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Chapter 1

Globalizing Business
Learning Objectives
After studying this chapter, students will be able to accomplish the following objectives:
1. Explain the concepts of international business and global business.
2. Give three reasons why it is important to study global business.
3. Articulate the fundamental question that the study of global business seeks to answer and the two perspectives from which to answer it.
4. Identify three ways of understanding what globalization is.
5. Appreciate the size of the global economy and the strengths of multinationals.
6. Understand the organization of this book.
Chapter Summary
Global business, or international business, is one of the most exciting, challenging, and relevant subjects offered by business schools today. Chapter 1 of GLOBAL, Globalizing Business, begins with a discussion of what global business is. The chapter then gives an overview of the global economy, focusing on the Triad of North America, Western Europe, and Japan, as well as on emerging countries. Next, the chapter presents a unified framework for the study of global business centered on a single question: What determines the success and failure of firms around the globe? The chapter then introduces the institution- and resource-based views that shape the answers to this question that solidify throughout the remainder of the text. The chapter then introduces three different views on globalization and explains why the globalization debate matters. Finally, Chapter 1 outlines the organization of the book into three overarching parts—foundations, tools, and managing.
Opening Case Discussion Guide

Shanghai Disneyland
On June 16, 2016, the world’s biggest Disneyland opened in Shanghai with a great deal of fanfare. Approximately 80 percent of the Shanghai rides, such as the Tron lightcycle roller coaster, are unique. Chinese elements are extensively found. More than 330 million people live within a three-hour drive or train ride. Disney is eager to turn them into lifelong customers not only for the $5.5-billion theme park, but also for movies, games, toys, clothes, books, TV programs, cruises, and resorts.
Mickey’s journey to the Middle Kingdom has been a tortuous one. The two-decade courtship started in the late 1990s, when Jiang Zemin was president of China and Michael Eisner chairman and CEO of Disney. Eisner then introduced Iger, Disney’s international president at that time, to be in charge of negotiations for a theme park. The negotiations were slow and painful. By 2009, the Chinese government finally gave its blessing, but only after Disney agreed to be a minority partner.
Disney took a 43 percent stake in the Shanghai Disney Resort. Disney’s joint venture (JV) partner, the state-owned Shanghai Shendi Group controlled by the Shanghai government, owned a 57 percent stake. Why was Disney so eager to go to China? While China’s pull in terms of market size and potential is obvious, Disney is also pushed by its lackluster performance in other areas such as cable, movies, and some of its other theme parks.
For Shanghai Disneyland, the attention to detail was meticulous. When first unveiled in March 2016, Shanghai Disneyland’s website registered five million hits within 30 minutes. The first two weeks of tickets sold out in hours. Yet as Shanghai Disneyland celebrated its first Chinese New Year in January 2017, disappointing news came. In its first six months ending on December 31, 2016, 5.6 million guests came. Although impressive, these numbers fell far short of rosy initial projections of an estimated 15 million visitors for the first year. If attendance continued at its current pace, then the first full-year result would barely reach over 10 million. As the Magic Kingdom embarks on its residence in the Middle Kingdom, one thing is clear: this China business is not going to be Mickey Mousy.
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Chapter Outline

LO1: Explain the concepts of international business and global business.
1. Key Concepts

Traditionally, international business (IB) is defined as a business (firm) that engages in international (cross-border) economic activities. It can also refer to the action of doing business abroad. There are two key words in IB: international (I) and business (B). However, previous textbooks all focus on the international aspect (the foreign entrant) to the extent that the business part (which also includes domestic business) almost disappears. To cover both the I and B parts, global business is defined in this book as business around the globe—thus the title of this book: GLOBAL. For the B part, the activities include both international (cross-border) activities covered by traditional IB books and domestic (non-IB) business activities. Such deliberate blurring of the traditional boundaries separating international and domestic business is increasingly important today, because many previously national (domestic) markets are now globalized. GLOBAL also differs from other IB books because most focus on competition in developed economies. Here, by contrast, the authors devote extensive space to competitive battles waged throughout emerging economies, a term that has gradually replaced the term “developing countries” since the 1990s.
2.
Key Terms

· Base of the pyramid (BoP): The vast majority of humanity, about five billion people, who make less than $2,000 a year.
· BRIC: An acronym for the emerging economies of Brazil, Russia, India, and China

· BRICS: An acronym for the emerging economies of Brazil, Russia, India, China, and South Africa

· Emerging economy (emerging market): A developing country
· Foreign direct investment (FDI): Investment in, controlling, and managing value-added activities in other countries

