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oreface

Global Business Today is intended for the first international business course at either the
undergraduate or MBA level. My goal in writing this book has been to set a new stan-
dard for international business textbooks. I have attempted to write a book that

1. Is comprehensive and up-to-date.

. Goes beyond an uncritical presentation and shallow explanation of the body of
knowledge.

. Maintains a tight, integrated flow between chapters.

. Focuses on managerial implications.

. Makes important theories accessible and interesting to students.

6. Incorporates ancillary resources that enliven the text and make it easier to teach.

[\S)

(U, R AR U]

Over the years, and through now seven editions, I have worked hard to adhere to
these goals. It has not always been easy. An enormous amount has happened over the
past decade, both in the real world of economics, politics, and business, and in the
academic world of theory and empirical research. Often I have had to significantly
rewrite chapters, scrap old examples, bring in new ones, incorporate new theory and
evidence into the book, and phase out older theories that are increasingly less relevant
to the modern and dynamic world of international business. That process continues
in the current edition. As noted below, there have been significant changes in this edi-
tion, and that will no doubt continue to be the case in the future. In deciding what
changes to make, I have been guided not only by my own reading, teaching, and
research, but also by the invaluable feedback I receive from professors and students
around the world who use the book, from reviewers, and from the editorial staff at
McGraw-Hill/Irwin. My thanks go out to all of them.

Comprehensive and Up-to-Date

"To be comprehensive, an international business textbook must

* Explain how and why the world’s countries differ.

* Present a thorough review of the economics and politics of international trade and
investment.

* Explain the functions and form of the global monetary system.

* Examine the strategies and structures of international businesses.

* Assess the special roles of an international business’s various functions.

I have always endeavored to do all of these things. Too many other texts have paid
insufficient attention to the strategies and structures of international businesses and to
the implications of international business for firms’ various functions. This omission
has been a serious deficiency. Many of the students in these international business
courses will soon be working in international businesses, and they will be expected to

Xiii
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understand the implications of international business for their organization’s strategy,
structure, and functions. This book pays close attention to these issues.

Comprehensiveness and relevance also require coverage of the major theories. It
has always been my goal to incorporate the insights gleaned from recent academic
work into the text. Consistent with this goal, over the past seven editions I have added
insights from the following research:

¢ The new trade theory and strategic trade policy.

¢ The work of Nobel Prize-winning economist Amartya Sen on economic
development.

¢ The work of Hernando de Soto on the link between property rights and economic
development.

¢ Samuel Huntington’s influential thesis on the “clash of civilizations.”

¢ The new growth theory of economic development championed by Paul Romer
and Gene Grossman.

* Empirical work by Jeffrey Sachs and others on the relationship between
international trade and economic growth.

* Michael Porter’s theory of the competitive advantage of nations.

* Robert Reich’s work on national competitive advantage.

¢ The work of Nobel Prize-winner Douglas North and others on national
institutional structures and the protection of property rights.

¢ The market imperfections approach to foreign direct investment that has grown
out of Ronald Coase and Oliver Williamson’s work on transaction cost economics.

* Bartlett and Ghoshal’s research on the transnational corporation.

¢ The writings of C. K. Prahalad and Gary Hamel on core competencies, global
competition, and global strategic alliances.

¢ Insights for international business strategy that can be derived from the resource-
based view of the firm.

