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for a number of global firms, including General 
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Committee and as a fellow for the Direct Selling 
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Award from the Macromarketing Society and a spe-
cial award for service to doctoral students from the 

Authors

Courtesy of the NASBA 
Center for the Public Trust

Courtesy of  
Geoffrey A. Hirt

Final PDF to printer



fer67496_fm_i-xxxii.indd v 11/08/21  03:27 PM

 Authors v

chairman of the Finance Department from 1987 
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Business Foundations: A Changing World,  thirteenth edi-
tion, provides coverage of dynamic changes in the economy as they relate to business 
and business decisions. The contents of this book are integrated with current events 
and examples to illustrate the concepts discussed. We have listened to your feedback 
and incorporated needed changes in content, boxes, cases, exercises, support, online 
resources, and other features.

Digital marketing and social media, discussed in Chapter 13, are dynamic areas 
that continue to change the face of business. Entrepreneurs and small businesses 
can increase sales and reduce costs by using social networking to communicate and 
develop relationships with customers. The sharing, or “gig,” economy has trans-
formed entrepreneurial opportunities for employees. For example, the number of 
independent contractors in our economy has increased to almost one-third of the 
workforce. The internet is providing opportunities for peer-to-peer relationships for 
companies such as Uber, Lyft, TaskRabbit, Airbnb, and Fiverr. Digital marketing 
has helped many entrepreneurs launch successful businesses.

The foundational areas of introduction to business, entrepreneurship, small 
business management, marketing, accounting, and finance have all been revised. 
Examples have been provided to which students can easily relate in our “Enter the 
World of Business” opening vignette found in each chapter. Throughout the text, 
we highlight innovation and disruption in our boxed features. “Entrepreneurship 
in Action” demonstrates the importance of entrepreneurs; “Technology and the 
Economy” demonstrates how emerging technologies such as artificial intelligence, 
drones, and augmented reality influence business; “Business Disruption” provides 
real-world examples of the changing business landscape; and “Responding to Busi-
ness Challenges” features companies that have overcome obstacles.

We have been careful to continue our coverage of global business, ethics and 
social responsibility, and information technology as they relate to the foundations 
important in an introduction to business course. Our co-author team has a diversity 
of expertise in these important areas. O.C. Ferrell and Linda Ferrell have been recog-
nized as leaders in business ethics education, and their insights are reflected in every 
chapter and in the “Consider Ethics and Social Responsibility” boxes. Geoff Hirt 
has a strong background in global business development, especially world financial 
markets and trade relationships. 

Welcome
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 Welcome vii

Our goal is to make sure that the content and teaching package for this book are 
of the highest quality possible. We wish to seize this opportunity to gain your trust, 
and we appreciate any feedback to help us continually improve these materials. We 
hope that the real beneficiary of all of our work will be well-informed students who 
appreciate the role of business in society and take advantage of the opportunity to 
play a significant role in improving our world. In this new edition, we have additional 
content to help our students understand how our free enterprise system operates and 
how we fit into the global competitive environment. This course is an opportunity 
for students to understand how they can create their own success and improve their 
quality of life.

O.C. Ferrell
Geoffrey A. Hirt

Linda Ferrell
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Business Foundations: A Changing World, thirteenth edition, offers faculty and stu-
dents a focused resource that is exciting, applicable, and happening! What sets this 
learning program apart from the competition? An unrivaled mixture of exciting 
content and resources blended with application-focused text and activities, and fresh 
topics and examples that show students what is happening in the world of business 
today!

Our product contains all of the essentials that most students should learn in 
a semester. Business Foundations has, since its inception, delivered a focused 
presentation of the essential material needed to teach introduction to business. An 
unrivaled mixture of exciting content and resources, application-focused content and 
activities, and fresh topics and examples that show students what is happening in the 
world of business today set this text apart!

It’s easy for students taking their first steps into business 
to become overwhelmed. Longer products try to solve this 
problem by chopping out examples or topics to make ad hoc 
shorter editions. Business Foundations carefully builds just the 
right mix of coverage and applications to give your students a 
firm grounding in business principles. Where other products 
have you sprinting through the semester to get everything in, 
Ferrell/Hirt/Ferrell allows you the breathing space to explore 
topics and incorporate other activities that are important to 
you and your students. The exceptional resources and the 
Active Classroom Resource Manual support you in this effort 
every step of the way.

Focused!

Focused, Exciting, Applicable, 
Happening
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Happening! Everything in this edition reflects the very latest devel-
opments in the business world—such as the COVID-19 
pandemic that resulted in high unemployment, stress 
on small businesses, and disruption in supply chains. In 
addition, ethics and social responsibility have become 
much more important as firms are being rewarded for 
having a social conscience and addressing unrest and 
conflicts in society.

Applicable! When students see how content applies to them, their 
life, their career, and the world around them, they are 
more engaged in the course. Business Foundations helps 
students maximize their learning efforts by setting clear 
objectives; delivering interesting cases and examples; 
focusing on core issues; and providing engaging activities 
to apply concepts, build skills, and solve problems.

It’s exciting to see students succeed! It’s exciting to see 
more As and Bs in a course without grade inflation. 
 Ferrell/Hirt/Ferrell makes these results possible for your 
course with its integrated learning package that is proven 
effective, tailored to each individual student, and easy  
to use.

Exciting!
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xx

As always, when revising this material for the current edition, all examples, figures, and statistics have 
been updated to incorporate any recent developments that affect the world of business. Additionally, 
content was updated to ensure the most pertinent topical coverage is provided.

Here are the highlights for each chapter:

Chapter 1: The Dynamics of Business and Economics

	•	 New boxed features describing real-world business issues
	•	 Updated unemployment and GDP data
	•	 New stats on inflation
	•	 New stats on women in the workforce
	•	 New section on technology and the economy
	•	 New examples related to the COVID-19 pandemic
	•	 New figure depicting artificial intelligence in relation to its enablers

	•	 New See for Yourself Case featuring Tesla

Chapter 2: Business Ethics and Social Responsibility

	•	 New boxed features describing issues in business ethics and social responsibility
	•	 New data on global trust in different industries
	•	 New examples about ethical issues in the sharing economy
	•	 New content about aggressive financial or business objectives
	•	 New example of a bribery scandal
	•	 Expanded timeline of ethical and socially responsible activities
	•	 New content on diversity, equity, and inclusion
	•	 New table of the divisions of the Federal Trade Commission

	•	 New See for Yourself Case featuring Hershey

Chapter 3: Business in a Borderless World

	•	 New boxed features describing issues in international business
	•	 Updated list of top 10 countries with which the United States has trade deficits/surpluses
	•	 New content on the United States–China trade war
	•	 Updated Euro Zone details
	•	 New details on the EU’s General Data Protection Regulation (GDPR)
	•	 New content about the United States–Mexico–Canada Agreement (USMCA)
	•	 New table of U.S. top trading partners
	•	 Updated table of common hand gestures that are rude in other countries

	•	 New See for Yourself Case featuring McDonald’s

New to This Edition
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Chapter 4: Options for Organizing Business

	•	 New boxed features describing real-world business issues
	•	 New table of world’s biggest dividend payers
	•	 Updated table of America’s largest private companies

	•	 New See for Yourself Case featuring Casper

Chapter 5: Small Business, Entrepreneurship, and Franchising

	•	 New boxed features describing current business issues
	•	 Examples of innovative small businesses
	•	 New information on artificial intelligence
	•	 Updated table of the fastest growing franchises
	•	 Updated table of the most business-friendly states
	•	 New stats on small business
	•	 New data on Gen Z in the workforce
	•	 New data on minority-owned businesses

	•	 New See for Yourself Case discussing the impact of COVID-19 on small business

Chapter 6: The Nature of Management

	•	 New boxed features describing current business issues
	•	 New content about business models
	•	 New table of compensation packages of CEOs
	•	 New content on gender equality

	•	 New See for Yourself Case featuring Everlane

Chapter 7: Organization, Teamwork, and Communication

	•	 New boxed features describing current business issues
	•	 New examples of organizational culture
	•	 New content on artificial intelligence
	•	 New content on email and videoconferencing usage in the workplace

	•	 New See for Yourself Case featuring Coca-Cola

Chapter 8: Managing Operations and Supply Chains

	•	 New boxed features describing current business operational issues
	•	 New content on marketing research and artificial intelligence
	•	 New section on blockchain technology
	•	 New content on drone technology
	•	 Extensive overhaul of Managing the Supply Chain section
	•	 Updated airline scorecard table
	•	 New examples related to the COVID-19 pandemic and supply chains

	•	 New See for Yourself Case featuring Scentsy
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Chapter 9: Motivating the Workforce

	•	 New boxed features describing current business issues
	•	 New examples of organizational culture
	•	 New table of best places for businesses and careers

	•	 New See for Yourself Case featuring Google

Chapter 10: Managing Human Resources

	•	 New boxed features describing current HR issues
	•	 Updated common job interview questions
	•	 New content on wage gap
	•	 New example of how soft benefits inspire loyalty
	•	 New section on employee relations and sexual harrassment
	•	 New content on diversity, equity, and inclusion

	•	 New See for Yourself Case featuring Apple

Chapter 11: Customer-Driven Marketing

	•	 New boxed features describing current marketing issues
	•	 New content on marketing orientation
	•	 New content on supply chain management
	•	 New content on marketing analytics dashboards
	•	 New data on the buying power by race/ethnicity
	•	 New table of companies with the best customer service

	•	 New See for Yourself Case featuring Dollar General

Chapter 12: Dimensions of Marketing Strategy

	•	 New boxed features describing current marketing issues
	•	 Logistics added as key term
	•	 New definition for physical distribution key term
	•	 Updated figure depicting a company’s product mix
	•	 Updated personal care and cleaning products customer satisfaction ratings
	•	 New examples related to the impact of the COVID-19 pandemic on marketing strategy

	•	 New See for Yourself Case featuring Dr. Martens

Chapter 13: Digital Marketing and Social Media

	•	 New boxed features describing current digital marketing issues
	•	 New stats on social media use by platform
	•	 New stats on mobile app activities
	•	 New data on the main sources of identity theft
	•	 New section on TikTok

	•	 New See for Yourself Case featuring Facebook and Instagram
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Chapter 14: Accounting and Financial Statements

	•	 New boxed features describing current accounting issues
	•	 Updated rankings of accounting firms in the United States
	•	 New financial information for NVIDIA
	•	 New content on net income and corporate tax rate

	•	 New See for Yourself Case featuring Tesla

Chapter 15: Money and the Financial System

	•	 New boxed features describing current financial issues
	•	 Updated life expectancy of money
	•	 Updated cost to produce coins
	•	 New content on cryptocurrency
	•	 New content on interest rates
	•	 New content on exchange-traded funds (ETFs)

	•	 New See for Yourself Case discussing the Big Mac Index

Chapter 16: Financial Management and Securities Markets

	•	 New boxed features describing current financial issues
	•	 Updated short-term investment possibilities
	•	 Updated U.S. corporate bond quotes
	•	 New content on electronic markets
	•	 Updated estimated common stock price-earnings, ratios, and dividends for selected 

companies
	•	 New table of S&P 500 corrections
	•	 New content on the impacts of the COVID-19 pandemic on financial management

	•	 New See for Yourself Case featuring the Dow Jones Industrial Average
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Affordable solutions,
added value 
 
Make technology work for you with  
LMS integration for single sign-on access, 
mobile access to the digital textbook, 
and reports to quickly show you how 
each of your students is doing. And with 
our Inclusive Access program you can 
provide all these tools at a discount to 
your students. Ask your McGraw Hill 
representative for more information.

Laptop: McGraw Hill; Woman/dog: George Doyle/Getty Images

Checkmark: Jobalou/Getty ImagesPadlock: Jobalou/Getty Images

Instructors: Student Success Starts with You

65%
Less Time
Grading

Tools to enhance your unique voice
Want to build your own course? No problem. Prefer to use an  
OLC-aligned, prebuilt course? Easy. Want to make changes throughout  
the semester? Sure. And you’ll save time with Connect’s auto-grading too.

Solutions for  
your challenges
 
A product isn’t a solution. Real 
solutions are affordabl , reliable, 
and come with training and 
ongoing support when you need 
it and how you want it. Visit www.
supportateverystep.com for videos 
and resources both you and your 
students can use throughout the 
semester.

Study made personal
Incorporate adaptive study resources like  
SmartBook® 2.0 into your course and help your  
students be better prepared in less time. Learn  
more about the powerful personalized learning 
experience available in SmartBook 2.0 at  
www.mheducation.com/highered/connect/smartbook
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Effective tools for efficient study
Connect is designed to help you be more productive with simple, fl xible, intuitive tools that maximize 
your study time and meet your individual learning needs. Get learning that works for you with Connect.

Everything you need in one place 
Your Connect course has everything you need—whether reading on  
your digital eBook or completing assignments for class, Connect makes  
it easy to get your work done.

“I really liked this 
app—it made it easy 
to study when you 
don't have your text-
book in front of you.”

