.

I.
Global e-business (see slide 1-31) is an important aspect of the changing technological environment. E-business is the integration of systems, processes, organizations, value chains, and entire markets using Internet-based and related technologies and concepts. It enhances global competitiveness by providing efficiencies throughout the value chain. For instance, with a global portal, businesses can contact and negotiate with suppliers and buyers worldwide. E-commerce refers directly to the marketing and sales process via the Internet. The Internet and e-business provide a number of advantages in global business such as:

1.
Convenience in conducting business worldwide

2.
Access to an electronic meeting and trading place

3.
Ability to communicate quickly and cheaply

4.
Consumer power by providing access to more choices and information

5.
Efficiency in distribution for many products and services

Although most of media attention has focused on e-commerce and the end consumer, greater opportunities exist in B2B (business-to-business) transactions.


Teaching Tip: Web sites like Forrester Research (www.forrester.com) and E-marketer (www.emarketer.com) provide regular updates on all facets of Electronic Commerce including statistics on the current state of B2B transactions online. Students can visit online or request updates delivered to their email accounts.

Teaching Resource: A Website of interest to students of international management is http://globaledge.msu.edu. The site contains a wealth of information and can be assigned with specific questions in mind.

Chapter Discussion Questions
1.
Poll your classmates about their attitudes toward “globalization.” What are the trends and opinions around the world that underlie those attitudes? (Course objective 2)
Opinions and comments will vary concerning the issue of globalization, and it is important that the differing opinions be allowed to be expressed. There is a concern that globalization destroys cultures, benefits only wealthy countries, is bad for the environment, and lowers wage rates. Each of these issues could be addressed in a discussion of student opinions concerning globalization.
2.
Discuss examples of recent macropolitical events and the effect they have or might have on a foreign subsidiary. What are micropolitical risk events? Give some examples and explain how they affect international business. (Course objective 4, 5)
Micropolitical risk is the risk of loss of assets or income that is specific to one company or one industry. For example, a McDonald’s restaurant is destroyed in Indonesia as the result of a fundamentalist uprising against American companies. Other micropolitical risks can occur in more vulnerable industries such as mining and extraction in which locals may feel that the MNC is stealing their natural resources. The recent political events in Venezuela focused attention on a Coca-Cola bottling plant where army officials took control of the planet and distributed products to local residents. This occurred under the eye of the Venezuelan government. Only one firm (Coca-Cola) was victimized. In another case, the government of Venezuela announced that it will expropriate foreign businesses operating in the energy sector. After a relatively safe period of operating in foreign environments, international business is now faced with an increasingly hostile political environment. With political risk appearing to be increasing in the world it is even more important that managers be able to accurately assess political risk and to take appropriate steps to manage this risk.
3.
What means can managers use to assess political risk? What do you think is the relative effectiveness of these different methods? At the time you are reading this, what countries or areas do you feel have political risk sufficient to discourage you from doing business there? (Course objective 4,5)
Political risk assessment techniques include: issues monitoring systems; use of experts or consultants; consultation with internal staff; computer modeling; quantification of variables into ranking systems; and use of consulting ratings. These assessment techniques have varying degrees of effectiveness, depending on the region of the world involved and the extent to which subjective, rather than objective, data must be used and interpreted. The track record of political risk assessment has been variable, however, some improvements have been made in predictability. Analysts should remember to distinguish between systems that are based on past events rather than current assessments of key stakeholder conflicts. A look at Euromoney magazine’s political risk index can give a good idea of countries in which political risk might be considered too high. Although high political risk may cause some to avoid a country, additional profit potential may entice others to enter those markets. Recently some countries in Latin America and the Middle East have become more risky and may no longer be of interest to risk adverse businesses. In particular, Venezuela, Bolivia, Peru, and even Chile have experienced recent political events that many may view as unfavorable to international business. With the continuing unpopularity of the Iraqi war, especially among Middle Eastern countries, a number of countries in the region may also be viewed as more risky, especially Iran.
4.
Can political risk be “managed”? If so, what methods can be used to manage such risk, and how effective are they? Discuss the lengths to which you would go to manage political risk relative to the kinds of returns you would expect to gain. (Course objective 4,5)
Political risk cannot be managed in the sense of closely controlling it, but it can be anticipated and accommodated through such techniques as adaptation (equity sharing, participative management, localization of the operation, and development assistance), and through dependency and hedging. Political risk cannot be eliminated through analytical techniques, but much can be done to increase the decision-making rationality of international managers. Ultimately the decision comes down to a firm’s risk aversion. Students will probably have differing opinions and recommendations concerning the ability to manage political risk and the lengths they would go to in order to deal with it. Risk aversion is also a personal preference, as well as a choice for a MNC.
5.
Explain what is meant by the economic risk of a nation. Use a specific country as an example. Can economic risk in this country be anticipated? How? (Course objective 4,5)
