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The ninth edition of International Business



Global politics, economics and business continues to evolve, at times rapidly and radically as new threats and opportunities appear and disappear. There is a growing need for responsiveness and agility for organisations, firms and individuals trying to navigate international business environments and this book continues to change with the times. Once again, the co-authors have completely updated all of the chapters, data, tables, graphics, references and case studies and inserted new examples and illustrations to keep pace with the changing times. At the same time, we have shortened the book by integrating two original chapters on international finance into one (Chapter 7) and condensing the final regional section, removing the stand-alone chapter on Japan. This gives us 18 thoroughly updated chapters in total and an entirely new Chapter 13 on corporate ethics and corporate social responsibility (CSR) in-step with real-world changes to corporate governance and a stakeholder orientation amongst multinational enterprises (MNEs). 


The Introduction below outlines a number of guiding frameworks to help the reader navigate, providing an overview of our approach and the structure of the book as well as the standard sections of each chapter. Figure 3 provides an outline, linked to a description of how the book is organised. Chapters 1–3 provide an overview of the field, with boxed illustrations of key concepts and frameworks. All of the chapters, except for Chapter 1, contain five full case studies each, all revised and updated in this edition, alongside a series of new case studies. There is an opening ‘Active Learning Case’ with questions which we answer through the chapter, to embed relevant lessons. This is followed by two ‘International Business Strategy in Action cases and two ‘Real Cases’ at the end of each chapter. 


Overall, we have 85 case studies, with a large number of completely new ones in this edition of the book. These include an analyses of the growing trade opportunities in Africa, the impact of sanctions on Russia since the Ukraine war began, a case on Uber’s disruptive global expansion, worldwide tax havens, the resilience of Toyota’s production system, Netflix in Mexico, and innovation at Samsung. Some of the more interesting and unusual new case studies include one on the rise and fall of football boots made out of kangaroo leather (Nike) and a great new case about a ‘robot in the kitchen’ created by a start-up firm in Shenzhen called BOTINKIT Co.! 
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	The 2018 retail crisis catches up with Marks & Spencer

	UK

	Revised

	 




	 

	■ Real Case

	Bang & Olufsen

	EU: Denmark/US

	Revised

	 




	 

	■ Real Case

	Mirum – never lose your sense of wonder!

	US

	Revised

	 




	 

	■ Active Learning Case

	Siemens – overcoming a global scandal

	EU: Germany / Global

	New

	 




	Chapter 13

	■ International Business Strategy in Action

	Primark: putting global stakeholders first

	UK / EU / Asia

	New

	 




	 

	■ International Business Strategy in Action

	Zara’s Sustainability Strategy 

	Spain / EU / Global

	New

	 




	 

	■ Real Case

	The glass ceiling

	Global

	Revised

	 




	 

	■ Real Case

	Patagonia: Don’t buy this jacket!

	US / Global

	New

	 




	 

	■ Active Learning Case

	Nestlé in Nigeria

	Emerging Economies: Nigeria

	Revised

	 




	Chapter 14 Political Risk and Negotiation Strategy

	■ International Business Strategy in Action

	From riches to rags: the decline of the Venezuelan oil industry

	Venezuela

	Revised

	 




	 

	■ International Business Strategy in Action

	Intel effect

	Emerging Economies: Costa Rica

	Revised

	 




	 

	■ Real Case

	Huawei accused of spying

	China / US / Global

	Revised

	 




	 

	■ Real Case

	The Rise of Home-Grown Sports Brands in China

	China

	Revised

	 




	 

	■ Active Learning Case

	UK vs Europe creates problems for Jaguar Land Rover

	UK and Europe

	New

	 




	Chapter 15 European Union

	■ International Business Strategy in Action

	VW diesel dispute

	US/EU

	Revised

	 




	 

	■ International Business Strategy in Action

	The Global Semiconductor Shortage: Implications for the EU

	EU / Global

	New

	 




	 

	■ Real Case

	Accor budget hotels

	EU: France

	Revised

	 




	 

	■ Real Case

	Carrefour

	EU: France

	Revised

	 




	 

	■ Active Learning Case

	FTA, NAFTA and USMCA

	US / Mexico and Canada

	Revised

	 




	Chapter 16 North America

	■ International Business Strategy in Action

	Air Canada’s bid for consolidation

	Canada

	Revised

	 




	 

	■ International Business Strategy in Action

	Mexico’s ‘tomato suspension agreement’

	Mexico and US

	New

	 




	 

	■ Real Case

	Netflix Expanding in Mexico

	Mexico / US / Global

	New

	 




	 

	■ Real Case

	GlaxoSmithKline in the United States

	UK / US

	Revised

	 




	 

	■ Active Learning Case

	Acer Taiwan goes international

	Emerging Economies: Taiwan

	Revised

	 




	Chapter 17 Emerging Economies

	■ International Business Strategy in Action

	From Oserian to Tesco: the Kenyan cut flower industry

	Emerging Economies: Kenya

	Revised

	 




	 

	■ International Business Strategy in Action

	Samsung’s In-House Innovation

	Emerging Economies: S. Korea

	New

	 




	 

	■ Real Case

	India’s Banking Industry

	Emerging Economies: India

	New

	 




	 

	■ Real Case

	Bumrungrad International in Thailand

	Emerging Economies: Thailand

	Revised

	 




	 

	■ Active Learning Case

	Oxford Instruments in China

	UK /China

	Revised

	 




	Chapter 18 China

	■ International Business Strategy in Action

	Airbus secures a deal with China

	China / EU: France

	Revised

	 




	 

	■ International Business Strategy in Action

	Alibaba steps up to global competition

	China

	Revised

	 




	 

	■ Real Case

	China’s One Belt One Road

	China / Emerging Economies

	Revised

	 




	 

	■ Real Case

	China – Taking Over the Global Automotive Industry?

	China / Global

	New
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          FRAMEWORKS FOR THIS BOOK






 
Our Approach to the Study of International Business


Figure 1 sets the scene for this entire book. Our approach to understanding international business focuses on the interrelationships between the firm and its environment, at several connected levels. Multinational enterprises (MNEs) are firms (small and large) that have expanded to source inputs or sell outputs internationally. They are at the centre of our framework.



          
          
                Figure 1
                The multiple, interacting levels and lenses of international business studies
              

            
          
              
                        [image: An illustration shows the multiple, interacting levels and lenses of international business studies.] 
              

          

          

          
                          The illustration shows the four concentric boxes. The innermost box is labelled managers, decision-makers, and employees. Moving outward, the second innermost box is labelled internal firm's environment. The third innermost box is labelled external industry environment. Finally, the outermost box is labelled external macro environment. The text within the boxes reads as follows: Internal firm environment: F S As: Tangible assets (property, technologies, brands, finances), intangible (people, capabilities, knowledge), organisation (culture, processes, coordination systems). External industry environment: Customers and markets, suppliers, joint venture and alliance partners, competitors, industry-specific institutions and regulations.  External macro environment: C S As: Regional, national, and global factors; natural endowments; labour, knowledge and expertise; science and technology infrastructure; culture, values and ethics. A text in the outermost box reads institutions (financial, regulatory, government).       
    
          

        

International managers in MNEs make decisions based on their understanding of this environment and the (tangible and intangible) assets, resources and capabilities they can coordinate internally to help their firms succeed. In this evolutionary sense, managers and their firms need to adapt in response to an ever-changing competitive environment in order to survive. There are opportunities to create alliances with partner firms, or benefit from new technologies, improve productivity, innovate, and develop new products and services to attract more customers. But there are also threats from competitors that can exploit these same opportunities faster or more effectively.


Overall, we look at how well ‘firm-specific’ assets (FSAs), resources and capabilities are aligned with the host country environments (country-specific assets, or CSAs) in which MNEs operate. The ‘dynamic capability’ of firms depends on the ability of decision-makers to maintain this alignment in a changing world, evolving FSAs to exploit external opportunities and cope with new threats. We make a distinction between the external industry environment and the external macro environment. The former is comprised of the specific threats and opportunities influencing the behaviour of firms that collaborate or compete directly with each other in a particular industry sector (automotive manufacturing, insurance services, container shipping, etc.). The latter represents the broader, global context comprised of a complex range of different country markets, institutions and cultures around the world. Country markets present opportunities (or ‘location advantages’) such as access to inputs like lower-cost labour, cheaper resources, new technology or expertise, or access to new customers. But this access may be constrained by local competitors, institutions, and regulations or different ways of doing business. One core aim of international business studies is to better understand these differences and how MNE decision-makers can cope with them.
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At the macro environment level, it is important to understand how the interrelationships and interdependencies between countries are changing over time. The opening up of emerging markets, the growing dependence on China as a market and a source of manufacturing products, and the shifting nature of regional blocs (such as the EU) are the kinds of key changes that have implications for whole industries, each MNE, and individual decision-makers. Trade and FDI data help map these macro-level changes. As places (countries, regions, cities) compete to be net exporters and net recipients of inward investment, these empirical data show who are the winners and losers.