- Jordan Cunningham,  
  Eastern Washington University

Study anytime, anywhere
Download the free ReadAnywhere app and access 
your online eBook, SmartBook 2.0, or Adaptive 
Learning Assignments when it’s convenient, even 
if you’re offli . And since the app automatically 
syncs with your Connect account, all of your work is 
available every time you open it. Find out more at  
www.mheducation.com/readanywhere 

Top: Jenner Images/Getty Images, Left: Hero Images/Getty Images, Right: Hero Images/Getty Images

Calendar: owattaphotos/Getty Images

Students: Get Learning that Fits You

Learning for everyone 
McGraw Hill works directly with Accessibility Services 
Departments and faculty to meet the learning needs 
of all students. Please contact your Accessibility 
Services Office and ask them to emai  
accessibility@mheducation.com, or visit  
www.mheducation.com/about/accessibility  
for more information.
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Proctorio: Remote Proctoring & Browser-Locking Capabilities
Remote proctoring and browser-locking capabilities, hosted by Procto-
rio within Connect, provide control of the assessment environment by 

enabling security options and verifying the identity of the student.
Seamlessly integrated within Connect, these services allow instructors to control students’ assess-

ment experience by restricting browser activity, recording students’ activity, and verifying students are 
doing their own work.

Instant and detailed reporting gives instructors an at-a-glance view of potential academic integrity 
concerns, thereby avoiding personal bias and supporting evidence-based claims.

ReadAnywhere
Read or study when it’s convenient for you with McGraw Hill’s free ReadAnywhere app. Available for iOS 
or Android smartphones or tablets, ReadAnywhere gives users access to McGraw Hill tools  including 
the eBook and SmartBook 2.0 or Adaptive Learning Assignments in Connect. Take notes, highlight, and 
complete assignments offline—all of your work will sync when you open the app with WiFi access. Log in 
with your McGraw Hill Connect username and password to start learning—anytime, anywhere!

OLC-Aligned Courses: Implementing High-Quality Online 
Instruction and Assessment through Preconfigured Courseware
In consultation with the Online Learning Consortium (OLC) and our certified Faculty Consultants, 
McGraw Hill has created preconfigured courseware using OLC’s quality scorecard to align with best 
practices in online course delivery. This turnkey courseware contains a combination of formative assess-
ments, summative assessments, homework, and application activities, and can easily be customized to 
meet an individual’s needs and course outcomes. For more information, visit https://www.mheducation.
com/highered/olc.

Tegrity: Lectures 24/7
Tegrity in Connect is a tool that makes class time available 24/7 by automatically capturing every lecture. 
With a simple one-click start-and-stop process, you capture all computer screens and corresponding 
audio in a format that is easy to search, frame by frame. Students can replay any part of any class with 
easy-to-use, browser-based viewing on a PC, Mac, iPod, or other mobile device.

Educators know that the more students can see, hear, and experience class resources, the better they 
learn. In fact, studies prove it. Tegrity’s unique search feature helps students efficiently find what they  
need, when they need it, across an entire semester of class recordings. Help turn your students’  
study time into learning moments immediately supported by your lecture. With Tegrity, you also increase 
intent listening and class participation by easing students’ concerns about note-taking. Using Tegrity in 
Connect will make it more likely you will see students’ faces, not the tops of their heads.
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Test Builder in Connect
Available within Connect, Test Builder is a cloud-based tool that enables instructors to format tests that 
can be printed, administered within a Learning Management System, or exported as a Word document 
of the test bank. Test Builder offers a modern, streamlined interface for easy content configuration that 
matches course needs, without requiring a download.

Test Builder allows you to:

	•	 Access all test bank content from a particular title.

	•	 Easily pinpoint the most relevant content through robust filtering options.

	•	 Manipulate the order of questions or scramble questions and/or answers.

	•	 Pin questions to a specific location within a test.

	•	 Determine your preferred treatment of algorithmic questions.

	•	 Choose the layout and spacing.

	•	 Add instructions and configure default settings.

Test Builder provides a secure interface for better protection of content and allows for just-in-time 
updates to flow directly into assessments.

Writing Assignment
Available within Connect and Connect Master, the Writing Assignment tool delivers a learning experi-
ence to help students improve their written communication skills and conceptual understanding. As 
an instructor, you can assign, monitor, grade, and provide feedback on writing more efficiently and 
effectively.

Application-Based Activities in Connect
Application-Based Activities in Connect are highly interactive, assignable exercises that provide stu-
dents a safe space to apply the concepts they have learned to real-world, course-specific problems. Each 
Application-Based Activity involves the application of multiple concepts, allowing students to synthesize 
information and use critical thinking skills to solve realistic scenarios.

Create: Your Book, Your Way
McGraw Hill’s Content Collections Powered by Create® is a self-service web-

site that enables instructors to create custom course materials—print and eBooks—by drawing upon 
McGraw Hill’s comprehensive, cross-disciplinary content. Choose what you want from our high-quality 
textbooks, articles, and cases. Combine it with your own content quickly and easily, and tap into other 
rights-secured, third-party content such as readings, cases, and articles. Content can be arranged in a way 
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Learning Objectives
After reading this chapter, you will be able to:

 LO 3-1  Explore some of the factors within the 
international trade environment that 
influence business.

 LO 3-2 Assess some of the economic, ethical, 
legal, political, social, cultural, and 
technological barriers to international 
business.

 LO 3-3 Specify some of the agreements, alliances, 
and organizations that may encourage 
trade across international boundaries.

 LO 3-4 Summarize the different levels of 
organizational involvement in international 
trade.

 LO 3-5 Contrast two basic strategies used in 
international business.

 LO 3-6 Assess the opportunities and problems 
facing a small business that is considering 
expanding into international markets.
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Enter the World of Business

Spotify: Streaming Everywhere
Spotify, the world’s most popular audio streaming service, sees its mission as 
supporting human creativity by giving recording artists an opportunity to make 
money while giving fans access to music. With more than 356 million users 
under its belt in 178 markets, the Swedish audio streaming provider is growing 
its global footprint to maintain its market share.

Spotify holds about a third of the global music-streaming market. But, with 
competition from Pandora, Apple Music, YouTube Music, and Amazon Music, 
among others, Spotify will need to innovate to maintain this lead. Spotify’s strat-
egy has been to draw in customers on its free, ad-supported level, and then con-
vert them into paying premium subscribers. Amazon introduced a free version of 
Amazon Music that stands to pull from Spotify’s free-user base.

Spotify is eyeing international growth as a way to maintain its lead in stream-
ing. For example, Spotify launched in Russia—the fastest-growing market for 
music—as well as Albania, Belarus, Bosnia and Herzegovina, Croatia, Kazakh-
stan, Kosovo, Moldova, Montenegro, North Macedonia, Serbia, Slovenia, and 
Ukraine. Spotify believes by working with local distributors and establishing 
regional partnerships, it can act more local than other global competitors and act 
more global than local competitors, offering the best of both worlds.

In markets where Spotify’s presence is long-established, Spotify plans to 
increase subscription prices to pull in higher revenues. For example, Spotify 
provides a growing library of original and exclusive content in 16 markets. The 
company believes it is offering more value in mature markets than it did in the 
past. Spotify hopes these strategies will help it maintain its lead over the audio 
streaming competition while increasing earnings from active subscribers.a

Critical Thinking Questions

 1.  How is Spotify attempting to increase earnings?
 2. Do you think users will continue to see the value Spotify provides?
 3. What are Spotify’s strengths as it expands globally?
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Introduction
Consumers around the world can drink Coca-Cola and Pepsi, eat at McDonald’s and 
Pizza Hut, buy an Apple phone made in China, and watch Netflix on Samsung televi-
sions. It may surprise you that German automaker BMW has manufacturing facilities 
in Mexico and South Africa that export many of their cars to the United States. In 
fact, BMW has 31 production and assembly facilities in 15 countries.1 The products 
you consume today are just as likely to have been made in China, India, or Germany 
as in the United States.2 Likewise, consumers in other countries buy Western electri-
cal equipment, clothing, rock music, cosmetics, and toiletries, as well as computers, 
robots, and household goods. Google’s YouTube has more than 1 billion hours of 
global viewing of videos a day, more than Netflix and Facebook video combined.3

Many U.S. firms are finding that international markets provide tremendous oppor-
tunities for growth. Accessing these markets can promote innovation, while intensify-
ing global competition spurs companies to market better and less expensive products. 
Today, more than 7 billion people who inhabit the earth comprise one tremendous 
marketplace.

In this chapter, we explore business in this exciting global marketplace. First, we 
look at the nature of international business, including barriers and promoters of trade 
across international boundaries. Next, we consider the levels of organizational involve-
ment in international business. Finally, we briefly discuss strategies for trading across 
national borders.

The Role of International Business
International business refers to the buying, selling, and trading of goods and services 
across national boundaries. Falling political barriers and new technology are making 
it possible for more and more companies to sell their products overseas as well as at 
home. And, as differences among nations continue to narrow, the trend toward the 
globalization of business is becoming increasingly important. Starbucks serves mil-
lions of global customers at more than 30,000 locations in 83 markets.4 The internet 
and the ease by which mobile applications can be developed provide many compa-
nies with easier entry to access global markets than opening brick-and-mortar stores.5 

Amazon, an online retailer, has distribution centers 
from Nevada to Germany that fill millions of orders 
a day and ship them to customers in every corner of 
the world. Indeed, most of the world’s population and 
two-thirds of its total purchasing power are outside 
the United States.

Outside of the United States, China and Europe 
are Apple’s largest markets.6 When McDonald’s sells 
a Big Mac in Moscow or Sony sells a television in 
Tokyo, the sale affects the economies of the countries 
involved. The U.S. market, with 331 million con-
sumers, makes up only 4.2 percent of the more than  
7.8 billion people in the world to whom global com-
panies must consider marketing.7 Global marketing 
requires balancing a firm’s global brand with the 
needs of local consumers. To begin our study of 
international business, we must first consider some 

international business
the buying, selling, and 
trading of goods and services 
across national boundaries.

Explore some of the factors 
within the international trade 
environment that influence 
business.

LO 3-1

Subway has more restaurants around the world than any other fast-
food chain.

Andrew Resek/McGraw Hill Education
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Chapter 3   Business in a Borderless World

economic issues: why nations trade, exporting and 
importing, and the balance of trade.

Why Nations Trade
Nations and businesses engage in international trade 
to obtain raw materials and goods that are otherwise 
unavailable to them or are available elsewhere at a 
lower price than what they can produce. A nation, 
or individuals and organizations from a nation, sell 
materials and goods to buy the goods, services, and 
ideas its people need. Countries like Ethiopia, Camer-
oon, and Kenya trade with Western nations in order 
to acquire technology and techniques to advance 
their economy. Which goods and services a nation 
sells depends on what resources it has available and 
its ability to compete in global markets.

Some nations have a monopoly on the production 
of a particular resource or product. Such a monopoly, 
or absolute advantage, exists when a country is the 
most efficient producer of a unique item. For exam-
ple, Tequila is only produced in select areas, primarily 
Jalisco, Mexico.

Most international trade is based on comparative advantage, which occurs when 
a country specializes in products that it can supply more efficiently or at a lower 
cost than it can produce other items. France has a comparative advantage in mak-
ing wine because of its agricultural capabilities, its reputation, and the experience of 
its vintners. Saudi Arabia has a comparative advantage over the United States in oil 
production. In Saudi Arabia, it takes one hour to produce a barrel of oil while it takes 
two hours in the United States. Other countries, particularly India and Ireland, are 
also gaining a comparative advantage over the United States in the provision of some 
services, such as call-center operations, engineering, and software programming. As 
a result, U.S. companies are increasingly outsourcing, or transferring manufacturing 
and other tasks to countries where labor and supplies are less expensive. Outsourc-
ing has become a controversial practice in the United States because many jobs have 
moved overseas where those tasks can be accomplished for lower costs. Nike out-
sources footwear production to countries such as China, Thailand, South Korea, Viet-
nam, and India.

Trade between Countries
To obtain needed goods and services, nations trade by exporting and importing. 
Exporting is the sale of goods and services to foreign markets. The United States 
exports more than $2.1 trillion in goods and services annually.8 U.S. businesses 
export many goods and services, particularly agricultural, entertainment (movies, 
television shows, etc.), and technological products. Importing is the purchase of 
goods and services from foreign sources. Many of the goods you buy in the United 
States are likely to be imported or to have some imported components. Sometimes, 
you may not even realize they are imports. The United States imports more than  
$2.8 trillion each year.9

absolute advantage
a monopoly that exists when 
a country is the only source 
of an item, the only producer 
of an item, or the most 
efficient producer of an item.

comparative advantage
the basis of most 
international trade, when 
a country specializes in 
products that it can supply 
more efficiently or at a lower 
cost than it can produce 
other items.

outsourcing
the transferring of 
manufacturing or other 
tasks—such as data 
processing—to countries 
where labor and supplies are 
less expensive.

exporting
the sale of goods and 
services to foreign markets.

importing
the purchase of goods and 
services from foreign sources.

