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Abstract

This textbook presents, dear reader, a new era where the main force
for social change, research, education, economic betterment, and even
employee happiness is the global enterprise. From the outset it is assumed
that today all business is global though often with conflicting priorities
and potential civilization clashes. Also, it showcases that we operate in a
practically borderless world secking ideas and talents globally.

Therefore, this book aims to brief you on business-related issues
ranging from historical macters to the realities of the 21st century, from
local cultures to global organizations and from political, legal, and
economic topics to accounting, finance, marketing, and management
perspectives. It also aims to direct your attention to critical business chal-
lenges as well as to the need of corporate governance at all levels. These
issues relate to the environment and the structure of the corporation.

However, these very issues may result in restating the organizational
objectives since the corporate era parallels the roles and the responsibili-
ties that countries had in the past. For that matter wise, prudent, knowl-
edgeable, ethical, philosophically-oriented, and enlightened corporate
leaders are needed.

From a practical side the material presented is better suited for upper-
level undergraduate, graduate study, and executive education, and it
provides a combination of how-to-do matters and philosophical perspec-

tives of a new and challenging era.

Keywords

business challenges, business ethics, corporate governance, ethics, global
business, global organizations, international accounting, international
finance, international management, international marketing, philosophy,

self-actualization
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Preface

During my years of business and academic experience, I have collected
hundreds of books on international business,' philosophy, history,
sociology, and so on. It fascinates me that most of the international busi-
ness concepts we perceive as brand new were discussed and challenged
since the mid-1950s, or even earlier.

Therefore, in writing this book I aim not only to present the environ-
ment and structure of today’s global business but also to address challenges
that the globalization of business has brought. In the process, this book
became a mix of the technocratic needs of the global enterprise, an eco-
nomic theory, and a philosophical perspective of our era. These concepts
are interconnected. In fact, I believe that the era of global business—an
era that will propel the human enterprise to become the major societal
player in the near future—is already taking shape in terms of research,
significance, size, employee happiness, philosophy, and ethics.

At the outset, I would like to clarify a few essential definitions. This
book deals with “business.” I use all related nouns such as business,
company, corporation, enterprise, firm, organization, or transnational
interchangeably. In a parallel sense and although most businesses have
a profit motive, to a great extent the material presented also applies to
the not-for-profit entities, including governmental and nongovernmental
ones. Business is now perceived as a societal player that takes on new roles
and is responsible for economic growth and social betterment,” and oper-
ates within a practically borderless global environment.

National identities, symbols, and icons are milestones of the passage
of civilizations: the Roman Empire, the British Empire, the Pyramids, the
Great Wall of China, Alexander the Great, and Napoleon the Great are
all indicative of past eras motivated by economic ambitions and personal
glory.

In my opinion, the 21st century is also motivated by economic ambi-
tions and personal glory. It will be established as the era of corporate iden-

tities and, to some extent, by personal icons. The geopolitical dynamics
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of the past are giving way to a new societal order that is rapidly changing
to a corporate-driven status quo. Already we are witnessing hundreds of
corporations with annual sales (as well as wealth portfolios of individuals)
that are larger than the gross national product of entire nations. We are
also witnessing corporate executives who are routinely rewarded salaries
and bonuses that are a hundred times more than the average employee;
and athletes, musicians, and politicians who may define, through their
lifestyles, the modus vivendi of the future. Alas! Their ways of life are
very different from those of the average individual. They are the pha-
raohs of a new era. Benchmarking should be realistic and achievable to
be meaningful.

This is one side of the 21st century coin. The other?

Material motivation should be questioned; though, for most peo-
ple a larger home, a yacht, or a private jet are still valid objectives for a
better life. Nevertheless there is a trend toward self-actualization of the
individual, simplicity of human desires, and a deeper understanding of
existential reasoning. Wise people like Mahatma Gandhi taught us that
“one must become as humble as dust before he can discover truth.”® We
shall revisit this statement at the end of this book. My proposition is that
corporate governance in the near future will embrace these values and
become more focused toward philosophy, truth, and ethics.

This book begins with an introductory chapter on historical per-
spectives and modern era corporate governance, and then transports the
reader from topographical issues to cultural developments, to philosophy
and ethics, to national and corporate cultures, to the environment of the
global business village, and the functions of the contemporary enterprises.
The business world has one constant: Change! Everywhere there are reali-
ties, risks, trends, and challenges. This book points to these business chal-
lenges, which are often opportunities for the daring and reasons for the
demise of others. There are dozens of business challenges presented in this
book. Some examples include: geopolitical and business dynamics; cul-
tural adaptation; cultural imperialism; behavioral protocols; civilization
clashes; perceptions of philosophy and truth; ethical concerns; corporate
cultures; 21st century realities; societal changes; effects of technology,
information technology, and media; international finance issues; global

marketing trends; and different political, legal, and economic systems.



PREFACE  xiii

Business addresses these challenges as potential opportunities, not
only to achieve business objectives but also to perform a defining soci-
etal role as the factor responsible for sustainable economic growth, pro-
duction, equitable development, research, education, social balance,
and human happiness. In my opinion, the minimum requirements for
today’s enterprise are that it must be creative, consumer-based, human
resource-centered, ethical, and able to capitalize on the available informa-
tion technologies.

Finally, I want to sincerely thank Rob Zwettler, Destiny Hadley, and
Shyam Joseph for making this text available to a broader audience and for
significantly improving its grammatical flow. Moreover, I want to express
my gratitude to certain individuals, most of whom are deceased, whose
example, mentoring, and assistance made it possible for my humble
self to communicate concepts of social improvement. They include my
parents, John Dorbis, Jim Dunlap, George Minettas, Lawrence Schkade,
Evan Syrigos, Phil Taylor, Willis Wolf, and Panayiotis Ziridis.

John Thanopoulos
February 2014






Abbreviations

Note: In this book, acronyms that have been used extensively as corporate

names, for example, GM or IBM, are also used.

