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Chapter 1

Introduction

Introduction


International business is a vital ingredient in strategic management and entrepreneurship. 
Managers, entrepreneurs, workers, for-profit and non-profit organizations, and governments all have a vested interest in understanding and shaping global business practices and trends. The debate today centers around whether the world is flat (all markets are interconnected) or round (there are more differences than commonalities).
Opening Case: Google’s Steep Learning Curve in China

Exercises

1. Can Google afford not to do business in China?

Answer: Student answers will vary. Today there are more than half a billion people with Internet access in China; in other words, a huge potential market that few companies can ignore. The Chinese market would actually be a significant addition to Google’s international business.

2. Which stakeholders were affected by Google managers’ decision to shut down its China operations? What trade-offs did Google make?

Answer: Student answers will vary. There are many stakeholders involved in Google’s country operations. In China, some important stakeholders who were affected by the decision to shut down the China operations were Internet users in the country, employees working in the China operations, Google’s global users who are in China, and people who have invested in the company’s stocks. Google has been impacted by both the loss of revenue and market share in China. If and when Google officially re-enters China, the firm will face a steep challenge in competing against China’s main search engine, Baidu. 
3. Should Google’s managers be surprised by the China predicament?

Answer: Student answers will vary. Google managers should not really be surprised by the China predicament because every country has different policies and regulations which guide business practices in the country. The Chinese government had initially allowed Google to enter the market on conditions of very hard censorship laws which were in conflict with the company’s core values. A conflict of this kind would have eventually led to larger issues in the future. Google is facing local rules and regulations in Europe as well, based on a combination of antitrust and privacy challenges. 
1. What Is International Business?
· Know the definition of international business.

· Comprehend how strategic management is related to international business.

· Understand how entrepreneurship is related to international business.

Section Outline


· International business relates to any situation where the production or distribution of goods or services crosses country borders.

· These exchanges/transfers include exchange of money for physical goods, international transfers of other resources, such as people, intellectual property, and contractual assets or liabilities.

· Entities involved include large multinational firms to small one-person export and import companies.

· The shift toward a more interdependent and integrated global economy is called Globalization.
· It creates greater opportunities for international business. 

· Strategic management is concerned with the development and implementation of good strategies and is mainly concerned with the determinants of firm performance.
· A strategy decides how an organization will achieve its performance objectives.

· One of the basic tools of strategy is a SWOT (strengths, weaknesses, opportunities, and threats) assessment.

· Strategic management helps in understanding how important international business factors are for a firm.

· Entrepreneurship is the recognition of opportunities (needs, wants, problems, and challenges) and the use or creation of resources for new, thoughtfully planned ventures.

· An entrepreneur is a person who engages in entrepreneurship.

· An entrepreneurial perspective helps in international business.

· Intrapreneurship is entrepreneurship that takes place in a business that is already in existence.

· An intrapreneur engages in risk and innovation to develop a new product in an existing business.
Key Takeaways

· International business encompasses a full range of cross-border exchanges of goods, services, or resources between two or more nations. These exchanges include goods, services, intellectual property etc.
· Strategic management is the body of knowledge that answers questions about the development and implementation of good strategies and is mainly concerned with the determinants of firm performance; it plays a significant role in factoring international business in a firm’s objectives.
· Entrepreneurship is the recognition of opportunities and the creation of resources to implement innovative ideas.
Exercises

1. What is international business?

Answer: International business encompasses a full range of cross-border exchanges of goods, services, or resources between two or more nations. These exchanges can go beyond the exchange of money for physical goods to include international transfers of other resources, such as people, intellectual property (e.g., patents, copyrights, brand trademarks, and data), and contractual assets or liabilities (e.g., the right to use some foreign asset, provide some future service to foreign customers, or execute a complex financial instrument).