Many companies choose to outsource manufacturing to factories in 
Asia due to lower costs of labor.

Roberto Westbrook/Blend Images

DID YOU KNOW? Despite declining sales, Subway 
surpassed McDonald’s as the largest global restaurant chain, 
with more than 42,000 restaurants.b
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Balance of Trade
You have probably read or heard about the fact that the United States has a trade 
deficit, but what is a trade deficit? A nation’s balance of trade is the difference in value 
between its exports and imports. Because the United States (and some other nations as 
well) imports more products than it exports, it has a negative balance of trade, or trade 
deficit. U.S. exports to China rapidly increased, as Figure 3.1 indicates, but not fast 
enough to offset the imports from China. Table 3.1 shows the overall trade deficit for 
the United States, which is currently around $679 million.10 The trade deficit fluctu-
ates according to factors such as the health of the United States and other  economies, 
productivity, perceived quality, and exchange rates. Trade deficits are harmful because 
they can mean the failure of businesses, the loss of jobs, and a lowered standard  
of living.

Of course, when a nation exports more goods than it imports, it has a favorable 
 balance of trade, or trade surplus. Until about 1970, the United States had a trade 
surplus due to an abundance of natural resources and the relative efficiency of its 
manufacturing systems and distribution systems. Table 3.2 shows the top 10 countries 
with which the United States has a trade deficit and a trade surplus.

balance of trade
the difference in value 
between a nation’s exports 
and its imports.

trade deficit
a nation’s negative balance 
of trade, which exists when 
that country imports more 
products than it exports.
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Source: U.S. Census Bureau, “Trade 
in Goods with China,” https://www.
census.gov/foreign-trade/balance/
c5700.html (accessed February 14, 
2021).

FIGURE 3.1
U.S. Exports to China 
(millions of U.S. dollars)

 

TABLE 3.1  U.S. Trade Deficit (in billions of dollars)

2000 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

Exports 1,075.3 1,853.0 2,125.9 2,218.3 2,294.2 2,376.7 2,266.7 2,215.8 2,352.5 2,508.8 2,498.0 2,131.9

Imports 1,447.8 2,348.3 2,675.6 2,755.8 2,755.3 2,866.2 2,765.2 2,718.8 2,902.7 3,129.0 3,114.5 2,810.6

Trade 
surplus/
deficit −372.5 −495.2 −549.7 −537.4 −461.1 −489.6 −498.5 −503.0 −550.1 −627.7 −616.4 −678.7

Source: U.S. Bureau of the Census, Foreign Trade Division, “U.S. Trade in Goods and Services—Balance of Payments (BOP) Basis,” www.census.gov/foreign-trade/statistics/
historical/gands.pdf (accessed February 14, 2021).
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TABLE 3.2
Top 10 Countries with 
Which the United States 
Has Trade Deficits/
Surpluses

Rank Trade Deficit Trade Surplus

1 China Netherlands

2 Mexico Hong Kong

3 Vietnam Brazil

4 Germany United Arab Emirates

5 Switzerland Australia

6 Ireland United Kingdom

7 Japan Belgium

8 Malaysia Panama

9 Taiwan Chile

10 Italy Bahamas

Source: “Top Trading Partners,” 
December 2020, https://www.
census.gov/foreign-trade/statistics/
highlights/toppartners.html 
(accessed February 14, 2021).

The difference between the flow of money into and out of a country is called its 
balance of payments. A country’s balance of trade, foreign investments, foreign aid, 
loans, military expenditures, and money spent by tourists comprise its balance of pay-
ments. As you might expect, a country with a trade surplus generally has a favorable 
balance of payments because it is receiving more money from trade with foreign coun-
tries than it is paying out. When a country has a trade deficit, more money flows out of 
the country than into it. If more money flows out of the country than into it from tour-
ism and other sources, the country may experience declining production and higher 
unemployment because there is less money available for spending.

International Trade Barriers
Completely free trade seldom exists. When a company decides to do business outside 
its own country, it will encounter a number of barriers to international trade. Any firm 
considering international business must research the other country’s economic, ethi-
cal, legal, political, social, cultural, and technological background. Such research will 
help the company choose an appropriate level of involvement and operating strategies, 
as we will see later in this chapter.

Economic Barriers
When looking at doing business in another country, managers must consider a num-
ber of basic economic factors, such as economic development, infrastructure, and 
exchange rates.

Economic Development. When considering doing business abroad, U.S. busi-
nesspeople need to recognize that they cannot take for granted that other countries 
offer the same things as are found in industrialized nations—economically advanced 
countries such as the United States, Japan, the United Kingdom, and Canada. Many 
countries in Africa, Asia, and South America, for example, are in general poorer and 
less economically advanced than those in North America and Europe; they are often 

balance of payments
the difference between the 
flow of money into and out of 
a country.

Assess some of the economic, 
ethical, legal, political, social, 
cultural, and technological bar-
riers to international business.

LO 3-2
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called least-developed countries (LDCs). LDCs are characterized by low per-capita 
income (income generated by the nation’s production of goods and services divided 
by the population), which means that consumers are less likely to purchase nonessen-
tial products. Nonetheless, LDCs represent a potentially huge and profitable market 
for many businesses because they may be buying technology to improve their infra-
structures, health, and well-being. For example, automobile manufacturers are looking 
toward LDCs as a way to expand their customer base. The rising middle class has 
caused many consumers in India and China to desire their own vehicles. The automo-
bile market in China is now larger than the market in the United States.

A country’s level of development is determined in part by its infrastructure, the 
physical facilities that support its economic activities, such as communication, trans-
portation, education, and health care systems as well as utilities. When doing business 
in LDCs, for example, a business may need to compensate for rudimentary distribu-
tion and communication systems, or even a lack of technology.

Exchange Rates. The ratio at which one nation’s currency can be exchanged for 
another nation’s currency is the exchange rate. Exchange rates vary daily and can be 
found through many sites on the internet. Familiarity with exchange rates is important 
because they affect the cost of imports and exports. When the value of the U.S. dollar 
declines relative to other currencies, such as the euro, the price of imports becomes 
more economical for U.S. consumers. For example, if the exchange rate for the dollar 
moves from $1.30 per euro to $1.10 per euro, then imports from Europe will be less 
expensive. On the other hand, U.S. exports become relatively expensive for interna-
tional markets—in this example, the European Union (EU). The U.S. dollar is most 
frequently used in international trade, with 90 percent of foreign exchange trading 
involving the U.S. dollar.11

Occasionally, a government may intentionally alter the value of its currency through 
fiscal policy. Devaluation decreases the value of currency in relation to other curren-
cies. If the U.S. government were to devalue the dollar, it would lower the cost of 
American goods abroad and make trips to the United States less expensive for foreign 
tourists. Thus, devaluation encourages the sale of domestic goods and tourism. The 
Central Bank of Sudan devalued the country’s currency to overcome economic crisis 
and access debt relief.12

Ethical, Legal, and Political Barriers
A company that decides to enter the international marketplace must contend with poten-
tially complex relationships among the different domestic laws, international laws, and 
the laws of the host country. In addition, there are various trade restrictions imposed on 
international trade; changing political climates; and different ethical values. For example, 
with tension rising between the U.S. and Russia, McDonald’s attempted to put distance 
between the two countries by sourcing ingredients locally for its restaurants in Russia.13 
Legal and ethical requirements for successful business are increasing globally.

Laws and Regulations. The United States has a number of laws and regulations 
that govern the activities of U.S. firms engaged in international trade and has a variety 
of commerce and navigation treaties with other nations. These treaties allow business 
to be transacted between U.S. companies and citizens of the specified countries. We 
discuss some of these relationships in this chapter.

Once outside U.S. borders, we are likely to find that the laws of other countries 
differ from those of the United States. Many of the legal rights that Americans take 
for granted do not exist in other countries, and a firm doing business abroad must 

infrastructure
the physical facilities 
that support a country’s 
economic activities, 
such as communication, 
transportation, education, 
and health care systems as 
well as utilities.

exchange rate
the ratio at which one 
nation’s currency can be 
exchanged for another 
nation’s currency.
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understand and obey the laws of the host country. Some countries have strict laws 
limiting the amount of local currency that can be taken out of the country and the 
amount of currency that can be brought in; others limit how foreign companies can 
operate within the country. While the United States has been slow to adopt aviation 
regulations for commercial drones, many countries such as Australia, Singapore, and 
Britain have regulations that have allowed drone deliveries to grow quickly.14

Some countries have copyright and patent laws that are less strict than those of 
the United States, and some countries fail to honor U.S. laws. Although countries 
such as China have and enforce copyright laws, controlling the amount of counterfeit 
products sold in their countries is very challenging. According to the U.S Chamber of 
Commerce, counterfeit goods originating from China and Hong Kong have an esti-
mated worth of $397 billion.15 Companies are angry because the counterfeits harm 
not only their sales but also their reputations if the knock-offs are of poor quality. Such 
counterfeiting is not limited to China or Hong Kong. It is estimated that nearly half 
of all software installed on personal computers worldwide is not properly licensed.16 
In countries where these activities occur, laws against them may not be sufficiently 
enforced if counterfeiting is deemed illegal. Thus, businesses engaging in foreign trade 
may have to take extra steps to protect their products because local laws and enforce-
ment may be insufficient to do so.

Tariffs and Trade Restrictions. Tariffs and other trade restrictions are part of 
a country’s legal structure but may be established or removed for political reasons.  

Responding to Business Challenges

Harley-Davidson Gets Up to Speed 
in International Markets
Harley-Davidson is one of America’s most recognized brands, 
but its popularity has fallen significantly, and its user base is 
aging. Harley-Davidson has about 50 percent of the U.S. mar-
ket share for motorcycles, but motorcycle sales are decreas-
ing. As a result, Harley-Davidson is looking toward increasing 
international sales.

Harley-Davidson markets its bike model called LiveWire, 
a small electric bike designed to compete with electric bike 
brands like Honda. Europe could be a lucrative market for 
Harley-Davidson’s LiveWire because the top 10 most “envi-
ronmentally conscious” countries are European. Additionally, 
about 80 percent of households in Indonesia, Thailand, and 
Vietnam own a motorcycle or scooter. Harley’s new design phi-
losophy fits well in Europe and Asia, where people need small, 
affordable bikes for transportation. Harley-Davidson faces 
competition from already-established brands like Royal Enfield, 
the leading bike brand in Asia. After successfully demonstrat-
ing that it could produce a high-quality electric motorcycle, 
Harley-Davidson introduced a dedicated electric motorcycle 
division within the company.

Though Harley-Davidson has secured a nearly 8 percent 
share of Europe’s heavyweight motorcycle market, global 

motorcycle business took a hit as a result of the COVID-19 
(coronavirus) pandemic beginning in 2019. The crisis led to a 
new strategic plan for the company referred to as The Rewire. 
Harley-Davidson’s plan is to reduce the complexity of its prod-
ucts and sharpen the strategic focus of its business, investing in 
markets that will drive profitability and growth.

Tariffs are another challenge. Thailand, India, and China 
have large tariffs on U.S. goods, making exporting from the 
United States difficult. Harley is overcoming this challenge by 
building international plants. Harley-Davidson’s plant in India 
allows it to avoid a 50 percent tariff that would be levied if 
exporting from the United States. Harley’s Thailand plant 
services China and 10 other Asian countries while helping it 
avoid tariffs in those countries. Although Harley-Davidson has 
a tough road ahead in the United States, it has big plans for 
building its international presence in Asia and Europe.c

Critical Thinking Questions
 1. What barriers does Harley-Davidson face in marketing its 

motorcycles to countries outside of the United States?
 2. What are some ways Harley-Davidson is overcoming these 

challenges?
 3. What opportunities does Harley-Davidson have in other 

countries that they do not necessarily have in the United 
States?
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An import tariff is a tax levied by a nation on goods imported into the country. A fixed 
tariff is a specific amount of money levied on each unit of a product brought into the 
country, while an ad valorem tariff is based on the value of the item. Most countries 
allow citizens traveling abroad to bring home a certain amount of merchandise with-
out paying an import tariff. A U.S. citizen may bring $200, $800, or $1,600 worth of 
merchandise into the United States duty free depending on the country visited. After 
that, U.S. citizens must pay an ad valorem tariff based on the cost of the item and the 
country of origin. Thus, identical items purchased in different countries might have 
different tariffs.