* Paul Samuelson’s critique of free trade theory

In addition to including leading-edge theory, in light of the fast-changing nature of
the international business environment, I have made every effort to ensure that the
book was as up-to-date as possible when it went to press. A significant amount has
happened in the world since I first began work on this book. The Uruguay Round of
GATT negotiations were successfully concluded and the World Trade Organization
was established. In 2001, the WTO embarked upon another major round of talks
aimed to reduce barriers to trade, the Doha Round. The European Union moved for-
ward with its post-1992 agenda to achieve a closer economic and monetary union, in-
cluding the establishment of a common currency in January 1999. The North
American Free Trade Agreement passed into law, and Chile indicated its desire to be-
come the next member of the free trade area. The Asia-Pacific Economic Cooperation
forum emerged as the kernel of a possible future Asia Pacific free trade area. The for-
mer Communist states of Eastern Europe and Asia continued on the road to economic
and political reform. As they did, the euphoric mood that followed the collapse of
communism in 1989 was slowly replaced with a growing sense of realism about the
hard path ahead for many of these countries. The global money market continued its
meteoric growth. By 2007, more than $3 trillion per day was flowing across national
borders. The size of such flows fueled concern about the ability of short-term specula-
tive shifts in global capital markets to destabilize the world economy. The World Wide
Web emerged from nowhere to become the backbone of an emerging global network
for electronic commerce. The world continued to become more global. Several Asian
Pacific economies, most notably China, continued to grow their economies at a rapid
rate. Outsourcing of service functions to places such as China and India emerged as a



major issue in developed Western nations. New multinationals continued to emerge
from developing nations in addition to the world’s established industrial powers. In-
creasingly, the globalization of the world economy affected a wide range of firms of all
sizes, from the very large to the very small. And unfortunately, in the wake of the ter-
rorist attacks on the United States that took place September 11, 2001, global terror-
ism and the attendant geopolitical risks emerged as a threat to global economic
integration and activity.

New in the Seventh Edition

The success of the first six editions of Global Business loday was based in part upon the
incorporation of leading-edge research into the text, the use of the up-to-date exam-
ples and statistics to illustrate global trends and enterprise strategy, and the discussion
of current events within the context of the appropriate theory. Building on these
strengths, my goals for the sixth revision have been threefold:

1. Incorporate new insights from recent scholarly research wherever appropriate.

2. Make sure the content of the text covers all appropriate issues.

3. Make sure the text is as up-to-date as possible with regard to current events,
statistics, and examples.

As part of the overall revision process, changes have been made to every chapter in the
book. All material and statistics are as up-to-date as possible as of 2009 or early 2010.
I have added discussion of current events wherever appropriate. Most notably for
this edition, detailed discussion of the global financial crisis that occurred in 2008
and 2009, and its implications for international business, bas been added to many
chapters. For example, Chapter 6 opens with a case that discusses the impact of the
global financial crisis on attitudes toward protectionism in many countries. Similarly,
Chapter 10 opens with a case that profiles how the global financial crisis triggered
economic turmoil and a currency crisis in Latvia.

Elsewhere, Chapter 6 has been updated to discuss progress on the current round of
talks sponsored by the WTO aimed at reducing barriers to trade, particularly in agri-
culture (the Doha Round). Chapter 7 now discusses the rebound in slumping foreign
direct investment flows that occurred in 2008 and 2009, and explains how the global
financial crisis of 2008 contributed to this. Chapter 9 discusses the weakness in the
U.S. dollar between 2004 and 2008, and its paradoxical rebound in late 2008 in the
midst of a severe financial crisis in United States and elsewhere.

Beyond Uncritical Presentation and Shallow
Explanation

Many issues in international business are complex and thus necessitate considerations
of pros and cons. To demonstrate this to students, I have adopted a critical approach
that presents the arguments for and against economic theories, government policies,
business strategies, organizational structures, and so on.

Related to this, I have attempted to explain the complexities of the many theories
and phenomena unique to international business so the student might fully compre-
hend the statements of a theory or the reasons a phenomenon is the way it is. I believe
that these theories and phenomena are explained in more depth in this book than they
are in competing textbooks, which seem to use the rationale that a shallow explanation
is little better than no explanation. In international business, a little knowledge is in-
deed a dangerous thing.

Preface
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To help students go a step further in expanding their understanding of international
business, each chapter incorporates two globalEDGE research tasks designed and
written by Tunga Kiyak and the team at Michigan State University’s global EDGE
.msu.edu site to dovetail with the content just covered.

globalEDGE Research Task

http://globalEDGE.msu.edu Research Task

Use the globalEDGE Resource Desk (http:// characteristics involved in communicating with
global EDGE.msu.edu/resourcedesk/) to complete the local people that may affect business
the following exercises: interactions in this country.