2. Why is an understanding of strategy management in the context of international business? 

Answer: Strategic management is the body of knowledge that answers questions about the development and implementation of good strategies and is mainly concerned with the determinants of firm performance. Since strategic management is concerned with organizational performance—be that social, environmental, or economic—it aids in assessing how international business factors should be accounted for in the firm’s strategy.

3. Why is an understanding of entrepreneurship important in the context of international business? 

Answer: Student answers will vary. Entrepreneurship is defined as the recognition of opportunities (i.e., needs, wants, problems, and challenges) and the use or creation of resources to implement innovative ideas for new, thoughtfully planned ventures. International businesses have an opportunity to create positive social, environmental, and economic values across borders and an entrepreneurial perspective serves well in this regard.

2. Who is Interested in International Business? 

· Know who has an interest in international business.

· Understand what a stakeholder is and why stakeholder analysis might be important in the study of international business.

· Recognize that an organization’s stakeholders include more than its suppliers and customers.

Section Outline


· Any individual or organization whose interests may be affected as the result of what another individual or organization does is called a stakeholder.
· Stakeholders include the employees, investors, customers, the government, associations, and trade groups.

· Stakeholder analysis is a technique to identify and assess the importance of key people or institutions that influence the success of a project, or business.

· Many individuals and organizations have an interest in international business if it affects them in any way.

· Multinational firms that do business across the globe need to know how their projects affect people in various places.

· Events in one country may affect many projects in other countries if they are interconnected. 
Key Takeaways

· Beyond yourself, as an international business student and future international business person, you can identify the people and organizations that might have an interest in international business if their interests are affected now or in the future by it. Such international business stakeholders include employees, managers, businesses, governments, and nongovernmental organizations.

· Stakeholder analysis is a technique used to identify and assess the importance of key people, groups of people, or institutions that may significantly influence the success (or failure) of an activity, project, or business.
Exercises

1. What is a stakeholder?

Answer: A stakeholder is any individual or organization whose interests may be affected as the result of what another individual or organization does. These include employees, investors, associations, trade groups, government, among others.

2. Why is stakeholder analysis important in international business?

Answer: Stakeholder analysis is a technique to identify and assess the importance of key people or institutions that influence the success of a project, or business. Therefore, many individuals or organizations will have an interest in international business if it affects them in some way—positively or negatively. Managers need to understand international business because they do business in many countries outside their home country.
3. What Forms Do International Businesses Take?

· Know the possible forms that international business can take.

· Know the differences between exporting, importing and foreign direct investment.

· See how governments and nongovernmental organizations can be international businesses.

Section Outline


· A business implies any person or organization engaged in commerce with the aim of achieving a profit.

· International business can vary considerably, from importing to exporting to having significant operations outside its home country.

· An importer sells products and services that are sourced from other countries.

· An exporter sells products and services in foreign countries that are sourced from the home country.

· Foreign direct investment means investment of foreign assets into domestic structures, equipment, and organizations.
· When a firm makes choices about foreign operations, it looks at location advantages – those advantages due to choice of foreign markets and can include better access to raw materials, less costly labor, key suppliers, key customers, energy, and natural resources.
· Governmental bodies also take on different international forms. The government is simply the organization, or agency, through which a political unit exercises its authority, controls and administers public policy, and directs and controls the actions of its members or subjects.

· Most governments maintain embassies and consulates in other countries.

· They also participate in international treaties related to political and economic matters.

· Supraorganizations like the UN and WTO are practically separate governments by themselves.

· National nongovernmental organizations (NGOs) include any non-profit, voluntary citizens’ groups that are organized on a local, national, or international level.

· Globalization actually fostered the development of NGOs because many problems couldn’t be solved within a single nation.

· NGOs were formed to emphasize humanitarian issues, developmental aid, and sustainable development.
Key Takeaways

· International businesses take on a variety of forms. Importers sell goods and services obtained from other countries, while exporters sell goods and services from their home country abroad.

· Firms can also make choices about the extent and structure of their foreign direct investments, from simply an array of satellite sales offices to integrated production, sales, and distribution centers in foreign countries.