Countries sometimes levy tariffs for political reasons, as when they impose sanc-
tions against other countries to protest their actions. However, import tariffs are more 
commonly imposed to protect domestic products by raising the price of imported 
ones. Such protective tariffs have become controversial as Americans become increas-
ingly concerned over the U.S. trade deficit. Protective tariffs allow more expensive 
domestic goods to compete with foreign ones. For example, the United States imposed 
tariffs on steel imported into the United States because imports caused many local 
steelworks to crash.17 Other countries can produce steel more cheaply than the United 
States. The United States placed tariffs on aluminum and steel imports from all coun-
tries but Canada and Mexico in 2008 and expanded the tariffs to include products 
made of steel and aluminum in 2020. Small manufacturers that fabricate metal into 
parts for cars, appliances, and other components feared job loss and higher prices.18 
The United States indicated it would drop the 25 percent tariffs on steel and aluminum 
if other countries would make concessions on other trade issues.19 Trade wars can be 
difficult to win. For example, the United States entered into an escalating trade war 
with China after the United States imposed tariffs on some high-tech products. China 
responded with a 25 percent tariff on U.S. products such as airplanes and soybeans. 
Retaliation was suspended briefly but resumed the next year. Tensions between the 
countries reached an all-time high as a result of the COVID-19 pandemic. China’s 
foreign minister, Wang Yi, said political attacks over the coronavirus and global trade 
were “pushing our two countries to the brink of a new cold war.”20

Critics of protective tariffs argue that their use inhibits free trade and competition. 
Supporters of protective tariffs say they insulate domestic industries, particularly new 
ones, against well-established foreign competitors. Once an industry matures, how-

ever, its advocates may be reluctant to let go of the 
tariff that protected it. Tariffs also help when, because 
of low labor costs and other advantages, foreign com-
petitors can afford to sell their products at prices 
lower than those charged by domestic companies. 
Some Americans argue that tariffs should be used 
to keep domestic wages high and unemployment 
low. Recently, there are fears that a trade war could 
develop that damages the world economy.

Exchange controls restrict the amount of currency 
that can be bought or sold. Some countries control 
their foreign trade by forcing businesspeople to buy 
and sell foreign products through a central bank. If 
John Deere, for example, receives payments for its 
tractors in a foreign currency, it may be required to 
sell the currency to that nation’s central bank. When 
foreign currency is in short supply, as it is in many 

import tariff
a tax levied by a nation on 
goods imported into the 
country.

exchange controls
regulations that restrict the 
amount of currency that can 
be bought or sold.

Tariffs on U.S. wine exports to China negatively impacted U.S. sellers.

Nicolas Asfouri/AFP/Getty Images
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LDCs, the government uses foreign currency to pur-
chase necessities and capital goods and produces 
other products locally, thus limiting its need for for-
eign imports.

A quota limits the number of units of a particular 
product that can be imported into a country. A quota 
may be established by voluntary agreement or by gov-
ernment decree. The United States imposes quotas 
on certain goods, such as garments produced in Viet-
nam and China. Quotas are designed to protect the 
industries and jobs of the country imposing the quota. 
Quotas help domestic suppliers but will lead to higher 
prices for consumers.

An embargo prohibits trade in a particular product. 
Embargoes are generally directed at specific goods or 
countries and may be established for political, eco-
nomic, health, or religious reasons. The United States 
currently maintains a trade embargo with Cuba. While the Obama administration 
reestablished trade and diplomatic relations between Cuba and the United States, the 
Trump administration tightened the embargo by restricting access to hotels and stores 
tied to the Cuban military from Americans. It is much easier to travel to Cuba than in 
previous decades, and U.S. citizens can bring back Cuban cigars and rum. The govern-
ment also approved the building of a U.S. factory in Cuba, the first time in more than 
50 years.21 It may be surprising to know that U.S. farmers export hundreds of millions 
of dollars’ worth of commodities to Cuba each year, based on a 2000 law that provided 
permission for some trade to the embargoed country.22 Health embargoes prevent the 
importing of various pharmaceuticals, animals, plants, and agricultural products. Mus-
lim nations forbid the importation of alcoholic beverages on religious grounds.

One common reason for setting quotas or tariffs is to prohibit dumping, which 
occurs when a country or business sells products at less than what it costs to produce 
them. A company may dump its products for several reasons. Dumping permits quick 
entry into a market. For example, exporters from China dumped mattresses in the 
United States, flooding the market with low-cost mat-
tresses to gain market share.23 The dumping of mat-
tresses along with new competition from companies 
such as Casper caused Mattress Firm to file for bank-
ruptcy. Sometimes, dumping occurs when the domes-
tic market for a firm’s product is too small to support 
an efficient level of production. In other cases, tech-
nologically obsolete products that are no longer sal-
able in the country of origin are dumped overseas. 
Dumping is relatively difficult to prove, but even the 
suspicion of dumping can lead to the imposition of 
quotas or tariffs. China instituted anti-dumping duties 
on EU and Japanese imports.24 As with other trade 
restrictions, dumping quotas or tariffs result in higher 
prices for consumers.

Political Barriers. Unlike legal issues, political 
considerations are seldom written down and often 

quota
a restriction on the number 
of units of a particular 
product that can be imported 
into a country.

embargo
a prohibition on trade in a 
particular product.

dumping
the act of a country or 
business selling products at 
less than what it costs to 
produce them.

Due to the U.S. embargo against Cuba, many Cubans drive older 
automobiles.

Horizon Images/Motion/Alamy Stock Photo

Political instability in many nations has led to an influx of refugees. 
The potential for political turmoil is a substantial risk businesses face 
when expanding overseas.

Sk Hasan Ali/Shutterstock
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change rapidly. Nations that have been subject to economic sanctions for political 
reasons in recent years include Cuba, Iran, Syria, and North Korea. While these were 
dramatic events, political considerations affect international business daily as gov-
ernments enact tariffs, embargoes, or other types of trade restrictions in response to  
political events.

Businesses engaged in international trade must consider the relative instability of 
countries such as Iraq, Ukraine, and Venezuela. Political unrest in countries such as 
Pakistan, Somalia, and the Democratic Republic of the Congo may create a hostile 
or even dangerous environment for foreign businesses. Natural disasters can cripple 
a country’s government, making the region even more unstable. Finally, a sudden 
change in power can result in a regime that is hostile to foreign investment. Some busi-
nesses have been forced out of a country altogether, as when Hugo Chavez conducted 
a socialist revolution in Venezuela to force out or take over American oil companies. 
Whether they like it or not, companies are often involved directly or indirectly in inter-
national politics. Today, Venezuela has a sinking economy with shortages of products 
and political unrest.

Political concerns may lead a group of nations to form a cartel, a group of firms or 
nations that agrees to act as a monopoly and not compete with each other, to generate 
a competitive advantage in world markets. Probably the most famous cartel is OPEC, 
the Organization of Petroleum Exporting Countries, founded in the 1960s to increase 
the price of petroleum throughout the world and to maintain high prices. By work-
ing to ensure stable oil prices, OPEC hopes to enhance the economies of its member 
nations.

Social and Cultural Barriers
Most businesspeople engaged in international trade underestimate the importance of 
social and cultural differences, but these differences can derail an important transac-
tion. Tiffany & Co. learned that more attentive customer service was necessary in 
order to succeed in Japan, and bold marketing and advertising served as the recipe for 
success in China.25 And in Europe, Starbucks took the unprecedented step of allowing 
its locations to be franchised in order to reach smaller markets that are less famil-
iar with its products. This way, Starbucks reduced some of the cultural and social 
risks involved in entering such markets.26 For example, Starbucks waited to enter Italy 
because it needed to understand the coffee culture there.27 Unfortunately, cultural 
norms are rarely written down, and what is written down may well be inaccurate.

Cultural differences include differences in spoken and written language. Although 
it is certainly possible to translate words from one language to another, the true mean-
ing is sometimes misinterpreted or lost. Consider some translations that went awry in 
foreign markets:

 • Scandinavian vacuum manufacturer Electrolux used the following in an 
American campaign: “Nothing sucks like an Electrolux.”

 • The Coca-Cola name in China was first read as “Ke-kou-ke-la,” meaning “bite the 
wax tadpole.”

 • In Italy, a campaign for Schweppes Tonic Water translated the name into 
Schweppes Toilet Water.28

Translators cannot just translate slogans, advertising campaigns, and website language; 
they must know the cultural differences that could affect a company’s success. That’s 
why Netflix partners with local vendors to translate its content.29

cartel
a group of firms or nations 
that agrees to act as a 
monopoly and not compete 
with each other, in order 
to generate a competitive 
advantage in world markets.
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Differences in body language and personal space 
also affect international trade. Body language is non-
verbal, usually unconscious communication through 
gestures, posture, and facial expression. Personal 
space is the distance at which one person feels com-
fortable talking to another. Americans tend to stand 
a moderate distance away from the person with 
whom they are speaking. Arab businessmen tend to 
stand face-to-face with the object of their conversa-
tion. Additionally, gestures vary from culture to cul-
ture, and gestures considered acceptable in American  
society—pointing, for example—may be considered 
rude in others. Table 3.3 shows some gestures con-
sidered rude or unacceptable in other countries. Such 
cultural differences may generate uncomfortable feel-
ings or misunderstandings when businesspeople of 
different countries negotiate with each other.

Family roles also influence marketing activities. Many countries do not allow chil-
dren to be used in advertising, for example. Advertising that features people in non-
traditional social roles may or may not be successful either. Companies should also 
guard against marketing that could be perceived as reinforcing negative stereotypes. 
Chinese online retailers pulled Dolce & Gabbana products following an ad campaign 
that featured an Asian model eating Italian food with chopsticks. Critics called the 
advertisements disrespectful and racist. In response, Dolce & Gabbana pulled the ads 
and canceled its Shanghai fashion show, which the advertisements promoted.30

People from other countries quite often have a different perception of time as well. 
Americans value promptness; a business meeting scheduled for a specific time seldom 
starts more than a few minutes late. In Mexico and Spain, however, it is not unusual 
for a meeting to be delayed half an hour or more. Such a late start might produce 
resentment in an American negotiating in Spain for the first time.

Companies engaged in foreign trade must observe the national and religious holi-
days and local customs of the host country. In many Islamic countries, for example, 
workers expect to take a break at certain times of the day to observe religious rites. 
A Tesco supermarket chain a mile away from one of London’s biggest mosques was 
forced to apologize after displaying bacon-flavored Pringles as part of a Ramadan pro-
motion. Muslims are forbidden from eating pork products, and the display was con-
sidered offensive due to the high concentration of Muslim customers in the area.31 
Companies also must monitor their advertising to guard against offending customers. 

Sociocultural differences can create challenges for businesses that 
want to invest in other countries.

LEE SNIDER PHOTO IMAGES/Shutterstock

TABLE 3.3
Common Hand Gestures 
That Are Rude in Other 
Countries

Country Gesture

Iran Thumbs-up

United Kingdom Backwards peace sign

Malaysia Pointing with your index finger

Brazil The “OK” sign

Italy and Spain “Hang loose” sign

Source: Meghan Jones, “10 Common Hand Gestures That Are Rude in Other Countries,” Reader’s Digest, March 2, 2020, https://
www.rd.com/article/common-hand-gestures-rude-in-other-countries/ (accessed February 14, 2021).
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In Thailand and many other countries, public displays 
of affection are unacceptable in advertising messages; 
in many Middle Eastern nations, it is unacceptable 
to show the soles of one’s feet.32 In Russia, smiling 
is considered appropriate only in private settings, not  
in business.

With the exception of the United States, most 
countries use the metric system. This lack of unifor-
mity creates problems for both buyers and sellers in 
the international marketplace. American sellers, for 
instance, must package goods destined for foreign 
markets in liters or meters, and Japanese sellers must 
convert to the English system if they plan to sell a 
product in the United States. Tools also must be cali-
brated in the correct system if they are to function cor-
rectly. Hyundai and Honda service technicians need 
metric tools to make repairs on those cars.

The literature dealing with international business is 
filled with accounts of sometimes humorous but often costly mistakes that occurred 
because of a lack of understanding of the social and cultural differences between buy-
ers and sellers. Such problems cannot always be avoided, but they can be minimized 
through research on the cultural and social differences of the host country.

Technological Barriers
Many countries lack the technological infrastructure found in the United States, and 
some marketers are viewing such barriers as opportunities. For instance, marketers 
are targeting many countries such as India and China and some African countries 
where there are few private phone lines. Citizens of these countries are turning instead 
to wireless communication through cell phones. Technological advances are creating 
additional global marketing opportunities. Along with opportunities, changing tech-
nologies also create new challenges and competition. The U.S. market share of the 
personal computer market is dropping as new competitors emerge that are challenging 
U.S. PC makers. In fact, out of the top five global PC companies—Lenovo, Hewlett-
Packard, Dell, Asus, and Acer Group—three are from Asian countries. On the other 
hand, Apple Inc.’s iPad and other tablet computer makers have significantly eroded 
the market share of traditional personal computers, placing the industry in the matu-
rity stage of the product life cycle.33

Trade Agreements, Alliances,  
and Organizations
Although these economic, political, legal, and sociocultural issues may seem like 
daunting barriers to international trade, there are also organizations and agreements—
such as the General Agreement on Tariffs and Trade, the World Bank, and the Inter-
national Monetary Fund—that foster international trade and can help companies get 
involved in and succeed in global markets. Various regional trade agreements, such as 
the United States–Mexico–Canada Agreement and the EU, also promote trade among 
member nations by eliminating tariffs and trade restrictions. In this section, we’ll look 
briefly at these agreements and organizations.