At the industry environment level, global value chains, buyer–supplier relationships, joint ventures, and alliances between co-dependent firms that specialise in different products and services all connect competing locations. MNEs derive competitive advantage by linking different places via these kinds of mechanisms. They leverage the benefits that come, for example, from buying or making products in one place (where cheap labour and other location advantages exist) and selling them in another, where disposable income and prices are high. They also benefit by integrating the knowledge and capabilities that exist in different locations to add value to products and services sold in other locations. All firms are brokers, but by definition MNEs are brokers that trade globally.


A full insight into the shifting complexities of international business requires a combination of theories, frameworks, concepts, tools and examples from across the social sciences, including economics, political science, sociology and human geography. Each of these disciplines explains a different set of factors operating at each of our levels of analysis, micro to macro. They also bring different ‘tool kits’ to answer our questions. Put them together and we have more powerful and convincing explanations of how the world works. So, our approach is explicitly multidisciplinary.


PRACTICAL THEORY


Kurt Lewin (one of the founders of social psychology) famously said, ‘There is nothing so practical as good theory.’ Good theory is useful as well as being evidence-based and broadly applicable to different contexts. Good theory, alongside key frameworks and concepts which simplify and explain the way the world works, can guide effective decision making by turning information into knowledge and knowledge into real-world wisdom.


This book takes a number of different perspectives to improve our understanding of international business. We take on the role of objective observers, compiling data and evidence to map trends and make predictions. Data on trade, foreign direct investment, global mergers and acquisitions (M&As), regulatory changes, the largest MNEs, and the fastest-growing SMEs (small and medium-sized enterprises) all help us understand what is going on in the world.


We also take on the role of decision-makers, putting ourselves in the shoes of government policy developers and (more often) practicing managers. A key question that runs through the book is: what are the main challenges facing an MNE manager, trying to enter new country markets and coping with very different country contexts?


Figure 2 outlines a series of decision stages for managers involved in the process of international expansion. The why, what, where and hows (and really, how?) of internationalisation are mapped on to some of the core concepts and frameworks featured in the book. Decision-makers have a wide range of strategic choices, which they make in the face of ever-changing opportunities and threats. The success of a firm, in fact its very survival, depends on its decision-makers making more right decisions than wrong ones. Firm sales revenues, profits and other measures of performance allow us to judge whether the right decisions have been made, both over time (looking at data trends over the years) and relative to competitors (comparative benchmarking). The list in the right-hand column shows some of the main analytical concepts and frameworks we use to address the key questions for decision-makers that are guiding the international expansion of their firms.
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One of the measures we use is the ‘Transnational Index’ or TNI. This indicates how multinational a firm is by adding up three ratios: foreign sales as a percentage of total sales, foreign assets as a percentage of total assets, and foreign employment as a percentage of total employment. A low TNI (below 20 per cent) shows that a firm is domestic market-oriented and not very multinational. Researchers have explored the relationship between multinationality and performance and found that there is no simple correlation. 


Both quantitative and qualitative approaches are necessary to get more complete explanations of the internationalisation journey. Each of the chapters in our book (with the exception of Chapter 1) features five case studies of different kinds and these provide real-world stories about how specific firms (or, in some cases, industries or countries) have coped with particular international business challenges.


But our interest in this book goes beyond an understanding of what makes managers and firms successful – whether success is measured in profitability, providing employment, or just expanding in scale and becoming more powerful. We are interested in how MNEs and their activities affect the ‘rest of us’. In responding to external change MNEs have a significant impact on our world. They provide most of our products and services and employ millions of people. How they do this and where they do this affects not just international trade and investment, but local communities, our shared environment, and most people’s employment opportunities. One of our key aims is to help you, the reader, to critically appraise the effects of their actions. In what ways are they a positive or a negative force in our world? A substantial part of the book also discusses how government policies and the activities of non-government organisations (NGOs) influence the behaviour of MNEs.



          
          
                Figure 2
                The internationalisation roadmap: decision stages for global expansion
              

            
          
              
                        [image: A figure shows the internationalisation roadmap: decision stages for global expansion] 
              

          

          

          
                          The figure illustrates a sequence of five text boxes, each connecting to the next with a downward arrow. On the left side, the text boxes are labelled M N E decision-maker, and on the right, they are labelled international business studies. Each text box provides questions and information for MNE decision-makers and international business studies: Text box 1: M N E decision-maker: Why internationalise? What is your motivation? International business studies: SWOT and PEST; Dunning’s eclectic paradigm; home market ‘push’ / foreign market ‘pull’; relative T N I; factor prices and exchange rates Text box 2: M N E decision-maker: What advantages do you have relative to foreign competitors? International business studies: F S As; R B V and V R I O; value-chain analysis; dynamic capabilities; innovation capacity. Text box 3: M N E decision-maker: Where should you go? Which country markets offer the best opportunities? International business studies: C S As; single or double diamond; Weighted Country Risk Assessment Model; 5-forces model; market or resource seeking; international market assessment. Text box 4: M N E decision-maker: How will you enter the market? Alliance, joint venture, M and A? International business studies: Uppsala model; internalisation theory; F D I; equity and nonequity modes; M N E structures. Text box 5: M N E decision-maker: How will you adapt to local conditions, suppliers, customers, institutions, laws? International business studies: Integration-responsiveness; cultural adaptation; process, product, service (promotion, pricing, place) and organisation customisation. The entries under M N E decision-maker and international business studies are enclosed in a rounded rectangle. The labels in the middle of each text box provide a concise summary of the key focus for MNE decision-makers and international business studies at each stage. From top to bottom, the labels are as follows: Text box 1: Why? (Drivers); Text box 2: What? (Strategy); Text box 3: Where? (Geography); Text box 4: How? (Method); Really, How? (Adaption).      
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So, our textbook uses multidisciplinary approaches, quantitative and qualitative methods, empirical data and real-world case studies to examine and understand the motivations, actions and effects of multinational firms, large and small, at multiple levels of analysis. In the final introductory section, we provide an overview of how all of this material is structured through the book.


THE STRUCTURE OF THIS BOOK


Chapter 1 is slightly different in structure from the other 17 chapters in this book as it introduces the field of international business and contains no case studies. Each of the remaining chapters opens with a set of contents and key objectives and an ‘Active Learning Case’, with learning checks throughout the chapter which ask (and answer) a series of questions relating the issues covered in the text to this opening case study. Two ‘International Business Strategy in Action’ case studies and two ‘Real Cases’ also feature, the latter coming at the end of each chapter. Key learning points and key terms as well as review and discussion questions also appear at the end of each chapter alongside a bibliography presenting references and further reading.


Figure 3 shows how the book is structured to cover the different aspects of international business across the levels of analysis outlined in Figure 1. There are five major parts. Part One contains the introduction and Chapters 2 and 3. We introduce some key frameworks and explore why and how firms become MNEs. Part Two covers the macro environment and discusses how political, cultural, and institutional contexts vary by region and require MNEs to adapt. Financial transactions and institutions and trade are given particular attention. This part looks at how places vary and how they interact, compete, and develop particular interdependencies.


Part Three shifts the emphasis toward the MNE and the decision-maker to examine how different international business strategies are appropriate in different global contexts. The interplay between strategy (Chapter 8) and structure (or ‘organising strategy’; Chapter 9) is a central theme. As Alfred Chandler observed, these evolve in tandem. A firm’s structure and organisation enable some strategic options and limit or exclude others. So MNE structure shapes strategy. Strategic choices in turn require structural changes as the firm must reorganise its divisions, resources, and people to implement new initiatives, like entering a new overseas market. So, strategy shapes structure. Chapter 10 focuses on the diamond models of advantage and the integration-responsiveness framework.


Part Four takes a more detailed look at some specific functions within MNEs: production, marketing, HRM (human resource management) and finance. These are specialist areas of business and management studies in their own right, and we focus on the international dimensions of these functions and the ways in which they can facilitate effective international strategies. Chapter 13 is new to this edition and covers corporate social responsibility and ethics, which should be embedded in strategic decision making. Chapter 14 presents the ‘Weighted Country Risk Assessment Model’ as a framework for guiding the ‘where’ and ‘how’ decision steps outlined in Figure 2. It allows decision-makers to compare country markets and different modes of market entry as a precursor to investment.


Finally, Part Five presents four regional (macro) environments, the EU, North America, Emerging Economics and China, and discusses some specific international business strategies for ‘coping’ with them. We provide an overview of the political, socio-cultural, economic and institutional characteristics of these key countries and regions, alongside case studies of both foreign MNEs and local firms. MNEs are distinctive because they have successfully leveraged their FSAs to establish themselves in these markets, learning about the differences and adapting accordingly. Local firms have evolved and stayed in these environments and reflect particular strengths, weaknesses, and characteristics that will underpin their ability (or inability) to eventually expand internationally and become MNEs.
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                Figure 3
                The structure of this book
              

            
          
              
                        [image: A figure shows the structure of the book 'Collinson'.] 
              

