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Lo1  The importance of history and geagraphy in
understanding international markets

Lo2 The effects of histary on a country’s culture
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eyes

Lo4 How long-past LS. international palicies still
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geography of a country
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Log Communication infrastructures are an integral
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PART TWO

Global Perspective

BIRTH OF A NATION—PANAMA IN 67 HOURS

The Stage Is Set
June 1902  The United States offers to buy the
Panama Canal Zone from Colombia for
S10 mullion,

August 1903 The Colombian Senate refuses the offer.
Theodore Roosevelt, angered by the
refusal. refers to the Colombian Senate
as “those contemptible little creatures in
Bogotd” Foosevelt then agrees to a plot,
led by secessionist Dr. Manuel Amador,
to assist a group planning to secede from
Colombia.

October 17 Panamanian dissidents travel to
Washington and agree to stage a U.S.-
backed revolution, The revolution is set
for November 3 at 6:00 p.m.

October 1® A flag, constitution, and declaration
of independence are created over
the weekend. Panama'’s first flag was
designed and sewn by hand in Highland
Falls, New York, using fabric bought at
Macy’s,

Philippe Jean Bunau-Varilla, a French engineer associ-
ated with the bankrpt French—Panamanian canal construc-
tion company and not a permanent resident in Panama, is
named Panama’s ambassador to the United States.

A Country Is Born

Tuesday, Precisely at 6:00 p.m.,
MNovember 3 the Colombian garrison is bribed to
lay down their arms. The revolution
begins, the U85, Nashville steams into
Colon harbor, and the junta proclaims
Panama's independence.

Friday, By 1:00 p.m., the United
MNovember 6 States recognizes the sovercign state
of Panama.

Saturday, The new government sends an
MNovember 7 official delegation from Panama
to the United States to instruct the
Panamanian ambassador to the
United States on provisions of the
Panama Canal Treaty.

Wednesday,
Movember 18

The Present
1977

1997

15998

January 1,
2000

January 17,
200000

July 2002

2005

20100

At 6:40 pome. the Panamanian ambassador
signs the Panama Canal Treaty, At

11:30 p.m., the official Panamanian
delegation arrtves at a Washington,

DC., railroad station and 1s met by their
ambassador. who informs them that the
treaty was signed just hours earlier.

The United States agrees to relinguish
control of the Panama Canal Zone on
December 31, 1999,

Autoridad del Canal de Panama,
the canal authority that will assume
control from the LS. Panama Canal
Commission, is created,

Panama gives a Chinese company the
right to build new port facilities on

both the Pacific and Atlantic sides, to
control anchorages, to hire new pilots
to guide ships through the canal. and to
block all passage that interferes with the
company’s business.

“The canal is ours™ is the jubilam
oty in Panama,

The Pentagon sees a potential
Chinese threat 1o the Panama Canal,

China pressures Panama to extend
diplomatic recognition to China and drop
recognition of Tarwan.

The Panama Canal is expected to

reach maximum capacity by 2010, The
administrative board proposes a $5
billion expansion to add a parallel set

of locks in response to the threat of a
competing project to build canals or
“multimodal” svstems across Mexico's
Tehuantepee isthmus. Either expand or
“run the risk of eventually becoming just
a regional canal”

A project to double the capacity of the
canal begins, scheduled to be completed
in 2014,
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This story is a good illustration of how history and geog-
raphy can affect public and political attitudes in the pres-
ent and far into the future. To the Panamanians and much
of Latin America, the Panama Canal is bul one example of
the many LS. intrusions during the early 20th century that
have taimted ULS.Latin American relations. For the United
States, the geographical importance of the Panama Canal for
trade (shipping between the two coasts via the canal 15 cul
by 8,000 miles) makes control of the canal a sensitive issue,

Western dommation of parts of China create in the minds of
many an adversarial relationship between the two countries.
Furthermore, some wonder il Panama would be reluctant to
ask the United States to intervene at some fulure date. per-
haps fearing that the Americans might stay another 98 years.
Although the probability of China sabolaging the canal
is slim at best, historical baggage makes one wonder what
would happen should US. relations with China deteriorate
to the point that the canal were considered to be in jeopardy.

especially if that control could be potentially hostile. That a
Chinesc-owned company has operational control of both the
Pacific and Atlantic ports and could pose an indirect threat 1o
the Panama Canal Zone concerns the US. government. The
recent history of US. conflict with China and the history of

Sources: Hernard A. Weisberger. “Panama: Made in DS A " dmevican
Hevirgge, November 1989, pp. 24-25; Juanita Darling, ** "The Canal Is
Curs” 15 Jubilant Cry in Panoma,”" Los Angeles Times, January |, 2000,
p. Al; U Sechexayder, “Spain-Mexico Team Outbids Panama Canal

Comypetitors,” Enginesring News-Record, January 4, 2000, p. 11.

LO1

The importance of
history and geography
inundarstanding
international markets

Here we begin the discussion of the Cultural Environment of Global Markets, Cultare can
be defined as a soclety’s accepted basis for responding to external and internal events, To
understand tully a society’s actions and its points of view, you must have an appreciation
for the influence of historical events and the geographical uniqueness to which a culture
has had to adapt. To interpret behavior and attitades in a particular culture or country, a
marketer must have some idea of a country’s history and geography,

The goal of this chapter is to introduce the reader to the impact of history and geography
on the marketing process. The influence of history on behavior and attitudes and the influence
of geography on markets, trade, and environmental issues are examined in particular

Historical Perspective in Global Business Hisiory helps define a nation’s “mission,” how
it perceives its neighbors, how it sees its place in the world, and how it sees itself. Insights
into the history of a country are important for understanding attitudes about the role of
government and business, the relations between managers and the managed. the sources of
management authority, and attitudes toward foreign corporations.

To understand, explain, and appreciate a people’ image of itself and the attitudes and un-
conscious fears that are reflected in its view of foreign cultures, it 13 necessary to study the
culture as it s now as well as to understand the culture as it was—that is, a country’s history.

History and Most Americans know the most about European history, even though our major trading
y P ¥ g . =
Contemporary Partners are now fo our west and south. Circa 2008, China became a hot topic in the United
. States. It was back in 1776 as well. In a sense, American history really beging with China.

Behavior % e

Recall the Boston Tea Party: Our complaint then was the British tax and, more important,
the British prohibition against Yankee traders dealing dircetly with merchants in Canton. So
it is worthwhile to dwell for a few moments on a couple of prominent points in the history
of the fast burgeoning market that is modern-day China. James Day Hodgson, former US.
Labor Secretary and Ambassador to Japan, suggests that anyone domg business in another
country should understand at least the eneyelopedic version of the people’s past as a matter

Loz

The effects of history on
a country’s culturs

1000  First millennium ends; 1025 Mavy of Chaolas in 1081 Venice and Byzantium ends—35yria expels the

southern India crushes the
empire of Srvijaya in modem
Myanmar to protect its trade
with China

1054  italy and Egypt
formalize commercial relations
1066  Williarn the Congueras
is victorious over Harald I in the
Battle of Hastings, establishing
Morman rule in England and
farever linking the country with
the contmeant

¥1K problem overblown—
widespread fear of the end of
the world proved unfounded
1000 Vikings settle
Mewfoundland

1004 Chinese unity crumbles
with treaty batween the Song
and the Lizo, giving the Liaa
full autonomy; China will remain
fractured until the Mongol inva-
sign an the 13th century (see
1208}

conclude a commercial treaty
(renewed in 1126)

1095 First of the crusades
begins; Pope Urban || calls
ah Europe’s noblemen to
help the Byrantines repal the
Turks; the crusaders’ traveal,
stories, and goods acquired
along the way help increase
trade across Europe and
with the Medierranean and
Asia;) eighth major crusade

Christians

1100 Japan begins to so-
late itself from the rest of the
world, not really opening up
again until the mid-1%th cen-
tury (see 1858)

1100 China invents the
mariner’s cempass and
becomes a force in trade;
widespread use of paper
mMoney also hEJpS InCrease
trade and prosperity
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of politeness, il not persuasion.! As important examples we offer a few perhaps surprising
glimpses of the past that continues to influence US.-Asia trade relations even today.

First Opium War and the Treaty of Nanjing (1839-1842). During
the carly 1800s, the British taste for lea was crealing a huge trade deficit with China. Silver
bullion was flowing fast in an casterly direction. Of course. other goods were being traded,
too. Exports from China also included sugar. silk. mother-of-pearl, paper. camphor, cassia,
copper and alum, lacquer ware, rhubarb, various vils, bamboo, and poreelain. The Brtish
“barbarians™ returned cotton and woolen textiles, iron, tin, lead carnelian, diamonds, pepper,
betel nuts, pearls, watches and clocks, coral and amber beads, birds” nests and shark fins, and
foodstulls such as fish and rice. But the tea-for-silver swap domimated the equation,

Then came the English East India Companys epiphany: opium. Easy to ship, high value
o volume and weigh! ratios. and addicting to customers—what a greal product! Al the
time, the best opium came from Brilish India. and once the full flow began, the tea-caused
trade deficit disappeared last. The Emperor complained and issued edicts, but the opium
trade burgeoned. One of the taller skyscrapers in Hong Kong today is the Jardine-Matheson
Trading House.” Its cireular windows are reminiscent ol the portholes of its elipper-ship
beginnings in the opium trade.

In 1836 some high-ranking Chinese officials advocated legalizing opium. The [oreign
suppliers boosted production and shipments in anticipation of exploding sales. Then the
Emperor went the opposite direction and ordered the destruction of the inventories in
Canton (now known as Guangrhou). By 1839 the trade was dead. The British responded by
sinking junks in the Pear]l River and blockading all Chinese ports.

The “magically aceurate” British cannon pointed at Nanjing yielded negotiations there in
1842, The Chinese ceded Hong Kong and 521 million pounds to the British. Ports al Xiamen,
Fuzhou, Ningbo, and Shanghai were opened to trade and settlement by foreigners. Hong
Kong thus became the gateway to a xenophobic China, particularly for the past 50 vears,
Perhaps most important, China recognized for the first tme its loss of greal power status.

Ultimately the Opium War became about forcign access o Chinese trade, and the treaty
of Manjing really didn’t settle the issue. A second Opium War was fought between 1857 and
1860, In that imbroglo, British and French forees combined to destroy the summer palace
in Beijing. Such new humiliations yielded more {reedoms for foreign traders: notably, the
treaty specifically included provisions allowing Christian evangelism throughout the realm,

Taiping Rebellion {1 8511 3ﬁ4}. One consequence of the humiliation at the
hands of foreigners was a loss of confidence in the Chinese government. The resulting
disorder came 1o a head in Guangxi, the southernmost provinee of the Empire. The leader
of the uprising was a peasant who grew up near Guangzhou. Hong Xiugquan aspired (o be a

James Day Hodgson, Yoshihiro Sano, and John L, Graham, Dafng Business in the New Japan, Succeeding
in America s Richest Foreian Mavker (Latham, MD: Rowman & Litdefield, 2005).

In a very imeresting paper. the authors argue that choices made by Jardine's and Swire's [rading houses)
in Asia today, for example, 2re an outgrowth of strategic choices first in evidence more than a century ago!
See Geotlrey Jones and Tarun Khanna, “Bringing History (Back) into International Business,” Jowrmal of
Fmternational Business Studies 37 (2006}, pp. 45368,

1100 Inca Empire in the
Andes begins to develop,
eventually encompassing
about 12 million people until
its destruction by the Span-
ish in 1553; cities specialize

in certain farming and trade
with others for what they don't
make

1132 Corporate towns in
France grant charters by Henry
| 1o protect commerce

1189 Geman merchants
conclude treaty with Movgorod
ir Russia

1200 izlam is introduced by
spice traders to Southeast Asia
1200 More than 60,000 [talian
marchants work and live
Constantinople

1206 Genghis Khan becomes
the Great Khan, contralling
maest of northern China; after
hiz death in 1227, the Khan

clan conguers much of Asia
by midcentury and promotes
trade and commerce, reviv-
ing the ancient Silk Road that
linked Chinese and Western
traders

1215 The Magna Carta,

a pact between the English
king and his subjects, is
signed by King John, who
becomes subject to the rule
of |aw

122% German merchants sign
trade treaty with the Pnnce of
Smolensk in Russia

1252 First gold coins issued
in the West since the fall of
Rome, in Florence

126% England institutes toll
roads

1270 Venetian Marco Pole
and his father travel through
Asia and the Middle East,
becaming the first European
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civil servant but failed the required Confucian teachings-based exam. When in Guangzhou
for his second try at the exam, he came in contact with Protestant Western missionaries and
later began to have visions of God.

After Munking the exam for a fourth time in 1843, he began 1o evangelize, presenling
himself as Christ’s brother. In the next seven years, he attracted 10,000 followers. In 1851,
he was crowned by his followers as the "Heavenly King™ of the “Heavenly Kingdom of
Peace.” Despite their adopted label, they revolted, cut off their pigtails in defiance of the
ruling Manchus, and began to march north. With the fervor of the rehigious zealots they
were, they fought their way through the capital at Nanjing and almost to Tianjing by 1855,

But then things started to unravel. Chinese opposition forees organized. Because for-
cigners apprecialed neither Hong's interpretation of the seriptures, nor his 88 concubines,
nor his attacks on Shanghat, they formed another army against him. Hong took his own hile
Just before the final defeat and the recapture of Nanjing.

Estimates of the death toll from the Taiping Rebellion stand between 20 and 40 million
people. We repeat: 20-40 million Chinese lives were lost. By contrast, “only™ 2 million
were killed i the 1949 Commumist Revolution. The Taiping Rebellion is the single most
horrific civil war in the history of the world. Surely Hong Xiuguan was insane. Other
rebellions also oceurred in China during this tme; the Muslim one in the northwest 1s most
notable {1862-78). However, based on these events in the mid-1800s, it is casy to see why
the Chinese leadership has remained wary of foreign influences in general, and religious
moverments in particular. even today.’

History and .lapan. Trade with Japan was a hol topic in the United States in
both the 1850s and the 1980s. Likewise, unless you have a historical sense of the many
changes that have buffeted Japan—seven centuries under the shogun feudal system, the
isolation before the arrival of Commodore Perry in 1853, the threat of domination by co-
lonial powers, the rise of new social classes, Western influences, the humiliation of World
War I1, and involvement in the international community—you will have difficulty fully
understanding its contemporary behavior. Why do the Japanese have such strong loyalty
toward their companies? Why is the lovalty found among participants in the Japanesc
distribution systems so difficult for an outsider to develop? Why are decisions made by
consensus? Answers (o such questions can be explained in part by Japanese history {and
geography).

Lovalty to famuly, to country, to company. and to social groups and the strong drive
lo cooperate, © work together for a common cause, permeate many facets of Japanese
behavior and have historical roots that date back thousands of vears, Historically, lovalty
and service, a sense of responsibility, and respect for discipline, training, and artistry were
stressed to maintain stability and order. Confucian philosophy, taught throughout Japan's
history, emphasizes the basic virtue of loyalty “of friend to friend, of wife w husband, of
child to parent, of brother to brother, but, above all, of subject to lord”” that 15, to country.

M. Mark Lam and John L, Graham, Didng Business in Ching Now, the Wordd & Mosr Dvsamic Markeiplace
(Mew York: MoGraw-ITill, 20075

traders to establish extensive
lirks with the regian

1279  Kublar Khan unites China
and creates the Yuan (Crigin)
dynasty; by the time he dies in
1294, he has ereated a unified
Mongol Empire extending from
China to eastern Europe

1300 The early stimngs of the
Renaissance begin in Europe

as pecple are exposed to other
cultures, primanly through mer
chants and trade; trade fairs are
held i numenous European cities

1315 A great famine hits
Europe, lasting two years, more
widespread and longer than
any befare

1342 The Plague {the Black
Dieath) kills ore-fourth to one-
third of the populaton in Europe
(25 million pecple) i just three
years, disrupting rade as citios try
to prevent the spread of the dis-
ease by restncting wsitors; it lleehy
started in Asia in the 1320%, mas-
srve infiation took hold, because
gaads could only be obitained

locally; serfs were in high demand
and began moving to higher
wage payers, forever allering
Europe’s labor landscape

1358 German Hanseatic
League officially forms by the
Hansa companies of merchants
for trade and mutusl protec-
tian, aventually encampassing
more than 70 cities and lasting
nearly 300 years

1375 Timur Lang the Turk
conguers lands from Moscow
o Delh

1381 English rioters kill
fareign Flemish traders as pant
of the 100,000-strang peasant
rebellion against Richard Il
which was led by Wat Tyler in a
failed attempt to threw off the
yoke of feudalism

1392 England prohibits
forsigners from retailing goods
in the country

1400 Koreans develop
maovable-type printing

(see 1450}



History Is Subjective
Lo3

How culture interprets
events through its own
2yes

1404 Chinese prohibit private
trading in foreign countnes,

but foreign ships may trade in
China with official permission
1415 Chinese begin signifi-
cant trading with Africa through
government axpeditions—
some believe they sailed to
Marth America as well in 1421
1425 Hansealic cily of Brugge
becomes the first Atlantic
seaport 1o be a major trading
center
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A fundamental premise of Japanese ideology reflects the importance of cooperation for the
collective good. Japanese achieve consensus by agreeing that all will unite against outside
pressures that threaten the collective good. A historical perspective gives the foreigner in
Japan a basis on which to begin developing cultural sensitivity and a better understanding
of contemporary Japanese behavior.

History is important in understanding why a country behaves as it does, but history from
whose viewpoint? Historical events always are viewed from one’s own biases and seli-
relerence criteria (SRC), and thus, what 15 recorded by one historian may not be what
another records, especially if the historians are from different cultures. Historians tradition-
ally try to be objective, but few can help fliering events through their own cultural biases.?

Our perspective not only influences our view of history but also subtly influences our
view ol many other matters. For example, maps of the world sold in the United States
generally show the United States at the center, whereas maps in Britain show Britain at the
center, and so on for other nations,

A erucial element in understanding any nation’s business and political culture is the sub-

jective perception of its history, Why do Mexicans have a love-hate relatonship with the

United States? Why were Mexicans required to have majority ownership in most foreign
investments until recently? Why did dictator General Porfirio Diaz lament, “Poor Mexico,
so far from God, so near the United States™? Why? Because Mexicans see the United States
a3 a threat to their political, economic. and cultural sovereignty.

Most citizens of the United States are mystified by such feelings. Afier all, the United
States has always been Mexico’s good neighbor. Most would agree with President John E
Kennedy'’s proclamation during a visit to Mexico that *Geography has made us neighbors,
tradition has made us friends”” North Americans may be surprised to learn that most
Mexicans “felt it more accurate to say “Geography has made us closer, tradition has made
us far apart.”™

Citizens of the United States feel they have been good neighbors. They see the Monroe
Doctrine as protection for Latin America from European colonization and the intervention
of Europe in the governments of the Western Hemisphere. Latin Americans, in contrast,
tend to see the Monroe Doctrine as an offensive expression of US. influence in Latin
America. To put 11 another way, “Europe keep your hands ofl—Latin America i1s only for
the United States.” an attitude perhaps typified by former U5, President Ulysses 5. Grant,
who, in a speech in Mexico i 1880, described Mexico as a “magnificent mine™ that lay
waiting south of the border for North Amerncan mterests.

United States Marines sing with pride of their exploits “from the halls of Montezuma
to the shores of Tripoli” To the Mexican, the exploit o which the “halls of Montezuma™

“An example of such biases is the differing perceptions of Turkey by European Union members in deciding
on Turkey’s membership in the EUL See “Which Turkey?™ The Econamist, March 17, 2005,

*For an msighttul review of some of the ssues that have affected relations between the United States and
Mexico, see Tohn Skirius, “Railroad, Oil and Other Foreign Interest in the Mexican Revolution, 1911-
19147 Sowernal of Latin American Shedies. February 2003, p. 25,

1427 Artec Empire is created
by kzcotl; it will encompass
about & million people before
its destruction in 151%

1430 Foruguese Prnce Henry
the Mavigator explores west
African coast to promote trade
1441 Mayan Empire collapses
23 the city of Mayapan is de-
stroved in a revolt

1450 Renaissance takes

hold in Florence, its traditional
birthplace

1450 Gutenberg Bible is
first book printed with mow-
able type; the ability te mass
produce books creates an
information revolution

1453 Byzantine Empire is
destroyed as Muhammad Il
sacks Constantinople
{renaming it Istankbul)

1464 French royal mail
service established by Lous X
1470 Early trademark

piracy committed by Persians

‘who copy mass-produced
Chinese poncelain to capitalze
on its popularity in foreign
countnes

1479 Under the Treaty of
Constantinople, in exchange for
trading rights in the Black Sea,
Venice agrees to pay tribute to
the Ottaman Empire

1482 English organize a
postal systemn that features
fresh relays of horses every

20 miles
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The Manumeanto de Los Mifos
Heraes honors six young cadets
whao, during the Mexican
Armarican War of 18347, chose
death ovar surrendar The
Mexican-Amarnican War is
important in Maxican history and
helps explain, in part, Mexico's
love-hate ralationship with

the United States (@ Dave G
Houser/Coripis)

Part 2 The Cultural Environment of Global Markets

refers is remembered as LS, troops marching all the way to the center of Mexico City and
extracting as tribute 890,000 square miles that became Arizona, California, New Mexico,
and Texas (see Exhibit 3.1). A prominent monument at the entrance of Chapultepec Park
recognizes Los Niios Heroes (the boy heroes), who resisted ULS. troops, wrapped them-
selves in Mexican flags, and jumped to their deaths rather than surrender. Mexicans recount
the heroism of Los Nisios Heroes" and the loss of Mexican territory to the United States
every September 13, when the president of Mexico, the cabinet, and the diplomatic corps
assemble at the Mexico City fortress to recall the defeat that led to the “despajo territorial”
{territorial plunder),

The Mexican Revolution, which overthrew the dictator Diaz and launched the modern
Mexican state, is particularly remembered for the expulsion of forcigners—muost notably
Morth American businessmen who were the most visible of the wealthy and influential
entreprencurs in Mexico,

"When the United Nations recommended that all countries set aside a single day each vear to honor children,
Mexico designated April 30 as “Dia de Los Nifos,” Interestingly, this holiday often coincides with Saint
Pamck’s Day celebrations, which melude recogmition of the San Patricios, the Insh-Amencan battahon that
fought with the Mexicans in the Mexican—Amencan War. See Carol Sowers, “El Dia de Los MNifios Adds
International Touch w Celebration,” Arizone Repubiic, Aprl 29, 2005,

1488 Bartclomeu Dhas sails
around the coast of Africa;

this, alohg with the voyages of
Christopher Columbus, ushers
in the era of sea fravel

1492 Christopher Columbus
“discovers” the New Waorld
1494  Portugal and Spain divide
the unexplosed world between
them with the Treaty of Tordesilizs
1500 Rise of mercantilism,

the accumulation of wealth by
the state to increase power, in
westemn Europe; states without
gold or silver mines try 1o contral

trade to maintain a surplus and
acourmnulate gold and silver; Eng-
lishman Thomas Mun was one
of the great proponents in 14600,
who realized that the overall bal-
ance of trade was the Important
factor, not whether each indvd-
ual trade resulted in a surplus
1500 Slave trade becomes a
major compaonent of commerce
1504 Regular postal service
established among Vienna,
Brussels, and Madnd

1520 First chocolate brought
from Mexico to Spain

1521 Mexico is conguered
by Heman Cortés after Aztec
ruler Montezuma is accidentally
kalled

1522 Magellan's expedition
campletes its three-year sail
around the world; it is the first
successful circumnavigation
1531 Antwerp stock exchange
15 the first exchange to move
into its own building, signifying
its importance in financing
commercial enterprises
throughout Eurape and the
rising impanance of private

trade and commerce; Antwerp
emenges as a trading capital
1532 Brazil is colonized by
the Fortuguese

1534 English break from the
Catholic Church, ending its
dominance of poltics and trade
throughout Europe, as Henrny VI
croates the Church of England
15853 South American Incam
Empire ends with conquest by
Spanish, the Incas had created
an extensive area of trade,
complete with an infrastructure
of roads and canals
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Exhibit 3.1

Territarial Expansion of

Territorial Expansion from 1783

United States from 1783 [T The United States 1783 [ Tewas annexation 1845
s e Poe [ West Floda annexation 1810, 1813 ] Caded by Mexico 1848
a series of financial deals, D East Flonda ceded by Span 1819 - Gﬂd@i‘ﬂFum 1853

negotiated settements, and - [ Acquired from Britain 1818, 1842 1837 Date of admission as state
forzible annexations. The
acquisition of territory fram
Mexico began with the Battle
of 5an Jacinto in 1834, when
Texas staged a successhul revalt
against the rule of Mexico and

became The Republic of Texas—

later to jomn the Urnon in 1845, "’
The Mexican War (1846-1848) i
resulted in Mexico ceding ! :
California and a farge part of the Fop TS L Kamsas | Migsaus
‘West to the United States. &11';5},'1 : . 7 1881 | 12

- " J Py N
Source: From Oxford Atlas of the = i - . Olklahama |y 0 oe 2 ;

) W s ATLANTIC

Werld, 10th ed., 2002, Reprnted with

permassion of Philip Maps

PACIFIC
QCEAN

MEXICC

Gulf of Mexico

OCEAN

E4E

Manifest Destiny and the Monroe Doctrine were accepted as the basis for ULS. foreign

Manifest Destiny
and the Monroe
Doctrine

policy during much of the 19th and 20th centuries.” Manifest Destiny, in its broadest inter-
pretation, meant that Americans were a chosen people ordained by God to create a model

1555 Tobacco trade begins
aftar its Introduction to Eurcpe
by Spanish and Portuguese
traders

1557 Spanish erawn suffers
first of numercus bankrupt-
cies, discouraging cross-border
lending

1561 Via Dutch traders, tulips
come to Europe from Mear East
fer first time

1564 William Shakespeare

iz barm; many of his play; are
stories of merchant traders

society. More specifically. it referred to the territonal expansion of the United States from
the Atlantic to the Pacific. The idea of Manifest Destiny was used to justify the U.S. annexa-
tion of Texas, Oregon, New Mexico, and California and, later, ULS. involvement in Cuba,
Alaska. Hawail, and the Philippines. Exhibat 3.1 illustrates when and by what means the
present United States was acquired.

The Monroe Doctrine. a cornerstone of early U5, foreign policy. was enunciated by
President James Monroe in a public statement proclaiming three basic dicta: no further
European colonization in the New World, abstention of the United States from European

"Some say even into the 2180 century, See “Manifest Destiny Warmed UpT™ The Economist, August 14,
2003 OF course, others dizapree. See Joseph Contreras, “Roll Over Motiroe: The Tnfluence the United
States Once Claimed as a Divine Right in Latin America is Slipping away Fast,” Newaweek fnternational,

December 10, 2007,

1567 Iyphoid fever,
imparted from Eurcpe, kills
twwo million Indians in South
America

1588 Spanish Armada de
feated by British, heralding
Britain's emergence as the
waorld's greatest naval power,
this power will enable Britain to
colonize many regions of the
globe and lead to its becom
ing the world’s commercially
dominant power far the next
300 years

1596 First flush toilet is de-
veloped for Britain's Clueen
Elzabeth |

1597 Holy Roman Empire
expels English merchants in
retaliation for English treatment
of Hanseatic League

1600 Potatoes are braught
from South &menca to Europe,
where they guickly spread to
thae rest of wordd and became a
staple of agriouttural production
1600 Japan begins trading
silver for foreign goods

1600 Britain's Queen
Elizabeth | grants charter to the
East India Company, which will
dominate trade with the East
uritil its demise in 1857

1601 France makes postal
agreements with neighbaring
states

1602 Dutch charter thair cwn
East India Company, which

will daminate the South Asian
coffee and spice trade

1807 British colony of
Jamastawn built
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political affairs, and nonintervention by European governments in the governments of the
Weslern Hemisphere.

After 1870, interpretation of the Monroe Doctrine became increasingly broad. In 1881,
its principles were evoked in discussing the development of a canal across the Tsthmus
of Panama. Theodore Roosevelt applied the Monroe Doctrine with an extension that be-
came known as the Roesevelt Corollary. The corollary stated that not only would the
United States prohibil non-Amerncan intervention in Latin American aflfairs, but it would
also police the area and guarantee that Latin Amernican nations met their international
obligations. The corollary sanctioning American intervention was applied in 1905 when
Roosevell forced the Dominican Republic to accept the appointment of an American
cconomic adviser, who quickly became the financial director of the small state. It was also
used in the acquisition of the Panama Canal Zone from Colombia in 1903 and the forma-
tion of a provisional government in Cuba in 1906,

The manner in which the United States acquired the land for the Panama Canal Zone
typifics the Roosevelt Corollary—whatever is good for the United States is justifiable. As
the Global Perspective at the beginning of this chapter illustrates, the creation of the coun-
try of Panama was a total fabrication of the United States.*

According to U.S. history, these Lalin American adventures were a justifiable part of our
foreign policy; to Latin Americans, they were unwelcome intrusions in Latin American af-
fairs. This perspective has been constantly reinforced by LIS, mtervention in Latin America
since 1945 (see Exhibit 3.2). The way historical events are recorded and interpreted in one
culture can differ substantially from the way those same events are recorded and inter-
preted in another: From the ULS. view, cach of the interventions illustrated in Exhibit 3.2
was Justified. A comparison of histories goes a long way in explaming the differences m
oullooks and behavior of people on both sides of the border. Many Mexicans believe thal
their “good neighbor™ to the north is not reluctant to throw its weight around when it wants
something. Suspicions that self-interest is the primary motivation for good relations with
Mexico abound.”

History viewed from a Latin American perspective explains how a national leader, under
adverse economic conditions, can point a finger at the United States or a US. multinational
corporation and evoke a special emotional, popular reaction to divert attention away from
the government in power. As a case in point, after the ULS. House of Representatives voted
o censure Mexico for drug corruption, President Ernesto Zedillo came under pressure to

LO4

How long-past U.5.
international policies still
affect customer attitudes

ahroad

"For an interesting discussion of how past US. forcign interventions affect attitudes about U5, invelvement
n Irag, see “Anb-Americanism: The View from Abroad” The Ecomomiss, February 17, 2003

“Many Latin Amencans” elation with the Bush admimstration’s fiest-term pronouncements that the Umted
States was looking south “not as an afterthought but as g fundamental commitment™ —that 4 region “too
offten separaied by hstory or nvaley and resentment” should prepare iself for the start of 2 “new em” of
cooperation—soon became disappointment as the war on terror tumed U5, attentton away from Latin
America, Marcels Sanchez, “Bush, Looking Every Which Way bt South,” Fashiigron Pose, January 6, 2005

1609 Dutch begin fur trade through experimentation and colonies to trade only with private individuals at 8 percent

through Manhattan obsarvation Englizh ships interast
1611 Japan gives Dutch 1625 Dutch jurist Hugo Gro- 1654 Spain and Germany 1698 First steam engine is
limited permission to tius, sometimes called the father  develop hereditary land rights, invented

tracla of international law, publishes a concept that will help lead to 1719 French consolidate

1612 British East India
Company builds its first factory
in India

1620 Mayflower sails for the
MNew World

1620 Father of the Scentfic
Rewolution, Francis Bacon,
publishes Noyvum Organum,
promoting inductive reasoning

On thie Laws of War and Peace
1636 Harvard University
founded

1637 Dutch "tulip mania®™
results in history's first boom=
bust market crash

1651 English pasz first of
so-called Mavigation Acts 1o
rastrict Dutch trade by forcing

the creation of great wealth in
single families and thus 1o the
development of private com-
mercizl empires

1687  Apple falling on
Mewton's head leads to his

publication of the [aw of grawvity

1694 The Bank of England is
established; it offers loans to

their trade in Asia into one
company, the French East
India Company; rival British
Eazt India Company maintains
its grip on the region's trade,
howaever, and Franch revert to
individual company trading &0
years later
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Exhibit 3.2

LS. Intervention in Latin America Since 1945

MEXICO CLURA Havana HAITI DerIMEC AN
12 ¥ Mmaco . *;EP‘JHI (8 ATLANTIC 1 USA atternpts to thwart election of Peran {1944)
L HONDURES 11 & CEAN
b T L GREMADA 2 Popular Revolution neutralized by US economic
ﬁu.ﬁ.TEM.nLA‘.'#)il T hm:, GLYANA pressure ([1952)
EL SALVADOR 2 F 1 ¢ LIRINAME )
MICARAGUA pr e VENEZUELS 3 ClA-organized invasion overthrows Arbenz (1954)
cosTadica  f : = ¢ ~FRENCH following expropriation of United Fruit Company lands
PANAMA COLOMBIA GUIANA . _
i =\ 4 Mationalist revolution (195%) and alliance with LISSR (1%60),
i 4= g USA declares econamic embarge, and ClA organizes faled
ECUADLR, Bay of Pigs invasion (19461, Cuban Missile Crisis (1962)
PACIFIC BRAZIL § Covert intervention t?l USA against elected Marxist
OCEANM PERLI government of Popular Unity (1970-73)
= Lima
! Bvé:EPM Brazihn & I'-.-'I{[Iitary ar:_terzegn;mn 1o suppress possible communist
] infiuence {19
CHILE 1
o5 FARAGUAY 7 Revolution (1979): USA funds counter-revolutionary
US Int ti Ty movement {1780z
in Latin Amﬂm Eua?:: [ 8 Eggan_ﬂlgfe rventian by USA to defeat left-wing guerrillas
since 1945 armaga® URUGUAY ‘
» Direct military acbion | ARGENTINA o ¥ U5 invasion to restoere stable government [1983)
by U’S'!" | ATLANTIC 10 US invasion to arest President Moriega on charges of
o Ecanamic and polibeal OCEAN drug trafficking [1989)
intervention by USA i .
Birect il frany meddan 11 "Megotiated” US invasion to restore democracy (1794}
A by USSR : | 12 Morth American Free Trade Agreemeant {1994)

Source: From Oxford Atlas of the Wordd, 10th ed,, 2002 Ecprlnlru with permission o Fhl:lr.\ﬁ Mlaps

take a hard stand with Washington. He used the anniversary of Mexico’s 1938 expropria-
tion of the oil industry from foreign companies to launch a strong nationalist attack. He
praised the state oil monopoly Pemex as a “symbol of our historical struggles for sover-
eignty.” Union members cheered him on, waving a huge banner that read: “In 1938 Mexico
was “decertified” because it expropriated its oil and it won-—today we were decertified for
defending our dignity and sovereignty.” Apparently Venezuelan President Hugo Chavez
was listening, based on his more recent nationalization of foreign oil company assets in the
Orinoco River Basin®™ and his recent renaming of the country the Bolivarian Republic of
Venezuela,"

"Neneruela: Spint of the Monroe Doctrine,” Waskingron Tores, Tune 10, 2007, p. B3 Brian Ellsworth,
“Chl at $100, Veneruela'’s Chavez Faces Industry Shump,” Rewters, lanuary 4, 2008,

"Vencttieln: Chavez's New Curvency Targets Inflation,” Tidsa Bordd, January [ 2008, p. Ab,

1725 Rise of Physiocrats,
followers of the econamic
philosopher Frangois Ouesnay,
who belisved that production,
not trada, created wealth and
that natural law should rule,
which meant producers should
be able to exchange goods
freely; movement influenced
Adam Smith's ideas promoting
free trade

1740 Mana Theresa becomes
empress of the Haoly Roman
Empira (until 1780); she ands

serfdom and strengthens the
power of the state

1748 First modemn, scien-
tifically drawn map, the Carte
Geéometrique de la France,
compnsing 182 sheets, was
authornized and subseguently
drawn by the French Academy,
Louis XV proclaimed that the
new map, with mare accurate
data, lost more territory than hes
wars of conquest had gained
1750 Benjamin Franklin shows
that lightning is a form of elec-

tricity by conducting it through
the wet string of a kite

17580 Industrial Revolution
begins and takes off with

the manufacturs, in 1780, of
the steam engine ta drive
machines—increased productiv-
ity and consumption follow (as
do poor warking conditions and
increased hardships for workers)
1760 Chinesa bagin strict
reqgulation of foreign trade

to last nearly & century

when they permit Europeans

to do business only in a small
arga outside Canton and

anly with appmnled Chinese
traders

1764 British victones in India
begin Britain’s dominance of
India, Eastern trade, and trade
roUtEs

1764 British begin numbenng
houses, making mail delivery
more efficiant and providing
the means for the development
of direct mail merchants
centuries later
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CROSSING BORDERS 3.1

Adapting ta the local culture is an important aspect

of strateqy for many products. Understanding a coun-
try's history helps achieve that goal. Micrasaft has nine
different editions reflecting local "history” to be sure
that its Encarta multimedia encyclopedia on CD-ROM
does not contain cultural blunders, As a consequence,

it often reflects different and sometimes contradictary
understandings of the same historical events. For
example, who invented the telephone? In the U.5., UK,
and German editions, it is Alexander Graham Bell, but
ask the question in the ltalian edition, and your answer is
Antonio Meucc, an talian-American candle maker whom
talians believe beat Bell by five years. For electric light
bulbs, it is Thomas Alva Edisen in the United States, but
in the United Kingdam, it is the British inventor Joseph
Swan_ Other historical events reflect local perceptions.
The nationalization of the Suer Canal, for exarmple, in
the U.5. edition is a decisive intervention by superpow-
ers. In the French and UK. editions, it is summed up as
a "humiliating reversal” for Britain and France—a phrase
that does not appear in the U.5. edition.

Although Micrasoft is an the mark by adapting thess
events to their local historical context, it has, on ooca-
sion, missed the boat an geography. South Korean ire
was raised when the South Korean island of Ullung-doe
was placed within Japan's borders and when the Chon-Ji

Lake, where the first Korean is said to have descended
fram heaven, was located in China. And finally, an em-
barrassed Microsefl apologized to the people of Thai-
land for referring ta Bangkok as a commercial sex center,
assuring the wormen's activists group that protested that
the revised version would “include all the great content
that best reflects its rich culture and history."

Microsaft alse bows to palitical pressure. The gavern-
ment of Turkey stopped distribution of an Encarta edi-
tion with the name Kurdistan used to dencte a region
of southeastarn Turkey on a map. Hence Microsoft re-
moved the name Kurdistan from the map. Governments
frequently lobby the company to show their prefermed
boundaries on maps. When the border between Chile
and Argentina in the southern Andes was in dispute,
bath countries lobbied for their preferred boundary, and
the solution both countries agreed to was—no line.

But cur fun stories about changes to Encarta must
come to an end, because the online encyclopedia has
itself become a tapic of histary. Microsoft folded the
entire Encarta operation without explanation in 2009,
most analysts agree Wikipedia simply did it in.

Sources: Kevin J Dolaney, "Microsofts Encarta Has Differont Facts for
Ditferant Folks,” The Wall Strest Journal, June 25, 1999, p. AT; “Why
You Waon't Find Kurdistan on @ Microseft Map of Turkey,” Geographical,

Meovember 1, 2004; Mick Winfiold, “Micresoft to Shut Encarta as Free
Sites Alter Market,” The Wall Streat Journal, March 31, 2009, p. B3,

These leaders might be cheered for expropriation or confiscation of foreign invest-
ments, even though the mvestments were making important contributions to their econe-
mies. To understand a country’s attitudes, prejudices, and fears, it 15 necessary to look
beyond the surface of current events to the inner subtletics of the country’s entire past for
clues, Three comments by Mexicans best summarize this section:

History is taught one way in Mexico and another wav in the United States

the United States

robbed us bt we are portrayed in ULS. textbooks as bandits who invaded Texas.

We may not hike gringos for historical reasons, but teday the world 15 dividing into commercial
blocks, and we are handeuffed to cach other for better or worse

W always have been and we continue o be a colony of the United States.

1773 Boston Tea Party
symbolizes start of American

particularly their own
economic destiny

at least the next two centuries;
written constitutions will help
stabilize many countries and

is not gold or silver that will
enhance the state, but the

Revelution; impelus comes
from Amencan merchants
trying to take control of
distribution of goods that
were being controlled
exclusively by Britain

1776 American Daclaration
of Independance proclaims
the colonies' rights to
determine their own desting,

1776 Theory of modern capi-
talism and free trade expressed
by Adam Smith in The Wealth
of Mations; he theonzed that
countries would only produce
and export goods that they
were able to produce more
cheaply than could trading
partners, he demaonstrates that
mercantilists were wrong: It

material that can be purchased
with it

1783  Treaty of Faris officially
onds the Amencan Revolution
tollowing British surrender to
Amenican troops at Yorktown
in 1781

1787 U.S. Constitution ap-
proved, it becomes a model
document for constitutions for

Eencourage funeig n investment
and trade with them

1789 French Revolution
begins; itwill alter the power
structure in Europe and help
lead to the introduction af laws
pratecting the individual and
1o limited demacracy in the
region
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G eograp h}" and Glo bﬂ' Markets Geography, the study of Earths surface, climate, continents,
countrics, peoples, industries, and resources, is an element of the uncontrollable environ-
ment that confronts every marketer but that receives scant attention.” The tendency s to
study the aspeets of geography as solated entities rather than as important causal agents of
the marketing environment. Geography is much more than memonzing countries, capitals,
and rivers. It also imcludes an understanding of how a society’s culture and economy are
affected as a nation struggles w supply its people needs within the limits imposed by its
physical makeup. Thus, the study of geography is important in the evaluation of markets and
their environment.

This section discusses the important geographic characteristics a marketer needs o con-
sider when assessing the environmenial aspects of marketing, Examinimg the world as a
whole provides the reader with a broad view of world markets and an awareness of the
cifects of geographic diversity on the economic profiles of various nations. Climate and to-
pography are examined as facets of the broader and more important elements of geography.
A brief look at Earth’s resources and population—ithe building blocks of world markets—
completes the presentation on geography and global markets.

LOS5

The effect of gecgraphic
diversity an ecanomic
profiles of a country

Climate and
Topography

Altitude, humidity, and temperature extremes are climatic features that affect the uses
and Tunctions of products and equipment, Products that perform well in tlemperate zones
may deteriorate rapidly or require special cooling or lubrication to function adeguately in
tropical zones, Manufacturers have found that construction eguipment used in the United
Stales reguires extensive modifications to cope with the intense heat and dust of the Sahara
Diesert, A Taiwanese company sent a shipment of drinking glasses to a buyver in the Middle
East. The glasses were packed in wooden crates with hay used as dunnage to provent break-
ape. The glasses arrived in shards, Why? When the crates moved to the warmer, less humid
climate of the Middle East, the moisture content of the hay dropped significantly and shriv-
cled to a point that it offered no protection.

Within even a single national market. climate can be sufficiently diverse 1o require
major adjustments. In Ghana, a product adaptable to the entire market must operate effce-
tively in extreme desert heat and low humidity and in tropical rainforesis with consistently
high humidity. Bosch-Siemens washing machines designed for European countrics require
spin cyeles to range from a minimum spin cvele of 300 rpm to a maximum of 1,600 rpm:
Because the sun does not shine regularly in Germany or in Scandinavia, washing machines
must have a 1,600 rpm spin cyele because users do not have the luxury of hanging them out
to dry. In Italy and Spain, however, clothes can be damp, because the abundant sunshine is
sufficient to justify a spin cyele speed of 300 rpm.

Different scasons between the northern and southern hemispheres also allect global
strategies. JCPenney had planned o open five stores in Chile as part of ils expansion mito
countries below the equator. It wanted to capitalize on its vast bulk buying might for its
MNorth American, Mexican, and Brazilian stores to provide low prices for its expansion mto
South America. After opening its first store in Chile, the company realized that the plan was

LO&

Why marketers need
to be responsive to the
geography of a country

PThe importance of geography in understanding global challenges that exist today 15 discussed in Harm 1.
DR, Wiy Geograpdy Matters (New York: Oxford University Press, 2005),

1792 Gas lighting Introduced;
within three decades, most
major European and U5, cities
will use gas lights

1804 Steam locomotive in-
troduced:; it will become the
dominant form of transport of
goods and people until the
20th century, when trucks and
airplanes become commercially
viable

1804 Mapoleon crowns him-
self emperor, ovarthrowing the
French revalutionary govern-
ment, and tries to conguer Eu-
rope (after already occupying
Egypt as a maans of cutling
off British trade with the East],
the failure af which results

in the redrawing of national
boundaries in Europe and Latin
America

1807 Robert Fulton's steam-
boat is the firstto usher in a
new age of transport when his
Clermont =ails from Mew York
1o Allbany

1807 French Mapoleonic
Code issued and eventually
becomes a modeal of civil law
adopled by many nations
around the world

1807 LS President Thomas
Jefferson bans trade with
Eurape inan affort o convines
warring British and French ships
1o leave neutral LLS. trading
ships alone

1810 Frenchman Micolas
Appert successfully cans food
and prevents spailage
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CROSSING BORDERS 3.2

When you live in Chungungo, Chile, one of the coun-
try's most arid regions with no nearby source of water,
you drink fog. Of course! Thanks to a legend and re-
sourceful Canadian and Chilean scientists, Chungungo
now has its own supply of drinkable water after a
20-year drought. Before this new source of water,
Chungungeo depended on water trucks that came
twice a week.

Chungungo has always been an arid area, and leg-
end has it that the region's ariginal inhabitants used to
worship trees. They considerad them sacred because a
permanent flow of water sprang from the treetops, pro-
ducing a constant interior rain. The legend was right—
the trees produced rain! Thick fag forms alang the
coast, As it moves inland and is forced to rise against
the hills, it changes into tiny raindrops, which are in turn
retained by the tree leaves, producing the constant
source of rain. Scientists set out to take advantage of
this natural phenomeanan.

The nearby ancient eucalyptus forest of El Tofa Hill
provided the clue that scientists neaded to create an
inaenious watersupply system. To duplicate the water-
bearing effect of the trees, they installed 86 "fog catch-
ers" on the top of the hil—huge nets supported by
12-foot eucalyptus pillars, with water containers at their

base. About 1,200 gallons of water are collected each
day and then piped into town. This small-scale system
is cheap (about one-filth as expensive as having water
trucked in), clean, and provides the local people with a
steady supply of drinking water.

In sub-Saharan Africa, inventive lolks have coma
up with a new way to bring water up from wells. A
life-changing and life-saving invention—the PlayPump
water system—provides easy access to clean drinking
water, brings joy to children, and leads to improve-
ments in health, education, gender equality, and eco-
nomic development in more than 1,000 rural villages in
South Africa, Swaziland, Mozambigue, and Zambia. The
PlayPump systems are innovative, sustainable, patented
water pumps powered by children at play. Installed near
schools, the PlayPump system doubles as a water pump
and a merry-go-round. The PlayPump systern also pro-
vides one of the only ways to reach rural and peri-urban
communities with potentially life-saving public health
messages. Please see the accompanying pictures of a
naw solution ta one of humankind's oldest prablems.

Sources: " Drinking Fog,” Warld Press Review, “Sikvar Lining,” The

Economest, February 5, 2000, p. /5; UNESCE} Watar Furt,ai'-"-"z:nldy
Updatu Nu BE‘ Fog,” Apnl 15, J'IJ-UE trp e umipsca amgdwater
N Elntion B9 shiml; hitpedfenenw playps e 2C|'|:|F.| -"-\llill'l B
||'||r|g|'|t "Dll.'u into Clean Water, ™ HRM;E;}'II‘IU ";uﬂ no. & (2009), p. 4

notl going lo work—when it was buying winter merchandise in North America, it needed
summer merchandise in South America. The company quickly sold its one store in Chile;
its expansion into South America was limited to Brazil.”

Mountains, oceans, seas, jungles, and other geographical features can pose serious
impediments to cconomic growth and trade. For example, mountain ranges cover South
America’s west coast Tor 4.500 mules, with an average height of 13,000 feet and a width
of 300 to 400 miles. This natural, formidable barrier has precluded the establishment of
commercial routes between the Pacific and Atlantic coasts. South America’s natural bar-
riers inhibit both national and regional growth, trade, and communication. Geographic
hurdles have a direct effect on a country’s cconomy, markets, and the related activities of

Phiriam Jordan, “Penney Blends Two Business Cultures

o The Wall Street Jowrnal, April 5, 2001,

1810 Followang Napaleon's

invasion of Spain and Portugal,

Siman Bolivar begins wars of
independence for Spanish
colonies in Latin America,
leading to new governments
in Bolivia, Columbia, Ecuador,
Peru, and Venazuelz

1814 First practical

stearn |scomotive |s bult

by George Stephensan in
England, leading to the birth
of railroad transportation

in 1825 with the first train
carrying 450 passengers at

15 miles per hour

1815  Mapoleon defeated at
Battle of Waterloo and gives up
throne days later

1815 British build roads of
crushed stone, greatly improv-
ing the guality and speed of
road travel

1817 David Ricardo publishes
Principles of Political Economy
and Tazation, n which he

proposes maoderm trade theory:
Comparative advantage dnves
tradle; countries will preduce
and expart goods for which they
have a comparative advantage
a5 opposed to Adam Smith's ab-
solute advantage {see 1774)
1821 Bntain is first to adopt
gold standard to back the value
of its currancy

1823 U.S. President James
Maonroe promulgates the doc-
trne bearning his name that

declares the Amencas closed
to colonzation in an attempt to
assert LS. influence aver the
region

1837 FReign of Britain's Queen
Victoria begins, she oversees the
growth of the British Empire and
Britain’s emergence as an indus-
trial power (she dies in 1901)
1837 Electronic telegraph
begins wide commeroial use,
transmitting information, includ-
ing production orders, swiftly
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While children have fun spinning on the PlayPump merm-go-round, (1) clean water is purmped (2] from undarground (3) inta a 2, 500-liter
tank, (4) standing seven meters above the ground, A simple tap (5) makes it easy for adults and children to draw water, Excess water is
diverted from the storage tank back down inte the base hale (&), The water storage tank (7) provides rare opportunities to advertise 1o
outlying communities, All four sides of the tank are lsased as billboards, with twio sides for consumer advertising and the other two sides
for health and aducational messages. The revenue generated from this unigue model pays for pump maintenance. Capable of producing
up te 1,400 liters of water per hour at 14 rpm from a depth of 40 metaers, it is effective up to & depth of 100 meters. Ses hiio Ve
playpumos org. (right: @ Frimmel Smith/PlayPump)

1839 Process for recording
negative images on paper s
introduced in England, the
precursar to madern film
technalogy

1841 Briton David Livingstone
begins 30 years of exploring

in Africa

1842 Hong Kong ceded to
Britain with the Treaty of Manjing
fellowing the Crpium War, the
city will bacome a financial and
trading center for Asia

communication and distribution in China, Fussia, India, and Canada as well. As countries
seck cconomic opportunities and the challenges of the global marketplace, they invest in
infrastructure to overcome such barriers. Onee seen as natural protection from potentially
hostile neighbors, physical barriers that exist within Europe are now seen as impediments
to efficient trade in an integrated economic union.
For decades the British resisted a tunnel under the English Channel—they did not trust
the French or any other European country and saw the channel as protection. But when they
became members of the European Union, economic reality meant the channel tunnel had to
be built to facilitate trade with other EU members. Now you can take a bullet train through
the Chunnel, but even a decade after it opened, its finances are still a bit shaky," and recently,
undocumented workers have tried to walk the underwater route to reach England. "

Hitobert Lea, "Chunnel Rail Link Firm Heads for a Mulo-Billion Break-Up,” Evening Stapdard, Movember 1,

2007, p. 28,

EeTlegals in the Chunnel,” Dty Expeess, January 4, 2008, p. 39,

1844 Chinese open five ports
ta U5, ships

1847 First government-
backed postage stamps issued
by Urnited States, leading to
more certain and efficient
communication by post

1848 John Stuart Mill
publishes Pnnciples of
Political Economy, complet-
ing the modern theory of
trade by stating that gains

from trade are reflected in the
strength of the reciprocal de-
mand for imports and exports
and that gains would come
from better tarms of tracle
{see 1817)

1848 The Communist Mani-
festo, by Germans Karl Marx
and Friedrich Engels, is issued;
it will become the basis for the
communist movements of the
20th century

1851 First intermational
world's fair held in Lenden,
showeasing new tachnology
1854 [eclaration of Paris
recognizes the principle of
free movement for trade, even
in wartime—blockades could
only extend along the enemy's
coast; it also establishes the
practice of allowing the acces-
sion to treaties of nations other
than the criginal signatories
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This advartisemant provides

the only time we have sean a
human wvamiting ta market a
product The product advertised
treeats altitude sickness, Tha
billboard appears in the Lima,
Peru, airport, targating tourists
traveling frorm saa lavel to Cuzen
and Machu Piechy (pictured in
the scenic background). Cuzeo,
the old Inca capital, rises mora
thar 11,000 feat in altitude, and
many f:‘)l{-lljr'l founsts wis .’.r‘uJ
there suffar this |‘_|<'-.rT|£|_||.J| anrt
of tourista

Geography, Nature,
and Economic
Growth

1857 Fussia and France sign
trade treaty

1858 Ansel Commercial
Treaties with Japan open the
formerly closed country to
trade with the West (treatias
follow “opening” of Japan to
the West by American Matthew
Ferry in 1854}

1860 The Cobden Treaty aims
to create free trade by reduc-
ing or eliminating tariffs be-
twaen Britain and France; also
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Die Lasung
gegen die HdhénWrankheit

Proseeas and L

Prpviens y alive

a product of Laboratar

www.sorajchipil= S < e pont I

e

T A
i

From the days of Hannibal, the Alps have served as an important physical barner and pro-
vided European countrics protection from one another. But with the EU expansion, the Alps
became a major impediment 1o rade. Truck tralfic between southern Germany and north-
ern Italy, which choked highways through some of Switzerlands most treacherous moun-
tain roads and pristinge nature arcas, was not only burdensome for all travelers but becoming
ceonomically unacceptable. The solution, the 21-mile Loctschberg Tunnel, which opened in
2007, burrows under the Alps and trims the time trains need (o cross between Germany and
ltaly from a three-and-a-half=hour trip to less than two hours, By 2014, the 36-mile Gotthard
Tunnel will provide additional rail coverage for the arca and be the worlds longest rail tunnel.

Adways on the shm margin between subsistence and disaster, less-privileged countries suller
disproportionately from natural and human-assisted catastrophes.' The Haitian carthguake
disaster of 20010 15 perhaps the promiment example. Chimate and topography coupled with
cvil wars, poor environmental policies, and natural disasters push these countnies further
into cconomic stagnation. Without irrigation and water management, droughts, floods, and
soil erosion afflict them, often leading to creeping deserts that reduce the leng-term Fertility
of the land."” Population increases. deforestation, and overgrazing mtensify the impact of

" Asin’s Taunami: Helping the Survivors,” e Economisr, lanuary 3, 2003,

"See Map 2, “Global Climate,” in the World Maps section for a view of the diversity of the world's climate.
The climatic phenomenon of El Nifo wreaks havos with weather patterns and is linked to crop failures,
famuine, forest fires, dust and sand siorms, end other disasters associated with either an overabundance or

a lack of rain

leads to most-favared-nation
status in bilateral agreements
and eventually to multilateral
agreements

18560 Passports are intro-
duced in the United States to
regulate foreign travel

18886 The principle of the
electric dynamo is found by
German Wemer Siemens,
who will produce the first
elactric power transmission
systam

1866 The trans-Atlantic cable
is completed, allowing nearly
nstant [telegraphic) commu-
nication between the United
States and Europe

186% Suez Canal completad
after 11 years of canstruction;
the canal significantly cuts
the time for travel betweean
Europe and Asia, shortening,
for example, the trip between
Britain and India by 4,000

miles

186% First U.5. transcontinen-
tal rail route is completed, her
alding a boon for commercea;
first commearcially viable type-
writer patented; until computer
word processing becomeas com-
man maore than a century |ater,
the typewriter enables anyane
to produce documents quickly
and legibly

1873  United States adopts
the gold standard to fix the
international value of the dollar
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drought and lead to malnutrition and ill health, further undermining these countries’ abilitics
ta solve their problems. Cyelones cannot be prevented, nor can inadequate rainfall, but means
ta control their effects are available. Unfortunately, each disaster scems to push developing
countries further away from elfective solutions. Countries that suffer the most from major ca-
lamities are among the poorest in the world.™ Many have neither the capital nor the technical
ability to minimize the effects of natural phenomena; they are at the merey of nature.

As countries prosper, natural barriers are overcome. Tunnels and canals are dug and bridges
and dams are built in an effort to control or to adapt to climate, topography, and the recurring
extremes of nature. Humankind has been reasonably successful in overcoming or minimizing
the effeets of geographical barriers and natural disasters, but as they do so. they must contend
with problems of their own making. The construction of dams is a good example of how an
attempt 1o harness nature for good has a bad side. Developing countries consider dams a cost-
cffcctive solution to a host of problems. Dams create electricity, help control floods. provide
waler lor nrigation during dry peniods, and can be a nich source of fish. However, there are
side effects; dams displace people (the Three Gorges Dam in China will displace 1.3 million
people" while attracting tourists™). and sill that ultimately clogs the reservoir i3 no longer
carnied downstream to replenish the soil and add nutrients. Sinularly, the Narmada Valley
Dam Project in India will provide electrieity, food control, and irrigation, but it has already
displaced tens of thousands of people. and as the benefits are measured against social and
environmental costs, questions of its efficacy arc being raised. In short, the need for gigantic
prajects such as these must be measured against their social and environmental costs.

As the global rush toward industrialization and economic growth aceelerates, environ-
mental issues become more apparent. Disruption of ecosystems, relocation of people, in-
adequate hazardous waste management, and industrial pollution are problems that must
be addressed by the industrialized world and those secking cconomic development.”
The problems are mostly byproducts of processes thal have contributed significantly to
economic development and improved hfestyles. During the last part of the 20th century,
governments and industry expended considerable effort 1o develop better ways 1o control
nature and to allow industry to grow while protecting the environment.*

Social R\Eipﬂnﬁih"i‘l}f Nations, companics, and people reached a consensus during the close of the last decade:
and Environmental Environmental protection is not an optional extra; it is an essential part of the complex
process of doing business. Many view the problem as a global issue rather than a national

Management ! :

9 issue and as one that poses common threats to humankind and thus cannol be addressed by
nations in isolation. OF special concern (o governments and businesses are ways (o stem the
tide of pollution and 1o clean up decades of neglect.

"“Water Shortage Fears in Durfur Camps,” Al Africa, December 10, 2007, “Morthern YViemam Likely to
Face Water Shortages,” Xinfie News Agercy, January 4, 2008,
" Anita Chamg, “China; Three Gorges Dam [mpact Wot That Bad” Associated Presy, November 22, 2007
“Tourist Armivals to Three Gorges Dam Hit New High in 2007, 4sfa Pulee, Tanary 8, 2008,
IRandy Bavers, “Big Wake-Up wo Global Warming.” Philadelplia Inguirer, December 24, 2007, p, D1,
2Wiait o wewew gemore. for information on the Global Environmental Management Initiative, an
organization of US. multinational compamies dedicated o environmental protection. Also see Keith Bradsher,
“Hong Kong Unlities Agree to Pollubon-Linked Rates,” The New York Timpes, January 10, 2008, p, C4.
1875 Unwersal Postal Unton culture and business—making England, as the prime mandian  be said to spark the start of
created in Switzerland to provide 2 truly 24-hour day and pav- i0° longitude) globalization because of the
for an intarnational mail service ing the way for electranic 1886 Amarican Federation speed with which information
1876 Alexander Graham Bell machines of Labor tounded, becoming is able to be transmitted
is granted a patent for the tele- 1881 Zoopraxiscope, which a model for workers around 1903 First successiul flight of
phone, which will revolutianize shows pictures in mation, is the world to unite against an airplane, piloted by Ornville
communications developad management and gain higher Wright, takes place at Kitty
1880 Thomas Edison creates 1884 The basis for establish- pay and better working Hawk, North Carclina
first electric powor station, ing standard time and measur- conditions 1904 First vacuum twbe is
after inventing the electric light  ing the longitude of any spot 1901  Italian Guglielmo developed by lohn Fleming,
in 1878, which lights New York  in the world is created with Marconi sends the first radio allawing altemnating current
City and starts a revolution in the designation of Greenwich, message, the radio could to become direct current and
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Two kinds of aconomic progress, one with grest collateral damage and one with much less. Large trucks ars dwarfed by the 185+
meter sluice gates of the Three Gorges Dam. China bagan filling the reservaoir in a major step toward completion of the world's largest
hydroalectric project. The level is expected to reach 135 meters (444 feat), inundating thousands of acres, including cities and farms along
the Yangtze River. The secand picture depicts Mongolian men as they view a small sechion of a huge solar energy project in their regian

Perhaps still an eyesore for the locals, at least it is relatively energy efficient (AP/Wide World Photos)

Companies looking to build manufacturing plants in countries with more liberal pollu-
tion regulations than they have at home are finding that regulations everywhere have gotten
stricter. Many governments are drafting new regulations and enforcing existing ones. Elec-
tronic products contain numerous toxic substances that create a major disposal problem in
landfills where inadequate disposal allows toxins to seep into groundwater. The European
Union, as well as other countries, has laws stipulating the amount and types of potentially
toxic substances it will require a company to take back to recycle. A strong motivator is the
realization that pollution is on the verge of getting completely out of control.