Though U.S. growth of Ireland-based retailer Primark was initially 
slow, U.S. shoppers warmed to the retailer’s store-only shopping 
strategy.

Helen89/Shutterstock

Specify some of the agree-
ments, alliances, and organiza-
tions that may encourage trade 
across international boundaries.

LO 3-3
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Business Disruption

Chinese Airlines Soaring to Great 
Heights
In 1979, China started economic reforms that gave rise to the 
growth of Chinese airlines. Previously, flying was seen as a lux-
ury that only the rich could afford. In the early 2000s, as more 
people could afford to fly, Chinese airlines began growing at 
a rapid rate. China’s three largest airlines emerged: Air China, 
China Southern Airlines, and China Eastern Airlines. By 2029, 
China will surpass the U.S. with the world’s largest passenger 
market.

This growth is accompanied by its share of issues. Currently, 
Chinese airlines do not have the infrastructure to handle all 
the flights, leading to significant layovers, delays, and cancel-
lations. China also needs more airports. The United States has 
500 commercial airports compared to China’s 210. China is 
overcoming this challenge by constructing more airports. The  
added infrastructure could help Chinese airlines match  
the profits of U.S. airlines. Air China currently makes one-sixth 
the profit of American Airlines.

Given these low profits, it is surprising Chinese airlines 
have been able to grow so quickly. The answer is behind the 

governmental subsidies. Local Chinese governments are paying 
so airlines will come to their cities. These subsidies are allow-
ing China’s airlines to grab market share, negatively affecting 
nearby countries. For example, Hong Kong’s Cathay Pacific saw 
its net income drop 82 percent in six months. Other countries 
are taking notice. In Europe, many companies are proposing 
sanctions against airlines receiving subsidies. Additionally, Chi-
nese airlines were hard hit by the COVID-19 pandemic as both 
local and international travel were stunted from 2019 to 2021. 
Recovery will be impacted by uncertain changes to business 
and international travel. Chinese airlines must overcome these 
obstacles to continue their status as a major player among 
global airlines.d

Critical Thinking Questions
 1. What advantages do U.S. airlines have over Chinese air-

lines? What advantages do Chinese airlines have over U.S. 
airlines?

 2. What barriers are Chinese airlines facing as they rapidly 
grow as a global player?

 3. How do you think China’s subsidies of its airlines will impact 
its relations with airlines in other countries? Explain your 
answer.

General Agreement on Tariffs and Trade
The General Agreement on Tariffs and Trade (GATT), originally signed by 23 nations 
in 1947, provided a forum for tariff negotiations and a place where international 
trade problems could be discussed and resolved. GATT sponsored rounds of negotia-
tions aimed at reducing trade restrictions. The Uruguay Round (1988–1994) further 
reduced trade barriers for most products and provided new rules to prevent dumping. 
Tariff level for most participants was 22 percent in 1947 and decreased to 5 percent 
after the Uruguay Round.

The World Trade Organization (WTO), an international organization dealing with 
the rules of trade between nations, was created in 1995 by the Uruguay Round. Key 
to the World Trade Organization is the WTO agreements, which are the legal ground 
rules for international commerce. The agreements were negotiated and signed by most 
of the world’s trading nations and ratified by their parliaments. The goal is to help 
producers of goods and services and exporters and importers conduct their business. 
In addition to administering the WTO trade agreements, the WTO presents a forum 
for trade negotiations, monitors national trade policies, provides technical assistance 
and training for developing countries, and cooperates with other international organi-
zations. Based in Geneva, Switzerland, the WTO has also adopted a leadership role 
in negotiating trade among its 164 members.34 But the organization has struggled 
to deal with trade disputes among a number of countries, especially China and the 
United States. It focuses on health issues as well as economic development. During the 
COVID-19 pandemic, the focus was on vaccine access and equity.

General Agreement on 
Tariffs and Trade (GATT)
a trade agreement, originally 
signed by 23 nations in 1947, 
that provided a forum for 
tariff negotiations and a 
place where international 
trade problems could be 
discussed and resolved.

World Trade Organization 
(WTO)
international organization 
dealing with the rules of 
trade between nations.
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The United States–Mexico–Canada 
Agreement
The North American Free Trade Agreement 
(NAFTA), which went into effect on January 1, 1994, 
effectively merged Canada, the United States, and 
Mexico into one market of nearly 450 million con-
sumers. NAFTA virtually eliminated all tariffs on 
goods produced and traded among Canada, Mexico, 
and the United States to create a free trade area.35 
NAFTA made it easier for U.S. businesses to invest in 
Mexico and Canada; provided protection for intellec-
tual property (of special interest to high-technology 
and entertainment industries); expanded trade by 
requiring equal treatment of U.S. firms in both coun-
tries; and simplified country-of-origin rules. NAFTA 
was replaced by the United States–Mexico–Canada 
Agreement (USMCA), which includes major changes 

on auto manufacturing and new policies on labor and environmental standards, intel-
lectual property protections, and some digital trade provisions. Qualifying products 
are exempt from tariffs and quotas when exported among the three countries. Labor 
agreements among the countries require more vehicle parts to be made by workers 
earning at least $16 an hour.

Canada’s nearly 38 million consumers are relatively affluent, with a per capita GDP 
of $51,588.36 The United States exports more than $255 billion in goods to Canada 
while importing more than $270 billion.37 In fact, Canada is the single largest trad-
ing partner of the United States. These trade agreements have also increased trade 
between Canada and Mexico. Mexico is Canada’s third largest trading partner.38

With a per capita GDP of $19,700, Mexico’s 127 million consumers are less affluent 
than Canadian consumers.39 However, trade between the United States and Mexico 
has tripled since NAFTA was initiated. Mexico purchases more than $212 billion in 
U.S. products annually.40 Millions of Americans cite their heritage as Mexican, making 
them the most populous Hispanic group in the country. These individuals often have 
close ties to relatives in Mexico and assist in Mexican–U.S. economic development 
and trade. Mexico is on a course of a market economy, rule of law, respect for human 
rights, and responsible public policies. There is also a commitment to the environment 
and sustainable human development. Many U.S. companies have taken advantage of 
Mexico’s low labor costs and proximity to the United States to set up production facili-
ties, sometimes called maquiladoras. Mexico is also attracting major technological 
industries, including electronics, software, and aerospace. Investors see many growth 
opportunities in Mexico, particularly in light of recent reforms. For instance, Mexico 
passed legislation to open up its state-controlled oil reserves to foreign companies. 
Mexico is the largest source of all agricultural imports for the United States.

While many Americans feared NAFTA would erase jobs in the United States, 
Mexicans were disappointed that the agreement failed to create more jobs. USMCA, 
however, has the goal to have more car and truck parts made in North America. Cars 
or trucks with 75 percent of its components made in Canada, Mexico, or the U.S. 
will qualify for zero tariffs. USMCA makes improvements to environmental and labor 
regulations that will benefit Mexico in particular. Additionally, the agreement created 
changes for agricultural products, intellectual property, copyrights, and digital trade 
between the three countries.41

United States–Mexico–
Canada Agreement 
(USMCA)
agreement that eliminates 
most tariffs and trade 
restrictions to encourage 
trade among the United 
States, Mexico, and Canada

USMCA replaced NAFTA as the trade agreement among Mexico, the 
United States, and Canada.

Lars Hagberg/AFP/Getty Images
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The European Union
The European Union (EU), also called the European Community or Common Market, 
was established in 1958 to promote trade among its members, which initially included 
Belgium, France, Italy, West Germany, Luxembourg, and the Netherlands.

Today, EU countries include Spain, Denmark, Greece, Portugal, Ireland, Austria, 
Finland, Sweden, Cyprus, Poland, Hungary, the Czech Republic, Slovenia,  Estonia, 
Latvia, Lithuania, Slovakia, Malta, Romania, Bulgaria, Belgium, France, Germany, 
Italy, Luxembourg, the Netherlands, and Croatia. Albania, North Macedonia,  
Montenegro, Serbia, and Turkey are candidate countries that hope to join the Euro-
pean Union in the near future.42 Until 1993, each nation functioned as a separate 
market, but at that time members officially unified into one of the largest single world 
markets, which today has more than half a billion consumers with a GDP of more 
than $15 trillion.43

To facilitate free trade among members, the EU is working toward standardization 
of business regulations and requirements, import duties, and value-added taxes; the 
elimination of customs checks; and the creation of a standardized currency for use by 
all members. Many European nations (Austria, Belgium, Finland, France, Germany, 
Greece, Ireland, Italy, Luxembourg, the Netherlands, Portugal, Spain, and Slovenia) 
link their exchange rates to a common currency, the euro; however, some EU mem-
bers have rejected use of the euro in their countries. Although the common currency 
requires many marketers to modify their pricing strategies and will subject them to 
increased competition, the use of a single currency frees companies that sell goods 
among European countries from the nuisance of dealing with complex exchange 
rates.44 The long-term goals are to eliminate all trade barriers within the EU, improve 
the economic efficiency of the EU nations, and stimulate economic growth, thus mak-
ing the union’s economy more competitive in global markets, particularly against 
Japan and other Pacific Rim nations, and in North America. However, several dis-
putes and debates still divide the member-nations, and many barriers to completely 
free trade remain. Consequently, it may take many years before the EU is truly one 
deregulated market.

The EU has also enacted some of the world’s strictest laws concerning antitrust 
issues, which have had unexpected consequences for some non-European firms. The 
European Parliament is also encouraging the breakup of Google’s search engine busi-
ness from its other businesses.45 The EU passed the General Data Protection Regu-
lation (GDPR) privacy law after years of debate. The very complex 2,000-page law 
attempts to make data privacy clear with one’s personal data a fundamental human 
right.46 Consent to collect and use personal data now has to be “unambiguous.” Indi-
viduals have the right to demand to view their data and have their data deleted, and 
have to give permission to have data transferred to another service.

The United Kingdom exited the EU in 2020. There remain many questions about 
the impact of the exit on trade relationships with other countries.47 The government’s 
priority appears to be first reaching trade agreements with EU members.48 A trade 
agreement with Canada went into effect in 2021. The United States is the United 
Kingdom’s largest trading partner by country. The Biden administration is negotiating 
a free trade agreement with the United Kingdom.

Asia-Pacific Economic Cooperation
The Asia-Pacific Economic Cooperation (APEC), established in 1989, promotes open 
trade and economic and technical cooperation among member economies, which ini-
tially included Australia, Brunei Darussalam, Canada, Indonesia, Japan, South Korea, 

European Union (EU)
a union of European nations 
established in 1958 to 
promote trade among its 
members; one of the largest 
single markets today.

Asia-Pacific Economic 
Cooperation (APEC)
an international trade 
alliance that promotes open 
trade and economic and 
technical cooperation among 
member nations.
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Malaysia, New Zealand, the Philippines, Singapore, Thailand, and the United States. 
Since then, the alliance has grown to include Chile; China; Hong Kong, China; Mexico; 
Papua New Guinea; Peru; Russia; Chinese Taipei; and Vietnam. The 21-member alli-
ance represents approximately 38 percent of the world’s population, 60 percent of the 
world’s GDP, and nearly 47 percent of global trade.49 APEC differs from other inter-
national trade alliances in its commitment to facilitating business and its practice of 
allowing the business/private sector to participate in a wide range of APEC activities.50

Companies of the APEC have become increasingly competitive and sophisticated 
in global business in the past three decades. The Japanese and South Koreans, in 
particular, have made tremendous inroads on world markets for vehicles, machinery, 
and electrical machinery. Products from Samsung, Sony, Toyota, Daewoo, Mitsubi-
shi, Suzuki, and Lenovo are sold all over the world and have set standards of quality 
by which other products are often judged. The People’s Republic of China, a coun-
try of more than 1.3 billion people, has launched a program of economic reform to 
stimulate its economy by privatizing many industries, restructuring its banking system, 
and increasing public spending on infrastructure (including railways and telecom-
munications). For many years, China was a manufacturing powerhouse with 10 per-
cent growth at its height. However, in recent years, growth has slowed to 6 percent.51  
China’s export market has consistently outpaced its import growth in recent years and 
its GDP represents the world’s second-largest economy, behind the United States. In 
fact, China has overtaken the United States as the world’s largest trader.52 The global 
internet retailer Alibaba is one of the world’s most valuable companies.53

Increased industrialization has also caused China to become the world’s largest 
emitter of greenhouse gases. China has overtaken the United States to become the 
world’s largest oil importer.54 On the other hand, China has also begun a quest to 
become a world leader in green initiatives and renewable energy. This is an increas-
ingly important quest as the country becomes more polluted.

Technology and the Economy

Data Privacy Concerns Take the 
World by Storm
A privacy law in the EU caused major changes to the way com-
panies like Facebook and Google collected and used user data. 
The law, called General Data Protection Regulation (GDPR), 
allows people to request data that have been collected about 
them and restricts businesses on how they can use those data. 
It also forces companies to notify users of how data collected 
about them will be used. If companies don’t comply with this 
regulation, they could face up to $1 billion in fines.