          

          

          
                          The book's structure is presented in a tabular format with five tables, each leading to the next through a downward arrow. Each table has two rows, the first indicating the title, and the second listing the chapters or topics covered. The entries in the table are as follows: Table 1:  Row 1: Title: Part one: The world of international business. Row 2: An introduction to internal business (1), general frameworks in internal business (2), multinational enterprise, innovation and competitiveness. Table 2: Row 1: Title: Part two: The environment of international business. Row 2: International policy (4), international culture (5), international trade (6), international financial markets and institutions (7). Table 3: Row 1: Title: Part three: International business strategies. Row 2: Multinational strategy (8), organising strategy (9), corporate strategy and national competitiveness (10). Table 4:  Row 1: Title: Part four: Functional area strategies. Row 2: Production strategy (1), marketing strategy (2), human resource management strategy (13), political risk and negotiations strategy (14), international financial management (15). Table 5:  Row 1: Title: Part five: Regional strategies. Row 2: European Union (16), Japan (17), North America (18), Emerging Economies (19), China (20).      
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Part One


THE WORLD OF INTERNATIONAL BUSINESS










	Chapter 1 An Introduction to International Business


	Chapter 2 General Frameworks in International Business


	Chapter 3 Multinational Enterprises, Innovation and Competitiveness
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Chapter 1 


AN INTRODUCTION TO INTERNATIONAL BUSINESS








Objectives of the chapter






 

Contents



Introduction

What is international business?

Globalisation

Technology and innovation

Socio-political developments

What are institutions?

Multinational enterprises

Foreign direct investment

International business in the modern era

Outsourcing, offshoring and nearshoring






In this chapter we are going to define the boundaries of the field of international business in an introductory overview of the main themes of this book. We will examine trends in international business, keeping in mind how globalisation has evolved over the last century. We will examine some of the worldwide economic and political changes that are taking place and look at how globalisation (and its constituent elements) is altering the way international business is conducted.


We will then focus on innovation and technology and discuss how they lie at the core of greater interdependence, which is one of the defining features of globalisation. After this, we  look at social political developments and institutions, which effectively define how businesses conduct their operations. Understanding institutions, both formal and informal, is important for both firms and employees, so they can adjust their behaviours accordingly. We then discuss how supranational agreements try to harmonise some of these institutions, such as the World Trade Organization, which has led to the liberalising of markets between member states and has been used to solve disputes. The next section looks at multinational enterprises (MNEs), which are at the core of spreading globalisation, and we examine their controlling investments abroad, otherwise known as foreign direct investment, which will be a key feature throughout this book. We also trace the rise of MNEs to the present day. MNEs are not the only important actor in international business; so are small and medium-sized enterprises (SMEs), which will also be examined in this chapter. Finally, we discuss global value chains and networks, and show how products are assembled through firms that are based in several countries.
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The specific objectives of this chapter are to:



	
Define the boundaries of the field of international business in an introductory overview of the main themes of this book.


	
Examine how worldwide economic and political changes have driven globalisation and shape the way international business is conducted.


	
Highlight innovation and technology as major factors underlying global economic growth and greater interdependence between firms and countries.


	
Introduce some of the main actors that feature throughout this book: multinational enterprises and small and medium-sized enterprises, which are at the core of spreading globalisation; value chains and networks, which connect firms globally; and institutions (national and global), which shape how these other actors evolve.
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INTRODUCTION


Chapter 1 provides an introduction to the field of international business (IB). We begin by drawing the boundaries of the field of IB, its main definitions and concepts, and then introduce the main activities and stakeholders in IB and discuss their roles and interrelations. We provide an overview of worldwide economic and political changes as a background to understanding the process of globalisation and its main driver, the multinational enterprise. The section concludes with a discussion of new developments in international business. Specifically, we discuss both the emergence of emerging economies and the growth of non-equity mechanisms, paying particular interest to the growth of global value chains.







        

      

    

              
                
                  
                  
                  

                

              


          
            
      
        
          
WHAT IS INTERNATIONAL BUSINESS?


The world of international business is a wonderful and exciting field of study. The ‘international’ in ‘international business’ is superfluous because globalisation has meant that all business is to some degree international. Today it is almost impossible to find a product or service that does not have an international aspect to its customer base, as well as at least one element of its supply chain. By supply chain, we refer to the inputs that come from other sources, including the raw materials, components and equipment used to produce, store and package the product or service – these form a ‘chain’ that starts from raw materials to a final product. 


Therefore, in this book we approach IB as a study of business. We define international business as the study of transactions taking place across national borders for the purpose of satisfying the needs of individuals and organisations. There are many forms of international business transactions. The ‘classical’ view of international business has been international trade, in the form of exporting and importing. Trade is about transactions between actors that are physically located in different places. These actors may be in the same country, but located in different cities, states or provinces, for instance. They may also be in different countries, in which case the activity is known as international trade. International trade continues to grow, and remains core to the world economy. According to the International Monetary Fund (IMF) the exports of goods and services in 2021 was worth US$27.6 trillion, an almost seven-fold increase from US$4 trillion in 1990. By definition, the total world exports will be equal to the total world imports, so it is axiomatic that exports have grown as fast as imports. In this book, when we refer to trade, we implicitly assume that this refers to international trade. Trade is not new, as human beings have been engaged in bartering goods since the dawn of civilisation. International trade is also not new – we know that early Egyptians, Assyrians, Indians and Chinese all systematically traded with each other. Indeed, as we shall discuss later, trade has long been the driving force of economic growth and has been a driving force for globalisation.


Since the beginning of the twentieth century, the key change from the previous millennia has been the growth of the international firm, with operations and activities that are directly (and actively) controlled in overseas locations. Such overseas operations are known as affiliates or subsidiaries. These international firms are known as multinational enterprises (MNEs), and although the casual observer may think of them as large behemoths like Google, Huawei, IBM, Hon Hai, Reliance, Tata, Dangote, etc., a majority of MNEs are small and medium-sized (e.g., Acro Aircraft Seating, SafeGuard World International and Mind Gym). While you may not have heard of these companies, smaller firms are important partners and suppliers to their larger, more famous counterparts. For example, Acro Aircraft Seating has designed, certified, manufactured and installed over 80,000 seats for aircraft manufacturers such as Boeing, Airbus, Saab, and ATR aircraft.1 Moreover, small and medium-sized firms also dominate the landscape of almost every country. For instance, firms with fewer than 200 employees accounted for 98 per cent of all firms in Taiwan in 2017 and employed 80 per cent of the workforce!2
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International firms are responsible for about one-third of global trade, much of which moves between affiliates: that is, these goods and services are being exchanged across borders but within the same MNE. Large MNEs – through various linkages – have considerable influence on other non-affiliated firms as well, because they depend upon a vast array of other firms to supply them with various inputs, intermediate goods and supplies. Smaller firms are dependent upon a variety of larger MNEs as customers. Indeed, the total effect – which is hard to estimate accurately – is that possibly half of the global economic activity is in one way or another dependent upon international business and MNEs of all sizes.


The principles of trade are well known, having been a subject of study at least since the 1700s, and the principles and processes by which trade is undertaken are very unambiguous. Chapter 6 deals with international trade in considerable detail. Our interest in this opening chapter is to place the global economy and international business into context, and the novelty here is the role of the international firm, and how it undertakes international business.


The reader will have noted that we have not used the term ‘global firm’, but instead we refer to ‘international firms’ or ‘multinational enterprises’. There are few firms that are truly global, and it is a common error to use the word ‘global’ as a synonym for ‘international’. This error lies in the failure to understand globalisation, and therefore we begin this chapter by clearly defining globalisation. We will then go on to explain how the MNE and international business have evolved, and how the intertwining of so many disparate factors has created the complex tapestry that is today’s global economy.
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          M. Strong, ‘Developed countries admire role of SMEs in Taiwan: Tsai’, Taiwan News (2017), https://www.taiwannews.com.tw/en/news/3323721






        

      

    



                  

                

              


          
            
      
        
          
GLOBALISATION


There is little doubt that we live in a world defined by globalisation. Globalisation, however, remains a vague concept, used by different people in different ways. It is also a divisive subject because many of the social, political and economic problems in the world today are attributed to the negative effects of globalisation, while others regard it as a force for positive change. In this book we do not seek to take sides in the debate about the pros and cons of globalisation, or to engage in a discussion of ‘making globalisation good’. Globalisation is simply a fact of the twenty-first century, and it is an ongoing process, rather than an event. In this book, we focus on economic globalisation. We define economic globalisation as the growing interdependence of locations and economic actors across countries and regions.3


By referring to economic actors we are able to include very small actors (such as individual entrepreneurs), and very large ones (such as a nation-state, which itself consists of individuals), as well as firms of all sizes. We use the term ‘economic actor’ deliberately to include not only MNEs, but all formally and systematically organised entities (such as non-governmental organisations, clubs, associations, charities, governmental organisations, state-owned firms, hospitals, research centres and universities), each functioning (however imperfectly) as a clearly delineated single organisation for the generation of a specific set of outcomes or goals defined by their stakeholders. By including not only firms, but also non-governmental organizations, clubs, etc., we make the point that not all actors are concentrated on profits, and may be intentionally not-for-profit, but with some other social, non-monetary goal in mind. This may be the provision of jobs to the local community, reducing poverty amongst its members, or some other goal, and the employees of these actors seek to act as a single cohesive unit towards the achievement of this goal. The logic of how each economic actor interacts internally follows similar principles, and they are seen by other actors as a cohesive single unit, regardless of the nature of its intended goal, or its size. 