2. Asian cultures exhibit significant differences in
business etiquette when compared to Western
cultures. For example, in China, large hand
movements are usually distracting, and it is
considered offensive to point while speaking.
Find five similar tips regarding the business
etiquette of the United Arab Emirates.

1. You have been assigned to negotiate a business
deal with the representatives of a potential
distributor in South Africa. Since having
intercultural skills is critical for a successful
international experience, you consider
collecting information regarding the local
culture before your departure. Prepare a

iGlobe is McGraw-Hill/Irwin’s revolutionary Web-based video archive that incorpo-
rates international business news clips from PBS’s “NewsHour.” Two new clips are added
every month, and teaching notes are available for you to integrate the segments with your
course. Students can also subscribe for individual access (www.mhhe.com/iglobepreview).

iGLOBE
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Hill/lrwin’s

revolutionary new
Web-based video
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Integrated Progression of Topics

A weakness of many texts is that they lack a tight, integrated flow of topics from chap-
ter to chapter. In Chapter 1 of this book, students will learn how the book’s topics are
related to each other. I've achieved integration by organizing the material so that each
chapter builds on the material of the previous ones in a logical fashion.

PART ONE Chapter 1 provides an overview of the key issues to be addressed and
explains the plan of the book.

Xvi Preface



PART TWO  Chapters 2 and 3 focus on national differences in political economy
and culture, and Chapter 4 examines ethical issues in international business. Most in-
ternational business textbooks place this material at a later point, but I believe it is vital
to discuss national differences first. After all, many of the central issues in international
trade and investment, the global monetary system, international business strategy and
structure, and international business operations arise out of national differences in
political economy and culture. To fully understand these issues, students must first ap-
preciate the differences in countries and cultures. Ethical issues are dealt with at this
juncture primarily because many ethical dilemmas flow out of national differences in
political systems, economic systems, and culture.

PART THREE Chapters 5 through 8 investigate the political economy of interna-
tional trade and investment. The purpose of this part is to describe and explain the
trade and investment environment in which international business occurs.

PART FOUR  Chapters 9 and 10 describe and explain the global monetary system,
laying out in detail the monetary framework in which international business transac-
tions are conducted.

PART FIVE In Chapters 11 through 16, attention shifts from the environment to
the firm. Here the book examines the strategies that firms adopt to compete effec-
tively in the international business environment and explains how firms can perform
key functions—production, marketing, R&D, human resource management, account-
ing, and finance—to compete and succeed in the international business environment.

Throughout the book, the relationship of new material to topics discussed in earlier
chapters is pointed out to the students to reinforce their understanding of how the
material comprises an integrated whole.

Focus on Managerial Implications

I have always believed that it is important to show students how the material covered in
the text is relevant to the actual practice of internatonal business. This is explicit in the
later chapters of the book, which focus on the practice of international business, but it is
not always obvious in the first half of the book, which considered many macro-economic
and political issues, from international trade theory and foreign direct investment flows
to the IMF and the influence of inflation rates on foreign exchange quotations. Accord-
ingly, at the end of each chapter in Parts Two, Three, and Four—where the focus is
on the environment of international business, as opposed to particular firms—there is a
section titled “Focus on Managerial Implications.” In this section, the managerial impli-
cations of the material discussed in the chapter are clearly explained.

Focus of Managerial
Implications

Focus on Managerial Implications

LEARNING OBJECTIVE 5 Why does all this matter for business? There are at least three main implications for
Understand the important— jnternational businesses of the material discussed in this chapter: location implica-

implications that tions, first-mover implications, and policy implications.
international trade theory

holds for business practice.

Location

Underlying most of the theories we have discussed is the notion that different coun-
tries have particular advantages in different productive activities. Thus, from a profit
perspective, it makes sense for a firm to disperse its productive activities to those

For example, Chapter 5,
“International Trade
Theory,” ends with a
detailed discussion

of the various trade
theories’ implications
for international
business management.
See page 190 for the
rest of this feature.
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In addition, each chapter begins with an Opening Case that sets the stage for the
chapter content and familiarizes students with how real international companies con-
duct business.