Not only has GDPR had a major impact on companies doing 
business in Europe, but Brazil, Japan, and South Korea are fol-
lowing Europe’s lead. The EU is encouraging other countries 
to develop tougher online privacy regulations by making data 
protection a part of trade deals. Even companies not based 
in the EU are subject to the regulation if they process the 
personal data of EU citizens. These requirements are making 

privacy protection a globalized issue. Conversely, the United 
States continues to have fewer privacy regulations on internet 
data collection.

These regulatory barriers could have a profound impact on 
large companies like Facebook, where data collection used 
for behavioral advertising is worth billions of dollars annu-
ally. Facebook claims that user data are crucial to perform the 
functions that it contracts with users to do. The battle between 
what data are necessary and what are not is a battle that 
could loom for a long time.e

Critical Thinking Questions
 1. What type of international barriers are companies like 

Facebook and Google facing in the realm of user privacy?
 2. Describe the global implications of the GDPR law.
 3. How might tougher regulations make it harder for users in 

Europe to utilize online services?
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Another risk area for China is the fact that the government owns or has stakes in 
so many enterprises. On the one hand, China’s system of state-directed capitalism 
has benefited the country because reforms and decisions can be made more quickly. 
On the other hand, state-backed companies lack many of the competitors that private 
industries have. Remember that competition often spurs innovation and lowers costs. 
If China’s firms lack sufficient competition, their costs may very likely increase.55  
China’s growing debt liabilities have also caused concern among foreign investors.56 
The U.S.–China trade war has negatively impacted economic growth in both China 
and the United States. The trade war continues with China agreeing to buy more soy-
beans and other agricultural crops from the United States. The United States is still 
looking for more equity in the trade relationships.

Other visible Pacific Rim regions, such as Thailand, Singapore, Taiwan, Vietnam, 
and Hong Kong, have also become major manufacturing and financial centers. Viet-
nam, with one of the world’s most open economies, has bypassed its communist gov-
ernment with private firms moving ahead despite bureaucracy, corruption, and poor 
infrastructure. In a country of 96 million people, Vietnamese firms now compete inter-
nationally due to an agricultural miracle, making the country one of the world’s main 
providers of farm produce.57 As China’s labor costs continue to grow, more businesses 
are turning toward Vietnam to open factories.58 The United States has expressed con-
cern about fair competition in the region.

Association of Southeast Asian Nations
The Association of Southeast Asian Nations (ASEAN), established in 1967, promotes 
trade and economic integration among member nations in Southeast Asia, including 
Malaysia, the Philippines, Singapore, Thailand, Brunei Darussalam, Vietnam, Laos, 
Indonesia, Myanmar, and Cambodia. The 10-member alliance represents 650 million 
people with a GDP of $2.9 trillion.59 ASEAN’s goals include the promotion of free 
trade, peace, and collaboration between its members.60

However, ASEAN is facing challenges in becoming a unified trade bloc. Unlike mem-
bers of the EU, the economic systems of ASEAN members are quite different, with political 
systems including democracies (the Philippines and Malaysia), constitutional monarchies 
(Cambodia), and communism (Vietnam).61 Major conflicts have also occurred between 
member nations. Unlike the EU, ASEAN will not have a common currency or fully free 
labor flows between member nations. In this way, ASEAN plans to avoid some of the 
pitfalls that occurred among nations in the EU during the latest worldwide recession.62

World Bank
The World Bank, more formally known as the International Bank for Reconstruction 
and Development, was established by the industrialized nations, including the United 
States, in 1946 to loan money to underdeveloped and developing countries. It loans its 
own funds or borrows funds from member countries to finance projects ranging from 
road and factory construction to the building of medical and educational facilities. The 
World Bank and other multilateral development banks (banks with international sup-
port that provide loans to developing countries) are the largest source of advice and 
assistance for developing nations. The International Development Association and the 
International Finance Corporation are associated with the World Bank and provide 
loans to private businesses and member countries. The World Bank responded to the 
COVID-19 pandemic with financial support for debt service suspension, vaccines, and 
additional support of economic development.

Association of Southeast 
Asian Nations (ASEAN)
a trade alliance that 
promotes trade and 
economic integration among 
member nations in Southeast 
Asia.

World Bank
an organization established 
by the industrialized 
nations in 1946 to loan 
money to underdeveloped 
and developing countries; 
formally known as the 
International Bank for 
Reconstruction and 
Development.
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International Monetary Fund
The International Monetary Fund (IMF) was established in 1947 to promote trade 
among member nations by eliminating trade barriers and fostering financial coopera-
tion. It also makes short-term loans to member countries that have balance-of-payment 
deficits and provides foreign currencies to member nations. The IMF tries to avoid 
financial crises and panics by alerting the international community about countries 
that will not be able to repay their debts. The IMF’s internet site provides additional 
information about the organization, including news releases, frequently asked ques-
tions, and members.

The IMF is the closest thing the world has to an international central bank. If 
countries get into financial trouble, they can borrow from the World Bank. However, 
global economic crises create many challenges for the IMF as it is forced to signifi-
cantly increase loans to both emerging economies and more developed nations. The 
usefulness of the IMF for developed countries is limited because these countries use 
private markets as a major source of capital.63 The IMF responded to the COVID-19 
pandemic by quickly deploying financial assistance and developing policy advice and 
special tools to assist member nations. The IMF also provides data about the world 
economic outlook, regional economic outlook, and global debt.

Getting Involved in International Business
Businesses may get involved in international trade at many levels—from a small 
Kenyan firm that occasionally exports African crafts to a huge multinational corpora-
tion such as Shell Oil that sells products around the globe. The degree of commitment 
of resources and effort required increases according to the level at which a business 
involves itself in international trade. This section examines exporting and importing, 
trading companies, licensing and franchising, contract manufacturing, joint ventures, 
direct investment, and multinational corporations.

Exporting and Importing
Many companies first get involved in international trade when they import goods 
from other countries for resale in their own businesses. For example, a grocery store 
chain may import bananas from Honduras and coffee from Colombia. A business 
may get involved in exporting when it is called upon to supply a foreign company with 
a particular product. For example, the U.S. has become a net petroleum exporter.64 
Such exporting enables enterprises of all sizes to participate in international business. 
Exporting to other countries becomes a necessity for established countries that seek 
to grow continually. Products often have higher sales growth potential in foreign coun-
tries than they have in the parent country. For instance, Cadillac has experienced 
record sales in China where it has a long heritage and pedigree.65 Table 3.4 shows the 
U.S.’s top 10 trading partners.

Exporting sometimes takes place through countertrade agreements, which involve 
bartering products for other products instead of for currency. Such arrangements are 
fairly common in international trade, especially between Western companies and 
eastern European nations. An estimated 40 percent or more of all international trade 
agreements contain countertrade provisions.

Although a company may export its products overseas directly or import products 
directly from their manufacturer, many choose to deal with an intermediary, com-
monly called an export agent. Export agents seldom produce products themselves; 

International Monetary 
Fund (IMF)
an organization established 
in 1947 to promote trade 
among member nations by 
eliminating trade barriers 
and fostering financial 
cooperation.

countertrade agreements
foreign trade agreements 
that involve bartering 
products for other products 
instead of for currency.

Summarize the different levels 
of organizational involvement in 
international trade.
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instead, they usually handle international transactions for other firms. The export 
agent provides services for a commission. They usually do not take ownership of prod-
ucts but maintain control. In some cases, they may assume ownership and act as a 
merchant marking up the product for a profit. They are also often responsible for stor-
age and transportation.

Trading Companies
A trading company buys goods in one country and sells them to buyers in another 
country. Trading companies handle all activities required to move products from one 
country to another, including consulting, marketing research, advertising, insurance, 
product research and design, warehousing, and foreign exchange services to compa-
nies interested in selling their products in foreign markets. Trading companies can 
produce and manufacture products or buy finished products from national producers 
and then export to earn a profit. By linking sellers and buyers of goods in different 
countries, trading companies promote international trade. WTSC offers a 24-hour-per-
day online world trade system that connects 20 million companies in 245 countries, 
offering more than 60 million products.66 Some of its customers include Amazon, 
DocuSign, and Intel.

Licensing and Franchising
Licensing is a trade arrangement in which one company—the licensor—allows another 
company—the licensee—to use its company name, products, patents, brands, trade-
marks, raw materials, and/or production processes in exchange for a fee or royalty.

The Coca-Cola Company and PepsiCo frequently use licensing as a means to mar-
ket their soft drinks, apparel, and other merchandise in other countries. Licensing is an 
attractive alternative to direct investment when the political stability of a foreign country 
is in doubt or when resources are unavailable for direct investment. Licensing is espe-
cially advantageous for small manufacturers wanting to launch a well-known brand inter-
nationally. Yoplait is a French yogurt that is licensed for production in the United States.

trading company
a firm that buys goods in one 
country and sells them to 
buyers in another country.

licensing
a trade agreement in which 
one company—the licensor—
allows another company—the 
licensee—to use its company 
name, products, patents, 
brands, trademarks, raw 
materials, and/or production 
processes in exchange for a 
fee or royalty.

TABLE 3.4
U.S. Top Trading Partners

Rank Country Exports Imports Total Trade Percent of Total Trade

 1 China 124.6 435.4 560.1 14.9%

 2 Mexico 212.7 325.4 538.1 14.3%

 3 Canada 255.4 270.4 525.8 14.0%

 4 Japan 64.1 119.5 183.6 4.9%

 5 Germany 57.8 115.1 172.9 4.6%

 6 Korea, South 51.2 76.0 127.2 3.4%

 7 United Kingdom 59.0 50.2 109.2 2.9%

 8 Switzerland 18.0 74.8 92.8 2.5%

 9 Taiwan 30.5 60.4 90.9 2.4%

10 Vietnam 10.0 79.6 89.6 2.4%

Source: U.S. Census Bureau, “Top Trading Partners—December 2020,” https://www.census.gov/foreign-trade/statistics/highlights/
top/top2012yr.html (accessed February 14, 2021).
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Franchising is a form of licensing in which a company—the franchiser—agrees to 
provide a franchisee the name, logo, methods of operation, advertising, products, and 
other elements associated with the franchiser’s business, in return for a financial com-
mitment and the agreement to conduct business in accordance with the franchiser’s 
standard of operations. Wendy’s, McDonald’s, H&R Block, and Holiday Inn are 
well-known franchisers with international visibility. Table 3.5 lists the top 10 global 
franchises.

Licensing and franchising enable a company to enter the international marketplace 
without spending large sums of money abroad or hiring or transferring personnel to 
handle overseas affairs. They also minimize problems associated with shipping costs, 
tariffs, and trade restrictions, and they allow the firm to establish goodwill for its prod-
ucts in a foreign market, which will help the company if it decides to produce or 
market its products directly in the foreign country at some future date. However, if 
the licensee (or franchisee) does not maintain high standards of quality, the product’s 
image may be hurt; therefore, it is important for the licensor to monitor its products 
overseas and to enforce its quality standards.

Contract Manufacturing
Contract manufacturing occurs when a company hires a foreign company to produce 
a specified volume of the firm’s product to specification; the final product carries the 
domestic firm’s name. Foxconn Technology Group in Taiwan is the world’s largest 
electronics contract manufacturer and makes products for other companies. Its clients 
include Sony Corp., Apple Inc., and Nintendo Co. In fact, Foxconn is the largest 
iPhone assembler.67

Outsourcing
Earlier, we defined outsourcing as transferring manufacturing or other tasks (such as 
information technology operations) to companies in countries where labor and supplies 
are less expensive. Many U.S. firms have outsourced tasks to India, Ireland, Mexico, 

franchising
a form of licensing in which 
a company—the franchiser—
agrees to provide a franchisee 
a name, logo, methods 
of operation, advertising, 
products, and other elements 
associated with a franchiser’s 
business in return for a 
financial commitment and 
the agreement to conduct 
business in accordance with 
the franchiser’s standard of 
operations.

contract manufacturing
the hiring of a foreign 
company to produce a 
specified volume of the 
initiating company’s product 
to specification; the final 
product carries the domestic 
firm’s name.

Ranking Franchise

 1 McDonald’s

 2 KFC

 3 Burger King

 4 7-Eleven

 5 Domino’s

 6 Ace Hardware Corporation

 7 Century 21

 8 Papa John’s

 9 Taco Bell

10 Pizza Hut

TABLE 3.5
Top 10 Global Franchises

Source: “Top 100 Franchises 2021,” Franchise Direct, https://www.franchisedirect.com/top100globalfranchises/rankings/ (accessed 
February 14, 2021).
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and the Philippines, where there are many well-educated workers and significantly 
lower labor costs. Services, such as taxes or customer service, can also be outsourced.