China is now the world’s top polluter in almost all respects.™ By 2020 its greenhouse-gas
emissions will be more than double the closest rival, the United States. An examination of riv-
ers, lakes, and reservoirs in China revealed that toxic substances polluted 21 percent and that
16 percent of the rivers were seriously polluted with excrement. China has 16 of the world’s 20
maost polluted cities.* The very process of controlling industrial wastes leads to another and per-
haps equally critical issue: the disposal of hazardous waste, a byproduct of pollution controls.
Estimates of hazardous wastes collected annually exceed 300 million tons; the eritical issue is
disposal that does not simply move the problem elsewhere. Countries encountering increasing

“sharon Begley, “Leaders of the Pack,” Susiness Week, November 30, 2009, pp. 46-51,
“Jim Yardley, “Consultant Qmestions Beijings Claim of Cleaner A"
200%, p. A3

The New Fork Himes, Tanuary M),

helping create widespread use
af the radio

1913  Asszembly line intro-
duced by Henry Ford; it will
revolutionize manufacturing
1914 The first war to Invelve
much of the world begins with
the assassination of Archduke
Francis Ferdinand and lasts four
years; construction of Fanama
Canal is completed, making
trade faster and easier

1917 Lenin and Trotsky lead
Russian revolution, creating a
living economic model that will
affect trade {adversely) for the
rest of the century

191%  First nonstop trans-
Atlantic flight completed,
paving the way for cargo to be
transported quickly around the
globe

1920 League of Mations
created, establishing a model

for internaticnal cooperatian
ithaugh it failed to keep the
peace)

1923  Wladimir Zworngkin
creates first electronic
televsion, which will eventually
help integrate cultures and
consumers across the world
1929 Great Depression starts
with crash of LL.5. stock market
1930 Hawley-Smoot Tar-

iff passed by U.5. Senate,

plunging the world deepar into
the Great Depression

1935 Radar developed in
Britain; it will allow travel on
ships and planes even when
there is no visibility, enabling
the goods to keep to a trans-
port schedle [eventually
allewing the development

of just-in-time and other cost-
BAVING processes)



Exhibit 3.3

A Comparison of
Greenhouse-Gas Emission
Rates and Pledges for
Reductions

Source: Intergovermmental Panel on
Climate Chﬂngr.-

1938 Amercan Chester
Carlson develops dry copying
process for documents (xerog-
raphy]), which, among other
things, will enable governments
to reguire that multiple forms
be filled out to move goods
1939 ‘World War Il begins
with German jnvasion of
Poland; over 50 millian peup|a
will die
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Pledged Greenhouse-Gas

h Emissi
SrvanhuuseOes Envesions Emission-Reduction Targets

Total in Billions of Tons (BOT) and

per Person, Circa 2006 IPCC* |-
; Recommendations
Australia
(0.54 BOT) EU-27 |
United States .
(7.1 BOT) Japan |
Japan L
(1.4 BOT) Australia
EU-27 Developed [
(5.0 BOT) Country Average |
China
(7.2 BOT) United States | |
Brazil —_—
anada
(1-28OT l 1 I |
India 0 10 20 30 40
| | | | Percent Decrease on
0 10 20 30 40 1990 Levels by 2020

Tons of CO; Equivalent  *intergavernmantal Pansl on Climats Changs
difficulty in the disposal of wastes at home are secking countries willing to assume the burden
of disposal. Waste disposal s legal in some developing countries as governments seek the rev-
enues that are generated by offering sites for waste disposal. In other cases, illegal dumping is
done clandestinely. A treary among members of the Basel Convention that required prior ap-
proval betore dumping could occur was later revised to a total ban on the export of hazardous
wastes by developed nations. The influence and leadership provided by this treaty are reflected
in a broad awareness of pollution problems by businesses and people in general ™
Governments, organizations, and businesses are becoming increasingly concerned with
the social responsibility and ethical issues surrounding the problem of maintaining eco-
nomic growth while protecting the environment for future generations, However, the com-
mitment made by governments and companies varies deamatically around the world, For
example, with one of the highest pollution rates on a per capital basis, the United States
lags behind almost all major competitors in agreeing to greenhouse emission standards (see
Exhibit 3.3).% The Organization for Eeonomic Cooperation and Development, the United
Nations, the European Union, and international activist groups are undertaking programs
to strengthen environmental policies.” In many ways China, because it has the most urgent
and greatest pollution problems, is leading the charge in new green technology.™ Many large

“For a comprehensive view of QECT programs, meluding environmental issues, visit bitp s oesd o,
““Closing the Gaps,” The Economist, December 5, 2009, pp. 18-19

TWilliam C. Clark, “Science and Policy for Sustainable Development,” Enviramment, January—February 2005,
“8hai Oster, “Worlds Top Polluter Emerges as Green-Technology Leader) The Wil Street Jowrmal,
[ecember 15, 2009, online.

1943 The first programmable
computer, Colossus |, is cre-
ated in England at Bletchley
Fark; it helps to crack German
codes

1944  Bretton Woods Confer
ence oreates basis for economic

1945 Atomic weapons in-
troduced; World War Il ends;
United Mations founded
1947 General Agreement
on Tariffs and Trade signed by
23 countries 1o try to reduce
barmiers to trade around

the world

194% Feoples Republic

of China founded by Mao
Zedang, which will restrict
access to the largest single
consumer market an the globe
1957 European Economic
Community (EEC) established by

cooperation among 44 nations
end the founding of the Inter
national Monetary Fund to help
stabilize exchange rates

1948 Transistor is invented;
it replaces the vacuum tube,
starting a technology revalution

Belgium, France, West Germany,
[taly, Luxembourg, and the MNeth.
erlands, the precursor to taday's
European Lnion
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Here in Sdo Paulo, Shell zalls
twer kinds of fusl alcohol made
primarily fram sugarcane and
gasaling made from dirtier fossil
fuels Flexible-fuel engines in
Brazilian ears can bum sither kind
of fuel or any mixtura of the twe
Although the price par liter is
auite different, 5o is the mileags
per liter. Braziliang make their
choice of fuel based on the kind
of driving they anticipate, ety
varsus highway

multinational companics such as Petrobras,™ Walmart,™ and Nike are not only cleaning up
their own operations around the world but also pushing their suppliers o do the same.

The ssue that concermns everyone is whether economic development and protection for the
environment can coexist, Sustainable development is a joint approach among those (e.g., gov-
ernments, businesses, environmentalists, and others) who seek economic growth with “wise
resource management, cquitable distribution of benefits and reduction of negative effects on
people and the environment from the process of cconomic growth” Sustainable development
is ot ghout the environment or the cconomy or socicty. 1t is about sirking a lasting balance
between all of these. More and more companies are embracing the idea of sustainable develop-
ment as g “win-win” opportunity.” Responsibility for protecting the environment does not rest
solely with governments, businesses, or activist groups; however, cach citizen has a social and
moral responsibility to melude environmental protection among his or her highest goals.™ This
idea 18 particularly a problem in the United States, where consumers are often more interested
in stvle than i sustainabilitg,™ public opinion polls favor growth over the environment,™ and

“Jose Sergio Gabrielli de Azevedo, *The Greening of Petrobras,” Harvard Business Review, March 2009,

pp. 4347,

"Adam Aston, “Wal-Mant'’s Green Stock.” BusinesyWeek, May 25, 2000, p, 44,

"Wisnt hotpSwewwoecd ore, the OECD Web site, for a directory and complete coverage of sustainable
development.

Vst hitp wewewowebdirectory com for the dmazing Enviroamentad Organization Weh Divectory, a search
engine with links to an extensive list of environmental subjects,

“Burt Helm, “Nike Goes Green, Very Quicily,” Bustmess Week, June 22, 20009, p, 56.

“Who Cares?” The Economist, December 5, 2009, p, 15,

1961 Berin Wall is erected, consumer information and United Mations, making it a 1973  Arab ol embargo
creating Eastern and \Western rights truly global representative jolts industnial world into
Eurcpe with a physical and 19467 Furopean Community body understanding the totally
spiritual barrier (EC) established by uniting 1971  United States aban- global nature of supply and
1964 Global satellite commu-  the EEC, the European Caal dons gold standard, allowing demand

nications network established and Steel Community, and the international menetary 1980 CHN founded, pro-
with INTELSAT (International the European Atomnic Energy system to base exchange viding instant and commen
Telecommunications Satallite Community rates on perceived values in- information the world over,
Oirganization) 1991 First microprocessor stead of ones fixed in relation  taking another significant step
1985 LUnsale at Any Speed praduced by Intel, which leads to gold in the process of globaliza-
published by Ralph Nader, to the personal computer; 1972 One billion radios on tion started by the radio in
sparking & revelution in communist China joins the the planet 1701
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A huge offshore discovery has
the potential to make Braal a
nEw major petroleum axporter
threugh its national ail campany,
Petrobras 4

{The Mew York Times, Janusry
11, 2008, p C1, @ Edro Loba/
Bloomberg Mews/Landay)

high school students receive relatively little environmental edocation.™ A recent study has
also shown that governments with pluralistic constituencies may have relatively maore trouble
persuading impaortant minority groups to agree to their environmental efforts.

Resources Theavailability of minerals* and the ability to generate energy are the foundations of modern
technology. The locations of Earth'’s resources, as well as the available sources of energy, are
gengraphic accidents. The world’s nations are not equally endowed, and no nation’s demand
for a particular mineral or energy source necessarily coincides with domestic supply.

In much of the underdeveloped world, human labor provides the preponderance of energy.
The principal supplements to human energy are animals, wood, fossil fuel, nuclear power, and,
to a lesser and more experimental extent, the ocean’s tides, geothermal power, and the sun.
Of all the energy sources, oil and gas contribute over 60 percent of world energy consump-
tion." Because of petroleum’s versatility and the ease with which it is stored and transported,

petroleum-related products continue to dominate energy usage." {See Exhibit 3.4.)

4 Alexi Barminuevo, *Hot Prospect tor (hls Big | eague,” The New York Times, January 11, 2008, pp. C1, C4,
*Are ULS. Teenagers "Green’ Enough?™ Chranlele of Illrl._!_:.'.fl’"f' Education, Movember 20, 20089, p. A4
TAmir Grnstein and Udi Misan, “Demark eting, Minorities, and Mational Astachment,” Jowrng/ of
Mirrketing 73, no. 2 (2009}, pp. 105-22

*“Global Copper Shortage Reaches 340,000t in HL™ Ching foduxtry Daily News, September 21, 2007
Wigit hitpwww eladoe oy and search for “Intermational Energy Outlook (most current vear)™ for
details of production, use, and so forth,

“See Map 3, “0il and Gas Production and Consumption,” for a global view of the flow and uses of petroleum.

1987 150 issues IS0 %000 1o the trade it fosters; Common European Union; the EEC is 130 members will account for

create a global quality standard
1988 Cne billion televisions
on the planet

1989 Berin Wall falls, symboliz-
ing the opening of the East

1o the West for ideas and
commearce

1991 Sowiet Union formally
abandeons communism, as most
formerly communist states
move toward capitalism and

wealth of Independent States
{C15) established among Russia,
Ukraine, and Belarus

1993  MNAFTA ratified by U5,
Congress; European Union
created trom the European
Community, along with a
framework for joint security

and foresgn policy acbon, by
the 1991 Maastncht Treaty on

renamed the EC

1994 The Chunnel (Channel
Tunnel) is epened botween
France and Britain, providing
a ground link for commernce
betwaen the continent and
Britain

1995 ‘World Trade Cirganiza-
tion (WTO set up as successor
of GATT; by 2000 more than

over 90 percent of world trade.
1997 Hong Kong, a world
traching and financial capital
and bastion of capitalism, 1=
returned to communist Chinese
contral; Pathfinder lands an
Mars, and Rover goas for a
drive but finds no one with
whaom to trade
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Exhibit 3.4
Woarld Energy Consumption

Energy consumed by world regions, measured in guadnllion BTUs in 2001, Total world consumption was 381.8 quadrillion BTUs. The
largest portion of the hydro/other category is hydroelectrical energy. Fuels such as wood, peat, animal waste, wind, solar, and geothermal
account for less than 1.0 quadrillion BTUs in the other portion of the hydrodother category.

Total Werld Energy Consumption
By Region and Fuel (Quadrillion BTU)

Africa 11.8 QBTUs
Middle East 19.2 QETUs
South America 19.8 QBTUs

i Morth America 115.7 QBTUs
0 20 40 &0 20 100 120
Percentage of World Energy
Consumption by Energy Sources

£.5%

| [s]] Gas [ Coal
[l Nuclear [l Hydro/other

Saurces: Data compiled fram "intreduction to Ward Geegraphy,” Osford Atlas of the Warld {New Yark: Oxford University Press, 2003] and Energy
Infarmaton Administration (EIA), Intemational Energy Outlosk 2004 (Washingten, DC, 2005), h seeres e doe gov ol e

Many countries that were self-sufficient during much of their carly economic growth
have become net importers of petroleum during the past several decades and continue to
become increasingly dependent on foreign sources. A spectacular example is the United
States, which was almost completely self-sufficient until 1942, became a major importer
by 1950, and between 1973 and 2000 increased its dependency from 36 percent to over
66 percent of its annual requirements. I present rates of consumption continue, predic-
tions are that by the mid-2000s the United States will be importing more than 70 percent

1999 Euro introduced in 11 2000 Second millennium 2003 United States attacks trade since World War Il; even
European Unian nations, pav- arrives, precicted computer regime of Saddam Hussein 30, almost 4 billion mobile
ing the way for the creation of 8 problems are a non-event in Irag phone subscnbers around the
true trade union and trade bloc 2001 September 11 terrorist 2004 Great Indian Ocean globe

1999 Seattle Round of WTO artack on the World Trade tsurami kills 500,000 pecple 2010 Earthquake in Haiti kills
negotiations pits the United Center in Mew York Crty and 2006 One billion persanal more than 200,000 people
States versus the European the Fentagon in Washington, computers on the planet 2040 The Linited Mations’
Union, in the first great protest  DC; one billion mobdle phones 2008 Beijing hosts the earliest estimate for the world
against globalzation an the planet Olympics population ta baegin shrinking
1999 Control of the Panama 2002 United States attacks 2009 Great Recession due to the global decline of
Canal, a major trade lane, is Taliban in Afghanistan causes largest decline in wordd  fertility

retumed to Panama
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Cattle dung, which is used bath as This Masai woman of Tanzania put to good use both cow dung

farrmyard manure and, dried into ard urine in building her hut pictured here in her family village (or
cakes, as housahold fuel, 1s baing boma), The semi-nomadic Masai graze thair cattle dunng the day
carmed 1o a local market in India but enclose them within the acacia bush bama at night to protect
Imdha’s cattle produce enormous them from predators

quartiies of dung, which some
studies suggest provide the
equivalent of 10000 megawalls
of energy annually

of its needs, that is, more than 17 million barrels of oil cach day, Exhibit 3.4 compares
Morth American domestic energy consumption with other world regions. It is interesting
to note that though North Ameriea is currently a major consumer of encrgy, industrializing
Asia and the three industrialized areas (as shown in Exhibit 3.4) do not lag far behind, In
fact, China has become the world’s second-largest oil importer after the United States, and
demaned continues to grow rapidly.

Simce World War [1, arguments about the limitless availability of seemingly inexhaustible
supplies of petroleum have been prominent,* The dramatic increase in economic growth in
the industrialized world and the push for industrialization in the remaining world have put
tremendous pressure on Earth’s energy resources. Unfortunately, as countries industrialize,
energy sources are not always efficiently utilized. China, for example, spends three times
the world average on energy (all sources) to produce one dollar of gross national prod-
uct (GNP}, In comparison with Japan, possibly the worlds most efficient user of energy,
where less than 5 ounces of oil is needed to generate §1 in GNP in China, approximately
&0 ounces of oil 15 needed.* The reasons for China'’s inefficient oil use are numerous, but
the worst culprit is outdated technology.

The growth of market-driven cconomies and an inereasing reliance on petroleum sup-
plies from arcas of political instability—the Middle East, the former Soviet Union, and Latin
America—create a global interdependence of energy resources. The net result is a profound
impact on oil prices and on the economies of industrialized and industrializing countries.

#Koh Chin Ling and Lorema Ng, “Chinas Crode Oil Imports Surge in March” farernational Hevald
Tritume, April 222005,
“Stanley Reed, “Endless Oil"” Business Heek, January 18, 2000, pp. 47-49,

“4Lessons from a Miser” Busimess Week, April 11, 2005, p. 51.
“%aste ful Wavs,” Beuviwesy Beek, April 11, 20085, p. 50
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The location, quality. and availability of resources will affect the pattern of world ¢co-
nomic development and trade well into the 21st century. In addition to the raw materials
ol industrialization, an economically feasible energy supply must be available o transform
resources into usable products. As the global demand for resources intensifies and prices
rise, resources will conlinue to mmerease in importance among the uncontrollable elements
ol the international marketers decisions.

D}'Hﬂf‘r‘liCS D'F G[Dbal POFJU|EITiDr'I TFE'I"'IC{S Current population, rural/urban population shifts,

Exhibit 3.5

World Population by
Region, 2009-2050, and
Life Expectancy at Birth,
2005-2010 {millions)

Source: Waorld Pepulation Prospects,

Thve 2008 Rewisian, United Mations

Economic and Social Affairs, wen
s g, 2010 Repnnted

with permizsion

rates of growth, age levels, and population control help determine today'’s demand for
various categories of goods. ™ Although not the only determinant, the existence of sheer
numbers of people is significant in appraising potential consumer markets, Changes
in the composition and distribution of population among the world’s countries will
profoundly affect future demand. Morcover, it now appears that demand for goods
worldwide can affect migration patterns as well, in a reversal of the traditional causal
relationship, Specifically, the global financial crisis that began in 2008 appears to have
caused a (perhaps temporary) reversal of migrations from urban to rural arcas within
countries and from developed back to developing countries internationally as employ-
ment opportunities dry up in response to the decline in demand for goods and services
worldwide,

Recent estimates place world population at more than 6.8 billion people, a number
expected to grow to about 8 billion by 2050, However, seemingly small differences in
assumptions about fertility rates can make big differences in growth forecasts. One pos-
sible scenario put forth by United Nations experts suggests the planet’s population may
peak at about ¥ billion and then begin to decline after 2040, All scenarios agree though
that almost all of the projected growth up to 2030 will occur in less developed regions. ™
Exhibit 3.5 shows that 85 percent of the population will be concentrated in less devel-
oped regions by 2050, The International Labor Organization estimates that 1.2 billion

SA book written in 1998 predicted the Great Recession of I008- 2009 ten years in advance, based on
demographic prajections of consumer demand. For a very interesting read, see Harery S, Dent, The Rearing
20080x ¢ Touchstone: Mew York, 1998); also see John L. Graham, “2020 [s 23 Years from Now,” UCinsight,
Spring 1997, pp. 3, 13 for a similar, demographics-based prediction,

“Patrick Barta and Joz! Miliman, “The Great U-Tum,” Te Wl Sreet Joweral, June 6, 2009, p. Al

Y8ee World Popularion Praspects, The 2008 Revisions, United Nations Economic and Social Atfairs, hirp
W ipapi lativn.ocg, 2010,

Population Life Expectancy

{in millions) at Birth
Regions 2009 2050* 2005-2010
Waorld 6,829 7,959 47.2
More developed regions™ 1,233 1,126 771
Less developed regions' 5,596 4,833 £5.6
Least developed regions’ 835 1,463 55.9
Africa 1010 1,748 54.1
Asia 4,121 4533 68.9
Europe 732 609 751
Latin America 582 626 73.4
Marthern America 348 397 79.3
Cceania s 45 76.2

"Lt estitnate among three provided.

“Mote developed regions comprise all regions of Eurape and Northern America, Australio, New dealand, snd Japin,
Less deviloped regions comprise all regions of Afiica, Agia (excluding Japan), and Latin America and the regsons of
Melanesia, Micronesia and Polynessia

fLenst developed reglons, as delined by the United Nations General Assembly, include 48 countrics, of which 33 are i
Alfrees, % m Asia, | in Latin Amerlea, and 5 fn Oveania, They are also ineluded m the less developed negions.
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jobs must be created worldwide 1o accommodate these new entrants through 2025, Fur-
thermore, most of the new jobs will need to be ereated in urban arcas where most of the
population will reside.

C'Dll'ltl'ﬂllil'lg Faced with the ominous consequences of the population explosion, it would seem logical
FOPH'EtiDI‘I Growth for countries to take steps to reduce growth to manageable rates, but proereation is one
of the most culturally sensitive uncontrollable factors. Economics, sell-esteem, religion,

LO7 politics, and education all play critical roles in attitudes about family size. All these consid-

The economic effects of crations make the impact of China'’s long-term enforcement of its one-child policics most
i L - 44

controlling population remarkable.

growth and aging The prerequisites to population control are adequate incomes, higher literacy lov-

populations cls, education for women, universal access to healtheare, family planning, improved

nutrition, and, perhaps most important, a change in basic cultural beliefs regarding the
importance of large familics. Unfortunately, minmimum progress in providing improved
living conditions and changing beliefs has occurred. India serves as a good example of
what is happening in much of the world. Indias population was once stable, but with
improved health conditions leading to greater longevity and lower infant mortality, its
population will exceed that of China by 2050, when the two will account for about
50 percent of the worlds inhabitants.® The government'’s attempis to institute change
are hampered by a variety of Tactors, including political ineptitude™ and slow changes in
cultural norms. Nevertheless, the government continues to pass laws with the intended
purpose of limiting the number of births. A novel example was a law that bars those with
more than two children from election to the national Parliament and state assemblies.
This rule would mean that many now in office could not seck reclection because of their
family size.”

Perhaps the most important delerrent to population control is cultural attitudes about
the importance ol large families. In many cultures, the prestige of a man, whether alive
or dead, depends on the number of his progeny, and a family’s only wealth is its children.
Such feelings are strong. Prime Minister Indira Gandhi found out how strong when she
attempted mass sterilization of men, which reportedly was the main cause of her defeat in
a subsequent election. Additionally, many religions discourage or ban family planning and
thus serve as a deterrent to control. Nigeria has a strong Mushim tradition in the north and
a strong Roman Catholic tradition in the east, and both faiths favor large familics. Most
traditional religions in Africa encourage large families: in fact, the principal deity for many
is the goddess of land and fertility,

Family planning and all that it entails 1s by far the most universal means governments
use to control birthrates, but some economists believe that a decline in the fernlity rate s
a function of economic prosperity and will come only with economic development. Ample
anecdotal evidence suggests that fertility rates decline as cconomies prosper, For example,
before Spain’s cconomy began its rapid growth in the 1980s, families had six or more chil-
dren: now. Spain has one of the lowest birthrates in Europe, an average of 1.24 children
per woman. Similar patterns have followed in other European counltries as economies have
prospered.

Rural/Urban Migration from rural to urban areas is largely a result of a desire for greater access to
Migration sources of education, healtheare, and improved job opportunitics.™ In the carly 1800s, less
than 3.5 percent of the world’s people were living in cities of 20,000 or more and less than

“Maureen Fan, "Officials Vielating *One-Child" Policy Forced Out in China,” Washington Post, January 8,
2008, p. Al

““India to Surpass China in Population,” Expressindia, May 18, 2005

* Anand Giridharadas, “A Buoyant India Dares to Ask: Is-a Billion So Bad ™ Frternarional Hevald Tribine,
May 4, 2005,

K. Paghunathan, *3 Tykes and Youre Out,” Stradts Times, April 1], 2003,

“Tor Ching Li, “Urban Migraiion Drains Asian Coffee Farms' Work Foree” Dow Jowes Commodities
Service, December 13, 2007,
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2 percent m cities of 100,000 or more; today, more than 40 percent of the world’s people are
urbanites, and the trend is accelerating. Once in the city, perhaps three out of four migrants
achieve some economic gains.™ The family income of a manual worker in urban Brazil, for
example, is almost five times that of a farm laborer in a rural arca.

By 2030, estimates indicate thal more than 61 percent of the world’s population will hive
in urban arcas (up from 49 pereent in 2005, with similar changes across all regions), and al
least 27 cities will have populations of 10 million or more, 23 of which will be in the less
developed regions. Tokyo has already overtaken Mexico Cily as the largest city on Earth,
with a population of 26 million, a jump of almoest 8 million since 1990,

Although migrants experience some relative improvement i their living standards, in-
tense urban growth without investment in services eventually leads to serious problems.
Slums populated with unskilled workers living hand to mouth put excessive pressure on
* and social services. At some point, the disadvan-
tages of unregulated urban growth begin to outweigh the advantages for all concerned.

samilation systems, water supplies,

Consider the conditions that exist in Mexico City loday. Besides smog, garbage, and
pollution brought about by 1ts inereased population, Mexico City faces a severe water
shortage. Local water supplies are nearly exhausted and in some cases are unhealthy. ™
Water consumption from all sources is about 16,000 gallons per second, but the under-
ground aguifers are producing only 2,640 gallons per second. Water comes from hun-
dreds of miles away and has o be pumped up to an elevation of 7.444 feet to reach
Mexico City. Such problems are not unigue to Mexico: throughout the developing world,
poor sanitation and inadequate water supplics are conseguences of runaway population
growth, An estimated 1.1 billion people are currently without access to clean drinking
water. and 2.8 billion lack access to sanitation services. Estimates are that 40 percent
of the world's population, 2.5 billion people, will be without clean water if more is nol
invested in water resources. Prospects for improvement are not encouraging, because
most of the world’s urban growth will take place in the already cconomically strained
developing countries.

Population Decline While the developing world faces a rapidly growing population,™ the industrialized worlds
and Agil‘lg population is in decline and rapidly aging.” Birthrates in western Europe and Japan have
been decreasing since the early or mid-1960s: more women are choosing careers instead of
children, and many working couples are electing to remain childless. As a result of these
and other contemporary factors, population growth in many countries has dropped below
the rale necessary to maintain present levels. Just to keep the population from falling, a na-
tion needs a fertility rate of about 2.1 children per woman, Not one major country has suf~
ficient internal population growth to maintain itself, and this trend is expected to continue
for the next 50 vears,
Al the same time that population growth is declining in the industrialized world,™ there
are more aging people today than ever before.™ Global life expectancy has grown more m
the past 50 vears than over the previous 5,000 years. Until the Industrial Revolution, no
more than 2 or 3 percent of the total population was over the age of 65 years. Today in the
developed world, the over-age-65 group amounts o 14 percent, and by 2030, this group
will reach 25 percent in some 30 different countrics, Furthermore, the number of “old old”

“Diane Mosher, “Chinese Urban Migration Creates Opportunities for [nternational Urban Planners,”
Mudr-Howsing News, April 2, 2007

“**China Faces Worsening Water Woes, Cliicaga Sune-Tines, March 24, 2005,

““Mation Faces Water Shortage” £/ Universal (Mexico City), March 23, 2005,

“Crerald Tenywa and Ben Obaror, “Population Growth Highest around Lake Victonia” AN Afeica,
November 1, 2007

“There are apparent exceptions; see “Finland Sees Record-High Populanon Growth in 2007, Xinhia News
Agrency, Januarey |, 2008,

“Russia’s Population Shrinks by 208,000 in 10 Months,” Russia & CIS Newswire, December 21, 2007,
“+China Population Ageing Rapidly,” Avseciated Presy Newswtres, December 17, 2007
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Exhibit 3.6
Age Density for World and Selected Countries
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will grow much taster than the “young old.” The United Nations projects that by 2050, the
number of people aged 65 to 84 vears worldwide will grow from 400 million to 1.3 billion
{a threefold increase), while the number of people aged 85 vears and over will grow from
26 million to 175 million (a sixfold increase)—and the number aged 100 vears and over
will increase from 133,000 to 2.2 million (a sixteenfold increase). Exhibit 3.6 illustrates the
disparity in aging that is tvpical among less developed countries (Kenya), developing coun-
tries (Brazil), and an economically developed country (United Kingdom). Countries like
Kenya, with a high propartion of young people, face high education and healthcare costs,
whereas countries like the United Kingdom, with top-heavy population pyramids, face high
pension and healthcare costs for the elderly with fewer wage earners to bear the burden,
Europe, Japan, and The United States epitomize the problems caused by an increasing
percentage of elderly people who must be supported by a declining number of skilled
workers, In 1998, Japan crossed a threshold anticipated with fear by the rest of the de-
veloped world: The point at which retirees withdrawing funds from the pension system
exceeded the workers contributing to it. The elderly require higher government outlays
for healthcare and hospitals,”™ special housing and nursing homes, and pension and wel-
fare assistance, but the workforce that supports these cosis is dwindling. The part of the
world with the largest portion of people over 63 years is also the part of the world with the

“Ben Shankland, “Government of Colombia Tries to Sell Beleaguered Hospital Again.” Global fnsight
Dty Analvsiz, December 19, 2007,
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CROSSING BORDERS 3.3

Three converging issues in China have the potential of
causing a serious gender imbalance!

* China, the world's most populous country, has a
strict ane-child policy to curb population growth.

* Traditional values dictate male superiority and a
definite parental preference for boys,

* Prenatal scanning allows women to discover the
sex of their fetuses and thereby abort unwanted
female fetuses,

The first wave of children bormn under the one-child
palicy is reaching marriageabls age, and there are
far too few brides to go around. The ratio of males to
fernales is unnaturally high, hovering around 118 boys
for every 100 girls in 2005. Thus, men in their 20s have to
deal with the harsh reality of six bachelars for every five
potential brides. 5o what is a desperate bachelor to do?

The shartage has prompted some parents to acouire
babies as future brides for their sons. Infants are consid-
ered more appealing because they are less likely to run
away, will look on their buyers as their own parents, and
are cheaper than buying a teenage bride. Buying a baby
gird can cost as litle as $100 and won't result in the fines
imposed on couples who vialate birth control limits.

Another alternative is ta marry a relative. At age 20
years, with his friends already paired off, Liu found himself
the odd man out. His parents, farmers in a small back-
water village, could not raise the 52,000 required to at-
tract a bride for their son. Desperate, Liu's mother asked
her sister for a favor: Could she ask Hai, her daughter,

1o be Liu's bride? Young wormen like Hai are not likely to
defy their parents. And so Liu and Hai were wed.

Chinese officials are starting te werry about the im-
balance and have announced a raft of new programs
lo reverse the trend. These offers include cash pay-
menls for couples who have a daughter and let her
live, along with privileges in housing, employment,
and job training. Some families with girls will alse be
exempt from paying school fees. Even though the
government staunchly defends its one-child policy, it
is experimenting with allowing couples whose first-
bBam is a girl to have a second child. In the meantime
and until the new policy results in more qirls, today's
20-year-old man will just have to compete if they want
a wife.

Sources: Micholas Zamiska, “China’s One-Child Policy Gats Widor
Enforcement,” The Wall Street Journal &sia, January 8, 2008, p. 10;
Mark . Rosenzweig and Junse Zhang, “Do Population Control Policies
Induce Mere Human Capital lmsestment? Review of Economic Studies
T4, no, 3 {2009), pp: 114974,

Such fines can equal as much as six years' income.

Worker Shortage
and Immigration

fewest number of people under age |5 vears. This disparity means that there will be fewer
workers to support future retirees, resulting in an intolerable tax burden on future work-
ers, more of the over-63 group remaining in the labor force, or pressure to change existing
laws to allow mass migration to stabilize the worker-to-retiree ratio. No one solution is
without its problems."’

For most countries, mass immigration is not well received by the resident population.
However, a recent report from the United Nations makes the strongest argument for
change in immigration laws as a viable solution. The free flow of immigration will help
ameliorate the dual problems of explosive population expansion in less developed coun-
tries and worker shortage in industrialized regions.** Europe is the region of the world
most affected by aging and thus by a steadily decreasing worker-to-retiree ratio. The
proportion of older persons will increase from 20 percent in 1998 to 35 percent in 2050,
The country with the largest share of old people will be Spain, closely followed by [taly.
Recognizing the problem, Spain has changed immigration laws to open its borders to
all South Americans of Spanish descent.*’ To keep the worker-to-retiree ratio from fall-
ing, Europe will need 1.4 billion immigrants over the next 50 vears, while Japan and the

"1, T. ¥oung, “Failure of Social Security Reform Mustn't [erail Personal Accounts,” fevestor s Susiness
Diavbly, January 3, 2008,

*Russian Immigeation Rules Could Cause Worker Shonage.” Assoclared Press, Charlesron Gazetie,
Januury 16, 2007, p. P20,

""" Spain Grants Ammnesty to TOO000 Migrants.” Guardian Uniimited, May 9, 2005,
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CROSSING BORDERS 3.4

As pensian systems, healthcare systems, and retire-
ment plans continue to crumble under the weight of
Baby Boom numbers, we all will need to rely more on
the strength of family ties and remember the funda-
mental human characteristic of interdependence. The
problem is that such remembrance is particularly hard
for Americans, as opposed to all other peoples on
the planat.

America started with The Declaration of Indepen-
dence. On July 4, 1774, the founding fathers broke
from the tyranny of England to form a new country,
That dacument and the idea of independence repre-
sent the essence of being American and literally the
most celebrated notion of the nation. Indeed, the goal
of mainstream American parenting is to inculcate this
nation inta the thinking of children: We ensure they
make their own beds, make their own lunches, wash
their own clathes, da their own homewark, drive their
own cars, and so forth. How else can they become in-
dependeant adults?

There are at least three problems with this Ameri-
can obsession with independence. First, it stigmatizes
the burgeoning numbers of bath boomerang kids and
grandparents living with their grandchildren as families
across Armerica smartly reunite. According to the most
recant L.5. Census figures, there are 22 million adult

children living with their parents and 6 million grand-
parents living in three-generation houssholds, and both
numbers are growing fast. Second, teaching indepen-
dance actually hasn't warked anyway, as we will see
next. And third, there is really no such thing as indepen-
dance anyway. There is only interdependence.

This American overemphasis on independence
is now being recognized by the most independent-
minded of all Americans, CEOs. In Bill George's won-
derful book, Authentic Leadership, he argues that
the job of chief executive depends on six constituen-
cies. Without surprise, the former CEQ of Medtronic
lists shareholders, employees, customers, vendars,
and the larger community. But what is unique, and
parhaps even revalutionary, in his list is his own family.
He recognizes that his own success as a CEQ in part
dapended of the quality of his family life. Thus, he
organized his executive team and responsibilities such
that he had time to attend kids's soccer matches and
such. Remarkable!

Source; Sharan G Nigderhaus and John L. Graham, Togethor Again, 4
Creative Guide to Multigeneratonal Living fLanham, MD: Evans, 2007);
Sandra Timmerman, “Genarational Reciprocity; What Does It Mean

i the 219 Cantury?” Jowrnal of Financial Servics Professionals 43, no
52009, pp. 25=27; "Boomers: New Sacial Media Maving,” Regsarch
Breef, Center for Media Research, January 28, 2010, online

United States™ will need 600 million immigrants between now and 2050, Immigration
will not help ameliorate the problem though if political and cultural opposition to im-
migration cannot be overcome.

The trends of increasing population in the developing world, with substantial shifts
from rural to wrban areas, declining birthrates in the industrialized world, and global
population aging, will have profound effects on the state of world business and world
economic conditions, Without successful adjustments to these trends, many countrics
will experience slower economic growth, serious financial problems for senior retirement
programs, and further deterioration of public and social services, leading to possible

social unrest,

World Trade Routes Trade routes bind the world together, minimizing distance, natural barriers, lack of
resources, and the fundamental differences between peoples and economies. As long as
one group of people in the world wants something that another group somewhere clse has
and there is a means of travel between the two, there is trade, Early trade routes were over
land; later came sca routes, air routes, and, finally, some might say, the Internet to connect

countries.

LIS Tech Sector Eves lmmigration Bill Revival, Cites Worker Shortage,” Agence France-Presse, lune 4,

2007
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Trade routes among Europe, Asia, and the Americas were well established by the
15005, The Spanish empire founded the city of Manila in the Philippines to receive its
silver-laden galleons bound for China, On the return trip, the ship’s cargo of silk and
other Chinese goods would be offloaded in Mexico, carried overland to the Atlantic,
and put on Spanish ships to Spain. What we sometimes fail to recognize is that these
same trades routes remain important today and that many Latin American countries
have strong relationships with Curope, Asia, and the rest of the world that date back
to the 15005, The commodities traded have changed between the 15005 and today, but
trade and the trade routes continue to be important. Today, instead of offloading goods
in Mexico and carrying them on mule carts overland to the Atlantic, ships travel from
the Pacific to the Atlantic via the Panama Canal. And ships too large for the canal
offload their containers onto a railroad that crosses the lsthimus of Panama to be met by
another container ship.®

Trade routes represent the attempts of countries to overcome economic and social imbal-
ances created in part by the influence of geography. The majority of world trade is among
the most industrialized and industrializing countries of Europe, North America, and Asia.
It is tio surprise that the trade flow, as depicted in Map 8 at the end of this chapter, links
these major trading areas.

Communication Links an underpinning of all commerce 15 effective communications—knowledge of

Log

Cammunication
infrastructures ars

an integral part of
international cammerca

where goods and services exist and where they are needed and the ability 1o communicate
instantaneously across vast distances. Continuous improvements in electronic communica-
tions have facilitated the expansion of trade. First came the telegraph, then the telephone,
television, satellites, mobile phones,"™ the computer, the Internet, and combinations of them
all."” Map 5 in the following pages illustrates the importance of fiber optic cable and satel-
lites in providing global communications. Each revolution in technology has had a pro-
found effect on human conditions, economic growth, and the manner in which commerce

= Panama Canal Expansion Gets Environmental Appeoval” Sournal of Commerce Oline, Movember 13, 2007
“hMobil Marvels, A Special Report on Telecoms in Emerging Markets” The Economisl, Seplember 26,
2009, pp. 1-149.

"Rajesh Veeraraghavan, Mapa Yasodhar, and Kentaro Tovama, “Warana Unwired: Replacing PCs with
Muobile Phones in a Rural Sugar Cane Cooperative.” Information Techmolagies & iernasiona Developmen
§.ono, | (2009, pp. 81-95
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functions. Each new communications technology has spawned new business models; some
existing businesses have reinvented their practices 1o adapt to the new technology, while
other businesses have failed to respond and thus ceased to exist. The Internet and mobile
phone revolutions will be no different; they too affect human conditions, cconomic growth,
and the manner in which commerce operates. As we discuss in subsequent chapters. the
combination of the Internet and the dramatic increase in the mobile phone subscribers
worldwide has already begun to shape how international business is managed. However,
as the combinations of new technologics permeate the fabric of the worlds cultures. the
biggest changes are vel to come!™

“Ren Charny, “Steve Jobs Reveals New iPad Device,” The Wall Srreer Jourma!, January 27, 2000, online.

One British authority admonishes foreign marketers to study the
world until “the mere mention of a town, country, or river enables
it to be picked out immediately on the map.” Although it may not
be necessary for the student of foreign marketing to memorize
the world map (o that exfent, a prospective international mar-
keter should be reasonably familiar with the world s climate,
and topographic differences. Otherwise, the important market-
ing characienstics of geography could be completely overlooked
when marketing in another country, The need for geographical
and historical knowledge goes deeper than being able to locate
continents and their countries. Geographic hurdles must be rec-
ognized as having a direct effect on marketing and the related
activities of communications and distribution. For someone who
has never been in a tropical ramnforest with an annual ramnfall of
at least 60 inches (and sometimes more than 200 inches), antici-
pating the need for protection against high humidity is ditficult.
Likewise, someone who has never encountered the difficult prob-
lems caused by debvdration in constant | M-degrees-plus heat in

Oplum wars Manifest destiny
Taiping rebellion Monroe doctrine
Confoctan philosophy Roosevelt corallary

I. Define the key terms listed above.
. Why study geography in international marketing?
Why study a couniry's history?

B

How does an understanding of history help an international
marketet?

3, Why is there a love-hate relationship between Mexico and the
United States?

the Sahara region will find them hard to comprehend. Indireet ef-
fects from the geographical ramifications of a society and culture
ultimately may be reflected in marketing activities, Many of the
peculiarities of a country (i.e., peculiar to the foreigner) would
b hetter understood and anticipated if its history and geography
were studied more closely. Without a historical enderstanding of
a culwre, the attitudes within the marketplace may not be fully
understood.

Aside from the simpler and more obvious ramifications of cli-
mate and topography, history and geography exert complex influ-
ences on the development of the general coonomy and socictv of a
country, In this case, the study of history and geography is needed
to provide the marketer with an understanding of why a country
has developed as it has rather than as a goide for adapting market-
ing plans. History and geography are two of the environments of
foreign marketing that should be thoroughly understood and that
must be included in forcign marketing plans to a degree commen-
surate with their influence on marketing effort,

Expropriation
Greenhouse-gas
CIMISSI0NS

Sustainable development

. Some say the global environment is a global issue rather than
a national one. What does this mean?

7. Pick a country and show how employment and topography
affect marketing within the country,

& Pick a country, other than Mexico, and show how significant
historical events have affected the country’s culture.

9. Discuss the bases of world trade, Give examples illustrating
the different bases.
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The marketer “should also examine the more complex effect
of geography on general market characteristics, distmbution
systems, snd the state of the cconomy”™ Comment.

. The world population pattern is shifting (rom rural to urban

areas, Discuss the marketing ramifications,

. Belect a country with a stable population and one with a rap-

idly growing population. Contrast the marketing implications
of these two simations

3.

I4,

“World trade routes bind the world together.” Discuss.
Discuss how vour interpretations of Manmifest Destiny and the
Monroe Doctrine might differ from those of & native of Latin
Amernica.

The telegraph, the telephone, television, satellites, the computer,
miobile phones, and the Internet have all had an effect on how in-
ternational business operdtes. Discuss how each of these commu-
nications innovations affects international business management
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Up to 30 times in a century, the £l Nifio effect occurs,
east-to-west trade winds sweeping over the
Pacific Ocean become unusually weak, allowing warm
water, rormally held back by the winds, to flow
eastward along the equator. The cument creates a
warm kand of water and an area of low atmosphenc
pressure with vialent sterms fight across the eastern
Pacific. The global weather maching is thrown into
chaos; randem and unusual weather events, such as
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Winds and currents :
The winds and currents that crculate across the surface of the planet actas a
global heat exchange mechanism, transferring warmth from the tropics, which
receive the most heat from the Sun, toward the cald palar regions. If air in one
region of the globe is heated above the temperature of the surmunding air, it
becomes less dense and rises, Cooler, denser air in another part of the
atmosphere sinké—a constant eycle of heat exchange and air cireulation, known
as the prevailing winds. The su currents of the ocean, which extend to
depths of several hundred meters, are influenced by global wind patterms. The
transfer of warm water polewards can have a strong influence on neighbering ,
continents—the warm Gulf Stream in the Atlantic, for example, keeps
northwestern Eurcope free of ice:
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Energy consumption oil and gas fields
Ol and natural gas acoownt for over &0 percent of
energy consumption in the United States, and
slightly less than that for the remainder of the warld.
Oif production peaked m the United States in 1970,
and is expected to peak woridwide in the next ten
years. This, a scarcity premium in the price of ofl
chserved in 2004 may foretell tighter supplies in tha
futuere if demand growth continues unabated.
Matural gas may be mare plentiful than ail, but gas is
costlier to transport, other than by pipefine, so there
i& much less waorld trade of it than there s for ail.
Supply estimates have nsen in recent decades as
miare effort has been made to find and market
natural gas; and prices were unexpectedly low for
miast of the 1980s and 1990s. Gas &= alsa the
dweacrlat feedstock far making hydrogen, possibly
the da

ménant energy camer of the future.

ATLANTI|C

e &
i grerdl
S0 e

g, £ b
gy &
8. 2 enerd B
48 milion ™ 73 oy ¥

PRy o Ol flevw
i “ {millions of metric tons)

g

PACIRIE
o OCEAN

2010 ENERGY INTENSITY 850 740 770

kgoe (kg of oil equivalent) — =
of energy neaded 10
produce LIS 51,000 of _—

il 340
Gross Domestic Product (GDP) 200 . weemmens 160
projected 1996 . . A
E & & & S S &£ &
© #@ﬁﬁﬁﬁ“ﬁf@@ %
World average: 370 kgoe % ¥ o AP s & e
R S

@
=

& =
* o



WATER SHORTAGES
proportion of world's population
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consequences



Global Perspective

PART TWO

EQUITIES AND eBAY—CULTURE GETS IN THE WAY

Two trillion dollars! That's about 200 trillion yen. Either
way you count it, it's a lot of money. American brokerage
houses such as Fidelity Investments, Goldman Sachs, and
Merrll Lynch rushed new investment products and ser-
vices to market in Japan to try to capture the huge capital
outflow expected from 10-year time deposits, then held
in the Japanese postal system. Liberalization of Japan’s
capital markets in recent years now gives Japanese con-
sumers more freedom of choiee in their investments. Post
office time deposits still yield about a 2 percent return in
Japan, and bank savings yields have been around 0. By
American e-trading standards, that means an electronic
flood of money moving out of the post offices and into the
stock markets. Right?

However, Japan is not America. There is no American-
style risk-taking eulture among Japanese investors. The
volume of stock trading in Japan is about one-sixth that of
the United States. In Japan, only [2 percent of household
financial assets are divectly invested in stocks and a mere
2 percent in mutual funds. In contrast, about 55 percent of
LES. households own stock. Says one analyst, “Most of the
population [in Japan] doesn’t know what a mutual fund is”
So will the flood be just a trickle? And what about online
stock trading? Internet use in Japan has burgeoned—there
are now some §% million users in Japan. That’s about the
same percentage as in the United States. But the expected
deluge into equities has been a drnibble. Merrill Lynch and
others are cutting back staff now as fast as they built it just
a couple of years ago.

Making matters worse, for the Japanese, the transition
into a2 more modern and trustworthy securities market has
not been a smooth one. In 2005, an astounding transaction
took place on the Tokvo Stock Exchange (TSE); instead of
placing a small order of | share for 610,000 ven of 1-Com,
a trader with Mizuho Securities Co. mistakenly placed a sell
order for 610,000 shares for | yen. Mizuho ended up los-
ing 40 billion ven (344 million} due to a simple computer

glitch that ultimately led to the resignation of TSE president
Takuo Tsurushima. Ouch!

A French firm is trying to break through a similar aver-
sion to both e-trading and equities in France. That 1s, only
about 32 mallion people use the Intermet in France, and
one-third of that number own stocks. The French have long
shied away from stock market investments, seeing them as
schemes to enrich insiders while fleecing novices. After
the Enron {2001 ) and Lehman Bros. (2008) debacles in the
United States, you could almost hear the chortling i the
sidewalk cafés there. But even in Franee, investment pref-
erences are beginning to change, especially since the real
estate market has turned. At the same time, the liberaliza-
tion of Europe’s financial services sector is bringing down
transaction costs for institutional and retail investors alike.

cBay, the personal online auction site so successful in
the United States, is running into comparable difficulties
in both Japan and France. The lower rate of Internet use
in France is just part of the problem. For the Japanese, it is
embarrassing to sell castoffs to anyvone, much less buy them
from strangers. Garage sales are unheard of. In France,
cBay founder Pierre Omidyars country of birth, the firm
runs up against French laws that restrict operations to a few
government-certified auctioneers.

Based on our knowledge of the differences in these cul-
tural values between the United States and both Japan and
France, we should expect a slower diffusion of these high-
tech Internet services in the latter two countries. E-trading
and e-auctions have both exploded on the American scene.
However, compared with those in many other countries,
LIS, investors are averse to neither the risk and uncertain-
ties of equity investments nor the impersonal interactions of
online transactions.

Sources: William [ Echikson, "Rough Crossing for eBay,” Business-
Heek F.Biz, February 7, 2000, p, EB4E; Sang Lee, “Japan and the Fure
of Electrenic Trading,” Securities fndustrr Newes, Movember 5, 2007;
Wawld Development Indicarors, World Bank, 2010,
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LO1 Culture deals with a group’s design for living. 1t 1s pertinent to the study of marketing, es-
The importance of pecially mternational marketing. 1f yvou consider the scope of the marketing concept—the
culture to an internatianal satisfaction of consumer needs and wants at a profit—the successful marketer clearly must
marketer be a student of culture. For example, when a promotional message is written, symbaols

recognizable and meaningful to the market (the culture) must be used. When designing a
product, the style, uscs, and other related marketing activities must be made culturally ac-
ceplable (i.e., acceptable to the present socicty) if they arc to be operative and meaningful.
In fact, culture is pervasive in all marketing activities—in pricing, promotion, channels of
distribution, product, packaging, and styling—and the marketer’s efforts actually become a
part of the fabric of culture. How such efforts interact with a culture determines the degree
of success or failure of the marketing effort.

The manner in and amount which people consume, the pnonty of needs and wants they
attempl Lo satisfy, and the manner in which they satisfy them are functions of their culture
that temper, mold, and dictate their style of living. Culture is the human-made part of
human environment—the sum total of knowledge, beliefs, art, morals, laws, customs, and
any other capabilitics and habits acquired by humans as members of society.!

Markets constantly change; they are not static but evolve. expand, and contract in re-
sponse o marketing effort, economic conditions, and other cultural influences. Markets
and market behavior are part of a country’s culture. One cannot truly understand how mar-
kets evolve or how they react 1o a marketer’s effort without appreciating that markets are a
result of culture, Markets are the result of the three-way mteraction of a marketer’s efforts,
cconomic conditions, and all other clements of the culture. Marketers are constantly ad-
justing their efforts to cultural demands of the market, but they also are acting as agents of
change whenever the product or idea being marketed is mnovative. Whatever the degree of
acceplance, the use of something new is the beginning of cultural change, and the marketer
becomes a change agent.

This is the first of four chapters that focus on culture and inlernational marketing. A
discussion of the broad concept of culture as the foundation for international markeling
is presented in this chapter. The next chapter, “Culture, Management Style, and Business
Systems,” discusses culture and how it influences busmess practices and the behaviors and
thinking of managers. Chaplers 6 and 7 examine elements of culture essential to the study
of international marketing: the political environment and the legal environment,

This chapter’s purpose is o heighten the reader’s sensitivity to the dynamies of culture.
It 15 neither a treatise on cultural information about a particular country nor a thorough
marketing science or epidemiological study of the various topics. Rather, it is designed to
emphasize the importance of cultural differences 1o marketers and the need 1o study each
country’s culture(s) and all its origins and clements, as well as point out some relevant
aspects on which to focus.

Culture’s Pervasive Im pPa Ct Culture affects every part of our lives, every day. from birth to death, and
everything in between.” It affects how we spend money and how we consume in general.
It even affects how we sleep. For example, we are told that Spaniards sleep less than other
Europeans, and Japanese children often sleep with their parents. You can clearly see cul-
ture operating in the birthrate tables in Exhibit 4.1. When you look across the data from
the three countries, the gradual declines beginning in the 1960s are evident. As countries
move from agricultural to industrial to services economies, birthrates decline. Immediate
causes may be government policies and birth control technologies, but a global change in
values is also occurring. Almost everywhere, smaller families are becoming favored. This

'An interesting Web gite that has informution on various cultural tras, pestures, holidays, languape,
religions, and so forth is www.culturegrams. com.

A most important summary of rescarch in the ares of culture’s impect on consamption behavior is Eric 1.
Amould and Craig J. Thompson, “Consumer Culture Theory (CCT): Tiwenty Years of Rescarch,” Jowrnal
of Consumer Reseorch 3, no. 2 (March 2005), pp. 86882,
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Exhibit 4.1
Birthrates (per 1,000

women)

Source: World Bank, Werld
aevelup"-'-l.-ul. Indicatars, 2010
Copynght © 2010 by Warld Bank
i|!l|=|'.1|r|r|li.~;] with pEfmissian af Warld

Bank via Copyright Clearsnce Center. 1960 1970 1980 1990 2000
B United States Birthrate

caB8888

1960 1970 1980 1990 2000
O Singapore Birthrate

1960 1970 1980 1990 2000
B Japan Birthrate

cultural change now leads experts to predict that the planet’s population may actually begin
to decline after 2040 unless major breakthroughs in longevity intervene, as some predict.

But a closer look at the tables reveals even more interesting consequences of culture,
Please notice the little peaks in 1976 and 1988 in the Singapore data. The same pattern can
be seen in birthrate data from Taiwan, Those “extra” births are not a matter of random flue-
tuation. In Chinese cultures, being born in the Year of the Dragon (12 animals—dogs, rats,
rabbits, pigs, ete—correspond to specific vears in the calendar) is considered good luck,
Such birthrate spikes have implications for sellers of diapers, tovs, schools, colleges, and so
forth in successive vears in Singapore. However, culture-based superstitions” have an even
stronger influence on the birthrates in Japan, as shown in Exhibit 4.1, A one-year 20 percent
drop in Japanese fertility rates in 1966 was caused by a belief that women born in the Year
of the Fire Horse, which occurs every 6 vears, will lead unhappy lives and perhaps murder
their husbands, This sudden and substantial decline in fertility, which has occurred histori-
cally every 60 vears since Japan started keeping birth records, reflects abstinence, abortions,
and birth certificate fudging. This superstition has resulted in the stigmatization of women
born in 1966 and had a large impact on market potential for a wide variety of consumer
goods and services in Japan, It will be interesting to see how technological innovations and
culture will imteract in Japan in 2026, the next Year of the Fire Horse.?

"We know that superstitions can influence other kinds of consumers judgments as well, See Thomas Kramer
and Lauren Block, “Conscious and Monconscious Components of Superstitious Beliefs in Judgment and
Decision Making.” Journad of Consumer Research 34, no. 2 (2008), pp. 783-93,

‘Robert W, Hodge and Nachiro Ogawa, Ferriline Change in Comemporary Japan {Chicago: University of
Chicago Press, 1991).
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Exhibit 4.2 Cut Fish and Dried

Patterns of Consumption Flowers Chocolate Seafood Pasta _ Tobacco

(annual per capita) Country (stems) (ka) (kag) (kg) Wine (L) {sticks)

Source: EuraManinar International France : B:I 3.9 6.2 5? z&'? 845 (- 25%}.

T ' Germany 120 7.8 4.6 59 | 215  1,019(-34%)
italy 87 2.4 B8 18.5 262 1532(-11%)
Netherlands 125 4.8 25.0 2 207 837 (-11%)
Spain a3 20 20.2 39 0.3 2,133 (-8%)
United Kingdarm 48 10.5 12.4 1.5 18.2 754 (—15%)
Japan : 110 | 38.2 15 47  1875(-16%)
United States 75 5.0 5.2 3 69 1,106 (—12%)

*Five-year growth rate

Culture’s influence is also illustrated in the consumption data presented in Exhibit 4.2,
The focus there is on the six European Union countries, but data from the two other major
markets of affluence in the world—Japan and the United States—are also included. The
products compared are those that might be included in a traditional { American) romantic
dinner date,

First come the flowers and candy. The Dutch are the champion consumers of cut flow-
ers, and this particular preference for petals will be explored further in the pages to come.
The British love their chocolate. Perhaps the higher consumption rate there is caused by
Cadburys® advertising, or perhaps the cooler temperatures have historically allowed for
easier storage and better quality in the northern countries, At least among our six EU coun-
trics, per capita chocolate consumption appears to decline with latitude,

In Europe, the Dutch, then Spaniards, are the most likely to feast on fish. Both are still
well behind the lapanese preference for seafood. From the data in the table, one might
conclude that being surrounded by water in Japan explains the preference for scafood.
However, what about the British? The flat geography in England and Scotland allows for
the efficient production of beef, and a bit later in this section, we consider the consequences
of their strong preference for red meat. The lalians eat more pasta—not a surprise. His-
tory 15 important, The product was actually invented in China, but in 1270, Marco Polo is
reputed to have brought the innovation back to [taly, where it has flourished. Proximity to
China also explains the high rate of Japanese noodle (but not dried pasta) consumption,

How abour alcohol and tobacco? Grapes grow best in France and ltaly, so a combina-
tion of climarte and soil conditions explains at least part of the pattern of wine consump-
tion seen in Exhibit 4.2, Culwre also influences the laws, age limits, and such related to
alcohol, The legal environment also has implications for the consumption of cigareties.
Indeed, the most striking patterns in the table are not the current consumption numbers:
the interesting data are the five-year growth rates. Demand 15 shrinking remarkably fast
almost everywhere, These dramatic declines in consumption represent a huge cultural
shift that the world seldom sees,

Any discussion of tobacco consumption leads immediately 10 consideration of the
consequences of consumption. One might expect that a high consumption of the ro-
manee products—~Aowers, candy, and wine—might lead 1o a high birthrate. Reference to
Exhibit 4.3 doesn’t yield any clear conclusions. The Germans have some of the highest
consumption levels of the romantic three but the lowest birthrate among the eight countries,

Perhaps the Japanese diet’s emphasis on fish vields them the longest life expectancy. But
length of life among the cight atfluent countries represented in the table shows linle varia-
tion. How people die, however, does vary substantially across the countries. The influence

“Hee Cadbury's Web site for the history of chocaolate, www ondhury.couk. Chocalate is also an important
product in Switzerland, where ithe consumption per capita is more than 12 kg. The mouniain elimaite 15
cooler, and of course, Mestle has corporute headguarters there.
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Firding horse of donkey as your a"‘;
antréa would not be romantic or :
avan .JJ_:-FJETIZII'lg in most places
sround the world, Even though
horse consumption is genarally

declining in France, hers in Paris

Nt
—

e
_ LE GEvAgDA

you can still buy a steed staak at
the local bouchaers chevaleries
Escargot oul, Eavore ouil And
we note a recent article in The
Wall Street Jourmal advocating
the corsurnption of dog in the
United States, including a recipe
Yikasl®

of fish versus red meatl consumption on the incidence of heart problems s easy (o see. The
maost interesting datum in the table is the extremely high incidence of stomach cancer in
Japan. The latest studies suggest two culprits: (1) salty foods such as soy sauce and (2) the
bacterium Helicobacter pyfovi. The latter is associated with the unsanitary conditions prev-
alent in Japan immediately after World War 11, and 1t 1s stll hurting health in Japan today.
Finally. because stomach cancer in Japan 1s so prevalent. the Japanese have developed the
maost advanced treatment of the disease, that is. both procedures and instruments. Even
though the death rate is highest, the treatment success rate 1s hkewise the highest in Japan.
Whether you are m Tacoma. Toronto, or Tehran, the best medicine for stomach cancer may
be a ticket to Tokyo. Indeed, this last example well demonstirates that culture not only af-
fects consumption; it also affects production {of medical services in this case)!

The point is that culture matters.” It is imperative for foreign marketers to learn to ap-
preciate the intricacies of cullures different from their own if they are o be effective in
foreign markels.

“fonathan Safran Foer, “Let Them Eat Dog,” The Wodf Speer Journal, October 31, 2009, p. W10
‘Lowrence E. Harrison and Samuel P Huntington (eds. ), Culture Marters (Mew York: Basic Books, 20007

Exhibit 4.3

Consequences of Consumption

Death Rate per 100,000
Ischemic
Birthrate Life Heart Diabetes Lung Stomach
Country {per 100,000) Expectancy Disease Mellitus Cancer Cancer
France 12.8 81.4 71.2 21.8 453 8.1
Germany 8.1 80.1 176.2 29.8 501 134
Italy ?ﬁ B1.4 1248 3.4 8.9 18.8
Netherlands 109 80.7 76.2 222 614 8.9
Spain 10.6 E1.0 B7.1 23.0 471 13.0
United Kingdom 13.0 79.6 1626 10.8 547 9.2
Japan B4 a2.7 558 10.3 46.5 38.1
United States 139 78.1 1728 253 53.4 4.2

Source. BuroMaonitor 2010



Diutsice the Aslsmeer Flower Auction—notice the jet landing
at nearby Schiphaol Airport, which serves both Amesterdam and
Aalsmeer.

We all love flowers. But for the Dutch,
flowers are more important than that. For them, it's

more like 2 nationa rasi;'natlnn. fixarlﬂn, or even a fm-:-'.'r:

for flowers. Wh}"j

The answer is an instructive story about culture and internationa
markets, the broader subjects of this chapter. The story starts with
geography, goes through the origins and elements of culture,
and ends with the Dutch being the masters of the exhibition,
cansumption, and production of flowers,

Ge—:::gra ph"_lf' The rivers and the bays make the Nethedands a
great trading country. But the miserable weather, rain, and snow
more than 200 days per year make it a colorless place, gray nearly
year-rauncg, The Flying Dutchmen not only went to the Spice Islanas
for spice for the palate; they also went to the eastern Mediterranean
for spice for the eyes. The vibrant calors of the tulip first came to
Europe from the Ottoman Empire on a Dutch shipin 1561,

The Pope in 51 Petar's Square on Easter Sunday
surounded by Dutch flowers.

HISTOrY. The Dutch enthusiasm for the new “visual drug”
was great. [ts most potent form was, ironically, the black tulip.
Prices exploded, and speculators bought and sold promissary
notes guaranteeing the future delivery of black tulip bulbs, This

derivatives market yielded prices in today's dollars of $1 million or
maore far a single bulb, anaugh to buy a 5-stary house in central
Amsterdam today. Not anly did the tulip mania create futures
markets, it also caused the first great market bust in recorded
history. Prices plummeted when the government took
contral in 1637, Now at the Amsterdam flower market,
you can buy a black tulip bull for about a dollarl

Faur hundred years later, the one-dollar black tulip Is A view of a Dutch harbar with trading ships circa 1600,
available in the Amsterdam flower market.




Inside Aalsmeer, 150 foothall fields of cut flowears, 20 milllen

per day, are readied for auction The bidders in four huge suchion rooms pay attention to the
"elock" as high starting prices ek down. The wholesale buyer that
stops the clock pays the associated price in this the archetypical

Technology and Economics. R S

The [1-_~C||l‘:f_‘l|u-;;]:,.' im tha arury comes in the name of

Carolus Clusius, a botanist who developed methods

for manipulating the colors of the tulips in the early

1600s. This manipulation added to their appeal and value,
and the tulip trade became international for the Dutch
Social Institution Every Easter Sunday, the Pope addresses 7 iRl
the world at Sl Peter’s Squale n Rome reciting, "Bedankt voor i HERGH Rt
bleemen.” Thus, he thanks the Dutch nation for providing the
flowers for this key Catholic ritual. The Dutch government, ance
every tenth year, sponsors the largest flonculture exhibition in the
warld, the Florad. Yeu can go next in 2012. Finally, at the .-'3.21 srmeer Outsicle again at Aalsmeer, trucks are loaded for shipment
F|nl..~lrr\-r .l"..|_|"‘|r'r near ,!'I.rnsTr-lrdam the prices are set .Dr a:l gl.‘-;-._—r:. L":.l' land scrass ELiI'ﬂ'PE and ﬂll‘fh’.‘ighl warldwide.

in all markets around the world. The Dutch remain the largest

exporters of flowers (40 percent glabal market share), sh pRing
them across Eurorm by trucks and warldwide h',,-' air I-rP:gl'H.