AIB
ASEAN
DC
ECOWAS
ERP
FASB

FDI

GCC
GLOCAL
GNP
IBRD
IDA

IFC

IMO

ISM

IT

LDC
MARPOL

NAFTA
OPEC

pppP

RFID

SFAS
SOLAS

SRC
UNCITRAL
WTO

Academy of International Business

Association of South East Asian Nations

developed country

Economic Community of West African States
enterprise resource planning

Financial Accounting Standards Board

foreign direct investment

Gulf Cooperation Council

Combination of the words Global and Local

gross national product

International Bank for Reconstruction and Development
International Development Association

International Financial Corporation

International Maritime Organization

International Safety Management (Code)
information technology

less developed country

International Convention for the Prevention of Pollution
from Ships

North America Free Trade Agreement

Organization of Petroleum Exporting Countries
Purchasing Power Parity

radio frequency identification

Statements of Financial Accounting Standards
International Convention for the Safety of Life at Sea
Self-Reference Criterion

United Nations Commission on International Trade

Word Trade Organization






CHAPTER 1

The Human Enterprise
and Its Governance

In the 1960s, I had the first discussions focusing on the topic of this
book. During those years these discussions were bordering on science
fiction, though rapid social change was evident. The human enterprise,
often directed by individual might and not by the power of the state, was
already globalized though rarely following standardized game rules. The
issue of corporate social responsibility and responsiveness was a major
managerial concern, sound corporate governance was sine qua non of
business success, and 25 U.S. academic programs have already a series
of courses on business internationalization. Four decades does not seem
a long time ago, however, at that time, most of the developed world had
only a superficial understanding of global business.

This chapter aims to be an introduction to those that follow address-
ing historical perspectives of the enterprise and main issues surround-
ing its philosophy, ethical behavior, corporate culture, and its corporate

governance.

Working Hypotheses

Although the main purpose of this book is to familiarize the reader with
the conceptual framework of the modern enterprise, it is important from
the outset to begin by repeating the relativity of our existence; the diame-
ter of the known universe is measured in billions of light-years.! This is a
system infinitely larger than our conception. Therefore, in our infinite cos-

mos, in itself systemic, we need to accept some initial working hypotheses:

1. The framework of analysis is a function of the knowledge we possess
at a specific time; it constantly evolves.
2. 'The quality of data is critical. Without data we cannot draw

conclusions.
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3. Leaders’ competence is questionable. Are the most competent per-
sons chosen to lead? Thus, due to the leadership, its abilities and
motivation, do we suboptimize our potential?

4. Have we studied the trends that will shape the decades to come?

Who are (truly) listening—nations or corporations?

Therefore, it is important to repeat a statement made at the preface
and to be reminded of the relative revenue size of the world’s largest cor-
porations as compared to the gross national product (GNP) of countries.”
Thus, in a table where countries and large global companies are presented
together, the largest global company may rank around the 25th position,
whereas more than 80 countries have GNP smaller than the revenues of
the 500th largest corporation.

Countries and corporations have leaders who are responsible for the
well-being of the people as well as for any living organism on the planet,
sustainable future of our tiny planet, and an equitable and fair manage-

ment of the organizations it happened to govern.

Historical Perspectives

During all stages of human history, the individual is empowered through
his or her family, tribe, society, and nation. The main factors of his or her
social progress relate to the environment, resources, culture, philosophi-
cal tenets, scientific-technological achievements, and the entrepreneurial
thinking of the era. Spatial perception is based on one’s own observa-
tion. The existence of significant individuals relates to acceptable norms
(e.g., Pharaohs being considered as deities) and power relationships
(e.g., the losers of wars become slaves). The enterprise, as an institution,
exists but not at the importance of the postindustrial revolution era.

The wars and significant structures left by our ancestors were enter-
prises that demanded vision, planning, factors of production, adminis-
tration, and control procedures. At the end, ruling over other nations
depended on military, economic, and cultural might. Achieving goals
was teleological® in nature. However, the implementation force was
human activity, mainly that of submissive slaves. The laws were in favor
of the rulers and the perception of morality did not apply to most of the

workers.
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After the Second World War, major global corporations from the
United States, Europe, and Japan, using breakthrough business prac-
tices undertook social roles, traditionally found only under governmen-
tal umbrellas. Serving the interests of the company stockholders was
not enough, anymore. Management realized that company survival and
growth depended on a corporate culture serving all its stakeholders needs,
including employees, customers, and the environment, in general. Since
the corporate mission invariably has a teleological character, its vision
toward stockholders, employees, customers, and the environment, in
general, can be described as a four-sided tunnel whose sides are flexible,
depending on the deontology that the corporation has with respect to

specific social practices.

Before and After the Industrial Revolution:
Two Business Models

Business processes have been described with superb details for hundreds of
years. From Sun Tzu to the Trojan War and from the Olympic Games to
the Roman Empire bureaucracies, one can fathom with focused detail of
the practices utilized. However, it is only during the past 50 to 100 years
that the business modus operandi has been seen as the primary mechanism
of societal evolution, and has been studied through functional modeling
and scientifically acceptable methodologies.

We may visualize the before-and-after of the industrial revolution
business realities through two “models.” The first having at its center the
people of power, the Pharaohs, the Kings, and the Emperors, whereas the
second focuses on the individual, the everyday person.

Let’s start with the before the industrial revolution era social model.
As we said, for thousands of years of human evolution the individual
is reinforced by the bonds and the social support structure of the fam-
ily, the society, the race, the nation, and the state. The main factors of
social progress depend on the environment, the resources it provides,
the philosophy and principles of the culture, scientific-technological and
cultural achievements of the times, and the business thinking of society.
The perception of outer space is based on personal observation and senses.
The existence of powerful and lesser people is linked to the prevailing

behavioral codes and to the generally acceptable dynamics of relations.
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During those years business, as an institution, did exist, but it had
not gained the importance and momentum it has acquired in the past
200 years. Achieving (business) objectives was teleological in nature.
For example, the hardships of the workers who built the Great Wall of
China were not inhibitors of the progress of the project. Yet, ultimately,
country-state might, trade opportunities, economic prosperity, and
cultural recognition were the main elements of sovereignty of the people.

In essence, submission to the laws, religious constructs, and the con-
cept of morality was instrumental in forming the societal fabric by lim-
iting individual freedom. Business profits depended oftentimes on the

painfully oppressed, human labor.

Prophetic of future business mismanagement applications, the Revela-

tion of John states “Why your merchants (Babylon) were the rulers of the
4

earth because of the spell you put on all nations.”

By extension, and for our era, the idea of “spell” could be partially seen
as advertising and influence of the media, whereas the idea of “nation”
appears to be analogous to modern internationalized corporations.