        

      

    


      
        
          
The outcomes of globalisation


As summarised in Figure 1.1, globalisation has manifested itself through certain very clear outcomes. Most obviously for the study of IB, there has been a greater interdependence of locations (whether countries, regions or cities) and an interdependence of firms.
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                Figure 1.1
                The consequences of globalisation
              

            
          
              
                        [image: An illustration shows the consequences of globalisation.] 
              

          

          

          
                          The illustration shows two forward pointing arrows on the left and one forward pointing arrow on the middle right of the first two arrows. The first arrow on the top left reads: Increasing interdependence of locations: Line 1: Cross-border migration Line 2: Blending of cultures Line 3: More homogeneous consumption patterns Line 4: Global value chains connect local clusters Line 5: Standardisation of various kinds Line 6: Cooperation in supranational institutions. The second arrow on the bottom left reads: Increasing interdependence of firms: Line 1: More joint ventures, alliances and M and A Line 2: Growing cross-border competition for markets, resources and expertise Line 3: Shared agenda set by governance institutions. The third arrow on the middle right reads: Increasing interdependence of people across the globe.      
    
          

        

The interdependence of locations is an especially complex issue and is associated with the growth of the international firm. At the most basic level, the growth of trade has reduced distances, and the concurrent growth of MNEs has accentuated this trend. The borders of countries (and cities and regions) have become increasingly blurred because the economic actors located within that location also have operations in multiple other locations. At the country level, it affects the identity of the nation-state. On the one hand, countries remain sovereign and independent, while on the other hand, they are increasingly swayed by developments outside their borders. Currencies are floating, and their values are determined by the vagaries of currency traders the world over, and by political and economic developments, not just in neighbouring countries. Should a government decide to raise corporation taxes for companies located within its borders, this does not mean that there will be greater tax revenues. Higher tax rates in one country can motivate firms to relocate their operations to a lower-tax country. The declining sovereignty of countries reflects itself in the fact that home country governments can intervene directly to influence the investment decisions of their MNEs, and few countries can afford to make policy decisions without considering what other countries are doing. Government policies have to tread a thin line between responding to international developments and to domestic priorities. Countries in the EU cannot make laws that contravene EU laws; members of the World Trade Organization (WTO) must adhere to the rules of the WTO.


At the same time, this does not mean countries have no distinct identity: there are clearly defined characteristics and patterns that are history-dependent and idiosyncratic, such as areas of specialisation, technological competences, structure of markets, consumption patterns and culture. Although at a policy and international business level, most countries have less independence, at a sociological, cultural and political level they remain distinct. These differences continue to matter, and despite the rhetoric, there is little evidence that there is significant convergence at these levels. Nationalism is alive and well, as we have seen in the political and military posturing that many world leaders engage in over ‘their’ territory and property rights. 


The interdependence of firms has taken place through alliances, joint ventures and outsourcing activities and is a distinctive feature of globalisation. Collaboration by economic actors is happening in ever-greater numbers with every passing year. This is a phenomenon that has sparked the attention of managers, policy-makers and academics alike. Some believe that this phenomenon is the death knell of the traditional brick-and-mortar firm. While certain aspects of the economy have indeed shifted towards a virtual existence, for instance in the retail sector, behind AliExpress or Amazon are virtually tens of thousands of manufacturers whose factories are very much still ‘real’, as indeed are the logistics and distribution firms that must deliver goods physically. Likewise, although one can order a pizza online, most of the inputs for that pizza remain non-virtual, and rely on the traditional inputs of land and capital. In other words, farmers, cooks, delivery people, all remain essential, even if they are now in the background.  
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The rise of collaborative activity is not a new practice, and it is undeniable that there has clearly been a process of evolution whereby there is an increasing use of alliances explicitly for strategic purposes. Its novelty is not as an organisational form – economic units have collaborated for millennia. Intricate linkages between economic entities that create informal and formal networks to undertake value-added activities are the basis of civilization. Rapid Japanese industrial growth since the nineteenth century has been partly attributed to the cooperation between interlinked firms with limited equity cross-holdings within industrial groups referred to in the post-World War II era as keiretsu4 and in the pre-war era as zaibatsu. What is unique about today’s collaboration between firms is its widespread use by firms of all sizes and nationalities, and its use in a growing variety of activities such as R&D, manufacturing, sales, distribution and logistics. Furthermore, cooperative activity has a growing international element, and it is not just limited to related firms but is often undertaken with international competitors. Outsourcing is also not new, although the extent to which it is relied upon today is unprecedented. We will discuss this at length in later chapters. 


It is important to point out that just because it seems that globalisation is leading towards a convergence of consumption patterns and the global presence of certain firms, products and services, convergence does not imply uniformity. Just because consumer preferences have become similar, this does not mean they are the same. Markets are simultaneously local as well as global, and in some instances they may remain local. Coca-Cola is an example of a firm that advertises and sells the same product on a global basis. This seems to work most of the time for Coca-Cola, but global homogeneity in consumption patterns in the food and drinks industry is rarely achieved. A good example of this is the soft drinks market in Indonesia, which, despite Coca-Cola’s considerable marketing efforts, continues to be dominated by unsweetened and non-fizzy tea. A local firm, Sinar Sosro PT, continues to dominate this market, with a 70 per cent share in 2021. A similar example is the coffee market in Italy. Despite priding itself on its Italian inspiration, Starbucks only entered the Italian market in 2018 with its Starbucks Reserve Roastery in Milan. With operations in over 78 countries, it took Starbucks 47 years to target the local Italian market, which is highly distinct in terms of taste and preferences due to the ‘Italian coffee culture’. It has not really made much headway, except in tourist areas. 


Large companies like Nestlé and Unilever have carefully plotted a course that allows them to differentiate between those product lines that can be marketed and produced regionally, locally or globally (we will discuss the integration-responsiveness framework throughout this book, particularly in Chapters 8, 9 and 10). Other markets, such as banking services and mobile telephones, have shown considerable market convergence. Even in such sectors, there are limits to how far and how fast convergence has occurred. Despite HSBC’s huge investment in announcing itself as a ‘global’ bank operating under one brand since the 1990s, and with global technological platforms to allow seamless activity across borders, in 2022 HSBC faced pressures from their biggest shareholder, Ping An, to break up their world operations and focus on the Asian market only, this would mean divesting from a number of key markets, and return to being a regional, Asia-based player.5







        

      

    


      
        
          
Understanding interdependence in globalisation


There is a tendency to mistake internationalisation for globalisation, and the key to differentiating the two is the issue of interdependence. Interdependence is the essence of globalisation, and as usual, it is a continuum, with firms, individuals and countries demonstrating different degrees of interdependence. Understanding globalisation requires us to appreciate the increasing degree of interdependence between economic units, whether firms, individuals or countries.
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The term ‘interdependence’ has a very specific meaning. It refers to a mutual reliance between groups of actors, and the degree of this mutual reliance can vary considerably. Members of a musical quartet or band are typically deeply interconnected, with a high degree of interdependence and integration, because all are needed to perform together to create the music. This is why the sudden departure of a key player often endanger the very survival of the musical group. The decision of the United Kingdom to withdraw from the European Union in June 2016 (‘Brexit’) has been a painful exercise for the economies of both the EU and the UK. Almost 800 treaties had to be renegotiated between the UK and the EU, and the UK has still to decide which EU laws, institutions and regulations it needs to retain in its post-Brexit future. Indeed, the negotiations for the ‘divorce’ took until 31 January 2020, and the economic consequences of Brexit continue to be felt by businesses across the region, and beyond. 


What determines interdependence?


The key issues that determine the extent to which two actors are interdependent are the degree of centrality and reciprocity. Reciprocity refers to the degree to which the reliance is two-way. Take the case of the USA and India. Their economies are obviously interdependent. However, the relationship is unequal. As an economic, political and military superpower, the USA has greater economic and political clout, and has greater influence in shaping the rules that define their interaction, while India remains peripheral in international affairs outside South Asia. Likewise, when it comes to economic activity, there is a strong imbalance. Over a third of India’s exports go to the USA. However, for the USA, India is only its tenth largest destination for exports, just after Netherlands, a country a 100 times smaller in terms of population.6 The United States enjoys a much more ‘central’ status within the global economy, while India is less central and more towards the ‘periphery’. On the other hand, India has a higher centrality than Vietnam or Kenya, given its larger economic size and its geopolitical position.