CLIItLl:raI UEIELIES The high value the Dutch plac:e on flowers
is reflected in many ways, not the least of which is their high
consumption rate, as sean in Exhibit 4.2

Aesthetics as Symbols. Rembrandt Van Rijn's paintings,
|nnE-.|r.||"g his most famous M ght Watch (1642, Rijksmuseum,
Amsterdam), reflect a dark palette. Artists generally paint in

the eolors of their surraundings. A quarter century later, his
compatriot Vincent Van Gogh used a similar bleak palette when
he worked in Helland. Later, when Van Gogh went to the sunny
and colorful south of France, the colors begin to explede on

his canvases, &nd, of course, there he painted flowers!

g P

Van Gogh's Vase with
Fifteen Sunflowers,
palnted in the south of
France in 1889, and sold
to a Japanese insurance
exesutive for some

540 mulhon in 1987, at
thie time the highest
price ever paid for &
single work of art. The
lapanese are also big
flower consumers—saes
Exhibit 4.2,

Van Gogh's Potato Eaters, painted in The Netherlands in
1885,
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CROSSING BORDERS 4.1

Yes, culture’s influence is pervasive. But as anthropolo- Consider aspects of sexuality private
gist Donald E. Brown correctly points out, we are all Express emotions with face
human. And since we are all of the same species, we

actually share a great deal. Hare's a few of the hundreds
of traits we share: Use mood-altering drugs

Overestimate objectivity of thought
Have a fear of snakes

Recognize ecanomic obligations in exchanges of
goods and services

Trade and transport goads

Reciprocate

Use metaphors

Have a system of status and roles
Are ethnocentric

Create art

Conceive of success and failure
Indeed, the last two suggest that we might be

Create antaganistic to outside ; ;
s e BRSO G characterized as the "exchanging animal."

Imitate outside influgnces

F BT 5 : Donald B Brown, H u I ¥ark:
Resist autside influences Mqélg_:w_:;ﬂ?wg” dmmbriaekimel

DE"FI nitions an d Orri g Ins D‘f Cu It LIFe2 There are many ways to think about culture. Dutch management
LO2 professor Geert Hofstede refers to culture as the “software of the mind” and argues that
it provides a guide for humans on how to think and behave; it is a problem-solving tool.®
Anthropologist and business consultant Edward Hall provides a definition even more rel-
evant to international marketing managers: “The people we were advising kept bumping
their heads against an invisible barrier. . . . We knew that what they were up against was a
completely different way of organizing life, of thinking, and of conceiving the underlying
assumptions about the family and the state, the economic system, and even Man himselt™
The salient points in Hall’s comments are that cultural differences are often invisible and
that marketers who ignore them often hurt both their companies and careers. Finally, James
Day Hodgson, former ULS. ambassador to Japan, describes culture as a “thicket.™" This last
metaphor holds hope for struggling international marketers, According to the ambassador,
thickets are tough to get through, but effort and patience often lead to successes.

Most traditional definitions of culture center around the notion that culture is the sum
of the values, rituals, syvmbols, beliefs, and thought processes that are learned and shared
by a group of people.'’ then fransmitted from generation to generation.' So culture resides
in the individual’s mind. But the expression “a culture™ recognizes that large collectives of
people can, to a great degree, be like-minded.

The origins of culture

"Geert Hofstede, Cultere s Conseguences, 2nd ed. (Thousand Ouks, CA: Sage, 2001 ) Susan P Douglas.
“Exploring Mew Worlds: The Challenge of Global Marketing,” Jornal af Marketing, January 2001,
P 1035,

“Edward T, Hall, The Sifenr Langrage (New York: Doubleday, 1959), p. 26,

"Tames D, Hodgson, Yoshihiro Sano, and John L. Graham, Doteg Swsiness in the New Japan, Succeeding
im America ¥ Richest Foreign Market (Latham, MD: Rowman & Litlefield, 2008).

"Please note that the group may be smaller than that defined by nution. See Rosalie Tung, “The Cross-
Cultural Research lmperative: The Meed to Balance Cross-Cultural and Intra-National Diversity,” Journal
of International Business Studies 39 (2008), pp. 41-46; Jean-Francois Cuellet, *Consumer Racism and ls
Effects on Domestic Cross-Ethnic Product Purchase: An Empincal Test in the United States, Canada, and
France,” Jowrnad of Marketing 71 (20070, pp. 113-24.

“Melvin Herskovitz, Man and His Wirks (New York: Alfred A Knopd, 1952), p. 034, Sec also Chapter 110,
“Culiure,” in Raymond Scupin and Christopher B, Decorse, Anitfropology: A Glolal Perspeciive, 6ih ed.
{Englewood Cliffs, NJ: Prentice Hall, 2005},
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Exhibit 4.4

Origins, Elements, and Consequences of Culture

B Origins
Geography
(climate, topography, flora, fauna, microbiology)
¥
E History
< Technology and
B political econemy
g N ! .
]
b Social institutions
(family, religion, scheol, media, government, corporations)

|
Socialization/
acculturation

Consumption decisions
and behaviors

Application

The best mternational marketers will not only appreciate the cultural differences per-
tinent to their businesses, but they will also understand the origins of these differences,
Possession of the latter, deeper knowledge will help marketers notice cultural differences
in new markets and foresee changes in current markets of operation. Exhibit 4.4 depicts the
several causal factors and social processes that determine and form cultures and cultural
differences. Simply stated, humans make adaprations 1o changing environments through
mnovation. Individuals learn culture from social institutions through socrafization (grow-
ing up) and accwdtwration (adjusting to a new culture). Individuals also absorb culiure
through role modeling, or imitation of their peers. Finally, people make decisions about
consumption and production through application of their cultural-based knowledge. More
details are provided below,

Geography In the previous chapter, we deseribed the immediate effects of geography on consumer
choice, But geography exercises a more profound influence than just affecting the sort of
Jacket you buy, Indeed, geography (broadly defined here to include climate, topography,
flora, fauna, and microbiology) has miluenced history, technology, economics, our social
institutions, perhaps even the bov-to-girl birth ratio,”” and, yes, our ways of thinking."
Geographical influcnces manifest themselves in our decpest eultural values developed

“Micholoas Bakalar, “Why Docs Latinede Affect Boy-Crirl Ratios?” fmrernationad Herald Trbume, Apnl 23,
2008, p. 10

HRichard E. Nisbett, The Geography of Thoughr: How Astons and Besterners Think Differently . and Wy
{Mew York: The Free Press, 2003).
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through the millennia, and as geography changes, humans can adapl almost immediately.
One sces the latter happening in the new interaction rituals evalving from the HIV/AIDS
disaster or more recently the SARS outbreak in China, The ongoing cultural divides across
the English Channel or the Taiwan Strali are also representalive of geography's historical
salience in human affairs,

The 1deas of two researchers are particularly pertment o any discussion of geogra-
phy's influence on everything from history to present-day cultural values. First, Jared
Diamend,"” a professor of physiology, tells us that historically, innovations spread faster
cast to west than north to south. Before the advent of transoceanic shipping, ideas flowed
over the Silk Road but not across the Sahara or the Tsthmus of Panama. He uses this
geographical approach to explain the dominance of Euro-Asian cultures, with their su-
perior technology and more virulent germs, over African and American cultures. Indeed,
Diamond’s most important contribution is his material on the mAuence of microbiology
on world history.

Sccond, Philip Parker,'" a marketing professor, argues for geography’s deep influence
on history, economics, and consumer behavior. For example, he reports strong correlations
between the latitude (climate) and the per capita GDP of countries. Empirical support can
be found in others’ reports of climate's apparent influence on workers” wages.'” Parker, like
Diamond before him, explains social phenomena using principles of physiology. The man-
agement implications of his treatise have to do with using ambient lemperature as a markel
segmentation variable. We return to this issue in Chapter 5.

History The impact of specific events in history can be scen reflected in technology. social insti-
tutions, cultural values, and even consumer behavior, Diamond’s book is filled with ex-
amples. For instance, much of American trade policy has depended on the happenstance of
tobaceo (i.c., the technology of a new cash crop) being the original source of the Virginia
colony’s cconomic survival in the 1600s. In a like manner, the Declaration of Indepen-
dence, and thereby Americans” values and institutions, was fundamentally influenced by
the coincident 1776 publication of Adam Smith's The Wealth of Nations. Notice too thal
the military conflicts in the Middle East in 2003 bred new cola brands as alternatives to
Coca-Cola—Meeca Cola, Muslim Up, Arab Cola, and ColaTurka. ™

The Political For most of the 20th century, four approaches to governance competed for world domi-
Economy nance: colonialism, fascism, communism, and democracy/free enterprise. Fascism lell m
1945, Colonialism was also a casualty of World War I1, though its death throes lasted well
into the second half of the cenuwry, Communism crumbled in the 19905, One pundit even
declared the “end of history™™ Unfortunately, we have September 11 and the conflicts in
the Middle East to keep the list of bad things growing. Much more detail is included m
Chapters 6 and 7 on the influences of polities and the legal environment on the culture of
commerce and consumption, so we will leave this important topic until then, The main
point here is for vou Lo appreciate the influence of the political cconomy on social institu-
tions and cultural values and ways of thinking,

“Tared Diamond’s Guns, Gevms and Steel: The Fures of the Human Socieries (New York: Norton, 1999) s
a Pulitzer Prize winner, recipient of the Phi Beta Kappa Award in Science, and a wonderful read for anyone
interested in history and’or innovation. PES also has produced a video version of Guns, (Ferms and Steel,
Also see Diamond’s more recent book, Collapse (New York: Viking, 2005)

"Philip Parker's Physieeconemics (Cambridge, MA; MIT Press, 2000} is a data-rich discussion of global
economics well worth reading.

"Evert Van de Viiert, “Thermochimate, Culture, and Poverty as Country-Level Roots of Workers” Wages”
Jomrnal of nternational Susinesy Studies 34, no. | (2003), pp. 40-52

BSee httpr i www.colatrka com tr.

"Some might argue that communism has survived in North Korea, Cuba, or the Peoples” Republic of China,
but an least in the lasi case, frec enterprise is on ihe ascendancy. The former look more like dictatorships
1o st

“Francis Fukuvama, The End of History and the Last Man (Mew York: The Free Press, 1902),
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Technology Sit back for a moment and consider what technological innovation has had the greatest im-
pact on institutions and cultural values in the past 50 years in the United States. Seriously,
stop reading, look out your window, and for a moment consider the question.

There are many good answers, but only one best one. Cerlamly jet aircrafl, air condi-
tioning, televisions,”' computers, mobile phones, and the Internet all make the hist. But
the best answer is most likely the pill.* That is, the birth control pill, or more broadly
birth control techniques, have had a huge effect on evervday life for most Americans and
people around the world.® Mainly. it has freed women to have carcers and freed men to
spend more time with kids. Before the advent of the pill, mens and women's roles were
proscribed by reproductive responsibilitics and roles. Now half the marketing majors in
the United States are women, and 10 percent of the crews on US. Navy ships are women.
Betore the pill, these numbers were unimaginable.

Obwiously, not evervone is happy with these new “freedoms.” For example, in 1963, the
Roman Cathelic Church forbade use of the birth control pill. But the technology of birth
control undeniably has deeply affected social institutions and cultural values. Familics are
smaller, and government and schools are lorced to address issues such as abstinence and
condom distribution,

Finally. the reader will notice that technology does not solve all problems. For example,
few would argue with the idea that the United States leads the world in healtheare technol-
ogy, yet this technological leadership doesn’t deliver the best healtheare system.™ Other
aspects of culture make a difference. Thus, citizens in many countries around the world
have greater longevity {the most objeetive measure of the quality of healtheare delivery in a
country), as mentioned carlier in this chapter. Consumer lifestyle choices and the finaneial
structure affect the LS. healtheare system dramatically as well. Please see Exhibit 4.5 for
4 quick comparison of syslems across countries.

Social Institutions Social institutions including family, religion, school, the media, government, and cor-
porations all affect the ways in which people relate to one another, organize their ac-
tivities to live in harmony with one another. teach acceptable behavior to succeeding
generations, and govern themselves. The positions of men and women in society. the
family, social classes,” group behavior, age groups. and how societies define decency
and civility arve interpreted differently within every culture. In cultures in which the so-
cial organizations result in close-knit famly units, for example, a promotion campaign
armed at the family unit is usually more effective than one aimed at individual family
members. Travel advertising in cultrally divided Canada has pictured a wife alone
tor the English-speaking market segment but a man and wife together for the French-
speaking segments of the population, because the latter are traditionally more closely
bound by family tics.

The roles and status positions found within a society are influenced by the dictates
of social institutions. The caste system in India is one such institution. The clection of a
low-caste person—once called an “untouchable™ —as president made international news
because it was such a departure from traditional Indian culture. Decades ago, brushing
against an untouchable or even glancing at one was considered enough o defile a Hindu
of high status. Even though the caste system has been outlawed, it remains a parl of the
culture.

“Sandra K. Smith Speck and Abhijit Roy, “The Interrelationships between Television Viewing, Values,
and Percewved Well-Being: A Global Perspective,” Jowrnal of Inlernational Business Stwdies 39, no, 7
(200K}, pp. 1197-21%.

“Hernard Asbell, The Pill: A Biography of the Deug gt Changed the World (New York: Random House,
[995),

“*“Go Forth and Multiply a Lot Less,” The Economise, October 31, 2009, pp. 29-30,

“T. B. Reid, "No Couniry for Sick Men,” Newsweek, Sepiember 21, 2009

“Tuba Ustuner and Douglaz B, Holt, “Toward a Theory of Consumption in Less Indusirialized Couniries,”
Jowrnal af Consumer Research (2010), online.



Exhibit 4.5

Comparison of Healthcare Systems
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Family. Family forms and functions vary substantially around the world, even around
the country,™ For example, whereas nepotism is seen as a problem in American organiza-
tions, it is more often seen as an organizing principle in Chinese and Mexican™ firms.
Or consider the Dutch executive who lives with his mother, wife, and kids in a home in
Maastricht that his family has owned for the last 300 years, Then there’s the common
practice of the high-income folks in Cairo buying an apartment house and filling it up with
the extended family—grandparents, martied siblings, cousing, and kids, Or how about the
Japanese mother caring for her two children pretty much by herself, often slecping with
them at night, while her husband catches up on sleep during his four hours a day commut-
ing via train, And there’s the American family in Calitornis—both parents work to support
their cars, closets, and kids in college, all the while worrying about aging grandparents
halfway across the country,

Even the ratie of male o female children is affected by culre (as well as latimde), In
most European countries the ratio is about fifey-fifty. However, the gender percentage of
bovs aged one to six years is 52 in India and of those aged one to four years is 55 in China,
Obviously these ratios have long-term implications for families and societies, Moreover,
the tavoritism for boys is deep-seated in such cultures, as demonstrated by the Chinese
Book of Songs, circa 800 BC:

When a son is born

Let him sleep on the bed,

Clothe him with fine clothes.

And give him jade to play with. .

When a daughter is born,

Let her sleep on the ground,

Wrap her in common wrappings,

And give her broken tiles for playthings.

All these differences lead directly to differences in how children think and behave, For
example, individualism is being taught the first night the American infant is tucked into her
own separate bassinette, Values for egalitarianism are learned the first fime Dad washes the
dishes in front of the kids or Mom heads off to work or the toddler learns that both Grandpa
and little brother are properly called “vou” And there is some good news about gender
equality to share: The education gap between men and woemen is narrowing in many places
around the world—for example, the majority of university students in the United States are
HOW WOmer.

Religion. In most cultures, the first social institution infants are exposed to outside
the home takes the form of a church, mosque, shrine, or synagogue. The impact of religion
on the value systems of a society and the effect of value systems on marketing must tot
be underestimated. For example, Protestants believe that one’s relationship with God s
a personal one, and confessions are made directly through prayer. Alternatively, Roman
Catholics confess to priests, setting up a hierarchy within the Church. Thus some scholars
reason that Protestantism engenders egalitarian thinking. But no matter the details, religion
clearly affects people’s habits, their outlook on life, the products they buy, the way they buy
them, and even the newspapers they read,

The influence of religion is often quite strong, so marketers with little or no under-
standing of a religion may readily offend deeply. One’s own religion is often not a reliable
puide to another’s beliets. Most people do not understand religions other than their own,
andfor what is “known" about other religions is often incorrect, The lslamic religion is

*Michacl Finkel's description of a hunter-gather tribe’s cveryday life, as ohserved in Tanzenia, is important
as a representation of family life and structure in people’s primordial siate. See “The Hadza,” Navonal
Georraphic, December 2000, pp. 041 18: also see John L. Graham, “Mother and Child Reumon,” Orange
Country Register, January 11, 200%,

“Anabella Davila and Marma M. Elvira, “Culture and Human Resource Management in Latin America”
In Managing Humar Resowrces in Latin America, ed. Marta M. Elvira and Anabella Davila. (London:
Routledge, 20051, pp. 3-24,
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a good example of the need for a basic understanding of all major religions. More than
ong billion people in the world embrace Islam. yet major multinational companies often
offend Muslims. The French fashion house of Chancl unwittingly desecrated the Koran by
embroidering verses from the sacred book of Tslam on several dresses shown in ils summer
collections. The designer said he had taken the design, which was acsthetically pleasing to
him, from a book on Indias Taj Mahal and that he was unaware of its meaning. To placale
a Muslim group that felt the use of the verses desecrated the Koran, Chanel had to destroy
the dresses with the offending designs, along with negatives of the photos taken of the
garments. Chanel certainly had no intention of offending Muslims, since some of its most
important customers embrace [slam. This example shows how casy it is to offend if the
marketer, in this case the designer, has not famiharized him- or herself with other religions.

School. Education, one of the most important social institutions, affects all aspects of
the culture, from cconomic development to consumer behavior. The literacy rate of a coun-
try is a potent force in economic development. Mumerous studies indicate a direct link be-
tween the literacy rate of a country and its capability for rapid economic growth. According
to the World Bank, no country has been successlul economically with less than 50 percent
literacy, but when countries have imvested in education, the economic rewards have been
substantial. Literacy has a profound effect on marketing. Communicating with a literate
markel 15 much easier than communicaling with one in which
the marketer must depend on symbaols and pictures. Increas-
ingly, schools are seen as leading to positive cultural changes
and progress across the planet

The Media. The four social institutions that most strongly
influence values and culture are schools, churches, families,
and, most recently, the media. In the United States during the
past 30 wears, women have joined the workforce in grow-
ing numbers, substantially reducing the influence of family
on American culture. Media time (TV and increasingly the
Internet and mobile phones) has replaced family time— much
to the detriment of American culture. some argue. At this
time. it is hard to pauge the long-term eflects of the hours
spent with Bart Simpson or an EverQuest clerie-class charae-
ter. Indeed, the British Prime Minister’s cameo on The Simp-
sons reflects its prominence around the world.

Amencan kids spend only 180 days per vear in school.
Contrast that with 251 days in China, 240 days in Japan, and
200 days in Germany. Indeed, Chinese officials are recogniz-
ing the national disadvantages of too much school—narrow
minds. Likewise, Amenicans more and more complain aboul
the detrimental effects of too much media. Many decry the
declining American educational system as it produces a lower
percentage of college graduates than twelve other countries,
including Russia, Japan, and France

Government. Compared with the early (during child-
hood) and direct influences of family, religion, school, and the
media, governments hold relatively little sway. Cultural values
and thought patterns are pretty much set before and during ado-

In the Urited States, kids attend schoaol 180 days per year; in lescence. Most often governments try o influence the thinking
China, they attend 251 days—that's six days a wesk. Theras a and behaviors of adult citizens for the citizens” “own good.” For
great thirst for the written ward in China—here children read example, the French government has been urging citizens to
books rented from a strest vandor. procreate since the time of Napoleon. Now the government 15

“Michael E. Porter, “Why America Needs an Economic Strategy,” Business Week, November 10, 2008,
pp. 39-42: “The Underworked American |child].” The Ecomomise, June 13, 2009, p. 40,
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offering a new “birth bonus™ of $800, given to women in their seventh month of pregnancy
despite France having one of the highest fertility rates in the European Union (sce Exhibit 4.1).
Likewise the Japanese government is spending $225 million to expand day-care facilities
toward increasing the falling birthrate and better employing women m the workforee™ Or
notice the most recent French and British government-allowed bans of hijabs (head scarves
wiorn by Muslim schoolgirls) or the Dutch government initiative to ban burkas in that country
(Tull-body coverings warn by Muslim women )" or the Swiss government’s ban ol the con-
struction of minarcts.”’ Also, major changes in governments, such as the dissolution of the
Sovict Union, can have noticeable impacts on personal beliefs and other aspects of culture.

Of course. mn some countries. the government owns the media and regularly uses propa-
ganda to form “favorable” public opinions. Other countries prefer no separation of church
and state —Iran is currently ruled by religious clerics, for example. Governments also affect
ways of thinking indirectly, through their support of religious organizations and schoaols.
For example, both the Japanese and Chinese governments are currently trying to promote
more creative thinking among students through mandated changes in classroom activi-
ties and hours. Finally, governments influence thinking and behavior through the passage,
promulgaton, promotion, and enforcement of a variety of laws alfecting consumption and
marketing behaviors. The Irish government is newly concerned about its citizens” con-
sumption of Guinness and other aleoholic products. Their studies suggest excessive drink-
ing costs the country 2 percent of GDP, so to discourage underage drinking. the laws are
being tightened (see the end of Chapter 16 for more details).

Cnrpurations. Of course, corporations gel a grip on us carly through the media. But
more imporiant, most innovations are introduced Lo societies by companies, many times
multinational companies. Indeed, merchants and traders have throughout history been the
primary conduit for the diffusion of innovations, whether it be over the Silk Road or via
today’s air freight and/or the Internet. Multinational firms have access to ideas from around
the world. Through the efficient distribution of new products and services based on these
new ideas, cultures are changed, and new ways of thinking are stimulated. The crucial role
of companies as change agents is discussed in detail in the last seetion of this chapter,

Elements Df CU Itur 2  Previously culture was defined by listing its five elements: values, rituals, symbols,
LOZ beliefs, and thought processes, International marketers must design products, distribution
systems, and promotional programs with due consideration of each of the five.
The elements of culture
Cultural Values Underlving the cultural diversity that exists among countries are fundamental differences
in cultural values, that is, the importance of things and ideas, The most useful informa-
tion on how cultural values influence various types of business and market behavior comes
from seminal work by Geert Hofstede ™ Smdying more than 90,000 people in 66 coun-
tries, he found that the colures of the nations studied differcd along four primary dimen-
stons. Subsequently, he and hundreds of other researchers have determined that a wide
variety of business and consumer behavior patterns are associated with three of those four
dimensions, ™ The four™ dimensions are as follows: the Individualism/Collective Index
(1DV), which focuses on self-orientation; the Power Distance Index (PDI), which focuses

“Tomoko Yomaraki and Komaki [te, “Japan: Boosting Growth with Day Care.” Bloombery Business ek,
January 4, 2010, pp. 96-97.

“The War of French Dressing,” The Economise, Jamuary 16, 2000, pp. 49-50.

“Dehorah Ball, “Muslim Leaders Condemn Swiss Minaret Ban,” The Bl Street dowrnal, Movember 30, 2009
“Hofstede, Cultire 5 Convequences.

“Debanjan Mitra and Peter N, Golder, *Whose Culture Matters? Mear-Market Knowledge and [ts Impact
on Foreign Market Entry Timing.” Joeermad aof Marketing Reseavch 39, no. 3 (August 2002), pp. 350-65;
Boonghee Yoo and Naveen Donthu, “Culture’s Consequences, o Book Review,” Jowrnal of Markelimg
Rexearch 39, no. 3 {August 2002), pp. 3R89,

“In a subsequent study, & fifth dimension, Long-Term Crientation {(LT00, wos identified s focusing on
culiures” temporal onentations. See Geert Hodstede and Michael Harris Bond, “The Confucius Connection,”
Organizetional Dvnamics 16, no, 4 (Spring [988), pp. 4-21; Hofstede, Cultwre ¥ Conseguences.
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Exhibit 4.6 Primary Distance
Hofstede'’s Indexes, Country IDV Score  PDI Score UAIl Score Language from English
Language, and Linguistic Hirab GOt 38 80 &8 Arabie 5
Distance Australia 90 36 51 English 0
Source: Qeert Holsteds, Culture's Brazil 38 69 75 Furh:gum 3
EUIISA‘:":'LI‘:-‘H:ES- [T hosusand l:lalc:s_ Ciy Ca'na'da L Eﬂ 39 43 Emﬁii’h {Fl'ﬂ'hd'l’ CI‘ 3
Sage, 2001}, Used by permission of Colombia 13 &7 80 Epﬂﬂiﬂh 3
(Fasi Holilede. F|ﬂ|ﬂﬂd 53 33 Le Fi-ﬂl'lhh 4
France 71 68 B4 French 3
Germany -7 35 &5 German 1
Great Britain 89 35 35 Enghsh 0
Greace 25 &0 112 Graek 3
Guatemala 6 95 101 Spanish 3
India 48 17 40 Dravidian 3
Indonesia 14 78 48 Bahasa 7
Iran 41 58 59 Farsi 3
Japan 46 54 92 Japansase 4
Mexico 30 81 82 Spanish 3
MNetherdands BOD 38 a3 Dutch 1
Mew Zealand 79 22 4% English 0
Pakistan 14 55 70 Urdu 3
South Korea 18 &0 85 Korean 4
Taiwan 17 58 &9 Taiwanese &
Turkey 37 LT 85 Turkish 4
United States 91 40 46 English 0
Uruguay 38 &1 100 Spanish 3
Venezuela 12 81 T4 Spanish 3

on authority orientation; the Uncertainty Avoidance Index (LJAT), which focuses on risk
orientation; and the Masculinity/Femininity Index (MAS), which focuscs on assertiveness
and achicvement. The Individualism/Collectivisim dimension has proven the most useful of
the four dimensions, justifying entire books on the subject.” Because the MAS has proven
least usetul, we will not consider it further here. Please see Exhibit 4.6 for details.

During the 19905, Robert House™ and his colleagues developed a comparable set of
data, more focused on values related to leadership and organizations. Their data are by
themselves quite valuable, and aspects of their study nicely coincide with Hofstede's data,
collected some 25 years carlier. The importance of this work has yielded important criti-
cisms and discussion.”

Individualism/Collectivism Index. The Individualism/Collective Index re-
fers to the preference for behavior that promotes one's self-interest. Cultures that score high
in IDV reflect an “I" mentality and tend to reward and accept individual initiative, whercas
those low in individualism reflect a “we” mentality and generally subjugate the individual

“Harry C. Triandis, fndividualisn and Colfectiviene { Boulder, CO: Westview Press, 1995),

“Robert I Houwse, Paul J. Hanges, Mansour Javidan, Peter W, Dorfman, and Vipin Gupta {eds. ), Cufture,
Leadersinp, and Organizavions: The Glede Siedy of 67 Socletles (Thowsand Oaks, CA: Sage, 2004)
“Bradlev L. Kitkman, Kevin B. Lowe, and Cristina Gibson, “A Quarer Century of Culiures” Consequences
A Review of Empirical Research Incorporating Hofstedes Cultural Values Framework.” Jowrmal of
fntermational Businesy Studies 37 (2006), pp. 285-320 Kwock Leung, “Editors Infroduction to the
Exchange between Hofstede and GLOBE,” Jowmal of Tnternartenal Business Studies 37 (2006}, p, 881;
Geert Hofstede, “What Did GLOBE Really Measure? Researchers” Minds versus Respondents” Minds”
Jowrnal of fnternational Businesy Studies 37 (2006), pp. 882-96; Mansour lsvidan, Robert ). Howse,
Peter W, Dorfiman, Paul J. Hanges, and Mary Sully de Lugue, "Conceptualizing and Measuring Cultures
and Therr Consequences: A Comparative Review of GLOBES and Hostedes Approaches.” Jowrnal af”
Intermationa! Business Studies 37 (2006}, pp. 897-914; Peter B. Smith. “When Elephants Fight, the Grass
Grets Trampled: The GLOBE and Hofstede Projects.” Jowrnal of farernationa! Business Siedles 37 (2006,
pp. 915-21: P. Christopher Earley, “Leading Cultural Research in the Future: A Matter of Paradipgms and
Taste,” Jowrnal of International Bugingsy Snedies 37 (2006, pp. 922-31.
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to the group. This distinction does not mean that individuals fail to identify with groups
when a culture scores high on [DV but rather that personal initiative and independence are
accepled and endorsed. Individualism pertains to socicties in which the ties between indi-
viduals arc loose; everyone is expected to look after him- or herself and his or her immedi-
ate family. Collectivism, as its opposite, pertains to socicties in which people from birth
onward are integrated into strong, cohesive groups, which throughout people’s lifetimes
continue to protect them m exchange for unguestioning loyalty.

Power Distance Index. The Power Distance Index meastres the tolerance of so-
cial inequality, that is, power ineguality between superiors and subordinates within a social
system, Cultures with high PDI scores tend to be hierarchical, with members citing social
roles, manipulation, and inheritance as sources of power and social status. Those with low
scores, in contrast, lend to value equality and cite knowledge and respect as sources of
power. Thus, people from cultures with high PDI scores are more likely to have a general
distrust of others (not those in their groups) because power is scen Lo rest with individu-
als and is coercive rather than legitimate. High PDI scores tend to indicate a perception of
differences between superior and subordinate and a belief that those who hold power are
entitled to privileges. A low PDI score reflects more egalitarian views.

Uncertainty Avoidance Index. The Uncertainty Avoidance Index measures the
tolerance of uncertainty and ambiguity among members of a society. Cultures with high UAT
scores are highly intolerant of ambiguity and as a result tend to be distrustful of new deas or
biehaviors. They tend to have a high level of anxiely and stress and a concern with security and
rule following. Accordingly. they dogmatically stick to historically tested patterns of behavior,
which in the extreme becomie inviolable rules. Those with very high UAT scores thus accord a
high level of authority o rules as a means of avoiding risk. Cultures scoring low in uncertainty
avoidance are associated with a low level of anxiety and stress, a tolerance of devianee and
dissent, and a willingness to take risks. Thus, those cultures low in UAT take a more empirical
approach to understanding and knowledge, whereas those high m UAT seck absolute truth.

Cultural Values and Consumer Behavior. A variety of studies have shown
cultural values can predict such consumer behaviors as word-ol~mouth communications,™
impulsive buying, ™, responses of both surprise™ and disgust,*’ the propensity to complain,”
responses Lo service failures,” and even movie preferences.™ Gomng back to the e-trading
example that opened this chapter, we can see how Holstede’s notions of cultural values
might help us predict the speed of diffusion of such new consumer services as equity in-
vestments and clectronic asctions in Japan and France. As shown in Exhibit 4.6, the United
States scores the highest of all countries on individualism, at 91, with Japan at 46 and France
al 71, Indeed, m America, where individualism reigns supreme, we might predict that the
“wirtually social” activity of sitting alone at one’s computer might be most acceptable. In
both Japan and France, where values favor group activities, face-to-face conversations with
stockbrokers and neighbors might be preferred to impersonal clectronic communications.

“Desmond Lam, Alvin Lee, and Richaerd Mizerski, “The Effects of Cultwral Values in Word-of-Mouth
Communication,” Jouwraal of Inrernarional Marketing 17, no, 3 {2009), pp. 55-70,

"Yinlong Zhang, Karen Page Winterich, and Vikas Minal, “Power-Distance Belief and Impulsive Buying,”
Jowrnal af Mavketing Research 47 (20107

“Ana Valenzuela, Barbar Mellers, and Judi Strebel. “Pleasurable Surprises: A Cross-Cultural Study of
Consumer Responses to Unexpected Incentives,” dowrnal of Consumer Research 36 (2000).

“Daizznn McLane, “Tackling the Yuck Factor,"™

Mavional Geographic Traveler, January 2010, pp. 26-28.

“Piotr Chelminski and Robin A. Coulter, “The Effects of Cultural Individualism and Self-Confidence on
Propensity o Voce: From Theory o Measurement to Practice,” Jowrnal of fneeenationel Markering 15
(2007}, pp. 941 18,

“Haksin Chan, Lisa C, Wan, and Lea Y, M. Sin, “The Contrasting Effects of Culnere on Consumir Toleranee:
Interpersonal Face and Impersonal Fate” Jowrmal of Consumer Research 36, no. 2 (2009), pp. 292-304;
Haskin Chan and Lisa C. Wan, “Consumer Responses o Service Failures; A Resource Preference Model
of Cultural InfAuences,” Sowrnal of Internavional Marketing 16, no. | {2008), pp. 7297,

1. Samuel Craig, William H. Greene, and Susan P Douglas, “Culture Matters: Consumer Acceptance of
LL5. Films in Foreign Markets,” Jowrnal of International Marketing 13 (2006), pp. 80-1103.
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It's Not th
CROSSING BORDERS 4.2 | You Preser

Giving a gift in another country requires careful attention
if it is to be done properly. Here are a few suggestions.

JAPAN

Do not open a giftin front of a Japanese counterpart
unless asked, and do not expect the Japanese to open
your gift.

Avoid ribbons and bows as part of the gift wrapping.
Bows as we know them are considerad unattractive, and
nbbon colors can have different meanings.

Always offer the gift with both hands.

EUROPE

Avoid red roses and white flowers, even numbers, and
the number 13. Do not wrap flowers in paper.

Do not risk the impression of bribery by spending
toa much an a gift.

ARAEB WORLD

Do not give a gift when you first meet somesone. It may
be interpreted as a bribe.

Do not let it appear that you contrived to present
the gift when the recipient is alone. It looks bad unless
you know the persan well, Give the gift in frant of oth-
ers in less Fersuna| relaﬁn:nﬁhips.

LATIN AMERICA

Do not give a gift until after a somewhat personal
relationship has developed, unless it is given to express
appreciation for hospitality.

The Cultural Erwvironment of Global Markets

Gifts should be given during secial encounters, not
in the course of business.

Awoid the colors black and purple; bath are associ-
ated with the Roman Catholic Lenten season.

CHINA

Mever make an issue of a gift presentation—publicly
or privately. But always deliver gifts with two
hands,

Gifts should be presented privately, with the excep-
tion of collective ceremonial gifts at banquets or after
speeches.

RUSSIA

Generally speaking, Russians take pleasure in giving
and receiving gifts—so take plenty. Something for the
kids i= a good idea.

When invited to a Russian hame, bring chocolates or
wine, but not vodka,

Bringing a bouguet of flowars (s a good idea,
but make it an add number. Even numbers are far
funerals.

UNITED STATES
Gifts that are too ostentatious can cause big problems.
Seurce: Jamas Day Hodgsan, Yoshiro 5ano, and John L. Graham, Deing

Busingss in the New Japan [Latham, MD: Rowman and Litlefield 2008],
wwewi sxacutiveplanet com, 2010

Similarly. both Japan (92) and France (86) score quite high on Hofstede's Uncertainty
Avoidance Index, and America scores low (46). Basced on these scores, both Japanese and
French investors might be expected to be less willing to take the risks of stock market
investments—and indeed, the security of post office deposits or bank savings accounts
is preferred. So in both instances, Hofstede's data on cultural values suggest that the dif-
fusion of these innovations will be slower in Japan and France than in the United States.
Such predictions arc consistenl with rescarch lindings that cultures scoring higher on
individualism and lower on uncertainty avoidance tend to be more innovative

Perhaps the most interesting application of cultural values and consumer behavior re-
gards a pair of cxperiments done with American and Chinese students.™ Both groups were
shown print ads using other-focused emotional appeals (that is, a couple pictured having fun
on the beach) versus self-focused emotional appeals (an individual having fun on the beach).
The rescarchers predicted that the individualistic Americans would respond more lavorably

“Jan-Benedict E. M. Steenkamp, Frenkel ter Hofstede, and Michel Wedel, “A Cross-National Investigation
intey the Individoal and Mational Cultural Antecedents of Consumer Tnmovativeness,” Jowenal of Marketing
63 {April 1993}, pp. 55-69

“lennifer L. Aaker and Patti Williams, “Empathy vs. Pride: The Influence of Emotional Appeals across
Cultures,” Jowmnal of Consumer Research 25 (December 19981, pp. 241-61



Every Muslim is anjoined 1o
maka the hajj, or pilgrimage 1o
Mecea, ones in hig or kher lifatime
if physically able Here, soma 2
millian faithful eame fram all over
the wiorld .3'|'|u.:|1:,' to participata
irwhat is ane af the largast ritua
maatings an Earth *

Rituals

Dressed in the ntual color of saffron
{orangs), thousands of pilgnms of
tha Lord Shva descend one of the
ower 100 Ghats i Varanasi, India,
to parform puga (ntual cleansing of
tha soul]. Varanasi {also known as
Benaras or Banans) s onez of the
cldest and holiest ctizs i India. it
is alieved to be the homa of Lard
Shiva (Himdu god) and the locabon
of tha first sarmon by Buddha, =o
follonerzrs of numercus religions
flock ta Varanasi on a daily basis
Each day at sunrise and sunsat,
pilgrims crowd the Ghats (staps

to the holy mverMother Ganga/
tha Rnar Gangas) to immerse
thamseahas in the water and
perform puja. Cn the busiest day
of tha ntual, soma 5-10 mullion
parbopate (according to Professor
Fika Houston). Meanwhile, talevsed
rituals such as tha Acadermy Awards
and World Cup soccer draw bilhons
in tha form of virtual crowds
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to the self-focused appeals and the collectivistic Chinese to the other-focused appeals. They
found the opposite. Their second experiment helped explain these unexpected results. That
i, in both cases, what the participants liked about the ads was their moveliy vis-i-vis their
own cultures, So, even in this circumstance, cultural values provide useful information for
marketers. However, the complexity of human behavior, values, and culture is manifest.

Life is filled with rituals, that is, patterns of behavior and interaction that are learned and
repeated. The most obvious ones are associated with major events in life. Marriage cer-
emonies and funerals are good examples. Perhaps the one most important to most readers

“Hazsan M. Fattar, “The Price of Progress: Transforming Islam's Holiest Sight,” The New Yok Times

Imternational, March B, 2007, p. A4,
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of this book is the hopefully proximate graduation ritual—Pomp and Circumstance, funny
hats, long speceches, and all. Very often these rituals differ across cultures. Indeed, there is
an entire genre of foreign films about weddings.* Perhaps the best is Monsoon Wedding.
Grooms on white horses and edible flowers are apparcntly part of the ceremony for high-
income Tolks in New Delhi,

Life is also filled with little rituals, such as dinner at a restaurant or a visil lo a department
store or even grooming before heading off to work or class in the moming. In a nice restaurant
in Madrid, dessert may precede the entrée, but dinner often starts at about midnight, and the
entire process can be a three-hour altaie. Walking into a department store in the United States
often yields a search lor an employee o answer questions. Not so in Japan, where the help
bows at the door as you walk in. Visit a doctor in the States and a 15-minute wail in a cold
exam room with nothing on but a paper gown is typical. In Spain the exams are often done in
the doctor’s office. There’s no waiting, because you find the doctor sitting at her desk.

Rituals are imporiant. They coordinate everyday interactions and special occasions.
They let people know what Lo expect. In the final chapter of the text, we discuss the ritual
of business negotiations, and that ritual varies across cultures as well,

Symbols Anthropologist Edward T. Hall tells us that culture is communication. In his seminal article
about cultural differences in business settings, he talks about the “languages™ of time, space.
things, fricndships, and agreements.* Indeed, learning to interpret correctly the symbaols that
surround us is a key part of socialization. And this leamning beging immediately afler birth,
as we begin to hear the language spoken and see the facial expressions and feel the touch and
taste the milk of our mothers. ™ We begin our discussion of symbaolic systems with language,
the most obvious part and the part that most often involves conscious communication,

Languaga. We should mention that for some around the world language is itself
thought of as a social institution, often with political importance. Certainly the French go
to extreme lengths and expense Lo preserve the purity of their frangais. In Canada, language
has been the focus of political disputes including secession, though things seem to have
calmed down there most recently. Unfortunately, as the number of spoken languages con-
tnues to decline worldwide, so does the interesting cultural diversity of the planet.

The importance of understanding the language of a country cannol be overestimated,
particularly if vou're selling your produets in France! The successful international marketer
must achieve expert communication, which requires a thorough understanding ol the lan-
guage as well as the ability to speak it Advertising copywriters should be concerned less
with obvious differences between languages and more with the idiomatic and symbolic®
meanings expressed. It s not sufficient to say you wanl o translate imto Spanish, for in-
stance, because across Spanish-speaking Latin America, the language vocabulary varies
widely. Tambao, for example, means a roadside inn in Bolivia, Colombia, Ecuador, and Peru;
a dairy farm in Argentina and Uruguay; and a brothel in Chile. Tf that gives you a problem,
consider communicating with the people of Papua New Guinea. Some 750 languages, cach
distinet and mutually unintelligible, are spoken there. This crucial issue of accurate transla-
tions in marketing communications is discussed further in Chapters 8 and 16.

The relationship between language and international marketing is important in another
way. Recent studies indicate thal a new concept, linguistic distance, i1s proving uselful to

“0ther excellent films in this genre nclude Consin, Consine (French), Foue Wedings and o Faneral (LK),
Bend It Like Beckham (UK., Asian immigrants), Wedding in Galilee (Palestine/Israel), and The Wedding
Bunguet {Taiwan). Also see Cam Simpson, “For Jordanians, Shotgun Weddings Can Be a Problem,” Fhe
Wall Steeer Jouenl, June 3, 2007, pp. A1 AL

“Edward T. Hall, “The Silent Language in Overseas Business,” Harvard Business Review, May-Tune 1960,
pp. 87-a_ A discussion of the salience of Halls work appears in Joha L. Graham, “‘Culture and Human
Fesources Management."” In The Coford Handbook of Intermational Business. ed. Alan M. Rugman and
Thomas L. Brewer {Onxctord: Oxtord University Press, 2008), pp. 503-36,

“The spices a nursing mother consumes actually affect the flavor of the milk she produces.

“IEric Yorkston and Gustave E, De Mello, “Lingmstic Gender Marking and Categorization,” Jomrna! of
Consumer Research 32 (2005), pp. 224-34.
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marketing researchers in markel segmentation and strategic entry decisions. Linguistic dis-
lance has been shown Lo be an important factor in determining differences in values across
countries and the amount ol trade between countrics.™ The idea is that crossing “wider”
language differences increases transaction costs.

Ower the vears, linguistics rescarchers have determined that languages around the world
conform to family trees™ based on the similarity ol their forms and development. For ex-
ample, Spanish, Malian, French, and Portuguese are all classified as Romance languages
because of their common roots in Latin. Distances can be measured on these linguistic
trees. If we assume English™ to be the starting point, German is one branch away, Danish
two, Spanish three, Japanese four, Hebrew five, Chinese six, and Thai seven. These “dis-
lance rom English™ scores are listed for a sampling of cultures in Exhibit 4.6.

Other work in the area is demonstrating a direct influence of language on cultural
values, expectations. and even conceplions of ime. For example. as linguistic distance
from English increases, individualism decreases.” These studies are among the first in
this genre, and much more work needs to be done. However, the notion of linguistic dis-
tance appears to hold promise for better understanding and predicting cultural differences
in both consumer and management values, expectations, and behaviors: Another arca
of new research interest 15 the relationship between bilingualism/biculturalism and con-
sumer behaviors and values. For example, bilingual consumers process advertisements
differently if heard m their native versus second language,™ and bicultural consumers,
different from bilingual only consumers, can switch identities and perception frames.”

Morcover. the relationship between language spoken and cultural values holds decper
implications. That is, as English spreads around the world via school systems and the In-
ternet, cultural values of individualism and egalitarianism will spread with it. For example,
both Chinese Mandarin speakers and Spanish speakers must learn two words for “you™ (ni
and min and tu and wsted, respectively). The proper use of the two depends completely on
knowledge of the social context of the conversation. Respect for status is communicated by
the use of nin and usted. In English there is only one form for “you™* Speakers can ignore
social context and status and still speak correctly. Its casier, and social slatus becomes less
mmportant. Frangais beware!

Aesthetics as Symbols. Art communicates. Indeed. Confucius is reputed to
have opined. “A picture is worth a thousand words™ But, of course. so can a dance or a
sang. As we acquire our culture, we learn the meaning of this wonderful symbolic system
represented in its assthetics, that 1s, its arts, folklore, music, drama, dance, dress, and cos-
metics. Customers everywhere respond to images, myths, and metaphors that help them
define their personal and national identities and relationships within a context of culiure
and product benefits. The uniquencss of a culture can be spotted guickly in symbols hav-
ing distinct meanings, Think about the subtle carth tones of the typical Japanese restaurant
compared with the bright reds and yvellows in the decor of ethnic Chinese restauranis,

“Jennifer T Chandler and John L. Geaham, “Refationship-Criented Cultures, Corruption, and International
Marketing Success” Jowrnal of Business Ephies 92(2)(2010), pp. 251-&7.

“'For the most comprehensive representation of global linguistic trees. see Jiangtian Chen, Robert R Sokal,
and Merrit Ruhlen, *Worldwide Analysis of Genetic and Linguistic Relationships of Human Populations,”
Human Biology 67, no. 4 {August 1993), pp. 595-612

“We appreciate the ethnocemimicity in using English as the startiing point. However, linguistic irees can
be used to messure distance from ony lonpuage. For example, analyses using French or Jupanese as the
starting point have proven uscful as well.

“Jocl West and John L. Graham, “A Lingnistics-Based Measure of Cultural Distance and Its Relationship
i Managerial Values.” Management Iternational Review 44, no, 3 (2004), pp. 239560

“Hiefano Punioni, Bart de Langhe, and Stijn M.J, van Osselacr, “Bilingealism and the Emotional Intensity
ol Advertising Language.” Jowrna! of Consumer Research 35 (2009), pp. 1012-25.

“David Lumu, Torsten Ringberg, and Lavrs A. Peracchio, “One Individaal, Two Identities: Frame Switching
Biculturals,” Sowrnal of Consumer Research 35, no. 2 (2008), pp. 279-93.

“In English, there was historically a second sccond-person form. That is, “thee” was the informal form
up undil the last century, Even in some Spanish-speaking countries, such as Costa Riea, the "w” is being
dropped in a similor manner.
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Exhibit 4.7

Metaphorical Journeys
through 23 Nations

Source: From Martm J, Gannan
Lindersta nding Global Cultures,
Metaphorical Jowmaeys through 23
Mations; 2nd ed l:'.nrl',mg".f 15 2001
Reprinted by parmission of Sage
Publicatians

Beliefs

Part 2 The Cultural Environment of Global Markets

The Thai Kingdom

The Japanese Garden

India; The Dance of Shiva
Bedouin Jewelry and Saudi Arabia

The Traditional British House
The Malaysian Balik Kampung

The Nigerian Marketplace
The Israeli Kibbutzim and Moshavim

The Turkish Coffeehouse The Italian Opera

The Brazilian Samba Belgian Lace

The Polish Village Church The Mexican Fiesta
Kimchi and Korea The Russian Ballet

The German Symphony The Spanish Bullfight
The Swedish Stuga The Portuguese Bullfight
Irish Conversations The Chinese Family Altar

Amencan Football

Similarly, a long-standing rivalry between the Scottish Clan Lindsay and Clan Donald
caused McDonald's Corporation some consternation when it chose the Lindsay tartan
design for new uniforms for its workers. Godfrey Lord Macdonald, Chief of Clan Donald,
was outraged and complained that McDonald’s had a “complete lack of understanding of
the name.” Of course, the plaid in the uniforms is now the least of the firm’s worres as
British consumers are becoming more concerned about health-related matters.

Without culturally consistent interpretations and presentations™ of countries” acsthetic
values, a host of marketing problems can anse. Product styling must be aesthetically pleas-
ing to be successful, as must advertisements and package designs. Insensitivity to acsthetic
values can offend, create a negative impression, and, in general, render marketing efforts
ineffective or even damaging. Strong symbolic meanings may be overlooked 1f one is not
familiar with a culture’s aesthetic values. The Japanese, for example, revere the crane as
being very lucky because it is said to live a thousand years. However, the use of the number
four should be avoided completely because the word for four, shi, 15 also the Japanese word
for death. Thus teacups are sold in sets of five, not four, in Japan.

Finally, one author has suggested that understanding different cultures’ metaphors 15 a
key doorway to success. In Exhibit 4.7, we list the metaphors Martin Gannon™ identified
to represent cultures around the world. In the fascinating text, he compares “American
Football” {with its individualism, competitive specialization, huddling, and ceremonial
celebration of perfection) to the “Spanish Bullfight” (with its pompous entrance parade,
audience participation, and the ritual of the fight) to the “Indian Dance of the Shiva”™ (with
its cycles of life, family, and social interaction). Empirical evidence is beginning to ac-
cumulate supporting the notion that metaphors matter.”' Any good international marketer
would see fine fodder tor advertising campaigns in the insightful descriptions depicted.

Of course, much of what we learn to believe comes from religious training. But to consider
matters of true faith and spintuality adeqguately here is certainly impossible, Moreover, the
relationship between superstition and religion is not at all clear. For example, one cxplana-
tion of the origin about the Western aversion to the number 13 has to do with Jesus sitting
with his 12 disciples at the Last Supper.

However, many of our beliefs are secular in nature. What Westerners often call supersti-
tion may play quite a large role in a society’s belicf system in another part of the world.
For example, in parts of Asia, ghosts, fortune telling, palmistry, blood types, head-bump
reading, phases of the meoon, faith healers, demons, and soothsayers can all be integral cle-
ments of sociery. Surveys of advertisements in Greater China show a preference for an 8"
as the last digit in prices listed—the number connotes “prosperity”™ in Chinese culture. The

“hichael W, Allen, Richa Gupa, and Arnaud Monnier, *“The Interactivie Effect of Cultural Symbols and
Coltural Values on Taste Evalugtions.” Jowrnal of Consumer Research 35, no. 2 (2008), pp. 294308,

“Martin . Gannon, Understanding Global Cultwres, Metaphorical Jowrnevs throwgh 23 Nations, 2nd ed.
(Thousand Caks, CA: Sage, 2001 ).

“Cnsting B, Gibson and Mary E, Zeller-Bruhn, “Metaphors and Meanming: An Intercultural Anakbysis of the
Concept of Work,” Administirative Science Quarterly 46, no. 2 (2001}, pp. 274303,
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Russian Ohthodox priests prepare
to bless an assembly ine at

o Miva sport-utility plant naar
Mascow, part ofa joint vanture
betwean Ganaral Motors and
Aytovaz The Miva is the bast
selling SUV in Russia, making a
profit for GM Camrada Lerin
wauld have had a tough tirme
with this onael

Beijing Olympics started on B—-8-08 for a reason! And recall the Japanese concern about
Year of the Fire Horse discussed earlier,

Called art, science, philosophy, or superstition—depending on who is talking—the
Chinese practice of feng shad 15 an important ancient belief held by Chinese, among oth-
ers. Feng shui is the process that links humans and the universe 1o o i, the energy that
sustains life and flows through our bodies and surroundings, in and around our homes and
workplaces. The idea is to harness this ¢h’i to enhance good luck, prosperity, good health,
and honor for the owner of a premise and to minimize the negative force, sha of i, and its
effect. Feng shui requires engaging the services of a feng shui master to determine the posi-
tive orientation of a building in relation to the owner’s horoscope, the date of establishment
of the business, or the shape of the land and building. It is not a look or a stvle, and it is
more than acstheties: Feng shui is a strong belief in establishing a harmonious environment
through the design and placement of furnishings and the avoidance of buildings facing
northwest, the “devils entrance,” and southwest, the “devil’s backdoor” Indeed, Disney has
even “feng-shuied™ all its new rides in Hong Kong Disneyland,

oo often, one person’s beliefs are another person’s funny story. To discount the impor-
tance of myths, beliefs, supersiitions, or other culmral beliefs, however strange they may
appear, is a mistake because they are an important part of the cultural fabric of a society and
influence all manner of behavior, For the marketer to make light of superstitions in other
cultures when doing business there can be an expensive mistake, Making a fuss about being
born in the right vear under the right phase of the moon or relying heavily on handwriting
and palm-reading experts, as in Japan, can be difficult to comprehend for a Westerner who
refuses to walk under a ladder, worries about the next seven vears after breaking a mirror,
buys a one-dollar lottery ticket, and seldom sees a 13th floor in a building.

Thuugh‘t Processes We are now learning in much more detail the degree to which ways of thinking vary
across cultures, For example, new studies are demonstrating cultural differences in
consuwmer impatience™ and in how consumers make decisions about products—culiure
seems to matter more in snap judgments than in longer deliberations.® Richard Wisbett,

“Haipen (Allan) Chen, Sharon Ng, and Akshay R, Rao, “Cultural Differences in Consumer Impaticnce,”
Jowrnal of Markering Research 42 (2007), pp. 291-301.,

“"Donnel A. Briley and Jennifer L. Aaker. “When Does Culiure Matier? Effects of Personal Knowledge
on the Correction of Culture-Based Judgments,” Jowrnal of Morketing Research 43 (2008), pp. 395408,
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in his wonderful book The Geography of Thought™ broadly discusses differences
“Asian and Western” thinking. He starts with Confucius and Aristotle and develops his
argumenls through consideration of historical and philosophical writings and findings
from more recent behavioral science research, including his own social-psychological
expeniments. Although he acknowledges the dangers surrounding generalizations aboul
Japanese, Chinese, and Korean cultures, on the one hand. and European and American
cultures. on the other, many of his conclusions are consistent with our own work related
to international negotiations, cultural values, and linguistic distance.

A pood metaphor for his views involves going back to Confucius™s worthy pieture.
Asians tend to see the whole picture and can report details about the background and
foreground. Westerners allernatively focus on the foreground and can provide great detail
about central figures but see relatively little in the background. This difference in percep-
tion—focus versus big picture—is associated with a wide variety of differences in values,
preferences, and expectations about future events. Nisbett’s book is essential reading for
anyone marketing products and services internationally. His insights are pertinent to Japa-
nese selling in Jacksonville or Belgians selling m Beijing.

Each of the five cultural elements must be evaluated in light of how they might aflect a
proposed marketing program. Newer products and services and more exlensive programs
involving the entire cyele, from product development through promotion to final selling,
require greater consideration of cultural factors. Moreover, the separate origins and elements
of eulture we have presented interact, often in synergistic ways. Therefore, the marketer
must also take a step back and consider larger cultural consequences of marketing actions.

Cultural 5Eﬂ5iti\fi‘l'y' Successtul foreign marketing begins with eultural sensitivity —being attuned to the nu-
and Tolerance ances of culture so that a new culture can be viewed objectively, evaluated, and appreci-
ated. Cultural sensitivity, or cultural empathy, must be carclully cultivated. That is, for
every amusing, annoying, peculiar, or repulsive cultural trait we find in a country, others
see a similarly amusing, annoving, or repulsive trait in our culture. For example, we bathe,
perfume. and deodorize our bodies in a daily ritual that is seen in many cultures as compul-
sive, while we often become annoyed with those cultures less concerned with natural body
odor. Just because a culture is different does not make 1L wrong. Marketers must understand
how their own cultures influence their assumptions about another culture. The more exotic
the situation, the more sensitive, tolerant, and Qexible one needs to be™ Being culturally
sensitive will reduce conflict and improve communications and thereby increase success m
collaborative relationships.

Besides knowledge of the origins and elements of cultures, the international marketer
also should have an appreciation of how cultures change and accept or reject new ideas.
Beeause the marketer usually is trying to introduce something completely new (such as
e-lrading) or o improve what is already i use, how cultures change and the manner m

which resistance o change oceurs should be thoroughly understood.

Cultural Cha Nge  Culture is dynamic in nature; it is a living process." But the fact that cultural change is
constant seems paradoxical. because another important attribute of culture is that it is con-
servative and resists change. The dynamic character of culture is significant in assessing
new markets even though changes face resistance. Socicties change in a variety of ways.
Some have change thrust upon them by war (for example, the changes in Japan after World
War IT) or by natural disaster. More frequently, change is a result of a society seeking ways
to solve the problems created by changes in its environment. One view is that calture is the
accumulation of a series of the best solutions to problems faced in common by members of

“Mushett, Fhe Geographn of Thougnli,

“Poul Vitello, “When a Kiss [s More Than a Kiss,” The New Yok Times, May 6, 2007, Section 4, p. 1.
“Indeed, aspects of Hofstede's values scores have been shown to vary over time. See Steve Jenner, Bren
MacMab, Donnel Briley, Richard Brislin, and Reg Worthley, “Culture Change and Marketing.” Journal af
Imtermational Marketing 21, no, 2 (2008), pp. 161-72.
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CROSSING BORDERS 4.3

Ha Mak-min is feeling like a gunslinger these days.
At the English-language cram school she attends
during winter break, students jealous of her inter-
national bragging rights line up to duel with her.
“They came with their cell phones baasting they can
beat me,” the 16-yearold sighs, her deadpan man-
ner lending her the air of a champion accustomed
to—even weary of—fame. I let them try," With an-
other young South Korean, Bae Yeong-ho, her Team
Korea won an international competition held in New
York to determine who could send text messages the
fastest and most accurately. “When others watch me
texting, they think I'm not that fast and they can do
better,” said Bae, a 17-year-old high school dropout
wha dyes his hair a light chestnut coler and is study-
ing to be an opera singer. "So far, 've never lost a
match.” In the New York competition, he typed six
characters a second. "If | can think faster | can type
faster,” he said.

The inaugural Mobile Waorld Cup, hosted by the
South Korean cell phone maker LG Electronics, brought
together two-person teams from 13 countries who had
clinched their national titles by beating a total of six mil-
lion contestants. Marching behind their national flags,
they gathered for an international clash of dexlerous

digits. Behind Ha and Bae were an American team, lal-
lowed by the Argentine team.

Since their return home, with 50,000 prizes, Ha
and Bae have become something like heroes 1o the
“thumb tribe”"—thase youngsters who leel mare
comfortable texting than talking. Ha averages 150 to
200 messages a day—"average among my [riends "
she said defensively. "Some send as many as 500
aday.” In 2009, Ha also won the South Karean na-
tional title, over 2.8 million competitars, by thumb-
ing 7.25 characters a second. (The best score among
participants in their 40s was 2.2 characters a sacond )
Bae, the previous national champion, has typed as
many as B characters a second, but he did not com-
pete last year.

It remains tough for even the mast technologi-
cally savvy older parson to keep up with this thumb
tribe. On The Daily Show in January 2010, Bill Gates
even admitted to host Jon Stewart that he had begun
tweeting—far the first time just that manth! Human
communication systems are changing at the speed of
"Mok-min."

$ources: Choe Sang-Hun, "Rule of Thumbs: Kaoreans Reign in Texting
Woald,* The Now York Times, January 28, 2010, p. A12; “Le Snocze?
Wa Lose,” Los Angales Times, May 8, 2009, p A38
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a glven society, In other words, culture is the means used in adjusting to the environmental
and historical components of human existence,
Aceidents have provided solutions 1o some problems; invention has solved many others.
Usually, however, societies have found answers by looking to other eultures from which
they can borrow ideas. Cultural borrowing is common to all cultures. Although each soci-
ety has a few unique situations facing it (such as stomach cancer in Japan), most problems
conlronting societies are similar in nature,
Cultural Borrowing Cultural borrowing is a responsible effort to learn from others” cultural ways in the quest for
better solutions to a soctety’s particular problems.” Thus cultures unique in their own right

are the result, in part, of imitating a diversity of others. Some cultures grow closer together
The impact of cultural and some further apart with contact.”™ Consider, [or example, American (U.S.) culture and
borrowing a typical LLS. citizen, who begins breaklast with an orange from the eastern Mediterranean,

a cantaloupe from Persia, or perhaps a piece of Alrican watermelon, After her fruit and first
colfee, she goes on to walfles, cakes made by a Scandinavian technique from wheat domes-
ticated in Asia Minor. Owver these she pours maple syrup, invented by the Native Americans
of the eastern U.S. woodlands. As a side dish, she may have the eggs of a species of bird
domesticated in Indochina or thin strips of the flesh of an animal domesticated in eastern

“Consider a discussion about lapanese teenagers as the leaders of cultral change on the planet: Amy
Chorick, “Lend of the Rising Karaoke Hot Tub." The Wall Street Jowrnal, March 9, 2007, p. WL

“Kowaok Leung, Rabi 5. Bhagat, Nancy B. Buchan, Miriam Erez. and Cristina Gibson, “Culture and International
Busimess: Recent Advances and Their Implications for Future Research,” Jowmal of fntermationad Business
Srulies 36 (2000), pp, 357=-TR.
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Asia that have been salted and smoked by a process developed in northern Europe. While
caling, she reads the news of the day, imprinted in characters invented by the ancient Semiles
upon a material invented in China by a process also invented in China. As she absorbs the
accounts of forcign troubles, she will, if' she 1s a good conservative citizen, thank a Hebrew
deity 1 an Indo-European language that she is 100 pereent American.™

Actually, this cilizen is correct to assume thal she is 100 pereent American, because
cach of the borrowed cultural facets has been adapted to it her needs, molded into uniquely
American habits, foods, and customs. Americans behave as they do because of the dictates
of their culture. Regardless of how or where solutions are found, once a particular pattern
of action is judged acceptable by socicty, it becomes the approved way and is passed on and
taught as part of the group’s cultural heritage. Cultural heritage 15 one of the fundamental
differences between humans and other ammals. Culture 1s learned: sociclies pass on o sue-
ceeding gencrations solutions to problems, constantly building on and expanding the cul-
ture so that a wide range of behavior is possible. The point 15, of course, that though many
behaviors are borrowed from other cultures, they are combined in a unique manner thal
becomes typical for a particular society. To the foreign marketer, this similar-but-different
fealure of cultures has important meaning in gaining cultural empathy.