How did business operate before the industrial revolution? The envi-
ronment and its topographical and geographical realities have always
defined its unique character and adaptation needs. It had to operate in a
different way in Alaska and a different way in the Sahara. Moreover, the
geographical realities, to a great extent, defined the (then) social fabric
(race, nation, and state) including elements such as laws, religions, proce-
dures, science, technology, art, and so on.

It should also be mentioned that the systemic focus before the indus-
trial revolution was the status quo of those in power, those who make the
rules, lead the spiritual elite, and possess the means to suppress the rest.
Notice that before the industrial revolution the focus was not toward the
ordinary people who, for all practical purposes, were considered as slaves.
In this model, everybody and every system were working for the benefit,
wealth, and fame of the rulers and of those who control the laborers. We
may visualize this model as three concentric circles, the outer being the
environment, the middle one being the social fabric, and central one the

people in power.
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Let us now move to the realities of the postindustrial revolution era
model’, which effectively is the same as before but the attention, the cen-
ter of it, is the everyday individual. In many ways the previous model still
exists, especially in underdeveloped and developing regions of our planet.
After the industrial revolution, the use of engines and energy exponen-
tially multiplied the productive entrepreneurial potential of human cre-
ativity. To reach their destination people no longer needed human labor
to propel vehicles and vessels. The machines, powered by coal or olil,
assumed this work. Thus, former rowers began using their spare time and
energy to build more and better machinery and processes. Over time,
the abilities of the workers accelerated the rate of change and, now being
managers, redefined systemic priorities. In redefining priorities earlier
production systems were not satisfactory anymore.

After the industrial revolution individuals assumed their own rights,
societal dynamics, and reason of being. They move away from home early,
have social choices, divorce easily, and consider their perceived happiness
and interests. They follow new and meritorious norms of employment,
upgrade constantly their education, seek material wealth, adopt lifestyles
suited to their own priorities, engage to ethical responsibility norms, and
understand the importance of virtual environments.® Because the system
enables the individual to be freer of restrictions imposed by family or
country, dependence on them is much less pronounced than in the past.

Of course, beyond the individual and the family, the state and the
political establishment continues to exist,” but it acquires regulatory roles,
both in terms of the individual’s social upbringing and institutional oper-
ation, standards, and controls. Moreover, the well-managed state offers a
justice system that applies to all (no one is above the law), whereas previ-
ous such systems were biased in favor of persons with power.

One may ask: So, between before and after the industrial revolution
what is the major systemic change? My answer is: The role of the large
global corporation! It now has an enhanced social role. Although par-
tally in agreement with those who believe in a strict hyper-capitalism
of financial and corporate profitability,® the large global corporation is
now responsible for social change, production, research, development,
education, and even happiness of employees. Due to technological

advances, for example, energy usage and robotized production, it is now
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feasible that on a global level corporate might can satisfy the material
needs of all people. Corporate size is essential for it allows for cost advan-
tages as well as for research and development potentialities, whereas the
globalistic thinking leads toward multicultural organizations. This corpo-
ration is taking advantage of existing institutions, regulations, resources,
national sovereignty, cultural diversity, science, technology, and so on to
achieve a new social equilibrium. The corporation is, in relation to the
states, much less vulnerable to cultural conflict, more flexible in social
mutations of the global village, and given the system of transparent busi-
ness ethics and governance; it is much more meritocratic and fair. Allow
us to remind the reader that the largest 500 corporations, employing less
than 1/100th of the planet’s population, produce almost half of the equiv-
alent of the global gross domestic product (GDP) and that these corpo-
rations have as annual turnover more than the GDP of most nations.’
These global corporations seek “talent”; talented people are usually moti-
vated through higher-order constructs!

Therefore, the center of the after industrial revolution model shows
where the societal focus should lie: On the everyday man, whose talents,
knowledge, skills, and attitudes assures the corporate competitive success
and its constant improvement. Nevertheless, thousands of years of human
slavery cannot change behavioral modes in just a generation. Business
ethics has a pivotal role to play. A more modern understanding of the
oppressed man at work is given to us by the socio-philosophical text of
the Urantia Book, which states: “Involuntary slavery has given way to a
new and improved form of modified industrial servitude.”"

To most people, even 30 years ago, it was an oxymoron to use the
terms business and ethics in the same phrase. Nowadays, terms like busi-
ness ethics, ecology, or sustainability are necessary for social progress. They
are also necessary conditions for the survival of human dignity, which is
now independent from traditional bonds, such as family, tribe, or the
nation." In fact, the well-managed global corporation aims to recruit tal-
ented employees and to keep them by meeting their everyday needs and
their concepts of progress, education, and even self-awareness.

This is not a theoretical construct. Let me offer as an example part
of Canon’s"? corporate philosophy, which uses the Japanese word &yosei.

A concise definition of this word would be “Living and working together
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for the common good.” In fact, Canon’s definition is broader: “All people,
regardless of race, religion or culture, harmoniously living and working
together into the future.”

Moreover, the true era of global business, the era that will optimize
the human enterprise and create the new socially responsible player,
something that effectively started after the industrial revolution, in this
writer’s opinion, is ante portas. More on this issue will be addressed at
the end of Chapter 4, while discussing the emergence of a new economic

theory about the financial impact of the global large entities.

Managers, Self-Actualize!

Obviously, we are in a transitional stage between two periods separated
by the industrial revolution. As it was implied before, the future enter-
prise will be the main institutional force of the social fabric. Moreover,
corporate management philosophies, now oriented toward industry
and region-specific needs, are rapidly changing to accommodate the
merit-based, knowledgeable, and pro-social thinking of a new era. If they
fail to do so, this might justify the George Orwell’s 1984 prediction of
a future terrorist state, which will be controlled by ignorant and uneth-
ical bureaucrats (big brother is watching). Moreover, during this tran-
sitional stage, do not expect that the people in power will give up their
assumed fame, royal weddings, and mega yachts without a fight. For the
time being, the laws are in their favor. Therefore, any major institutional
change needs methodical steps and prudency.

It is hoped that soon the focus of all our business activity, the core of
it, will be on the everyday individual—not only on the people in power;
this focused change is already a viable societal objective but it can be
sustained only if the human race acts with prudency, restraint from exces-
sive spending, concern for the environmental balances, and return to
self-actualization learning.