The economic risk of a nation is determined by its degree of economic development, and hence, stability. There is an inverse correlation between economic stability and risk. Economic risk is greatest in lesser developed countries, such as those in Africa and Latin America, which are plagued by inflation problems and forms of political corruption. Some developing countries in Asia also possess economic risk. In the case of Burma, the political situation has caused the government of the United States and the European Union to place economic sanctions on the country. The placement of these sanctions has greatly reduced the performance of the economy and lead to even greater instability of the economy and its government. Economic risks can be anticipated, but not controlled, through the use of quantitative, qualitative, and checklist techniques. These techniques combine both objective and subjective analysis and data to produce some sort of index used to monitor the country’s creditworthiness.
6.
Discuss the importance of contracts in international management. What steps must a manager take to ensure a valid and enforceable contract. (Course objective 1,4,5)
Because international managers must operate in a variety of cultures and under a variety of legal systems, it is imperative that they prepare contracts carefully through consulting with experts in international law. Contracts reflect the local legal system and political and currency risks in the country involved, so allowances should be incorporated into foreign contract agreements to take account of the social and business culture and the country’s international reputation. The warranties or guarantees that a company offers with its products should be carefully designed and limited to conditions under its control. The firm must either incorporate political risk assumptions into the contract or make appropriate contingency plans.
7.
Discuss the effects of various forms of technology on international business. What role does the Internet play? Where is this all leading? Explain the meaning of “appropriability of technology.” What role does this play in international competitiveness? How can managers protect the proprietary technology of their firms? (Course objective 3,5)
Firms have globalized their supply chain, creating a higher level of inter-connectedness. This results in and creates a greater flow of technology transfer. At the same time, information technology has produced a more time-sensitive environment for international managers. The Internet has become a pervasive force in accelerating communications to and among businesses and consumers. E-commerce creates a global market opportunity for smaller companies. Appropriability of technology concerns the ability of the innovating firm to profit from its own technology by protecting it from competitors. Many legal clashes have come from disputes about the appropriability of technology, such as the battle between Texas Instruments and Fujitsu. The increased use of technology is moving us toward a faster, and in some cases, more fragmented marketplace. The most common methods of protecting proprietary technology are through patents, trademarks, trade names, copyrights, and trade secrets. The International Convention for the Protection of Industry Property, often referred to as the Paris Union, is adhered to by over 80 countries for protection of patents.
8.
Discuss the risk of terrorism. What means can managers use to reduce the risk or the effects of terrorism? Where in the world, and from what likely sources, would you anticipate terrorism? (Course objective 1,4,5)
Terrorism (the use or threat of use of anxiety-inducing violence for political purposes) is on the rise internationally, particularly in the form of kidnapping of business executives. The most common means of combating terrorism involve the use of political risk techniques and the implementation of contingency plans. Most firms operating abroad today, as well as many domestic firms, must plan for possible terrorism events and how the firm will be able to respond to its customers and employees in the event of such an event. Most students will probably identify Middle Eastern countries as most-likely sources of terrorism activity. Although this may be true, a significant internal threat exists in the United States and Europe as well.
Application Exercises
1.
Technology is influencing global business as never before, and the rate of change is not expected to diminish any time soon. Technology is increasing the speed and quantity of information. Information can be sent instantly to almost any part of the world, and employees and customers have unprecedented access to information about companies. Technology has caused some convergence of tastes and preferences, making the marketing of products internationally easier. Increases in information and logistical abilities have made geographic borders less relevant. All of these advancements have propelled globalization. At the same time, the Internet has created the potential for a more democratic world, in which anyone with Internet access can express their opinions and voice their concerns. The increasing use of blogs has been a source of concern to some companies as disgruntled employees and customers have been able to negatively influence the public image of some companies. Companies are finding it necessary to manage this information flow and to take steps to counter these negative public listings. (Course objective 3)
2.
The political and economic situation in Russia is troubling to many international managers, especially the recent political developments. Beginning with the Yukos action, confidence in the transparency and honesty of the Russian government has been called into question. The situation has only been made worse by recent allegations of misdeeds by the current government, including the murder of political opponents and critics. The energy resources of the country have allowed the government to act in a more aggressive manner, and it is anticipated that those resources will continue to allow such aggression for some time. It is prudent that international managers continually assess the political situation and take steps to avoid adverse actions. With the exception of the energy sector, Russia may not appear to be a good investment at this time. In some cases, partnering with reputable and powerful local businesspeople or businesses may be an acceptable means of reducing political risk. However, it is critical that the potential return from such investments match the increasing risk. (Course objectives 1,4,5)
A good source of information on political risk, and an example of a company that assesses political risk can be found at: www.prsgroup.com.