Similarities: An  For the inexperienced marketer. the similar-but-different aspect of eulture creates illusions
Musion ©f similarity that usually do not exist. Several nationalities can speak the same language
or have similar race and heritage. but it does not follow that similarities exist in other
respects—that a product acceptable to one culture will be readily acceptable to the other,
or that a promotional message that succeeds in one country will succeed in the other. Even
though people start with a common idea or approach, as is the case among English-speaking
Americans and the British, cultural borrowing and assimilation to meet individual needs
translate over lime into guite distinet cultures. A common language does nol guarantees a
similar interpretation of words or phrases. Both British and Americans speak English, bul
their cultures are sufficiently different that a single phrase has different meanings to cach
and can even be completely misunderstood. In England, one asks for a lift instead of an el-
evator, and an American, when speaking of a bathroom, generally refers to a toilet. whereas
in England a bathroom is a place to take a tub bath, Also, the English “hoover”™ a carpet,
whercas Americans vacuum. The movie title The Spy Who Shageed Me means nothing to
most Americans but much to British consumers. Indeed, anthropologist Edward Hall warns
that Americans and British have a harder time understanding cach other because of their
appavent and assumed cultural similanties.

The growing economic unification of Europe has fostered a tendency (o speak of the
“European consumer.” Many of the obstacles to doing business in Europe have been or
will be eliminated as the European Union takes shape, but marketers, eager (o enter the
market, must not jump to the conclusion that an economically unified Europe means a
common set of consumer wants and needs. Cultural differences among the members of
the European Union are the product of centuries of history that will take centurics to
ameliorate.™ The United States itself has many subcultures that even today, with mass
communications and rapid travel, dety complete homogenization, To suggest that the
South is in all respects culturally the same as the northeastern or midwestern parts of the
United States would be folly, just as it would be folly to assume that the unification of
Germany has erased cultural differences thal arose Fom over 40 years of political and
social separation.

Marketers must assess cach country thoroughly in terms of the proposed products or
services and never rely on an ofien-used axiom that if it sells in one country, it will surely
sell in another. As worldwide mass communications and inereased economic and social
interdependence of countries grow, similarities among countrics will increase, and commaon

“Ralph Linton, The Stdy of Man (New York: Appleton-Century-Crofis, 19356), p. 327,

™Tuba Ustuner and Douglas B, Helt, *Dominated Consumer Acculturation: The Secial Construction of
Poor Migrant Women's Consumer [dentity Projects in a Turkish Squatter,” Jowrnal of Consumer Research
342007}, pp. 41-56.
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MTY mests Mom in Mumbai
{ormerly Bombay), India, Culture
does change—dress and even
names of major cities! Even so,

a local resident tells us everyone
still calls it Bombay despite the

cfficial alteration
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market behaviors, wants, and needs will continue to develop. As this process occurs, the
tendeney will be to rely more on apparent similarities when they may not exist. A marketer
is wise lo remember that a culture borrows and then adapts and customizes to its own needs
and idiosynerasies; thus, what may appear to be the same on the surface may be different
in its cultural meaning.

A characteristic of human culture is that change occurs. That people’s habits, tastes, styles,
behavior, and values are nol constant but are continually changing can be verified by read-
ing 20-yvear-old magazines. However, this gradual cultural growth does not occur without
some tesistance; new methods, ideas, and produets are held to be suspect before they are
accepled, if ever. Moreover, rescarch shows that consumers in different cultures display
differing resistance.”

The degree of resistance o new patlerns varics. In some situations, new clements are
accepled completely and rapidly; in others, resistance is so strong that acceplance is never
forthcoming. Studies show that the mast important factors in determining what kind and
how much of an innovation will be accepted is the degree of interest in the particular
subject, as well as how drastically the new will change the old—that is, how disruptive
the innovation will be to presently acceplable values and behavior patterns. Observations
indicate that those innovations most readily accepted are those holding the greatest interest
within the society and those least disruptive. For example. rapid industrialization in parts
of Europe has changed many long-honored attitudes mvolving time and working women.
Today, there is an interest in ways to save ime and make life more productive; the leisurely
continental life is rapidly disappearing. With this time consciousness has come the very
rapid acceptance of many innovations that might have been resisted by most just a Few
years ago. Instant [oods, labor-saving devices, and fast-food establishments, all supportive
of a changing attitude toward work and time, are rapidly gaining acceptance.

An understanding of the process of acceptance of innovations is of crucial importance Lo
the marketer. The marketer cannot wait centuries or even decades for acceplance but must
gain acceptance within the limits of financial resources and projected proftability periods.
Possible methods and msights are ofTered by social seientists who are concerned with the
concepls of planned social change. Historically. most cultural borrowing and the resulting

"Mark Cleveland, Michel Laroche, and Nicolas Papadopoulos, “Cosmopolitanism, Consumer Ethni-
centmism, and Matenalism: An Eight-Country Study of Antecedents and Outcomes,” Jocrmal of International
Marketing 17, no. L (2000), pp. 1 16—36; Gerald 1 Tellis, Eden Yen, and Simon Bell, “Global Consumer
Innovativeness: Cross-Country Differences and Commonalities,” Sournal of faternationa! Marketing 17,
no, 2 (2009), pp. 1-22.
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change has oceurred without a deliberate plan, but increasingly, changes are oecurring in
sociches as a resull of purposeful attempts by some acceptable institution to bring aboul
change, that s, planned change.

Planned and The first step in bringing about planned change in a society is to determine which cultural
Unplanned Cultural factors conflict with an mnovation, thus creating resistance to its acceplance. The next step is
an effort 1o change those factors from obstacles to aceeplance into stimulants for change. The
same deliberate approaches used by the social planner to gain acceptance for hybrid grains,
LOS belter sanitation methods, improved farming techniques, or protein-rich diets among the peo-
ples of underdevieloped societics can be adopted by marketers to achieve marketing goals.™

Marketers have two options when introducing an innovation to a culture: They can wail
for changes to oceur, or they can spur change. The former requires hopeful waiting for
eventual cultwral changes that prove their innovations of value to the culture: the latter
involves introducing an idea or product and deliberately setting about to overcome re-
sistance and to cause change that aceelerates the rate of acceptance. The lolks at Fidelity
Investments in Japan, for example, pitched a tent in {ront of Tokyo's Shinjuku train station
and showered commuters imvestment brochures and demonstrations of Japanese-language
WebXpress online stock trading services to encourage faster changes in Japanese mvestor
behavior. However, as mentioned previously. the changes have not happened fast enough
for most foreign firms targeting this business and similar financial services.

Obviously not all marketing efforts require change to be accepted. In fact, much success-
ful and highly competitive marketing is accomplished by a sirategy of cultural cangruence.
Essentially this strategy involves marketing products similar to ones already on the market
in @ manner as congruent as possible with existing cultural norms, thereby minimizing re-
sistance. However, when marketing programs depend on cultural change to be successful,
a company may decide to leave aceeplance (o a strategy of unplanned change —that is, in-
troduce a produet and hope for the best. Or a company may employ a strategy of planned
change—that is, deliberately set oul to change those aspects of the culture offering resis-
tance 1o predetermined marketing goals.

As an example of unplanned cultural change. consider how the Japanese diet has
changed since the introduction of milk and bread soon after World War [1. Most Japanese,
who were predominantly fish eaters, have increased their intake of animal fat and pro-
tein to the point that fat and protein now exceed vegetable intake. As many McDonalds
hamburgers are likely to be caten in Japan as the traditional rice ball wrapped in edible
seaweed. and Amencan hamburgers are replacing many traditional Japanese foods. Burger
King purchased Japans homegrown Morinaga Love restaurant chain, home of the salmon
burger—a paity of salmon meat, 4 slice of cheese, and a layer of dried seaweed, spread with
mayonnaise and stuck between two cakes of sticky Japanese rice pressed into the shape of
a bun—an eggplant burger, and other treats. The chain was converted and now sells Whop-
pers instead of the salmon-rice burger.

The Westernized dict has caused many Japanese 1o become overweight. To counter this
trend, the Japanese are buving low-calorie, low-fat foods 1o help shed excess weight and
are focking to health clubs. All this began when ULS. occupation forces introduced bread,
milk, and steak to Japancse culture. The effect on the Japanese was unintentional, but nev-
ertheless, change occurred. Had the intent been to introduce a new dict—that is, a strategy
of planmed change—specific steps could have been taken to identify resistance to dietary
change and then to overcome these resistances, thus accelerating the process of change.

Marketing strategy is judged culturally in terms of acceptance, resistance, or rejeetion,
How marketing eflorts interact with a culture determines the degree of success or failure.
All too often markelers are not aware of the scope of their impact on a host cultere. I a
strategy of planned change is implemented, the marketer has some responsibility 1o deter-
mine the consequences of such action.

Change

The strategy of
planned change and its
consequences

T wery important books on this topic are Evercet M. Rogers, Difficion of fnovarions, 4th ed. (New
Yaork: The Free Press, 1995}, and Gerald Zaliman and Robert Duncan, Strategies for Planned Change (New
York: John Wiley & Sons, 1979).
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A complete and thorough appreciation of the ongns (geography,
history, political economy, technology, and social institutions) and
elements (cultural values, ritnals, svmbols, beliefs, and wavs of
thinking) of culture may well be the single most important gain for a
foreign marketer in the preparation of marketing plans and sirategies,
Marketers can control the product offered to a market—its promao-
tion, price, and eventual distribution methods—hut they have only
liited control over the cultural environment within which these
plans must be implemented. Because they cannot control all the in-
flugnces on their marketing plans, they must aftempt to anticipate the
eventual effect of the uncontrollable elements and plan in such a way
that these elements do not preclude the achievernent of marketing ob-
jectives. They can also st about to effect changes that lead to quicker
acceplance of their products or marketing programs.

Culture Rituals
Social institutions Linguistic distance
“ultural values Aesthetics

1. Define the key terms listed above,

2. What role does the marketer play as a change agent?

3. Discuss the three cultural change strategies a foreign marketer
Can pursue.

4. “Culture is pervasive in all marketing activities.” Discuss.

3. What is the importance of cultural empathy to toreign marker-
ers” How do they acquire cultural empatby?

f. Why should a foreign marketer be concerned with the study
of culture?

T, What is the popular definition of culture? Where does culture
come from?

% “Members of a society borrow from other cultures to solve
problems that they face in common.” What does Lhis mean?
What is the significance to marketing?

U, “For the inexperienced marketer, the similar-but-different’
aspect of culture creates an illusion of simmilanity that usually
does not exist.” Discuss and give examples.

10, Outline the elements of culture as seen by an anthropologist,
How can s marketer use this cultural scheme?

11. Social instinutions affect culture and marketing in o variety of
ways. Discuss, giving examples.

Planning marketing strategy in terms of the uncontrollable
elements of a market is necessary in a domestic market as well,
but when a company i1s operating internationally, each new envi-
ronment that is influgnced by elements unfamiliar and sometimes
unrecognizable to the marketer complicates the task. For these
reasons, special effort and study are needed to absorb enough un-
derstanding of the foreign culture 1o cope with the uncontrollable
featires. Perhaps it is safe to generalize that of all the tools the for
eign marketer must have, those that help generate empathy tor an-
other culture are the most valuable, Each of the cultural elements
is explored in depth in subsequent chapters. Specific attention is
given ta business customs, political culture, and legal eulture in the
following chapters.

Cultural sensitivity
Cultural borrowing

Cultural congruence
Planned change

Questions

12, “Markets are the result of the three-way interaction of a mar-
keter’s efforts, economic conditions, and all ather elements of
the culture”™ Comment.

13, What are some particularly troublesome problems caused by
language in forcign marketing? Discuss.

14, Suppose you were asked to prepare a cultural analysis for a
potential market. Whai would you do?? Crothne the steps and
commtient briefly on cach.

13, Cultures are dynamic, How do they change? Are there cases
m which changes are not resisted but actually preferred?
Explain. What is the relevance to marketing?

16. How can resistance to cultural change influence product in-
troduction? Are there any similariiies in domesiic marketing?
Explain, giving cxamples.

17, Innovations are described as either functional or dvstunc-
tional, Explain and give examples of each,

18, Defend the proposition that a muliinational corporation has
no respoensibility for the consequences of an innovation be-
vond the direct effects of the mnovabion, such as the product’s
safety, performance. and so forth

19. Find a produet whose introduction into a foreign culmre may cause
dyshunchionsl consequences and deseribe how the consequences
might be climinated and the product sull profitably introduced.



CHAPTER OUTLINE CHAPTER LEARNING OBJECTIVES

Global Perspective: Do Blondes Have More Fun in Japan? What you should learn from Chapter 5

Required Adaptation Lo1

Degree of Adaptation LOZ2
miperatives, Electives, and Exclusives

The Impact of American Culture on Management Style LO3

Management Styles around the World

Authaority and Decision Making LO4
Managemert Oojectives and Aspirations
Communication Styles

LR } Lns

Formality and Tempo
P-Time wvarsus M-Time
Megotiations Emphasis
Marketing Orientation

Gender Bias in International Business

Business Ethics
Corruption Delined
The Western Focus on Bribery
Bribery: Vanations on a Theme
Ethical and Socially Responsible Decisions
Culture's Influence on Strategic Thinking

Synthesis: Relationship-Oriented versus Information-
Criented Cultures

The necessity for adapting to cultural differences

How and why management styles vary around
the warld

The extent and implications of gender bias in
other countries

The importance of cultural differences in business
ethics

The differences between relationship-ariented
and infarmation-ariented cultures



Global Perspective

PART TWO

DO BLONDES HAVE MORE FUN IN JAPAN?

Recounts one Amerncan executive, “My first trnip to Japan
was pretty much a disaster for several reasons. The mect-
ings didn’t run smoothly because every day at least 20, if
not more, people came walking i and out of the room just
to look at me. It 1s one thing to sec a woman at the negotia-
tion table, but to see a woman who happens to be blonde,
young, and very tall by Japanese standards (5'8" with no
shoes) leading the discussions was more than most of the
Japanese men could handle ™

“Even though [ was the lead negotiator for the Ford team,
the Japanese would go out of their way to avoid speaking
directly to me. At the negotiation table 1 purposely sat in the
center of my team, in the spokesperson’s strategic position.
Their key person would not sit across from me, but rather
two places down. Also, no one would address questions and/
or remarks to me—to everyone (all male) on our team—but
none to me. They would never say my name or acknowledge
my presence. And most disconcerting of all, they appeared
to be laughing at me. We would be talking about a serious
topic such as product liahility, I would make a point or ask a
question, and after a barrage of Japanese they would all start
laughing.”

Another example regards toys and consumer behavior.
For years, Barbic dolls sold in Japan looked different from
their LS. counterparts. They had Asian facial features,
black hair, and Japanese-inspired fashions.

Then about seven vears ago, Mattel Ine. conducted con-
sumer research around the world and learned something sur-
prising: The original Barbie, with her yellow hair and blue
eyes, played as well in Hong Keng as it did in Hollywood.
Gairls didn't care 1f Barbie dido’t look like them, at least 1f
you believed their marketing research

“It’s all about fantasies and hair” said Peter Broegger,
general manager of Mattel’s Asian operations, “Blonde
Barbie sells just as well in Asia as in the United States”

So Mattel began rethinking one of the basic tenets of its
£55 hillion global industry—that children in different coun-
tries want different playthings. The implications were sig-
nificant for kids, parents, and particularly the company. In
the past, giants such as Mattel. Hasbro Inc., and Lego Co.
produced toys and gear in a variety of styles. But Mattel
went the other direction, designing and marketing one ver-
sion worldwide. Sales plummeted, foreing a Barbie make-
over that most recently includes Hello Kitty clothes and a
new video game, 1Design. Now, even at age 50, Barbie is
making money again.

Sources: Jumes D, Hodgson, Yoshihiro Sano, and John L. Graham, Deaing
Businexs wirk the New JSapan, Suceeeding in Americn s Richest Tnterng-
sionaed Market { Latham, M0: Bowman & Linleticld, 2008); Lisa Banon and
Carlta Vitzthurm, "One-Toy-Fits-All: How Industry Learned to Love the
Cilobal K™ Thee Wi Seevet Jowrnal, April 29, 2003, p. Al Andrea Chang,
“Barbie Bnngs in the Bucks.” Los Angeles Times, January 30, 2010, p. B3,




126 Part 2 The Cultural Environment of Global Markets

Culture. including all its elements. profoundly affects man-
agement stvle and overall business systems. This is not a new
idea. German sociologist Max Weber made the first strong
case back in 1930." Culture not only cstablishes the criteria
for day-to-day business behavior but also forms general pat-
terns of values and motivations. Exeentives are largely cap-
tives of their heritages and cannot totally escape the elements
of culture they learned growing up.

In the United States, for example, the historical perspee-
tive of individualism and “winning the West” seems to be
manifest in individual wealth or corporate profit being

dominant measures ol success. Japan's lack of [rontiers and

natural resources and its dependence on trade have focused

individual and corporate success eritenia on uniformity, sub-
Parhaps nothing causes more ordination to the group, and society’s ability to maintain high levels of employment. The
prablems far Americans feudal background of southern Europe tends to emphasize maintenance of both individual
reaotiating in other eauntries and corporate power and authority while blending those feudal traits with paternalistic
thar their impatierce. Everyana concern for minimal wellare for workers and other members of society, Vanous studies
araund the world knows that identify North Americans as individualists. Japanese as consensus oriented and committed
delaying tactics work well against o the group. and central and southern Europeans as clitists and rank conscious. Although
tima-conscious LS. bargainers these desceriptions are stercotypical, they illustrate cultural differences that are often mani-

fest in business behavior and practices. Such differences also coincide quite well with
Hofstedes scores listed in Exhibit 4.5 in the last chapter?

A lack of empathy for and knowledge of foreign business practices can create insur-
mountable barners to successful business relations. Some businesses plot their strategies
with the 1dea that their counterparts from other business cultures are similar to themselves
and are moved by similar interests, motivations, and goals—that they are “just like us”
Even though that may be true in some respects, enough differences exist to cause frustra-
tion, miscommunication, and, ultimately, failed business opportunities if these differences
are not understood and responded Lo properly.

Knowledge of the management style—that is, the business culture, management values,
and business methods and behaviors—existing in a country and a willingness to accommao-
date the differences are important (o suecess in an international market. Unless marketers
remain flexible by accepting differences in basic patterns of thinking, local business lempo,
religious practices, political structure, and family loyalty, they are hampered, if not pre-
vented, from reaching satisfactory conclusions (o business transactions. In such situations,
obstacles take many forms, but it 15 not unusual to have one negoliator’s business proposi-
tion accepted over another’s simply because “that one understands us.”

This chapter focuses on matters specifically related o management sivle. Besides an
analysis of the need for adaptation, it reviews differences in management styles and ethies
and concludes with a discussion of cultures influence on strategic thinking.

RE‘qUiFE‘d Ada ptation Adaptation is a key concept in international marketing, and willingness to adapt
15 a cructal attitude. Adaptation, or at least accommodation, is required on small matters

LO1 as well as large ones.” In fact, small, seemingly insignificant situations are often the most
The necessity far crucial. More than tolerance of an alien culture is required. Affirmative acceptance. that is,
adapting to cultural open tolerance may be needed as well. Through such affirmative acceptance, adaptation
differences becomes easier because empathy for another’s point of view naturally leads to ideas for

meeting cultural differences.

"Max Weber, The Protestant Etlic and Spivit of Capiralism (London: George Allen & Unwin, 1930, 1976)
“Geert Hofstede, Culture ¥ Consegrrences, 2nd ed. (Thousand Oaks, CA: Sage, 2001 ),

‘Emily Maliby, “Expanding Abroad? Avoid Culiural Gailes,” The Wall Streer Jowrnal, January 19, 2010,
p. B5.
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As a guide to adaptation, all who wish to deal with individuals, firms, or authoritics in
foreign countries should be able to meet 10 basic eriteria: (1) open tolerance, (2) fexibil-
ity. {3} humility, (4) justice/fairness, (5) ability o adjust to varying tempos, (6) curiosity/
interest, {7} knowledge of the country, (8) liking for others, (9) ability to command respect,
and (10) ability to integrate oneself’ into the environment. In short, add the quality of adapt-
ability 1o the qualitics of a good executive for a composite of the successful international
marketer. It is difficult to argue with these 10 items. As one eritic commented, “They border
on the 12 Boy Scout laws" However, as vou read this chaptler, you will see that it is the
obvious that we sometimes overlook.

Degree of Adaptation does not require busingss executivis to forsake their ways and change to local
Adaptatinn customs; rather, exccutives must be aware of local customs and be willing to accommo-
date those differences that can cause misunderstandings. Essential to effective adaptation
is awareness of one’s own culture and the recognition that differences in others can cause
anxicly. frustration, and misunderstanding of the host’s intentions. The self-reference erite-
rion (SRC) is especially operative in business customs. 1 we do not understand our foreign
counterpart’s customs, we are more likely to evaluate that person’s behavior in terms of
what is familiar to us. For example, from an American perspective, a Brazilian executive
interrupting {requently during a business meeting may seem quite rude. even though such
behavior simply reflects a cultural difference in conversational coordination.

The key o adaptation 15 to remain American but to develop an understanding of and
willingness to accommodate the differences that exist. A successiul marketer knows that in
China it 15 important to make points without winning arguments; eriticism, even if asked for,
can cause a host o lose face. In Germany, it is considercd discourteous to use first names
unless specifically mvited to do so. Instead, address a person as Herr, Fraw, or Fraulem with
the last name. In Brazil, do not be offended by the Brazlian inclination to touch during
conversation. Such a eustom s nol a violation of vour personal space but rather the Brazil-
ian way of greeting, emphasizing a poinl, or making a gesture of goodwill and friendship. A
Chinese, German, or Brazilian does not expect vou to act like one of them. After all, you are
American, not Chinese, German, or Braxilian, and it would be foolish for an American to
give up the ways that have contributed so notably to American success. It would be equally
toolish for others to give up their ways. When different cultures meet, open tolerance and
a4 willingness to accommodate each other’s differences are necessary. Onee a marketer 15
aware of cultural differences and the probable consequences of failure to adapt or accom-
modate, the seemingly endless variety of customs must be assessed. Where does one begin?
Which customs should be absolutely adhered 0?7 Which others can be ignored? Fortunately,
among the many obvious differences that exist berween cultures, only a few are troubling.

Imperatives, Business customs can be grouped into fmperatives, customs that must be recognized and
Electives, and accommodated; efectives, customs to which adaplation is helpful but not necessary; and
exclusives, customs in which an outsider must not participate. An international marketer must

Exclusives : y : : . :
appreciate the nuances of cultural imperatives, cultural electives, and cultural exelusives.

Cultural lmperatives. Cultural imperatives are the business customs and expec-
tations that must be met and conformed o or avoided if relationships are to be suceesstul.
Successiul businesspeople know the Chinese word guanx* the Japancse ningen kankei, or
the Latin American compadre. All refer to friendship, human relations, or attaining a level
of rust.” They also know there is no substitute for establishing friendship in some culiures
before effective business negotiations can begin.

‘Alaka N. Rao, Jone L. Pearce, and Katherine Xin, “Governmenis, Reciprocal Exchange, and Trust Among
Business Associates.” Jowrnal of International Business Shudies 36 (2005), pp. 104-18; Kam-hon Lee,
Gong-ming Qian, Julic H. Yu, and Ying Ho, “Trading Favors for Marketing Advantage: Evidence from
Homg Kong, China, and the United States™ Jowemal of International Markering 13 (2005}, pp. 1-35.
‘Brilata Zaheer and Akbar Zaheer, "Trust across Borders.” Jowrnad of fnrernational Bustiness Snedles 37
(2006), pp. 21-29.
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BELIMNG, CHIMA: Garman
Chancallor Angela Merkal and
Chinese Prima Minister Wen
Jrabaso toast after the ELU-China
Business Summit at the Graat
Hall of the Feople in Beijing

The summit was boosted by the
settlamant of a trada row that
had laft BO milhon Chinese-made
garments piled up In Eurcpaan
seaports, unable to ba delverad
to shops under a quota pact
agraad to at the tima. Drinking
halt a bottle 15 a cultural alective,
but taking a sip 15 mors of an

imparatia in this case

Part 2 The Cultural Environment of Global Markets

Informal discussions, entertainmgz. mutual friends, contacts, and just spending time with
others are Ways guanxi, ningen kanker, compadre, and other trusting relationships are de-
veloped. In those cultures in which friendships are a key 1o success, the businessperson
should not shight the time required lor their development. Friendship motivates local agents
to make more sales, and friendship helps establish the right relationship with end users,
which leads to more sales over a longer period. Naturally, after-sales service, price, and the
product must be competitive, but the marketer who has established guanxi, ningen kankei.
or compadre has the edge. Establishing {riendship is an imperative m many cultures. If
friendship 1s not established, the marketer nsks not carning trust and aceeplance, the basic
cultural prerequisites for developing and retaining effective business relationships.

The significance ol establishing [Mendship cannol be overemphasized, especially m
those countries where family relationships are close. In China, for example, the outsider is,
al best, in fifth place in order of importanee when deciding with whom 1o conduct business.
The family is first, then the extended famuly, then neighbors from one'’s hometown, then
former classmates. and only then, reluctantly, strangers—and the last only afer a trusting
relationship has been established.

In some cultures, a person’s demeanor is more critical than in other cultures. For example,
it is probably never acceptable to lose your patience. raise your volce, or correcl someone in
publie, no matter how frustrating the situation. In some cultures such behavior would only
cast vou as boorish, but in others, 1t could end a business deal. In Asian cultures 1t is impera-
tve to avold causing yvour counterpart (o lose face. In China, to raise
your volce, o shout at a Chinese person in public. or to correct one in
front of his or her peers will cause that person to lose (ace.

A complicating factor in cultural awareness is that what may be an
imperative o avoid in one culture 15 an imperative 1o do in another.
For example, in Japan, prolonged eye contact 1s considered oflen-
sive, and 1l is imperative that it be avoided. However, with Arab and
Latin American executives, 1t is important o make strong eye con-
tact, or you run the nsk of being seen as evasive and untrustworthy.

Cultural Electives. Cultural electives relate to arcas of be-
havior or (o customs that cultural aliens may wish (o conform to or
participate in but that are not required. In other words, following the
custom in guestion is not particularly important but is permissible.
The majority of customs fit into this category, One need not greet
another man with a Kiss (a custom in some countries), cal foods that
disagree with the digestive system (so long as the refusal is gra-
cious), or drink aleoholic beverages (if for health, personal, or reli-
gious reasons). However, a symbolic attempt to participate in such
oplions is nol only acceptable but also may help establish rapport. Tt
demonstrates that the marketer has studied the culture. Japanese do not expect a Westerner
1o bow and to understand the ritual of bowing among Japanese, yel a symbolic bow indi-
cales interest and some sensitivity o Japanese culture that is acknowledged as a gesture of
goodwill. Tt may help pave the way to a strong, trusting relationship.

A cultural elective in one county may be an imperative in another. For example, in some
cultures, one can aceept or tactfully and politely reject an offer ol a beverage, whereas in
other cases, the offer of a beverage 1s a special ritual and to refuse it s an insull. In the
Czech Republie, an aperitif or other liqueur offered at the beginning of a business meet-
ing, even in the morming, is a way to establish goodwill and trust. It is a sign that you are
being weleomed as a friend. It 1s imperative that you accepl unless you make it clear to
vour Czech counterpart that the refusal is because of health or religion. Chinese business
negotiations oflen include banguets at which large quantities of aleohol are consumed m
an endless series of toasts. 1t is imperative that you participate in the toasts with a raised
glass of the offered beverage, but to drink 15 optional. Your Arab business associates will
ofler coflfee as part of the important ritual of establishing a level of friendship and trust;
vou should accept, even if you only take a ceremonial sip. Cultural electives are the most
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visibly different customs and thus, more obvious. Oflen, it is compliance with the less obvi-
ots imperatives and exclusives that is more eritical.

Cultural Exclusives. Cultural exclusives are those customs or behavior patterns
reserved exclusively for the locals and from which the lorcigner is barred. For example. a
Christian attempting to act like a Muslim would be repugnant to a follower of Mohammed.
Equally ofTensive 1s a foreigner eriticizing or joking about a country’s polilics, mores. and
peculiarities (that is, peculiar to the foreigner), even though locals may, among themsclves,
criticize such issues. There is truth in the old adage, “T'll curse my brother, but il yvou curse
him, voull have a fight” Few cultural trails are reserved exclusively for locals, but a for-
eigner must carefully refrain from participating in those that are.

Foreign managers need to be perceptive enough to know when they are dealing with
an imperative, an elective, or an exclusive and have the adaptability to respond to cach.
There are nol many imperatives or exclusives, but most offensive behaviors result from not
recognizing them. It is nol necessary o obsess over committing a faux pas. Mosl sensible
businesspeople will make allowances for the oceasional misstep. But the fewer vou make,
the smoother the relationship will be. By the way, you can ask for help. That is, if vou have
a good relationship with your foreign counterparts, you can always ask them to tell you
when and how you have “misbehaved.”

The Impact of American Culture on Management Style There are at least three
reasons to focus briefly on American eulture and management style. First, for American read-
cors, it 13 important to be aware of the elements of culture influencing decisions and behaviors.
Such a self-awarencss will help American readers adapt to working with associates m other
cultures. Second, for readers new to American culture, it 15 useful to better understand your
business associates [rom the States. The ULS. market is the biggest export market in the world,
and we hope this knowledge will help everyone be more patient while conducting business
across borders. Third, since the late 19905, American business culture has been exported
around the world, just as in the 1980s Japanese management practices were imitated almost
everywhere. Management practices developed in the .S, environment will not be appropri-
ate and useful everywhere. That 1= clear. So understanding their bases will help evervone
make decisions about applying. adapting, or rejecting American practices. Indeed, most often
Peter Drucker’s advice will apply: “Different people have to be managed differently.™

There are many divergent views regarding the most important ideas on which normative
LS. cultural concepts are based. Those that occur most frequently in discussions of cross-
cultural evaluations are represented by the following:

» “Muaster of destiny” viewpoint,

* Independent enterprise as the instrument of social action,

* Personnel selection and reward based on merit.

+ Decisions based on objective analysis,

» Wide sharing in decision making.

» Never-ending quest for improvement,

» Competition producing efficiency.

The “master of destiny™ philosophy is fundamental to ULS. management thought, Sim-
ply stated, people can substantially influence the future; they are in control of their own
destinies. This viewpoint also reflects the atntude that though luck may influence an indi-
viduals future, on balance, persistence, hard work, a commitment (o fulfill expectations,
and effective use of time give people control of their destinies. In contrast, many culiures

have o more fatalistic approach 1o life. They believe individual destiny is determined by a
higher order and that what happens cannot be controlled.

*Peter F. Drucker. Maragement Challenges for the 245t Century (Wew York: HarperBusiness, 1999, p. 17,
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In the United States, approaches o planning, control, supervision, commitment, motiva-
tion, scheduling, and deadhnes are all influenced by the concepl that mdividuals can con-
trol their futures. Recall from Chapter 4 that the United States scored highest on Hofstedes
individualism scale.” In cultures with more collectivistic and fatalistic beliefs, these good
business practices may be followed, bul concern for the final outcome s difTerent. After all,
if one believes the future is determined by an uncentrollable higher order, then what differ-
ence does individual effort really make?

The acceptance of the idea that imdependent enterprive 1s an mstrument for social action
is the fundamental concept of US. corporations. A corporation is recognized as an entily
that has rules and continuity of existence and is a separate and vital social institution. This
recognilion can result in strong feelings of obligation to serve the company. Indeed, the com-
pany may take precedence over family, friends, or activitics that might detract from what is
best for the company. This idea is in sharp contrast to the attitudes held by Mexicans, who
feel strongly that personal relationships are more important in daily life than work and the
company, and Chinese. who consider a broader set of stakeholders as crucial.

Consistent with the view that individuals control their own destinies 13 the belief that
personnel selection and reward must be made on merit. The selection, promotion, motiva-
tion, or dismissal of personnel by US. managers emphasizes the need to select the best-
qualified persons for jobs, retaining them as long as their performance meets standards of
expectations and continwing the opportunity for upward mobility as long as those standards
arc mel. In other eultures where friendship or family ties may be more important than the
vitality of the organization, the criteria for selection, organization, and motivation are sub-
stantially different from those in LS. companies. In some cultures, organizations expand to
accommodate the maximum number of friends and relatives. If one knows that promotions
are made on the basis of personal bes and friendships rather than on mernt, a fundamental
motivating lever is lost. However. in many other cultures, social pressure from one’s group
often motivates strongly. Superstitions can even come into play in personnel selection; m
Japan, a person’s blood type can influence hiring decisions!®

The very strong belief in the United States that business decisions are based on ohjec-
tive analvsis and that managers strive to be scientific has a profound effect on the US.
manager’s attitudes toward objectivity in decision making and accuracy of data. Although
judgment and intuition are important lools for making decisions, most ULS. managers be-
licve decisions must be supported and based on aceurate and relevant information. Thus, in
U5, business, preat emphasis is placed on the collection and free flow of information to all
levels within the organization and on frankness of expression in the evaluation of business
opinions or decisions. In other culiures, such factual and rational support for decisions is
nol as important; the accuracy of data and even the praper reporting of data are not prime
prerequisites. Furthermore, existing data frequently are for the eyes of a select few. The
frankness of expression and openness in dealing with data, characteristic of US. busi-
nesses, do not fit casily into some cultures,

Compatible with the views thal one controls one’s own destiny and that advancement is
based on merit is the prevailing idea ol wide sharing in decision making. Although decision
making is not a democratic process in ULS. businesses, there is a strong belief that indsvidu-
als in an organization reguire and, indeed, need the responsibility of making decisions for
their continued development. Thus, decisions are frequently decentralized, and the ability
as well as the responsibility for making decisions is pushed down 1o lower ranks of man-
agement. In many cultures, decisions are highly centralized, in part because of the belief
that only a few in the company have the right or the abality to make decisions. In the Middle
East, Tor example, only top executives make decisions.

A key value underlying the American business system is reflected in the notion of a
never-ending guest for improvement. The United States has always been a relatively activ-
1st socicty; in many walks of life, the prevailing guestion is “Can it be done better?” Thus,

"Hofstede, Culture s Consegquences.
"David Picker, “Blood, Sweat, and Type 0. The New York Times, December 14, 2006, p. C15.
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What's different about Adam Smiths, "By pursuing his own interests he frequently prometes that of saciety mare
effectually than when ke really intended to promate it,” and Gordon Gekko's, “Greed is good” statements? |ts
the advarks Smith didn't say "always,” "most of the time,” or even "often.” He said “frequantly " Today many on
Wall Street ignora this crucial difference

management concepts reflect the belief that change is not only normal but also necessary,
that nothing is sacred or above improvement. Results are what count; if practices must
change to achieve results, then change 15 in order. In other cultures, the strength and power
of those in command frequently rest not on change but on the premise that the stats quo
demands stable structure. To suggest improvement implies that those in power have failed;
for someone in a lower position to suggest change would be viewed as a threat to another’s
private domain rather than the suggestion of an alert and dynamic individual,

Perhaps most fundamental to Western management practices is the notion that competi-
tion is eructal for efficiency. improvement, and regeneration. Gordon Gekko put it most
banally in the movie Mol Strecr: “Greed is good.” Adam Smith in his The Wealth of Nations
wrote one of the most important sentences in the English language: "By pursuing his own
interests he frequently promotes that of the society more cffectually than when he really
intended to promote it™ This “invisible hand™ notion justifies competitive behavior be-
cause it improves society and its organizations, Competition among salespeople (for ex-
ample, sales contests) is & good thing because it promotes berter individual performance
and, consequently, better corporate performance, However, managers and policymakers in
other cultures often do not share this “greed is good” view. Cooperation is more salient,
and efficiencies are antained through reduced ransaction costs, These lawer views are more
prevalent in collectivistic cultures such as China and Japan,

10 = .
Mana gement St}"! es around the World Because of the diverse structures, management
LO2 values, and behaviors encountered in international business, there is considerable variation
in the ways business is conducted." WNo matter how thoroughly prepared a marketer may

low and wh i S .
How and why be when approaching a foreign market, a certain amount of cultural shock occurs when

management styles vary
around the world

“Adam Smith, The Wealth of Nations, Book IV {1776; repring, New York: Modern Library, 1994, p. 483,
"A Web site that provides imformation sbout management styles sround the world s www
p olil LOTHELNONNEAOUTCER I,

"'Sam Han, Tony Kang, Stephen Salier, and Yong Keun Yoo, “A Cross-Country Study on the Effecis of National

Culture on Earnings Mansgement, “Jowrmal of Imiernational Business Siudies 41 (2000), pp. 123-41.
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differences m the contact level, communications emphasis, tempo, and formality of forcign
businesses are encountered. Ethical standards differ substantially across cultures, as do
rituals such as sales interactions and negotiations. In most countries, the forcign trader is
also likely to encounter a fairly high degree of government involvement. Among the four
dimensions of Hofstedes cultural values discussed in Chapter 4, the Individualism/Collec-
tvism Index {IDV) and Power Distance Index (PDI) are especially relevant i examiming
methods of doing business cross-culturally.

Authnrity and Business size, ownership, public accountability, and cultural values that determine the
Decision Maki“g prominence of status and position (PDI) combine to influence the authonty structure of
business. In high-PDI countrics such as Mexico and Malaysia, understanding the rank
and status of clients and business partners is much more important than in more cgalitar-
ian (low-PDI) socicties such as Denmark and [sracl. In high-PDI countries, subordinates
arc not likely to contradict bosses, but in low-PDI countries, they often do. Although the
international busimessperson is confronted with a variety of authority patterns that can
complicate decision making in the global environment. most are a varation of three typi-
cal patterns: top-level management decisions, decentralized decisions, and committee or
group decisions.

Top-level management decision making is generally found in situations in which fam-
ily or close ownership!”? gives absolule control to owners and businesses are small enough
to allow such centralized decision making. In many European businesses, such as those in
France. decision-making authority is guarded jealously by a fow at the top who exercise tight
control, In other countries, such as Mexico and Venerzuela, where a semifeudal, land-equals-
power herilage exists, management styles are characterized as autocratic and paternalistic.
Decision-making participation by middle management tends 1o be deemphasized; domimant
family members make decisions that tend to please the family members more than to in-
crease productivity. This deseription is also true for government-owned companies in which
professional managers have o follow decisions made by politicians, who generally lack any
working knowledge abowt management. In Middle Eastern countries, the top man makes
all decisions and prefers to deal only with other executives with decision-making powers.
There. one always does business with an individual per se rather than an office or title.

As businesses grow and professional management develops, there s a shaft toward de-
centralized management decision making. Decentralized decision making allows execu-
tives at different levels of management to exercise authority over their own functions. As
mentioned previously, this approach is typical of large-scale businesses with highly devel-
oped management systems, such as those found in the United States. A trader in the United
States is likely to be dealing with middle management, and title or position generally akes
precedence over the individual holding the job,

Committee decision making is by group or consensus. Commillees may operale on
a centralized or decentralized basis, but the concept of committee management implies
something guite different from the individualized functioning of the top management and
decentralized decision-making arrangements just discussed. Because Asian cultures and
religions tend to emphasize harmony and collectivism, il is not surprising that group deci-
sion making predominates there, Despite the emphasis on rank and hicrarchy in Japanese
social structure, business emphasizes group participation, group harmony, and group deci-
sion making—but at the top management level.

The demands of these three types of authority systems on a marketer’s ingenuity and
adaptability arc evident. In the case of the authoritative and delegated socicties, the chief

“Several resesrchers have empirically demonstrated the influence and downside of such authonty
strocturcs. Sce Kathy Fogel, “Oligarchic Famibv Control, Social Economic Chutcomes, and the Cuality of
Government,” Jowrnal of International Business Stodies 37 (2006), pp. 603-22; Naresh Kharti, Eric W, K

Tsang, and Thomas M, Begley, “Cronyism: A Cross-Cultural Analysis.” Jowrnal of Infernational Business
Studiey 37 (2006), pp. 61-75; Ekin K. Pellegrini and Terri A, Scandura, “Leader-Member Exchange
{LMX}, Paternalism, and Diclegation in the Turkish Business Culiure: An Empincal Investigation,” Jowrna!
of International Business Studies 37 (2006), pp. 264-T9,
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CROSSING BORDERS 5.1

The crowding and collectivism of Chinese culture pro-
vide fertile ground for hierarchy. Add in a little Confu-
cian advice, and status relationships become central for
understanding Chinese business systems. Confucius’s
teachings were the foundation for Chinese education
for 2,000 years, until 1911, He defined five cardinal re-
lationships: between ruler and ruled, husband and wife,
parants and children, older and younger brathers, and
friends. Except for the last, all relationships were hierar

chical. The ruled, wives, children, and younger brothers,

were all counseled ta trade obedience and loyalty for
the benevolence of their rulers, husbands, parents, and
older brothers, respectively. Strict adherence to these
vertical relations yielded sacial harmaony, the antidote
for the viclence and civil war of his time.

Obediance and deference to one's superiors remain

strang values in Chinese culture. The story of the Cheng

Family illustrates the histarical salience of social hierar
chy and high power distance:

In Qetober 1865, Cheng Han-cheng's wife had
the insclence to beat her motherin-law. This was
reqgarded as such a heincus crime that the fol-
lowing punishment was meted out: Cheng and
his wife were both skinned alive, in front of the
mother, their skin displayed at city gates in various
towns and their bones burned to ashes. Cheng's
granduncle, the eldest of his close relatives, was
beheaded; his uncle and two brothers, and the

head af the Cheng clan, were hanged. The wile's
mother, her face tattooed with the words "ne-
glected the daughters education,” was paraded
through seven provinces. Her father was beaten
BO strokes and banished to a distance of 3,000 Ii.
The heads of the family in the houses ta the right
and left of Cheng's were beaten BO strokes and
banished to Heilung-kiang. The educational offi-
cer in town was beaten 60 strokes and banished to
a distance of 1,000 li. Cheng's nine-month-old boy
was given a new name and put in the county mag-
istrate’s care. Cheng's land was to be left in waste
"farever.” All this was recorded on a stone stele,
and rubbings of the inscriptions were distributed
throughout the empire.

We recommend you have your children read this
storyl But seriously, notice the authorities hald respon-
sible the entire social network far the woman's breach
of hierarchy. Status is no joke among Chinese. Age and
rank of executives and other status markers must be
taken inte account during business negotiations with
Chinese. American informality and egalitarianism will
not play well on the western side of the Pacific.

Sources: Daudin Heu, “Tha Myth of the “Five Human Relations' of
Confucivs,” Monumenta Sinica 1970, pp. 29, 31, quoted in Gary G,
Harmilton, “Fatriarchalism in mparial China and Waestern Europo: &
Ravisicn of Waber's Sockalogy of Domination,” Theory and Saciety 13,

pp: 393425, N Mark Lam and John L. Graham, China Now, Deing
Business in the Warld's Most Dynamic Market (New York: MoGravweHill, 2007).
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problem is to wentify the individual with authorty, In the commitice decision setup, every
cormmitice member must be convineed of the merits of the proposition or product in ques-
tion, The marketing approach to cach of these situations differs,

Management The training and background (i.c., cultural environment) of managers significantly affect
Objectives and their personal and business outlooks."” Society as a whole establishes the social rank or
Aspirations status of management, and cultural background dictates patterns of aspirations and objec-

tives among businesspeople. One study reports that higher CEO compensation is found in
Scandinavian firms exposed o Anglo-American financial influence and in part reflects a
pay premium for inereased risk of dismissal, " These cultural influences atfect the attitude
of managers toward innovation, new products, and conducting business with foreigners. To
fully understand another’s management style, one must appreciate an individual’s values,
which are usually reflected in the goals of the business organization and in the practices that
prevail within the company. In dealing with foreign business, a marketer must be particu-
larly aware of the varving objectives and aspirations of management,

“Ted Baker, Eric Gedajlovic, and Michazl Lubatkin, “A Framework for Companing Entreprencurship
Processes across Mations,” Jowrwal of fnrernariona! Bustness Sindies 36 (2005), pp. 492-504,

“Lars Oxelheim and Trond Randoy, "The Anglo-Amencan Financial Influence on CEOQ Compensation in
non-Anglo- Amenican Firms,” Jowrnal of International Business Studies 36 (2005), pp. 47033,
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Security and Mobility. Personal security and job mability relate directly to basic
human motivation and therefore have widespread economic and social implications, The
word sectrity 15 somewhat ambiguous, and this very ambiguity provides some clues to
managerial variation, To some, security means a big paycheck and the training and ability
required for moving from company to company within the business hierarchy; for others,
it means the security of Lifetime positions with therr companies; 1o stll others, it means
adeguate retirement plans and other welfare benefits, European companies, particularly in
the more hierarchical (PDI) countries, such as France and ltaly, have a strong paternalistic
orientation, and it is assumed that incividuals will work for one company for the major-
ity of their lives, For example, in Britain, managers place great importance on individual
achievement and autonomyy, whereas French managers place great importance on compétent
supervision, sound company policies, fringe benefits, security, and comfortable working
conditions, French managers have much less mobility than British, Finally, research has
shown such differences 1o be general—commitment of workers to their companies tended
to be higher in countries higher in individualism (1DV) and lower in power distance (P2

Personal Life. For many individuals, a good personal and/or family life takes priority
over profit, security, or any other goal.'"™ In his worldwide study of individual aspirations,
David McClelland™ discovered that the culture of some countries stressed the virtue of a
good personal lite as far more important than profit or achievement. The hedonistic outlook
of ancient Greece explicitly included work as an undesirable factor that got in the way of
the search for pleasure or a good personal life. Alternatively, according to Max Weber,"™ at
least part of the standard of living that we enjoy in the United States today can be attributed
tor the hard-working Protestant ethic from which we derive much of our business heritage,

To the Japanese, personal life is company life. Many Japanese workers regard their work
as the most important part of their overall lives, The Japanese work ethic—maintenance of
a sense of purpose—derives from company lovalty and frequently results in the Japanese
employee maintaining identity with the corporation, Although this notion continues to be
true for the majority, strong evidence indicates that the faltering Japanese economy has
affected career advancement patterns'™ and has moved the position of the Japanese “salary
man™ from that of one of Japan's business elite 1o one of some derision, Japan’s business
culture is gradually shifting away from the lifelong employment that led to intense com-
pany loyalty. Now even Japanese formality at the office is bowing to higher oil prices: ties
and buttoned collars are being shed to leave thermostats set at 82 degrees

We can get some measure of the work—personal life trade-off made in different cultures
with reference to Exhibit 5.1, As a point of reference. 40 hours per week times 50 weeks

“Ronuld Fischer and Angela Mansell, “Commitment across Cultures: A Meta-Analytic Approach,” Journal
af fnrernational Business Studies 40 (20009), pp. 133958,

"David Cautheir-Villars, “Mon Dicu! Sunday Work Hours Upset French Devotion to Rest,” The Wadf Streer
Jowrnal, July 24, 2009, online.

"David C. MeClelland, The Achieving Saciery (New York; The Free Press, [985)

"Webcr, The Profestant Exic

"George Graen, Ravi Dharwadkar, Rajdeep Grewal, and Mitsura Wakabayashi, “Japanese Career Progress
An Empirical Examination,” Jowrnal of International Business Studies 37 (2006, pp. [48-61.

Exhibit 5.1 United Kingdom 1670
Annual Hours Worked Canada 1736
Sewurce: DECD, Labor Marke: :Eerman? 1433
|."-'_1:I:H;DI5|. 2'}1:3 ; : Nﬂ‘ﬂ‘ﬂdﬂn[&s 1392 .
Japan 1785
Narway Hn
United States 1794
5. Korea 2305
Mexico 1871
Italy 1824
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CROSSING BORDERS 5.2

An American tourist was at the pier of a small coastal a middleman you could sell directly to the processar,
Mewxican village when a small boat with just ane fisher eventually opening your own cannery. You would con-
man docked. Inside the small boat were several large tral the product, processing, and distribution. You could
yellowfin tuna. The tourist complimented the Mexican leave this small village and move 1o Mexico Cily, then
on the quality of the fish and asked how long it took to Los Angeles, and eventually to New York City where
catch them. you could run your ever-expanding enterprize:”
The Meaxican replied, "Only a little while.” The Mexican fisherman asked, “But, how lang will
The tourist then asked, "Why didn't you stay out lon- this take?"
ger and catch mare fish?" The tourist replied, "15 to 20 years.”
The Meaxican replied, "With this | have enough to "But what then?" asked the Mexican.
support my family’s needs.” The tourist laughed and said, "That's the best part.
The tourist then asked, "But what do you do with the  When the time is right you would sell your company
rest of your time?" stock to the public and become very rich, you would
The Mexican fisherman said, "l sleep late, fish a little, make millions.”
play with my children, take a siesta with my wife, Maria, *Millions?... Then what?”
stroll inta the village each evening where | sip wine and The &merican said, "Then you would retire. Move
play guitar with my amigos. | have a full and busy life " to a small coastal fishing village where you would sleep
The tourist scoffed, I can help you. You should late, fish a little, play with your grandkids, take a si-
spend mare time fishing and with the proceeds, buy a esta with your wife, strall to the village in the evenings
bigger boat. With the proceeds from the bigger boat where you could sip wine and play your guitar with your
you could buy several boats. Eventually you would have amigos.”
a fleet of fishing boats. Instead of selling your catch to Sourc: Agthor unknown

equals 2,000 hours. The Americans appear to be in the middle of hours worked, far above
the northern Europeans and way below the South Koreans. Most Americans are getling
about two weeks of paid vacation, while in Europe they are taking between four and six
weeks! In South Korea and other Asian nations. Saturday is a workday. Although we do
not list the numbers for China, the new pressures of free enterprise are adding hours and
stress there as well. However, the scariest datum isn’t in the table. While hours worked are
decreasing almost everywhere, in the States the numbers are increasing, up 36 hours from
1990, Thank you Max Weber! We wonder: How will things be in 20207

Affiliation and Social ACCEP‘I:EI‘ICE. In some countries, acceplance by neigh-
bors and fellow workers appears to be a predominant goal within business. The Asian out-
look is reflected in the group decision making so important in Japan, and the Japancse
place high importance on fitting in with their group. Group identification is so strong in
Japan that when a worker is asked what he does for a living, he generally answers by telling
you he works for Sumitomo or Mitsubishi or Matsushita, rather than that he is a chawifeur,
an engineer, or a chemist,

Power and Achievement. Although there is some power secking by business
managers throughout the world, power scems to be a more important motivating force in
South American countries. In these countries, many business leaders are not only profit ori-
ented but also use their business positions to become social and political leaders. Related,
but different, are the motivations for achievement also identified by management rescarch-
crs in the United States. One way 1o measure achievement is by money in the bank; another
is high rank—both aspirations particularly relevant (o the United States.

Communication Edward T, Hall, professor of anthropology and for decades a consultant to business and

Ety[es wovernment on intercultural relations, tells us that communication involves much more
than just words. His article “The Silent Language of Overseas Business,” which appeared
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Speaking of office space: Notice the individualism reflected in the American cubicles and the collectivisr demornstrated by the

Japanesa offies OFQaniZation

in the Harvard Business Review in 1960, remains a most worthwhile read. In it he de-
scribes the symbolic meanings (silent languages) of time, space, things, friendships, and
agreements and how they vary across cultures. In 1960 Hall could not have anticipated the
innovations brought on by the Internet. However, all of his ideas about cross-cultural com-
munication apply to that medium as well. We begin here with a discussion of communica-
tion in the face-to-face setting and then move to the electronic media,

Face-to-Face Communication. No language readily translates into another
because the meanings of words differ widely among languages. For example, the word
“marriage.” even when accurately translated, can connote very different things in different
languages—in one it may mean love, in another restrictions. Although language is the basic
communication tool of marketers trading in foreign lands, managers, particularly from the
United States, often fail to develop even a basic understanding of just one other language,
much less master the linguistic nuances that reveal unspoken attitudes and information.

Omn the basis of decades of anthropological fieldwork, Hall*!' places 11 cultures along a
high-context/Tow-context continuum (see Exhibit 5.2). Communication in a high-context
culture depends heavily on the contextual (who savs it, when it is said, how it is said) or
nonverbal aspects of communication, whereas the low-context culture depends more on
explicit, verbally expressed communications.

A brief exemplar of the high-low-context dimension of communication style regards an in-
ternational marketing executive'’s description of a Los Angeles business entertainment event: “|
picked him [a German client] up at his hotel near LAX and asked what kind of food he wanted
for dinner. He said, “Something local.” Now in LA local food is Mexican food. T'd never met
anyone that hadn't had a taco before! We went to a great Mexican place in Santa Monica and
had it all, guacamole, salsa, enchiladas, burritos, a real Alka<Seltzer kind of night. When we
were done [ asked how he liked the food. He responded rather blandly, *It wasn’t very good.™

The American might have been taken aback by his client’s honest, and perhaps too di-
rect, answer. However, the American knew well about German frankness™ and just rolled
with the “blow.” Germans, being very low-context oriented, just deliver the information
without any social padding. Most Americans would soften the blow some with an answer
maore like, “It was pretty good, but maybe a bit too spicy” And a high-context oriented

“Harvind Business Review, May—June 1960, pp. 87-96

YEdward T. Hall, “Learning the Arabs” Silemt Language.” Povoliology Today, August 1979, pp. 45-53
Hall has several books that should be read by evervone mvolved in internationul business, including The
Silent Langwage (Mew York: Doubleday, 1959), The Hidden Dimension (New York: Doubleday, 19661, and
Bevend Culrre (Mew York: Anchor Press-Doubleday, 1976)

“Inieresungly, the erymalogy of the term *frankness™ has to do with the Franks, an ancient Gernanic inbe that
seltled alomg the Rhine, This is not mere coincidence: its history again influencing symbsols { tat s, langiaee !
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Exhibit 5.2

Context, Communication,
and Cultures: Edward
Hall's Scale

Mote: Patterned after E. T. Hall.

High Context
({Implicit,

Emphasis

on Context

of Communication)

Low Context
(Explicit,
Emphasis

on Content
of Communication)

Japanese would really pad the response with something like, “1t was very good. Thanks.”
But then the Japanese would never order Mexican food agam.

An American or German might view the Japancse response as less than truthful, but
from the Japanese perspective, he was just preserving a hanmonious relationship. Indeed,
the Japanese have two words for truth, fonee (lrue mind) and iatemae (official stance)”
The former delivers the information, and the latler preserves the relationship. And in high-
context Japan, the latter is often more important.

Internet Communications. The message on a business-lo-business Web site is
an exlension of the company and should be as sensitive (o business customs as any other
company representative would be. Once a message is posted, it can be read anywhere, at
any lime. As a consequence, the opportunity to convey an uninlended message is infinite.
Mothing aboul the Web will change the extent 1o which people identify with their own
languages and cultures; thus, language should be at the top of the list when examining the
viability of a company’s Web site.

Estimales are that 78 percent of today’s Web site content is written in English, but an
English e-mail message cannol be understood by 35 percent of all Internet users. A study
of businesses on the European continent highlights the need for companics to respond in
the languages of their Web sites. One-third of the European senior managers surveyed said
they would not tolerate English online. They do not believe that middle managers can use
English well cnough to transact business on the Internet.

Al the exireme are the French, who even ban the use of English terms. The French
Ministry of Finance issued a directive that all official French civil service correspondence
must avoid commoen English-language business words such as stavi-up and e-mail; instead,
Jeune pousse (literally, “a young plant™) and conrrier électronigue are recommended.

The solution to the problem is 1o have country-specific Web sites, like those of IBM
and Marriotl. Dell Computer, for example, makes its Premier Pages Web sites built for

“lames D, Hodgson, Yoshihiro Sano, and John L. Graham, Dotrg Business with the New Japar (Boulder,
CO: Rowman & Lintlefield 2008).
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its business clients, available in 12 languages. A host of companies speeialize in Web sile
translations; 1n addition, sofiware programs are available to translate the company mes-
sage into another language. However, cultural and linguistic correctness remains a problem
with machine translation. If not properly done, English phrases are likely to be translated
in & way that will embarrass or even damage a company. One way to avoid this issue is to
prepare the original source material in easy-lo-translate English, devoid of comphicated
phrases, idioms, or slang. Unfortunately, no machine translation is available that can man-
age all the nuances of language or syntax.

It would be ideal if every representative of your company spoke uently the language of
and understood the culture of your foreign customers or business associates; but that is an
impossible goal for most companies. However, there is no reason why every person who ac-
cesses 4 company s Web site should not be able to communicate in his or her own language
if a company wants to be truly global.

In addition to being language friendly, s Web site should be examined for any symbals,
icons, and other nonverbal impressions that could convey an unwanted message. leons thatl
are frequently used on Web sites can be misunderstood. For example, an icon such as a hand
making a high-five sign will be offensive in Greeee; an image of a thumb-to-index finger, the
A-OK gesture, will infuriate visitors in Brazil: a two-fingered peace sign when turmed around
has a very crude meaning to the British: and AOLs *“You've Got Mail” looks a lot like a loaf of
bread to a European. Colors can also pose a problem; green 15 a sacred color in some Middle
Eastern cultures and should not be used for something frivolous like a Web background.

Finally, e-mail use and usage rates by managers are also aflected by culture. That is,
businesspeople in high-context cultures do not use the medium to the same extent as those
in low-context cultures. Indeed. the structure of the Japanese language has at least hindered
the diffusion of Internet lechnologies in that country.” Moreover, businesspeople in Hong
Kong behave less cooperatively in negotiations using e-mail than in face-to-face encoun-
ters.” Much of the contextual information so important in high-context cultures simply
cannot be signaled via the computer.

Formality and The breezy informality and haste that seem to characterize American business relation-
Tempo ships appear to be American exclusives that businesspeople from other countries not only
fail to share but also fail to appreciate. A German exccutive commented that he was taken
aback when employees of his Indiana client called him by his first name. He noted. “In
Germany vou don’t do that until you know someone for 10 years—and never if vou are al
a lower rank.” This apparent informality, however, does not mdicate a lack of commitment
to the job. Comparing British and American business managers, an English executive com-
mented about the Amencan manager’s compelling imvolvement in business: “Al a cocktail
party or a dinner, the American is still on duty”

Even though Northern Europeans seem to have picked up some American attitudes m
recent years, do not count on them being “Americanized.” As one writer says, “While using
[irst names in business encounters is regarded as an American vice in many countries, no-
where is it found more offensive than in France.” where formality still reigns. Those who
work side by side for years still address one another with formal pronouns. France is higher
on Hofstedes Power Distance Index (PDI) than the United States, and such differences
can lead to cultural misunderstandings. For example, the formalities of French business
practices as opposed Lo Americans” casual manners are symbols of the French need to show
rank and Americans” tendency o downplay it Thus, the French are dubbed snobbish by
Americans, while the French consider Americans crude and unsophisticated.

Haste and impatience are probably the most common mistakes of North Americans at-
tempting to trade in the Middle East. Most Arabs do not like to embark on serious business
discussions until after two or three opportunitics 1o meet the individual they are dealing with;
negotiations are likely o be prolonged. Arabs may make rapid decisions once they are pre-
pared to do so, but they do not like to be rushed, and they do not like deadlines. The managing

“Thad.
“Guang Yang and John L. Graham, “The Impact of Computer-Mediated Communications on the Process
and Outcomes of Buyer—Seller Negotiations,” working paper, University of California, Irvine, 2000,
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partner of the Kuwait office of KPMG Peal Marwick says of the “fly-in visit” approach of
many American businesspeople, “What in the West might be regarded as dynamic activity
the ‘T've only got a day here” approach—may well be regarded here as merely rude”

Marketers who expect maximum success have to deal with foreign executives m ways
that are acceplable to the foreigner. Latin Americans depend greatly on friendships but
cstablish these friendships only in the South American way: slowly, over a considerable
period of time. A typical Lalin American is highly formal until a genuine relationship of
respect and [Fiendship is established. Even then, the Latin American is slow to get down o
business and will not be pushed. In keeping with the culture, meadiama (tomorrow) is good
enotgh. How people pereeive time helps explain some of the differences between US.
managers and those from other cultures.