· Government and nongovernmental organizations also comprise international business.
Exercises 

1. What is the difference between an exporter and an importer?

Answer: Student answers will vary. An importer sells products and services sourced from another country. An exporter sells products and services sourced from the home country.

2. What is a location advantage?

Answer: Student answers will vary. A location advantage is an advantage due to choice of foreign markets and can include better access to raw materials, less costly labor, key suppliers, key customers, energy, and natural resources. A company trying to set up facilities overseas looks at location advantages.
3. How does a government engage in international business?

Answer: Student answers will vary. The government is simply the organization, or agency, through which a political unit exercises its authority, controls and administers public policy, and directs and controls the actions of its members or subjects. Most national governments, for instance, maintain embassies and consulates in foreign countries. National governments provide oversight of institutions and activities that promote, manage or international trade, including for example treaties related to trade. 
4. The Globalization Debate

· Understand the flattening world perspective in the globalization debate.

· Understand the multidomestic perspective in the globalization debate.

· Know the dimensions of the CAGE analytical framework.

Section Outline


· Globalization refers to the shift toward a more interdependent and integrated global economy which is fueled by: 
· Declining trade and investment barriers 

· New technologies

· The globalization debate surrounds whether and how fast markets are actually merging together. There are two conflicting views to it.

· The flat-world view is largely credited to Thomas Friedman and his 2005 best seller, The World Is Flat. It believes the world to be a level playing field in terms of commerce, where all competitors have an equal opportunity.
· According to Friedman “Globalization 1.0,” the first level, started with Columbus’s discovery of the New World and ran from 1492 to about 1800.
· “Globalization 2.0” from 1800–2000 was shaped by emergence of powerful multinational firms.
· “Globalization 3.0” began around 2000 and has been dominated by global electronic interconnectivity.
· The multidomestic view, on the other hand, views world’s markets as being more different than similar, such that the playing field differs in respective markets.

· Friedman identifies ten major events in recent times that helped reshape the modern world and make it flat:

· 11/9/89: When the walls came down and the windows went up.

· 8/9/95: When Netscape went public.

· Work-flow software: Let’s do lunch. Have your application talk to my application.

· Open-sourcing: Self-organizing, collaborative communities.

· Outsourcing: Y2K.

· Offshoring: Running with gazelles, eating with lions.

· Supply-chaining: Eating sushi in Arkansas.

· Insourcing: What the guys in funny brown shorts are really doing.

· Informing: Google, Yahoo!, MSN Web Search.

· The steroids: Digital, mobile, personal, and virtual.
· Increased global collaboration by talented people without regard to geographic boundaries, language, or time zones created opportunity for billions of people.

· Corporate nationality is also blurring creating critical issues of job losses versus benefits of globalization.
· Professor Pankaj Ghemawat uses a CAGE framework to identify the four factors in this view:
· Culture: Cultural differences count for substantial differences in consumer tastes and preferences.
· Administration: Bilateral trade flows show that administratively similar countries trade much more with each other.
· Geography: Markets are affected and separated by geographical distance

· Economics: Many differences between countries occur due to size, nature of demand, distribution, etc.

· Each of these CAGE dimensions shares the common notion of distance.
Key Takeaways

· The globalization debate pits the opinions of Thomas Friedman against those of Pankaj Ghemawat. Their differing views help you better understand the context of international business. Through exposure to Friedman’s ideas, you gain a better perspective on the forces, or “flatteners,” that are making cross-border business more prominent.

· Ghemawat portrays a world that is “semiglobalized” and “multidomestic,” where global strategy begins with noticing national differences.