Although outsourcing has become politically controversial in recent years amid 
concerns over jobs lost to overseas workers, foreign companies transfer tasks and jobs 
to U.S. companies—sometimes called insourcing—far more often than U.S. companies 
outsource tasks and jobs abroad.68 However, some firms are bringing their outsourced 
jobs back after concerns that foreign workers were not adding enough value. Compa-
nies such as General Electric and Caterpillar are returning to the United States due 
to increasing labor costs in places such as China, the expense of shipping products 
across the ocean, and fears of fraud or intellectual property theft. Companies from 
other countries have also been moving some of their production to the United States; 
Caterpillar and Ford brought production of some of their excavators and medium-duty 
commercial trucks back to the United States.69

Offshoring
Offshoring is the relocation of a business process by a company, or a subsidiary, to 
another country. Offshoring is different than outsourcing: The company retains control 
of the process because it is not subcontracting to a different company. Companies may 
choose to offshore for a number of reasons, ranging from lower wages, skilled labor, or 
taking advantage of time zone differences in order to offer services around the clock. 
Some banks have chosen not to outsource because of concerns about data security in 
other countries. These institutions may, instead, engage in offshoring, which allows a 
company more control over international operations because the offshore office is an 
extension of the company. Shell, for example, opened a delivery center in India and 
moved its global IT jobs to that area.70 General Motors resumed production of the 
Chevy Blazer, produced exclusively at the GM plant located in Mexico.71

Joint Ventures and Alliances
Many countries, particularly LDCs, do not permit direct investment by foreign compa-
nies or individuals. A company may also lack sufficient resources or expertise to oper-
ate in another country. In such cases, a company that wants to do business in another 
country may set up a joint venture by finding a local partner (occasionally, the host 
nation itself) to share the costs and operation of the business. Ford formed a joint ven-
ture with Mahindra & Mahindra Ltd., an Indian car manufacturer, to pool resources 
with the goal of developing low-cost SUVs.72

In some industries, such as automobiles and com-
puters, strategic alliances are becoming the predomi-
nant means of competing. A strategic alliance is a 
partnership formed to create competitive advantage 
on a worldwide basis. In such industries, interna-
tional competition is so fierce and the costs of com-
peting on a global basis are so high that few firms 
have the resources to go it alone, so they collaborate 
with other companies. An example of a strategic 
alliance is the partnership between LinkedIn and 
accounting firm Ernst & Young. The companies hope 
to use their combined expertise to assist other compa-
nies in using technology, social networking, and sales 
effectively.73

offshoring
the relocation of business 
processes by a company or 
subsidiary to another country; 
offshoring is different than 
outsourcing.

joint venture
a partnership established for 
a specific project or for a 
limited time.

strategic alliance
a partnership formed 
to create competitive 
advantage on a worldwide 
basis.

IBM has more employees in India than in the United States.

Ramesh Pathania/Mint/Getty Images
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Direct Investment
Companies that want more control and are willing to invest considerable resources 
in international business may consider direct investment, the ownership of overseas 
facilities. Direct investment may involve the development and operation of new facili-
ties—such as when Starbucks opens a new coffee shop in Japan—or the purchase of all 
or part of an existing operation in a foreign country. Tesla opened a factory in Berlin, 
Germany, its strongest market in Europe.74

The highest level of international business involvement is the multinational corporation  
(MNC), a corporation, such as IBM or ExxonMobil, that operates on a worldwide 
scale, without significant ties to any one nation or region. Table 3.6 lists 10 well-known 

multinational corporations. MNCs are more than 
simple corporations. They often have greater assets 
than some of the countries in which they do busi-
ness. Nestlé, with headquarters in Switzerland, oper-
ates more than 400 factories around the world and 
receives revenues from Europe; North, Central, and 
South America; Africa; and Asia.75 The Royal Dutch/
Shell Group, one of the world’s major oil producers, 
is another MNC. Its main offices are located in The 
Hague and London. Other MNCs include BASF, Brit-
ish Petroleum, Matsushita, Mitsubishi, Siemens, Toy-
ota, and Unilever. Many MNCs have been targeted by 
anti-globalization activists at global business forums, 
and some protests have turned violent. The activists 
contend that MNCs increase the gap between rich and 
poor nations, misuse and misallocate scarce resources, 
exploit the labor markets in LDCs, and harm their nat-
ural environments.76

direct investment
the ownership of overseas 
facilities.

multinational corporation 
(MNC)
a corporation that operates 
on a worldwide scale, 
without significant ties to any 
one nation or region.

TABLE 3.6
Large Multinational Companies

Company Country Description

Royal Dutch Shell Netherlands Oil and gas; largest company in the world in terms of revenue

Toyota Japan Largest automobile manufacturer in the world

Walmart United States Largest retailer in the world; largest private employer in the world

Siemens Germany Engineering and electronics; largest engineering company in Europe

Nestlé Switzerland Nutritional, snack-food, and health-related consumer goods

Samsung South Korea Subsidiaries specializing in electronics, electronic components, telecommunications 
equipment, medical equipment, and more

Unilever United Kingdom Consumer goods including cleaning and personal care, foods, beverages

Boeing United States Aerospace and defense; largest U.S. exporter

Lenovo China Computer technology; highest share of PC market

Subway United States Largest fast-food chain; fastest-growing franchises in 105 countries

CEO Sonia Cheng has led the Rosewood Hotel Group’s aggressive 
international expansion.

Nora Tam/South China Morning Post/Getty Images
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International Business Strategies
Planning in a global economy requires businesspeople to understand the economic, 
legal, political, and sociocultural realities of the countries in which they will operate. 
These factors will affect the strategy a business chooses to use outside its own borders.

Developing Strategies
Companies doing business internationally have traditionally used a multinational  
strategy, customizing their products, promotion, and distribution according to cul-
tural, technological, regional, and national differences. When McDonald’s opened its 
first restaurant in Vietnam, it offered its traditional menu items as well as McPork 
sandwiches specifically targeted toward Vietnam consumers.77 Many soap and deter-
gent manufacturers have adapted their products to local water conditions, washing 
equipment, and washing habits. For customers in some LDCs, Colgate-Palmolive 
Co. has developed an inexpensive, plastic, hand-powered washing machine for use in 
households that have no electricity. Even when products are standardized, advertising 
often has to be modified to adapt to language and cultural differences. For example, 
Mars has been in the China pet food market for more than two decades with brands 
like Royal Canin, Whiskies, and Pedigree. U.S.-based Mars has competitive advantage 
because in China people are concerned about the safety of locally produced pet food.

More and more companies are moving from this customization strategy to a global 
strategy (globalization), which involves standardizing products (and, as much as possi-
ble, their promotion and distribution) for the whole world, as if it were a single entity. 
Examples of globalized products are American cloth-
ing, movies, music, and cosmetics. In the advertisement, 
which appeared in an American magazine, Air France 
promotes the features and benefits of its mobile app. 
The tagline “France is in the air” is used in its advertise-
ments worldwide. Social media sites are important chan-
nels that brands are using to connect with their global 
customers. According to AdAge, Fashion Nova, Huda 
Beauty, and Victoria’s Secret are the most engaging con-
sumer brands on social media.78

Before moving outside their own borders, companies 
must conduct environmental analyses to evaluate the 
potential of and problems associated with various markets 
and to determine what strategy is best for doing business 
in those markets. Failure to do so may result in losses and 
even negative publicity. Some companies rely on local 
managers to gain greater insights and faster response to 
changes within a country. Astute businesspeople today 
“think globally, act locally.” That is, while constantly 
being aware of the total picture, they adjust their firms’ 
strategies to conform to local needs and tastes.

Managing the Challenges of  
Global Business
As we’ve pointed out in this chapter, many past politi-
cal barriers to trade have fallen or been minimized, 

multinational strategy
a plan, used by international 
companies, that involves 
customizing products, 
promotion, and distribution 
according to cultural, 
technological, regional, and 
national differences.

global strategy 
(globalization)
a strategy that involves 
standardizing products (and, 
as much as possible, their 
promotion and distribution) 
for the whole world, as if it 
were a single entity.

Contrast two basic strategies 
used in international business.

LO 3-5

Air France uses the tagline “France is in the air” globally.
Source: Air France
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expanding and opening new market opportunities. Managers who can meet the chal-
lenges of creating and implementing effective and sensitive business strategies for 
the global marketplace can help lead their companies to success. For example, the 
Commercial Service is the global business solutions unit of the U.S. Department 
of Commerce that offers U.S. firms wide and deep practical knowledge of interna-
tional markets and industries, a unique global network, inventive use of information 
technology, and a focus on small and mid-sized businesses. Another example is the 
benchmarking of best international practices that benefits U.S. firms, which is con-
ducted by the network of CIBERs (Centers for International Business Education 
and Research) at leading business schools in the United States. These CIBERs are 
funded by the U.S. government to help U.S. firms become more competitive globally. 
A major element of the assistance that these governmental organizations can provide 
firms (especially for small and medium-sized firms) is knowledge of the internation-
alization process.79

Small businesses, too, can succeed in foreign markets when their managers have 
carefully studied those markets and prepared and implemented appropriate strategies. 
Being globally aware is therefore an important quality for today’s managers and will 
remain a critical attribute for managers of the 21st century.

Have you always dreamt of traveling the world? Whether 
backpacking your way through Central America or sipping 
espressos at five-star European restaurants is your style, the 
increasing globalization of business might just give you your 
chance to see what the world has to offer. Most new jobs will 
have at least some global component, even if located within 
the United States, so being globally aware and keeping an 
open mind to different cultures are vital in today’s business 
world. Think about the billions of consumers in China who 
have already purchased mobile phones. In the future, some 
of the largest markets will be in Asia.

Many jobs discussed in chapters throughout this text tend 
to have strong international components. For example, prod-
uct management and distribution management are discussed 
as marketing careers in the chapter “Dimensions of Marketing 
Strategy.” As more and more companies sell products around 
the globe, their function, design, packaging, and promotions 
need to be culturally relevant to many different people in 
many different places. Products very often cross multiple bor-
ders before reaching the final consumer, both in their distribu-
tion and through the supply chain to produce the products.

Jobs exist in export and import management, product and 
pricing management, distribution and transportation, and 

advertising. Many “born global” companies such as Google 
operate virtually and consider all countries their market. 
Many companies sell their products through eBay and other 
internet sites and never leave the United States. Today, com-
munication and transportation facilitate selling and buying 
products worldwide with delivery in a few days. You may 
have sold or purchased a product on eBay outside the United 
States without thinking about how easy and accessible inter-
national markets are to business. If you have, welcome to the 
world of global business.

To be successful, you must have an idea not only of dif-
fering regulations from country to country, but of different 
language, ethics, and communication styles and varying 
needs and wants of international markets. From a regulatory 
side, you may need to be aware of laws related to intellec-
tual property, copyrights, antitrust, advertising, and pricing 
in every country. Translating is never only about translating 
the language. Perhaps even more important is ensuring that 
your message gets through. Whether on a product label or in 
advertising or promotional materials, the use of images and 
words varies widely across the globe.

So You Want a Job in Global Business
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Review Your Understanding
Explore some of the factors within the 
international trade environment that influence 
business.
International business is the buying, selling, and trading of 
goods and services across national boundaries. Importing is 
the purchase of products and raw materials from another 
nation; exporting is the sale of domestic goods and materials 
to another nation. A nation’s balance of trade is the differ-
ence in value between its exports and imports; a negative 
balance of trade is a trade deficit. The difference between 
the flow of money into a country and the flow of money out 
of it is called the balance of payments. An absolute or com-
parative advantage in trade may determine what products a 
company from a particular nation will export.

Assess some of the economic, ethical, legal, 
political, social, cultural, and technological 
barriers to international business.
Companies engaged in international trade must consider 
the effects of economic, ethical, legal, political, social, and 
cultural differences among nations. Economic barriers are a 
country’s level of development (infrastructure) and exchange 
rates. Wide-ranging legal and political barriers include differ-
ing laws (and enforcement), tariffs, exchange controls, quotas, 
embargoes, political instability, and war. Ambiguous cultural 
and social barriers involve differences in spoken and body lan-
guage, time, holidays and other observances, and customs.

Specify some of the agreements, alliances, and 
organizations that may encourage trade across 
international boundaries.
Among the most important promoters of international busi-
ness are the General Agreement on Tariffs and Trade, the 
World Trade Organization, the United States–Mexico–Canada 
Agreement, the European Union, the Asia-Pacific Economic 
Cooperation, the Association of Southeast Asian Nations, the 
World Bank, and the International Monetary Fund.