P-Time versus Rescarch has demonstrated that managers in Anglo cullures such as the United States tend
M-Time o be more concerned with ime management than managers from either Latin or Asian cul-
tures. ™ Owur stereotype of Latin cultures, for example, is “they are always late” and their view
of us 15 “vou are always prompl” Meither statement 1s completely true. though both contain
somge truth. What is true, however, is that the United States is a very time-oriented society
lime 15 money lo us—whereas in many other cultures. time 15 to be savored, not spent.
Edward T. Hall defines two time systems in the world: monochronic and polychronic
time. M-time, or monachronic time, Wypifics most North Americans, Swiss, Germans, and
Scandinavians. These Western cultures tend to concentrate on one thing at a time. They
divide time mto small units and are concerned with prompiness. M-time is used in a linear
way, and it is experienced as almost tangible, in that one saves time, wastes time, bides ime,
spends time, and loses time. Most low-context cultures operate on M-time. P-ttme. or pody-
chronic time, 1s more dominant in high-context cultures, where the completion of a human
transaction is cmphasized more than holding to schedules. P-time is characterized by the
simultaneous oceurrence of many things and by “a great involvement with people.” P-time
allows {or relationships to build and context to be absorbed as parts of high-context cultures.
One study comparing perceplions of punctuality in the United States and Brazil found that
Brazilian timepieces were less reliable and public clocks less available than m the United States.
Rescarchers also found that Brazilians more often described themselves as late arrivers, allowed
greater Nexibility in defining earfy and fate, were less concerned about being late, and were
more likely to blame external factors for their lateness than were Americans.”” Please sce com-
parisons of 31 countries in Exhibit 5.3, We note that one study has found the index useful as it
wiell predicts the number of days necessary for obtaining a busimess hicense in the 31 countries. ™
The American desire to get straight W the point and get down Lo business is a manifesta-
tion of an M-time culture, as are other indications of directness, The P-time system gives
rise to looser time schedules, deeper involvement with imdividuals, and a wait-and-sec-what-
develops attitude. For example, two Latin colleagues conversing would likely opt to be late
for their next appointments rather than abruptly terminate the conversation belore it came
to a natural conclusion. P-time is characterized by a much looser notion of being on time or
late. Interruptions are rouline, delays o be expected. 1t is not so much putting things off until
mafiana as it s the coneept that human activity is not expected o proceed like clockwork.
Most cultures offer a mix of P-time and M-time behavior but have a tendency to adopt
cither more P-time or M-time with regard to the role tme plays. Some are similar to Japan,
where appointments are adhered to with the greatest M-time precision but P-time is fol-
lowed once a meeting begins. The Japanese see ULS. businesspeople as too time bound and
driven by schedules and deadlines that thwart the casy development of friendships.
When businesspeople from M-time and P-time meet, adjustments need (o be made for a
harmonious relationship, Often clarity can be gained by specifying tactfully, for example,

“(ilen H. Brodowsky, Beverlee B. Anderson, Camille P Schuster, Ofer Meilich, and M. Ven Venkatesan, “If
Time Is Money Is It a Common Curreney? Time in Anglo, Asian, and Laoin Cultures,” dowrnal of Global
Mirrketine 21, no. 4 (2008), pp. 245-58.

TRaobert Levine, e Georraplne of Time (New York: Basic Books, 1998),
“Runtian Jing and John L. Graham, “Regalation vs. Values: How Culture Plavs s Role,” Jowrnal of
Business Ethics 80, no. 4 (2008), pp. 791-8(6.
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Exhibit 5.3
Speed |s Relative

Rank of 31 countries for overall
pace of life [combination of three
measures: (1] minutes downtown
pedestrians take to walk &0 fest,
(#} minutes it takes a postal clerk
to complete a stamp-purchase
transaction, and (3} accuracy in
minutes of public clocks)

Source: Robert Levine, "The Pace
of Life m 31 Countries,” Amercan
ncmc-g-ruphlcsl Movemiper,
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Walking Postal Public
Overall Pace Country 60 Feet Service Clocks

1 Switzerland 3 2 1

2 Ireland 1 3 11

5 Germany 5 1 8

4 Japan 7 4 (-]

5 Italy 10 12 2

[ England A 9 13

T Sweden 13 5 7

8 Austria 23 8 i

9 Netherlands 2 14 25
10 Heng Keng 14 [ 14
11 France B 1B 10
12 Paland 12 15 B
13 Costa Rica 16 10 15
14 Taiwan 18 7 21
15 Singapare 25 11 4
16 United States b 23 20
17 Canada 11 21 22
18 South Karea 20 20 16
19 Hungary 19 19 18
20 Czech Republic 21 17 23
21 Greece 14 13 29
22 Kenya 9 30 24
23 China 24 25 12
24 Bulgaria 27 22 17
25 Romania 30 29 5
26 Jordan 28 27 19
27 Syrla 29 28 27
28 El Salvador 22 16 31
25 Brazil a7 24 28
20 Indonesia 26 26 30
£ Mexico 17 31 26

whether a meeting is to be on “Mexican time"™ or “American time.” An American who
has been working successfully with the Saudis for many vears says he has learned to take
plenty of things to do when he travels. Others schedule appointments in their offices so
they can work until their P-time friend arrives. The important thing for the LLS. manager to
learn is adjustment to P-time in order to avoid the anxiety and frustration that comes from
being out of synchronization with local time. As global markets expand, however, more
businesspeople from P-time cultures are adapting to M-time.

Business negotiations are perhaps the most fundamental commercial rituals, All the just-
discussed differences in business customs and culture come into play more frequently and
more obviously in the negotiating process than in any other aspect of business. The basic ele-
ments of business negotiations are the same in any couniry: They relate to the product, its price
and terms, services associated with the product, and, finally, friendship between vendors and
customers. But it is important to remember that the negotiating process is complicated, and
the risk of misunderstanding increases when negotiating with someone from another culture.
Attitudes brought to the negotiating table by each individual are affected by many cul-
tural factors and customs often unknown to the other participants and perhaps unrecognized
by the individuals themselves. His or her eultural background conditions each negotiator’s
understanding and interpretation of what transpires in negotiating sessions. The possibility
of offending one another or misinterpreting others’ motives is especially high when one's
self-reference criteria (SRC) is the basis for assessing a situation. One standard rule in

“Ken Ellingwood, “Just Late Enough to Be Early,” Loy Angeles Times, September 12, 2009, pp. AL A25.
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negotiating is “know thyself™ first and “know your counterpart” second. The SRC of both
parties can come mio play here if care is not taken. How business customs and culture mflu-
ence negolialions is the focus of Chapter 19.

Marketing The extent of a company's marketing orientation has been shown to relate positively Lo
Orientation Profits. Although American companies are inereasingly embracing this notion {and market-
ing in general),™ firms in other countrics have not been so fast to change from the more
traditional prodiction (consumers prefer products that are widely available), product (con-
sumers favor products that offer the best quality, performance. or innovative features). and
selling (consumers and businesses alike will not buy enough without prodding) onenta-
lions. For example, in many countries, engineers dominate corporate boards, and the locus
is more loward a product orentation. However, more profitable American firms have ad-
opled strong marketing onentations wherein everyoene in the organization {from shop floor
lo finance) 1s encouraged to, and even receive rewards if, they generate, disseminate, and
respond to marketing intelligence (that is. consumers’ preferences, competitions’ aclions,
and regulators” decisions). Recently rescarchers have empirically verified that for various
complex reasons, including cultural explanations, a marketing orientation iz less prevalent
in a number of other countries:™ and it can be difficull to encourage such an orientation
across diverse business units in global companies. ™

Gender Bias in International Business The pender bias against female managers thal exists in
some countries, coupled with myths harbored by male managers, creates hesitancy among
LLS. multinational companies to offer women international assignments. Although women
The extent and now constitute more than half of the U.S. workforce,” they represent relatively small
implications of gender
bias in other countries

LO2

Al

Two ways to pravent the harassment of women. Mika Kondo Kunieda, a consultant at the World Bank in Tokye explains, °| ride 10 a special

women-anky matro car that runs batween 7220 and 7:20 am. The cars wers created in 2005 dus to frequent complaints that women were being
graped and sexually harassed | was a victim a few ttmes when | was younger, and it was—and still is—a humiliating experignce | had to lzarm
how to position myself against moves even in the most overcrowdad train, Mow, |'ve seen a few men get visibly anmious whan they realize
they've accidantally boarded a car during woman-only tima!"* The Koran also specifies the cover-up pictured herz in Riyadh, Saud: Arabia

“John F. Gaski and Michael ). Etzel, “National Aggregate Consumer Sentiment toward Marketing: A
Thirry=Year Retrospective and Analvsis,” Jowrtal af Consumer Research 31 (2005), pp. 85967,

'Sin et al., “Marketing Orientation™; John Kuada and Seth N, Buaisi, “Markei Onieniation and Managemem
Practices in Ghanaian Firms: Revisiting the Joworskt and Kohl Frumework,” Jowenal of Internationad
Muarketing 13 (2003), pp. 38-88; Reto Felix and Wolfgang Hinck, “Market Onentation of Mexican
Companies,” Jowrnal of Internationad Markerdng 13 (2005), pp. 111-27

“Paul . Ellis, "Distance, Dependence and Diversity of Markeis: Effects on Market Orientation,” Jorrnal
of International Bustmess Stefies 38 (20070, pp. 37486

“We Did [t!™ The Economist, Junuary 2, 2010, p. 7

*“Eve on the World” Marie Claire, April 2007, p. 134.
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CROSSING BORDERS 5.3

SEOUL

In & time-honored practice in South Korea's corporate
culture, the 38-year-ald manager at an online game
company tock his 10-person team on twice-weekly
after-work drinking bouts. He exhorted his subordinates
to drink, including a 29-year-old graphic designer who
protested that her imit was two glasses of beer, "Either
you drink or you get it from me tomaorrow,” the boss
told her one evening.

She drank, fearing that refusing to do so would hurt
her career. But eventually, unable to take the drinking
any longer, she quit and sued. In May, in the first ruling
of its kind, the Seoul High Court said that forcing a sub-
ordinate to drink alcohol was illegal, and it pronounced
the manager guilty of a "viclation of human dignity."
The court awarded the woman $32,000 in damages for
the incidents, which occurred in 2004,

The ruling was as much a testament to women's grow-
ing presence in corporate life there as a confimmation of
changes already under way. As an increasing number of
women have joined companies as professionals, corpo-
rate South Korea has struggled to change the country’s

corporate culture, starting with its attitude toward alcohol.

TOKYO

The experience of Kayoko Mura illustrates a big shift in
attitudes of Japanese companies toward female wark-
ers. When Mura quit her accounting job 16 years ago,
food giant Kanome Co. did little to stop her. She was
getting married and felt she could not ask for a transfer
ta Tokyo, where she and her husband were to live,

But last summer, Kagemes Tokyo office sought out
Mura, now 44 years old, and wooed her back to the
same kind of job she had had before. It also assigned
a systemn engineer to work with her until she got up to
speed with the computer systam. Kagome even ac-
cepted her request to work part-time, just three days
a week, six hours a day, “There are many women who
gquit after we had spent time and money in training,”
says Tomoko Sone, a Kagome spokeswoman. “Faor the
company, [not hiring them back] is such a waste "

O5LO

Beginning in 2008, all public companies in Narway
were mandated to have at least 40 percent women
among their board members. Before the law passed

in 2003, 7 percant of corporate board members were
women. But the number has risen quickly, as suggested
in Exhibit 5.4, to 36 percent in 2008, though 75 cam-
panies have yet to meet the quota. Statoll's Chairman
of the Board, Grace Reksten Skaugen, explains her
gender's advantages: “Women feal more compelled
than ren to do thair homework, and we can afford to
ask the hard questions, because women are not always
expected to know the answers." Reksten Skaugen was
voted Norway's chairperson of the year for 2007.

Sources: Norimitsu Onishi, "Corporate Korea Corks the Botile as
Waornen Rise.” The Mew York Times, June 10, 2007, pp: 1, 4; Miha
Irnada, “Japaness Companies Woo Women Back to Wark," The Wall
Stre=t Jowrnal, July 23, 2007, po. B1, B3; Siri Terjesen and Val Singh,
*"Farnals Presence an L'nrp-ural!z Boards: A Mu[l:i-f_'ﬂuntrf Etudy.""
Journel of Business Ethics B5 {2008], pp. 55-463; "We Did it The
Econornst, Jansary 2, 2010, p. 7

percentages of the employees who are chosen for international assignments—less than
20 percent. Why? The most frequently cited reason is the inability for women to succeed
abroad, As one executive was quoted as saying, “Overall, female American executives tend
not to be as successful in extended foreign work assignments as are male American execi-
tives.” Unfortunately, such attitudes are shared by many and probably stem from the belief
that the traditional roles of women in male-dominated socicties preclude women from cs-
tablishing successtul relationships with host-country associates, An ofien-asked question
is whether it is appropriate to send women to conduct business with foreign customers in
cultures where women are tvpically not in managerial positions, To some, it appears logi-
cal that if women are not accepted in managerial roles within their own cultures, a foreign
woman will not be any more acceptable,

In many cultures—Asian, Middle Eastern, and Latin American—women are not typi-
cally found in upper levels of management (see Exhibit 5.4), and men and women are treated
very differentlv. Moreover, the preferred leadership prototypes of male and female lead-
ers varies across countries as well.™ Indeed, the scariest newspaper headline ever written

“Lor D Panis, Jon P Howell, Peter W, Dortman, and Paul 1. Hanges, "Preferred Leadership Prototypes of Male
and Female Leaders in 27 Countries.” Journal of International Business Stuefies 40 (2009, pp. 1396-405,



Chapter 5 Culture, Management Style, and Business Systems 143

Exhibit 5.4 0 5 10 15 20 may have been “Asia, Vanishing Point lor as Many
Few and Far Between Mexico as 100 Million Women.” The article, appearning in
the International Herald Tribune in 1991, points

5;':::: jﬁ:;‘:’f::l?Ei:':li'{fl" France oul that the birthrate in most countries around the
Boards: A Multi-Country Study,” Germany world 15 about 105 boys for every 100 girls. How-
Jounal of Business Ethics 85 (2008), ever, in countries like the United States or Japan,
Rpiob- 43 Brazil where generally women outlive men, there are
China about 96 men per 100 women in the population.

The current numbers of men per 100 women in

Australia other Asian countries are as follows: Korea 102,

Singapore China 103, India 109, and Pakistan 106. The ar-

ticle deseribes sysiematic diserimination against

Sweden females from birth. Now illegal everywhere, ultra-

UK sound units are still being used for making gender-

specilic abortion decisions, and all this prejudice

us against females is creating disruptive shortages of

Norway women, In some provinces in China, there are cur-

Female directors on corporate boards as a rcn[l:,.' 120 men per 100 women.
percentage of tatal Diespite the substantial prejudices toward women
in foreign countries, evidence suggests that preju-
dice toward foreign women executives may be exaggerated and that the treatment local
women receive in their own cultures is not necessarily an indicator of how a {oreign busi-
nesswoman i3 treated. It would be inaccurate o sugpest that there s no difference i how
male and {emale managers are perceived in different cultures. However, this difference
does not mean that women cannot be successful in foreign postings.

A key Lo success for both men and women in international business often hinges on
the strength of a firm’s backing. When a female manager receives training and the strong
backing of her firm, she usually receives the respeet commensurate with the position she
holds and the firm she represents. For success, a woman needs a title that gives immedi-
ate credibility i the culture i which she 15 working and a support structure and reporting
relationship that will help her get the job done.™ In short, with the power of the corporate
orgamization behind her, resistance to her as a woman either does not materialize or is less
troublesome than anticipated. Once business negotiations begin, the willingness of a busi-
ness host to engage in business transactions and the respect shown to a foreign businessper-
son grow or diminish depending on the business skills he or she demonstrates, regardless of
gender. As one executive stated, “The most difficult aspect of an international assignment
Is gelting sent, not succeeding once senl.”

The number of women in managerial positions (all levels) in most European countries, with the
exceplion of Germany, is comparable to the United States. The International Labor Organization
notes that in the United Staies, 43 percent of managerial positions are held by women, in Britain 33
percent, and in Switrerland 28 percent. In Germany, however, the picture is different. According
lo one eeonomic source, German female executrves hold just 9.2 percent of management jobs and
mieel sl resistance from their male counterparts when they vie lor upper-level positions. But the
wood news is an indication that some German businesses are attempling o remedy the situation,
One step taken to help boost women up the executive ladder is a so-called cross-mentoring system
organized by Lufthansa and seven other major corporations. High-ranking managers in one com-
pany offer advice 1o female managers in another firm in an effort o help them develop the kind of
old-boy network that allows male managers to climb the corporate ladder successfully.™

“Hee January 7, 1991, p. |

"Maney I Adler, frernational Dimensions of Ovganizarfona! Behavior (Mason, OH: Southwestern
College Publishing, 2007).

"For broader information about giobal women's equality (including scores for economic partictpation and
oppartunity), go to hitp:swsewelomum.org for the World Scenomic Forum 5 Gender Gap fndex, 2000, On
the econamic opporiunity scale, the United States ranks third, Morway eleventh, Germany ithiriy-second,
Jupan eighty-third, and Sawdi Arabia one hundred-fifteenth, last on the list of 115 countries,
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As world markets become more global and international competition intensifics, U5,
companies need to be represented by the most capable personnel available, from entry level
to CEQ. Research shows that global companics are requiring international experience for
top executive positions. Executives who have had international experience are more likely to
gel promoted, have higher rewards, and have greater occupational tenure. The lack of inter-
national expericnce should not be a structural barrier to breaking through the glass ceiling in
corporate America; Lo limil the talent pool simply because of gender scems shortsighted. The
good news is that things are improving worldwide for women in management, and the topic
of gender in multinational companies is receiving increasing rescarch atlention as well.™

So whal about our female Ford executive mentioned at the start of the chapter? She was
having no fun in Japan when we left her story. However, by all accounts (Irom peers, super-
visors, and even Japanese counterparts) that first encounter was not representative of her
continuing successes with the Japanese. She attributes her subsequent cffectiveness to the
strong support of her male Ford team members and her own recognition of the importance
of building personal relationships with the Japanese. She explains:

My hushand, also a Ford manapger working with lapanese clients, and [ decided to have a few
ol our Mazda associates over for an “All-American”™ dinner during their next trip 1o Detroil
So, we started out inviting three people to our home. We thought this would be 2 nice intimate
way 1o get to know one another and provide the Japanese with an honesl-to-goodness home-
made American meal, By the eve ol the dinner word had gotten out and we had thirteen for
dinner. They sort of invited themselves. they changed their meetings around, and some even
flew in from the Chicago Auto Show. We had a wonderful time and for the first time they saw
e as a person. A mom and a wife as well as a business associate. We lalked about families,
some business. not particulars, but world economics and the auto industry in general. The din-
ner party was a key wrning point in my relationships with Mazda *

Business Ethics The moral question of what is right or appropriate poses many dilemmas for domestic
marketers. Even within a country, ethical standards are frequently not defined or always clear.

Lo The problem of business ethics is infinitely more complex in the international marketplace
The importance of because value judgments differ widely among cullurally diverse groups." That which is com-
cultural differences in maonly accepted as right in one country may be completely unacceptable in another, though al
business ethics least one study has shown relative consistency across 41 countries in the ethics of persuading

superiors.” Giving business gifts of high value, for example, is generally condemined in the
United States, but inmany countries of the world, gifts are not only accepted bul also expected, ™

Corru ptiﬂh Indeed, consistent with the discussions about language, the meaning of the word corruption
Defined varies considerably around the world. In formerly communist countries where Marxism
was an imporiant part of the educational system for many, profits can be seen as a kind of

“For example. see K. Praveen Parboteeah, Martin Hoegl, and John B, Cullen, “Managers” Gender Role
Attitudes: A Country Institutional Profile Approach” Jfowrnal of fmternational Business Studies 39,
no, 5 (2008), pp. 795-813; William Newburry, Livba ¥, Belkin, and Paradis Ansan, “Perceived Career
Opportunities from Globalization Capabilities and Attimudes towards Women in Iron and the LS. Fouenal
of Infernational Business Studies 39, no. 5 (2008), pp. 814-32.

“Hodgson. Sano. and Graham, Dwing Swsiness with the New Japan.

HPallab Paul. Abhijit Roy, and Kausiki Mukjhopadhyay, “The Impact of Cultural Yalees on Marketing
Ethical Morms: A Study in Indis and the United States,” Sowenal of bnternarional Marketing 14 (2006,
pp. 28-56: Jatinder ). Singh, Seott ). Vitell, Jamal Al-Khatif, and lrvine Clark L1, “The Role of Moral
Intensity and Personal Moral Philosophies in the Ethical Decision Making of Marketers: A Cross-Cultural
Comparison of China and the United States.” Jowrnal of fofernational Marketing 15 (2007), pp. 86-112;
Srivatsa Seshadri and Greg M. Brockemier, “Ethical Decision Making: Panama-United States Differences
in Consumer and Marketing Contexts,” Jowmal of (fobal Marketing 22 (2009, pp. 299-311.

“David A. Ralston, Carolyn P Egri, Maria Teresa de [a Garea Carranza, and Prem Ramburuth, and
44 colleagues, “Ethical Preferences for Influencing Supenors: A 41 Society Study.” Jowrna! af Torernational
Business Stucies 40 (2009), pp. 102245,

8ee hnpwwwethics.org and hinpwww bosiness-ethicsarg for more pertinent information,
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corruption. What American managers view as essential, others view as a sign of exploita-
tion. The individualizm so important to Americans can also be seen as a kind of corrup-
tion. The Japanese have an expression: “The nail that sticks up gets hammered down.” In
India many attribute the decline in the society there to the rampeant consumerism, such as
that promoted on MTV Of course, such rampant consumerism is what kept the American
ceonomy afloat right after the turn of the century, In some countries, there is no greater
Satan than R-rafed Amevican movies with their sex and violence, In China, missionaries
and religious movements are viewed by the government as potentially dangerous and dis-
ruptive. Many in sub-Saharan Africa view Western fntellectual property faws as a Kind of
exploitation that prevents treatment of AIDS for millions. During the 1997-1998 financial
crisis, many government leaders in Southeast Asia decried curvency speculation as the
worst kind of corruption,

Finally, please recall the 2003 homogenization of Barbie described at the beginning of the
chapter, Here's what we predicted in a previous edition of this text: “And then there is Barfie
having great fun in Japan these days, We hope the love affair lasts, but we are not confident
it will, The article does describe the extensive marketing research Mattel did with kids. But
there is no mention made about marketing research with their parents,® We guarantee that
selling a big-busted, Bonde doll to their daughters will be viewed as a kind of corruption by
some Asian parcnts, and perhaps governmental officials as well, Particularky, if America is
perceived as pursuing military and economic hegemony, a strong reaction against symhbols
of America will follow. Watch out Barbie, Gl Joe, and your other toy store friends.”

Our criticism of Mattel then was on the mark in three ways. First, sales of Barbie
declined worldwide after the global standardization. Second, parents and governments did
react, Most scandalous was the Saudi Arabian Barbie ban, underscored on the Web site of
the Saudi Committee for the Propagation of Virtue and Prevention of Vice: “Jewish Barbie
dolls, with their revealing clothes and shameful postures, accessories and tools are symbols
of decadence of the perverted West, Let us beware of her dangers and be careful.™ Third,
Mattel's strategy boosted the sales of its competitors, MGA Entertainment, Inc.’s, multi-
cthnic Bratz, Razanne, and, in the Arabian Gulf states, Fulla, Razanne and Fulla were both
designed with Muslim girls and Muslim parents in mind. Fulla has waist-length black hair

“Liza Bannon and Carlta Vitzthum, “One-Toy-Fils-All" The Fall Street Jowrnal, April 29, 2003, p, Al
““Saudis Bust Barbies ‘Dangers.” C8F News, September 10, 2003,
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with red streaks, a round face with big brown eyes, a tan, a flatter chest than Barbie, and
clothes that conceal her elbows and knees. We will again touch on this topic as it pertains
to marketing research in Chapter 8. But for now, we switch from Barbie to bribery, another
kind of corruption.

Before the Enron, WorldCom, and Madoff scandals, to most Americans, the word corrup-
tion meant bribery. Now in the domestic context, fraud has moved to the more prominent
spot in the headlines." But high-profile foreign cases of bribery, such as those involving
the (German giant Siemens and the execution of China’s top food and drug official for
accepting bribes, underscore the ethical and legal complexities of international business.
During the 1970s, for LS. companies engaged in international markets, bribery became a
national issue with public disclosure of political payoffs to foreign recipients by ULS. firms.
At the time, the United States had no laws against paying bribes in foreign countries. But
for publicly held corporations, the Securities and Exchange Commission's ( SEC) rules re-
quired accurate public reporting of all expenditures. Because the payoffs were not properly
disclosed. many executives were faced with charges of violating SEC regulations.

The 1ssue took on proportions greater than that of nondisclosure because it focused
national attention on the basic question of ethics. The business commumnity s defense was
that payoffs were a way of life throughout the world: If yvou didn™t pay bribes, you didn’t
do business. The decision to pay a bribe creates a major conflict between what s ethical
and proper and what appears to be profitable and sometimes necessary for business. Many
global competitors percerve payofls as a necessary means to accomplish busmess goals.
A major complaint of US. businesses was that other countries did not have legislation as
restrictive as does the United States. The ULS. advocacy of global antibribery laws has led
to a series of accords by the member nations of the Organization for Economic Cooperation
and Development (OECD), the Organization of American States (OAS), and the United
MNations Convention against Corruption (UNCAC). Long considered almost a way of busi-
ness lite, bribery and other forms of corruption are now being increasingly criminalized.

Leaders around the world realize that democracy depends on the confidence the people
have i the integnity of their government and that corruption undermines economic liberal-
ization. The actions of the OAS. OECD, and UNCAC will obligate a majonty of the world's
trading nations to maintain a higher standard of ethical behavior than has existed before.

“Roberi ], Rhee, “The Madoil Scandal, Market Regulatory Failure and the Business Educaiion of Lawyers,”
Jornal of Corporation Laow 35, no_ 2 (2010), pp. 363-92.
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Exhibit 5.5
Transparency International Corruption Perception Index

Higher numbers comespand to a lower prevalence of bribe taking. The top 25 and bottorn 25 are shown; see htip//wean transparency org
for the most complete and up-to-date listings.

Source: Corneption Farceptions Index 2009, Used by permission of Transparency Internaticnal. The most recant updated Index is availabla at bttp e
rr.'.msp.'-urr“nr\- nr\g.

An international organization called Transparency International (TI}Y is dedicated to
“gurbing corruption through international and national coalitions encouraging govern-
ments to establish and implement effective laws, policies and anti-corruption programs.”
The brand name “Transparency International™ has proven most insightful, as more schol-
ars are finding a clear relationship between the availability of information and lower lev-
els of corruption.* Among its various activities, Tl conducts an international survey of
businesspeople, political analysts, and the general public to determine their perceptions
of corruption in 180 countries. In the Corruption Perception Index (CPI), shown in part in
Exhibit 5.5, New Zealand, with scores of 9.4 out of a maximum of 10, was perceived to
be the least cormupt, and Somalia, with scores of 1.1, as the most corrupt. T1 also ranks 22
bribe-paving countrics, and the ranking is reported in Exhibit 5.6 in its entirety. Tl is very
emphatic that its intent is not to expose villains and cast blame but to raise public aware-
ness that will lead to constructive action. As one would expeet, those countries receiving
low scores are not pleased; however, the effect has been to raise public ire and debates in
parliaments around the world—exaetly the goal of T1.

The most notable datum in T1S CPI scores is Japan’s speedy ascendance in the last
decade from a score of 5.8 in 1998 to 7.7 in 2009. As a point of comparison, the United

Thitp: www, NSPareney.ore.
“Cassandra E. Dilienzo. Javoti Das, Kathryn T. Cort, and John Burbridge Jr., “*Corruption and the Role of
Information.” Jowrmal of fnternational Business Swedies 38 (2007, pp. 320-32.
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Exhibit 5.6

Transparency International
Bribe Payers Index*

Higher scares comaspond 1o
lower levels of bribe paying
internaticnally.

Source: Reprmted from Brilbe

Payers Index. Copynght & 2009,
Tramsparancy Intemational: the global
coalition against cormuption. Used with
permissian. For more informaticn, wisit
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Rank Country 2008
1 Belgium B.8
1 Canada 8.8
3 Metherlands 8.7
3 Switzerland 8.7
5 Germany 8.6
5 Japan 8.6
5 United Kingdom B.&
a Australia 8.5
2 France g1
9 Singapaore 8.1
e usa 81
12 Spain F
13 Heng Kong 7.8
14 South Africa i
14 South Korea 7.5
14 Taiwan 75
17 Brazil 7.4
17 italy 7.4
19 India 4.8
20 Mexica .6
21 China 6.5
22 Russia 59

*Rnsed on responses ta questions soch as: In the business sectors with which you ore mast familior, plense indicnte how
likely companies fram the follraing countries are to pay or otfer bribes 10 win or retmin business in this country {Tespomdent s
coumtry of residence)

States has stayed the same in the rankings over the same time period at 7.3, No large, af-
fluent country has moved up the rankings this fast. Now, at least according 1o TI, America
is more corrupt than fapan! Although the difference between the two major exporters is
perhaps insignificant, the numbers fly in the face of older Americans’ criticisms of Japan
as “corrupt.”

Indeed, Japan’s successes in reducing corruption in its business system are all the more
remarkable because of its relationship-oriented culture, which would be predicted by many
to favor bribery. Finally, the critics are strangely mute regarding the influence of outside
pressure, in the form of the aforementioned OECD antibribery convention, which Japan
joined in 1999 (the United States also joined the OECD convention in 1999}, Long-time
observers argue that major changes within Japan often result from such outside influences.
Thus, the years 1999-2001 appear to represent the key turning point in Japan's fight against
corruption,

Transparency International’s CP1 is also proving useful in academic studies of the causes
and consequences of bribery. Completely consistent with our discussion of the origins and
elements of culture in Chapter 4 {see Exhibit 4.4}, higher levels of bribery have been found
in low-income nations and nations with a communist past, both aspects of the political
economy. Additionally, higher levels of bribery have been found in collectivistic (TDV)
and high power distance (PDI) countries. Moreover, higher levels of bribery and legal con-
straints such as the Foreign Corrupt Practices Act have deterred firms' participation in such
couniries.” Firms seem generally to eschew investments in corrupt countries as well ™

"H. Rika Houston and John L. Grahem, “Culture and Cormuption in Internationaf Markets: Implications for
Policy Makers and Managers,” Consumprion, Markers, and Culrive 4, no. 3 (2000}, pp. 31531, Jenniter D
Chandler and John L. Graham, “Relationship-Creiented Cultures, Corruption, and International Marketing
Success,” Jowrnal of Business Ethics 92(2) (20000, pp. 251-67.

Utz Wertze] and Sjors Berns, “Cross-Border Takeovers, Corruption, and Related Aspects of Governance.”
Jowrnal of Internationa! Business Studies 37 (2006), pp. 786-806; Alvaro Cuervo-Cazurra, ““Whoe Cares
about Corruption,” Jewmal of Infernational Business Studies 37 (2006), pp. 807-22,
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Finally. when executives of multinational firms behave ethically in such countries, they also
tend to promote more ethical business behaviors among their host country counterparts.

Bribery: Variations Although bribery is a legal issue, it is also important to scc bribery in a cultural context
on a Theme !0 understand different attitudes toward it. Culturally, attitudes about bribery are signifi-
cantly different among different peoples. Some cultures seem Lo be more open about taking
bribes, whereas others, like the United States, are publicly conlemptuous of such practices.
But US. firms arc far from virluous—we believe the TT “grade” of a C (7.2) to be about
right. Regardless of where the line of acceplable conduct 15 drawn, there is no country
where the people consider it proper for those in position of political power to enrich them-
selves through illicit agreements at the expense of the best interests of the nation, A first
step in understanding the culture of bribery is to appreeiate the limitless variations that are
often grouped under the word bribery: The activities under this umbrella term range from
extortion through subornation to lubrication.

Bribery and Extortion. The distinction between bribery and extortion depends
on whether the activity resulted from an offer or from a demand for payment. Voluntarily
offered payment by someone secking unlawful advantage is bribery. For example, it is
bribery if an executive of a company offers a government oflicial payment in exchange for
the official incorrectly classifving imported goods so the shipment will be taxed at a lower
rate than the correet classification would require. However, 1t 15 extertion if paymenls are
extracted under duress by someone in authority from a person seeking only what he or she
is lawfully entitled to. An example of extortion would be a finance minister of a country
demanding heavy payments under the threat that a contract for millions of dollars would
be voided.

On the surface, extortion may seem Lo be less morally wrong because the excuse can be
made that “ifwe don’t pay, we don't get the contract” or “the official (devil) made me do it” But
even if it 15 not legally wrong, it is morally wrong—and in the United States it is legally wrong.

Lubrication and Subornation. Another variation of bribery is the difference
between lubrication and subornation. Lubrication involves a relatively small sum of cash,
a gill, or a service given o a low-ranking official in a country where such offerings are not
prohibited by law. The purpose of such a gift 15 1o facilitale or expedite the normal, lawful
performance of a duty by that olficial. This practice is common in many countries of the
world. A small payment made to dock workers to speed up their pace so that unloading a
truck takes a fow hours rather than all day is an example of lubrication,

Subornation, in contrast, generally mvolves giving large sums of money— frequently
not properly accounted for—designed to entice an official to commit an illegal act on be-
hall of the one offering the bribe. Lubrication paymenis accompany requests for a person o
do a job more rapidly or more efficiently: subormation 18 a request for officials to tun their
heads, to not do their jobs, or to break the law.

Agent’s Fees. A third type of payment that can appear to be a bribe but may not be
is an agent’s Tee. When a businessperson is uncertain of a country’s rules and regulations,
an agent may be hired to represent the company in that country. For example, an attormey
may be hired Lo file an appeal for a variance in a building code on the basis that the attorney
will do a more efficient and thorough job than someone unfamiliar with such procedures.
While this practice is often a legal and useful procedure, if' a part of that agent’s fee is used
to pay bribes, the intermediarys fees are being used unlawfully, Under U.S. law, an official
who knows of an agent’s intention o bribe may risk prosecution and jail time. The For-
cign Corrupt Practices Act (FCPA) prohibits 118, businesses [rom paying bribes openly or
using intermediarics as conduits for a bribe when the U8, manager knows that part of the

NYadong Luo, “Politicul Behavior, Social Responsibility, and Perceived Corruption: A Structural
Perspective,” Journal of ntermational Business Stdies 37 (2006), pp. 747-66; Chuck C. Y. Kwok and
Solomon Tadesse, “The MNC as an Agent of Change for Host-Country Insiiutions: FDI and Corruption,”
Jeawrnal af Internaiional Business Studies 37 (20060), pp. 767 -5,
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intermediary’s payment will be used as a bribe. Altorneys, agents, distributors, and so forth
may function simply as conduits for illegal payments. The process is further complicated
by legal codes that vary from country to country; what is illegal in one country may be
winked al in another and be legal in a third.

The answer to the question of bribery is not an ungualified one. Il is casy to gencralize
about the ethics of political payoils and other types of payments: it 1s much more difficult to
make the decision to withhold payment of money when the consequences of not making the
payment may alfect the company’s ability to do business profitably or at all. With the vari-
ety of ethical standards and levels of morality that exist in different cultures, the dilemma
of cthics and pragmatism that faces inlernational business canmot be resolved until the
anticorruption accords among the OECD. UN, and OAS members are fully implemented
and multinational businesscs refuse to pay extortion or offer bribes.

The Forcign Corrupt Practices Act, which prohibits American executives and firms from
bribing officials of foreign governments, has had a positive effect. According to the latest
Diepartment of Commerce figures, since 1994, American businesses have bowed oul of
294 major overseas commercial contracts valued at $145 billion rather than paying bribes.
This information corroborates the academic evidences cited previously. Even though there
arc numecrous reports indicating a definite reduction in US. firms paying bribes, the lure
of contracts is too strong for some companies. Lockheed Corporation made $22 million in
questionable foreign payments during the 1970s. More recently the company pled guilty
1o paying $1.%8 million in bribes to a member of the Egyptian national parliament in ex-
change for lobbying for three air cargo planes worth 879 million to be sold to the military.
Lockheed was caught and fined $25 million, and cargo plane exports by the company were
banned for three years. Lockheed s actions during the 1970s were a major influcnce on the
passing of the FCPA. The company now maintains one of the most comprehensive ethics
and legal training programs of any major corporation in the United States,

It would be naive to assume that laws and the resulting penaltics alone will put an end to
corruption. Change will come only from more ethically and socially responsible decisions
by both buyers and sellers and by governments willing to take a stand.

Ethical and Socially Behaving in an cthically and socially responsible way should be the hallmark of every

Re spnnsihle businessperson’s behavior, domestic or international. Most of us know innately the socially
responsible or cthically correct response to questions about knowingly breaking the law,
harming the environment, denying someone his or her nights, taking unfanr advantage, or
behaving in a manner that would bring bodily harm or damage. Meanwhile, the complex
relationships among politics, corruption, and corporate social responsibility are only now
beginning to receive attention on the part of scholars and practitioners.” Unfortunately,
the difficult issues are not the obvious and simple right-or-wrong ones, and differences m
culiural values influence the judgment of managers.™ In many countries, the international
marketer faces the dilemma of responding 1o sundry situations where local law docs not
exist, where local practices appear to condone a certain behavior, or where a company will-
ing to “do what is necessary™ is favored over a company that refuses (o engage in certain
practices. In shorl, being socially responsible and ethically correct are not simple tasks for
the international marketer.

Decisions

“Peter Rodriguez, Donald 5, Siegel. Amy Hillman, and Loreaine Eden, “Three Lenses on the Multinational
Enterprise: Politics, Corruption, and Corporate Social Responsibility,” Journal of International Business
Seudiey 37 (20006, pp. 73346,

“avid A, Waldman, Mary Sully de Logue, Mathan ‘Washbum, Bobert 1. House, Bolanle Adetoun, Angcl
Barrasa, Mariya Bobina, Muzatfer Bodur, Yi-jung Chen, Sukhendu Debbarma, Peter Doriman, Rosemary R

Dzuvichu, Tdil Eveimen, Pingming Fu, Mikhal Grochey, Roberto Gonzaler Duarte, Vipin Gupta, Deanne M.
[Den Hartog, Annehel H.B. de Hoogh, lon Howell, Keen-vung Jone, Havat Kabasakal, Edvard Konrad, [t L.
Kooprman, Rainhart Lang, Cheng-chen Lin, Jun Liu, Boris Maninez, Almane E, Munley, Nancy Papalexandns,
T. K. Peng, Leonel Prieto. Narda Quigley, James Rajasckar, Francisco Gil Rodriguez, Johannes Steyrer,
Betamia Tanure, Henk Theirry, VO M. Thomas, Peter T. van den Berg, and Celeste B M. Wilderom, “Cultural
Leadership Prediciors of Corporate Social Responsibility Values of Top Managemeni: A GLOBE Siudy of
15 Countries.” Jouwrnae! of International Businesy Studies 37 (2006), pp. 82337,
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In normal business operations, difficultics arise in making decisions, establishing poli-
cies, and engaging in business operations in five broad arcas: (1) employmenl practices
and policies. (2) consumer protection, (3) environmental protection. (4) political payments
and involvement in political alfairs of the country, and (5) basic human rights and funda-
mental freedoms. In many countries, laws may help define the borders of minimum ethical
or social responsibility, but the law is only the floor above which one's social and personal
morality is tested. The statement that “there is no controlling legal authority”™ may mean
that the behavior is not illegal. but it does not mean that the behavior is morally correet or
cthical. Ethical business conduet should normally exist at a level well above the minimum
required by law or the “controlling legal authonity.” In fact, laws are the markers of past
behavior that society has deemed uncthical or socially irresponsible.

Perhaps the best guides to good business cthies are the examples set by ethical business
leaders. However, three ethical principles also provide a framework to help the marketer
distinguish between right and wrong, determine what ought to be done, and properly justify
his or her actions. Simply stated. they are as follows:

« Ultilitarian ethics. Does the action optimize the “common good” or benefits of all
constituencies? And who are the pertinent constituencies?

= Rights of the parties. Docs the action respect the rights of the individuals involved?

» Justice or fairness. Does the action respect the canons of justice or fairness o all
parties involved?

Answers 1o these questions can help the marketer ascertain the degree to which deci-
sions are beneficial or harmful and right or wrong and whether the consequences of actions
are ethical or socially responsible. Perhaps the best framework to work within is defined
by asking: Is it legal? s it right? Can it withstand disclosure to stockholders, to company
officials. to the public?

Although the United States has clearly led the campaign against international bribery,
European firms and institulions are apparently putting more effort and money into the pro-
molion of what they are calling “corporate social responsibility” For example, the walch-
dog group CSR (Corporate Social Responsibility) Europe, in cooperation with INSEAD
(the European Institule of Administrative Affairs) business school outside Paris, is study-
ing the relationship between investment attractiveness and posilive corporate behaviors on
several dimensions, Their studies find a strong link between firms” social responsibility and
European mstitutional investors” choices for equity investments. ™ All this is not o say that
European firms do not still have their own corporate misbehaviors, However, we expect
more efforts in the future to focus on measuring and monitoring corporate social responsi-
bility around the world.

Finally, we mention three notable examples of corruption fghting, ranging across the
levels of government, corporate, and individual imitiatives. First, the government of Nor-
way is investing its vast oil profits in only ethical companies; it recently withdrew funds
from companies such as Walmart, Boeing, and Lockheed Martin, in line with its ethical
criteria.” Second, Alan Bockmann, CEO of the global construction company Fluor Corp.,
is Fed up with the corruption in his own business. He, along with collcagues at competitor
firms, has called for a program of oulside auditors to determine the effectivencss firms’
antibribery programs.* Third, in 2001, Alexandra Wrage founded Trace International, an
Annapolis, Maryland, nonprofit that provides corruption reports about potential foreign
clients and training for executives involved in business in difficult arcas.”” We laud all such
efforts.

:"ISC-».! DLLP - WY CENCLIMD e Or g,
“Mark Landler, “Norway Tries to Do Well by Doing Good,” The New Fork Times, May 4, 2007, pp. C1.C4,
“Katherine Yung, “Fluor Chief in War on Bribery,” Dallas Morming News, January 21, 2007, pp. 10, 4D,

“Eamon Javers, "Steering Clear of Forcign Snafus,” BusinessWeek, NMovember 12, 2007, p. 76. Also see
hitpe Pwewes trscemlernationalorge.
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Culture’s Influence
on Strategic

Thinking

WORK WAMTED: Chinese
migrant warkers advertise their
skills whila waiting for employers
in the Sichuan oty of Chengdu
an a Monday in 2010, The
governmeant expects the total
number of migrants looking Tar
jobs this year to reach at least 25

million

Part 2 The Cultural Environment of Global Markets

Perhaps Lester Thurow provided the most articulate deseription of how culture influences
managers’ thinking about business strategy.™ Others are now examining his ideas in even
deeper detail.™ Thurow distinguished berween the British-American “individualistic™ kind
of capitalism and the “communitarian”™ form of capitalism in Japan and Germany. The busi-
ness systems in the latter two countries are typified by cooperation among government, man-
agement, and labor, particularly in Japan, Contrarily, adversarial relationships among labor,
management, and government are more the norm in the United Kingdom, and particularly
in the United States, We see these cultural differences reflected in Hofstede’s resultis—on the
[DV scale, the United States is 91, the United Kingdom is 89, Germany is 67, and Japan is 46

We also find evidence of these differences in 2 comparison of the performance of Ameri-
can, German, and Japanese firms."™ In the less individualistic cultures, labor and man-
agement cooperate—in Germany labor is represented on corporate boards, and in Japan,
management takes responsibility for the welfare of the labor force. Because the welfare of
the workforce matters more o Japanese and German firms, their sales revenues are more
stable owver time. American-style layoffs are eschewed. The individualistic American ap-
proach to labor-management relations is adversarial—each side takes care of itzelf, So we
see damaging strikes and huge layoffs that result in more volatile performance for American
firms, Recent studies are uncovering stability as one of global investors’ key criteria,®!

Circa 2000, the American emphasis on competition looked like the best approach, and busi-
ness practices around the world appeared to be converging on the American model, But it is im-
poriant to recall that key word in Adam Smith s justification for competition—"frequently.” It's
waorth repeating here: By pursuing his own interest he frequently promaotes that of society... "
Smith wrote freguently, not alweys. A competitive, individualistic approach works well in the
context of an economic boom. During the late 19905, American firms dominated Japanese and
European ones. The latter seemed stodgy, conservative, and slow in the then-current hot global

*Lester Thurow, Mead to Head (New York: William Morrow, 1992,

“Gordon Redding, “The Thick Descripbion and Companison of Socictal Systems of Capitalism,” Sowrnal
af frternatiinal Business Sudies 36, no. 2 (2003), pp. 123-55; Michael A. Wint and Gordon Redding,
“Culture. Meaning, and Institutions: Excentive Rationale in Germany and Japan.” Jowened of fnternational
Business Soudies 40 {2009y, pp, 859485

“Catlry Anterasian, John L. Graham, snd B. Bruce Money, “Are US, Managers Superstitious about Markei
Share™ Sioi -1-frr:£rr}__:n:'.'rh'.l.'.' Review 37, mo, & E';:"'-'l'ﬁ], iy &1-17

Wincentiu Covrig, Sie Tin Lau, and Lilian Mg, "Do Domestic and Foreign Fund Managers Have Similar
Preferences for Stock Characleristics? A Cross-Couniry Analysis.” Journal of faternational SBusiness
Stwdies 37 (2006), pp. 407-2%; Kate Linebaugh and Jelf Benneit, “Marchionne Upends Chrysler's Ways "
D Wl Stveet Sowenad, January 12, 2000, pp, B1, B2
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mformation economy. However, downlurns in a com-
petitive culture can be ugly things. For example, the
mstability and layofTs al Boeming dunng the commercial
aircraft busts of the late 1990s and early 2000s have
been damaging not only to employees and their local
communities. bul also to shareholders. And during the
dramatic cconomic downturn m 20082009, Asian
firms tended to eschew layofls, compared with their
American counterparts” and even rejected the US.
as the benchmark for best management practices.”™ It
should also be mentioned that Thurow and others writ-
mg i this area omitled a {ourth kind of captalism

that common in Chinese cultures.™ Its distinguishing
characteristics are a more entreprencurial approach and

After two decades of stagnation in Japan, the social contract of lifetime an emphasis on guanyi {one’s network of personal con-
smployment is softening. This change is reflected in more fraquent nections )™ as the coordinating principle among frms.
corporate layoffs, frustrating job searches, and “tent villages” in public This fourth kind of capitalism is also predicted by
places such as Ueno Park in Tokyo. But even at their worst paint in histary, culture. Chinese cultures are high on PDI and low on
Japanese jobless are just a trickle compared with the torrent of pink slips A and the strong reciprocity implied by the notion of
and harmeless folks when the American economy heads south guanxi fits the data well.

Synthesis: Relationship-Oriented vs. Information-Oriented Cultures
LOS With increasing frequency, studies note a strong relationship between Hall's high-/low-
context and Hofstede's Individualism/Collective and Power Distance indices, For example,
low-context American culture scores relatively low on power distance and high on indivi-
dualism, whereas high-context Arab cultures score high on power distance and low on indi-
vidualism. This result is not at all surprising, given that Hofstede™ leans heavily on Hall's
ideas in developing and labeling the dimensions of culture revealed via his huge database.
Indeed, the three dimensions—high/low context, IDV, and PDIl—are correlated above the
r= 0.6 level, suggesting all three dimensions are largely measuring the same thing.”” Like-
wise, when we compare linguistic distance (to English) and Transparency International’s
Corruption Perception Index to the other three, we see similar levels of correlations among
all five dimensions, And while metrics for other dimensions of business culture do not yer
CXist, a pattern appears to be evident (sec Exhibit 5.7).

The pattern displayed is not definitive, only suggestive. Not every culture fits every dimen-
sion of colture in a precise way. However, the synthesis is useful in many ways. Primarily, it
gives us a simple yet logical way to think about many of the cultural differences described in
Chapters 4 and 5, For example, American calture is low context, individualistic (1DV), low
power distance (PDI), obviously close to English, monochronic time—onented, linguistically
direct, and foreground focused™ and it achieves efficiency through competition; therefore, it

The differences between
ralationship-onentad
and information-ariented
cultures

“Evan Ramsatd, “Koreans Take Pay Cuts to Stop Lavoffs,” Fhe Balf Street Jownal, March 3, 2009, online.
“*(China Rethinks the American Way,” Susiness Week, June 15, 2009, p. 32,

“Don Y. Lee and Philip L. Dawes, “Guanxi, Trust, and Long-Term Onentation in Chinese Business
Markets,” Sowrmal of International Markerfng 13, no. 2 (2005), pp. 28-36; Flora Gu, Kineta Hung, and
Dravid K- Tse, “When Does Guanxi Matter? [ssues of Capatalization and Its Darkside.” Jowrmal of Marketirg
72, ni. 4 (2008), pp. 12-28; Roy Y. 1. Chua, Michael W. Morms, and Paul Ingram, “CGuanxi vs. Networking:
Dristinctive Configurations of Affect- and Cognition-Based Trust in the Networks of Chinese vs, American
Managers” Jowrnal of International Business Studies 40, ne. 3 (2000, pp. 490508

“Mark Lam and John L. Gruhum, Deing Business in the New China, The World 5 Most Dvnamic Market
{Mew York: MoGraw-Hill, 2007 )

“Hofstede, Cufture ¥ Consequences

"This continuum has also been labeled “social context salience™ by H. Rika Houston and John L. Graham,
“Culture and Corruption in International Markets: Implications for Policy Makers and Managers,”
Consumpion, Morkets, and Caltere 4, no. 3 (2000), pp. 31540

*Richard E. Nisbett, The Georruply of Thought (New York: The Free Press, 2003),
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Exhibit 5.7

Dimensions of Culture: A
Synthesis

*Wa note that Singapore, Hang Kong, Japan, and Chile do nat fit all the rules here. Mast would agree that all
four arg relationship-onented cultures

is categonzed hereafler in this book as an information-oriented culture, Alternatively, Japancse
culture is high context, collectivistic, high power distance, far from English, polychronic (in part),
linguistically ndirect, and background focused, and it achieves cfficiency through reduction of
transaction costs; therefore, it is properly categonized as a refationship-oriented cufture, All these
trails are s0 cven though both the United States and Japan are high-income democracies. Both
cultures do achieve efficiency but through different emphases. The American business system
uses competition, whereas the Japancse depend more on reducing transaction costs,

The most managerially useful aspect of this synthesis of culiural differences is that it
allows us to make predictions about unfamiliar cultures. Reference to the three metrics
available gives us some clues about how consumers and/or business partners will behave
and think. Hofstede has provided scores for 78 countrics and regions, and we have included
them in the appendix to this chapter. Find a country on his lists, and you have some infor-
mation about that market and/or person. One might expect Trinidad to be an information-
oriented culture and Russia a relationship-oriented culture, and so on, Morcover, measures
of linguistic distance {any language can be uscd as the focal one, not just English) are
available for every country and, indeed, every person. Thus, we would expect that someone
who speaks Javancse as a first language to be relationship oriented.

In closing, we are quite encouraged by the publication of the important book Culture
Marrers.™ We obviously agree with the sentiment of the title and hope that the book will
help rekindle the interest in culture’s pervasive influences that Max Weber and others initi-
ated so long ago.

MLawrence L Harrison and Samuel P Hustington (eds. ), Cultere Matters (New York: Basic Booaks, 200407,

Munagement styles differ around the world. Some cultures appear
to emphasize the importance of information and competition,
while others focus more on relationships and transaction cost
reductions. However, there are no simple answers, and the only
sale generalization is that businesspersons working in another
country must be semsitive to the business environment and must
be willing 1o adapt when necessary. Unfortunately, to know when
such adaptation is necessary is not always easy; in some instances
adaptation is optional, whereas in others, it 15 actually undesirable.
Understanding the culture vou are entering s the only sound basis
far planning.

Business behavior is denved in large part from the basic culiural
environment in which the business operates and, as such, is subject
to the extreme diversity encountered among various cultures and

subculiures. Environmental considerations significantly atTect the
attitudes, behavior, and outlook of foreign businesspeople. Moti-
vational patterms of such businesspeople depend in part on their
personal backsrounds. their business positions, their sources of
autlority, and their own personalitics.

Varying motivational patterns inevitably affect methods of
doing husiness in different countres. Marketers in some counlries
thrive on competition; in others, they do everything possible to
climinate it, The authoritarian, centralized decision-making arien-
ation in some nations contrasts sharply with democratic decen-
ralization in others. International variation characterizes contact
level, ethical orientation, negotabion outlook, and nearly every
parl of doing busingss. The foreipn marketer can take no aspect ol
business behavior for granted.
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The new breed of international businessperson that has emerged in

recent years appears to have a heightened sensitivity to cultural varia-
tions, Sensitivity, however, 1s not enough: the international trader must
be constanthy alert and prepared to adapt when necessary. One musi

Culwral imperative
Cultural elective
Cultural cxclusive

16,

!‘-\.I

1.

12,
14.

15,

Silent languages
M-time
P-time

. Define the key terms histed above,

“More than tolerance of an alien coliure 15 required; there 15 0
need for affirmative acceptance of the concept 'different bu
equal.”” Elahorate,

“We should also bear in mund that in today’s busiess-orented
world economy, the cultures themselves are being signifi-

cantly affected by business activitics and business practices.”
Comment.

“In dealing with foreign businesses, the marketer must be

particularly aware of the varving ohjectives and aspirations of
management.” Explain.

. Buggest ways in which persons might prepare themselves 1o

handle unique business customs that mav be encountered in a
trip abroad.

Business cusioms and national customs are closely interre-
lated, In which ways would one expect the two areas to coin-
vide, and m which ways would they show differences? How
could such areas of similarity and difference be identified?
[dentify both local and forcign examples of cultural impera-
tives, clectives, and exclusives. Be prepared to explain why
each example fits into the category you have selected.
Contrast the authority roles of top management in differcnt
sopcietics. How do the different views of authority affect mar-
kKeting activities?

[} the same for aspirational patterns,

. What effects on business customs ught be anticipated from

the recent rapid increases in the level of international business
activity?
[nterview some forcign students (o deterimime the types of
cultural shock they encountered when they first came to vour
COUTHrY.

Dafferentiate between:

Prrvate ownership and famly ownership

Decentralized and commuittes decision making

In which ways does the size of & customer’s business affect
business behavior?

Compare three decision-making authority patterns in interna-
tienal business.

Explore the various ways in which business customs can affect
the structure of competition.
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always realize that, no matter how long in a country, the owtsider is
not & local; im many countries, that person may abways be treated as an
outsider. Finally, one must avoid the critical mistake of assuming that
knowledgze of one culture will provide acceptability in another.

Bribery Principle of utilitarian ethics
Lubrication Principle of justice
Subornation or fairmess

17.

14,

19.

Why is it important that the business exceutive be alert to the
significance of differing management styles?
Suggest some cautions that an individual feom a relationship-

onented culture should bear in mind when dealing with some-
one from an information-oriented culiure.

Palitical pavofts are a problem. How would you react if’ vou
faced the prospect of paving 8 bnbe? What if vou knew that
by not paying, you would not be able to complete a $10 mil-
lien contract?

Differentiate among the following:

hribery

extortion

lubrication

subornation

. Distinguish between P-time and M-time.
. nscwss how a P-time person reacts differently from an

M-time person in keeping an appointment.

. What 15 meant by “laws arc the markers of past behavior that

socicty has deemed unethical or socially irresponsible’™?
P

. What are the three ethical principles that provide a framework

to help distinguish between nght and wrong? Explain,

- Wisit Transparency International’s Web site and check to see how

the CPI Index for countries listed in Exhibits 5.4 and 3.5 have
changed. After searching Tl's databank, explain why the changes
have aceurred. The site 15 found at hitp:Swavw ranspanéney, org.

. Discuss the pros and cons of “there is no comrolling legal

authority™ as a basis for ethical behavior,

. MThe company.com page 15 a company™s front door and that

doorway should be global in scope” Discuss. Visit several
Web pages of major multinational compamies and evaluate
their “front door” o the global world,

. Visit the Web sites of Shell and Mike and compare their state-

ments on corporate values, What arc the major 1ssucs each
addresses” Do vou think their statements are useful as gudes
to ethieal and socially responsible decision making?

. Go to your favorite Web reference source and access some

recent news articles on Mike and alleged human rights viola-
tiohs. Access the Nike statement on corporate values and write
a brief statcment on the alleged violations and Nike's state-
ment of corporate values.



Appendix: Index Scores for Countries and Regions

Country

Argentina

Australia total
Aborigines

Austria

Bangladesh

Belgium total
Dutch speakers
French speakers

Brazil

Bulgaria

Canada total
French speakers

Chile

China

Colombia

Costa Rica

Czech Republic

Denmark

Ecuador

Estania

Finland

France

Germany

Great Britain

Greece

Guatemala

Hong Kong

Hungary

India

Indonesia

fran

Ireland

Israel

ltaly

Jamaica

Japan

Korea {South)

Luxembourg

Malaysia

Power
Distance

49
34
a0
11
80
65
61
&7
&9
70
a9
54
63
a0
a7
35
57
18
78
40
33
68
35
35
a0
95
&8
44
T
78
58
28
13
50
45
54
&0
40
104

Uncertainty
Avoidance

86
al
128
70
&0
@4
97
93
76
85
48
&0
86
30
ED
86
74
23
a7
60
59
8&
&5
35
112
1
27
82
40
48
2%
35
81
75
13
92
85
70
36

Individualism/
Collectivism

46
70
87
55
20
75
78
72
38
30
80
73
23
20
13
15
58
74

8
40
&3
71
67
89
35

6
25
80
48
14
41
70
54
76
39
46
18
60
26

Masculinity/
Femininity
56
&1
22
79
55
54
43
&0
49
40
52
45
28
&6
&
21
57
14
63
30
26
43
&b
&6
57
37
o
g8
56
df
43
68
47
70
68
95
39
50
S0

Long-Term/
Short-Term
Orientation

a1
10
<f
40
a8
65

23
30

118

4
9
31

o

&1

43

S

Primary
Language
Spanish
English
Australian
German
Bengali
Dutch
Dutch
French
Portuguese
Bulgarian
English
French
Spanish
Mandann
Spanish
5PHr1i5|‘1
Czech
Danish
Spanish
Estonian
Finnish
French
German
English
Greok
Spanish
Cantonese
Hungarian
Drravidian
Bahasa
Farsi
English
Hebrew
Halian

En g|i5|'|
Japanese
Korean
Luzembourgish
Malay

Distance from
English
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Malta 564 R4
Mexico 81 B2
Morocco 70 &8
MNetherlands 38 53
MNew Zealand 22 43
MNorway 31 50
Pakistan 55 70
Panama g5 86
Peru ad BY
Philippines 94 44
Poland 68 93
Portugal 63 104
Romania g0 90
Russia 93 25
Salvadar bt 94
Singapore 74 8
Sleveakia 104 51
South Africa 49 49
Spain T B&
Surinam g5 o2
Swaden Eh 29
Switzerland total 34 58
German speakers 26 56
French speakers 70 70
Taiwan g8 &%
Thailand &4 &4
Trinidad 47 55
Turkey Bé B3
United States 40 46
Uruguay &1 100
Venezuela a1 Th
Vietnam 70 20
Yugoslavia total T4 g8
Croatia (Zagreb) 73 B0
Serbia (Beograd) 26 9F
Slevenia (Ljubljana) 71 B8
Regions
Arab countries a0 &8
East Africa il 52
West Africa i 54
Sowurce: Geert Holstede, Cultures Consequences, 2nd ed. (Thousand Oaks, CA: Sage, 2001)

29
30
45
80
P
&9
14
11
&
32
&0
27
30
39
19
20
2
&5
5
a7
M
&8
&9
&4
17
20
16
il
1
36
12
20
27
33
25
24

38
27
20

47
69
53
14
38

50
a4
42

a1
42
36

110
63
42
a7

70
72
58
45
34
1
45
&2
38
73
40
21

43
19

53
i1

obB8ER

19
32

48
38

17

25
16

Maltase
Spanish
Arabic
Dutch
English
MNorwegian
Urdu
Spanish
Spanish
Tagalag
Polish
Portuguese
Ramanan
Russian
Spanish
Mandarin
Slevvak
Afrikaans
Spanish
Dutch
Swedish
German
German
French
Taiwanese
Thai
English
Turkish
English
Spanish
Spanish
Viethamese
Serbo-Croatian
Serbo-Croatian
Serbo-Croatian
Slovene

Arabic
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CHAPTER OUTLINE
Glabal Perspective: World Trade Goes Bananas
The Sovereignty of Nations

Stability of Government Policies

Forms of Government

Political Parties

Mationalism

largeted Fear and/or Animosity
lrade Disputes

Political Risks of Global Business

Confiscation, Expropriation, and Domestication

Economic Risks

Political Sanctions

Politcal and Socal Activists and Mongovernmental
Crrganizations

Violence, Terrorism, and War

Cyberterrarism and Cybercrime

Aszessing Political Vulnerability

Polivcally Sensitve Products and Issues
I'_'!'ﬂr_ﬂ_qlul.l:l P:\I'Ldl FI':sl:

Lessening Political Vulnerability

Jairt Ventures

Expanding the Investment Base
ICEnging

Planned Domestication

Palitical Bargaining

Political Payoffs

Government Encouragement

A CRITICAL CONCERN

CHAPTER LEARNING OBJECTIVES

What you shauld learn from Chapter &

Lot  What the sovereignty of nations means and how
it can affect the stability of government policies

Loz How different governmental types, political
parties, nationalism, targeted fear/animesity, and
trade disputes can affect the environment for
marketing in forgign countries

Loz The political risks of global business and the
factors that affect stability

Lod The importance of the political system to
international marketing and its effect on foreign
investments

Los The impact af political and social activists,
vialence, and terrorism on intarnational business

Loé How to assess and reduce the effect of political
vulnerability

Lo7 How and why governments encourage foreign
mvasiment



Global Perspective
WORLD TRADE GOES BANANAS

Rather than bruising Chiquita Bananas, the wrath of politics
mmstead hammered Prosciutto di Parma ham from [taly, hand-
bags from France, and bath oils and soaps from Germany.
These and a host of other imported products from Europe
were all slapped with a 100 percent import tariff as retali-
ation by the US. government against EU banana-import
rules that favored Caribbean bananas over Latin American
bananas. Keep in mind that no bananas are exported from
the United States, yet the United States has been engaged in
a trade war over the past seven years that has cost numerous
small businesses on both sides of the Atlantic millions of
dollars. But how can this be, you ask? Politics, that's how!

One small business, Reha Enterprises, for example, sells
bath oil, soaps, and other supplies imported from Germany.
The tariff on its most popular product, an herbal foam bath,
was raised from 5 percent to 100 percent. The customs bill
for six months spiraled to 337,783 from just £1,85]1—a
1,941 percent tax increase. For a small business whose
gross sales are less than 51 million anmually, it was erip-
pling. When Reha heard of the impending “banana war,”
he called evervone—his congressperson, his senator, the
United States Trade Representative (USTR). When he de-
scribed his plight to the USTR, an official there expressed
amazement. “They were surprised | was stll importing,”
because they thought the tariff would cut off the industry
entirely. That was their intention, which of course would
have meant killing Reha Enterprises as well.