Experiential Exercises
There is no “right” answer to this exercise. It may be useful to begin a discussion of the benefits of a “China plus one strategy.” Using this framework, China is selected as a manufacturing location, but an additional Asian country is selected as protection against political risk. China is fast becoming the manufacturing hub of the world; however, China has had a long history of political and social disruption, especially when income disparity rises. The current disparity between urban and rural incomes is a source of concern. Rising costs in China are also a concern to potential investors. The emerging economies of Southeast Asia represent a desirable option. For example, recently Dell made a decision to invest $1 billion in Vietnam instead of China due to Vietnam’s lower wage levels. (Course objective 1,4,5)
Internet Resources
Visit the Deresky Companion Website at www.prenhall.com/deresky for this chapter’s Internet resources.

End of Chapter Case
Indian BPOs—Waking Up to the Philippines Opportunity?
1) How has the global economic downturn, discussed in the opening profile and throughout this chapter impacted jobs outsourcing in the BPO industry? (Course objective 1,2,4)
As financial meltdown hit the American banking industry it lowered banks’ abilities to lend which eventually hurt small businesses, and consumers’ ability to get credit. The resulting recession hit other markets throughout the world, lowering consumption (demand) and therefore company profits. As businesses slowed down management started to cut whatever corners they could to minimize costs aimed at improving their bottom line. Consequently firms interested in outsourcing started looking for even cheaper sources of labor, hence the move from India and/or China to even less-developed countries. In addition, the financial crisis has put downward pressure on the USD (U.S. dollar) weakening it, which has impacted firms’ profit margins.