Thus, let us return to the beginning of this discussion and its working

hypotheses, now working propositions:

1. The framework of analysis is a function of the knowledge we possess
at a specific time; it constantly evolves. Seize the moment! Forget

enslaved behaviors! Free the man and bis spirit!
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2. Without data we cannot draw conclusions. 7he quality of data is
critical.

3. Leaders’ competence is questionable. Select meritorious leaders!

4. Have we studied the trends that will shape the decades to come?

Presently corporations are most suited to lead the social change!

Therefore, attention: In a future corporate-centered state, hopefully, citi-
zenship equity will not be at stake. People’s rights will be guarded through
a system-wide information platform, capable to express not only group
thinking, but also individual opinions and cutting-edge concepts. Since
the beginning of the 1990s we have been witnessing a wave of such efforts;
one may say that we are moving toward a social mutation, because of IT,
blogs, and media.

However, the persons in charge should not be selected through the
classical sense of a democratic process. Instead, the future business man-
agers should be selected solely through constantly evolving merit-based
selection systems—in themselves nondemocratic for there will be no
room for voting of less capable individuals. Historically, democracies
worked well for countries but will play insignificant roles when the best
and the talented should lead the output, the research, the social upgrad-
ing, and the ethical behaviors of future corporations.

Therefore, the global education system becomes the main thrust of
our attention. Obviously, it must meet the regional demands and pecu-
liarities. A grand plan should illuminate focused learning activities that
will require specialized labor, from haircuts to health. A gravely import-
ant concern is to identify the most suited individuals for the jobs at
hand. This will enhance societal satisfaction by honing knowledge and
skills according to the individual predispositions. Moreover, future
global citizens will not only be superior production machines, but they
should also be capable of seeking self-actualization in their daily quest.
Thus, both the educational depth and width should be its objectives of
the corporate-centered state which in itself will be an education-driven
learning organization. The weight, therefore, lies on the shoulders of
enlightened leaders who understand that a future corporate-centered state
should be based on meritorious selection of the human resources and

their continuous spiritual enhancement.
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Knowledge, Corporate Engineering, the Modern
Enterprise, and Its Governance

As we shall see in the section of Evolution of International Accounting,
for thousands of years simple addition of records determined the value of
an enterprise. This was a great help for the entrepreneur of those times,
but it also had some risks. Past recording errors could not be found. Only
during the 15th century, in Venice, traders found a more appropriate
record keeping method. By having a double entry of the accounts, they
had finally found a mechanism to check for possible recording errors.
Computers brought speed and efficiency, and today’s accounting pro-
cesses can produce highly elaborate business records and offer a wealth
of reports and statistics. Moreover, thousands of “doctors” in accounting,
using very accurate methodologies, have analyzed all facets and processes
of every aspect of record keeping of the modern enterprise. The depiction

of the modern enterprise must be correct! Right? Maybel!

... able to maintain a remarkable amount of discreet anonymity about
its widespread operations because of tight-lipped company policy and
because it adheres to the auditing profession’s ethical canons, which
frown on “publicity.”

T. A. Wise (1966)"

Let’s see an example,' which in my opinion, was a milestone in the
change of business actions: In its January 17, 2001, news release, IBM
had selling, general and administrative expenses (SG&A) at $15.5 billion,
down 8% from 6 years, in spite of the fact that earlier it had added
billions of additional annual revenue. To arrive at this number IBM
used the questionable method of counting some revenue sources not as
revenue but as a reduction of its SG&A. A patent fee having the effect
of reducing overhead? “I've never heard of anyone doing it that way,”
says the editor of High-Tech Strategist. We are in front of another case of
financial engineering and, naturally, very few will question the validity of
the accounting actions of mega-multinationals who are also edited by
prestigious accounting firms. But how can we be sure that the corporate

financial picture is true, especially when it operates in a variety of legal
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environments and faces a multitude of pressures? The Chief Financial
Officer of a corporation has to monitor all sorts of indices and com-
pares them with the competitors’ and the industry averages. He or she is
responsible toward his or her stakeholders for corporate performance. He
or she continuously must observe benchmarks," which often can be seen
as pressure elements. A true picture of the corporation maybe in jeopardy
due to lack of knowledge, pressures, benchmarks, corporate ethical con-
duct, or a variety of other reasons.

The key mechanism for the modern era enterprise is its corporate gov-
ernance principles. Its main parts refer to its board role and structure,
facing risks and changes, control and auditing mechanisms, corporate
structure, internal regulations, stockholders and shareholders rights and
information flows, corporate social responsibility issues, executive reward
system, and corporate remunerations. This is something like the consti-
tution of a nation. Based on the constitution, laws are developed, and
when changes are necessary, constitutional amendments affect all related
laws. The same applies to the corporate governance principles. All oper-
ating manuals, wherever the enterprise operates, are based on its accepted
practices. These principles are usually dictated by the corporate share-
holders. Nevertheless, please remember (at the historical perspective dis-
cussion) that the corporate mission invariably has a teleological character,
but also our previously mentioned concept of a four-sided tunnel whose
sides are flexible, depending on the deontology that the corporation has
with respect to specific social practices toward stockholders, employees,
customers, and the environment. It is important to understand, and it
appears to apply both at the teleological and deontological thinking, that
recent research indicates unconscious processes influence much of our
behavior and decision making.'® What is missing? We have already used
in this chapter some confusing wording like teleology or deontology.
Those are philosophical concepts. The individuals and their societies lived
in cultures having particular philosophical and ethical codes. Philoso-
phies for the individuals and their societies were developed for thousands
of years. They are embedded in their thinking and their daily actions.
On the other hand, enterprises, major players of our global era, were

intuitively developed, often without the preconditioning of a business
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philosophy, the adoption of rigid governance procedures, or the stock-
holders’ understanding of ethics and corporate social responsibility.
Therefore, we shall return to the corporate philosophical thinking
in Chapter 3 but after we discuss geography and culture-related issues.
These form the traditional springboard of most international business
books; also, culture is the basis of philosophy and of corporate gover-
nance. Finally, at the epilogue, we shall summarize our beliefs about this

challenging era of the human enterprise and its governance.






CHAPTER 2

From Geography to Culture

Starting Our Global Travels

By not knowing the topography of mountain, forests, obstacles, and
swamps, one cannot conduct maneuvers

Sun-Tzu!