In effect, e was told it was his fault that he got caught
up in the trade war. He should have attended the hearings
in Washington, just like Gillette and Mattel, and mayhe
his products would have been dropped from the targeted
list, just as theirs were. Scores of European products,
from clothing to stoves to glass Christmas ornaments,
dolls, and ballpoint pens, that were originally targeted for
the retaliatory tariffs cscaped the tariff. Aggressive lob-
bying by large corporations, trade groups, and members
of Congress got most of the threatened imported prod-
ucts off the list. The USTR had published a list of the
targeted imports in the Federal Register, inviting affected
companics to testify. Unfortunately, the Federal Register
was not on Reha's reading list.

In that case. he was told, he should have hired a lobby-
ist in Washington to keep him bricfed. Good advice—hut
it doesn’t make much sense to a company that grosses
less than $1 million a year. Other advice received from an

PART TWO

official of the USTR mcluded the off-the-record suggestion
that he might want to change the customs number on the
imvoice so it would appear that he was importing goods not
subject to the tariff, a decision that could, it he were caught,
result in a hefty fine or jail. Smaller businesses in Europe
faced similar problems as their export business dried up be-
cause of the tariffs.

How did this banana war start? The European Union
imposed o quota and tariffs that favored imports from
former colonies in the Caribbean and Africa, distributed by
European firms, over Latin American bananas distributed
by LLS. firms. Chiquita Brands International and Dole Food
Company, contending that the EL's “illegal trade barriers™
were costing $320 million annually in lost sales to Europe,
asked the ULS. government for help. The government agreed
that unfair trade barriers were damaging their business, and
1 0) percent tariffs on selected European imports were lev-
ted. Coincidentally, Chiguita Brands® annual political cam-
paign contributions increased from barely over 540,000 in
1991 to $1.3 million in 1998,

A settlement was finally reached that mwvolved high tar-
iffs on Latin America bananas and quotas (with no tariffs)
on bananas from Europe’s former colonies. But the bruising
over bananas continued, and not in a straightforward way! In
2007 the issue shifted to banana bending. That is, bananas
from Latin America tend to be long and straight, while those
from the non-tariff countrics are short and bent. Because the
latter are not preferred by the shippers or retailers (the bend-
ier ones don’t stack as neatly and economically), the ba-
nanas from the former colonies were still not preferred. And
new regulations were adopted by the European Commission
that mandated that bananas must be free from “abnormal
curvature of the fingers.” So the bendy banana producers
threatened to renege on the whole agreement. Circa 2007
everyone involved found this prospect very unappealing.

The tale does have a happy ending though. In 2009, after
marathon meetings among all parties in Geneva, the | 6-year
banana split was finally healed; The European Union eut
import tariffs on bananas grown in Latin America by LS.
firms.

Sources: “L1L5S. Sets Import Tarifts in Latest Salvo in Ongoing Battle over
Banana Trade,” Mimneapolis Star Tribine, March 4, 1999, Timothy Dove,
“Hit by a 200,000 Bill from the Blue,” Time, February 7, 2000 p. 54:
Jeremny Smith, "EU Heading for Trade Crunch over Banunas,” Reifery,
November 14, 2007,
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Part 2 The Cultural Environment of Global Markets

Mo company, domestic or international, large or small, can conduct business without con-
sidering the influence of the political environment within which it will operate. One of the
muosl undeniable and crucial realitics of international busmess s that both host and home
governments are integral partners. A government reacts Lo ils environment by mitialing and
pursuing policies deemed necessary (o solve the problems created by its particular eircum-
stances. Reflected i its policies and attitudes toward business are a government’s ideas
of how best to promote the national imlerest, considering its own resources and political
philosophy. A government controls and restricls a company’s activities by encouraging and
ollermg support or by discouraging and banning or restricling its activitics — depending on
the pleasure of the government

International law recognizes the sovereign right of’ a nation to grant or withhold permis-
sion to do business within its political boundaries and to control where its citizens conduct
business. Thus, the political environment of countries is a critical concern for the interna-
tional marketer. This chapler examines some of the more salient political considerations m
assessing global markets.

The Sove I'E'ig F"It}‘ of Nations in the context of international law, a sovereign state is independent and

Lo

What the sovereignty of
nations means and how
it can affect the stability
of government policies

THUMBS-UP; L 4. President Barack
Obama, ltalian Prmea Minister Silvio
Berluscaoni, and Russian Presidernt
Dmitry Medvedey mugged for the
camera during & group photo after
an April G-20 summit in Londan
aimed at fiming the crses-wracked
global economy. All leaders of

the G20 nations signed a joint
communique prommising to - resist
protecticnism.” Their April 2005
agreemant marked the nadir of the
weorld rade bust [a dedine of more
than 12 percant) that marked the
year The celebraton symbalizes
their successful dodging of the
Smnot-Hawley tanff bullet that
dramatically exacerbated the Great

Depression of the 1930z

free from all external control; enjoys full legal equality with other states; governs its own
territory, selects its own political, economic, and social systems; and has the power to
enter into agreements with other nations. Sovereignty refers to both the powers exercised
by a state in relation to other countries and the supreme powers exercised over its own
members.! A state sets requirements for citizenship, defines geographical boundaries, and
controls trade and the movement of people and goods across its borders, Additionally, a
citizen is subject to the state’s laws even when beyond national borders. It is with the exten-
sion of national laws beyvond a countrys borders that much of the conflict in international
business arises. This reasoning is especially true when another country considers its own
sovereignty to be compromised

Mations can and do abridge specific aspects of their sovereign rights to coexist with
other nations. The European Union, North American Free Trade Agreement (NAFTA),
Morth Atlantic Treaty Organization (NATO), and World Trade Organization (WTO)* rep-
resent examples of nations voluntarily agreeing to give up some of their sovereign rights

'For those interested m learming more about the concept of sovercignty, see Stephen T Krasner (ed, ),
Pratlematic Soversignty (Mew York: Columbia University Press, 2001},

Hlobal Trade Talks Founder on Farm-Subsidy 1ssues” The Wall Street Sovwnal Onlive, Tune 21, 2007,




Chapter & The Political Environment: A Critical Concern 161

to participate with member nations for a common, mutually beneficial goal. The leaders of
the G20 nations ceded some sovercignty in their hugely important April 2009 agreement Lo
“reject protectionism”™ at the nadir of the 2009 crash, when world trade had declined more
than 12 percent. The bad memories of the Smoot-Hawley disaster of the Greal Depression
apparently made the decision one to celebrate, as the accompanying picture shows.

As indicated in Exhibit 1.4 {page 24}, the United States’s involvement in international
political affiliations is surprisingly low (i.e., it 1s largely sovercign). Indeed, when it comes
to participation in international treaty regimes, the United States is ranked near the bottom
of the 72 countries included in Foreign Policy magazine rankings, tied with Iran and Isracl
(at 68th) and ahead of only Hong Kong and Taiwan." Most notably, the Kyoto Protocol
on global climate change and the Intermational Coiminal Court were rejected by the Bush
administration, along with lesser known treaties such as the Basel Convention on the Con-
trol of Transboundary Movement of Hazardous Wastes. This apparent lack of international
political engagement is particularly hard to understand given the wide acceptance that such
agreements lead to peace and mutual understanding.? Fortunately, President Obama has
now sel 4 more positive tone for international cooperation and agreements, one weleomed
by the rest of the world.

Countries that agree to relinguish some of their sovereignty often are subject o a nag-
ging fear that too much has been given away. For example, the WTO is considered by some
a3 the biggest threat so far to national sovereignty. Adherence o the WTO inevitably means
the loss of some degree of national sovercignty, because the member nations have pledged
to abide by international covenants and arbitration procedures that can override national
laws and have far-reaching ramifications lor citizens. Soversignty was one of the issues
at the heart of the spat between the United States and the European Union over Europe’s
refusal to lower tariffs and quotas on bananas (see the Global Perspective). And critics of
the free trade agreements with both South Korea and Peru claim America’s sacrifice of
sovereignly is loo greal.

Foreign imvestmenl can also be perceived as a threat to sovereignty and thus become a
rallying cry by opposing factions. The Chinese national o1l company’s proposed purchase of
Unocal was opposed on such grounds. As American banks struggled to maintain liquidity
during the 2008 home mortgage debacle, huge investments from overseas were solicited and
received from one class of foreign investors that US. politicians particularly disfavored
the so-called “sovereign wealth funds™ that entail vast pools of money controlled by foreign
povernments from China and the Middle East® At the same time, members of the U5,
Congress have demanded that China raise the value ol its currency, but that would make it
cven easier for Chinese firms and their government to buy American assets,” Of course, the
Chinese resist the latter political pressure as a threat to their sovereignty. Iromcally, Ameri-
cans have criticized Mexico for hindering similar sorts of American mvestments, That is,
Mexico badly needs privately financed electricity generating plants to meet electrical power
demands and o upgrade the country’s overloaded transmission network. The Mexican gov-
ernment entered into an agreement with a Belgian company 1o build a power plant that
would bypass the state electricity monopoly and sell electricity dircetly to large Mexican
manufacturers. But the Mexican constitution limits private ownership of utilities, and any
exception requires a two-thirds vole of the legistature. The Institutional Revolutionary Party
(PRI} saw the attempt to open Mexicos protected energy industry as an assault on Mexican
sovercignty and blocked the agreement. What all this conflict highlights is that national sov-
creignty is a critical issue in assessing the environment in which a firm operates,

“Measuring Globalization” Foreign Policy, Nevember/December 2007, pp. 68-77,

‘Tohn L. Graham, “The Big Secret of World Peace.” Jowrmad of Commerce, February 13, 1995, OPED
page: John L. Graham, “Trade Brinps Peace,” in 1. Runzo and M. Martin (eds.), Wer and Reconciliation
{Cambridge: Cambndge University Press, 2001); Thomas L. Friedman, The World fv ot (New York:
Farrar, Straus, and Giroux, 2003)

Peter 5. Goodman and Louise Story, “Overseas Investors Buying U5, Hoeldings at Record Pace” The New
Yok Times, January 20, 2008, pp. 1, 14

*Lost in Translations,” The Ecomomist, January 19, 2008, pp. 73=T5.
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Stabi rlt}" of Government Policies e ideal political climate for a multinational firm s a stable,
friendly government. Unfortunately, governmenis are not always stable and friendly, nor
do stable, friendly governmenis always remain so, Radical shifis in governmeni philoso-
phy when an opposing political party ascends o power,” pressure from nationalist and
self-interest groups, weakened economic conditions, bias against foreign imvestment, or
conflicts among governments are all issues that can affect the stability of a government.
Because foreign businesses are judged by standards as variable as there are nations, the
stability and [riendlingss of the government in each country must be assessed as an ongo-
ing business praciice,

Al the top of the list of political 1ssues concermng foreign businesses is the stability or
instability of prevailing government policies. Governments might change® or new political
parties might be elected, bui the concern of the multinational corporation is the continuity
ol the set of rules or codes of behavior and the continuation of the rule of law—regardless
of which government s in power. A change in government, whether by election or coup,
does not always mean a change in the level of political righk. In lialy, for example, more than
50 different governments have been formed since the end of World War 11 While the politi-
cal turmoil in laly continues, busingss goes on as usual. In contrast, India has had as many
different governments since 1945 as ltaly. with several m the past few years favorable to
foreign invesiment and open markets, However, much government policy remains hostile
to foreign investment. Senior civil servanis who are not directly accountable to the elector-
ate bul who remain in place despite the change of the elected government conlinue with
former policies. Even afier elections of parties favoring economic reform, the bureaucracy
continues to be staffed by old-sivle central planners in India.

Conversely, radical changes in policies toward foreign business can occur in the mosi
stable governments, The same political party, the Institutional Revolutionary Party (PRI),
controlled Mexico from 1929 to 2000, During that period, the political risk for loreign
investors ranged from expropriation of foreign investmenis o Mexicos membership in
MNAFTA and an open door for foreign investment and trade. In recent years, the PRI created
a stable political environment for Toreign investment, in contrast (o earlier expropriations
and harassment, Beginning with the elections in 2000, however, a new era in Mexican
politics emerged as a result of profound changes within the PRI brought aboui by then-
president Ernesto Zedillo, Smce 1929, the Mexican president had selecied his successor,
who, without effective challenge, was always elected, President Zedillo changed the pro-
cess by relusing to nominate a candidate; mstead he let the nonination be decided by an
open primary—ithe first in seven decades, From a field of four candidaies, the PRI selected
Labastida Ochoa, and the opposing party PAN" selected Vicente Fox who, though consid-
ered a long shol, won the presidency. Although the PAN had gained strength for several
vears in the congress and among state governments, 18 presideniial candidates never had a
winning chance until the 2000 election,

Some Adrican couniries are unstable, with seemingly unending civil wars, boundary
disputes, and oppressive military regimes. Even relatively stable and prosperous Kenya fell
viclim to political violence in 2008 that greaily disrupted growth in commerce in the entire
region.'" Sierra Leone has had three changes m government in five vears; the most recent
coup detat ended the country’s brief experiment with democracy. Shortly afier the coup,
a civil war erupted, and UN peacekeeping forces have had to mamtain the peace. Central
Alrica, where ethnic wars have embroiled seven nalions, is one of the most politically
unstable regions in the world, Thus, Africa is trapped in a vicious cvele: For its nations (o
prosper, they need loreign invesiment. But investment is leery of unstable nations, which

Sabrina Tavernise, “Debate Intensifies in Turkey over Head Scarf Ban” The New York Times. January 19,
2008, p. A5,

*Sehastian MolTett, “lapancse Pnme Minister Steps Down afier Less than One Year in Office,” The Wall
Streed Jowrnal Qnline, September 12, 2007

"PAN stands for Partido Accion National. PAN and PRI are the largest of eight political parties in Mexico
"Michela Wrong, “Kenva’s Turmoil Cuts off Its Neighbors,” Los Angefes Times, Tanuary 14, 2008, p, C4,
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is the status of much of Africa.” A recent World Bank study showed that the 47 nations
of sub-Saharan Africa were attracting less than $2 billion annually in direct foreign
investment—about one-tenth of what a developing nation such as Mexico atiracts,

If there is potential for profit and if permitted to operate within a country, multinational
companies can function under any type of government as long as there is some long-run
predictability and stability, PepsiCo, for example. operated profitably in the Soviet Union
when it had one of the world’s most extreme political systems. Years before the disintegra-
tion of the USSR Communist Party, PepsiCo established a very profitable countertrade
business with the USSR. The company exchanged Pepsi syrup for Russian vodka, thus
avoiding the legally complicated financial transactions of the time."?

Socioeconomic and political environments invariably change, as they have in the Soviet
Union and Mexico, There are five main political causes of instability in international mar-
kets: { 1) some forms of government seem to be inherently unstable, (2) changes in political
parties during elections can have major effects on trade conditions, (3) nationalism,
(4) animosity targeted toward specific countries, and (5) trade disputes themselves.

Forms of Circa 500 ne, the ancient Greeks conceived of and criticized three fundamental forms of
Government government: rule by one, rule by few, and rule by many, The common terms for these forms
in use today are monarchy (or dictatorship), aristocracy {or oligarchy), and democracy.

Loz About the same time in history Cyrus the Great, monarch of Persia, declared that the pur-
How different governmental  pose of government was to serve the people, not vice versa. Cyrus’s notion is embedded in
types, political parties, the constitutions of most modern nations. Following the collapse of colonialism beginning
nationalism, targeted with World War [l and communism circa 1990, the world seemed to have agreed that free-
fear/animosity, and trade enterprise democracy was the best solution to all the eriticisms of government since the
disputes can affect the time of Aristotle, Cyrus, and the others."”

environment for marketing Ihus, of the more than 200 sovereign states on the planet, almost all have at least nomi-
in foreign countries nally representative governments with universal suffrage for those 18 years and over, In

W st hope s et com for absteacts of the Economist Intelligence Unit's country reports of current
political and economic data. Some information on this site is available for a fee only, but other sources are
free

"Wisit the Pepsi Web site in Russia for a history of Pepsi in Russia, Pepsi advertising in Russia, and other
information: Bitp.wiw, pepsi

Francis Fukuyami, The End of History and the Lust Manm (New York: The Free Press, 1992,

PF Fuk The End af Hist { the Lust Mar (New York: The Free 1992)
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Exhibit 6.1
A Sampling of
Government Types

Source: hinp,/ faww ca, gov/cind

publicationa/fectboak/, 2008

about 10 percent of the nations voting is required; in the rest it is voluntary. A few countries
have some unusual rules for suffrage: In Bolivia, vou can vote at |8 if you are married
and at 2| if single; in Peru, police and military personnel cannot vote; in Croatia, you can
vote at |6 if employed; in Lebanon, only women with at least an elementary education
can vote (though all men can vote): and Saudi Arabia precludes women from voting. The
last appears to be the only state still completely in the dark ages with regards to suffrage.
Exhibit 6.1 lists a sampling of the countries that are currently taking a different approach
to the conventional wisdom of representational democracy. More troubling though is the
apparent backsliding of some countries toward autocracy and away from democracy, such
as Migeria, Kenya, Bangladesh, Venezuela, Georgia, and Kyrgyzstan.'" Haiti's govern-
ment has been literally crushed by the great earthquake of 2010." Indeed, according to the
Heritage Foundation, the United States experienced its biggest drop in “economic freedom™
because of the controlling impact of the economic stimuli of 2008-2009." Meanwhile, we
can all witness perhaps the world’s greatest experiment in political and economie change:
the race between Russian “big-bang” reform and Chinese gradualism as communism is left
further behind in both countries."”

The Central Intelligence Agency'® claims to have taken a look bevond the facade of con-
stitutions in their descriptors. For example, Iran {(modern Persia) is defined as a “theocratic
republic,” recognizing that the constitution codifies Islamic principles of government as
interpreted from the Koran, Although political parties are allowed to function, they hold
little political power. Instead, the Supreme Leader controls all-important decisions of the
government, including who is allowed to run for president in Tran.

i Crying for Freedom " The Economist, January 16, 2010, pp. 58-60.
“harci Lacey, “Haitis leon of Power, Now Palace for Ghosts,” The Mew York Tivres, January 23, 2000,
"Terry Miller. “The LLS. Isn't as Free as It Used to Be” The Wall Street Jowrnal, January 20, 2000, p. A17.

"Brian Bremmer, “The Dragon’s Way or the Tigers?" BusinessWeek, November 20, 2006, pp. 55-62;
M. Mark Lam and Iohn L. Graham, Deing Business in Chira Now, The World s Most Dheamic Market
(Mew York: MeGraw-Hill, 2007},

http e eta. gov ciapublications faethowlk, 20010,
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Political Parties For most countries around the world, it is particularly important for the marketer to know
the philosophies of all major political parties within a country, because any one of them
might become dominant and alter prevailing attitudes and the overall business ¢limate,™
In countries where two strong political parties typically succeed one another in control of
the government, it is imporiant 1o know the direction each party is likely o take ™ In Great
Britain, for example, the Labour Party traditionally has been more resirictive regarding
foreign trade than the Conservative Party, The Labour Party, when in control, has limited
imporis, whereas the Conservative Party has tended to liberalize foreign trade when it is in
power. A foreign firm in Britain can expect o seesaw between the liberal trade policies of
the Conservatives and the restrictive ones of Labour. Of course, in the United States, the
Democratic Congress was reluctant 1o ratify free trade pacts negotiated by George Bush's
Republican adminisiration in the White House.”!

An astute international marketer must understand all aspects of the political landscape
to be properly informed about the political environment. Unpredictable and drastic shifis in
government policies deter investments, whatever the cause of the shift. In short, a current
assessment of political philosophy and attitudes within a country is important in gauging
the stability and atiractiveness of a government in terms of market potential,

Nationalism Economic and cultural nationalism, which exists to some degree within all countries, is
another factor important in assessing business climate. Mationalism can best be described
as an intense feeling of national pride and unity, an awakening of a nation’s people to pride
in their country, This pride can take an anti-foreign business bias, where minor harassment
and controls of foreign investment are supported, if not applauded.™ Economic national-
igm has as one of its central aims the preservation of national economic autonomy, in that
residents identify their imterests with the preservation of the sovereignty of the state in

"Paul M. Vaaler, Burkhard ™. Schrage, and Sieven A. Block. “Counting the Investor YVote: Political
Businegss Cyele Effects on Sovereign Bond Spreads in Developing Countries,” Jowrnad of International
Businesy Studies 36, no. 1 (2005, pp. 62-88

oy C. Shaw, “Teiwan s KMT Wins Big in Legislative Elections,” The Ball Street Jowrnal Oufine, January
12, 2008

“Sieven . Weisman, “Bush in Accord with Democrats on Trade Pacis,” The New York Times, May 11,
2007, pp. 1, CT.
“David Pierson, “China Pursues Ol on LS. Turf” Los Angeies Times, October 22, 2000, pp_ B, B4,
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CROSSING BORDERS 6.1

For almost 100 years, the formula for making Coca-Cala
has been a closely guarded secret. Then the govern-
ment of India ordered Coca-Cola to disclose it or cease
operations in that country, A secret ingredient called
7-% supposadly gives Coke its distinctive flavor. The
government's minister for industry told the Indian par-
liament that Coca-Cala’s Indian branch would have to
transfer 60 percent of its equity shares to Indians and
hand gver its know-how by April 1978 or shut down.

Indian sales accounted for less than 1 percent of
Coca-Cola's worldwide sales, but the potential market
in Indiz, a country of 800 million, was tremendous. The
government refused to let the branch impart the neces-
sary ingredients, and Coca-Cola—whose products were
once as abundant as the bottled drinking water sold in
almaost every Indian town of mare than 50,000—packed
up its bags and left the country, The minister for indus-
try said that Coca-Cala's activities in India "furnish a
classic example of how multinational corporations oper-
ating in a low-priority, high-profit area in a developing
country attain run-away growth and _ . _ trifle with the
weaker indigenous industry."

Sixtesn years later, India's attitudes toward foreign
investment changed, and Coca-Cola reentered the
markel without having to divulge its farmula, During

Coke's 16-year exile, however, Pepsi Cola came to
India and captured a 26 percent market share. Naol
ta worry; there is plenty of growth potential for bath,
considering that India’s per capila consurmnption is
just 3 eight-ounce bottles a year, versus about 12 for
Pakistan and over 500 in Mexico. To farestall further
political vulnerability, Coke sold 49 percent of its
Indian bottler subsidiary to institutional investors and
employees. The company hopes this move will put
to rest an issue that concerned the Indian govern-
ment, which wanted Indians to own part of Coke's
local operation—in other words, Coke took steps to
domesticate its operations.

But India is still a tough market. Most recently, a
water quality dispute, domestic price competition, a
pesticide scare, and cool weather have hurt Coke's sales
in India, despite a general global rebound in revenues
and profits. And, after Coke's failed first entry into the
Indian energy drink market with a new brand called
"Shocker,” let's hope it daesn't get burned with its
second try, “Burn!”

Sources: Craig Simons, “India Coke Flant 5till Closed as Watar Woes
Argued,” Atlanta Journal-Constituton, December 18, 2007, p F1,
*Caoke Ingia Chisf Bullish on India Becoming Top 5 Global Market, "
Asia Pulse, January 15, 2008; “Coca-Cola: & Second Shat at Energy
Drinks, * MarkatWatch Global Round:-Lp, January 2010, p. 39

which they reside. In other words. national intercst and security are more important than

international relations.

Feelings of nationalism arc manifested in a varicty of ways, including a call 1o “buy

our country’s products only” (¢.g., “Buy American”), restrictions on imports, restrictive
tarifls, and other barricrs to trade. They may also lead 1o control over foreign investment,
often regarded with suspicion, which then becomes the object of intensive scrutiny and
control. Generally speaking, the more a country feels threatened by some outside Toree
or the domestic economy declines, the more nationalistic 1t becomes in protecting itself
against intrusions,

During the period afler World War I1, when many new countrics were founded and
many others were seeking economic independence, manifestations of militant nationalism
wiere rampant, Expropriation of foreign companies, restrictive investment policies, and na-
tionalization of industrics were commeon practices in some parts of the world, During this
period, India imposed such restrictive practices on foreign imvestments thal companies such
as Coca-Cola, IBM, and many others chose to leave rather than face the uncertainty of a
hostile cconomic climate. In many Latin American countrics, similar attitudes prevailed
and led 1o expropriations and even confiscation of forcign investments,

By the late 1980s, militant nationalism had subsided; today, the foreign investor, once
feared as a dominant tvrant that threatened cconomic development, 15 often sought as a
source of needed capital investment.™ Nationalism comes and gocs as conditions and

FhMuammar ¢l Qaddefi, the leader of Libva, has changed his approach to internationzl relations from
supporiing terrorism o supporting irade, for example. See "Rehabiliiating Libya” The New Yok Times
{editorial), January & 2007, p. 14,
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attitudes change, and foreign companics welcomed today may be harassed tomorrow and
vice versa.

Although militant economic nationalism has subsided. nationalistic feelings can be
found even in the most cconomically prosperous countries. When ULS. negotiators pushed
Japan to import more rice to help balance the trade deficit between the two countries. na-
tionahistic feelings rose 1o a new high. Deeply rooted Japanese notions of self-sulficiency,
self-respect, and concern for the welfare of Japanese farmers caused Japan to resist any
change for several years. It was only after a shortfall in the Japanese rice harvests that re-
strictions on rice imports were temporanly cased. Even then, all imported forcign rice had
to be mixed with Japanese rice before it could be sold.

Targeted Fear 1t is important for marketers not to confuse nationalism, whose animosity 1s directed
and/or hnimnsity generally toward all foreign countries, with a widespread fear or animosity dirceted al a
particular country. This confusion was a mistake made by Toyota in the United States in
the late 1980s and carly 1990s. Sales of Japancse cars were declining in the States, and
an advertising campaign was designed and delivered that assumed the problem was
American nationalism. However, nationalism was clearly not the problem, because sales
of German cars were not experiencing the same kinds of declines. The properly defined
problem was “Americans’ fear of Japan” Indeed, at the ime. Americans considered the
cconomic threat from Japan greater than the military threat from the Soviet Union. So
when Toyota spent millions on an advertising campaign showing Camrys being made by
Americans in a Tovota plant in Kentucky, it may well have exacerbated the fear that the
Japanese were “colonizing” the United States.

Best-selling litles in France, including The World Iy Not Merchandise, Who Is Killing
France? The American Strategy, and No Thanks Uncle Sam, epitomize ils animosity toward
the United States. Although such attitudes may seem odd in a country that devours U.S.
movics, cals U5, fast foods, views US. soap operas, and shops at US. Walmart stores,
national animosity—whatever the cause—is a eritical part of the political environment.
The United States is not immune to the same kinds of directed negativism either. The rift
between France and the United States over the Irag-US. war led to hard feelings on both
sides and an American backlash against French wine, French cheese, and even products
Americans thought were French. French’s mustard felt compelled to issue a press release
staling that il is an “American company founded by an American named “French.™” Thus,
il is quite clear that no nation-state, however secure, will tolerate penetration by a foreign
company into its market and cconomy i1 it pereeives a social, cultural, cconomic, or politi-
cal threat to its well-being,

Trade Disputes Finally. narrow trade disputes themselves can roil broader mternational markets. AL the
beginning of the chapter we discussed our favorite example— bananas, Among several hot
issues circa 2010 were undervalued Chinese currency, the ban on beef imports into Japan,
Chinese subsidies in apparent violation of WTO rules, farm subsidies in developed coun-
trics, and the long-simmering ATRBUS - Boeing battle over subsidics. Any of these disputes
might boil over and afiect other aspects of international trade, but at least at this writing,
cooler heads seem to be prevailing —along with the WTO dispute resolution processes.

Political Risks of Global Business issues of sovereignty, differing political philosophics, and

nationalism are manifest in a host of governmental actions that enhance the risks of global

LO3 busingss. Risks can range from confiscation, the harshest, 1o many lesser but still signifi-
The political risks of cant government rules and regulations, such as exchange controls, import restnictions, and
global business and the price conlrols that directly affect the performance of business aclivities. Although not al-
factors that affect stability ways olficially blessed initially, social or political activist groups can provoke governments

into actions that prove harmiul ww business. OF all the political risks, the most costly are
those actions that result in a transfer of equity from the company lo the government, with
or without adequate compensation.
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Confiscation, The most severe political risk is confiscation, that is, the seizing of a company’s assets
Expropriation, and Without payment, Two notable confiscations of U.S. property occurred when Fidel Castro
became the leader in Cuba and later when the Shah of Iran was overthrown, Confiscation
was most prevalent in the 19505 and 1960s when many underdeveloped countries saw con-
Lo4 fiscation, albeit ineffective, as a means of economic growth,

Less drastic, but still severe, is expropriation, where the government seizes an investment
but makes some reimbursement for the assets. For example, in 2008 the Chavez regime in
Venezuela expropriated Mexico's CEMEX operations, paying a negotiated price.” Often the
expropriated investment is nationalized; that is, it becomes a government-run entity, A third
type of risk is domestication, which occurs when host countries gradually cause the transfer
of foreign investments to national control and cwnership through a series of government
decrees that mandate local ownership and greater national involvement in a company s man-
agement, The ultimate goal of demestication is to force foreign investors to share more of the
ownership, management, and profits with nationals than was the case before domestication.

Rather than a quick answer to economic development, expropriation and nationaliza-
tion have often led to nationalized businesses that were inefficient, technologically weak,
and noncompetitive in world markets. Risks of confiscation and expropriation appear to
have lessened over the last two decades (with exceptions in Latin America, particularly
Venezuela),™ because experience has shown that few of the desired benefits materialize
after government takeover.™ Today, countries often require prospective investors to agree to
share ownership, use local content, enter into labor and management agreements, and share
participation in export sales as a condition of entry; in effect, the company has to become
domesticated as 2 condition for investment.

Countries now view foreign investment as a means of economic growth, As the world
has become more economically interdependent, it has become obvious that much of the
economic success of countries such as South Korea, Singapore, and Taiwan is tied to for-
eign investments, Nations throughout the world that only a few years ago restricted or
forbade foreign investments are now courting foreign investors as a much needed source
of capital and technology. Additionally, they have begun to privatize telecommunications,
broadcasting, airlines, banks, railroads, and other nationally owned companies as a means
of enhancing competition and attracting foreign capital,

The benefits of privatizing are many, In Mexico, for example, privatization of the na-
tional telephone company resulted in almost immediate benefits when the government re-
ceived hundreds of millions of dollars of much needed capital from the sale and immediate
investment in new telecommunications systems. A similar scenario has plaved out in Bra-
zil, Argenting, India, and many eastern European countries. Ironically, many of the busi-
nesses that were expropriated and nationalized in earlier periods are now being privatized.

Domestication

The importance of

the political system to
intarnational marketing
and its effect on fareign
investrments

Economic Risks FEven though expropriation and confiscation are waning as risks of doing business abroad.,
international companies are still confronted with a variety of economic risks that can occur
with little warning. Restraints on business activity may be imposed under the banner of
national security to protect an infant industry, to conserve scarce foreign exchange, to
raise revenue, or to retaliate against unfair trade practices, among a score of other real or
imagined reasons. These economic risks are an important and recurring part of the political
environment that few international companies can avoid,

Ex:hange Controls. Exchange controls stem from shortages of foreign exchange
held by a country, When a nation faces shortages of foreign exchange and/or a substantial
amount of capital is leaving the country, controls may be levied over all movements of
capital or selectively against the most politically vulnerable companies to conserve the

#5teven Bodzin, “Cemex Handing Plants to Chavez,” The Gilobe and Mail, August 28, 2008, p. BS.
E8imon Romero, “Chavez Takes over Foreign-Controlled Oil Projects in Vencrnela,” The New York Tines,
May 2, 2007, p. A3,

“Marla Dickerson, "Woes Mount for Mexices Siate Oil Titan,” Los dngeles Times, JTanvary 2, 2008,
pp. Cl. C4.
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Exhibit 572 ) Exchange controls also are extended to products by applying a system of multiple
How Complicated Things exchange rates to regulate trade in specific commodities classified as necessities
Can Get! or |luxuries. Necessary products are placed in the most favorable (low} exchange

categaries, while luxuries are heavily penalized with high foreign exchange rates.

S¢ By’ sar's Crumblu
A D Myanmar {farmerly known as Burmaj, for example, has three exchange rates for

il " Asiaweek, March 2, 2001, p. B

Michael Vatikiatis, "Meightiors Lean the kyat (Kt} the official rate (Kt5:U.5.91), the market rate (Kt100-125:U.5.%1), and
an Myarmar,” International Herald an import duty rate (Kt100:U.5.51). Because the kyat is not convertible—that is, not
Tribune, February 2, 2005, p. 7, officially exchangeable for currencies that can be spent outside the country—investars
Ayaommerflllicacy Conflons Na are severely affected by tax liability, and their ability to send profits cutside the country
Change in Fuel Rations,” Dow Jones et = ;
International Decsmber 31 2007 is diminished. Under such exchange rates, tax liability can be very high. For instance, a

praofit of Kr135,000 is warth U.5.522 500 at the official exchange rate of Kis to U551,
but at the market rate, the investor has earned only U.5.81 000. The exchange rate
difference means that the investor has to pay tax on U.5.521,500 of nonexistent,
unearned incame. It seems not much makes sense in Myanmar these days.

supply of foreign exchange for the most essential uses. A recurrent problem for the foreign
imvestor 15 getting profits in and out of the host country without loss of value, which can
oceur when a currency i3 devalued. Exhibit 6.2 illustrates how exchange controls can al-
fect an international company’s profits. Many countries maintain regulations for control
of currency, and should an cconomy suffer a setback or foreign exchange reserves decline
severely, the controls on convertibility are imposed quickly.

Local-Content Laws. In addition to restricting imports of essential supplies to
foree local purchase, countrics often require a portion ol any product sold within the coun-
try to have local content, that is, to contain locally made parts. Thailand, for example,
requires that all milk products contain at least 50 pereent milk from local dairy farmers.
Contrary to popular behell local-content requirements are not restricted to Third World
countries. The European Union has had a local-content requirement as high as 45 percent
for “screwdriver operations,” a name oflen given to foreign-owned assemblers, and NAFTA
requires 62 percent local content for all cars coming from member countrics.

Import Restrictions. Sclective restrictions on the import of raw materials, ma-
chines. and spare parts are fairly common strategies (o force foreign industry to purchase
more supplies within the host country and thereby create markets for local ndustry. Al-
though this restriction is an attempl to support the development of domestic industry, the
result is often 1o hamsiring and sometimes interrupt the operations of established indus-
trics. The problem then becomes eritical when there are no adequately developed sources
of supply within the country.

Tax Controls. Taxes must be classified as a political risk when used as a means of
controlling forcign mvestments. In such cases, they are raised without warning and in
violation of formal agreements, India, for example, taxes PepsiCo and the Coca-Cola Com-
pany 40 pereent on all soda bottled in India. And, using a different angle ol attack, India s
attempting to colleet 540 million in taxes on ravel tickets sold online from Sabre’s {an air-
lines reservations service) data center in Tulsa, Oklahoma. The Indian government contends
that Sabre has a permanent establishment in India in the form of data flows between Sabre’s
Tulsa processing center and the desktop computers of travel agents in India. To underdevel-
oped countries with cconomies constantly threatened with a shortage ol funds, unreason-
able taxation of successful foreign investments appeals o some government officials as the
handicst and quickest means of finding operating funds, As the Internet grows i impor-
tance, countries will surely seize on Internet ransactions as a luerative source of revenue,

Price Controls. Essential products that command considerable public interest, such
as pharmacecuticals, food, gasoline, and cars, are ofien subjected to price controls. Such
controls applied during inflationary periods can be used o control the cost of living. They
also may be used 1o force foreign companics to scll equity to local interests, A side cifect
on the local economy can be o slow or even stop capital investment,
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The conzaquances of the U.S
embargo of Cuba: A brand naw
Garman Mercecas for a foreign
diplormiat (black plate), a relatively
rew Chinesa Chary Q {rad
provisional plate), and ona of the
newest Ameancan cars you can find
on the sland, a 1957 Chavy (yellow
ctizen’s plata), certzinly with a
rafurbished engine. & vanety

of other European and Asian
brands ply the streets of Havana,
almost all racent models. Mo rew

Armancan models are in sight

Labor Problems. Inmany countries, labor unions have strong government support
that they use effectively in oblaming special concessions from business. Layotts may be
forbidden. profits may have (o be shared, and an extraordinary number of services may have
1o be provided. In facl, in many countries, foreign firms are considered fair game for the
demands of the domestic labor supply. In France, the belief in full employment is almost re-
ligious in fervor; lavofts of any size, especially by foreign-owned companies, are regarded
as national crises. We should also note that some mullinational companies are more power-
ful than local labor unions. Walmart closed a store in Quebec rather than lel it be unionized.

Political Sanctions Inaddition to economic risks, one or a group of nations may boycolt another nation, thereby
stopping all trade between the countries, or may issue sancltions against the trade of specific
products. The United States has long-term boycotts of trade with Cuba and Iran and has
come under some criticism for i1s demand for continued sanctions against Cuba and its
threats of fulure sanctions against couniries that violate human rights issues.*

History indicates thal sanctions are almost always unsouccessful in reaching desired
goals, particularly when other major nations” traders ignore them. For example, the Chi-
nese recently signed an agreement with Iran that will bring $70 billion of natural gas Lo
China. Please see Crossing Borders 6.2 for more on this issue. This lack of suceess 15 the
case with Cuba. Morth Korea, and Iran. where the undesirable behavior that the sanctions
were imposed to change continues, and the only ones who seem to be hurt are the people®
and companies that get caught in the middle.

"rnger Thompson, “Imposing Conditions, A4S Lifts Its Suspension of Cuba,” Wavhingoen Post, June 4,
2009, online.

“Barbara Demick, “MNorh Koreans™ Misery Amplified a Hundredfold” Los Angeles Times, February 3,
2000, pp. AlLAT.
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* Trade Does Not Work as a Stick,

CROSSING BORDERS 6.2

It was 1807 when Thomas Jefferson proposed trade
sanctions as an innovation in diplomacy. The donkeys he
endeavaored to persuade were quite big and guite stub-
born—England and France. The goal was to get these
warring nations to leave American ships alone on the
high seas. Lacking a competitive nawy, our third presi-
dent dreamed up the trade embargo; rather than using
trade as a carmat, he planned to withhold trade and use
it as a stick. However, instead of changing French or
English policies and behaviors, Jefferson's policy actually
endangered Mew England traders. They complained:

QOur ships all in motion, once whiten'd the ocean;
They sail'd and return’d with a Cargo;

Mow doom’d to decay, they are fallen a prey,

To Jefferson, worrms, and EMBARGOD.

Jefferson's embargo fell apart in just 15 months.
Only the War of 1812 settled the problermns with English
aggrassion at sea.

Consider the track record of trade sanctions in
the last century. In 1940 the United States told the
Japanese to get out of China, and the ensuing em-
bargo of gasoline and scrap metal led directly to the
Pearl Harbor attack. Since 1948 Arab countries have
boycotted lsrael. Given that countries trade most with
their close neighbars, you have to wonder how much
this lack of trade has promoted the continuing conflicts
in the area. lsrael is still there. In 1959 Fidel Castrao
tock over Cuba, and for the nexl 50+ years, the United
States has boycotled sugar and cigars, bul Castra
remained in charge. OPEC's 1973 ail llow slowdown
was intended to get America Lo stop supporting lsrael,
However, the dollars still llow fast to lsrael and now
Egypt as well.

Irn 1979 the United States tald the Soviets to get out
of Afghanistan. They refused. America boycotted the
Moscow Olympics and stopped selling the Soviets grain
and technology. The Soviet response: They continued
te kill Afghans (and, by the way, Soviet soldiers) for an-
ather 10 years. Moreover, in 1984 they and their allies’
athletes stayed away from the QOlympics in Los Angeles.
And the high-tech embarge didn't work anyway. & San

a Carrot

Diego division of Caterpillar lost millions of dallars in
service contracts for Soviet natural gas pipelines in the
mid-1970s. These revenues weare lost permanently,
because the Soviets taught themselves how to da the
maintenance and overhauls. In 198% a Moscow weap-
ons research facility had every brand of computer then
available in the West: IBMs, Apples, and the best fram
Taiwan and Japan as well.

Perhaps the 1980s" multilateral trade sanctions
imposed on South Africa hastened apartheid's demise.
But look how well the world's 10-year embarga of Irag
changed policy thera. Using trade as a weapon killed
kids while Saddam Hussein celebrated at $12 million
birthday parties. Indeed, the best prescription for
Middle East peace {and American taxpayers’ wallets, by
the way] is all sides dropping all embargoes.

The end of the |ast century witnessed great strides in
the elimination of ll-conceived trade sanctions. Perhaps
maost important was the U.S. Senate's and President's
approvals of permanently normalized trade relations
{PNTR} with China. However, other important steps
were the relaxation of some of the trade restrictions
an Vietnam, Morth Korea, Iran, and Cuba. Indeed, as a
result of President Clinton's diplomacy, Morth and South
Koreans marched together at the Sydney Olympics;
Amaricans can now buy pistachio nuts and carpets from
Tehran, and L5, firms can sell medical supplies and
sarvices in Havana. Remarkable!

These same kinds of carrots nead to be thrown in
the direction of the other countries an America'’s black-
list—Myanmar, Angola, Libya, Sudan, and Syria. Be cer-
tain that the chorus of eriticism regarding human rights,
freedom of the press, and demacracy should continue,
loud and clear. But instead of dropping bombs (or
threatening to), we should be selling them computers
and Internet connections. The cost of a cruise missile is
about the same as 2 000 Apple computers! And at the
most fundamental level, coercion does not work. Ex-
change does.

Source: John L. Graham, “Trade Brings Peace,” in Josoph' Runza and
Mancy M, Martin (eds ), War and Reconciliation {Cambndge, MA:
Cambeidge University Press, 2011)

1M

Political and Social
Activists and
Nongovernmental
Organizations

Although not usually officially sanctioned by the government, the impact of political and
social activists (PSAs) can also interrupt the normal flow of trade. PSAs can range from
those who seek to bring about peaceful change to those who resort to violence and terror-
ism to effect change. When well organized, the actions of PSAs can succeed,



The most entertaining protest technicue was
plonserad by French farmers. Pernaps they weare
inspired by that &mencan export, Animal House. In
any case, Franch farmers like to throw their food, Here
they tossed tomatoes and such at McDonald's; they've
also lobbed lamb chops at their own trade ministers:

THE NEW POWER
OF PEACEFUL PROTESTS

| like to believe that people in the long run
are going to do mare to promote peace than our
governments. Indeed, | think that people want peace
so much that one of these days governments had
better get out of the way and let them have it.
—Diwight D. Eisenhower

We believe that peace happens because people want it to, not
because paliticians ordain it so. Our ideas are not new. Kad
Popper's Open Society™ and Jonathan Schells Unconquerable
Word™ make the same kinds of arguments. We just think in
today's world of punitive trade sanctions and military muscle, it
is important to remind folks that there are more viable alterna-
tives for international relations and global persuasion.™

The organizers [PSAs) of these various demonstra-
tians understand that two ‘.|'|ingﬁ are important in protests:
{1) getting large numbers of people 1o show up and

Apparantly they pay attention in Taiwan. Most recently,
fisharmen pitched perch in Taipei to protest the
Japanese fishing flost’s presence in their waters.

PROTESTING MILK PRICES: A
farmer sprayed milk an police
lerces during a protest against
falling mille prices outside

the Eurspean Commission
headquarters in Brussels.
European dairy farmers are
seeking mare aid to cope with
a sharp diap in milk pnces. An
udderly fantastic shot!




BARING THEIR DISMAY: Members
of the Pirate Farty porade through
Berin's Tegel Arport in their
undenwear to protest government
plans to test full-body scans-as an
invasion of ctrens’ privacy.

(2} producing memorable pictures

On these pages are some of our favorite

pictures. Please note that to the extent that the Sea
Shepherd Conservation Society activists used force to
board the Japanese ship (below), we cannot cendone
their methods. Property damage and violence are never
justiiied; and their use demonstrates a pathetic lack of
creative thinking about integrated marketing communi-
cations (see Chapter 14]

Actnasts of the Bharativa Japata Party wearing “ewvil™ masks shout
antigovernment slogans near the Union Carbide plant in the central
Inctian city of Bhogal on the eve of Warld Enviranment Day, The
activists protested to draw the attention of the govemment to
chemical waste and demanded the cleanup of hazardous waste in the
arca. The leak from the Union Carbide pesticide plant in 1784 was
one of the world's worst industrial accidents, killing 3,000 people and

_ . . B B leaving thousands of others with lifetime (linesses,

They ware "pirates” to some, "hostages” to others. But two

anti-whaling activists {an Australian and a Bnton from the Sea

snepherd Consenvation Society) who drew global attention by

forcibly boarding a Japanese harpoon ship in Antarctic watoers

have demonstrated how the emotional clash over Japan'sannual

whale hunt can disrupt even the best international friendships

*Karl R. Popper, The hpen Socieny amd fte Enenifes, 5th ed
(Princeton, NJ: Princeton University Press, |966);

Tlonathan Schell, The Unconguerable Wordd: Power, Nomdolemoe,
anel the Wi af the People (New York: Metropalitan Books, 2003)

"Thken from John L. Grahoam, Trode Srines Peace, 200 1.
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LOS In the previous pages. the protesters use crcativily o make a point. We do nol recom-
The impact of political mend the destructive sort of protest previously represented.

and social activists, One of the most effective and best-known PSA actions was against Nestlé due to the sale
vialence. and terrorism of baby formula in Third World markets. The worldwide boveott of Nestlé produets resulted
an :merr:latmﬂm business in sibstantial changes in the company’s marketing. More recently, activists of the Free Burma

Campaign (FBC) have applied enough pressure (o cause several ULS. garment companies Lo
stop importing textiles from Myanmar, Furthermore, activists on several US. college cam-
puses boveolled Pepsi Cola drinks and PepsiCo-owned Pizza Hut and Taco Bell stores, say-
ing that the company’s commercial activities contributed to the abysmal human rights in
Myanmar. The results of the boveoll were serious cnough that PepsiCo sold its stake m ils
Joimnt venture in Myanmar and withdrew from that market, The concern was that potential
losses im the United States outweighed potential profits in Myanmar. Holland’s Heineken and
Denmarks Carlsberg beer compamies withdrew from Myanmar for similar reasons.

The rather broad 1ssue of globalization 15 the also the focus of many PSA groups. The
demonstrations m Seattle during a 1999 WTO meeting and in Washington, DC, againsi
the World Bank and the International Monetary Fund (IMF), along with similar demon-
strations in other countries, reflect a growing concern about a global economy. Whether
{or mot) misguided. uninformed. or just “wackos,” as they have been deseribed, PSAs can
be a polent foree in rallying public opimion and are an important political force that should
not be dismissed, as companies such as Mike, MeDonalds, and Nestle know.

The Internet has become an effective tool of PSAs to spread the word about whatever
cause they sponsor. Dunng protest rallies against the U8, -Traq war, organizers were able
1o coordinate protest demonstrations in 600 cities worldwide and 1o disseminate informa-
tion casily. A Google search for “peace protest” during that time (2003 resulted i 788,000
entries {about 660,000 in 2008), including news briefs, Web sites for peace organizations,
online petitions for peace, where to show up with your placard, where to send vour dollars,
and how Lo write your member of Congress.

Often associated with political activism, nongovernmental arganizations (NGOs)
are increasingly affecting policy decisions made by governments.™ Many are involved
in peaceful protests, lobbying, and even collaborations with governmental organizations.

“Hildy Teegen, Jonathan B Doh, and Sushil Vachant, “The Importanee of Mon-Governmental Organizations
(NGO} in Global Governance and Value Creation: An International Business Research Agenda” Sournal
of International Businesy Studies 35, no, 6 (2004), pp. 46383,

POLITICAL DISASTER STRIKES KEMNYA: In the Mairobi slum of Kibera, supporters of opposition leader Raila Odinga tear up a kay raillway
that ran from tha coast to Uganda. As many as 12 people ware killed in the assooiated clazhas. Of course, this destruction wall do graat
damage to commearce and prograss to all the countrias in Easterm Africa. Lat's hope the highway and international aiport south of Nairchs
stay intact, as thay supply all of Eurcpa wath flowers from the burgeoning greanhouses in the area, and flower exports arz a kay source of

ravanuea for the formerly thriving Kenyan economy



Exhibit 6.3

LS. State Department
Travel Warnings (in order
of date of posting, most
recent first)

Saurce: hio /i a1 el

2010

Violence, Terrorism,

and War

The communist government of
Cuba dizsallows privats advertising
Here at the corner of 237 and L,
the “Timas Sguare” of Havana,
the only signage you can ses are
the names of the mavies and a
political ad about the Cuban 3
Pictured are five Cuban nationals
being held in American prizons,
comvictad of espionage against
the United States. The Cuban
govemnment considars the five to
be heroes that were infiltrating
terrorist groups in south Florida,
intart on attacking Cuba
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Harti Chad Colombia
Pakistan Mali Guinea
Sudan Sni Lanka Lebanon
Samalia MNepal Cote d'lvaire
Mauritania Algeria Philippines
Burunei Indanesia Colombia
Cote d'lvoire Yemen Philippines
Somalia Mepal Afghanistan
Iraq Syria

Many also are inveolved in mitigating much of the human misery plaguing parts of the
planet. Some NGOs have received global recognition—the Red Cross and Red Crescent,
Amnesty International, Oxfam, UNICEF, Care, and Habitat for Humanity are examples—
for their good works, political influence, and even their brand power.™

Although not usually government initiated, violence is another related risk for multina-
tional companies to consider in assessing the political vulnerability of their activities. The
waorld continues to be victimized by thousands of terrorist attacks each year.™ Terrorism
has many different goals. Multinationals are targeted to embarrass a government and its re-
lationship with firms. to generate funds by kidnapping executives to finance terrorist goals,
to use as pawns in political or secial disputes not specifically directed at them, and to inflict
terror within a country, as did the events of September 11, 2001.

September 11 has raised the cost of doing business domestically and internationally.
The dominance of the United States in world affairs exposes LLS. businesses to a multi-
tude of uncertainties. from the growing danger of political vielence to investment risks in
emerging markets. In the past 30 vears, 80 percent of terrorist attacks against the United
States have been aimed at American businesses. Since September 11, MeDonald's, KFC,
and Pizza Hut combined have been bombed in more than 10 countries, including Turkey,
Sandi Arabia, Russia, Lebanon, and China; most attacks have been linked with militant
Islamic groups. There are reasons to expect that businesses will become increasingly at-
tractive to terrorists, both because they are less well defended than government targets
and because of what they symbolize. Based on the threats of terrorism and other violence,
the LLS. State Department posts travel warnings on its Web site (see Exhibit 6.3 for a

“See the excellent book by John A. Quelch and Mathalie Laidler-Kylander, The New Global Brands;
Managing Nen-Goverrmental Crvganizafions in the 2180 Cenmyrey {Mason, OH: South-Western, 20006

“lohn M, Glionna, *Twin Hotel Blasts Kill 9 People m Indonesian Capital,” Lo Angeles Times, Tuly 17,
2000, . A2S.
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recent listing). However, many international travelers appear to regularly ignore those
warnings.™

Finally, we note strong reasons o believe that international warfare is fast becoming
obsolete. The number of wars has declined steadily since the end of the Cold War, Even
though politicians in almost all countries use xenophobia to consolidate their own political
power, the threal of one country attacking another is declining fast. Some predict a coming
war in space. with satellites used as weapons, but the multinational collaboration on the
International Space Station makes such a possibility scem remote ™ In 1996, political sci-
entist Samuel Huntington™ notoriously predicted a clash of civilizations. In his vision, the
world was already divided up into nine civilizations {or cultural groupings): Western, Latin
America, African, Islamic, Sinic. Hindu, Orthodox, Buddhist, and Japanese. This predic-
tion reminds us of several others in the carly 1990s who suggested the world would soon
devolve into three spheres of influence based on trade, dominated by Japan, the European
Union, and the United States. There may be some sense 1o the latter classification; time
zones exercise an important influence on trade patterns that favor north-south exchanges.
However, both theories oversimplify power and trade relations as they are unfolding. Both
theories also ignore the suceesses of the World Trade Organization and the fast multiplying
bilateral trade agreements, such as that between the United States and South Korea, And
certainly the facts included in Exhibit 6.4 suggest that these warnings about a new clash of
eivilizations are off the mark. Although three of the six wars ongoing in 2010 were interna-
tional ones {in Alghanistan/Pakistan, Yemen/Saudi Arabia, and Trag/U.S.), the other three
are belter examples of civil wars (in Somahia. Sudan, and the drug war in Mexico). Rather
than state-to-state or civilization-to-civilizalion military action, the greater threats to peace
and commerce for the twenty-first century remain civil strife and terrorism. Finally, we
note with some hope that civil conflicls can be settled through negotiation: Consider as

“Who Do We Trust™™ Condé Nast Treveler, March 2005, pp. 53-62
“Disharmony in the Spheres” The Econemisy, lanuary 19, 2008, pp, 25-28%

TRamuel P Humtingten, The Clash of Civilizations and the Remaoking of the Word Order (Now York: Simon
and Schuster, 19%6); Fouad Ajami, “The Clash.” The New York Times, January 6, 2008,

Exhibit 6.4
Armed Conflicts Around the World
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COMiner Conflicts + Intermediate Conflicts + Wars [ Wars Only (> 1000 dead)

Source: The International Peace Research Institute, Oslo, hittp./Aewe prio.no 2010
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examples the recent histories of the relatively peaceful dissolution of the Soviet Union,
the divorce of the Crech and Slovak Republics, the marriage of East and West Germany,
the Hong Kong handover to China by the United Kingdom, the current trade overtures
between China and Taiwan,™ and the ongoing discussions between the United Kingdom
and Scotland.™

Cyberterrorism and  Always on the horizon is the growing potential for cyberterrorism and cybercrime®
Cybercrime Although still in its infancy, the Internet provides a vehicle for terrorist and criminal attacks
by forcign and domestic antagonists wishing to inflict damage on a company with little
chance of being caught. One problem in tracing cyberterrorists and criminals is that il is
hard to determine if'a evberattack has been launched by a rogue state, a terrorist, or a hacker
as a prank. The “ Love You™ worm. which caused an estimated 325 billion in damage, was
probably just an out-of-control prank. However, the Melissa virus and the denial of service
(DoS) attacks that overloaded the Web sites of CNN, ZDNet, Yahoo!, and Amazon.com with
a flood of clectronic messages, crippling them for hours, were considered purposeful attacks
on specific targets. Most recently. the government of China has been criticized for blocking
text messaging in strife-torn regions and disrupting the local operations of Google !

Each wave of viruses gets more damaging and spreads so rapidly that considerable harm
is done before it can be stopped. The “Slammer,” for example, brought Internet service o
a crawl. It doubled its numbers every 8.5 seconds during the first minute of its attack and
infeeted more than 75,000 hosts within 10 minutes.* After infecting hundreds of thou-
sands of computers in Europe and North America, the “Goner worm™ traveled to Australia
overnight and brought down government agencies, financial and manufacturing sites, and
al least 25 MNCs. Whether perpetrated by pranksters or hackers out to do harm, these in-
cidents show that tools for cyberterrorism can be developed to do considerable damage to
4 company, an enlire mdustry, or a country’s infrastructure.

Because of mounting concern over the rash of attacks, business leaders and government
officials addressed a Group of 8% conference convened to discuss cybererime. expressing
the urgent need for cooperation among governments, industry, and users to combat the
growing menace of cybercrime. As the Internet grows, “it’s only a matter of time before
every lerrorist, anarchist, thicf, and prankster with a PC and a phone line will be waging a

virtual war and inflicting real harm.”™*

ASSE‘SEing Political VU]ﬂErab”it}f There are at least as many reasons for a companys political

vulnerability as there are political philosophies, cconomic vanations, and cultural difier-

LOé ences. Some companies appear to be more politically vulnerable than others, in that they
How to assess and receive special government attention. Depending on the desirability of a company, this
recluce the effect of special attention may result in positive actions toward the company or in negative aitention.
political vulnerability Unfortunately, a marketer has no absolute guidelines to follow to determine whether a

company and 1ts products will be subject to political attention, Countries seeking invest-
ments in high-priority industries may well excuse companies from taxes, customs duties,
guotas, exchange controls, and other impediments o imvestment, In a bid w attract foreign
investment and increase exports, India announced a new trade policy that cases restraints
and offers tax breaks for companies developing and maintaining infrastructure, Conversely,
firms either marketing products not considered high prionty or that fall from favor for some
other reason often face unpredictable government restrictions.

““Reunification by Trade?” The Economis, August 8, 2009, pp. 37-38,

“=Siraining at the Leash,” Dhe Economist, The Woeld in 2008, November 19, 2000, p. 938,

“werscas Secunity Threats to ULS. Business Cited” Los Angeles Times, December 28, 2007, p. C2
‘Johanna Meuman, “Google's China Move Wakes Washington,” Low Angeles Times, Jamuary 15, 2000,
2For more information, sec hiip:www silicande lense com.

“The Group of & ((:8) Mations consisted of government representatives from Britain, Canada, France,
Germany, lialy, Japan, Russia. and the United States who convene periodically 1o examine issues that affeer
the group. Most recently the group has been expanded o the G20,

“hdark Micrretti, “Senators Warned of Terror Attack by Julv,” The New Yok Times, February 3, 2000, p. Ab.
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As a casc in point, Continental Can Company's joint venture to manufacture cans for
the Chinese market faced a barrage of restnictions when the Chinese economy weakened.
China decrced that canned beverages were wasteful and must be banned from all state func-
tions and banquets. Tariffs on aluminum and other materials imported for producing cans
were doubled, and a new lax was imposed on canned-drink consumption. For Continental
Can, an investment thal had the potential for profit after a few years was rendered profitless
by a change in the attitude of the Chinese government.

Politically Sensitive Although there are no specific formulas to determine a product’s vulnerability at any point,

Products and Issues (here are some generalizations that help identify the tendency for products to be politi-
cally sensitive. Products that have or are perceived to have an eflect on the emvironment,
exchange rates, national and economic security, and the welfare of people (and particularly
children—recall the story of Barbic in Saudi Arabia from the previous chapter) or that arc
publicly visible, subject to public debate, or associated with their country of origin arc
more likely to be politically sensitive.

Fast-food restawrants, which are intended to be visible, have often been lightning rods for
groups opposcd to foreign companies. Authorities closed a KFC restaurant for health reasons
{two Mies were seen in the kitchen) after months of protesters arguimg that foreign imvestmenl
should be limited to high technology. “India does not need foreign investment in junk-food™
sand the leader of a protesting farmers” group. The store was later reopened by court order.

Health is often the subject of public debate, and products that affect or are affected
by health issues can be sensitive to political concerns. The European Union has banned
hormone-treated beef for more than a decade. There is a question about whether the ban is a
valid health issuc or just protection for the European beef industry. The World Trade Organiza-
tion concluded in 1989 that the ban had no scientific basis; nevertheless, Europe has yet 1o lift
the ban, Reluctance to respond to the WTO directive may have been the result of the outery
against penetically modified (GM) foods that has, for all practical purposes, caused GM foods
to be banned m Ewrope. Public opinion against Frankenfood has been so strong that Unilever
announced that it would stop using GM ingredients in all its products in Britain. Additionally,
11 leading restaurant chains, mcluding MeDonald’s, Pizza Hut, Wimpy, and Burger King, have
gone GM-free. The issue in the United States has not risen (o the same level of concern as in
Europe: to forestall such adverse public opinion, many LLS. companies are slowing the mtro-
duction of GM foods. Fearing a strong public reaction as in Europe, MeDonald’s has decided
to stop using genctically modified potatoes for its french fries in its US. stores.

Forecasting Political In addition to qualitative measures of political vulnerability, a number of firms are employ-
Risk ingsystematic methods of measuring political risk.* Political risk assessment is an attempl
to forecast political instability to help management identify and evaluate political events
and their potential influence on current and futere international business decisions, Perhaps
the greatest risk to international marketers 1s the threat of the government actually Failing,
causing chaos in the streets and markets. Foreign Policy magazine uses 12 eriteria to rank
countries on its “Failed States Index.™ The List of eriteria includes demographic pressures,
human flight, uneven development, and the like. (Sce Exhibit 6.5.)

B8ee hipSwiweprazioup com for a wealth of information on political risk assessments.
T e Failed States Index.” Forergn Podfcr, July/August 2007, pp. 54-65.

Exhibit 6.5

Top 20 5tates in Danger of Soralia Cantral Aivican Bapublic Nigeria

Failing {ranked in arder of P I Gifnes: Ethiopia

closest to failure) Sudan Pakistan Narth Koma
Chad Ivory Coast Yemen

Scurce! Frorm Foresgn Policy, “Failled ’ iR A e

States Index,” May/Juna 2009, online Dem. R_!FL of Cung_n Haiﬁ Ba”gl?dﬂ@h

Copyright 2009 by Foraign Policy Irag Burma East Timor

Reproducad with parmissicn of Forsign Afghanl"stan ﬁuﬂy‘ :
Paolicy wia Copynght Clearance Canter o
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CROSSING BORDERS 6.3

One pundit suggested that nations with McDonald'’s
don't attack one another. Perhaps Yugoslavia was the
exception that proves the rule?