The last two decades have seen China, and some East Asian economies (such as Taiwan, Korea, Singapore and Malaysia) become increasingly central compared with Laos, Vietnam or Bangladesh. Much of Africa is firmly within the periphery. It is not only about physical size, or the lack of natural resources or markets. The Netherlands and Belgium are small in these terms, but have high centrality, whereas Norway, Finland and New Zealand are on the periphery, but are less integrated into the world economy.


A more central economy is one which plays a significant role as either host or home to MNEs; engages in considerable trade in intermediate and manufactured goods; contributes greatly to innovation and scientific progress; is strongly linked or accessible physically to other central countries, through strong infrastructure, transport, and communication links; and plays a significant role in decision making within supranational organisations.7﻿


It has become increasingly obvious that many more peripheral countries are unable to make and implement economic decisions unilaterally because in these economies MNEs from more central economies determine prices, and the banks of these central economies determine lending, and therefore exchange rates, and eventually the value and use of resources. Peripheral countries have to consider external and foreign conditions and actors in making economic decisions, and are thus more or less obliged to consider external (non-domestic) dimensions. They are dependent rather than interdependent on other more central countries, through supranational institutions as well as firms. Reducing dependence on central economies is often a stated goal of many peripheral economies, who worry that as ‘rule-takers’ their national interests are subservient to the more powerful central economies. France continues to influence politics across francophone Africa, and their economic welfare, more than 70 years after independence. 
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Interdependence is not just a country-level phenomenon. Economic actors come in all sizes. Large MNEs matter more than smaller ones because tsize embues greater influence in politics, as well as with their (smaller) suppliers who are dependent on these big MNEs for their performance. The largest MNEs have revenues greater than the GDP of many countries. MNE-based industrial development policies are now commonplace among most countries.8 There is also increased competition for MNE investment, particularly investments that provide opportunities for technology transfer, employment, and capital. Firms of all sizes are increasingly integrated with firms, customers, suppliers, governments and organisations in other countries.







        

      

    


      
        
          
Regional integration


One of the most visible outcomes of globalisation is economic integration, and this is happening naturally as a result of growing interdependence. However, at the same time as this ‘natural’ integration takes place because of growing MNE and trading activities, and the greater interdependence due to supranational organisations, common institutions, etc., there is also a process of formal regional integration. Most often, countries that are geographically proximate set up formal agreements to create ‘groups’ that seek in large part to increase foreign direct investment (FDI) and trade within their region, consequent from increased opportunities to exploit economies of scale. Smaller and more peripheral countries also hope that it will increase their bargaining power with larger and powerful ‘central’ economies. Interdependence caused by globalisation is more a consequence of increased cross-border activity, while regional integration is intended to cause it.


There is no question that globalisation has resulted in economic integration. This has led to a revival of previously unsuccessful or dormant schemes and the establishment of a number of new agreements. Although estimates vary, there are more than a hundred regional integration schemes in existence. Part of this enthusiasm has to do with the benefits that have accrued to members associated with the EU and NAFTA. The latter lasted from 1994 to 2018, when it was renegotiated among the three member states, the US, Canada and Mexico, resulting in a new agreement, called ‘USMCA’, which stands for United States Mexico Canada Agreement. This new deal, together with Britain’s 2016 decision to leave the EU (and the sustained interest of other nations to join the EU), shows that nations perceive the benefits associated with regional integration schemes differently.


There are several similarities between globalisation and regional integration. Both are processes and closely associated with cross-border economic activity, although globalisation is more a consequence of increased cross-border activity, while regional integration is intended to cause it. Both globalisation and regional integration are believed to provide opportunities for more rapid economic growth, associated in large part with increased FDI and trade that are consequent from increased opportunities to exploit economies of scale.


The single largest and most comprehensive regional integration scheme is the European Union. This group of nations, whose history and current developments will be discussed in Chapter 17, was formed by six countries in the late 1950s. Today there are 27 members of the EU.9 This includes the initial countries in the European Union, until 2004 known as EU15 – Austria, Belgium, Denmark, Finland, Germany, Greece, France, Ireland, Italy, Luxembourg, the Netherlands, Portugal, Spain, UK and Sweden – an additional eight Eastern European countries that joined on 1 May 2004 – Czech Republic, Estonia, Latvia, Lithuania, Hungary, Poland, Slovenia and Slovakia – as well as Cyprus and Malta. Bulgaria and Romania became members of the EU in 2007 and Croatia joined in 2013. The economic data show how important the EU is in the international arena (Figure 1.2). For example, in 2022, the collective real GDP of the EU was four times greater than that of Japan and almost equal to China’s. Compared to the USA, the EU represents 65 per cent of its GDP. In terms of imports and exports, the EU accounts for 14 per cent of world imports and exports, with its largest export partner being the USA and its largest imports partner, China.10 A large portion of EU exports is in the form of intra-EU trade, which was 23 per cent higher than EU exports leaving the EU (extra-EU trade) in 2022 (see Chapter 17).
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MNEs and regional integration


MNEs benefit from trading blocs, as it creates larger markets, and reduces the barriers for expansion. The removal of both tariff and non-tariff barriers, such as harmonising standards, means that MNEs have access to bigger markets. For instance, an MNE when setting up a subsidiary in Germany, does not necessarily have to just see it as a ‘German market’ but a ‘European market’, whereby they use the German market as a gateway to other European markets. For example, JPMorgan uses the financial centre of Frankfurt in Germany, as its European Union hub.  This is possible, because the EU has harmonised banking standards across the EU, which means JP Morgan does not have to physically open a subsidiary in every EU country it serves. Trade blocs also reduce the costs of doing business, where an MNE can establish a production facility in one country, and use that to distribute products regionally, without having to deal with trade distortions and thus benefit from economies of scale. For example, Northvolt AB, a Swedish battery developer and manufacturer, established a 200-million-euro greenfield factory in Poland for sustainable energy storage systems, to further serve the European market. MNEs also use regional blocs to develop their supply chains, whereby they establish supply chains across various stages of production, in different countries, to optimise each Member States strengths and resources. In other words, it allows MNEs to specialise their activities depending on the country’s location advantage. For example, Airbus headquarters in Toulouse, France is responsible for final assembly for several plane models. Hamburg in Germany is where the A320 and A330 have their final assembly. Hamburg is also where Airbus does its cabin interiors for most Airbus planes, while the facility in Bremen, is where R&D is undertaken for space and defence systems and Stade does the production of composite materials and structures. In the UK, the facility in Broughton, Wales does wing manufacturing, including for the A320 and A350, while Filton, England, specialises in wing design and engineering. In Spain, Seville does the final assembly of the A400M military transport aircraft, and Puerto Real does the manufacturing of horizontal tailplanes and vertical tails. In Italy, Naples does the production of fuselage sections and Nola does the manufacturing of carbon fiber reinforced composite structures. In Belgium, Liège produces aerostructures, among other components. The removal of custom checks and regulatory alignment means that Airbus can choose different locations in Europe, to assemble, manufacture, and design different components of its plane, in different countries. While the UK is now out of the EU, the UK government has agreed custom arrangements and regulatory convergence in the aerospace sector, for Airbus to maintain its facilities in Broughton and Filton. 



          
          
                Figure 1.2
                The relative size of the major political and economic regions and countries
              

            
          
              
                        [image: A graph shows the G D P (constant 2015 U S dollars).] 
              

          

          Source: Data taken from The World Bank, July 2023



          
                          The horizontal axis represents year and has markings 1970, 1975, 1980, 1985, 1990, 1995, 2000, 2005, 2010, 2015, 2020, and 2022. The vertical axis represents G D P and has markings ranging from 0 to 25 in increments of 5 units. The graph shows four curves. The first curve for China starts from (1970, 0), rises upward passing through coordinates (1980, 1), (2005, 4.5), (2020, 15), and terminates at (2022, 16). The second curve for European Union starts from (1970, 5), rises upward passing through coordinates (1985, 7.5), (1990, 9), (1995, 100), (2020, 14), and terminates at (2022, 15). The third curve for Japan starts from (1970, 2), rises upward passing through coordinates (1985, 3), (1995, 4), remains horizontal and terminates on the right at (2022, 4.8). The fourth curve for United States starts from (1970, 5), rises upward passing through coordinates (1995, 11), (2005, 15.2), (2010, 16), and terminates at (2022, 21).  Note: All numerical values are approximated.      
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Mapping globalisation


It is not straightforward to map globalisation: it has to do with the intertwining of a number of social, economic and political factors, and the problem is that it is all linked to human behaviour and action. Understanding human behaviour is unfortunately not a science but a social science. The beauty of science is in its clear-cut boundaries. An experiment in physics or biology can be repeated with exactly the same results, regardless of by whom or where or when. Furthermore, it is possible to exclude certain processes in the repetition, to create a ‘control’, in order to clearly determine cause and effect. In the social sciences, we are obliged to throw in a ceteris paribus (Latin for ‘all else being equal’) clause. In order to test arguments, we sometimes introduce numerous restrictive and often implausible assumptions. Unfortunately, all else rarely is equal. Thus, with globalisation we are only able to say that there are numerous factors that are interrelated, but we are unable to be certain about the causality or the relative importance of each factor.11


Figure 1.3 maps out the primary forces underlying globalisation; the dynamic interactions and interdependencies that drive it forward. The main forces that shape globalisation are:



	Those associated with socio-political developments. Political decisions (or indecision) shape the success or failure of firms, and the competitiveness of countries. Liberalisation and the preferred policy orientation of a country play a significant role in shaping economic policy.


