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- International company

- Different operations

- Multinational enterprise (MNE)

- Worldwide view

Some definitions

- Worldwide view

- Does size matter?

- Why international business differ from domestic?

- Smart companies don’t move abroad w/o looking into:

- Physical (geography) and social factors (politics, law, 

culture, economy)

- Competitive factors (suppliers, customers, rivals)



1. Geography

- Availability of resources and the way to exploit them

2. Economy

- Economics can determine the impact of business 

operations

Physical and social factors

operations

3. Politics

- Political disputes can disrupt trade and investment

4. Law

- It can determine how a company operates overseas

5. Culture

- Different values, attitudes, and beliefs



Empirical assessment of 

management's view:

Selected environmental factors Relevance

Exchange rate changes (Economy) 3.00

Differing legal environment (Law) 2.95

Differing country risks (Politics) 2.95Differing country risks (Politics) 2.95

Internal transfers (Economy) 2.79

Cultural distance (Culture) 2.63

Differing interest rates (Economy) 2.32

Geographic distance (Geography) 2.21

Language problems (Culture) 2.05

Source: Pausenberger, 1997

Scale: 4 = very important, 1 = no importance



Effects of differing country environments

• Foreign corporations might suffer from a liability of foreignness (LoF) 

[Hymer and Kindleberger]

• Effect is asymmetric – LoF only relevant for foreign competitors

• LoF will result in higher cost of the foreign company as opposed to its 

local competitors
P

• LoF as market entry barrier

– LoF assumed as

fixed cost

– Difference in profits

(shaded areas)

– Foreign entrant does

not yield avg. market return x

P

C´

C/x

DemandMarginal revenue

Marginal cost

Avg. cost  foreign entrant

Avg. cost local company

Source: Eden / Miller, 2004



Liability of foreignness – reasons for higher cost

• Liability of foreignness results in:

1. Higher information and communication cost

2. Additional learning cost

3. Cost of false decisions

4. Adoption cost (products and corporate structures)

5. Cost of organizational friction (after adoption)

LoF

Time (after entry)

Decreasing LoF over 

time due to learning 

effects

5. Cost of organizational friction (after adoption)

• Within a learning organization liability of foreignness will decrease 

over time



Differing economic environments

Elements of the economic 
environment

• General economic environment
– Geographic factors
– Growth and business cycles
– Inflation rates

More general information, 
comparatively easy to 
retrieve– Inflation rates

– Taxes and tariffs
– Foreign exchange rates

• Industry-specific environment
– Industry structure
– Procurement markets
– Sales markets
– Industry-specific regulations

retrieve

Specific information sources, 
high information cost



Illustrative effects of economic 

environments I

• Geographic factors can influence transport cost

• Growth and business cycles affect income levels 
and thus product specific demand functions

• Inflation results in differences between real and • Inflation results in differences between real and 
nominal figures

• Tax burdens profitability ratios
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Illustrative effects of economic 

environments II

• Changes of the exchange rate alter the value of 
foreign currency (assets + liabilities and sales + 
cost)

=×
€
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• Industry structures determine competitive strategies

• Circumstances on procurements and sales markets could change the 

boundaries of the firm (→ vertical integration)

• Branch specific regulations can result in changes of the product 

properties or the production process
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Differing political environments

Elements of the political environment

• (Economic) freedom
– Property rights protection

– Public administration, approval and surveillance of 
economic activitieseconomic activities

– Corruption

• Tax and legal system
– Tax structure, amount and enforcement

– Contract law

– Labor regulations

– Accounting principles





Corruption perception in selected 

countries
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Corruption perception in selected 

countries

Source: www.transparency.org, 2010



Illustrative effects of political 

environments

• Problems in property right protection may be a threat for 
the monopolistic advantages (→ intangibles)

• Sluggish approval procedures diminish speed-to-market

• Corruption causes higher cost + ethical and legal issues

• Differing tax and legal systems cause higher cost for 
advisory services

• Country specific labor regulations influence corporate 
flexibility

• Differing accounting rules complicate performance 
measurement and comparison



Differing cultural environments

Elements of the cultural environment

• Communication related
– Spoken and written language

– “Non-verbal” language
• Gestures

• Mimics

• Symbols

• Value related
– Norms and business conventions

– Attitudes and conventions

– Aesthetics



1. Competitive strategy for products: products compete 

by means of cost or differentiation strategies

- Differentiation requires:

- Brand image (advertising)

- Unique features (R&D)

Competitive environment

- Unique features (R&D)

- Using either approach, a firm may mass-market a good 

or sell to a target market

- Different strategies can be used for different products, 

but a firm’s choice plays a big role in determining how 

and where it will operate



2. Company resources and experience (compared to those 

of competitors)…but, being a leader in one country 

doesn’t guarantee being a leader anywhere else

3. Competitors faced in each market: success in a market 

often depends on whether your competition is also local 

Competitive environment

often depends on whether your competition is also local 

or international

Three ways of looking at globalization (Daniels et al.)

1. Further globalization is inevitable

2. International business will grow along regional lines

3. Globalization and international business will slow down 

due to anti-globalization and nationalistic sentiments