· Ghemawat’s CAGE framework covers four factors—culture, administration, geography, and economics.
Exercises 

1. What are the basic tenets of the flat-world perspective?

Answer: Student answers will vary. The flat-world view is largely credited to Thomas Friedman and his 2005 best seller, The World Is Flat. It believes the world to be a level playing field with equal opportunities for trade and commerce. According to Friedman, globalization is a phenomenon that has gone on for centuries, identified by the following:
a. “Globalization 1.0,” the first level, starting with Columbus’ discovery of the Americas till the 1800s.
b. “Globalization 2.0,” the second phase, from 1800–2000 was shaped by emergence of powerful multinational firms.
c. “Globalization 3.0” began around 2000 and has been dominated by global electronic interconnectivity.
2. Why does Ghemawat disagree with the flat-world perspective?

Answer: International business professor Pankaj Ghemawat takes strong issue with the view that the world is flat and instead espouses a world he characterizes as semiglobalized and multidomestic. According to him, the differences and distances caused by culture, administration, geography and economics create markets that quite different from each other and much less-integrated than we would like to believe.

3. What are the four components of the CAGE analytic framework?

Answer: The CAGE analysis is used by Professor Pankaj Ghemawat to expose the view that the world is multidomestic when it comes to globalization. Its components are:

a. Culture: Cultural differences count for substantial differences in consumer tastes and preferences.

b. Administration: Bilateral trade shows that countries trade with countries similar to them.

c. Geography: Markets are affected and separated by geographical distance

d. Economics: Many differences between countries occur due to size, nature of demand, distribution, etc.

5. Ethics and International Business

· Learn about the field of ethics.

· Gain a general understanding of business ethics.

· See why business ethics might be more challenging in international settings.

Section Outline


· The relationship between ethics and international business is a deep and natural one.

· Ethics is a branch of philosophy that seeks virtue and morality, addressing questions about “right” and “wrong” behaviour for people in a variety of settings; the standards of behavior that tell how human beings ought to act.

· Business ethics is a branch of ethics that examines various kinds of business activities and asks, “Is this business conduct ethically right or wrong?”
· Markkula Center for Applied Ethics at Santa Clara University summarizes ethical questions in business within the following framework:
· Is it an ethical issue? 
· Get the facts.
· Evaluate alternative actions.
· Test your decision.
· Just do it—but what did you learn?
· There are different ethical approaches that one can follow which help in making ethical decisions.
· Utilitarian approach. Which action results in the most good and least harm?

· Rights-based approach. Which action respects the rights of everyone involved?

· Fairness or justice approach. Which action treats people fairly?

· Common good approach. Which action contributes most to the quality of life of the people affected?

· Virtue approach. Which action embodies the character strengths you value?
· Two of the biggest challenges in identifying ethical standards relate questions about:
· What the standards should be
· How we apply those standards
· Experts have reached some kind of an agreement on what ethics are not:
· Feelings
· Religion
· Law
· Accepted norms
· Science
Key Takeaways

· The subject of ethics is important in almost any context—be it medicine, science, law, or business. You earned a framework for ethical decision making as well as some opinions on what ethics is not.

· Many would argue that international business ethics can have a strong foundation in national culture. Some argue that ethics shouldn’t follow culturally accepted norms. However, business managers should have a good understanding of which norms their ethical standards are based on and why and how they believe they should apply in other national contexts.
Exercises

1. To what does the term business ethics refer?

Answer: Ethics is a branch of philosophy that seeks virtue and morality, addressing questions about “right” and “wrong” behaviour for people in a variety of settings; the standards of behavior that tell how human beings ought to act.

Business ethics is a branch of ethics that examines various kinds of business activities and asks, “Is this business conduct ethically right or wrong?”

2. What are the five steps in the ethical decision-making framework?

Answer: The five steps in the ethical decision-making framework are the following:

a. Is it an ethical issue? 

b. Get the facts.
c. Evaluate alternative actions.
d. Test your decision.
e. Implement the decision and learn from it.
3. What five areas have experts agreed are not ethics?

Answer: Student answers will vary. The five areas that experts agree are not ethics are the following:
a. Feelings

b. Religion

c. Laws

d. Accepted norms

e. Science
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