	Those associated with technology and innovation. The ability of firms to be successful depends ultimately on their ability to generate new ideas through innovation, and obviously firms shape the competitiveness of the location they are in. We discuss this in much greater detail in Chapters 3 and 10.






          
          
                Figure 1.3
                The dynamics of globalisation
              

            
          
              
                        [image: An illustration shows the dynamics of globalisation.] 
              

          

          

          
                          The central component is in the form of an oval which reads the internationalising firm. Inputs at the top including materials, labour, technology, and expertise lead to the central component. The central component leads to output including products, services, technology, and brands. Inputs include entities home sources push factors and foreign sources pull factors. The attributes of home sources push factors are cost disadvantages and need for risk-diversification. The attributes of foreign sources pull factors are cost advantages and scale economics. Outputs include entities home market push factors and foreign market pull factors. The attributes of home market push factors are maturing markets and foreign competitors. The attributes of foreign market pull factors are market convergence, emerging markets, reduced government barriers to entry. Home sources push factors and home market push factors are present on the top left and bottom left, respectively. Foreign sources pull factors and foreign market pull factors are present on the top right and bottom right, respectively. Between home sources and home market, political economy factors are present. Between foreign sources pull factors and foreign market pull factors, technological factors are present. The attributes of political economy factors are financial liberalisation, supranational institutions, economic integration, liberalisation of economic systems, and shifting political ideologies. The attributes of technological factors are rising importance, risks, costs of innovation, shorter product lifecycles, need for complementary assets, and new enabling technologies: I C T s, transport systems, materials, and lower coordinating costs. Political economy factors and technological factors are cycled back.      
    
          

        

There are an assortment of ‘push’ and ‘pull’ factors as well, which affect the capacity of a firm to internationalise (Figure 1.3). At the upstream end of the firm’s activities, it must balance push factors arising from rising prices of inputs that encourage it to go abroad to seek cheaper inputs. At the same time, these activities are ‘pulled’ abroad because there are scale economies from relocating these activities in foreign locations.


Likewise, at the downstream end, closer to the final market and the customer, there are a variety of push and pull factors. The home market may be mature, and firms need to seek new opportunities for growth in new and faster-growing countries (push factor). On the other hand, there may be barriers to exports that encourage the firm to relocate production overseas, acting as a pull factor.
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          The growing interdependence of locations and economic actors across countries and regions
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TECHNOLOGY AND INNOVATION


Technological change and innovation are acknowledged almost universally as determinants of globalisation. Technology implies the application of scientific knowledge for practical aims. It involves applying scientific concepts that help us understand our environment and allows us to convert this knowledge to develop and fabricate artefacts. Technology and science are cumulative, and build upon previous science and technology. The practical dividing line between science and technology is not always clear. Science and technology advance through innovation, which represents change in the stock of knowledge. Technology and science are subsets of knowledge.


Innovation means the introduction of any novelty, but there is an important distinction between ‘invention’ and ‘innovation’. An invention is an idea, sketch or model of any new or improved device, product, process or system. Innovations only occur when the new product, device or process is involved in a commercial transaction. Multiple inventions may be involved in achieving an innovation. Technology represents the cumulative stock of these innovations. It therefore includes all activities that provide assets with which an economic actor can generate products or services. Science provides us with more generic knowledge, which may or may not generate products and services.


Innovation and technology lie at the core of the greater interdependence that we see as part of globalisation. International business is tightly connected not only because it enables firms and countries to be interdependent (through communication technologies, transportation, logistics, etc.) but also because it is the source of economic growth and competitiveness (see Chapter 3).
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Growth comes from the ability of a nation’s industries to develop and sustain their competitive position, and this requires growth in the productivity of its capital and labour. Economic growth concerns not just the acquisition and development of knowledge through innovation and learning, but also the diffusion and efficient utilisation of this knowledge.







        

      

    


      
        
          
New technologies


New technologies are only new until an even newer technology comes along. There have been numerous waves of new technologies, each of which has contributed to an industrial revolution, or, at the very least, to industrial evolution. The first industrial revolution was instigated in part by the development of centralised production units (the factory), the mass production of textiles, the use of waterpower and access to cheap cotton (from the colonies). A century or so later, chemical mass production, the internal combustion engine, electricity, the telegraph and the telephone brought about another. Some have argued that information and communications technologies (ICTs) represent a new ‘revolution’. Each of the technologies credited has fundamentally affected the organisation of economic activity, and has had knock-on effects on a wide variety of sectors. However, it is not always clear why certain technologies are regarded as more important than others. New technologies constitute a paradigm that shares the distinctive features of creating a technological discontinuity, and having significant cross-industry influences.


Each of these new technologies has, in its turn, promoted the increasing interdependence of economic units. Steam power made transportation much more reliable and rapid. Electricity and radio technologies improved communications. That the British managed to maintain an empire as far-flung as it did owes much to these technological changes: goods could be transported to and from colonies efficiently and cheaply; colonial administrators were able to keep in touch with London; civil unrest was curtailed by the use of machine guns. At the same time, these new technologies have allowed firms to coordinate and control (much more efficiently and reliably) their activities in different countries and utilise differences in factor costs and inputs to better exploit comparative advantages and scale economies. The boundary-spanning MNE might never have come to exist in the absence of each of these ‘new’ technologies.


Information and communications technologies are pervasive because they have affected numerous other industries. Biotechnology – another ‘new’ technology – is highly dependent on advances in automation and data processing. In the absence of ICTs, mapping and cloning genes would be a tedious and slow process. Without these technologies, the human genome project might have taken several times as long. ICTs have affected other products where the importance of data processing and communications was hitherto marginal or negligible, such as the automobile, which was primarily a mechanical product. The average new automobile boasts several microprocessors controlling everything from the positioning of the seats and the anti-lock braking system, to electronic fuel injection and the ignition system. A whole gamut of new industries has evolved where ICTs are a core and central technology: internet service providers, e-bookshops, mobile telephony, and global positioning systems, to mention but a few.


ICTs are also a facilitating technology. Satellites, fixed-line networks, mobile networks, the internet, and networked computers have all acted to reduce costs of communications while improving reliability, efficiency and coverage. Distances have ‘shrunk’.


ICTs also facilitate economic activity by disseminating information, collecting information or reducing transaction, information and communication costs. These developments have had a significant effect on the ability of the MNE to coordinate overseas activities (be they sales or manufacturing subsidiaries), as well as better undertake outsourcing and alliances.
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The knowledge-intensive, multi-technology firm


It has long been the case that undertaking any form of economic activity has required access to a variety of skills and knowledge. There is an increasing need for non-traditional and non-intuitive skills. Many of the skills and much of the knowledge required in the workplace today require a certain level of education. ‘Basic skills’ that one acquired through primary or secondary education are less relevant in today’s workplace. Newer technologies have a greater non-intuitive aspect.


Two decades ago, subjects such as ‘principles of microprocessor design’, ‘integrated circuit fabrication’ or even ‘printed circuit board (PCB) design’ were specialist topics in engineering departments, the subject of masters-level and doctoral theses. Today the first two of these are taught in advanced bachelor-level courses, and the last is such a general topic that amateur books teach one all there is to know. Technology matures over time: there is a proportional (but non-linear) decline in its uncertainty and a corresponding increase in its appropriability.


Products and production are increasingly multi-technology in nature. Seemingly independent technologies are required for products and processes, which have hitherto been seen as mono-technology products. This is not an entirely new phenomenon, but its intensity has increased. A car is no longer simply a mechanical engineering product, but requires technological competence in areas as diverse as ceramics, computing, communications and plastics, among others. It is true that there are products and processes which are ‘simple’ and will probably remain so. However, most firms need a larger base of knowledge. Multi-technology firms must maintain multiple competences and maintain a minimum level of in-house expertise in several fields in order to monitor externally developed knowledge and integrate it with its other production inputs. The automobile itself consists of a variety of mature technologies, what makes automobile manufacturing challenging is its multi-technology nature – the need to have a wide variety of technological competences, and the complexity of integrating these different technologies in an efficient manner.   