During maost of the 78-day air war against Yugoslavia
in 1999, McDonald's kept the burgers flipping while
MNATO kept the bombs dropping, After only one night
of air strikes, maobs of youths, whipped to patriotic
fervor by the state-controlled media’s attacks on
the "MATO criminals and aggressars,” targeted six
McDonald's stares, smashing windows and scribbling
insults on doors and walls. MeDonald's Corporation
was farced to temporarily close its 15 restaurants in
Yugaslavia. Weeks later, when local managers flung the
doors open again, they accomplished an extraordinary
comeback using an unusual marketing strateqgy: They
put McDonald's LS. citizenship on the back bumer.

Within a week after the attacks, they had launched
a campaign to identify the plight of ordinary Serbs
with the Mac. "McCionald's is sharing the destiny of all
people here,” read a sign at one branch. A key aspect of
the campaign was to present McDonald's as a Yugoslaw
cornpany. Restaurants promoted the McCountry, a
domestic pork burger with paprika garnish, and lowerad
its price. Pork is considered the maost Serbian of meats.

In & national flourish to evoke Serbian identity and
pride, McDonald's produced posters and lapel buttons
showing the golden arches topped with a traditional
Serbian cap called the sajkaca (pronounced shy-KACH-a).
The managing director said McDonald’s needed
ta get Serbs 1o view the company as their own. He

masterminded the campaign to "Serbify” McDonalds. It
was in this vein that he and his team decided to redesign
the logo with the Serbian cap cocked at a haughty angle
over one arch. Traditional national emblams, like the
sajkaca, a strong, unique Serbian symbal, had undergone
a revival in recent years with the rise of Serbian national-
ism. "By adding this symbol of our cultural heritage, we
hoped to denote aur pride in being a local company.”
Additionally, more than 3,000 free burgers were deliv-
erad to the participants of the Belgrade marathaon, which
was dominated by an anti-NATO theme. At the same
time, the company announced that for every burger sold,
it would donate one dinar (about a nickel) to the Yugo-
slav Red Cross to help victims of NATO s air strikes. |t
alsa handed out free cheeseburgers at anti-NATO rallies.
Once the war was over, the company basked in its
success. Cash registers were ringing at prewar lev-
els. McDonald's restaurants around the country were
thronged with Serbs hungry for Big Macs and fries. And
why not, asks 16-year-ald Jovan Stojanovic, munch-
ing on a burger. "l don't associate McDonald's with
America,” he says. "Mac is ours.” This claim is music to
MecDonalds ears. "We managed ta save our brand."
And in 2009, McDonald's began negatiations
to open its first store in previously war-torn Bosnia/
Herzeqovina. May the peace persist.

Sources: Robort Block, "How Big Mac Kept from Becoming a Serb
Archenemy,” Tha Wall Street Journal, September 3, 1999, John Kozak,
“McDonald’s Can't Serve Lip World Peace,” The Guardian, Apnl 24,
2005, p. 27; "McDonald's Armves in Sarajeve, Basnia and Herzegovina,
Property Xpress, October 9, 2009, onling
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Risk assessment is used to estimate the level of risk a company 1s assuming when making
an investment and o help determine the amount of risk it 15 prepared to accept. In the former
Soviet Union and in China, the risk may be too high for some companies, but stronger and
better financed companies can make longer-term investments in those countries that will
be profitable in the future, Additonally, one study Tound that compared with American and
Japanese managers, French managers” market entry decisions appear to be more influenced
by concerns about political risk in foreign markets.® Early risk is accepted in exchange for
being in the country when the economy begins to grow and risk subsides.

During the chaos that arose alier the political and economic changes in the Soviet Union,
the newly formed republics were cager to make deals with foreign investors, vet the prob-
lems and uncertainty made many investors take a wait-and-see attitude. However, as one
executive commented, “IFULS, companies wait until all the problems are solved, somebody
else will get the business” Certainly the many companies that are investing in the former
Soviet Union or China do not expect big returns immediately; they are betting on the future.
For a marketer doing business in a foreign country, a necessary part of any market analysis

“Jennifer D Chandler and John L. Geaham, “Retationship-Oriented Culiures, Corruption, and International
Marketing Success.” Journal of Business Ethics 92, no. 2 (20100, pp. 251-67.
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is an assessment of the probable political consequences ol a marketing plan, since some
markeling activitics are more susceptible to political considerations than others.

Lesseni ng Political Vulnerabi ttt}' Although a company cannot directly control or alter the political
environment of the country within which it operates, a specific business venture can take
measures to lessen its degree of susceptibility to politically induced risks.

Foreign investors frequently are accused of exploiting a country s wealth af the expense of the
national population and for the sole benefit of the foreign investor. This attitude is best summed
up in a statement made by a recent president of Peru: *“We have had massive foreign investment
for decades but Peru has not achieved development. Foreign capital will now have to meet
zovernment and social goals” Such charges are not wholly unsupported by past experiences,

As long as these impressions persist, the political climate for foreign investors will con-
tinue to be hostile. Companies must manage external affairs in foreign markets to ensure that
the host government and the public are aware of their contributions to the economic, social,
and human development of the country. Relations between governments and MNCs are gen-
erally positive if the investrent ( 1) improves the balance of payments by increasing exports or
reducing imports through import substitution; (2) uses locally produced resources; (3) trans-
fers capital, technology, and/or skills; (4) creates jobs; and/or (5) makes tax contributions.

In addition to the economic contributions a company makes, corporate philanthropy also
helps create positive images among the general population. Many MNCs strive to benefit
countries through their social programs, which polish their image as well, For example,
Microsoft, recognizing that developing countries need sophisticated technical assistance,
pledged more than $100 million in technology and training as part of a deal to put govern-
ment services online in Mexico, Cisco Systems, the leading maker of Internet hardware, re-
lies on nonprofit organizations to run its 10,000 networking academies, which train college
and high school students to create computer networks in 150 countries. In China, Procter &
Gamble is helping local schools and universities train and educate leaders. And in Malaysia,
Motorola and Intel have institated training programs to enhance the skills of local workers.

Merck, the pharmaceutical company, has developed a pill wo fight river blindness in
Africa and Latin America. River blindness 15 a parasitic disease transmitted to humans
through the bite of the black fly commonly found along the riverbanks in some African
countries. The parasite infiltrates, multiplies, and spreads throughout the body for as long
as |3 vears, causing acute skin rashes, terrible itching, and sometimes disfigurement or
blindness, The pill is taken just once a vear and has been proven to prevent the disease,
Merck contributed millions of doses to fight the disease in developing countries,™

Although companies strive 1o become good corporate citizens in their host countries,
political parties seeking publicity or scapegoats for their failures often serve their own in-
terests by focusing public opinion on the negative aspects of MNCs, whether true or false.
Companies that establish deep local roots and show by example, rather than meaningless
talk, that their strategies are aligned with the long-term goals of the host country stand the
best chance of overcoming a less than positive image. “In times like these,” says one execu-
tive, “global citizenship is perhaps more important than ever,™ An effective defense for
the multinational company is to actively participate in improving the lives of local citizens,

In addition to corporate activities focused on the social and economic goals of the host
country and good corporate citizenship, MNCs can use other strategies to minimize politi-
cal vulnerability and risk.

Joint Ventures Typically less susceptible to political harassment, joint ventures can be with locals or other
third-country multinational companies; in both cases, a company’s financial exposure is
limited. A joint venture with locals helps minimize anti-MNC feelings, and a joint venture
with another MNC adds the additional bargaining power of a third country.

“David Shook, “Merck 1s Treating the Third World™ Business Week Online, Oetober 10, 2002

#Susan E. Reed, "Business; Technology Companies Take Hope in Charity.” The New York Times, March 23,
2003 p 17
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Exp anding the Including several investors and banks in financing an investment in the host country is an-
Investment Base 0ther strategy. This approach has the advantage of engaging the power of the banks when-
ever any kind of government takeover or harassment 1s threatened. This strategy becomes
especially powerful if the banks have made loans to the host country; if the government
threatens expropriation or other types of takeover, the financing bank has substantial power

with the governmenL.

Licensing A strategy that some firms find eliminates almost all risks is to license technology for a
fee. Licensing can be effective in situations in which the technology is unigque and the risk
is high. Of course, there is some risk assumed, because the licensee can refuse to pay the
required fees while continuing to use the technology,

Planned In those cases in which a host country is demanding local participation, the most effective
Domestication !ong-range solution is planned phasing out, that is, planned domestication. This method
i not the preferred business practice, but the alternative of government-initiated domes-
tication can be as disastrous as confiscation, As a reasonable response to the potential of
domestication, planned domestication can be profitable and operationally expedient for the
toreign investor, Planned domestication is, in essence, a gradual process of participating

with nationals in all phases of company operations,

Political Bargaining Multinational companies clearly engage in lobbying and other sorts of political bargain-
ing to avold potential political risks.™ Mattel 1ssued an extraordinary apology te China
over the recall of Chinese-made tovs, saying the items were defective because of Mat-
tel’s design flaws rather than faulty manufacturing.’' In doing so, Mattel was (1) protect-
ing the huge and all-important head of its value chain; (2) recognizing that it would be
casier to fix its design and inspection routines than quickly affect manufacturing prac-
tices in China; and (3) uniquely for an American firm, publicly admitting its own very
real culpability. On the other side of the Pacific. Toyota once considered raising prices
of its cars in the American market to “help™ its ailing American competitors.™ The Japa-
nese government has set quotas on auto cxports in the past as American car companics
have struggled. And in the face of growing American and European criticism, China has
agreed to put quotas on its exports of textiles and to float its currency. Now the ques-
tion remains, when? Finally, a cynical way to look at the motivation behind corporale
social responsibility in general 15 its use as a bargaining chip with forcign publics and
governments,

Political Paynﬂ"; One approach to dealing with political vulnerability is the political payoff—an attempt
to lessen political risks by paying those in power to intervene on behalf of the multina-
tional company. This choice is not an approach we recommend in any way. However,
your competitors may use such a tactic, so beware. Political payoffs, or bribery. have been
used to lessen the negative effects of a variety of problems. Payving heads of state to avoid
confiscatory taxes or expulsion, paving fees to agents to ensure the acceptance of sales con-
tracts, and providing monetary encouragement to an assortment of people whose actions
can affect the effectiveness of a company’s programs are decisions that frequently confront
multinational managers and raise ethical guestions.

Bribery poses problems for the marketer at home and abroad, because it is illegal for
LS. citizens to pay a bribe even if it 15 a common practice in the host country. Political
payofts may offer short-term benefits, but in the long run, the risks are high. and bribery 15
an untenable option. This issue is discussed in more detail in Chapters 5 and 7.

“Amy 1 Hillman and William P Wan, *The Determinants of MNE Subsidiaries” Political Strategies:
Evidence of Institutional Duality,” Jowrmal of Intevnational Business Studies 36, no. 3 (2005), pp. 32240,
“hamel Apologizes to Ching over Recall” Associated Press, September 21, 2007.
““Toyota May Ruise Prices to Avoid Backlash,” Assoctated Press, April 26, 2005,

“Daniel Frunklin, “Just Good Business.” The Ecoromis!, January 18, 2008, pp. 1-24.
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POLITICAL AND ECOMNOMIC
AI0 1N ACTICN, WHERE
EVERYBODY WINS: The
Japanesa govarmmant has paid
far the construction of a mew
highway that cennects key safar
tourism areas in Tanzania. Foraign
tourism becormes more afficient,
camfortable, and prafitable for
the Tanzanian comparny (and
athers) pictured—Kibo 1 one

of the best in the country. The
Japanaese desigrers, consultants,
and contractors invelved make
maney an the work. And the road
ultimately pays for itself in the
form of lower warranty BApENLRS
an the armada of Toyota Land
Cruisers that regularly ply the
path between the Makuyuni and
Mgorongora animal presenses

The Cultural Erwvironment of Global Markets

Part 2

Government En COUl'agE‘n"IE'rlt Governments, both foreign and US., encourage foreign investment

Lo7

How and why
'_:ED"\-'E”"TIE”' 5 encourage
fureign invesiment

as well as discourage it. In fact, within the same country, some foreign businesses may fall
prey to pohitically mduced harassment. while others may be placed under a government
umbrella of protection and preferential treatment. The difference lies in the evaluabion of a
company’s contnbution 1o the nation’s inlerest.

The most important reason o encourage foreign investment 15 to accelerate the develop-
ment of an cconomy. An mereasing number of countries are encouraging loreign mvestment
with specific guidelines amed toward cconomie goals. Multinational corporations may be
expected 1o create local emplovment, transfer technology, gencrate export sales. stmulate
growth and development of local mdustry, conserve foreign exchange, or meet a combination
of these expectations as a requirement for market concessions. Recent investments in China,
India, and the former republics of the Soviel Umion imclude provisions stipulating specific
contributions to economic goals of the country that must be made by foreign investors.

The US. government is motivated for economic as well as political reasons to encourage
American firms to seck business opportunities in countries worldwide, including those that are
politically nisky. It secks to create a favorable climate for overseas business by providing the
assistance that helps mimimize some of the more troublesome politically motivated financial
risks of doing business abroad. The Department of Commerce (DOC) at www.doc.gov is the
principal agency that supports ULS. business abroad. The International Trade Admimistration
(ITA) at wwwitzzow a bureau of the DOC, is dedicated to helpmg ULS. business compete
in the global marketplace. Other agencies that provide assistance fo ULS. companies melude:

* Export-Import Bank (Ex-Im Bank) underwrites trade and ivestments for ULS. firms.
WL LK. ZON

» Forgign Credit Insurance Association (FCIA), an agency of the Ex-Im Bank, provides
credit insurance thal minimizes nonpayment risk caused by financial, economic, or
political uncertainties. It includes insurance against confiscation, civil disturbances.
and the cancellation or restriction of export or import licenses. www.itiacom

* The Agency for International Development (AID) provides aid to underdeveloped
countries and has himited protection in support of “essential” projects in approved
countries and for approved products. wwwousaid. goy

* The Overseas Private Investment Corporation {OPIC) provides nisk insurance for
companics investing in less-developed countries. www.opic.goy
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Vital to every marketer’s assessment of a foreipgn market is an
appreciation for the political environment of the country within
which he or she plans fo operate. Government involvement in
business activities abroad, especially foreign-controlled business,
is genetally much greater than business is accustomed to in the
United States. The forcign firm must strive to make its activitics
politically acceptable, or it may be subjected to a variety of po-
litically condoned harassment. In addition to the harassment that
can be imposed by a government, the foreign marketer frequently
faces the problem of uncertwinty of continuity in government

policy. As governments change political philosophies, 8 market-
ing lirm accepled under one administration might find its activities
undesirable under another, An unfamiliar or hostile political envi-
ronment does nit necessanly preclude success for a foreign mar-
keter il the company becomes a local economic asset and responds
creatively to the issues raized by political and social activists. The
LIS, government muy aid an American business in its foreign op-
erations, and if a company is considered vital to achieving national
cconomic goals, the host country often provides an umbrella of
protection mol extended to others,

Sovercignty Expropriation Political and social activists MNongovernmental
Mationalisin Diomestication (PSAS) organizations (NGOs)
Confiscation

Questions

Define the key terms listed above,

15

Discuss measures a company might take to lessen its political

2, Why would a country rather domesticate than expropraie? vulncrability.

3. “A erucial fact when doing business in a foreign country is 16, Sélect & country. and-anlyze it polmcally. from n marketing
that permission to conduct business is controlled by the gov- viewpoint.
ernment of the host couniry.” Comment. 17, The text suggests that vielence is a politically motivated risk

4. What are the main factors to consider in assessing the domi- ol international business. Comment.

nant political climate within a country? 14, There is evidence that expropriation and confiscation are less
5. Why is a working knowledge of political party philosophy so frequently cﬂcuuntmd.tc_:lday _rhan]ust a few years apo, %y?
important in a political assessment of 2 market? Discuss. What other types of political naks have replaced expropriation
. - . and confiscation in importance”

6. How can a change in the political party in power affect an YRR, ) )
investor? Discuss and give examples. 1%, You are an exceutive 1n a large domestic company with only
; i minor interests in international markets: however, corporate

7. What are the most common causes of instability m govern- i ? o

ey plans call for major global expansion. Visit the home page
PR ! ) . ) of Control Risks Group (CRG)Y at wwwecrz com. After thor-
8. Discuss how governmental instability can affect marketing. oughly familiarizing voursell with the services offered by

9. What are the most frequently encountered political risks in CRG. write a brief report to management deseribing how its
foreign business? Discuss. services could possibly help with your global expansion,

10, Expropriation is considered & major risk of foreign business, 20. Visit the Web site www politicalresources.net and select the
Discuss ways in which this particular type of risk can he mini- Political Site of the Week. Wnite a bnet political analysis high-
mized somewhat as a result of company activities. Explain lighting potential problem areas for a company interested in
how these risks have been minimized by the activilies of the investing in that country.

LL5. government. 21. Search the Web for information about the activities of PSAs

11. How do exchange controls impede foreign business? Discuss. outside the United States and write a bricfing paper for inter-

12. How do forcign governments encourage forcign investment? national management on potential problems.

Dhscuss. 22, Discuss ways the companies discussed in the Global Perspec-

13. How does the U.S. government encourage foreign investment? tive could have mimimized their losses in the banana wars,

14, What are the motives behind U8, government encouragement 23. Duzcuss any ethical and sociallv responsible issues that may be

[or foreign mvestment? Explun.

implied in the Global Perspective.
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Global Perspective
THE PAJAMA CAPER

Si1x headlines illustrate the entanglements possible when
LES. law, host-country law, and a multinational company

collide:

» “Wal-Mart’s Cuban-Made Pajamas Defy Embargo™

« “Wal-Mart Ignites Row by Pulling Cuban Pajamas off
Shelves in Canada™

« “Canada, LS. Wager Diplomatic Capital in a High-
Stakes Pajama Game”

« “Cuban Quandary: Wal-Mart in Hot Water for Yanking
Pajamas™

« “Canada Probes Wal-Mart Move against Cuban
Pajamas™
« “Wal-Mart Puts Cuban Goods Back on Sale”

The controversy arose over a ULS. embargo forbidding
LLS. businesses to trade with Cuba and concern whether
or not the embargo could be enforced in Canada, Walmart
was selling Cuban-made pajamas in Canada, When Walmart
officials in the United States became aware of the origin of
manufacture, they issued an order to remove all the offend-
ing pajamas becanse it is against LS, law (the Helms-Burton
Act) for a ULS, company or any of its foreign subsidiaries
to trade with Cuba. Canada was incensed at the intrusion
of LIS, law on Canadian citizens. The Canadians felt they
should have the choice of buying Cuban-made pajamas.

PART TWO

Walmart was thus caught in the middle of confliching laws
in Canada and the United States and a Canada—U.8. foreign
policy feud over the extraterritonality of ULS. law. Walmart
Canada would be breaking ULS. law if it continued to sell the
pajamas, and it would be subject to a million-dollar fine and
possible imprisonment of its managers, However, if the com-
pany pulled the pajamas out of Canadian stores as the home
office ordered. it would be subject to a $1.2 mullion fine under
Canadian law, After discussion with Canadian authorities,
Walmart resumed selling the pajamas. Canada was upset
with the United States for attempting to impose its laws on
Canadian companies (Walmart Canada is a subsidiary of
Walmart U5}, while the United States says that Walmart was
violating its laws in not abiding by the boyeott against Cuba,
The situation illustrates the reality of the legal environment
and international marketing—companies are subject to both
home-country laws and host-country laws when doing busi-
ness in another country. The federal government finally set-
ted with Walmart in 2003, and the pajama caper was finally
closed. However, as indicated in the previous chapter, the gov-
ernments of Cuba and the United States have vet to settle.

Sources: Boston Globe, March 3, 1997; 8. Lowis Post-Dispaich, March 9,
1997, Washinglon Posi, March 14, 1997 p, Ab, The Wall Sireet Journal
Murch 14, 1997, p. B4 John W Boscanel, “An Anmony of a Coban
Pyjpama Crisis,” Loaw and Poliew i Infernational Business, Spring 19499,
p. 439; William Booth and Mary Beth Sheridan, “Cuba Detains LLS
Government Contractor,” Washingron Fast, December 13, 2000, p. A1,
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How would you like to play a game in which the stakes were high, there was no standard set
of rules to play by, the rules changed whenever a new player entered the game, and. when
a dispute arose, the referce used the other players” rules to interpret who was right? This
game fairly well deseribes the mternational legal environment. Because no single. uniform
international commercial law governing forcign business transactions exists, the interna-
tional marketer must pay particular attention to the laws of cach country within which it
operates.! An American company doing business with a French customer has to contend
with two jurisdictions {United States and France), two lax systems, two legal systems, and
other supranational scts of European Union laws and WTO regulations that may override
commercial laws of the countries. The situation is similar when doing business in Japan,
Germany, or any other country. Laws governing business activitics within and between
countries are an integral part of the legal environment of inlernational business.

The legal systems ol different countries are so disparate and complex that it 15 beyond the
scope of this text to explore the laws of cach country individually. There are, however, is-
sues commaon o most international marketing transactions that need special attention when
operating abroad. Jurisdiction, dispute resolution, intellectual property, the extraterritorial-
ity of LLS. laws. cyberlaw, and associaled problems are discussed in this chapter to provide
a broad view of the international legal environment. Although space and focus limit an
in-depth presentation, the material presented should be sufficient for the reader to conelude
that securing expert legal advice is a wise decision when doing business in another country.
The foundation of a legal system profoundly affects how the law is wrilten. interpreted. and
adjudicated. The place to begin is with a discussion of the different legal systems.

Bases for LEgH' S}"StemS Four heritages form the bases for the majority of the legal systems of the
world: (1) common law, derived from English law and found in England, the United States,

LOY Canada,” and other countries once under English influence; (2) civil or code law, derived
The four heritages of from Roman law and found in Germany, Japan, France, and non-lslamic and non-Marxist
today’s legal systems countries; (3} Islamic law, derived from the interpretation of the Koran and found in Paki-

stan, lran, Saudi Arabia, and other Islamic states; and (4) o commercial legal system in
the Marxist-socialist economies of Russia and the republics of the former Soviet Union,
Eastern Europe. China, and other Marxist-socialist states whose legal system centered on
the economic, political, and social policies of the state. As cach country moves toward its
own version of a free market system and enters the global market, a commercial legal sys-
tem is also evolving from Marxist-socialist tenets. China has announced that it will adopt
a constitution-based socialist legal system with Chinese characteristics.

The differences among these four systems are of more than theoretical importance be-
cause due process of law may vary considerably among and within these legal systems.
Even though a country’s laws may be based on the doctrine of one of the four legal systems,
its individual interpretation may vary significantly—from a fundamentalist interpretation
of Islamic law as found in Pakistan to a combination of several legal systems found in the
United States, where both common and code law are reflected in the legal system,

One measure of the importance of the legal system in each country is the number of at-
torneys per capita, Please see Exhibit 7.1, Judging by that metric, the legal svstem is called
upon to settle commercial disputes much more frequently in the United States than in almost
all countries, and particularly China, China’s legal svstem is really only 30 years old: in the
1980s, the country had 3,000 attorneys, and now the number is closer to 150,000, The num-
ber of law schools has exploded from 8 in 1976 to almost 600 now.’ By comparison. the

Man Greenberye, “American Snared in Kaerakh Legal Dispute.” The New Fork Temes, Apal 23, 2007, p. Al L;
Lorraine Woellert, “Made in Ching. Sued Here™ Susinessfeek, Tuly % and 16, 2007, p. 9.

“All the provinces of Canads have a common-law svstem with the exception of Quebec, which is a code-law
provinge. All the states in the United States are common law except Louisiana, which is code law,

‘Randy Peerenboom, “Economic Development and the Developmeni of the Legal Profession in China.”
presentation, Oxford University, 2006,
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Exhibit 7.1
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Countries 300
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legal system in Japan is much more developed. Even so, as the Japanese economy contin-
ues to become more integrated in the global market, the need for attorneys is burgeoning,
There are approximately 23,000 attorneys there now, and the Japanese government intends
to grow that number to 30,000 by 20184,

Common vs. The basis for commen law® is tradition, past practices, and legal precedents set by the
Code Law courts through interpretations of statutes, legal legislation, and past rulings. Common law
seeks “interpretation through the past decisions of higher courts which interpret the same
statutes or apply established and customary principles of law to a similar set of facts.” Code
law,® in contrast, is based on an all-inclusive system of written rules (codes) of law, Under
code law, the legal system is generally divided into three separate codes: commercial, civil,

and eriminal,

Common law s recognized as not being all-inclusive, whereas code law is considered
complete as a result of catchall provisions found in most code-law svstems. For example,
under the commercial code in a code-law country, the law governing contracts is made
iniclusive with the statement that “a person performing a contract shall do so in conformity
with good faith as determined by custom and good morals.” Although code law is consid-
ered all-inclusive, it is apparent from the foregoing statement that some broad interpreta-
tions are possible in order to include everyvthing under the existing code.

Steps are being taken in common-law countries to codify commercial law even though
the primary basis of commercial law is common law, that is, precedents set by court deci-
stons. An example of the new uniformity is the aceeptance of the Uniform Commercial
Code by most states in the United States, Even though LS. commercial law has been codi-
fied to some extent under the Uniform Commercial Code, the philosophy of interpretation
is anchorved in common law,

As discussed later in the section on the protection of intellectual property, laws gov-
erning intellectual property offer the most striking differences between common-law and
code-law systems, Under common law, ownership is established by use: under code law,
ownership is determined by registration. In some code-law countries, certain agreements
may not be enforceable unless propetly notarized or registered: in a common-law country,

*Kana Inagaki. “Major Legal Reforms Expected to Bring Wave of New Lawvers in Japan,” Associared
Press, August 22,2007,

“Algo known as English Faw.

*Algo known as the Napoleonic Code.
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the same agreement may be binding so long as proof of the agreement can be established.
Although every country has elements of both common and code law, the differences in
inlerpretation between common- and code-law systems regarding contracts, sales agree-
ments, and other legal 1ssues are significant enough thal an international marketer familiar
with only one system must enlist the aid of legal counsel for the most basic legal questions.
Another illustration of how fundamental differences in the two systems can cause dif-
feulty is in the performance of a contract. Under common law in the United States, the
impossibility of performance does nol necessarily excuse compliance with the provisions
of a contract unless compliance is impossible because of an act of God, such as some ex-
traordinary occurrence ol nature nol reasonably anticipated by either party of a contract.
Henee floods, lightning, carthquakes, and similar events are generally considered acts of
God. Under code law, acts of God are not limited solely to acts of nature but are extended
to include “unavoidable interference with performance, whether resulting from forees of
nature or unloreseeable human acts.” meluding such things as labor strikes and niots.
Consider the following situations: A contract was entered into to deliver a speeific quan-
uty of cloth, In one case, before the seller could make delivery, an earthguake caused the
destruction of the cloth and compliance was then impossible. In the second case. pipes in the
sprinkler system where the materal was stored froze and broke, spilling water on the cloth
and destroying il. In each ecase. loss of the merchandise was sustained and delivery could
not be made. Were the partics in these cases absolved of their obligations under the contract
because of the impossibility of delivery? The answer depends on the system of law invoked.
In the first situation, the carthguake would be considered an act of God under both com-
mon and code law, and impossibility of performance would exeuse compliance under the
contracl. In the second situation, courts in common-law countrics would probably rule that
the bursting of the water pipes did not constitute an act of God if it happened in a chimate
where freexing could be expected. Therefore, impossibility of delivery would not necessarily
excuse compliance with the provisions of the contract. In code-law countries, where the scope
ol impossibility of performance is extended considerably, the destruetion might very well be
ruled an act of God, and thus, release from compliance with the contract could be obtained.

Islamic Law  The basis for the Shari 'l (Islamie law) is interpretation of the Koran. It encompasses religious
duties and obligations, as well as the secular aspect of law regulating human acts. Broadly
speaking, Islamie law defines a complete system that prescribes specific patterns of social and
economic behavior lor all individuals. It includes issues such as property rights, ceonomic de-

cision making, and types of economic freedom. The overniding

objective of the Islamic sysiem 1s social justice.

Among the unigue aspects of Islamic law is the prohi-
bition against the payment of interest. The Islamic law of
contracts stales that any given transaction should be devoid
of riba, which is defined as unlawful advantage by way of
excess of deferment, that 15, mterest or usury. Prohibiting the
receipt and payment of interest is the nucleus of the Islamic
system. However, other principles of Islamic doctrine ad-
vocale sk sharing, individuals’ nghts and duties, property
rights, and the sanctity of contracts. The Islamic system
places emphasis on the cthical, moral, social, and religious
dimensions to enhance equality and fairness for the good of
society. Another principle of the Islamic legal svstem is the
prohibition against investment in those activities that vielate
Banking in Dubal, UAE, raquires an understanding of Islamic law and  the Shari ah. For example, any investment in a business deal-
customs. Prohibition against the payment of intarast and probibition g with alcohol, gambling, and casinos would be prohibited.
against investmants in businessas dealing with alcohel and gambling Prohibition against the payment of interest aflfects banking
arz two of the tenats of Islamic law that affect banking and business practices severely,” However, certain acceplable

Sugata Ghosh, “Government Asks BB to Draw up Roadmap for Islamic Banking.” Economic Times. July
6, 2005,
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practices adhere to Islamic law and permit the transaction of business. Mortgages for prop-
erty are difficult because payment of interest is forbidden under Islamic law. Buyers of real
property have to use a financier, who buys the property and then sells it to them in return for
repayments of the capital. Instead of charging interest, a financier either sells the property
at a higher price or sells it at the same price and takes additional payments to covier what
would have been interest. Of the other ways to comply with Islamic law in financial trans-
actions, trade with markup or cost-plus sale (murabaha) and leasing (ffara) are the most
frequently used. In both murabaha and (jare, a mutually negotiated margin is included in
the sale price or leasing payment. These practices meet the requirements of Sharr ‘af by
enabling borrowers and lenders to share in the rewards as well as losses in an equitable
fashion. They also ensure that the process of wealth accumulation and distribution in the
cconomy is fair and representative of true productivity. Strict fundamentalists oflen frown
on such an arrangement. but it is practiced and is an example of the way the strictness of
Islamic law can be reconciled with the laws of non-Islamic legal systems.

Because the laws arc based on interpretation of the Koran, the international marketer
must have knowledge of the religion’s tenets and understand the way the law may be in-
terpreted in cach region. Regional courts can interpret Islamic law from the viewpoint of
fundamentalists (those that adhere to a literal interpretation of the Koran), or they may use
a more liberal translation, A company can find local authoritics in one region willing to
allow payment of interest on deferred obligations as stipulated in a contract, while in an-
other region, all mterest charges may be deleted and replaced with comparable “consulting
fees” In yet another, authoritics may void 4 contract and declare any payment of interest
illegal. Marketers conducting business in Islamic-law countries must be knowledgeable
about this important legal system,

Marxist-Socialist As socialist countries become more directly involved in trade with non-Marxist countries,
Tenets il has been necessary to develop a commercial legal system that permils them to engage
in active international commerce. The pattern for development varies among the countries
because each has a different background, and each is at a different stage in its development
of a market-driven economy. For example. central European countries such as the Czech
Republic and Poland had comprehensive codified legal systems before communism took
over, and their pre-World War 11 commercial legal codes have been revised and reinsti-
tuted. Consequently. they have moved toward a legal model with greater ease than some
others have. Russia and most of the republics of the former Soviet Union and China have
had to build from scratch an entire commercial legal system. Under the premise that faw,
according o Marxist-socialist tenets, is strictly subordinate o prevailing economic con-
dittons, such fundamental propositions as private ownership, contracts, due process, and
other legal mechanisms have had to be developed. China and Russia differ, however, in
that cach has taken a different direction in its political cconomic growth, Russia is moving
toward a demoeratic system. China is attempling to activate a private sector within a multi-
component, or mixed, cconomy in a socialist legal framework; that is, it tries to “perform
its functions according to law and contribute to the development of socialist democracy and
political civilization in China”

Both countries have actively passed laws, though the process has been slow and often
disjointed. China has implemented hundreds of new laws and regulations governing (rade,
vel the process is hampered by vaguely written laws, the lack of implementation mecha-
nisms for the new laws, and an ineffective framework for dispute resolution and enforce-
ment. A good example is China’s attempt o control what goes on in Chinese cyberspace by
applying the States Secrets Law 1o the Internet. The definition of a state secret is so broad
that it can cover any information not cleared for publication with the relevant authorities.

Russia’s experience has been similar to China’s, in that vaguely worded laws have been
passed without mechanisms for implementation. The situation in Russia is ofien described
as chaotic because of the laws" lack of precision. For example, to illegally receive or dis-
seminate commercial secrets has become a erime, but the law provides no exact definition
of a commercial secret. Copyright law vielations that cause “great damage™ are listed but
with no clear definition of how much damage constitutes “greal.” Both China and Russia
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arc hampered by not having the heritage of a legal commereial code to build on, as many
ol the Eastern-bloc European countries had.

The international markeler must be concerned with the differences among common law,
code law, Islamic law, and socialist legal systems when operating between countries: the
tights of the principals of a contract or some other legal document under one law may be sig-
nificantly dilferent from their nghts under the other. Tt should be kept in muind that there could
also be differences between the laws of two countries whose laws are based on the same legal
svstem. Thus, the problem of the marketer is one of anticipating the different laws regulating
business, regardless of the legal system of the country.

Jurisdiction in International Legal Disputes bpetermining whose legal system has

jurisdiction when a commercial dispute arises is another problem of international market-

LO2 ing. A frequent error 15 to assume that disputes between citizens of different nations are
The important factors in adjudicated under some supranational system of laws, Unfortunately, no judicial body ex-
the jurisdiction of legal ists to deal with legal commercial problems arising among eitizens of different countries.
disputes Confusion probably stems rom the existence of international courts such as the World

Court at The Hague and the International Court of Justice, the principal judicial organ of
the United Mations. These courts are operative in international disputes between sovereign
nations of the world rather than between private citizens and/or companies,

Legal disputes can arise in three situations: between governments, between a company
and a government, and between two companies. The World Court can adjudicate disputes
between governments, whercas the other two situations must be handled in the courts of
the country of one of the partics mvolved or through arbitration. Unless a commercial dis-
pute involves 4 national 1ssue between nation states, the International Court of Justice or
any stmilar world court does not handle it. Because there is no “international commercial
law,” the foreign marketer must look to the legal system of cach country involved—the
laws of the home country, the laws of the countries within which business is conducted,
or both.”

When international commereial disputes must be settled under the laws of one of the
countries coneermed, the paramount gquestion in a dispute 1s: Which law governs? Jurisdie-
tion 15 generally determined in one of three ways: (1) on the basis of junisdictional clauses
included in contracts, (2) on the basis of where a contracl was entered mto, or (3) on the
basis of where the provisions of the contract were performed.

The most clear-cut decision can be made when the contracts or legal documenis sup-
porting a business transaction include a junsdictional clause. A clause similar to the fol-
lowing establishes jurisdiction in the event of disagreements:

That the parties hereby agree that the agreement is made in Oregon, USA, and that any
question regarding this agreement shall be governed by the law of the state of Oregon, USA.

This clause establishes that the laws of the state of Oregon would be invoked should a
dispute arise. If the complamt were brought in the court of another country, it is probable
that the same Oregon laws would govern the decision. Cooperation and a definite desire
o be judicious in foreign legal problems have led to the practice of foreign courts judging
disputes on the basis of the law of another country or state whenever applicable. Thus, af
am injured party from Oregon brings suit in the courts of Mexico against a Mexican over a
contract that included the preceding clause, it would not be unusual for the Mexican courts
to decide on the basis of Oregon law. This tendency assumes, of course, 1t has been recog-
nized that Oregon law prevailed in this dispute, either as a result of the prior agreement by
the parties or on some other basis.

"For a legal and thorough discussion of the plobalization of jurisdiction, see Paul Schiff Berman, “The
Globalization of Jurisdiction,” Universiny of Pennayfvania Law Review, December 2002, p. 3115 Yadong
Luo, "Transactional Characteristics, Institutional Environment, and Joint ¥Venture Contracts,” Jowrnal of
fmternational Business Studies 36, no. 2 (2005), pp. 20930,
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Internationa | Di SpUt e Resolution when things go wrong in a commercial transaction—the buyer

refuses to pay, the product 15 of inferior quality, the shipment arrives late, or any one of the

LO3i mvriad problems that can anse—what recourse does the international marketer have? The
The various methods of first step in any dispute is 1o vy 1o resolve the issue informally, but if that fails, the foreign
dispute resolution marketer must resort (o more resolute action. Such action can take the form ol conciliation,

arbitration, or, as a last resort, litigation. Most international businesspeople prefer a settle-
ment through arbitration rather than by suing a foreign company.

Conciliation Most disputes that arise in commercial transactions are settled informally. When resolution
is not forthcoming however, conciliation can be an important first step in settling a dispute.
Conciliation (also known as mediation) 1s 2 nonbinding agreement between parties to re-
solve disputes by asking a third party to mediate differences. The function of the mediator
is to carcfully listen to cach party and to explore, clarify, and discuss the various practical
options and possibilities for a solution with the intent that the parties will agree on a solu-
tion. Unlike arbitration and litigation, coneiliation sessions are private, and all conferences
between parties and the mediator are confidential; the statements made by the parties may
not be disclosed or used as evidence in any subsequent litigation or arbitration. The track
record for the conciliation process is excellent, with a majority of disputes reaching settle-
ment and leading to the resumption of business between the disputants.

Conciliation is considercd especially effective when resolving disputes with Chinese
busingss partners, because they feel less threatened by conciliation than arbitration. The
Chincse believe that when a dispute oceurs, informal, friendly negotiation should be used
first to solve the problem; if that fails, coneiliation should be tried. In fact, some Chinese
companics may avoid doing business with companies that resort first to arbitration. Con-
ciliation can be cither formal or informal. Both sides agreeing on a third party to mediate
can establish informal conciliation. Formal coneiliation is conducted under the auspices of
some tribunal such as the Beijing Conciliation Center, which assigns one or two concili-
ators to mediate. If an agreement is reached, a conciliation statement based on the signed
agreement is recorded. Although conciliation may be the friendly route to resolving dis-
putes in China, it is not legally binding; thus, an arbitration clause should be included in
all conciliation agreements. Experience has shown that having an arbitration clause in the
conciliation agreement makes it easier to move to arbitration if necessary,

Arbitration If conciliation is not used or an agreement cannot be reached, the next step is arbitration.
When all else fails, arbitration rather than litigation is the preferred method for resolving
international commercial disputes. The usual arbitration procedure is for the parties in-
volved to select a disinterested and informed party or parties as referees to determine the
merits of the case and make a judgment that both parties agree to honor. Although informal
arbitration is workable, most arbitration is conducted under the auspices of one of the more
formal domestic and international arbitration groups organized specifically to facilitate
the resolution of commercial disputes. These groups have formal rules for the process and
experienced arbitrators to assist. In most countrics, decisions reached in formal arbitration
are enforceable under the law.

The popularity of arbitration has led to a proliferation of arbitral centers established by
countries, organizations, and institutions, All have adopted standardized rules and proce-
dures to administer cases, and each has its strengths and weaknesses. Some of the more
active are the following:

* The Inter-American Commercial Arbitration Commission

* The Canadian-American Commercial Arbitration Commission (for disputes between
Canadian and LS. businesses)

* The London Court of Arbitration (decisions are enforceable under English law and
English courts)

* The American Arbitration Association {www.adrorg)

* The International Chamber of Commerce (www.icowho.org’; select Arbitration)
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CROSSING BORDERS 7.1

Anheuser-Busch (AB) launched a massive public
relations program in the small Czech tawn of Ceské
Budéjovice, where a local brewery produces "Budweiser
Budvar." AnheuserBusch pranted trees along main
avenues, DFIEHEEI a new cultural eenter offering free
English courses to citizens and management advice to
budding entrepreneurs, and ran newspaper ads touting
the FJossihi“l.je:; of future cooperalian.
Anheuser-Busch's goal was to win support for a
minority stake in the Czech state-owned brewery,
Budéjovicky Budvar NP, when the gavernmenl
privatized it. So why was AB interested in a brawery
whase annual production of 500,000 barrels is the
equivalent of two days’ output for AB?
Part ownership is critically important to Anheuser
Buseh for twe reasans. [Uis in search of new markets
in Europe, and it wants to be able to market the
Budweiser brand in Europe. 5o what's the connection?
AB deesn't have the rights te use the Budweiser brand
in Europe because Budgjovicky Budvar N.P. owns it. Its
public relations plan didn't work because many Czechs
ses Budvar as the "family silver." Althaugh the Czech
pritne minister asked publicly for American investors to
put monhey into the Czech Republic, Czech Budweiser
was not on the government's privatization list. "l believe
in the strength of American investars, but | do not
believe in the quality of American beer,”
Anheuser-Buseh established the name Budweizer in
the United States when Gerrman immigrants founded the
5t Leuis family brewery and began selling under the
Budwaiser brand in 1876, 19 years befare the Czech
brewery opened. The Czechs claim they have been using
the narme since before Coalumbus discovered the New
Warldl and that Budweiser refers to Budwis, the ariginal
name of the city where Budvar is |ocated. That js the
naime commaonly referred to beer brewed in that area
hurdreds of years before AB started brewing Budweiser.
The Anheuser-Busch Company markets Budweiser
brand beer in North America, but in Europe, it markets
Buseh brand beer, because the Czachs have the rights ta
the use of the narme Budweiser. Diplomacy and public re-
lations didn't work, so what next? The parties have each
ather tied up in legal wrangling over whe has the rights
to the Budweiser name and to darivations of it, such as
Bud. More than 40 lawsuits and 40 administrative cases
are pending acrass Europe. Because US. law protects
Anheuser-Busch's rights to the Budweizer label in the
United Statas, the Czechs sel| their beer as "Czechvar.”
The Czech brawery axports ta 37 countries, mainly
in Europe, and AB has sales in more than 70 countries
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around the warld. Anheuser-Busch sought a court arder
to have the Czech company's products taken off the
shelves in Hang Kong, wen a ruling in Hungary, and has
launched similar lawsuits in the United Kingdom and the
United States. AB said the Czech brewery had imported
and sold beer in the United States labeled "Budweiser

Budvar® in the state of Maryland. |t also says the Czech
brewery is mirmicking its name ta canfuse beer drinkers
and cash in on the U.5. company's success.

The Czech gavarnment patitioned the WTO ta grant
beer ragions the same kind of labaling protection that
it gives to wine regions. Just as sparkling wines made
in the Champagne region of France are the only ones
legally entitled to call themszelves champagne, it would
mean that only beers brewed in Ceské Budéjovice
could call themsalves Budweiser and anly those brawed
in Pilzan, another Czech town, could claim ta ba Pilsner
It seems unlikely that this request will win approval,
because Pilsmer has becoame a generie designation far
a style of beer, and unlike the grapes that come from
Champagne, the malt and the hops that go into its beer
do not come exclusively from Ceské Budéjovice.

The legal battle for the exclusive right to use the
brand names Bud and Budweaiser has spread world-
wide. So far, this tactic hasn't worked too well either.
Britain's high court allowed both companies to use the
narnes Bud and Budweiser, whereas Switzerland's high-
est court banned Anheuser-Busch from selliing beer
under the Bud nama.

We all knew that the proaf of whe's best is in the
tasting, right? Both lagers have legions of fans. The U.5.
varsion lives up to its old slogan of "king of beers,” at
least as far as sales go: It's the top-zalling beer in the
world. The Czech version—nicknamed the "beer of
kings" because it comes from a town that once brewed
for royalty—has large followings in Germany and other
parts of Europe. So the 5t Louis Post-Dispatch hosted
a blind taste test to determine which beer is better—
Budvar won, And, most recently the Europeans have
won another battle: [n 2009, Anheuser-Busch agreed to
merge with InBev, with its global headquarters now in
Leuwven, Belgium.

Visit the Budvar Welb site [werw blUdvar cz) for the
history of Budvar and a tour of the plant.

Seurces; A1 Stamborski, “Battle of the Buds: Taste Testers Say That
Buelvar |3 Bettar,” St Lows Past-Dspateh, Movember 28, 1999, p E1,
“Prime Minister Says Budvar Will Stay Crech,” Modemn Brewery,
March 2000, Gregory Caneslada, “Crech Brawery Retaing Right 1o Use
‘Budweisar' and "Bud’ Trademarks,” 5t Lowis Post-Drispateh, February
17, 2003; Kt v AB-|nk i, 2000,
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The procedures used by formal arbitration organizations are similar. Arbitration under
the rules of the International Chamber of Commerce (ICC) affords an excellent example
of how most organizations operate. When an initial request for arbitration is received,
the chamber first attempts conciliation between the disputants. If this fails, the process
of arbilration is started. The plaintiff’ and the defendant select one person cach from
among acceplable arbitrators to defend their case, and the 1CC Court of Arbitration ap-
points a third member, generally chosen from a list of distinguished lawyers, jurists, and
professors.

The history of ICC effectiveness m arbitration has been spectacular. An example of a
case that involved arbitration by the ICC concerned a contract between an English business
and a Japancse manufacturer. The English business agreed to buy 100,000 plastic dolls
for 80 cents cach. On the strength of the contract, the English business sold the entire lot
at $1.40 per doll. Before the dolls were delivered, the Japanese manufacturer had a strike;
the settlement of the strike increased costs, and the English busmess was informed that the
delivery price of the dolls had increased from 80 cents to §1.50 cach. The English business
maintained that the Japanese firm had committed Lo make delivery at 80 cents and should
deliver at that price. Each side was convinced that it was right.

The Japanese, accustomed to code law, fell that the sirike was beyond their control (an
ael of God) and thus complianee with the onginal provisions of the contract was excused.
The English, accustomed 1o common law, did not accept the Japanese reasons for not com-
plying because they considered a strike part of the normal course of doing business and
not an act of God. The dispute could not be settled except through arbitration or litigation;
they chose arbitration. The 1CC appointed an arbitrator who heard both sides and ruled that
the two parties would share proportionately in the loss. Both parties were satisfied with the
arbitration decision, and costly hitigation was avoided. Most arbitration is successful, but
success depends on the willingness of both partics to accept the arbitrator’s rulings.

Contracts and other legal documents should include clauses specifying the use of arbi-
tration to seltle disputes. Unless 4 provision for arbitration of any dispute is incorporated as
part of & contract. the likelihood of securing agreement for arbitration afler a dispute arises
is reduced. A typical arbitration clause is as follows:

Any controversy or claim arising out of or relating to this contract shall be determined by
arbitration in accordance with the International Arbitration Rules of the American Arbitration
Association.

Including the number of arbitrators, the place of arbitration (city and/or country), and the
language of the arbitration in the clause is also useful.”

Although an arbitration clause in a contract can avert problems, sometimes enforcing ar-
bitration agreements can be difficult. Arbitration clauses require agreement on (Wo counts:
(1) The parties agree to arbitrate in the case of a dispute according to the rules and proce-
dures of somge arbitration tribunal and (2) they agree to abide by the awards resulting from
the arbitration, Difficulty arises when the partics to a contract fail to honor the agreements.
Companies may refuse to name arbitrators, refuse to arbitrate, or, afier arbitration awards
are made, refuse o honor the award. In most countrics, arbitration clauses are recognized
by the courts and are enforceable by law within those countries. More than 120 coun-
trics have ratified the Convention on the Recognition and Enforcement of Foreign Arbitral
Awards, also known as the New York Convention, which binds them to uphold foreign
arbitration awards. Under the New York Convention, the courts of the signatory countries
automatically uphold forcign arbitral awards issued in member countrics. In addition to
the New York Convention, the United States is a signatory of the Inter-American Conven-
tion on International Arbitration, to which many Latin Amerncan countries are party. The
United States is also party to a number of bilateral agreements containing clauses providing
for enforcement of arbitral awards. When all clse fails, the final step to solve a dispute 1s
litigation.

*The American Arbitration Association, wwwiccwhboorg (select Arbitration ).
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Litigation Lawsuits in public courts are avoided for many reasons. Most observers of lawsuits be-
tween citizens of different countries believe that almost all victories are spurious because
the cost, frustrating delays, and extended aggravation that these cases produce are more op-
pressive by far than any matter of comparable size. In India, for instance, there is a backlog
of more than three million cases, and litigating a breach of contract between private parties
can take a decade or more. The best advice is to seck a settlement, if possible, rather than
sue. Other deterrents to litigatien are the following:

« Fear of creating a poor image and damaging public relations.

* Fear of unfair treatment in a foreign court. (Fear that a lawsuit can result in unfair
treatment, perhaps intentionally, is justifiable, because the decision could be made by
cither a jury or a judge not well versed in trade problems and the intricacies of inter-
national business transactions. )

= Difficulty in collecting a judgment that may otherwise have been cellected in a mu-
tually agreed settlement through arbitration.

* The relatively high cost and time required when bringing legal action. The Rheem
Manutacturing Company, a billion-dollar manufacturer of heating and air condition-
ing systems, estimates that by using arbitration over litigation, it has reduced the
time and cost of commercial-dispute resolution by half.

+ Loss of confidentiality. Unlike arbitration and conciliation proceedings, which are
confidential, litigation is public.

One authority suggests that the settlement of every dispute should follow four steps:
First, try to placate the injured party; if this does not work, conciliate, arbitrate, and, finally,
litigate. The final step is typically taken only when all other methods fail. Furthermore, in
some cases, problem-solving approaches may be warranted within the context of even liti-
gated disputes.' This approach is probably wise whether one is involved in an international
dispute or a domestic one.

Protection of Intellectual Property Rights: A Special Problem companies

spend millions of dollars establishing brand names or trademarks to symbolize quality

LO4 and design a host of other product features meant to entice customers to buy their brands
The unique problems of to the exclusion of all others. Millions more are spent on research to develop products,
protecting intellectual processes, designs, and formulas that provide companies with advantages over their com-
property rights petitors. Such mtellectual or industrial properties are among the more valuable assets a
internationally company may possess. Brand names such as Kodak, Coca-Cola, and Gueet; processes such

as xerography: and computer software are invaluable. One finaneial group estimated that
the Marlboro brand had a value of £33 billion, Kellogg's $9 hillion, Microsoft $9.8 hil-
lion, and Levi's §5 billion: all have experienced infringement of their intellectual property
rights. Normally, property rights can be legally protected to prevent other companies from
infringing on such assets. Companies must, however. keep a constant vigil against piracy
and counterfeiting. Moreover, with inereasing frequency, companies are developing new
technologies to prevent piracy. but counterfeiters are relentless in their eriticism of and
technological attacks on even the most sophisticated security measures.'!

Cnunterfeiting and Counterfeit and pirated goods come from a wide range of industries—apparel, automo-
Piracy tive parts, agricultural chemicals, pharmaceuticals, books (ves, even management books
such as the one you are reading right now),"* records, films, computer software, mobile

"Chang Zhang, David A Griffith, and 8. Tamer Cavusgil, “The Litigated Dissolution of International
Dvistribution Relationships: A Process Framework and Propositions,” Jowenal of Idernaional Marketing
14, no, 2 {2006), pp. B5-115.

"Eric Schine, “Faking out the Fakers,” Business Week, Tune 4, 2007, pp. 75-79; Ethan Smith. “Napster
Format Shift Would Enable More Plavers,” The Wall Street Jowrnal, January 7. 2008, p. B2,

“Don Lee, “Ripping O Good Reads in Ching,” Los Angeles Times, April 24, 2005, pp. CL, C10,
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Highest Piracy Rates Lowest Piracy Rates
Georgia 95% United States 20%
Zimbabwe 92 Japan 21
Bangladesh N Luxembourg 21
Maldova b MNew Zealand 22
Arrnenia 20 Australia 25

Narnen Q0 Austria 25
Sni Lanka 89 Belgium 25
Azerbaijan 88 Finland 25
Litwya 88 Swaden 25
Belarus 87 Switzerland 25
Venezuela B7 Denmark 26
Indonesia 86 United Kingdam 27
Vietnam as Germany 28
Ukraine 85 Metherlands 28
Iragy 85 Canada 29
Pakistan 84 Merway 29
Algeria 84 Israel 33
Cameraon 83 Ireland 35
Migeria 83 Singapore 35
Paraguay 82 South Africa 35

phones,' baby formula, auto parts, and even cars themselves." Estimates are that more
than 10 million fake Swiss timepieces carrying famous brand names such as Cartier and
Rolex are seld every vear, netting illegal profits of at least 3300 million. Although dif-
ficult to pinpoint, lost sales from the unauthorized use of U.S, patents, trademarks, and
copyrights amount to more than $300 billion annually. That translates into more than two
million lost jobs. Software, music, and movies are especially attractive targets for pirates
because they are costly to develop but cheap to reproduce and distribute over the Inter-
net. Pirated CD music sales are estimated to exceed $5 billion annually and are growing
at 6 percent per yvear. And unauthorized U.S. software that sells for $300 in this country
can be purchased for less than £10 in East Asia. The Business Software Alliance, a trade
group, estimates that software companies lost over $16.5 billion in the Asia-Pacific region,
5164 billion in Eurepe, and $9.4 billion in North America in 2009 Judging from the press
om the topic, one might conclude that China is the biggest piracy problem. However, China
has moved fast off the list of 20 worst piracy rates, according to Exhibit 7.2. At this writ-
ing, it ranks #27 and piracy has fallen to 79 percent, down from 92 percent just a few
years earlier. Moreover, the dollars lost in the Unites States because of software piracy are
the most in the world at $%.4 billion, with China coming in a close second at £7.6 billion.
China’s progress is due primarily to education programs, enforcement, and Microsoft's
historic agreement with Lenovo. We also note that other populous nations have made
major progress in reducing software piracy {e.g., Russia down | |, Brazil down [0, Japan
and Vietnam both down 7 percent, India down |1 percent) between 2004 and 20119
Recent research implies that for companies like Microsoft, some level of piracy actually
can serve the company. It can be seen as a kind of product tial that ultimately builds com-
mitment. As updated versions of products become available, purchases may actually follow,
Particularly as countries such as China begin to enforce WTO statutes on piracy, customers
conditionad on pirated goods may indead be willing and able to pay for the new versions.

""Talk Is Cheap,” The Economizi, November 21, 2009, p, 68

Hiark Landler, *"Germans See Imitation m Chinese Cars,” The New Fork Tiores, September 12, 2007, p. B3,
BSixth Anwial B5A and I Global Software Pivacy Study (Washington, DO Business Software Alliance,
2009, hiep:www baao Howard W, French, “China Media Battle Hints at Shifi on
[ntelleciual Property.” The New York Tinres, January 6, 2007, p. A3; Bruce Einhom and Steve Hamm, “A
Big Windows Cleanup, Ching Is Discovering that Tt Pays to Sell PCs that Contain Legitimate Microsofi
Software” Businesy Week, Tune 4, 2007, p. 80,
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Although counterfeit CDs, toys, and similar products cost companies billions of dol-
lars in lost revenue and have the potential of damaging the product’s brand image. the
counterfeiting of pharmaccuticals can do serious physical harm. In Colombia, investiga-
tors found an illegal operation making more than 20,000 counterfeit tablets a day of the
Nu drug Dristan, a generic aspinin known as Dolex, and Ponstan 500, a popular painkiller
made by Plizer. The counterfeited pills contained boric acid, cement, floor wax, taleum
powder, and yellow paint with high lead levels, all used to replicate the genuine medica-
lions” appearance.

Counterfeit drugs range from copics that have the same efficacy as the original to those
with few or no active ingredients to those made of harmful substances. A pharmaceutical
manufacturers’ association estimates thal 2 percent of the 5327 billion worth of drugs sold
cach year are counterfeil, or about $6 billion worth. In some African and Latin American na-
tions, as much as 60 percent are counterfeit. The World Health Organization thinks 8 percent
of the bulk drugs imported into the United States are counterfeil, unapproved, or substandard.

Another problem is collusion between the contract manufacturer and illegitimate sellers.
In China, exact copies of New Balance shoes were fabricated by contract manufacturers
who were New Balance supplicrs. They flooded the market with genuine shoes that were
sold for as little as $20. Unilever discovered that one of its supplicrs in Shanghai made ex-
cess cases of soap, which were sold direetly to retailers. One of Procter & Gamble's Chinese
suppliers sold emply P&G shampoo bottles to another company, which filled them with
counterfeit shampoo. Counterfeiting and piracy of intellectual property constitute outright
theft. but the possibility of legally losing the rights to intellectual property because of in-
adequate protection of property rights and/or a country’s legal structure is another matter.

Finally, it should be mentioned that some critics argue that MNCs have pushed the eur-
rent intellectual property regime too far in favor of the firms, particularly with the most
recent WTO TRIPS Agreement, to be discussed in more detail subsequently.'® The crities
suggest that the so-called tight rein the firms hold on the production of intellectual property
has actually served to limit ercativity and the associated benefits to the people that the intel-
lectual property (IP) laws are intended to serve. Such arguments pitch antitrust laws against
IP laws. The argument goes on.

Inadequate The failure to protect mtellectual property rights adequalely in the world marketplace can
Protection !lead tothe legal loss of rights in potentially profitable markets. Because patents, processes,
trademarks, and copyrights are valuable in all countries, some companies have found their
asscls appropriated and profitably exploited in foreign countrics without license or reim-
bursement.”” Furthermore, they often learn that not only are other firms producing and
selling their products or using their trademarks, but the foreign companies are the rightful

owners in the countries where they operate.

There have been many cases in which companies have legally lost the rights 1o trade-
marks and have had to buy back these rights or pay rovalties for their use. The problems of
inadequate protective measures taken by the owners of valuable assets stem from a varicty
of causes. One of the more {requent errors is assuming that because the company has es-
tablished rights in the United States, they will be protected around the world or that rightful
ownership can be established should the need arse. This assumption was the case with
MeDonald's in Japan, where enterprising Japanese registered its golden arches rademark.
Cinly after a lengthy and costly legal action with a trip to the Japanese Supreme Courl was
MeDonalds able to regain the exclusive right to use the rademark in Japan. Afier having
o “buy™ its ademark for an undisclosed amount, McDonald’s maintains a very active
program o protect its trademarks.

"Susan Sell, Power and ldeas, North-South Politfcs of Tnrellectual Properiy and Anvieust (Albany: Siate
Unversity of New York Press, 1998): Susan Sell, Inteliectual Property Rights: A Crisical History (Boulder,
0 Lynne Rienners Publishers, 20060).

"John Hagedoomn, Danielle Cloodt, and Hans van Kranenburg, “Intellectual Property Rights and the
Governance of International R&D Parmerships” Jowrna! of Dwernational Business Snefies 36, no, 2
(2005), pp. 156-T4.
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Similarly, a South Korcan company legally used the Coach brand on handbags and
lcather goods. The company registered the Coach trademark first and has the legal fght to
use that mark in Korca. The result is that a Coach-branded bricfcase that is virtually identi-
cal to the US. product can be purchased for §135 in South Korea versus $320 in the United
States. A ULS. attorney who practices with a South Korean firm noted that he has seen sev-
cral instances in which a foreign company will come to Korea and naively start negotiating
with a Korean company for distribution or licensing agreements, only to have the Korean
company register the trademark i ils own name. Later, the Korean company will use that
registration as leverage in negoliations or, if the negotiations fall apart, scll the trademark
back to the company. Many businesses fail o take proper steps o legally protect thewr intel-
lectual property. They fail to understand that some countries do not follow the common-law
principle that ownership is established by prior use or to realize that registration and legal
ownership in one country does not necessarily mean ownership in another,

Prior Use versus In the United States, a common-law country, ownership of IP rights is established by prior
Eegistratian use—whoever can establish first use is typically considered the rightful owner. In many
code-law countries, however, ownership is established by registration rather than by prior
use—the first to register a trademark or other property right is considered the rightful
owner. For example, a trademark in Jordan belongs to whoever registers it first in Jordan.
Thus you can find “McDonald’s” restaurants, “Microsoft” software, and “Safeway™ grocer-
ies all legally belonging to Jordanians. After a lengthy court battle that went to the Spanish
Supreme Court, Nike lost its right to use the “Nike” brand name for sports apparel in Spain.
Cidesport of Spain had been using Nike for sports apparel since 1932 and sued to block
Mike (LLS.) sportswear sales. Because Cidesport does not sell shoes under the Nike label,
Mike (115.) will be able to continue selling its brand of sports shoes in Spain. A company
that believes it can always establish ownership in another country by proving it used the
trademark or brand name first is wrong and risks the loss of these assets.

Besides the first-to-register issue, companies may encounter other problems with regis-
tering. China has improved intellectual property rights protection substantially and gener-
ally recognizes “first to invent.” However, a Chinese company can capture the patent for
a product invented elsewhere; it needs only to reverse-engineer or reproduce the product
from published specifications and register it in China before the original inventor. Latvia
and Lithuania permit duplicate registration of trademarks and brand names. A cosmetics
maker registered Nivea and Niveja cosmetics brands in the former Soviet Union in 1986
and again in Latvia in 1992, but a Latvian firm had registered and had been selling a skin
cream called MNiveja since |964. Neither the Soviet nor the Latvian authorities notified
either firm. Applicants are responsible for informing themselves about similar trademarks
that are already registered. The case is being taken to the Supreme Court of Latvia. Tt is
best to protect IP rights through registration. Several international conventions provide for
simultaneous registration in member countries.

i any ¢ ries icipate in international conventions designed fi al recognition ar
International Many countries participate in international conventions designed for mutual recognition and
Conventions pProtection of intellectual property rights. There are three major international conventions:

I. The Paris Convention for the Protection of [ndustrial Property, commonly referred
to as the Paris Convention, includes the United States and 100 other countries,

I

. The Inter-American Convention includes most of the Latin American nations and
the United States,

3. The Madrid Arrangement, which established the Burean for International Registra-
tion of Trademarks, includes 26 European countries,

In addition, the World Intellectual Property Organization {WIPO) of the United Nations
is responsible for the promotion of the protection of intellectual property and for the admin-
istration of the varions multilateral treaties through cooperation among its member states, "

"Wisit hipewwwowipo.orz, the home page of the WIPO, for detatled information on the various
conventions and the activities of WIPO.
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Furthermore, two multicountry patent arrangements have streamlimed patent procedures
Europe. The first, the Patent Cooperation Treaty (PCT), facilitates the process for applica-
tion for patents among ils member countrics. It provides comprehensive coverage, in that a
single application filed in the United States supplies the interested party with an international
search report on other patents (o help evaluate whether or not to seek protection m each of the
countrics cooperating under the PCT. The second, the European Patent Convention (EPC),
established a regional patent system allowing any nationality to file a single mternational ap-
plication for a European patent. Companics have a choice between relying on national systems
when they want to protect a trademark or patent in just a few member countries and applying
for protection in all 27 member states. Trademark protection is valid for 10 years and is renew-
able: however, if the mark is not used within 5 years, protection is forfeited. Onee the patent
or trademark is approved. 1t has the same effect as a national patent or trademark in each indi-
vidual country designated on the application,

The Trade-Related Aspects of Intellectual Property Rights (TRIPs) agreement, a major
provision of the World Trade Organization. 15 the most comprehensive multilateral agree-
ment on intellectual property to date. TRIPs sets standards of protection for a full range
of intellectual property rights that are embodied in current international agreements. The
three main provisions of the TRIPs agreement required that participating members be m
compliance with minimum standards of protection by 2006, set procedures and remedies
for the enforcement of TP rights, and made disputes between WTO members with respect
to TRIPs obligations subject to the WTO s dispute settlement procedures.”