Differences in Culture

Opening Case Business Culture in China

- Opening Case
FOI’ example, in —|_he first McDonald's restaurant to open in China was located on the corner of Wangfujing

. Street and the Avenue of Eternal Peace, just two blocks from Tiananmen Square, the very
Chapter 3, “Business heart of China’s capital, Beijing. The choice of location seemed auspicious, and within two
years, sales at the restaurant were surpassing all expectations. Then the Beijing city government

Culture in China” dropped a bombshell; officials abruptly informed McDonald's that it would have to vacate the location

. to make way for a commercial, residential, and office complex planned by Hong Kong developer Li
d ISCUSSes the con Cept Ka-shing. At the time, McDonald’s still had 18 years to run on its 20-year lease. A stunned McDonald's
. did what any good Western company would do—it took the Beijing city government to court to try to

Of guanxin the enforce the lease. The court refused and McDonald’s had to move. Chinese observers had a simple

. . explanation for the outcome. McDonald's, they said, lacked the guanxi of Li Ka-shing. Given this, the
business culture in company could not expect to prevail. Company executives should have accepted the decision in

. good grace and moved on, but instead, McDonald’s filed a lawsuit—a move that would only serve
Ch Ina. See pa g e 91 fOI’ to reduce what guanxi McDonald’s might have had with the city government!

. This example illustrates a basic difference between doing business in the West and doing
the rest of this feature. business in China. In the advanced economies of the West, business transactions are
conducted and regulated by the centuries-old framework of contract law, which specifies the
rights and obligations of parties to a business contract and provides mechanisms for seeking
to redress grievances should one party in the exchange fail to live up to the legal agreement.
In the West, McDonald’s could have relied on the courts to enforce its legal contract with
the city government. In China, this approach didn’t work. China does not have the same
legal infrastructure. Personal power and relationships or connections, rather than the
rule of law, have always been the key to getting things done in China. The key to
understanding this process is the concept of guanxi.

Guanxi literally means relationships, although in business settings it can be
better understood as “connections.” McDonald’s lost its lease in central Beijing
because it lacked the guanxi enjoyed by the powerful Li Ka-shing. The concept
of guanxi is deeply rooted in Chinese culture, particularly the Confucian
philosophy of valuing social hierarchy and reciprocal obligations.
Confucian ideology has a 2,000-year-old history in China, and 60
years of Communist rule has done little to dent its influence on
everyday life in China. Confucianism stresses the importance

There is also a Closing Case to each chapter. These cases are also designed to
illustrate the relevance of chapter material for the practice of international business
as well as to provide continued insight into how real companies handle those issues.

Closing Case

For example, in
Chapter 3, “Panasonic
and Japan'’s Changing \/

Culture” discusses ' closing case
how business cuiture @ Panasonic and Japan’s Changing Culture

has changed over
the years in Japan.

See page 125 for the Established in 1920, the consumer electronics giant Pana-  to the existence of Confucian values in the workplace. At
H sonic was at the forefront of the rise of Japan to the status Panasonic, employees were taken care of by the company
rest of this feature. of major economic power during the 1970s and 1980s (be- from “cradle to the grave.” Panasonic provided them with a

fore 2009 Panasonic was known as Matsushita). Like many wide range of benefits including cheap housing, guaran-
other long-standing Japanese businesses, Panasonic was teed lifetime employment, seniority-based pay systems,
regarded as a bastion of traditional Japanese values based and generous retirement bonuses. In return, Panasonic ex-
on strong group identification, reciprocal obligations, and pected, and got, loyalty and hard work from its employees.
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Another tool that I have used to focus on managerial implications are Management
Focus boxes. There is at least one Management Focus in most chapters. Like the
opening cases, the purpose of these boxes is to illustrate the relevance of chapter material
for the practice of international business.

Management FOCUS

DMG-Shanghai

In 1993, New Yorker Dan Mintz moved to China as a free-
lance film director with no contacts, no advertising experi-
ence, and no Mandarin. By 2006, the company he had
founded in China, DMG, had emerged as one of China’s
fastest-growing advertising agencies with a client list that
included Budweiser, Unilever, Sony, Nabisco, Audi, Volk-
swagen, China Mobile, and dozens of other Chinese
brands. Mintz attributes his success in part to what the
Chinese call guanxi.