Even where products are mono-technology-based, the processes used to manufacture them often utilise several technologies. The increasing cross-fertilisation of technologies across disciplines and resultant broader portfolio of competences has become fundamental to the competitiveness of technology-based firms. There has also, however, been a concurrent increase in competition, due to the liberalisation of markets, and the reduction of transaction and transportation costs. This has led to a decline in profit margins due to increased cross-border competition. The increased costs of requiring more technology and knowledge across many sectors is not offset by greater profits. R&D in new technologies is increasingly expensive. Reducing costs (and maintaining profits) while maintaining the firm’s technological assets has become an important managerial challenge.







        

      

    

              
                
                  
                  
                  

                

              


          
            
      
        
          
SOCIO-POLITICAL DEVELOPMENTS


Economic interdependence is partly driven by political events, and most importantly by political stability. Stability of policies, and the creation and maintenance of the appropriate environment, plays a significant role in promoting the appropriate environment for firms to prosper. First, firms and entrepreneurs need to be able to claim and defend their property rights. Second, they need to be able to establish contracts that are legally enforceable, and to be able to do so at a reasonable cost and within a reasonable timeframe. This is not as straightforward as it seems. One of the reasons India struggles to attract FDI inflows is its poor track record in contract enforcement it takes an average of 1445 days to enforce a contract, compared to Singapore’s 120 days.12 There are also issues with property rights protection and their enforcement. The challenges of protecting property rights in countries with weak enforcement are even greater for smaller firms who may not be able to afford the costs associated with navigating complex and opaque underfunded legal systems.
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However, it is one thing to be able to enforce a contract within the same country; it is entirely another to enforce contracts across borders. Different legal systems means that a contract signed under one jurisdiction is invalid in another, and being able to enforce an international contract requires nation-states to sign and enforce multilateral and bilateral agreements that allow this to happen. A Dutch firm undertaking a joint venture with a Brazilian company would typically sign three contracts: one under Dutch law, another under Brazilian law, and a third contract under US law, so that disputes could be managed by referring to the English text. This creates costs for both firms, since each needs to retain three legal teams in three different countries.


The ease with which goods and services move between countries can affect the competitiveness of firms that are engaged in international business. This has to do not only with the presence of roads, railways and other transportation links, but also the institutions which we will discuss in the next section. A study by the Inter-American Development Bank found that the various problems in enforcing the regulatory and institutional frameworks between members of Mercosur, a free trade area in Latin America, suffered from a lack of enforcement. A truck carrying goods from Brazil to Chile required 200 hours for a 3,500-km journey, of which 50 per cent was spent at the two border crossings. Similar delays are common for commercial traffic between Indian states. This is often a result of lack of common institutions, or a lack of political consensus in maintaining and properly enforcing these.


This leads us into the issue of institutions, a key concept in understanding business and strategy.
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WHAT ARE INSTITUTIONS?


In the social sciences, institutions are not a synonym for ‘organisations’. Institutions are the ‘sets of common habits, routines, established practices, rules, or laws that regulate the interaction between individuals and groups’.13


They are the ‘invisible glue’ that holds all economic actors together. Several authors define institutions as being the ‘rules of the game’, but this is an oversimplification. Institutions can be formal and informal. Formal institutions are rules that may take the form of legal codes, laws and promulgations, government decrees that are legally laid out and codified. Formal institutions can also exist in the form of rules within a firm. Responsibilities, job descriptions, codes of conduct, and accounting and financial regulations are all forms of formal institutions that are binding upon employees within a firm.


Informal institutions are – by definition – not always laid out in the form of written instruction but come out of usage and tradition and are often unwritten and tacit. That is, people in that particular environment may ‘know’ these rules, but to outsiders they are unknown, and are often transmitted simply by use. Countries and societies all have informal institutions, and some of these are often described as part of the national ‘culture’. It is an unwritten rule in South Asia (an informal institution) to shake hands with men, but not with women and this is cultural artefact across all the south Asian countries. Firms also have informal institutions that are defined by interaction. IBM no longer formally requires male staff to dress in dark conservative suits, but should you wear the ‘wrong’ outfit to a meeting, you can be sure that someone will let you know that you have contravened an informal institution!


Institutions create the milieu within which economic activity is undertaken and establish the ground rules for interaction between the various actors; they represent a sort of ‘culture’. Institutions will probably have taken years – if not decades – to create and sustain.
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Formal institutions can be changed by senior management (the dress code in IBM used to be a formal institution, that is, it was official management policy) and by countries when new laws are passed by government, but this does not necessarily change the behaviour of people. There may be a formal law that requires firms not to discriminate on the basis of age or gender, but this does not change the informal institution: there is still a glass ceiling for women in most companies. Habits and routines continue to prevail, often long after the formal institutions have changed. This is known as institutional inertia. In general, informal institutions are much harder to change than formal ones. Almost all European countries passed laws that forbade smoking in public spaces 20 years ago, but it took another 10 years before it became socially unacceptable to do so. The informal institutions were eventually modified to match the formal institutions, but it took a long time.


Introducing change in institutions is slow within countries, and within the same company; it is even more complex where the new institutions require synchronisation between countries, or within an MNE that is located in several countries or regions.







        

      

    


      
        
          
Institutions and supranational agreements


Not all formal institutions are national or subnational. Globalisation and the subsequent growth of international business have prompted the need to establish global and regional agreements to monitor and regulate economic activities.


The World Trade Organization (WTO) was established on 1 January 1995, and it is now the umbrella organisation that governs the international trading system. It is the successor to the General Agreement on Tariffs and Trade (GATT). The GATT was established in 1947 to liberalise trade and negotiate trade concessions among member countries. Although the early years saw a great deal of progress in reducing tariffs, by the 1980s there was a trend towards protectionism by many countries. At the GATT’s eighth round of negotiations in 1986 (called the Uruguay Round because this is where the group initially met), negotiations dragged on for years before culminating in a number of agreements including reductions in industrial goods and agricultural subsidies, the increased protection of intellectual property rights under the Agreement on Trade-Related Aspects of Intellectual Property Rights (TRIPS), the creation of the General Agreement on Trade in Services (GATS), and the creation of the WTO to implement the GATT agreement. Today the WTO is enforcing these agreements. Presently, the Doha Round of the WTO has opened the door for further trade negotiations.


When member nations have a dispute, they can turn to the WTO to help resolve it. For example, the United States brought a case against the EU, charging it with a discriminatory banana import policy and the WTO ruled in its favour. In another case the United States requested that Japan be instructed to reorganise its economy so that Kodak could better compete in that market against Fuji, its major rival, but the WTO rejected the claim and ruled in Japan’s favour. In recent years many developing countries (in addition to the developed ones) have been using the WTO to help resolve trade disputes, and this bodes well for the future of the organisation. The important thing to remember about the WTO is that it can enforce its decisions. Countries that refuse to comply can find themselves suffering severe consequences in the form of trade retaliation. Despite minor conflicts, international trade liberalisation has arrived and this promises to help stimulate international business transactions.


In the financial services sector, there are a number of supranational agreements. It is worth highlighting developments connected with the Basel Accords. The Basel Accords refer to the banking supervision Accords – Basel I, Basel II, Basel III and Basel IV – issued by the Basel Committee on Banking Supervision. They provide recommendations on banking regulations connected to capital risk, market risk and operational risk. The purpose of the accords is to ensure that financial institutions have enough capital on account to meet obligations and absorb unexpected losses. From 1988 the Basel I framework was introduced initially in member countries: Belgium, Canada, France, Germany, Italy, Japan, Luxembourg, the Netherlands, Spain, Sweden, Switzerland, the UK and the USA. Over 100 other countries have also adopted the principles prescribed under Basel I. Basel II, first published in 2004, introduced risk weighting into the capital requirements for different activities. Basel III provides a framework on bank capital adequacy, stress testing and market liquidity risk. Basel IV introduces new standards for credit and operational risk and adjusts credit valuation. It is in its initial implementation stage that started on January 2023. 
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Globalisation and liberalisation


The liberalisation of economic systems has been a decisive feature of the post-1945 ‘liberalisation’, and one of the underlying reasons behind the growth of international firms and international business, and the need for supranational organisations. Liberalisation has come to have many meanings, and these include the liberalisation of capital flows, the liberalisation of trade regimes and the liberalisation of markets and economic systems. These are core to understanding globalisation and the growth of interdependence.


International capital flows can be differentiated into several types:14



	foreign direct investment;


	international bank lending;


	international bonds and other credit instruments;


	portfolio investment, which implies ownership of shares or bonds of firms located overseas without the control associated with direct investment;


	international equities and other financial instruments (such as options and derivatives);


	development assistance and aid (both government-to-government aid, and NGO-controlled flows);


	monetary flows (through the sales and purchase of foreign currencies).