2) Referring to this chapter and case, discuss the general trends in the globalization of human capital. (Course objective 1,2)
This chapter highlights four of the main concerns for businesses who are heavily involved in outsourcing: the financial impact of that strategy, the skill level of the employees, the infrastructure, and the cultural aspect. In general, companies doing BPO are interested in getting the best possible deal in financial terms, and so the tax holidays previously offered by the Indian government were very attractive, as are the highly skilled workforce, the high-end telecom and infrastructure, and the orientation toward quality and English skills of the Indian employees. Keeping this in mind, the Philippines has become the “new” India: ten-year tax holidays, world-class infrastructure, a young, educated workforce, and an affinity to Western culture and American-style English. The same factors that worked toward making India the place to outsource for the last ten years are what is making the Philippines a very attractive BPO destination.
3) What are the effects of the Indian government policies on the Indian BPO industry and on MNC decisions regarding locations for outsourcing jobs? (Course objective 4,5)
The Indian government has decided that low tax rates that have been applicable up until now are to be changed in 2009, raising the rate from 7 percent to effectively 20 percent. This will put tremendous pressure on the profit margin of companies who were outsourcing to India precisely to increase their profit margins. This is already having a negative effect on MNCs who are now looking to countries like Vietnam and the Philippines.
4) How does this case highlight the threats and opportunities facing global companies in developing their strategies? (Course objective 1,4)
Very simply companies can develop long-term strategies based on what they see as long-term advantages, such as many companies did in India, but this could change, forcing firms to figure out how to react—quickly and decisively. There is also the possibility that some of the strategic factors listed in a previous question (financial factors, employee skills, local infrastructure, and culture) may have to be re-evaluated in terms of which are the most important to concentrate on.

Student Stimulation
Group or Class Learning Activities

1. Students are often unaware of the physical distances involved in global business. A simple quiz or game can be an effective class exercise. Ask students to compare the distances between sets of U.S. cities and sets of international destinations.

a.
Which is the greater travel distance?
New York to San Francisco OR Hong Kong to Singapore

Miami to St. Louis OR Paris to Moscow

Portland, Maine to Portland, Oregon OR Seoul, Korea to Hong Kong

b.
Which city is further south?

Monterey, Mexico OR Tampa, Florida

Mexico City OR Singapore

Paris OR New York

2.
Branding and Ethnocentrism: Ask your students to identify the national origin of a variety of products/brands. After they have written their answers, show the correct ones. Ask why they thought certain brands came from the countries they originally named.

Some effective brands for this exercise include:

Disney (United States)

Michelin (France)

Bayer (Germany)

Shell Oil (Netherlands)

Nestle (Switzerland)

Outback Steakhouse (United States)

Burger King (UK)

Yoplait (United States)

SAAB (Sweden)

Volvo (United States—Ford)

Jaguar (United States—Ford)

3.
Experiencing currency translation exposure: Ask students to imagine that they are employed by an American MNC in Europe. They are paid in Euros but in a few days they will be sent home to the United States and will need to change their earnings into dollars. Check the exchange rates on “payday” and again on the day they will “return home.” Did the rate change during those days? Did it benefit or harm the students in terms of the amount of dollars they were able to get in exchange for their Euros?

4.
Assessing political risk activity: Assign students three countries in relatively close proximity to each other (e.g., India, Pakistan, Nepal; or Thailand, Malaysia, and Singapore). Have the students use the format from Ex. 1.2 to develop a risk comparison of their three countries for presentation in the next class period. Discussion questions should probe learning experiences from both the process and the outcomes. In terms of process: To what extent was the information you desired readily available? Did the criteria allow you to differentiate between the countries? Could you envision other criteria that might also be important (students may mention terrorism, personal safety of executives)? In terms of content: Which country was the least risky? Most risky? Is risk alone an adequate criteria for foreign investment? How likely is it that the profile of the country you have chosen will be the same next year? Over the next five years?

Additional Stimulation Discussion Questions

1.
A major issue in global business is the protection of intellectual property rights. Have you used Websites like audiogalaxy.com or morpheus.com? Are such uses a violation of intellectual property rights? Why or why not? How might such issues become relevant to global business?

2.
What are some things you can do to prepare yourself for a business career involving international assignments?

3.
What advantages does a bilingual or multilingual manager have over someone who is monolingual?

4.
How might the computer revolution and other forms of information technology make it easier for companies to compete globally?

5.
Do you feel prepared to work in a multicultural environment? Why or why not?

6.
Do you see any advantages for small companies when competing against larger companies on a global scale?

7.
If you had the opportunity to work abroad after graduation and could choose any country, which would you choose and why?