Once a trademark, patent, or other intellectual property right is registered, most countries
require that these rights be used and properly policed. The United States is one of the few
countries in which an individual can hold a patent without the patented entity being manu-
factured and sold throughout the duration of the patent period. Other countries feel that in
exchange for the monopoly provided by a patent, the holder must share the produet with the
eitizens of the country. Henee, if patents are not produced within a specified period, usually
from one to five years (the average is three vears), the patent reverls to public domain.

This rule 1s also true for trademarks; products bearing the registered mark must be
sold within the country, or the company may forfeit its right to a particular trademark.
McDonald’s faced that problem in Venezuela. Even though the McDonald’s trademark was
properly registered in that code-law country, the company did not use it for more than two
years. Under Veneruelan law, a trademark must be used within two years or it is lost. Thus,
a Veneruelan-owned “Mr. McDonalds.” with accompanying golden arches, 1s operating
in Venezuela, The US. MeDonalds Corporation faces a potentially costly legal battle if it
decides to challenge the Venezuelan company.

Individual countries expect companies to actively police their intellectual property by
bringing violators to court. Policing can be a difficult task, with success depending in large
measure on the cooperation of the country within which the infringement or piracy lakes
place. A lack ol cooperation in some countries may stem from cultural differences regard-
ing how micllectual property is viewed. In the Unmited States, the goal of protection of 1P
15 lo encourage invention and o protect and reward innovative businesses. In Korea, the
attitude is that the thoughts of one person should benefit all. In Japan, the intent is to share
technology rather than protect it; an invention should serve a larger, national goal, with the
rapid spread of technology among competitors in a manner that promotes cooperation. In
light of such attitudes, the lack of enthusiasm toward protecting intellectual property can
be better understood. The United States is a strong advocate of protection, and at U.S, in-
sistence, many countries are becoming more cooperative about policing cases of infringe-
ment and piracy. After decades of debate, European Union ministers agreed on a common
continentwide system for patented mventions. Instead of being forced to submit an applica-
tion in all EU countries” languages, inventors can submit only one, in English, French, or
German. Finally, as the legal system evolves in China, authorities there have now begun
enforcing local companices” patents at the expense of foreign firms, ™

"For o discussion of TRIPs, visit hitp:Swww wieoorg and select Intellectual Property.
“Battle of Ideas.” The Economist, April 25, 2009, p. 68
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The traditional, but relatively feeble, remedies for American companies operating in coun-
trics such as China are several: (1) prevention, that is, engage local representation and
diligently register IP with the appropriate agencies; (2) pursue ncgotiation and alternative
dispute resolution; (3) complain to the Chinese authorities; and (4) complain to the U8
government and World Trade Organization (WTO). Beyond these traditional strategies,
research is now being conducted to better understand consumers” motivations with respect

"l.orenzo Munoz and Jon Healey, “Students Do Mat Share Gronzales” View on Piracy,”
Apnl 29, 2005, pp. C1, C%,

“N. Mark Lam and John L. Grabam, Ofina Now,
(Mew York: MeGrow-Hill, 2007 ).

“Amelia Gentleman, “Battle Pits Patent Rights against Low-Cost Genenie Drugs.” The New Fork Times,
January 30, 2007, p. C5; “Clinton, Drug Companies Strike Deal to Lower AIDS Drug Prices,” The Wall
Srveer Journal, ."rTi,!f.- ® 2007

Los Angeley Times,

{.i'.u].":;: Business (n the Wordd 3 Masr D_w.l.'.'u.-.'c Marker

“lohn E. Cook and Reger Bate, "FPharmaceuticals and the Worldwide HIV Epidenue: Can a Stakeholder
Maodel Work?™ Jowrnal of Public Policy & Marketing 23, no. 2 (2004), pp. 140-52.
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to counterfeit brands.” and creative thinkers of enterprise have come up with several new
ideas that we briefly describe next.

Microsoft. Bill Gatess negoliation strategy with Chimese soltware pirales demon-
strales his guile, prescience, and patience. He aceidentally revealed his strategy in 1998 m
an mmterview al the University of Washmgton:

Aldthough about 3 million computers get sold every year in China. people don’t pay for the
software. Someday they will, though. And as long as they're going to steal it we want them
1o steal ours. They'll get sort of addicted. and then we’ll somehow figure out how o callect
something in the nexi decade.

Well, it didn't take a decade for this marketing/product trial approach to work. On April 18,
2006, one day ahead of Chinese President Hu Jintao’s arrival in Redmond, Washington, for
dinner at Gates's home and on his way to a meeting with President George W. Bush, Gates
inked a deal with Lenovo for §1.2 billion of software to be included in the Chinese firm’s
computers.

Philips. One of the originators of “open innovation™ is Philips Rescarch in the Nether-
lands. Thirty years ago, it pioncered the concept of partnering®” to develop and market new
ideas. Open innovation for Philips also means that it buys ideas from R&D pariners and
sclls ideas to marketing partners, rather than developing and marketing only its own ideas.
One project exemplifies its mnovative approach to developing and protecting intellectual
property in China. The PHENIX Initiative was a commereial, industrial, and R&D project
to develop mobile interactive digital services for the 2008 Olympics. Led by France Tele-
com, it involved financing and technology contributions from both European and Chinese
corporations and governmental organizations.

Although many American firms have established design and R&D centers in China al-
ready. U.S. government restrictions on high-tech export and American executives” competi-
tive angst prevent associations such as the PHENTX Initiative for ULS. firms in China. Thus,
our arm’s-length relationships in China limit both the amount of technology we develop
and the degree of protection afforded it compared with European and Asian competitors.
Mareover, our pleas for the Chinese government to “protect owr intellectual property™
sound exploitative to both the authoritics and the public there.

Warner Bros. Finally, we suggest an excellent way for IP-rich firms to make money
in China currently and in the near future, using the oldest pricing strategy of all: Charge
what the market will bear. Even with the reluctant help of the Chinese authorities in en-
forcing the WTO/TRIPs agreement, Chinese consumers will continue the creative copying
of foreign intellectual property until they are charged what they perceive as “reasonable”
prices. Indeed, we applaud the recent heroic, albeit controversial, marketing strategies of
Warner Bros, in China, which nearly halved the prices of its DVDs o 51,88 and distributed
the products within days of their release in theaters——earlier than anywhere clse in the
world.

This pricing approach s quite consistent with one we have long advocated. namely,
adjusting prices on the basis of the comparative income levels in developing countries.
That is, a fair price (from the Chinese point of view) would take into account the income
and purchasing power differentials between consumers in the United States and China, For
example, circa 2007, the ratio between US, and Chinese GDP per capita al purchase price
parity was approximately $40,000 10 $6,5300. Adjusting the current US, price of about $10
for a DVD on Amazon.com, a “reasonable” price to charge in China would be about $1.50,
And we particularly appreciate the tactical nuance of adding the 5.38 to achieve the very
lucky price the Warmner Bros. marketers are both charging and getting in China—$1.88!

“Reith Wilcox, Hveong Min Kim, and Sankar Sen, “Why Do Consumers Buy Counterfeit Brands?”
Jowrnal of Marketing Research 46, no. 2 (2009), pp. 247-549.

*See Lam and Graham, Ching Now, for more details.
What's Mine [s Yours.”" The Economist, Muay 30, 2000 p. B
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Warner Bros. is also trying to create a market for high-quahity DVD rentals in a partner-
ship with Union Voole Technology in China. Inexpensive video-on-demand systems price
the multi-view rentals at less than 81 and deliver via the Internet.®

Cyberlaw: Unresolved Issues The internet is by ils nature a global enterprise for which no political
or national boundaries exist. Although this global reach is its strength, it also creates prob-

LO& e ; ;
o lems when existing laws do not clearly address the unigueness of the Internet and its related
The many issues of activities. Existing law is vague or does not completely cover such issues as gambling, the
avolving cyberlaw protection of domain names, taxes, jurisdiction in cross-border transactions, contractual

issues, piracy™ (as discussed in the last section), and censorship. The very public dispute
between Google and the government of China during 2010 is an important example of the
last issue.™ The European Union, the United States, and many other countries are drafting
legislation to address the myriad legal questions not clearly addressed by current law. But
until these laws apply worldwide, companies will have to rely on individual-country laws,
which may or may not provide protection.” When vou add together the unprecedented
dvnamism of the cvber industry to a Aedgling legal system as in China, vou end up with
a rather wild regulatory environment. China is currently trying to monitor and censor text
messaging.” But perhaps the most interesting battle brewing in the Chinese bureaucracy is
over which ministry will regulate the online version of World of Warerafi, the most popular
such game in the country,” The General Administration of Press and Publication and the
Ministry of Culture are the two combatants in this interesting game, and it’s a certainty that
Blizzard Entertainment hopes they do not reach an agreement to share the control over the
Chinese operations of the company.

Domain Names and  Unfortunately, the ease with which Web names can be registered and the low cost of regis-
Cybersquatters fering has led to thousands being registered. Cybersquatters (C5Qs) buy and register de-
scriptive nouns, geographic names, names of ethnic groups and pharmaceutical substances,
and other similar descriptors and hold them until they can be sold at an inflated price. For
example, a cybersquatter sold “www ithemorigage com™ for $500,000; the record price paid
s0 far is $7.5 million for the domain name “www.business.com,” If a cybersquatter has

registered a generic domain name that a company wants, the only recourse is to buy it

Another ploy of CSQs is to register familiar names and known trademarks that divert
traffic from intended destinations ot to sell competing products. eBay, the worlds largest
online auction house, was embroiled in a dispute with an entrepreneur in Nova Scotia who
registered “www.ehav.ca,” thus forcing the US. company to use “www.ca.ebay.com™ for
its newly launched Canadian Web site until it was successful in regaining the use of “www
ehay.ca™ both Web addresses now go to the same site.

Cybersquatters register a well-known brand or trademark that misdirects a person to the
C50)' site or to a competing company s site. For example, an adult entertainment Web site
registered “www candyland.com.” Hasbro, the tov company, markets a game for children
called “Candy Land.” Disturbed by the thought that customers might end up at an adult enter-
tainment site, Hasbro wanted to have the site vacated. It had the option of suing to have it re-
moved or buying the domain name. Hasbro elected to sue, and though the adult Web site was
not directly infringing on its trademark. the courts deemed it to be damaging to the reputation
of Hasbro and its children’s game. The Web address now takes vou directly to a Hasbro site.

“Dawn C. Chmiclewsky, “Warner Takes New Toack agunst Firacy.” Los Angeles Times, November 4, 2008,
pp. C1,Ch,

FThe Spider and the Web,” The Economizsi, August 29, 2009, p, 49,

““Google and China, Flower for a Funeral,” The Ecomomist, January 16, 2000, pp. 4142,

*efferson CGraham, “File-Sharing Beat Goes On,” US54 foday, June 29, 2005, p, 38

“xharon LaFraniere, “China 1o Scan Text Messages to Spot *Unhealthy Content,”™ The New Fork Times,
January 20, 20110, p. A5,

“Michael Wines, "Online Warfare Prompiz an Offline Clash in China,” The New York Times, Movember 7,
2004, p. A4
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Other cybersqualting abuses that can pose a serious threal
to business mclude parody sites, protest sites. and hate sites.
A pood example is “wwwowalmartsucks.org” a site highly
critical of Walmart. This type of Web site may be difficult 1o
prevent because the right to free speech s protected. The only
defense Walmart might have is to challenge the Web site’s
right to use a trade name to direct someone Lo the site.

It is casy to imagine many situations in which the actions
of companies or mformation posted on a site can lead 1o a law-
suil when Internet content s unlawful i one country but not m
the host country. For example. an American studio that makes
a movie with nude scenes could be prosecuted in a country
thal bans nudity in movics. Not only would the movie studio
be liable, but the Internet service provider could be lable for

Potential customers visit 2 Microsoft booth in Baijing. When material posted on its Web site. Wrilers and publishers could
Chinesz blaggers use Microsoft’s service to post messages and face libel suits in countries with laws restrictive of free speech,
type in such terms as "democracy.” "capitaliem,” “liberty,” or where weak or nonexistent free speech protections are wols to
"human rights," they get a yeliow light and a computer warning mntimidate and censor™ Internet publishers or individual Web
“This message includes forbidden language. Flease delete tha site owners fear they can be sued for defamation from any or
prohibitad expression." Microsoft has agreed to this sort of miany jurisdictions, merely because their articles can be down-
censorship, explaining that it is just following local faws and that loaded amywhere in the world. Lawsuils involving libel, defama-
the company still providas a most useful service to its Chinase tion, and product liability cause companies (o voluntarily restrict
clients. The critics disagras. The argument goes on. their Web sites to selected countries rather than leave themselves

open to legal action. The Internet 1s not a libel-free zone.

Mast country’s courts are mclined to assert jurisdiction over online activity, wherever il
originates, so long as harm is experienced locally and the sense is that the party responsible
either knew or ought 1o have known that the harm was a likely consequence of ils actions.
Mast agree. though, that laws that are expressly designed to apply not just in a single coun-
try but worldwide are necessary to untangle the legal hassles that are oceurring.

OF 100 business leaders polled by the International Chamber of Commerce, more than
ong-third said legal uncerlainty covering Internet operations affected “significant business
decisions” The most immediate impact. according to the ICC, is clear: Many online mer-
chants refuse to sell outside their home countries.

Taxes Another thorny issue in e-commerce coneerns the collection of taxes. A typical tax svstem
relics on knowing where a particular cconomic activity is located. But the Internet enables
individual workers to operate in many different countries while sitting at the same desk.
When taxes should be collected, where they should be collected, and by whom arc all issues
under consideration by countries around the world. In the past, a company was deemed 1o
have a taxable presence in a country i1t had a permanent establishment there. But whether
the existence of a server or a Web site qualifies as such a presence is nol clear. One proposal
that has enthusiastic support from tax authoritics 1s for scrvers o be designated as “virtual
permanent establishments™ and thus subject to local taxes,

To pinpoint when and where a sale takes place in cyberspace 1s difficult. and unless
clusive taxpayers can be pinpointed, any tax may be difficult to colleet. In “brick-and-
maortar” sales, the retailer collects, but when the Internel site 15 in one country and the
customer is in another, who collects? One proposal is o have shipping companics such as
FedEx or credit card companics collect—obviously, neither party is receiving this sugges-
tion enthusiastically.

The EU Commission has announced plans for a directive to force foreign companics to
levy valuc-added tax (VAT) on services delivered via the Internet, television, or radio o
customers in the European Union, Foreign companies with sales via the Internet of over
100,000 (5125000} inside the European Union would have to register in at least one EU

“Mark Magnier and Joseph Menn, “As China Censors the Internet, Money Talks,” Los Angeles Times, June
17, 2005, pp. Al A4
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country and levy VAT at that country’s rate, somewhere between 15 percent and 25 percent.
The tax is justified on the basis of leveling the playing ficld. That is, EU companies have
to charge their EU customers VAT, whereas foreign companies supplying the same service
to the same customers are duty free. However, LLS. companies are protesting, calling the
proposal “e-protectionism.” Although the EU plan is only a proposal now, as the value of
Internel transactions increases, the taxman will sooner or later get his share.” Perhaps the
mast egregions example of strange Internet taxig comes from France. The Mimstry of
Culture there proposed a tax on online advertising revenues, aimed at American firms such
as Google, Microsoft, AOL, Yahoo!, and Facebook, to pay for new subsidies for the French
music, movic, and publishing industries."

Jurisdiction of  As countries realize that existing laws relating to commerce do not always clearly address
Disputes and ‘u’alid‘rty the unigueness of the Internet and its related activities, a body of evberlaw is gradually
being created. Two of the most troubling arcas are determining whose laws will prevail
of Contracts . : : it . !
in legal dispules between parties located in different countries and establishing the con-
tractual validity of clectronic communications. The European Union is having the most
difficulty in reconciling the vast differences in the laws among its member states lo create
a uniform law. For example, a draft regulation debated in Brussels and other European
capitals would have required vendors to comply with 27 different. and sometimes bizarre,
sels of national rules on consumer protection—ranging from dorens of restrictions on ad-
vertising o France's requirement that all contracts must be concluded in French, regardless
of whether businesses intend to sell goods for export to France.

The EU Commission has adopted an e-commerce directive that will permit online retail-
ers to trade by the rules of their home country unless the seller had enticed or approached
the consumer by way of advertising. Then, any legal action s to take place in the con-
sumer’s country of residence. The rationale is that if' a company actively secks customers in
a given country, it ought to be willing to abide by that country’s consumer protection laws.
Whether the direetive will be accepted by all 27 member states is still problematic.

The European Commissien has begun to review the entive regulatory framework for the
technological infrastructure of the information society, The commission is working on vari-
ous pieces of legislation intended to place electronic commerce on an equal footing with
conventional commerce. One of the first steps was to introduce an EU-wide compuler net-
work dubbed EEJ net that provides an casy way to resolve small-scale disputes out of court.
Problems over deliverics, defective products, or products that do not (it their deseription can
be dealt with by a single one-stop national contact point, or clearinghouse, in each member
state. The consumer will be able to find information and support in making a claim to the
out-of-court dispute resolution system in the country where the product supplier is based.

Establishing the validity of contractual law for c-commerce is making substantial prog-
ress also. India, for example, recently passed a law that recognizes c-mail as a valid form
of communication, electronic contracts as legal and enforceable, and digital signatures as
binding. Several countries are preparing, or have passed, legislation similar to the United
Kingdom’s that allows digital signatures (o be used in the creation of online contracts that
are as legally binding as any paper-based original document.

Ccmmercia] Law within Countries When doing business in more than one country, a marketer
must remain alert to the different legal systems, This problem is especially troublesome

LO7 tor the marketer who formulates a common marketing plan to be implemented in several
The legal differences countries, Although differences in languages and customs may be accommodated, legal dif-
between countries and tferences between countries may still present problems for a marketing program

how those differences

can affect internaticnal

rmarketing plans “For a report on o resolution on cross-horder tax 1ssues proposed by the ORCDL see “OECD Launches
Froject on Improving the Resolution of Cross-Border Tax Disputes.” himpwamwoced org, and sefect
Taxation, The OECD proposes a variety of issues related o the Internet, all of which can be found an
this site.

“*Frunce and the Internel. Helicopters at the Ready,” The Economist. January 16, 2000, pp. 6364,
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Marketing Laws  All countries have laws regulating marketing activities in promotion, product development,
labeling, pricing, and channels of distribution. Usnally the discrepancies across markets
cause problems for trade negotiators, particularly for managers and their firms. For ex-
ample, the United States does not allow the buying or selling of human organs,” and it
restricts the use of human stem cells in medical research to develop treatments for a va-
ricty of diseases.™ Other nations have different laws." The ethics of both issues are quite
controversial, and adding an international dimension just complicates things cven more. In
the case of the current international trade in human organs, Europeans can legally travel to
foreign countries for transplants. However, the European Union Parliament is considering
making it a criminal offense to do so. Meanwhile, the U.S. government is considering re-
laxing laws regulating stem cell research as scientists in other nations, unfettered by similar
restrictions, are making important advances in the field.

Some countries may have only a few marketing laws with lax enforcement; others may
have detailed, complicated rules to follow that are stringently enforced. For example, Sweden
banned all television advertising to children in 1991, Greece. Norway, Denmark. Austria, and
the Netherlands all restrict advertising directed at children. Recently, the European Com-
mission threatened to restriet all advertising of soft drinks and snack foods to children, and
PepsiCo volunteered to curb its advertising to kids in response ™ At the same time, the Ameri-
can food industry is arguing against such actions in the United States. It s interesting to note
that the TS, Federal Trade Commission and the sugared food and toy manufacturers went
down a similar path toward restricting advertising to children in the late 19705, The industry
made a few minor concessions at the time but began ignoring previous commitments during
the 19805 All these developments will be interesting to follow as childhood obesity continues
to be a major public health issue in all affluent countries.

There often are vast differences in enforcement and interpretation among countries with
laws that cover the same activities. Laws governing sales promotions in the European Union
offer pood examples of such diversity. In Austria, premium offers, free gifts, or coupons are
considered cash discounts and are prohibited. Premium offers in Finland are allowed with
considerable scope as long as the word free is not used and consumers are not coerced into
buying products. France also regulates premium offers, which are. for all practical purposes,
illegal there becanse selling for less than cost or offering a customer a gift or premium con-
ditional on the purchase of another product is illegal. French law does permit sales twice
a year. in January and August, which can legally last four to six weeks. This event is so
popular that it is advertised on radio and TV, and special police are even required to control
the crowds. One poll indicated that over 40 percent of the French set aside money during
the year for sale time, and 56 percent will spend less money on essentials to buy things on
sale. The good news here is that many of these restrictions on marketing activities are being
softened. Most recently, holiday sales*! and longer store hours® are being allowed in several
European countries. China has relaxed some of its restrictions on direct marketing that par-
ticularly affected companies such as Mary Kay ?

The various product comparison laws, a natural and effective means of expression, are
another major stumbling block. In Germany, comparisons in advertisements are always
subject to the competitor’s right to go to the courts and ask for proof of any implied or
stated superiority. In Canada, the rulings are even more stringent: All claims and statements

"MNaney Scheper-Hughes, “Organs withour Borders,” Foreign Policy, lanuary/February 20035, pp. 26-27
“Robert L. Paarlberg, “The Great Stem Cell Race,” Fareign Policy, May/June 2003, pp. 44-51

“Amelia Gentleman, “Transplant Scheme Prevs on Poor Indians,” Inrernariona) Hevald Teibune, January
30, 2008, p. 2.

A ndrew Ward and Jeremy Grant, “PepsiCo Savs [t Has Curbed Advertising (o Children,” Fimancied Times,
February 28, 2005, hitp:/wara FT.com.

"Cecilie Rohwedder, “Achtung Christmas Shoppers!™ The Hall Street Souwrnad, December 24, 2007,
pp Bl, B2

“Mareus Walker, “Longer Store Hours in Germany,” The Wall Srreer Jonrnal, January 8, 2007, p. A5,
“Katherine Yung, “Mary Kay Sales Plans Get Beijing Blessing.” Dallas Morming News, December 5, 2006,
pp. DL, D7,



Laws regarding haalthcare
marketing diffar substantially
around the world. In Mexico,
prascriptions oftan are not
required for powsarful drugs.

At this farrmacia in the Cancun
airport, tourists can buy the
pictured antibiotic over the
countar at bargain prices. Cuality
is anissua, but availability 1s

not. In the Philippines and other
developing countries, you can
buy yvourselt a kidney on the
black markat—the global prica

is araund 52,000 However, U5
laws prohibit the buying and
selling of human organs. In
South Korea, the government
supports stem cell research that 15
restricted in the Unitad States by
tederal laws.
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musl be examined 1o ensure that any representation to the public is not false or misleading.
Such representation cannot be made verbally in selling or be contained in or on anything
that comes to the attention of the public (such as product labels, inserts in products, or any
other form of advertising, including what may be expressed in a sales letter). Courts have
been directed by Canadian law o take into account, in determining whether a representa-
tion is false or misleading, the “general impression™ conveved by the representation as well
as its literal meaning ™ The courts are expected to apply the “credulous person standard,”
which means that if any reasonable person could possibly misunderstand the representa-
tion, the representation is misleading. In essence, puffery, an acceptable practice in the
United States, could be interpreted in Canada as false and misleading advertising. Thus, a
statement such as “the strongest drive shaft in Canada™ would be judged misleading unless
the advertiser had absolute evidence that the drive shafl was stronger than any other drive
shafl for sale in Canada.

China 15 experimenting with a variety of laws lo control how foreign companies do
business, and some of those experiments have pone well, but some badly. Some regula-
tions are being relaxed, such as those controlling foreign advertising companies. Even so,
censorship of advertising and program content® are constant concerns. Televizsed ads for
“offensive” products such as [eminine hygiene pads, hemorrhoid medications, and even
athlete’s food ointment are not allowed during the three daily mealtimes. The Chinese
authoritics banned a LeBron James Nike TV ad because it “violates regulations that man-
date all advertisements in China should uphold national dignity and interest and respect
the motherland’s culture.™" Apparently LeBron battling a kung fu master isn’l appropriate
in the land of Confucius. Also, magazines have been ordered to usc a direct translation
of the often-obscure name that appears on their license or use no English name at all.
Thus, Cosmopolitan would become “Trends Lady.” Woman ¥ Day would become “Friends
of Health,” and Esguire would become “Trends Man™ The movie Avatar also competed
for Chinese screens with a government-sponsored film about the life of Confucius; at least
temporarily, dvatar was allowed to show only on 3D sercens, thus allowing Confucius the
“appropriate” screen time® A Guns N Roses album was banned in the country for its
objectionable title, Chinese Democracy.™ Such diversity of laws among countries extends
to advertising, pricing, sales agreements, and other commercial activities. Indeed, studies
suggest that governmental policies affect marketing success in a variety of ways™ mcluding
actually forestalling some firms from taking a marketing orientation in their operations. ™

There is some hope that the European Union will soon have a common commiercial
code. One step in that direction is the proposal to harmonize the pan-European regulation
ol promotions based on the conservative laws that cover promotions in Germany, Ausiria,
and Belgium. However, this proposal 1s meeting with strong resistance [rom several groups
because of its complex restrictions.” Meanwhile, others push for even broader-based

“Richard W Pollay, “Conzidering the Evidence, Mo Wonder the Court Endorses Canada'’s Restrictions on
Cigarette Advertising,” Jowrnal of Public Policy & Markering 23, no. | (2004}, pp. B0-8S,

““Bond in Beijing.” The Wall Steeer Jowenal, Tanuary 31, 2007, p. A12: Don Lee and Tim Puzzanghera.
“China Closing Curtuins on LLS. Movies" Los Angeles Times, December 12, 2007, pp. C1, C4; GeolTrey A
Fowler, “Omline-Yideo Firms Brace as China Tightens Rules.” The Wall Sreet Sourne!, January 4, 2008
“CGreofTrey A, Fowler, “China Cracks Diown on Commercials,” The Walf Street Journal, Febroary 19, 2004,
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SEL Sets Cap on TV Ads and Product Placement,” fnterwational Herald Tribune, November 14, 2000,
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harmonization of marketing regulations involving the United States, United
Natiens, and the WTO,

Although the European Union may sometimes appear a beautiful picture
of cconomie cooperation, there is still the reality of dealing with 27 different
countries, cultures, and languages. as well as 27 different legal systems. Even
though some of Germany’s complicated trade laws were revoked in 2000,
groups such as the Center for Combaling Unflair Competition, an industry-
financed organization, continue lo work to maintain the status guo. Belore
the German law was revoked. the Center’s lawyers filed 1,000 lawsuils a year,
poing after, for example, a grocery store that offered discount coupons or a
deli that gave a free cup of coffee to a customer who had already bought 10;
its efforts will surely continue.

Although the goal of full integration and a common commercial code
has not been totally achieved in the European Union, decisions by the
European Court continue to strike down idividual-country laws thal im-
pede competition across borders. In a recent decision, the European Court
ruled that a French cosmetics company could sell its wares by mail in
Germany and advertise them at a markdown from their original prices. a
direet contradiction of German law. As the Single European Market Act is
implemented. many of the legal and trade differences that have existed lor
decades will vanish, Surprisingly enough, standards set by the European
Union for food, software, cars, and other items affect US. product stan-
dards as well. In many cases, the reconciliation of so many different con-
# Greenpeaca protester peers out frem insid=a sumer protection standards that existed in European countries prior to the
plastic rubbish binin Hong Kong, where activists European Union resulted in rules more rigorous than those for many U5,

were calling on the govarnment to develop products. Consequently, many US. products have had to be redesigned to
a comprehensiva recycling industry that thay comply with European standards. For example, Carrier air conditioners
claim wall create 2,000 naw jobs. A study by have been redesigned to comply with European recyeling rules: Micro-
Greenpeace found that only 148 out of 18,200 sofl has modificd contracts with software makers: Internet service provid-
rubbish bins in Hong Kang have waste separation  ers give consumers a wider choice of technologies: and McDonald's has
compartments. |t called on the government ceased including soft plastic toys with 1ts Happy Meals and has withdrawn
to ravamp its current wasts managemant all genetically engineered potatoes from its restaurants worldwide. All this
procadures to facilitata a comprahensive system change is because of the need to reconcile US. standards with those of the
to reduce, recovar, and recycle Eumpc.‘m Union.

Green Marketing Multinational corporations alse face a growing variety of legislation designed to address
Legishtin“ environmental issues, Global concern for the environment extends beyvond indusirial pol-
lution, hazardous waste disposal, and rampant deforestation to include issues that focus
directly on consumer products. Green marketing laws focus on environmentally friendly
products and produet packaging and its effect on sohd waste management.

Germany has passed the most stringent green marketing laws that regulate the manage-
ment and recyeling of packaging waste. The new packaging laws were introduced in three
phases. The first phase required all transport packaging, such as crates, drums, pallets,
and Styrofoam containers, o be accepled back by the manufacturers and distributors for
recyeling. The second phase required manufacturers, distributors, and retailers o aceept
all returned secondary packaging, including corrugated boxes, blister packs, packaging
designed to prevent thell, packaging for vending machine applications, and packaging for
promotional purposes. The third phase requires all retailers, distributors, and manufactur-
ers 1o accepl returned sales packaging, including cans, plastic containers for dairy prod-
ucts, Toil wrapping, Styrofoam packages, and folding cartons such as cereal boxes, The
requirement for retailers to take back sales packaging has been suspended as long as the
voluntary green dot program remains a viable substitute, A green dot on a package identi-
fics manufacturers that have agreed to ensure a regular collection of used packaging materi-
als directly from the consumer’s home or from designated local collection points.

Reclaiming recyclables extends beyond packaging to automobiles. Since 2006, manu-
facturers based in European Union nations must take back any cars they produced that no
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longer have resale value and pay for proper disposal. Similarly, 85 percent of a scrapped
car’s material must be recovered for future use.

Many European countries also have devised schemes Lo identify products that comply
with certain criteria that make them more environmentally friendly than similar prod-
uets. Products that meet these criteria are awarded an “ecolabel” that the manufacturer
can display on packaging to signal to customers thal it 1s an environmentally friendly
product. The European Union is becoming more aggressive in issuing new directives
and in harmonizing ecolabeling and other environmental laws across all member states.
Ecolabeling and EU packaging laws are discussed in more detail in the chapter on con-
sumer products {Chapter 13).%

Foreign Countries’ With the exception of the United States, antitrust laws were either nonexistent or not en-
Antitrust Laws  [orced in most of the world's counlnies for the better part of the twentieth century. However,
the European Union,™ Japan, and many other countries have begun to actively enforee their
antitrust laws. patterned after those in the United States. Antimonopoly, price discrimina-
tiom, supply restrictions, and full-line forcing are arcas in which the European Court of
Justice has deall severe penallies. For example, before Procter & Gamble was allowed to
buy VP-5chickedanz AG, a German hygiene products company, it had to agree to sell off
ong ol the German company's divisions that produced Camelia, a brand of sanitary napkins.
Because P&G already marketed a brand of sanitary napkins in Euwrope, the commission
was concerned that allowing P&G to keep Camehia would give the company 4 controlling
60 percent of the German sanitary products market and 81 percent of Spain’s. More recently,
the European Union fined Intel 51.45 billion for monopolistic abuses in its marketing
Europe. In addition, the firm must make mandated adjustments in its marketing practices
and operations. ™
The United States also intervenes when non-ULS. companies altempl to acquire Amer-
can companies. MNestlés proposed 52,8 billion acquisition of Drever’s Grand Tee Cream
hit a roadblock as ULS. antitrust oflicials opposed the deal on grounds that it would lead to
less competition and higher prices for gourmet ice cream in the United States. At times,
companies are subject o antitrust charges in more than one country. Microsoft had a partial
victory against antitrust charges brought in the United States, only to face similar anticom-
petitive charges against Microsoft’s Windows operating system in the European Union.
The probe is based on possible competitive benefits (o European software concerns i legal
limits were placed on Microsoft. American companies have faced antitrust violations since
the trust-busting days of President Theodore Roosevelt but much less so in other parts of
the world. Enforcement of antitrust m Europe was almost nonexistent until the carly stages
ol the European Union established antitrust legislation. And, now China is getting mio the
game. The Anti-Monopoly Bureau of the Mimistry of Commerce considered its first such
case and eventually approved the Anheuser-Busch/InBev merger. ™

U.S. Laws Ap P I}" in Host Countries au sovernments are concerned with protecting their political

and economic interests domestically and internationally; any activity or action, wherever it
Los occurs, that adversely threatens national interests is subject to government control. Leaving
The different ways U.S

laws can be applied
to U.S companies
operating outside the
United States

“For information on the EUS environmental directives, as well as other information aboul the European
Unton, visit hitp: swwweuropaew.int. This address will take vou to the home page, where you can search
for topics and visit various information sources about the European Union

“Charles Forelle, “Microsoft Yields in EL? Antitrust Bawtle” Tihe Wall Steeer Jowrnal, October 23, 2007;
Charles Forelle, “EU Probes Pharmaceutical Industry on Dwindling New Patents, Drugs.” The Fall Street
Jomrnaf, January 16, 2008

“Charles Forrelle and Don Clark, “Intel Fine Jolts Tech Firm,” The Wall Street Jowrnal, May 14, 20009,
pp Al Al

“InBev-Anheuser-Busch: Chinas Furst Public Merger Decision Under the AML,” Fenwlex Legal
Semmaries O (2008), pp. 1-3.
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the political boundaries of a home country does not exempt a business from home-country
laws. Regardless of the nation where business is done, a ULS. citizen is subject to cerlain
laws of the United States. What is illegal for an Amencan business at home can also be
illegal by ULS. law in foreign junsdictions for the firm, 115 subsidiaries, and licensees of LS.
lechnology.

Laws that prohibit taking a bribe, trading with the enemy. participating in a commereial
venlure thal negatively affeets the ULS, economy, participating in an unauthornzed boycoll
such as the Arab boyeott, or any other activity decmed to be against the best interests of
the United States apply to ULS. businesses and their subsidiarics and licensees regardless of
where they operate. Thus, at any given time a ULS. eitizen mn a foreign country must look
not only at the laws of the host country but at home law as well,

The question of jurisdiction of U5, law over acts commitied outside the territorial lim-
its of the country has been settled by the courts through application of a long-cstablished
principle of international law, the “objective theory of jurisdiction.” This concept holds that
even il an act is commilted outside the territorial jurisdiction of ULS. courts, those courts
can nevertheless have jurisdiction if the act produces effects within the home country. The
only possible exception may be when the violation is the result of enforeed compliance
with local law.

Foreign Corrupt Recall from Chapter 5 that the Foreign Corrupt Practices Act (FCPA) makes it illegal for
Practices Act companics o pay bribes to foreign officials, candidates, or political parties. SUIT penalties
can be assessed against company officials, directors, emplovees. or agents found guilty of
paying a bribe or of knowingly participating m or authorizing the payment of a bribe. How-
ever, also recall that bribery, which can range from lubrication to extortion, is a common

business custom in many countries, even though illegal ™

The original FCPA lacked clarity, and ecarly inlerpretations were extremely narrow
and confusing. Subsequent amendments in the Omnibus Trade and Competitiveness Act
clarified two of the most troubling issues. Corporate officers” liability was changed From
having reason to know that illegal payments were made to fnowing of or authorizing
illegal payments. In addition. if it 1s customary in the culture, small (grease or lubrica-
tion) payments made to encourage officials to complele routine government actions
such as processing papers. stamping visas, and scheduling inspections are not illegal
per se.

The debate continues as to whether the FCPA puts ULS. businesses at a disadvantage.
Some argue that 1S, businesses are at a disadvantage in international business transactions
in those cases in which bribery payments are customary, whereas others contend that it has
little effect and, indeed, that it helps companics 1o “just say no.” The truth probably lics
somewhere in between, The consensus is that most US. firms are operating within the law,
and several studies indicate that the FCPA has not been as detrimental to MNCs” intercsts
as originally feared, because exports o developed and developing countries continue to be
favorable.

Although U.S. firms seem able to compete and survive without resorting to corruption in
the most corrupt socicties, it does not mean that violations do nol oceur or that companics
are not penalized for violations, For example, a US. environmental engineering firm was
found 1o have made corrupt payments 1o an Egyptian government official to assist the com-
pany in gaining a contract. The company agreed not to violate the FCPA in the future, to
pay a civil fine of $400,000, and to reimburse the Department ol Justice for the costs of the
investigation, Furthermore, the company agreed to establish FCPA compliance procedures
and to provide certifications of compliance annually for five vears. Other firms have paid
cven larger fines in recent years, and the Justice Department has agreed not Lo prosecute
firms with “excellent™ training programs in place.

“For discussions of the FCPA, updaies, and ofher information, visit the FCPA home page at hiip: wam

sedop. poverimanal/ froud Tope. mml
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FOR IMMEDIATE RELEASE CRM
FRIDAY, MAY 20, 2005 (202) 514-2008
WAL LISDO ) Gy TDD (202) 514-1888

DPC (TIANJIN) LTD, CHARGED WITH VIOLATING
THE FOREIGN CORRUPT PRACTICES ACT

WASHINGTON, D.C.—Acting Assistant Attorney
General John C. Richter of the Criminal Division

today announced the filing of a ene-count criminal
infarmation charging DPC {Tianjin) Co. Ltd—the
Chinese subsidiary of Los Angeles-based Diagnostic
Products Corporation {DPC}—with vislating the Foreign
Corrupt Practices Act of 1977 (FCPA} in connectian with
the payment of appruximate|y $1.6 million in bribes

in the farm of illegal "commissions” ta ph)rsicians and
laboratory persannel employed by government-owned
hospitals in the People’s Republic of China.

The company, a praducer and seller of diagnostic
medical equipment, has agreed to plead guilty to the
charge, adopt internal compliance measures, and coop-
erate with angoing eriminal and SEC civil investigations.
An independent compliance expert will be chosen to
audit the company's compliance pregram and monitor
its imp|Ementa+i¢n of new internal pu|icres and proce-
dures. DPC Tianjin has also agreed to pay a criminal
p—Ena|ty af $2 million,

The bribes were allegedly paic[ fram late 1991
through December 2002 for the purpose and effect of
abtaining and retaining business with these |'|u5F.|it3|5.
Accarding to the eriminal infarmation and a state-
ment of facts filed in court, DPC Tianjin made cash
payments to laboratory personnel and physicians em-
p|byed if cartam |‘155pila1$ in the F'eup|e's Republic af
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China in exchange for agreements thal the hospitals
would obtain DPC Tianjin's products and services. This
practice, authorized by DFC Tianjin's general manager,
involved personnel who were employed by hospitals
owned by the legal authorities in the People’s Republic
of China and, thus, "foreign officials™ as defined by
the FCPA.

In most casas the bribes weara paid in cash and
hand-delivered by DPC Tianjin salespeople to the
person who controlled purchasing decisions far the
particular hospital department. DPC Tianjin recorded
the payments on its books and records as “selling
expenses.” DPC Tianjin's general manager regularly
prepared and submitted to Diagnostic Products
Corporation its financial statements, which contained
its sales expenses. The genaral manager also caused
appraval of the budgets for sales expenses of DPC
Tianjin, including the ameounts DPC Tianjin intended
to pay to the officials of the hospitals in the following
cuarter ar year.

The "commissions,” typically between 3 percent and
10 percent of sales, totaled approximately $1,623,326
fram late 1991 through December 2002, and allowed
Depu to earn approximately $2 million in profits from
the sales.

DFC Tianjin's parent company, Diagnostic Products
Corporation, is the subject of an FCPA enfarcerment
proceeding filed earlier today by the U.5. Securities
and Exchange Commission. The SEC ardered the com-
pany to cease and desist from vialating the FCPA and
to disgorge approximately $2.8 million in ill-gotten
gains, representing its net profit in the People's Re-
public of China for the period of its misconduct plus
prejudgment interest ..

U.S. Antitrust
Laws that Apply in
Foreign Markets

Antitrust enforcement has two purposes in international commerce. The first is to protect
American consumers by ensuring that they benefit from products and ideas produced by
foreign competitors as well as by domestic competitors. Competition from foreign pro-
ducers is important when imports are, or could be, a major source of a product or when
a single firm dominates a domestic industry. This issue becomes relevant in many joint
ventures, particularly if the joint venture creates a situation in which a US. firm entering
a joint venture with a foreign competitor restricts competition for the 1.5, parent in the
1.5, market.

The second purpose of antitrust legislation 15 to protect American export and invest-
ment opportunities against any privately imposed restrictions. The concern is that all US.-
based firms engaged in the export of goods, services, or capital should be allowed to
compete on merit and not be shut out by restrictions imposed by bigger or less principled
competitors.
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The questions of jurisdiction and how US. antitrust laws apply are frequently asked
but only vaguely answered. The basis for determination ullimaltely rests with the inter-
pretation of Sections 1 and IT of the Sherman Act. Section [ states that “every contract,
combination . . . or conspiracy in restraint ol trade or commerce among the several states
or with foreign nations is hereby declared to be illegal.” Scction [1 makes it a vielation to
“monopolize, or altempt to monopolize, or combineg or conspire with any other person or
persons, o monopolize any part of the trade or commerce among the several states, or with
foreign nations.™

The Justice Department recogmizes that application of US. antitrust laws to overscas
aclivities raises some difficult questions of jurisdiction. It also recognizes that ULS. anti-
trust-law enforcement should not interfere unnecessarily with the sovereign interest of a
foreign nation. At the same time, however, the Antitrust Division 1s commutted 1o control-
ling foreign transactions at home or abroad that have a substantial and foreseeable effect on
U.S. commerce. When such business practices occur, there is no question in the Antitrust
Division of the Department of Justice that US. laws apply.

Antiboycott Law Under the antiboycott law.™ US. companies are forbidden to participate in any unauthor-
ized foreign boyeott: furthermore, they are required to report any request (o cooperate with
4 boyeoll. The antiboyveotl law was g response to the Arab League boyeott of Israch busi-
nesses. The Arab League boveott of Israel has three levels: A primary boyeoll bans direct
trade between Arab states and Israel, a secondary boyeotl bars Arab povernments from
doing business with companies that do business with Israel, and a tertiary boycoll bans
Arab governments from doing business with companies that do business with companies
doing business with Tsrael.”

When companics do not comply with the Arab League's boyeott dircetives, their names
are placed on a blacklist, and they are excluded from trade with members of the Arab
League. Thus US. companies are caught in the middle: If they trade with Tsrael, the Arab
League will not do business with them, and if they refuse o do business with Israel in order
to trade with an Arab League member. they will be in vialation of ULS. law.™ One hospital
supply company that had been trading with Isracl was charged with closing a plant in Israel
to get itsell taken off the Arab League blacklist. After an mvestigation, the company pled
guilty. was fined $6.6 million, and was prohibited from doing business in Syria and Saudi
Arabia for two years. A less costly fine of $12,000 was paid by a freight forwarder who
simply certified that the goods shipped for a third party were not of Israchi origin, were not
shipped from Isracl, and did not contain any material from Isracl.

Extraterritoriality of The issue of the extraterritoriality of U.S, laws is especially important to U.S. multinational
U.S. Laws firms, because the long arm of US. legal jurisdiction causes anxiety for heads of stale.
Foreign governments fear the influence of Amencan government policy on their cconomies

through U8, multinationals.”

“The antiboycott lww applies only to those boyootts not sanctioned by the LS. government. Sanctioned
hoyeotts, such as the boveoits against trade with Cuba and Iran, are mitiated by the United States and must
be honored by ULS. firms.

“For those non-LL 8. companies trading with the Arab League and complying with the boveott, each was
required to include a statement on shipping invoices. Om an imvoice for 10 busses to be shipped from Brazil
to Kuwait, the following statement appeared; “We certify that we are the producer and supplier of the
shipped goods; we are neither blacklisted by the Arab Boyeotl of Tsrael nor are we the head office branch or
subsidiary of a hoyootted company. Mo Israeli capital is invested in this firm, no company capital or capital
of its owners is invested in any Israeli company; our products are not of Tsraeli ongin and do not contain
[sraeli raw material or laboe”

"“For a list of current cases apainst firms violating antiboyveott law, visit hope/Owwew b doc.goy and select
Antiboycott Compliance, then Antiboyeott Case Histories.

“ Anthony Ferner, Phil Almond, and Trevor Calling, “Institutional Theory and the Cross-MNational Transfer
of Employment Policy: The Case of "Workforce Diversity” in ULS. Multinationals,” Jowrmal af Internanional
Business Studies 36, no, 3 (2005), pp. 304-21,
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Especially troublesome are those instances when LLS. law is m confliet with host coun-
tries” economic or political goals. Conflict arises when the host governmenlt requires joinl
ventures to do business within the country and the US. Justice Department restricts or
forbids such ventures because of their ULS. anticompetitive cffects. Host countries see this
influence as cvidence of US. interference. When US. MNCs' subsidiaries are prohibited
from making a sale in violation of the US. Trading with the Enemy Act, host governments
react with hostility toward the extraterritorial application of ULS. foreign policy. This chap-
ter'’s Global Perspective is a good illustration of the extraterritoriality of US. law and how
it has an impact on a friendly neighbor as well as a major multinational company.

[n an interesting development. MNCs arc being held liable for the human-rights abuses
of foreign governments. Lawsuits are being brought in US. courts against US. MNCs,
charging them with doing business with oppressive regimes. Unocal Corporation was sued
for doing business with Myanmar’s (Burma's) military regime, which forced peasants al
gunpoint to help build a pipeline for Unocal. Unocal denied the charges. This case was
brought under the Alien Claims Act, originally intended to reassure Europe that the fledg-
ling United States would not harbor pirates or assassins. It permits foreigners to sue in US.
courts for violations of the “the law ol nations.” Businesses like IBM, Citibank, and Coca-
Cola worry that they may be socked with huge jury damages for the misdeeds of oppressive
governments. Employment lawyers wamn that multinational companies are likely to face
more lawsuits from the Third World.

When the inlent of any kind of overseas activity is to restrain trade, there s no ques-
tion about the appropriateness of applying US. laws. There is a guestion. however,
when the intent is to conclude a reasonable business transaction. I the US. povern-
menl encourages U8, firms to become multinational, then the government needs to make
provisions for the resolution of differences when conflict arises between US. law and
host-government laws.

Expor“t Restrictions Although the United States requires no formal or special license to engage in
exporting as a business, permission or a license to export may be required for certain

LO? commodities and certain destinations. Export licensing controls apply to exports of
The steps necessary commodities and technical data from the United States: re-exports of U.5.-origin com-
to move goods across modities and technical data from a foreign destination to another foreign destination;
country borders LLS.-origin parts and components used in foreign countries to manufacture foreign

products for exports: and, in some cases, foreign products made from U5, -origin tech-
nical data. Most items requiring special permission or a license for exportation are
under the control of the Bureau of Industry and Security (BIS)™ of the Department of
Commerce.

The volume of exports and the number of companies exporting from the United States
have grown spectacularly over the last decade. In an effort to alleviate many of the prob-
lems and confusions of exporting and to expedite the process, the Department of Com-
merce has published a revised set of export regulations known as the Export Administration
Regulations (EAR). They are intended to speed up the process of granting export licenses
by removing a large number of items from specific export license control and concentrat-
ing licensing on a specific list of items, most of which pertain to national security, nueclear
nonproliferation, tervorism, of chemical and biological weapons, Along with these changes
comes a substantial increase i responsibility on the part of the exporter, because the ex-
porter must now ensure that Export Administration Regulations are not violated,

The EAR is intended to serve the national security, foreign policy, and nonproliferation
interests of the United States and, in some cases. to carry out its international obligations."™
It also includes some export contrals to protect the United States from the adverse impact

“Formerly known as the Bureau of Export Administration (BXA ).

"For a primer on Commerce Department export controls, see “Introduction to Commerce Deparment
Export Controls” hitp:www s doc goy, and select Export Control basics.
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of the unrestricted export of commodities in short supply, such as Western cedar. Ttems that
do not require a license for a specific destination can be shipped with the notation “NLR”
(no license required) on the Shipper’s Export Deelaration. Some export restrictions on
high-technology products have been recently eased, which we hope marks the beginning
of a new trend.™

Mational Security American firms, their foreign subsidianes, or foreign firms that are licensees of ULS. tech-
Laws nology cannot sell products to a country in which the sale is considered by the ULS. govern-
menl to affeet national security, Furthermore, responsibility extends to the final destination
of the product, regardless of the number of intermediarics that may be involved in the
transfer of goods.

In the last century, an exiensive export control system was created 1o slow the spread of
sensitive lechnologies to the former Soviel Union, China, and other communist countrics
that were viewed as major threats to US. security. The contral of the sale of goods con-
sidercd to have a strategic and military value was extremely stricl. Bul with the end of the
Cold War, export contrals were systematically dismantled until 1999, when a congressio-
nal committee reported Chinese espionage activities and American acrospace companics
transferring sensitive technology irresponsibly. Following the report, legislation was passed
again restricting the export of products or technologies that might be used by other coun-
tries for defense applications.

The events of September 11, 2001, added another set of restrictions related to weap-
ons of mass destruction (WMD), Unfortunately, many of the products used in WMD are
difficult to control because they have dual purposcs; that is, they have legitimate uses as
well as being important in manufaciuring WMD. For example, Irag, which was allowed to
mmport medical equipment despite a UN. embargo, purchased, under the pretext of medi-
cal benefits, six machines that destroy kidney stones. The manufacturer accepted the claim
that Saddam Hussein was concerned about kidney stones in the Iraqi population and began
shipping the machines. However, integral components of these machines are high-precision
clectronic switches that are also used to set off the chain reaction in thermonuclear weap-
ons. When 120 additional switches as “spare parts” were ordered, a red flag went up, and
the shipments were stopped.

Countless numbers of dual-purpose technologies are exported from the United States.
A sticking point with dual-purpose exports is the intent of the buyer. Silicon Graphics Inc.
(SGI) sold computer equipment to a Russian nuclear laboratory that contended it was for
nonmilitary use, which would have been legal. However, the Department of Justice ruled
that since the sale was made to a povernment-operated facility involved in both civil and
noncivil activities, SGI should have applicd for the correct export license. Thus, SGI paid a
fine of $1 million plus a 500,000 fine for each of the export violations. Mational security
laws prohibit a ULS. company, its subsidiaries, joint ventures, or licensees from sclling con-
trolled products without special permission from the US. government. The conseguences
of violation of the Trading with the Encmy Act can be severe: fines, prison seniences, and,
in the case of foreign companies, cconomic sanctions.

Exports are controlled for the protection and promotion of human rights, as a means of
enforcing foreign policy, because of national shortages, 1o control technology,™ and for a
host of other reasons the US. government deems necessary to protect ils best interests, In
years past, the government restricted trade with South Adrica (human rights) and restricted
the sale of wheat to the Soviel Unien in retaliation for its invasion ol Afghanistan (foreign
policy). Currently, the government restricts trade with Iran (foreign policy) and the sale of

“James Auger, “United States to Ease Technology-Export Restrictions.” Giombal fusishs Daily dnalvsis,
Tanuary 23, 2008, We note that other countries also restrict exports for a vanety of reasons. For example,
see “Russian Government Mulls Additional Grain Export Restrictions,” Russiio and CIS General Newswire,
Trterfior, November 15, 2007,

“Deborah Zebarenko, “L15. Policy Curbs Global Space Cooperation,” fewters, June 23, 2005; “115. in
Talks with Boeing over Sensor Sales to China,” Rewfers, July 7, 2005; “Space Station, Mo Plan B for Oufer
Space,” The Economist, March 12, 2005, pp. 7576,
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CROSSING BORDERS 7.3 | The Consequences of Mixing Poltics and Sec

In 1999 the Cox Report was published, making shock-
ing claims about China's military aggressiveness toward
the United States. The verbiage on the back cover de-
livered the gist of the argument:

. China's Target: America
& "The unanimaus, bipartisan Cox Report |s one of
e the meast stunning documents ever to come from
the LI.5. Cangress—a shecking account of how the

People's Republic of China has targeted America for

subversion, high-tech theft, and nuclear ehallenge.
REPOR I Hew Communist China has replaced the former
Soviet Union as America's ehief military rival—and

acquired the means to target nuclear missiles an
THE UNANIMOUS ame BIPARTISAN American cities....."

At the time, the report was widely criticized as politi-
cally motivated and shallow in substance. Moreover,
or .S, NATIONAL SECURFTY and the events of September 11 renderad the argument, at
best, obsolete. But the combination of the political at-
tack an China and the assaciated renewed restrictions

an sales of high-technology
U.5. Share of Chinese Merchandise Imports goods and expertise has had

REPORT of the HOUSE SELECT COMMITTEE

12.0 a long-term chilling effect on

LS. sales in the world's fast-

it
10.0 est growing market. During
19992, the LS. market share
B.0 - " w of merchandise exports to

China fell from 10 percent

6.0 ta B percent, and the loss
af competitiveness has re-

4.0 mained permanent.

2.0 Sources: The Cox Repost

(Washington, DC: Regency, 19991 M.
Mark Lam and John L. Graham, China
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leading-edpe electronics (control of technology), and it prohibits the export of pesticides
that have not been approved for use in the United States (1o avoid the return of residue of
unauthorized pesticides in imported food and protect ULS. consumers from the so-called
circle of poison). In cach of these cases, ULS. law binds ULS. businesses, regardless of where
they operate.

Determining EIPDI"I: The first step when complying with export licensing regulations is to determine the ap-
Requirements propriate license for the product. Products exporied from the United States require a
general or a validated export license, depending on the produet, where it is going, the
end use, and the final user. The general lcense permits exportation of certain products
that are not subject to EAR control with nothing more than a declaration of the type
of product, its value, and its destination. The validated license, 1ssued only on {ormal
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applications. is a specific document authorizing exportation within specilic limitations
designated under the EAR.

The responsibifity of determining if' a license is required rests with the exporfer. This 1s
a key point! The steps necessary to determine the type of license required and/or if an item
can be shipped arc as follows:

» The exporter 1s responsible for selecting the proper classification number, known as
the Export Control Classification Number {ECCN), Tor the item 1o be exported. The
ECCHN leads to a desenption in the Commerce Control List (CCL), which indicates
the exportability status of the item.

* The exporter must decide from the CCL if the items have end-use restrictions; for
example, use in nuclear, chemical, and biological weapons. The exporter must also
determune if the product has a dual use, that 1s, 11 it can be used in both commercial
and restricted applications.

» The exporter 1s responsible for determining the ultimate end customer and end uses
of the product, regardless of the mitial buyer. This step includes carefully sereening
end users and uses of the product to determine 11 the fAinal destination of the product
15 10 an unapproved user or for an unapproved use. LS, law requires firms Lo avord
shipments if the firm has knowledge that customers will use 11s products for illegal
purposes or resell the product to unauthorized end users.

As is true of all the export mechanics that an exporter encounters, the details of ex-
porting must be followed o the letter. Good record keeping, as well as verifving the steps
undertaken in establishing the proper ECCN and evaluating the intentions of end users and
end uses, 1s important should a disagreement arise between the exporter and the Bureau of
Industry and Security. Penalties can entail demal of export privileges, fines, or bath. For
example. a fve-vear denial of export privileges was imposed on a resident of Pinsfield
Massachusetts. based on his convietion of illegally exporting 150 riot shields to Romania
without the required export license. At the ime of the shipment, the ot shields were con-
trolled for export worldwide for foreign policy reasons.

Chiness air force officers undergo

a rI'F.ll-"IEI'Ig session on the latest
R EN N

command center instrumants b ="

at a training schoal in Beijing. e 1 = -
3 - o

China successfully test-fired a naw
type of lang-range ground-to-
graund missile within its tarritory
as tensions betweaen China and
Taiwan intenaified after Taneans
president declared that relations
between Taipei and Beijing should
be regarded as “special state-
to-state relations * Most recently
China and the United States

have both shot down their own
"arrant” satellites with mizgilas.
Much af the electronic technology
uzed in long-range missiles is
dual-use; that is, the technoiogy
can be uzed for baoth nonmilitany

and military applications. It is the
axporters responsibility to ensure

that the final user of restricted S : —rr . : e _
***China Confirms Anti-Satellite Test to U5, Savs Not & Threat,” AFX UK Focws, January 22, 2007; Yochi 1.

diial-use p'ad_“'::ﬁ compiies with Direazen, “LLS. Missile Hits Satellite—Military Strike Rased Hackles in China; Test Charges Denied” The
grport restrictions Waill Street Journal, February 22, 2008 p. A9,
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ELAIN, STELA, ERIC, Although the procedure for acquiring an export license may seem tedious on first reading,
and SNAP four electronic services facilitate the paperwork and reduce the time necessary o acquire
export licenses.

= ELAIN (Export License Application and Information Network) enables exporters
that have authorization to submit license applications via the Inlernet for all com-
modities except supercomputers to all free-world destinations. When approved,
licensing decisions are conveyed back to the exporters via the Internct.

* STELA (System for Tracking Export License Applications), an automated voice-
response system for trackimg applications, can be accessed using a touch-tone phone,
It provides applicants with the status of their license and classification applications
and is available 24 hours a day, seven days a week. STELA can give exporiers au-
thority 1o ship their zoods for those licenses approved without conditions,

= ERIC (Electronic Request for Item Classification), a supplementary service Lo
ELAIN, allows an exporter Lo submit commodity classification requests via the In-
ternet to the Bureau of Export administration.

= SNAP (Simplificd Network Application Process), an alternative to paper license
submissions, cnables an exporter to submit export and re-cxport applications, high-
performance computer notices, and commodity classification requests via the Inter-
nct. Acknowledgments of submissions will be received the same day, and electronic
facsimiles of export licenses and other validations can be obtained online. SNAP is
one of the changes made by the Department of Commerce to move it from being a
paper-based bureaucracy to an all-digital department,

Businesses face a multitude of problems in their efforts to develop enhanced, or al least not adversely afTected, by these and other
successiul marketing programs. Not the least of these problems is environmental elements. New to the international legal scene is

the varying legal systems of the world and their effect on business the Internet, which, by s nalure, creates a new sel of legal entan-
transactions. Just as political climate, cultural differences, local  glements, many of which have yet to be properly addressed, One
geography, different business eustoms, and the stage of cconomic thing is certain: The treedom that now exists on the World Wide
development must be taken into account, so must such legal ques- Web will be onlv a faint memory before long, The myriad ques-
tions as jurisdictional and legal recourse in disputes, protection of  tions created by different laws and different legal systems indicate
intellectual property rights, extended US. law enforcement, and that the prudent path to follow at all stages of forcign marketing
enforcement of antitrust legislaton by U5, and foreign govern- operations is one leading to competent counsel, well versed in the
ments. A primary marketing task is to develop a plan that will be iniricacies of the international legal environment.
Key Terms
Common law Marast—socialist tenets Litigation Remstration
Code law Conciliation Prior use Cybersguatters (CS0s)
Istamie law Arbitration
Questions
I, Define the key terms listed above, 4, Discuss the mtations of jurisdictional clavses in contracts,
2. How does the international marketer determine which legal 5. What is the “objective theory of jurisdiction™ How does it
svstem will have jurisdiction when legal disputes anse? apply 1o a firm doing business within a foreign country?

3, Discuss the state of international commercial law.
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Discuss some of the reasons seeking an out-of-coun settle-
ment in international commercial legal disputes is probably
better than suing.

[Mustrate the procedure generally followed in international
commercial disputes when settled under the suspices of a for-
mal arbitration tribunal,

Whan are intellectual property rights?! Why should a com-
pany in international marketing take special steps to protect
them?

[m many code-law countries. registration rather than prior
use establishes ownership of intellectual property rights,
Comment,

Discuss the advantages (o the international marketer arising
from the existence of the various international conventions on
trademarks, patents, and copyrights.

. “The legal environment of the loreign marketer takes on
an added dimension of importance since there 1= no single
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umiform international commercial law which governs foreign
huziness transactions.” Comment.

. Why is conciliation 4 betler way to resolve a commercial dis-
b

pute than arbitration’

Differentiate between conciliation and arbitration,

Assume v are a vice president in charge of a new business-
to-business  e-commerce division of a well-known major
international auto parts manufacturer. A evbersquatter has reg-
istered the company name as a domam Web naome, What are
your options (o secare the domain name [or your company”
[iscuss the steps you should take to ensure worldwide protec-
tion of your demain name.

Dizcuss the issues ol a Web site owner being liable for infor-
mation posted on the site

Mnzcuss the motives of a evbersquatier, What recourse does a
company have to defend itsell against a eybersquatter?