Liberalisation has also occurred incrementally, but by far the most significant change goes back to the regulations (and organisations to monitor and enforce these regulations) established by the Bretton Woods agreement in 1944. It led to the growth of multinational banking, international money markets, derivatives trading, debt trading, and the cross-border listing and multiple listing of firms on several stock markets, to mention but a few developments. The growth of these new forms of investment has also caused new kinds of economic challenges, including the sub-prime mortgage crisis, and highlighted the need for greater cross-border regulation of MNEs that are able to take advantage of differences between national regulatory frameworks.


The liberalisation of capital flows within the Bretton Woods agreement demonstrates its ideological origins, and reflects certain market capitalism-based value systems and institutions. A large number of countries liberalised capital flows in the mid-1980s, as a means to attract international investment. The increasing globalisation of capital markets has led to considerable loss in economic autonomy of individual governments. The lack of control over domestic economic development has seen the need for governments to pursue policies designed to minimise disruptive financial flows, and this has pushed most to even greater levels of financial liberalisation and greater engagement in IB.


Liberalisation is an important force in economic globalisation and promotes interdependence of economies. It is implicit within this view that FDI and MNE activity can be undertaken with much greater ease than previously, and the rest of this chapter looks into this in greater detail.
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MULTINATIONAL ENTERPRISES


At the core of the twenty-first-century incarnation of globalisation sits the multinational enterprise (MNE) or multinational corporation (MNC). There is good reason to take care in defining the MNE. Richard Caves defined the MNE as a multi-plant firm that controls and coordinates operations in at least two countries.15 John Dunning focused on certain characteristics that distinguished MNEs from what we might call ‘firms with international activity’, which is a definition still in popular use.16 Essentially, this considers an MNE to be one which has substantial ongoing operations in foreign locations through FDI. Until the 1950s, many large MNEs were vertically integrated, which means that they engaged in almost all of the production from raw materials to finished goods within the same firm, and each country unit was largely self-contained. Ford owned rubber plantations in Brazil to manufacture its own tires in the early 1920s. It also invested in its own iron foundries, coal mines, glassworks and railways. Most of these MNEs actively managed their foreign affiliates, and these affiliates were subsidiary to the parent firm, by which we mean they were highly dependent upon the parent firm for all major decisions. The foreign affiliate was actively managed by the parent, and in general, the affiliate did what it was told to do. Knowledge flowed primarily in one direction, from the parent to the subsidiaries.


Until the 1990s, FDI and MNE activity were considered synonymous because managing and coordinating a subsidiary across borders (in countries with different legal systems) and enforcing contracts across distances was considered difficult (and costly) to achieve. Thus, ownership was considered to be the preferable option, rather than utilising the market to transact with non-affiliated foreign actors. Most international and national agencies that maintain and collect data on MNE activity still generally define the MNE as a firm that owns and controls value-adding operations in more than one country.17 However, globalisation has played a significant role in changing the need to own assets in order to control them: as we shall discuss later in this chapter, and elsewhere in this book, firms can engage in control with limited or no ownership.


Although FDI is one of the main modes by which MNEs engage in cross-border value-adding activities, today the MNE may also control and engage in value-adding activities through non-equity means, such as through strategic alliances, cooperative agreements, and outsourcing, sometimes without legal ownership of the various factories and plants, but de facto controlling the operations of the non-legally affiliated operation (see Chapter 2). Therefore, the use of the term ‘MNE’ as a synonym for FDI is increasingly inaccurate.18 MNEs can and do organise activities through global production networks (GPNs) and global value chains (GVCs), and manage ongoing and systematic vertical transactions through multiple headquarters, which may or may not be associated with a singular ‘parent company’.


The MNE has traditionally also been regarded as having a distinct ‘home country’ where its headquarters are located, and which acts as the command centre, providing primary strategic direction for its affiliates in various ‘host countries’, as well as providing the primary or core assets on which the affiliates base their operations. Indeed, the home country establishment is referred to as the ‘parent firm’, implying that the home country is at the top of a hierarchy of affiliates or subsidiaries. Furthermore, residents of the home country are assumed to own (and therefore control) the international operations of the MNE.
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Although most MNEs are still organised along these lines, there are a growing number of firms where ownership and control are spread across several countries, as well as several cases where an MNE may locate its headquarters in a country other than its home country. Its stock may be traded on multiple stock exchanges in several countries. South African Breweries (SAB) is a South African-based MNE that is the historical ‘parent’ of SABMiller, one of the world’s largest brewers by volume, with more than 200 brands and brewing interests and distribution agreements in 80 countries across six continents. Employing more than 70,000 global staff members, SABMiller has its primary listing on the London Stock Exchange, and for legal purposes is a UK firm. However, its senior management, strategic decision making, and organisational culture remain very much South African.19 SABMiller itself announced at the end of 201520 that it was to be acquired by its larger rival Anheuser-Busch InBev, which is also the result of a merger of Ambev, a Brazilian brewer, Interbrew, a Belgian-based firm, and Anheuser-Busch, a US brewer (and while Anheuser-Busch InBev is traded on the Brussels and the New York Stock Exchange, its management is dominated by its Brazilian partners, even though its corporate headquarters are in Belgium). The US$107 billion merger between SABMiller and Anheuser-Busch InBev represented one of the world’s largest acquisitions ever made, raising some concerns from the federal antitrust authorities.21 In 2016, the combined company controlled 28 per cent of the global market and had a 45 per cent US market share. However, this merger was not as successful as expected due to competition regulators forced the newly created entity to sell operations in the US, Europe and China, reducing the value of AB Inbev shares.22 The combined mega-firm illustrates how MNEs that have multiple headquarters located in different countries, with strategic control distributed along geographic, product, or functional lines. Another example of such an MNE is Unilever which had its corporate headquarters split between London, UK and Rotterdam, Netherlands for many decades, until finally centralizing its headquarters in the UK in 2020. Its shares are listed in multiple countries and it has operations in 190 countries.23


The nature, structure, and organisation of the MNE has changed quite considerably, and this change has been exacerbated by developments associated with the globalisation of products, markets and services, as well as political and economic developments associated with shifting political hegemonies and economic liberalisation. Thus, a more accurate and current definition of an MNE is: a firm that engages in value-added international business activities, that has affiliates in more than one country, and whose operations and activities in different locations are actively coordinated by one or more headquarters organisations. Emphasis is placed on the presence of interdependencies between the various economic units in different locations, and their active coordination and control across borders, and not on the ownership structure.


Despite the importance given to MNEs, they do not account for a dominant or even a major share of the world’s economic activity. In terms of employment, the world’s largest MNEs employed 79 million directly in 2020, up from about 20 million in 2000. Despite this steady increase, MNEs account for only 2.5 per cent of global employment (as of 2020). In terms of indirect effects – that is, people employed in firms that engage with MNEs, either as suppliers or through strategic alliances, or other partnerships – the figure is probably closer to 200 million. Put into context, with a world working population of about 3.19 billion, the direct number represented only 2.5 per cent of total global employment, and the total number including direct and indirect employment is possibly no higher than 8 per cent. Despite the relatively small role of MNEs on an aggregate level, however, the situation differs substantially across countries. MNEs account for less than 5 per cent of the total employment in countries such as Japan and Indonesia, but this figure rises to well over 40 per cent in countries such as Malaysia, Argentina and Ireland. The significance of MNEs in terms of sales, value adding and ownership of assets is of similar magnitude.
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However, two characteristics of the operations of MNEs stand out. First, larger MNEs have been found to be concentrated in the more ‘dynamic’ sectors of the economy. Thus, even though they play a relatively small role in most economies in terms of the level of total employment, MNEs often play a disproportionately large role in two different types of industrial sectors. They tend to be most active in sectors typified by high growth rates, rapid innovation, and the use of new and emerging technologies (e.g., electronics, communication equipment and industrial machinery), and also in mature sectors where economies of scale, branding, and advertising determine market share (e.g., petroleum products, chemicals, automobiles, food and beverages, and consumer goods). In mature sectors, while the technology underlying these industries may be diffused and codified, growing scale economies can result in a global oligopoly of a few MNEs maintaining a large share of the global market. A good example is the petroleum sector.


In general, a majority of MNEs come from developed-economy home countries. As we shall discuss later in this chapter, while the emerging economies are increasingly playing a greater role, it remains restricted to a handful of countries. These trends reflect the strong positive correlation between the level of economic development and the growth of firms from these economies that have the technological and organisational capabilities to compete globally with the more established MNEs in world markets.24


How do MNEs contribute to employment? The Economic Commission for Latin America and the Caribbean (ECLAC) suggests that it varies significantly by country and sector.25 In the Caribbean, where most foreign investment targets the tourism sector, it is estimated that each US$1 million of investment generated about six jobs, while the same investment in the financial sector, and mining and natural resource-intensive manufacturing, the same investment generated fewer than two jobs. In Mexico and Central America, where the focus was on manufacturing, US$1 million generated four jobs26 on average. In South America, where investment tends to be linked to natural resources, the average number of jobs estimated to be created by $1 million was 2.5. 
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