· Global business: Business around the globe
· Gross domestic product (GDP): The sum of value added by resident firms, households, and governments operating in an economy
· International business (IB): (1) A business (firm) that engages in international (cross-border) economic activities or (2) the action of doing business abroad
· Multinational enterprise (MNE): A firm that engages in foreign direct investment and operates in multiple countries
· Purchasing power parity (PPP): A conversion that determines the equivalent amount of goods and services different currencies can purchase; this conversion is usually used to capture the differences in cost of living in different countries.
· Triad: Three regions of developed economies (North America, Western Europe, and Japan)
LO2: Give three reasons why it is important to study global business.
1.
Key Concepts

Global business (or IB) is one of the most exciting, challenging, and relevant subjects offered by business schools. There are at least three compelling reasons why one should study it—and study hard (Exhibit 1.2). First, one doesn’t want to be a loser. Mastering global business knowledge helps advance one’s employability and career in an increasingly competitive global economy. Second, expertise in global business is often a prerequisite to join the top ranks of large firms, something many ambitious students aspire to. In order to set oneself apart as an ideal candidate to be selected for an executive position, one will need to demonstrate that one is interested in global business and have mastered such knowledge during one’s education. This is especially true if one is interested in gaining experience as an expatriate manager (or “expat” for short)—a manager who works abroad. Lastly, even if one does not aspire to compete for the top job at a large firm or work overseas, and even if one works at a small firm or is self-employed, one may find oneself dealing with foreign-owned suppliers and buyers, competing with foreign-invested firms in one’s home market, and perhaps even selling and investing overseas. Understanding how global business decisions are made may facilitate one’s own career in such firms.
2.
Key Terms

· Expatriate Manager (expat): A manager who works outside his or her native country
· International premium: A significant pay raise commanded by expatriates when working overseas
LO3: Articulate the fundamental question that the study of global business seeks to answer and the two perspectives from which to answer it.
1.
Key Concepts
Global business is a vast subject area. The authors draw on major social sciences such as economics, geography, history, psychology, political science, and sociology. The authors also draw on a number of business disciplines such as finance, marketing, and strategy. The study of global business is thus very interdisciplinary. Overall, the focus on firm performance around the globe defines the field of global business (or IB) more than anything else. Therefore, all chapters in this book will be centered on this fundamental question: What determines the success and failure of firms around the globe? Given the authors’ focus on the fundamental question of what determines the success and failure of firms around the globe, they will develop a unified framework by organizing the material in every chapter according to the two core perspectives, namely, the institution-based and resource-based views.
2.
Key Terms
· Institution: Formal and informal rules of the game
· Institution-based view: A leading perspective in global business that suggests that firm performance is, at least in part, determined by the institutional frameworks governing firm behavior around the world
· Institutional framework: Formal and informal institutions that govern individual and firm behavior
· Liability of foreignness: The inherent disadvantage that foreign firms experience in host countries because of their nonnative status
· Resource-based view: A leading perspective in global business that suggests that firm performance is, at least in part, determined by its internal resources and capabilities
3.
Discussion Exercise
Companies take a variety of actions to succeed. Consider the following examples, and discuss whether they are based on an institution- or a resource-based view.
· A number of large credit card companies, such as Bank of America, Chase, and ING, have locations in Delaware so that they are able to take advantage of the state’s lenient tax and interest laws.
· Google’s “20 percent policy” permits engineers to spend one day per week working on innovative projects that are not strictly a part of their job description.
· The toy manufacturer Melissa & Doug emphasizes the rigorous testing of its products for toxic materials.
LO4: Identify three ways of understanding what globalization is.
1.
Key Concepts

Globalization, generally speaking, is the close integration of countries and peoples of the world. This section outlines three views on globalization, recommends the pendulum view, and introduces the idea of semiglobalization.
2.
Key Terms

· Globalization: The close integration of countries and peoples of the world
· Risk management: Identification and assessment of risks and the preparation to minimize the impact of high-risk, unfortunate events
· Scenario planning: A technique to prepare and plan for multiple scenarios (either high or low risk)
· Semiglobalization: A perspective that suggests that barriers to market integration at borders are high but not high enough to completely insulate countries from each other
LO5: Appreciate the size of the global economy and the strengths of multinationals.
1. Key Concepts

The global economy in 2015 was an approximately $75-trillion economy (total global GDP calculated at official, nominal exchange rates—alternatively, $110 trillion on a PPP basis). One frequent observation in the globalization debate is the enormous size and power of multinationals. Exhibit 1.7 documents the change in the makeup of the 500 largest MNEs. Among MNEs from emerging economies, those from BRIC contribute 122 firms to the Fortune Global 500 list. In particular, MNEs from China have come on strong. Clearly, global rivals cannot afford to ignore emerging multinationals such as those based in Beijing, and students studying this book need to pay attention to these emerging multinationals.
2. Discussion Exercise
On September 23, 2009, a group of protesters from the Non-Governmental Organization (NGO) Greenpeace hung an enormous banner off of Pittsburgh’s West End Bridge that read “Danger: Climate Destruction Ahead. Reduce CO2 Emissions Now.” This act was part of wide-scale protests that took place in the city in anticipation of the G20 summit. Greenpeace called on G20 leaders to “put money on the table to support developing countries” and to “agree to kick-start economic recovery through clean energy investment.” How would one, as a proponent of global business, respond to these protests? What is the role of global business in the development of emerging economies and in resolving environmental issues?
(Source: “Greenpeace Activists Greet G20 Leaders with Massive Banner on the West End Pittsburgh Bridge” http://www.greenpeace.org/usa/news/greenpeace-activists-greet-g20/)

LO6: Understand the organization of this book.

