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Some definitions

International company
- Different operations

Multinational enterprise (MNE)
- 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.

3.

4.

5.

Physical and social factors

Geography

Availability of resources and the way to exploit them

Economy

Economics can determine the impact of business
operations

Politics

Political disputes can disrupt trade and investment

Law

It can determine how a company operates overseas

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) 2.95
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

Scale: 4 = very important, 1 = no importance

Source: Pausenberger, 1997



Effects of differing country environments

* Foreign corporations might suffer from a liability of foreignness (LoF)
[Hymer and Kindleberger]

e 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 N
P
c
* LoF as market entry barrier  C/x

Marginal cost

— LoF assumed as
fixed cost

Avg. cost foreign entrant

Avg. cost local company

(shaded areas)

— Difference in profits AN
_

- ForEign entrant doeS <V|arginalrevenue Demand

not yield avg. market return X
Source: Eden / Miller, 2004




Liability of foreignness — reasons for higher cost

e 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)
 Within a learning organization liability of foreignness will decrease

over time LoF 1

Decreasing LoF over |

time due to learning \

effects

Time (after entry) ]



Differing economic environments

Elements of the economic
environment

. General economic environment |
— Geographic factors
— Growth and business cycles
— Inflation rates
— Taxes and tariffs

— Foreign exchange rates )

* Industry-specific environment
— Industry structure

— Procurement markets S

— Sales markets
— Industry-specific regulations

More general information,
comparatively easy to
retrieve

Specific information sources,
high information cost



lllustrative effects of economic
environments |

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
nominal figures

$ | x(1+inflation[%)]) = 5

Tax burdens profitability ratios



lllustrative effects of economic
environments Il

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

cost)
$ ———> X E = ?/ €
S :
conversion \ €

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



Differing political environments

Elements of the political environment

 (Economic) freedom
— Property rights protection

— Public administration, approval and surveillance of
economic activities

— Corruption

* Tax and legal system
— Tax structure, amount and enforcement
— Contract law
— Labor regulations
— Accounting principles



REANKING THE WORLD BY ECONOMIC FREEDOM

Fank Cownkry Ciwrcarald ] S oore Hank Cowunboy Creorall Soocre Bank Cowokoy Civaerall Scoras
1 Hormg Kong =T [ = Ca.pz"n':sr\cl.z (= 130 Eano =t W |
= i e =2 (=] Slowerda [ 121 Fapus e Guarees 528
3 Aunstralia =25 EF TFarkey =12 13ZF Algeria 52 4
4 MMew Zealamd 2.3 &85 Poland £4.1 133 Fiaib 521
= Swritmerlared 1.9 =] Partugsal =4 1 134 Bd=uoibanis 5F1
L Canada 0.8 b Albania G=d 11 135 Chioa Sz
T Ir=Land TFET e | Beliz= 535 135 Carmerceoe 515
E=] Deromark: FEA g Thoondrdoa [ e e 13T (Swhiresa S1.7
= Lhrdted Skab=s Fr.8 T3 MMamibia [ i 135 Arge=ntino S1.7F
1 Bahrain T 74 South Adfrica BT 138 Wistnam 514
11 Chile Fr.d = Fwanrda [ i 140 Swrio S15
1= Edauaritbus TS 2 -] Edontencgrs 2= 141 Lacs S1.3
1= Luse mbourg FE. 2 F¥  Far [ ] 147 S=yrchell=s S51.Z
14 Estarda =2 = Foax [ =i 145 Fumsia SDO.=
15 The FMetherlacds F4.FT =] Coatermnals o = 144 EI‘J‘I_‘i-:lFIi.-!I. SO
15 Tirdbed Kingdoom F4.5 B Trgareda =17 14= Bdbicroniesis SOLE
17 Findand F4.0 Bl BLadagascar 517 14 l=pal S0OL1
1= Crponas F33E B2 Cpoatia £1.1 147 Bohwia S0D.a
19 Bdacau T3 B3 Eiyrmyx Republic &1 14% Burundi T
=0 Tap=r FEB B Enmnos S 149 Sierra Leoorss a2 S5
F1 Austria F1i= BS Burkina Faso SOLE 150 S&Eo Taoms ared Frireipe d5 5
rr Swreden F1i= B Fij S 151 Ghopana d5 4
ez (Sermarcy F1.8 BF  Ttahw SOLE 15F Certral Africenm Fepublic 4505
4 Lithusarria Fl1l5 B [ e ] SOLE 1535 'EEE:- d5. 1
= Taiweoo Fo .8 B Lebaawo SOl 154 dives dB. =
s Saint Lascia o .8 L= b Trominican Bepublic SO 155 Belanas d7. =
FT Jatar oS5 L i S5=7 158 Lesatho a7 5
=8 Crech Republic To.d =] Arechaijan 557 157 Equatcral Suwinea a7
=a Ceorsia T4 o Elorocoo S 158 BEcuadox 471
b= T | B oo o= [=%} h{.:.._—laul_i_a S50 = 129 Cuines—Fisssn A& =
31 Spoin Fo.2 oS Shamuas S5.4d 1640 L o d5. 5
az= Belgiwm o2 [ Egypt 55 161 Angola dE =
35 ooy Fo O o Swwazilamd 551 162 Scloouworm Islands d5.%
24 Doruamn (=] =] B car s s S5B.5 163 Tizh-e=kistam d5.&
a= South Forea (= o Floouduras S5B.6 14 = o d5.&
3.5 ArrrneTis [ == 100 Tani=sia SB.= 165 Themd a5 3
aw Slowak Fepuablic == 101 Serbia SB. 16& FEhribath dd_ =
= an [ =] 102 Camibodia 575 16T Coomaroces 43 =
e L= | Fl Salwasdor [ 10% EBEhuotaon 576 1E= ublic of Conpo a3 5
P- L | Bot=wana [T 14 E:ﬂLiadeﬂw 575 1= Ti rastar a3 &
41 P11 [ 105 Th= Sambis 574 170 Tiarsor- Leste a2 =
47 Barb=daos 6E S 1O El=rora 574 171 Iran 42 1
45 Israc=l =S 107 S Lomka 571 17 Democratic Fepuablic of 407
44 Joelarmed [ 106 Torocardas 570 Congo
45  Colombia & .0 10% Mforambigue SE.E 173 Libwa 8.6
4 The Bahamas 6.0 110 Gabom 567 174 Furma 7=
d4F  Trnited Acab Eovirstes g 111 IHigeria 567 175 eneruels ]
d&  Bdexico &7 & 11ZF “armanoktu 567 1¥eE  Erdtres 5.5
= L= Coesks Flica [ =l | 113 Brasil =1 8 177 Cuba xrFT
50 SaintVinc=nt and the 53 114 »Aak 5.3 17& Zimbabove Tz 1