8.
Would you be willing to accept a “plum” promotion overseas if it entailed possible exposure to terrorist activities, either directly or indirectly? What incentives and other inducements would an international company have to provide you in order for you to work in a politically unstable region?

9.
What do you think would be some of the main difficulties of operating a Western company in an Islamic country under Muslim law? Would you be comfortable working in such a situation if you held what you considered to be an ideal job?

Web Exercise
The text describes how the financial crisis from 2008 has hit many industries hard, in fact crippling some and forcing others to retrench or downsize. The fact is that many companies have had to rethink what they previously assumed to be long-view growth patterns in terms of international strategy and global network structure. In addition to specific companies and industries, entire countries have also found that their position within the global business environment has changed—some for better, some for worse.

Look at the following Websites and develop an argument that shows how a financial crisis might completely change the thinking of global strategists in individual companies and in foreign governments?

East Asia Economics Forum

http://www.eastasiaforum.org/tag/global-financial-crisis/
The Economist

http://www.economist.com/world/asia/displaystory.cfm?story_id=14506580
Indian Economy

http://www.economicshelp.org/blog/economics/indian-economy-2009/
Newsweek

http://www.newsweek.com/id/184621
Mexico Economy

http://www.brookings.edu/opinions/2009/0304_mexico_martinez_diaz.aspx
BBC News

http://news.bbc.co.uk/2/hi/business/8251164.stm
Global Times

http://business.globaltimes.cn/world/2009-09/468924.html
BBC News

http://news.bbc.co.uk/2/hi/south_asia/7780040.stm
Teaching Resources: There is an excellent video on the European Monetary Policy, entitled  “The history of the European Monetary Policy,” available from Films for the Humanities and Sciences. 





The Websites � HYPERLINK "http://europa.eu.int" ��http://europa.eu.int� and �HYPERLINK "http://www.eurunion.org/"��www.eurunion.org� contains information on all aspects of the European Union as well as links to the country sites of member nations and prospective member nations.





Teaching Tip: Challenge your students to think about the “threat” associated with “free trade.” Ross Perot once suggested that NAFTA would create a giant sucking sound, drawing jobs away from the United States. A discussion question to raise those issues might be, “If NAFTA was sucking away important U.S. jobs, why was unemployment in the United States at record low levels after NAFTA came into effect?”





Another question: If there is a giant sucking sound from Mexico to China as off-shored jobs have gone to China because of its low wages, what should Mexico do to battle unemployment?





Teaching Tip: Ask your students, “Can a country be successful if it has economic freedom but not political freedom?”





Teaching Resource: The Website � HYPERLINK "http://money.cnn.com/" ��http://money.cnn.com/� covers developments in Europe, Asia, Australia, and the Americas. Students can track issues by industry, region, or country. The CIA World Factbook provides country information at � HYPERLINK "https://www.cia.gov/cia/publications/factbook/index.html" ��https://www.cia.gov/cia/publications/factbook/index.html� , as well as the State Department’s Website at � HYPERLINK "http://www.state.gov" ��http://www.state.gov�.





Teaching Tip: The U.S. State Department issues travel warnings when it decides, based on all relevant information, to recommend that Americans avoid travel to a certain country. Have students compare the travel warnings with current country risk ratings. Warning and other travel information can be found on the Web at: � HYPERLINK "http://travel.state.gov/" ��http://travel.state.gov/�.





Teaching Resource: CNN financial networks world financial markets—of particular interest is their real-time update of stock market indices from every major market in Africa, Asia, Europe, and Latin America. � HYPERLINK "http://www.cnnfn.com/markets/world_markets.html" �http://www.cnnfn.com/markets/world_markets.html�.





Teaching Resource: The Willamette University College of Law Library has a foreign law collection on the Web at � HYPERLINK "http://www.willamette.edu/law/longlib/forint.htm" ��http://www.willamette.edu/law/longlib/forint.htm� The site provides dozens of links allowing students to explore business legal issues.
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