1.
Key Concepts
This book has three parts. Part 1 is foundations. Part 2 covers tools, focusing on trade, foreign investment, foreign exchange, and global and regional integration. Part 3 focuses on managing around the world.
Debate: Ethical Dilemma

Are U.S. Multinationals Good for America? 
1. Key Concepts

Most debates on multinational enterprises (MNEs) around the world focus on their impact on host countries that receive foreign direct investment (FDI). Recent debates highlight the role of home-grown MNEs in the U.S. economy itself. On the positive side, U.S. MNEs are productive, innovative, employing more skilled workers, and paying higher wages—at least 6 percent more than non-MNEs in the United States. On the non-positive side, in the past decade U.S. MNEs have been decoupling from the U.S. economy. U.S. MNEs are also increasingly shy about paying U.S. taxes. 
Overall, in their eagerness to chase new markets, cheap labor, and lower taxes by “going global,” many U.S. MNEs, according to critics, have abandoned some of their most important corporate social responsibility (CSR). They stand accused of unleashing “carnage” on ordinary Americans, in the words of President Trump during his inaugural speech in January 2017. The solution? “Domesticate” such globe-trotting multinationals, according to the Economist. Lower taxes would draw them back, and open threats with “a big border tax” (again, Trump’s own words) would make them think twice before “doing business as usual.” The list of U.S. MNEs being publicly named and shamed by Trump includes Boeing, Carrier (part of United Technologies), General Motors, Northrop Grumman, and others. Getting the message, Apple, Ford Motor Company, IBM, and other U.S. MNEs, including those named above, have pledged to grow thousands of jobs at home. Non-U.S. firms such as Alibaba, Fiat Chrysler, and Toyota have also played along by pledging to invest in the United States and grow jobs there—at least to avoid being Trump’s next Twitter victim. If U.S. MNEs shifted a quarter of their foreign jobs back home at U.S. wage levels, their profits would drop 12 percent and dividends would plummet. Clearly, shareholders and executives are not going to be happy. Debates on how to strike the balance thus rage on.
Closing Case Discussion Guide

Two Scenarios of the Global Economy in 2050
Focusing on the future of the global economy, two scenarios have emerged with a view toward 2050. Known as “continued globalization,” the first scenario is a rosy one. Spearheaded by Goldman Sachs, whose chairman of its Asset Management Division, Jim O’Neil, coined the term “BRIC” nearly two decades ago, this scenario suggests that—in descending order—China, the United States, India, Brazil, and Russia will become the largest economies by 2050 (Exhibit 1.8). Goldman Sachs’s predictions have been largely supported by other influential forecasting studies. Underpinning this scenario of “continued globalization” are three assumptions: (1) emerging economies as a group will maintain strong (albeit gradually reduced) growth; (2) geopolitical events and natural disasters (such as climate changes) will not create significant disruption; and (3) regional, international, and supranational institutions continue to function reasonably.
The second scenario can be labeled “de-globalization.” It is characterized by (1) prolonged recession, high unemployment, droughts, climate shocks, disrupted food supply, and conflicts over energy (such as “water wars”) on the one hand; and (2) public unrest, protectionist policies, and the unraveling of certain institutions that are taken for granted (such as the EU and NAFTA) on the other hand. As protectionism rises, global economic integration suffers. The upshot? Weak economic growth around the world. While global de-integration would harm economies worldwide, regional de-integration would harm countries of Europe, especially those outside a likely residual core of the EU. Brexit will make Britain a weaker economy. Unable to keep growing sustainably, BRIC may become “broken bricks” and may fail to reach their much-hyped potential.
In both scenarios, one common prediction is that global competition will heat up. Competition under the “de-globalization” scenario would be especially intense since the total size of the “pie” will not be growing sufficiently (if not negatively). Competition under the “continued globalization” scenario would also be intense, but in different ways. The hope is that a rising “tide” may be able to lift “all boats.”
Video Case
Watch “Integrating Global Business at a Local Level” by E. Neville Isdell of the Coca-Cola Company.