Summarize the different levels of organizational 
involvement in international trade.
A company may be involved in international trade at several 
levels, each requiring a greater commitment of resources and 

effort, ranging from importing/exporting to multinational 
corporations. Countertrade agreements occur at the import/
export level and involve bartering products for other products 
instead of currency. At the next level, a trading company links 
buyers and sellers in different countries to foster trade. In 
licensing and franchising, one company agrees to allow a for-
eign company the use of its company name, products, patents, 
brands, trademarks, raw materials, and production processes 
in exchange for a flat fee or royalty. Contract manufacturing 
occurs when a company hires a foreign company to produce 
a specified volume of the firm’s product to specification; the 
final product carries the domestic firm’s name. A joint venture 
is a partnership in which companies from different countries 
agree to share the costs and operation of the business. The 
purchase of overseas production and marketing facilities is 
direct investment. Outsourcing, a form of direct investment, 
involves transferring manufacturing to countries where labor 
and supplies are cheap. Offshoring is the relocation of busi-
ness processes by a company or subsidiary to another country; 
it differs from outsourcing because the company retains con-
trol of the offshored processes. A multinational corporation is 
one that operates on a worldwide scale, without significant 
ties to any one nation or region.

Contrast two basic strategies used in 
international business.
Companies typically use one of two basic strategies in interna-
tional business. A multinational strategy customizes products, 
promotion, and distribution according to cultural, technologi-
cal, regional, and national differences. A global strategy (glo-
balization) standardizes products (and, as much as possible, 
their promotion and distribution) for the whole world, as if it 
were a single entity.

Assess the opportunities and problems facing a 
small business that is considering expanding into 
international markets.
The “Solve the Dilemma” feature near the end of this chap-
ter presents a small business considering expansion into 
international markets. Based on the material provided in the 
chapter, analyze the business’s position, evaluating specific 
markets, anticipating problems, and exploring methods of 
international involvement.
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Check Your Progress
 1. Distinguish between an absolute advantage and a 

comparative advantage. Cite an example of a country 
that has an absolute advantage and one with a 
comparative advantage.

 2. What effect does devaluation have on a nation’s 
currency? Can you think of a country that has devaluated 
or revaluated its currency? What have been the results?

 3. What effect does a country’s economic development 
have on international business?

 4. How do political issues affect international business?

 5. What is an import tariff? A quota? Dumping? How might 
a country use import tariffs and quotas to control its 
balance of trade and payments? Why can dumping result 
in the imposition of tariffs and quotas?

 6. How do social and cultural differences create barriers 
to international trade? Can you think of any additional 
social or cultural barriers (other than those mentioned in 
this chapter) that might inhibit international business?

 7. Explain how a countertrade agreement can be 
considered a trade promoter. How does the World Trade 
Organization encourage trade?

 8. At what levels might a firm get involved in international 
business? What level requires the least commitment of 
resources? What level requires the most?

 9. Compare and contrast licensing, franchising, contract 
manufacturing, and outsourcing.

 10. Compare multinational and global strategies. Which is 
better? Under what circumstances might each be used?

Get Involved
 1. If the United States were to impose additional tariffs on 

cars imported from Japan, what would happen to the 
price of Japanese cars sold in the United States? What 
would happen to the price of American cars? What 
action might Japan take to continue to compete in the 
U.S. automobile market?

 2. The United States–Mexico–Canada Agreement has been 
positive for U.S. firms desiring to engage in international 
business. What industries and specific companies have 
the greatest potential for opening stores in Canada and 
Mexico? What opportunities exist for small businesses 

that cannot afford direct investment in Mexico and 
Canada?

 3. Identify a local company that is active in international 
trade. What is its level of international business 
involvement and why? Analyze the threats and 
opportunities it faces in foreign markets, as well as its 
strengths and weaknesses in meeting those challenges. 
Based on your analysis, make some recommendations for 
the business’s future involvement in international trade. 
(Your instructor may ask you to share your report with 
the class.)

Learn the Terms
absolute advantage 75
Asia-Pacific Economic Cooperation 

(APEC) 87
Association of Southeast Asian Nations 

(ASEAN) 89
balance of payments 76
balance of trade 76
cartel 82
comparative advantage 75
contract manufacturing 92
countertrade agreements 90
direct investment 94
dumping 81
embargo 81

European Union (EU) 87
exchange controls 80
exchange rate 78
exporting 75
franchising 92
General Agreement on Tariffs and 

Trade (GATT) 85
global strategy (globalization) 95
import tariff 80
importing 75
infrastructure 78
international business 74
International Monetary Fund 

(IMF) 90

joint venture 93
licensing 91
multinational corporation (MNC) 94
multinational strategy 95
offshoring 93
outsourcing 75
quota 81
strategic alliance 93
trade deficit 76
trading company 91
United States–Mexico–Canada 

Agreement (USMCA) 86
World Bank 89
World Trade Organization (WTO) 85
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Build Your Skills

Global Awareness

Background
 As American businesspeople travel the globe, 
they encounter and must quickly adapt to a 
variety of cultural norms quite different from 
those in the United States. When encountering 

individuals from other parts of the world, the best attitude to 
adopt is, “Here is my way. Now what is yours?” The more you 
see that you are part of a complex world and that your culture 
is different from, not better than, others, the better you will 
communicate and the more effective you will be in a variety of 
situations. It takes time, energy, understanding, and tolerance 
to learn about and appreciate other cultures. Naturally you’re 
more comfortable doing things the way you’ve always done 
them. Remember, however, that this fact will also be true of the 
people from other cultures with whom you are doing business.

Task
You will “travel the globe” by answering questions related to 
some of the cultural norms that are found in other countries. 
Form groups of four to six class members and determine the 
answers to the following questions. Your instructor has the 
answer key, which will allow you to determine your group’s 
Global Awareness IQ, which is based on a maximum score of 
100 points (10 points per question).

Match the country with the cultural descriptor provided:

_____ 2. In this country, special forms of speech called 
keigo convey status among speakers. When 
talking with a person in this country, one should 
know the person’s rank. People from this country 
typically will not initiate a conversation without a 
formal introduction.

_____ 3. People from this country often pride themselves 
on enhancing their image by keeping others 
waiting.

_____ 4. When writing a business letter, people in 
this country like to provide a great deal of 
background information and detail before 
presenting their main points.

_____ 5. For a man to inquire about another man’s wife 
(even a general question about how she is doing) 
is considered very offensive in this country.

_____ 6. When in this country, you are expected to 
negotiate the price on goods you wish to 
purchase.

_____ 7. While North Americans want to decide the main 
points at a business meeting and leave the details 
for later, people in this country need to have all 
details decided before the meeting ends to avoid 
suspicion and distrust.

_____ 8. Children in this country learn from a very early 
age to look down respectfully when talking to 
those of higher status.

_____ 9. Until recently in this country, the eldest male was 
legally the ruler of the household, and the custom 
was to keep the women hidden.

_____ 10. Many businesspeople from the United States 
experience frustration because yes does not 
always mean the same thing in other cultures. 
For example, the word yes in this country means, 
“OK, I want to respect you and not offend you.” 
It does not necessarily show agreement.

 A. Saudi Arabia

 B. Japan

 C. The United 
Kingdom

 D. Germany

 E. Venezuela

 F. China

 G. Greece

 H. Korea

 I. India

 J. Mexico

_____ 1. When people in this country table a motion, 
they want to discuss it. In America, “to table a 
motion” means to put off discussion.

Solve the Dilemma
Global Expansion or Business as Usual?

Audiotech Electronics, founded in 1959 
by a father and son, currently operates a 
35,000-square-foot factory with 75 employ-
ees. The company produces control consoles 
for television and radio stations and recording 

studios. It is involved in every facet of production—designing 
the systems, installing the circuits in its computer boards, and 

even manufacturing and paint-
ing the metal cases housing the 
consoles. The company’s prod-
ucts are used by all the major 
broadcast and cable networks. 
The firm’s newest products 
allow television correspondents 
to simultaneously hear and 

Assess the opportunities 
and problems facing a small 
business that is considering 
expanding into international 
markets.

LO 3-6
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communicate with their counterparts in different geographic 
locations. Audiotech has been very successful meeting its cus-
tomers’ needs efficiently.

Audiotech sales have historically been strong in the United 
States, but recently, growth is stagnating. Even though Audio-
tech is a small, family-owned firm, it believes it should evalu-
ate and consider global expansion.

Critical Thinking Questions
 1. What are the key issues that need to be considered in 

determining global expansion?

 2. What are some of the unique problems that a small 
business might face in global expansion that larger firms 
would not?

 3. Should Audiotech consider a joint venture? Should it hire 
a sales force of people native to the countries it enters?

Build Your Business Plan 

Business in a Borderless World

Think about the good/service you are contem-
plating for your business plan. If it is an already- 
established good or service, try to find out if 
the product is currently being sold internation-
ally. If not, can you identify opportunities to do 

so in the future? What countries do you think would respond 
most favorably to your product? What problems would you 
encounter if you attempted to export your product to those 
countries?

If you are thinking of creating a new good or service for 
your business plan, think about the possibility of eventually 

marketing that product in another country. What countries or 
areas of the world do you think would be most responsive to 
your product?

Are there countries the United States has trade agree-
ments or alliances with that would make your entry into the 
market easier? What would be the economic, social, cultural, 
and technological barriers you would have to recognize before 
entering the prospective country(ies)? Think about the spe-
cific cultural differences that would have to be taken into con-
sideration before entering the prospective country.

Visit Connect to practice building your business plan 
with the Business Plan Prep Exercises.

®

See for Yourself Case
Why McDonald’s Fast Food Had Slow 
Growth in Vietnam

In 2014, McDonald’s capitalized on the oppor-
tunity that was presented when Vietnam 
opened trade to outsiders. At first, it appeared 
that McDonald’s move into the country was a 
huge success, with more than 400,000 custom-

ers visiting the restaurant within its first month of operation. 
Originally, McDonald’s planned to open more than 100 stores 
in a 10-year period. However, nearly six years later, McDon-
ald’s only had 22 stores in the entire country. Many have found 
this odd considering McDonald’s had been previously success-
ful in entering other Asian countries such as China and Japan.

McDonald’s failed for the same reason that it is success-
ful everywhere else. Known for being fast and cheap, the 
famous chain learned the hard way that Vietnamese culture 
and native food options weren’t easy to compete against. The 
concept of fast food has existed for a long time among tradi-
tional Vietnamese food outlets, and Vietnamese restaurants 

are often faster than McDonald’s. To make matters worse, 
local vendors had the overwhelming majority of food out-
lets in Vietnam, with 430,000 vendors out of 540,000 being 
local. This was the result of the Vietnam War, which closed off 
access to American companies and allowed for local vendors 
to fill gaps in the market.

McDonald’s made a miscalculation from a marketing per-
spective by trying to use the Western pricing strategy in the 
Eastern market. In the United States, McDonald’s is known as 
one of the cheaper food options, but in Vietnam it is viewed 
as a luxury because monthly income is lower in Vietnam com-
pared to the United States. The vast majority of customers 
aren’t able to visit McDonald’s frequently and would much 
rather opt for a complete meal from a local vendor. In addi-
tion to pricing issues, McDonald’s was perceived as having 
a limited menu in comparison to local vendors who offered 
more diverse and less expensive options.

Another major issue in terms of McDonald’s success is the 
style of eating in Vietnam. Locals are known to enjoy meals 
in a “family-style” atmosphere, which is common in Asian 
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countries. This is the concept of having dishes and sides all 
at the disposal of those who have gathered to eat rather than 
each person having their own respective meal. Food needs to 
be shareable, and preferably chicken, in order to be successful 
in Vietnam, which is the exact opposite of McDonald’s trade-
mark menu items.

It’s interesting to see that McDonald’s isn’t alone in fail-
ing to thrive in the Vietnamese market, as Burger King and 
Starbucks have also failed to be as successful as people origi-
nally thought they would be. Burger King, which entered the 
market in 2011, only has 13 stores in the entire country. A good 
example of a fast-food chain that successfully changed direc-
tions is KFC. In 1997, KFC was one of the first American brands 
to open in Vietnam. It took seven years for KFC to open just 10 
stores, so the fast-food chain changed directions and adjusted 
its menu to better fit local tastes, introducing chicken rice and 
a shrimp burger. KFC has more than 135 stores in Vietnam.

McDonald’s and Burger King have both tried to intro-
duce new menu items to better reflect local cuisine, such as 
McDonald’s grilled pork rice with egg and Burger King’s fish 
rice combo. It’s hard to say whether revamping the menu will 
be enough to turn the tide in Vietnam. Fast-food outlets in 
general have declined over recent years, and local vendors 
have continued to grow in popularity. McDonald’s may be 
fighting a losing battle.80

Critical Thinking Questions
 1. In the United States, McDonald’s competes on speed of 

service. Why was this not a competitive advantage in 
Vietnam?

 2. Why did McDonald’s pricing strategy not work in Vietnam?

 3. Describe family-style dining, and explain why McDonald’s 
menu is at odds with this concept.

Team Exercise
Visit Transparency International’s Country Corruption Index 
website: https://www.transparency.org/en/cpi. Form groups 
and select two countries. Research some of the economic, eth-
ical, legal, regulatory, and political barriers that would have 
an impact on international trade. Be sure to pair a country 

with a high level of perceived corruption (lower scores) with 
a country that has a low level of perceived corruption (higher 
scores). Report your findings.

Ask your instructor about the role-play exercises avail-
able with this book to practice working with a business team.
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