You lived all your life in this big city and you plan to go from your home
to visit a friend in a new subdivision at the other side of the city. You get
directions and study your map. As you go there, signs are familiar, people
speak the same language you do, and the symbolisms are known to you.
The same applies to your global travels. You need to get directions
and study your maps before you venture traveling. However, as the signs,
languages, symbolisms, cultures, institutions, laws, and ethical norms are
different, you need to familiarize yourself with them before you depart.
As you move through time zones you face jet lags. As you go from north
to south you realize that climate changes. As you go through your travels
you understand that large mountains, substantial bodies of water, tropical
Jorests, and deserts separate and isolate civilizations and cultures, whereas

plains, small mountains, and rivers allow more cultural communication.

At the China’s Gobi Alashan Plateau, an immense desert, you can meet

today, “... an aging population still living a tradition that stretches
back to before Genghis Khan.”

In this chapter, we will learn certain things about geography, focusing
more into business-related aspects, and use it as a platform to discuss
cultural issues. Culture is of major concern in international business.

Chapter 3 will take you a step further, discussing beyond culture issues of
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philosophy, and how changes of the past 100 years has affected societal
overall thinking, given the emergence of technologies and the new player,

global corporation.

Geographic Position and Physical Resources

Open your map again and find what the Romans call mare nostrum, the
Mediterranean Sea. The Greeks, the Egyptians, the Babylonians, and so
many other people used this sea for over 5,000 years for trade and moving
people and armies. Go to the North of Europe. The ports of Amsterdam
and Rotterdam are huge, effectively shipping products to Central Europe
through waterways. Geography has always played a critical role in human

growth and geopolitical realities. Let’s see some examples:

¢ For decades now we refer to an area in which three nations,
Belgium, Netherlands, and Luxemburg that share similar
topography landscape and cultures as Benelux.

* Since 1994 we call the North American Free Trade
Agreement, which is the trade union between Canada, the
United States, and Mexico, effectively covering the North
American continent as NAFTA.

* In asimilar way we refer to the Association of South East
Asian Nations, namely Brunei, Cambodia, Indonesia, Laos,
Malaysia, Myanmar, the Philippines, Singapore, Thailand,
and Vietnam as ASEAN.

* We also refer to the Asia Pacific Economic Cooperation—
comprising of more than 20 countries that border the Pacific
Rim, both in Asia as well as in the Americas—as APEC.

Geographic and cultural conditions brought together these nations to
achieve common social, economic, trade, and investment objectives.
For most of the human history, the combination of geographic position,
resources, and climate gave these nations economic power and assisted in the
development of their people. Studies of the World Bank show that nations

in the tropics could not develop, mainly due to their climate.
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Physical resources are another advantage the countries have going for
them. Forests in Canada or Russia and strategic minerals, like cobalt, in
Indonesia or Zambia are examples of resources. Moreover, energy resources
dearly needed by the developed countries ro keep their economic prominence
give strategic might to the countries that possess them. After the indus-
trial revolution, petroleum, water, coal, electricity, uranium, and many
other forms of energy have given nations that possess them significant
means and global prominence. At the same time, the energy resources
have mobilized many industries and created new business opportunities,
related risks, and necessitated the development of suitable legal frame-
works.

Oil is a case in point: Two hundred years ago the Middle East nations
had lots of sand and deserts, but their petroleum was not needed, thus,
their economic development was minimal. Today, the picture is differ-
ent. There are skyscrapers, airports, universities, hospitals, roads, and
luxury hotels everywhere. Petroleum offered these nations the economic
means to grow and, at the same time, mobilize sector-specific industrial
growth, from refineries to shipping.> However, transporting oil can create
huge ecological problems, as in the case of the Exxon Valdez in Alaska
in 1989, where 11,000,000 gallons of crude oil spilled over an area of
800 kilometers, or of the Prestige, which sank in 2002 in North Adlantic,
130 miles out of Portugal, gradually leaking 80,000 tons of oil. Obvi-
ously, incidents of this sort necessitate total reassessment of transporting
regulations, at a global level.

Another example is of nuclear energy. The Chernobyl nuclear accident
in April 1986, necessitated total reassessment of using this type of energy.
What about populations who elected to live far from the Chernobyl
plant, but eventually were in danger of the radioactive fallout? People in
at least 1,000 square miles area around were forced to evacuate. Twenty
years later, “a new wave of ailments may be striking the 240,000 men
and women who worked on the front lines of the disaster.” Today, we
project that dozens of new nuclear plants will appear in the next 10 years.
It is a great energy solution and a superb business opportunity. However,
regulating their construction and monitoring their operation will be a

formidable task. Their potential risks are global.
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Geopolitical® Dynamics and the Role of Business

In the past the geographic position of a country was also a determining
factor of its political power. However, in today’s reality, the established
status quo of nations is challenged by unions of nations (e.g., NAFTA or
ASEAN) and major global corporations. National geopolitical influence is
shifting because of the global village. Company sales of large business
entities are often greater than the gross national product (GNP) of most
nations. These companies’ R&D, product characteristics, customer influ-
ence, employee recruitment, resource utilization, and so many other
corporate dimensions are defined in our era beyond national borders. It
follows that companies, acting usually within their local legal constraints,
may operate at will everywhere in the world and may establish, through their
own governance rules, a new elite of rulers: their managers.®

At the same time, established venues of influence, like OPEC—the
Organization of Petroleum Exporting Countries—continue to exist
and supply their products worldwide at top prices! Are we in for major
changes to come?

Let’s further analyze the examples of energy resources. Ethanol, pro-
duced from starchy grains like corn, for example, can be less polluting and
costs half the price of oil. Brazil is leading the world, where one-fourth of
all gasoline used is ethanol. Even Brazilian factories work on ethanol, not
to mention that Brazilian-made Embraer planes fly on ethanol. It is esti-
mated that, without too much effort, producing ethanol from sugarcanes
in Brazil and India could replace 10% of global gasoline fuel.” Ethanol is
not the only solution for cheaper and better energy.