In a society that lacks a strong rule-based legal tradition,
and thus legal ways of redressing wrongs such as viola-
tions of business agreements, guanxi is an important
mechanism for building long-term business relationships
and getting business done in China. There is a tacit ac-
knowledgment that if you have the right guanxi, legal rules
can be broken, or at least bent.

Mintz, who is now fluent in Mandarin, cultivated his
guanxiwang by going into business with two young Chi-
nese who had connections, Bing Wu and Peter Xiao. Bing
Wu, who works on the production side of the business,
was a former national gymnastics champion, which trans-
lates into prestige and access to business and govern-
ment officials. Peter Xiao comes from a military family
with major political connections. Together, these three
have been able to open doors that long-established West-
ern advertising agencies have not. They have done it in

large part by leveraging the contacts of Wu and Xiao, and
by backing up their connections with what the Chinese
call Shi li, the ability to do good work.

A case in point was DMG's campaign for Volkswagen,
which helped the German company to become ubiquitous
in China. The ads used traditional Chinese characters,
which had been banned by Chairman Mao during the cul-
tural revolution in favor of simplified versions. To get per-
mission to use the characters in film and print ads—a first
in modern China—the trio had to draw on high-level gov-
ernment contacts in Beijing. They won over officials by ar-
guing that the old characters should be thought of not as
“characters” but as art. Later, they shot TV spots for the ad
on Shanghai’s famous Bund, a congested boulevard that
runs along the waterfront of the old city. Drawing again on
government contacts, they were able to shut down the
Bund to make the shoot. Steven Spielberg had been able to
close only a portion of the street when he filmed Empire of
the Sun there in 1986. DMG has also filmed inside Beijing's
Forbidden City, even though it is against the law to do so.
Using his contacts, Mintz persuaded the government to lift
the law for 24 hours. As Mintz has noted, “We don’t stop
when we come across regulations. There are restrictions
everywhere you go. You have to know how get around
them and get things done.”

Sources: J. Bryan, “The Mintz Dynasty,” Fast Company, April 2006, pp. 56-62;
and M. Graser, “Featured Player,” Variety, October 18, 2004, p. 6.

Management Focus

Accessible and Interesting

The international business arena is fascinating and exciting, and I have tried to com-
municate my enthusiasm for it to the student. Learning is easier and better if the sub-
ject matter is communicated in an interesting, informative, and accessible manner.
One technique I have used to achieve this is weaving interesting anecdotes into
the narrative of the text, that is, stories that illustrate theory. The use of Another
Perspective boxes also serves to provide additional context for the chapter topics.

The Management
Focus in Chapter 3, for
example, looks at how
Dan Mintz, founder of
DMG in China, used
guanxi to create a
successful business.
See page 112 for the
rest of this focus.

Another Perspective

@ Another Perspective T

Doing Business Overseas

Going overseas for business? Be aware of cultural differ-
ences. For example, not all cultures regard time as Americans
do. In Germany or Switzerland, meetings start promptly, but
notin Saudi Arabia or Mexico, where meetings often begin
with lengthy socializing to establish rapport. Be careful
how you say things: Americans and Europeans tend to
speak plainly and in a straightforward manner, but the
Chinese, Japanese, Koreans, and some Latin Americans
are indirect and rely on body language and context to
make their point. And be careful what you say. Americans
describe business in financial terms; Swedes are more
likely to speak in terms of number of employees. A good rule
of thumb: Pay attention to cues and don’t assume that your
customs are observed everywhere. (“Cultural Differences,”
lowa State University Web site, http://www.celt.iastate.edu,
accessed March 25, 2010; and Bill Decker, “Important
Questions to Ask While Conducting Business,” Portfolio.
com, March 11, 2010, http://www.portfolio.com)

For example, this
Another Perspective
box in Chapter 3 gives
a helpful tip for doing
business overseas.
See page 95 for the
rest of the picture.
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Country Focus

In addition to the Management Focus feature, most chapters also have a Country
Focus box that provides background on the political, economic, social, or cultural as-
pects of countries grappling with an international business issue.