ISreredines 115 The Philippdre=s ST 17¥% INorth Farea 1. L]
51 Hung=sew SE S 116 Tndooeesia S5 .0 mfa Afghamistan nfa
5z Tririd and Fbaga SE S 11T Berdns S5 .0 mw'a Iraqg nfa
53 Bl opsia SE S 11& Tom =5 .5 mwa Liechtenstein o
54 Saudi Arabda SEZ 11 Maﬁ-‘:n. 558 mw'a Sudan n'a
5= Blace=dorda S0 120 Belo bl o S5 7
S& Lakbwia =58 121 Senegal =5.7
ST l-.'[.n]t.n S5 i == 1 EC O DM M FREEDOM S OO ERE
gﬁ Taomiaics ﬁg 123 5.1 I =0-100 FREE

Fanama - 124 ia Sd. &
&0  Bulgaria Sd.a 125 Diibouti = N ey MOSTLY FREE
=1l Einsaraik For- | 1T Ni.E:EE' =d4d4.9 SO— G m-rg_f FREE
EZ Thailand L e 127 “Pemmen 4.2 SO-595 MOSTLY LIMFREE
B3 Fomania [ My 12= -.I._.'njﬂ-cl_-ll:arh =35 — O—d o REFREESSED
61  Franos= Sa.6 12 Surinarme =3.1




Corruption perception in selected
countries

Finland
Switzerland
United Kingdom
Hong Kong
Germany
Japan
France
USA

Israel
Taiwan
Turkey
Poland
Brazil
China
Russia

Haiti

Scale: 10 = hlghly Clean, 0= hlghly Corrupt Source: www.transparency.org, 2006



Corruption perception in selected
countries

THE 2010 CORRUPTION - TRTERNATIONAL
PERCEPTIONS INDEX RS
MEASURES THE.
PERCEIVED LEVELS _adl
OF PUBLIC-SECTOR Tigis
CORRUPTION IN i :
178 COUNTRIES
AROUND THE WORLD

10 GF Scom

EEEEREE ]
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www.transparency.org

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

e Communication related
— Spoken and written language

— “Non-verbal” language
* Gestures
* Mimics
* Symbols

e Value related
— Norms and business conventions
— Attitudes and conventions
— Aesthetics



Competitive environment

1. Competitive strategy for products: products compete
by means of cost or differentiation strategies

- Differentiation requires:
- Brand image (advertising)
- 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.

Competitive environment

Company resources and experience (compared to those
of competitors)...but, being a leader in one country
doesn’t guarantee being a leader anywhere else

Competitors faced in each market: success in a market
often depends on whether your competition is also local
or international

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

1.
2.
3.

Further globalization is inevitable

International business will grow along regional lines
Globalization and international business will slow down
due to anti-globalization and nationalistic sentiments