Biofuels, solar energy, wind energy, and so forth, are increasingly play-
ing a role and eventually will create a new map of “business dynamics” sim-
ilar to what geopolitics were in the past for nations. States even propose tax
incentives to introduce alternative energy resources and unions of nations
(as in the case of the European Union) have directives converting their
energy dependence from traditional to alternative resources.® To a greater
extent, geopolitics in the past was based on topographical advantages,
whereas today the status quo of business dynamics is established on the basis of
consumer-orientation, knowledge, and creativity of the contemporary enter-
prise.” Naturally, businesses will also build the necessary energy-related

facilities and use their output.
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What about nuclear energy facilities? France, for example, has dozens
of reactors providing at least three-fourths of its needs in electric power.!
It seems that dozens more of reactors, especially in Asia, are scheduled to
operate during the next 15 years, though people are very skeptical seeing
huge nuclear plants in their backyards.'" Alternative venues in the field
of nuclear fusion have been proposed, ever since 1985, when Mikhail
Gorbachev proposed a project to build an international thermonuclear
experimental reactor (ITER). After many years of negotiations, lead-
ing nations, from China to the European Union, agreed to foot the bill
of 12 billion dollars to build the 500-megawatt reactor.'” The project,
finally agreed upon in 2006 and which, from a managerial perspective,
resembles the International Space Station, will use as fuel a heavy isotope
of hydrogen called deuterium, which is present in ordinary water. The
international thermonuclear experimental reactor, with an implementa-
tion horizon of a commercial reactor of at least 30 years, plans to use
seawater—safely producing power with renewable resources.

Most probably, ITER will be run by businesses—not by governments.
Business, being a very basic premise of this book, will follow ethical
rules of conduct and will be socially minded. Geopolitical dynamics
will be replaced by business dynamics and business will be responsible for
meeting humanity’s needs without harming future generations of human and
nonhuman life. It is not anymore a token issue for preservation of physical
resources, ‘greening,” “growth sustainability,” or ecological thinking.
Deforestation, in great numbers, naturally, will continue. However,
expect the European Union and the United States, two very strong global
voices that have not yet did so in the past, will soon take leadership roles
in favor of ecological issues. Moreover, it is proven recently, over and
over again, that often “business is doing well by doing good.”"* We will
revisit physical resources sustainability and the role of business issues in

forthcoming chapters.

The Human Footprint

On our precious planet, with its billions of years’ of history, the “human
footprint” is very recent, less than 10,000 years old. One can see great

achievements like the Great Wall of China or Egyptian Pyramids,
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however, only after the industrial revolution did the human footprint
become evident in 83% of the land mass of this planet.'

Using the most advanced satellite and mapping technologies, and
capitalizing on population data, roads, land usage, city lights, and so
forth, scientists from the National Geographic, the Wildlife Conservation
Society, and the Earth Institute (Columbia University) composed an
index, the “human-influence score,” for each square kilometer of our
planet. Thus, through the Human Footprint Project they created a world
map, which presents the changes of the planet because of man’s influence.
1t is impressive to see the world’s map in this light. Huge areas, such as Europe,
Far East, or North America (with the exception of Alaska and Canada) have
clear human footprints, which can be related to human enterprising. Even

continents like Africa have intense signs of human footprint.

Stephen Hawking’s'"® observation merits special attention, which states
that if today’s population and energy growth rates continue, by the

year 2600 humans will stand on the planets land mass side by side,

and the Earth will glow as red-hot iron.

We see that the human footprint is evident only after the industrial
revolution. What, then, if, as Professor Vassilis Doukakis states, the indus-
trial revolution had started in antiquity'®? It could have happened since all
necessary means were available. Of course, this is a hypothetical question
for the purpose of this text. However, the responsibility and challenge for

solving the predicament lies with the corporation and its future role.

What Is Culture?

Previously we discussed that large mountains, substantial bodies of
water, tropical forests, and deserts separated and isolated civilizations
and cultures, whereas plains, small mountains, and rivers allowed more
cultural communication. Humans who ended up in certain parts of the
world, given their environment and climate, developed their own cul-
tures. Anthropologists and sociologists alike define culture as “the total of
human behavior patterns and technology communicated from generation

to generation.””” An operative definition of the previous statement is “the
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sum of elements that characterize a human population a certain time.”*®

We may classify these elements at least under the following categories:
aesthetics and art, beliefs—attitudes-lifestyles, religion and philosophical
tenants, education, language, history, institutional framework and laws,
and material culture.

Each population, confined by topography and climate, developed
these elements in a different way than the adjacent population, as abstract
constructs, intellectual creations, or technological achievements. Slowly,
the evolution of these elements further separated populations who now
were facing national borders, different philosophies, religions, and lan-
guages. Individuals from each society see the world outside their culture in
their own way, and since they get limited information of the details of other
cultures, we often observe ethnocentric behaviors, where an individual per-
ceives that whar his culture and his history tells him is the right one and is

applicable everywhere. In general, it is accepted that (a) culture(s)

* can be learned. We are not born knowing its elements;

* is comprised of elements that are interrelated. For example,
people tending to their agricultural occupation may develop
their art around the same themes;

* defines populations;

* is common to the people who share it.

Note, that within cultures there are subcultures. We do not have a single
American culture, for example, Polish Americans share the same elements
with other Americans, but do have some very strong beliefs and ways
of their own. The same applies to other subcultures, from a ghetto in
Chicago to truckers, or those living in Ohio versus in Southern California.

From the start, people had to cross cultural borders. In doing so, they
had to adjust in the new culture, a process called acculturation. Further-
more, and according to the context, we can anchor cultures in two oppo-
site directions. We refer to low-context cultures where the parties involved
express in words their intentions—and this suffices for their behavioral
understanding. We refer to high-context cultures where the parties involved
need to understand the context, the meaning, the substance of the cul-

ture, not only to what actually has been said in words. The Egyptian or
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Greek cultures are considered high-context ones, whereas the American

or the German are considered of low context.

In a more academic sense, people will say ... “Our analysis highlights
the more differential effects of cultural practices on entrepreneurial
entry and growth aspirations ...”

Professors Erkko Autio, Saurav Pathak, and Karl Wennberg"

Elements of Culture

Let’s discuss some of the cultural elements we previously stated.

Aesthetics and Art

In this subsection, we include all types of art, color, shapes, symbolisms,
music, dance, tales, or whatever refers to people’s artistic predisposi-
tion. We need to have in-depth understanding of these elements as we
move across cultures. For example, for some cultures the black color is
for mourning, whereas for others, it is the white. Similarly, a successful

advertising tune in one culture may not be as good in another.