Chapter 2, for example,
discusses emerging
property rights in
China. See page 70 for
more details.

XX  Preface

Emerging Property Rights in China

A new property law took effect in China on October 1, 2007.
The law, the accumulation of 14 years of effort, granted ru-
ral and urban landholders far more secure property rights.
The law was a much-needed response to how much
China’s economy has changed over the past 30 years as it
transitions from a centrally planned system to a dynamic
market-based economy where two-thirds of economic
activity is in the hands of private enterprises.

Although all land in China still technically belongs to
the state—something of an ideological necessity in a
country where the government still claims to be guided
by Marxism—urban landholders have been granted 40- to
70-year leases to use the land, while rural farmers have
30-year leases. However, the lack of legal title to their land
meant that landholders were inevitably at the whim of the
state. Over the past few years, large-scale appropriation
of rural land for housing and factory construction has ren-
dered millions of farmers landless. Many were given little
or no compensation, and they drifted to the cities where
they are adding to a growing underclass. In both urban
and rural areas, property and land disputes had become a
leading cause of social unrest. According to government
sources, in 2006 there were about 23,000 “mass incidents”
of social unrest in China, many related to disputes over
property rights.

The new law, which was long in gestation due to a rear-
guard action fought by Communist Party activists who ob-
jected to it on ideological grounds, gives urban and rural
land users the right to automatic renewal of their leases
after the expiration of the 30- or 70-year terms. In addition,
the law requires that land users be fairly compensated if
the land is required for other purposes, and it gives indi-
viduals the same legal protection for their property as the
state. Taken together with a 2004 change in China’s consti-
tution, which stated that private property “was not to be
encroached upon,” the new law significantly strengthens
property rights in China.

Nevertheless, the law has its limitations; most notably it
still falls short of giving peasants marketable ownership
rights to the land they farm. If they could sell their land,
tens of millions of underemployed farmers might find more
productive work elsewhere. Those that stayed could ac-
quire bigger land holdings that could be used more effi-
ciently. Also, farmers might be able to use their land
holdings as security against which they could borrow
funds for investments to boost productivity.

Sources: “China’s Next Revolution—Property Rights in China,” The
Economist, March 10, 2007, p. 11; “Caught between the Right and Left,” The
Economist, March 10, 2007, pp. 25-27; and Z. Keliang and L. Ping, “Rural
Land Rights under the PRC Property Law,” China Law and Practice,
November 2007, pp. 10-15.

Ancillary Resources That Enliven the Text
and Make It Easier to Teach

For instructors, this text offers a number of materials to help keep students active and
engaged in the learning process. In addition to the International Business DVD, and
iGlobe resources, the Online Learning Center (www.mhhe.com/hill) is a one-stop
place for several key instructor aids. A password-protected portion of the book’s Web site
will be available to adopters of Global Business loday, and instructors can also view student
resources to make more effective supplementary assignments. The OLC includes:

¢ Instructor’s Manual. The Instructor’s Manual, prepared by Veronica Horton,

contains course outlines; chapter teaching resources, including chapter overviews
and outlines, teaching suggestions, chapter objectives, teaching suggestions for
opening cases, lecture outlines, answers to critical discussion questions, teaching
suggestions for the Closing Case, and two student activities (some with Internet
components); and expanded Video Notes with discussion questions for each video.
The answers to globalEDGE research tasks will also be included here.

Test Bank. The test bank contains approximately 100 true-false, multiple-choice,
and essay questions per chapter. The test bank questions are also categorized by
Bloom’s taxonomy levels of learning and how they meet various AACSB objectives.
EZ Test. A computerized version of the test bank is available, allowing the
instructor to generate random tests and to add his or her own questions.



* PowerPoint®. Re-created for this edition by Veronica Horton, the PowerPoint
program consists of one set of slides for every chapter, featuring original materials
not found in the text in addition to reproductions and illuminations of key text
figures, tables, and maps. Quiz questions to keep students on their toes during
classroom presentations are also included, along with instructor notes.
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