1. What is meant by the title of the video “Integrating Global Business at a Local Level”? What is being “integrated”?

A firm must be integrated with the local environment both in perception and reality. It must understand the culture and institutions of the local environment to fit in; otherwise it will be viewed as an outsider.

2. In referring to past practices of global firms, Isdell referred to simply “parachuting in.” What did he mean by that and how does it relate to his concern about economic nationalism?

Often, companies have moved into a country to achieve their specific objectives without regard to the impact of the firm on the local country. He advocates that firms should consider how they can provide a positive benefit to the local needs and not simply to the firm’s needs.

3. How must global firms in the future be different regarding identifying with society as a whole?

Global firms need to identify the needs of the society that can be addressed with the expertise of the firm in a mutually beneficial manner.

4. How does a franchise system with its use of local entrepreneurs contribute to the integration desired by Isdell?

Franchisees are already part of the local environment and are affected by their actions. Local citizens are more likely to view the company in terms of their neighbors who are franchisees instead of an organization headquartered in a different country.

5. Isdell warned against simply extracting and not putting something back. What challenge did Coca-Cola have in that regard? Think of an example of another firm or industry that may heed Isdell’s warning and explain the reason for your selection.

Water is a vital part of the Coca-Cola’s products, and it is also vital to each nation in which it operates. Its challenge was not to be viewed as a threat to a country’s water supply but rather as a positive force for its proper management and its availability to all citizens. Most students’ examples will probably involve firms or industries that have harmed either the people and/or the environment.

Additional Discussion Material

(From Prep Cards)

Critical Discussion Questions
1. A classmate says: “Global business is relevant for top executives such as CEOs in large companies. I am just a lowly student who will struggle to gain an entry-level job, probably in a small domestic company. Why should I care about it?” How do you convince her that she should care about it?
Students’ answers will vary. The students should use the following three compelling reasons to convince their classmate as to why one should study global business.
· It advances one’s employability and one’s career in the global economy.
· It better prepares one for possible expatriate assignments abroad.
· It instills stronger competence in interacting with one’s foreign suppliers, partners, and competitors and in working for foreign-owned employers in one’s own country.
2. On Ethics: What are some of the darker sides (in other words, costs) associated with globalization? How can business leaders make sure that the benefits of their various actions (such as outsourcing) outweigh their drawbacks (such as job losses in developed economies)?

Students’ answers will vary. The students must explain their thought process and clearly articulate themselves.

3. On Ethics: Some argue that aggressively investing in emerging economies is not only economically beneficial but also highly ethical, because it may potentially lift many people out of poverty. However, others caution that in the absence of reasonable hopes of decent profits, rushing to emerging economies is reckless. How would you participate in this debate?

Students’ answers will vary. The responses to this question may depend on what  students perceive as the purpose and the capability of business. Is lifting people out of poverty the purpose of firms, and to what extent do firms have the capability of doing so? Challenge the students to explain their answers, regardless of what they might be, and to use their critical thinking skills.

Review Questions
1. What is the difference between international business and global business, as defined in this chapter?

International business (IB) is defined as a business firm that engages in international (cross-border) economic activities. It can also refer to the action of doing business abroad.

Global business is defined as business around the globe. The activities include both international (cross-border) activities and domestic (non-IB) business activities.
2. Why are you studying global business? How does it affect your future?

Students’ answers will vary. The students must explain their thought process and clearly articulate themselves. The students should choose one (or all) of the three reasons for studying global business and expand on it.
3. What is the most fundamental question driving global business? Why is it important?

The most fundamental question driving global business is as follows: What determines the success and failure of firms around the globe? The unified framework for approaching global business introduces new material, but it always relates back to the fundamental question.

4. How would you describe an institution-based view of global business?

An institution-based view suggests that the success and failure of firms are enabled and constrained by institutions. Institutions are the “rules of the game.” Doing business around the globe requires intimate knowledge about the formal and informal rules that govern competition in various countries as an institutional framework.

5. How would you describe a resource-based view of global business?

The resource-based view focuses on a firm’s internal resources and capabilities. It starts with a simple observation: In a harsh, unattractive environment, most firms either suffer or exit. However, against all odds, a few superstars thrive in such an environment.
6. After comparing the three views of globalization, which seems the most logical and sensible to you?

The three views of globalization are as given below.
· It is a new force sweeping through the world in recent times.
· It is a long-run historical evolution since the dawn of human history.
· It is a pendulum that swings from one extreme to another from time to time.
Students’ answers for the second part of the question will vary. The students must explain their thought process and clearly articulate themselves. Most students might suggest that the pendulum view probably makes the most sense because it can help them understand the ups and downs of globalization.[image: image1][image: image2][image: image3][image: image4][image: image5][image: image6][image: image7][image: image8][image: image9][image: image10][image: image11][image: image12][image: image13][image: image14][image: image15][image: image16][image: image17][image: image18]
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