Beliefs—Attitudes—Lifestyles

The conditions people face shape their attitudes. Because topography and
climate conditions do not change overnight, attitudinal changes should
not be expected to change easily.

Justification toward work and success is an example. We say that
“Mexicans work to live, whereas Americans live to work.” We should
not easily generalize that Mexicans have “siestas” because it is too hot to
work in the afternoon. This does not make them less productive when
they work. It simply indicates that the climate conditions, in a way, affect
their work ethic. We can find the concept of the work ethic everywhere
in the world, usually related to religious tenants. For example, we find
Protestant work ethics in Europe or in North America and Confucian
work ethics in Asia. Also, work provides the means for life’s comforts and
the jobs prestige with different manifestations, according to local beliefs.

In North America, for example, a manager’s prestigious corner office at
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the 40th floor of a New York skyscraper signifies that she has reached a
top-level position. On the other hand, the CEO of a large pharmaceutical
company in Switzerland may continue to work from his smaller office
where he was heading the company’s legal department; he will not see his
office size as indicative to his job prestige.

Another example refers to culture’s acceptance of change.” Usually,
given the existing cultural norms, a culture faces a reason for change after
a novice concept enters into focus; let’s say a technological innovation
coming from abroad. At this point there is an evaluation of the reason
for change using existing cultural yardsticks. Older cultures change much
more slowly than newer ones. The novice concept affects the status quo
of the local culture which is modified accordingly. We observe all sorts of
such influences that have changed societal thinking in most societies—
television and Internet are classic examples.

A third example refers to the concept of time. Time is money is a
usual American saying. However, in an Islamic reality, trying to predict
future events may be considered as being disrespectful to religious teach-
ings and, in Hong Kong, with customary traffic delays, to be on time
signifies that you might need to leave significantly earlier from your home

or to risk not to be on time.

Religion

The strength of a country is the strength of its religious convictions.
Calvin Coolidge*!

Maybe the most profound element of culture is religion. In religions one
may find the basic principles and beliefs of a culture. About one-third of
the people are Christians, 20% Muslims, and 15% Hindus. Being effec-
tive businesspersons in international travels, we need to understand that
we cannot use general labels to cover religious aspects. There are import-
ant religious sectors and belief divisions within the Sunnis or Shiites as
there are within the Christian Orthodox or Catholics.

As we travel the world we have to be very observant about religious,

philosophical similarities and dogmatic differences because of religions.



22 GLOBAL BUSINESS AND CORPORATE GOVERNANCE

There are similarities in the basic philosophical ideals and ethics of
religions. For example, we learn that the Koran’s underlying message is “a
prescription for harmony in the everyday life,” and that “God commands
us to be merciful to one another, to live an ethical life.”?> However, it is
within the human nature to build religious walls, to torture others, or to
start wars based on religious premises and dogmas. Therefore, give atten-
tion to strong-held convictions. Friedrich Wilhelm Nietzsche said that

“convictions are more dangerous enemies of truth than lies.”?

The 265th Pope’s decision to give up earthly power offers the world an
unusual-and needed-spiritual lesson.

Jon Meacham?*

Education

The direction in which education starts a man will determine his

future life.

Plato®

Education is another element of culture, and it is offered only in schools.
Family, church, peer groups, and so many other influencing factors also
affect the individual’s development, social adjustment, and productivity.
Formal and informal educational experiences provide different educa-
tional yardsticks and produce different educational mixes. Local cultures
may dictate their own priorities, but may not educate their people for the
global business arena. The local cultures will affect people’s abilities, skills,
and attitudes. They will affect their attitudes toward management, accep-
tance of innovation, adjustability, priorities, sense of belonging, national
pride, and so many more.

But, as we will see later, in today’s global realities, the competition
for executive positions may come from people who have the appro-
priate content knowledge and attitudes, these people may come from
Argentina, Belgium, Canada, Denmark, or wherever. They come from
different cultures, where the individuals have traveled beyond their cul-

tural barriers and have understood the needs of the global corporation.
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To a great extent today’s business education follows global patterns, is
dictated by specific functional needs, and has been evaluated and stan-
dardized through major accrediting associations, like the Association to
Advance Collegiate Schools of Business.?® Related to the previous discus-
sion is that of brain drain. We should expect that the better individuals will

gravitate toward the better opportunities.

I am not an Athenian or a Greek, but a citizen of the world.

Socrates?’

Language

It is estimated that there exists hundreds of languages, from which about
10 represent the 50% of native users. The languages, which started as an
element of culture, in the continuation became a definite communication

barrier, as that of a tall mountain or a sea. Some observations are in order:

* Colonial powers needed to bridge the communication barriers
within and among their colonies. Therefore, they established
a common language from Latin, known as lingua franca. For
today’s reality, English has become the lingua franca for trade.

* A common problem with languages is their translation. Let’s
assume we want to translate an advertising message. Ideally,
we use two translators. One translates the message in the
local language, and the other takes the translated message
and translates it back to the original language. We call this
approach a double translation or backtranslation. The case
needs specific attention because if the message is translated
on the basis of Webster-type definitions, it might miss the

contextual essence of the message.

England and America are two countries separated by the same language.

George Bernard Shaw.?

* Translations of technical or scientific documents may not have

a lot of problems if the terms needed have the same meaning
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in both languages. The formula for an aspirin is the same in
every country. However, if we need to translate terms of social
sciences, we may face more difficulties as the term appears in
other language but its interpretation may be slightly different
from our intended use. The word marketing, for example,
may not have the same meaning everywhere.

* Humor: As a general rule, a positive individual with a sense of
humor, is better suited for an international assignment than
a strict, humorless one. If you must use a joke, use neutral
ones and avoid those of political, religious, sexual, or cultural
orientation. You can become a little more open when you
know very well the other party and when conditions and
cultural protocols permit this openness.

* Body language plays a great role in every communication.
Observe not only what has been said but also the body
language behind it. Edward T. Hall, a well-known anthropol-
ogist, believes that more than half of our daily communica-
tion is nonverbalized—we show through our body language.
In high-context cultures body language, personal distance,
and so forth, is of greater importance. For example, if in one
culture a “close” distance is appropriate and expected and in
another it is not, an individual from the first culture might
feel rejected when he approaches a person from the other
culture and the later steps back to accommodate what he

believes is convenient to him.?

Material Culture

In this subsection we list all the technological means that a society uses
for its social and economic survival and growth. These vary from number
of hospital beds per 1,000 to cement production. The mass utilization
of technology and machines has led to an era where common people
enjoy conveniences that only emperors of the past could. Good use of
technology leads to economic growth and, to a greater extent, determines
the potential growth of a land. For example, machines need fuel, and oil

is plentiful in the Middle East. When oil became a source of revenue, the
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poor nomads of the last century became among the richest people on
earth. It is worth mentioning that cultures change very slowly. Although
the economic advancements in the Middle East are everywhere and that
cars, televisions, and hospitals have significantly impacted the people’s
daily lives, principles, religion, and language remain vastly unchanged.
People from the Middle East are now traveling and studying in America
and Europe. Therefore, New concepts are forging new cultural norms. More,
bur gradual, changes will appear in the future resulting in cultural conver-
gence with the rest of the world.*

Furthermore, the existence of material means and technology
advances people’s cultural base and their abilities toward new and creative
developments. For example, research on biotechnologies, DNA, or clon-
ing emerged in areas where mature material cultures prevailed. Creativity
is the operative word for high-quality R&D and in Chapter 9 a whole
subsection addresses the role of the creative enterprise. As a general rule,
creative technological developments are not produced in underdeveloped

regions of the world. Two definitions are pertinent to this discussion:

e Technological dualism, which means finding in the same place
the technologies of two different eras. For example, we see at
the front of the picture a farmer with a traditional ox-driven
plough and at the back a nuclear energy plant. Technolog-
ical dualism maybe found in less developed parts of the
world. India is a case in point: Over one-fourth of Fortune
500 companies have now R&D facilities in India,*' a picture
in total contrast with past stereotypes that may lead us to
wrong assumptions.

o Appropriate technology, which refers to our obligation to bring
in an area not necessarily the latest word in technology but the

appropriate technology needed for the application at hand.

Changes in the material culture lead us to the basic model of social
change. We start from the existing cultural state and lifestyle. Then, a
new innovation, a change, is entering in the picture (let’s say a simple
black and white television). At the next stage society is called to evalu-

ate the change, the good and bad elements of this innovation and the
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society’s propensity to change. Finally, a new status quo is established and,
if needed, the appropriate institutional framework is developed.
The innovation slowly will impact the everyday lives of people, and

the cycle will get ready for the next innovation.

Social Organization

The social organization develops the fabric on which a culture is based.
Here we refer to the family, the tribe, the school, the church, the organi-
zations, and, yes, the business enterprises that exist in a human society.
We also refer to the roles the individuals are asked to play and the respec-
tive institutional frameworks. For example, the social organization in a
Bolivian village adopts and pronounces the role of a family patriarch or
the framework of the village’s administration.

After the discussion of elements of culture, we need to revisit the
meaning of culture. Cultural dimensions cover a vast area of contrast-
ing behaviors, from patriotic sentiments where millions of people died
sacrificing themselves for their nation, to Calvinistic doctrines which,
according to researchers, maybe the basis for today’s capitalistic thinking.
The progress of certain people, as well as the economic stifling of others, may
in his typology,
defines certain contrasting cultural factors that have been defining the

be related to cultural dimensions. Mariano Grondova,*?

overall progress of people. Here are some of them:

* Religion: Some religions promote manifests that do not
promote wealth (Buddhism) where others, as Christianity,
accept the economic and social progress as a desirable
objective.

o Trust in the individual: Accordingly, to have faith in the
individual, is one of the elements of a value system that favors
development.

o The moral imperative: The highest being altruistic and
self-denying; the intermediate being called “reasonable
egoism”; and the lowest being criminal attitude.

e Similarly, he defines other contrasting cultural factors,
for example, wealth, competition, justice, value of work,

education, utility, authority, virtue, and so on.
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Culture change is often a prerequisite of progress. However, and
before we affect any change, we need to fully understand cultural inter-
pretations in every region that our enterprise applies its business affairs.*
Moreover, although only 10% of the people on this planet are truly
internationalized,* we are in front of an era where cultures converge
toward a global culture, mostly with reference to the ways, values, and
principles of Westerners as well as some of those from the upper strata
of non-Westerners.” At the same time we are witnessing the presence of

common folklore, with European and North American characteristics.

Acculturation and Behavioral Protocols

In 1945, G. P. Murdock wrote about cultural dimensions that can be
found practically in any culture. Such example may be the interest in
sports, home hygiene, or taboos around the idea of sex. We call these
cultural universals. This typology may be useful, however, we need to
adequately prepare the individual who will undertake international
assignments, and to assist him or her to understand significantly more
culture-related issues than the low-context versus high-context argument
we examined in the definition of culture.

Cross-cultural adaptation is not easy and it is not for everyone. In
general, it is easier to use for individuals in international assignments,
who already have significant international exposure (have traveled exten-
sively or speak foreign languages); they have behavioral flexibility, sen-
sitivity, optimism, tolerance, self-discipline, stamina, ability to work
without supervision, good project management and time management
skills, maturity, and team-playing capacity. Given these, let’s assume now
that we have decided to send an individual as the manager of one of the
host sites of our enterprise—far away from his or her familiar surround-

ings. What does he or her, have to observe?

* Acceptance of the idea of living in this new environment with
others, who will go with him or her, especially his or her spouse.

* Extremely good technical knowledge of his or her field.

* Thorough knowledge about culture in general and specifically
about geography, history, laws, religion, philosophy, political

and daily issues, art, and literature of the new place.



28 GLOBAL BUSINESS AND CORPORATE GOVERNANCE

* If possible, the language of the new country, at least a few
words.

* Behavioral protocols of the new culture.

When we refer to behavioral protocols, usually we refer to the way
knowledge, information, or communication takes place. There are sig-
nificant differences in social behaviors, business etiquette, gestures, signs
of respect, dress codes, and so forth. Awareness of these issues takes time
and often requires the employment of suitable individuals or consultants,
who assist in learning the peculiarities of cultures. There are, of course,
books that assist us in our initial understanding of cultural differences.
These books will aid a business person in specifics about business prac-
tices, cognitive styles, negotiation strategies, locus of decision making,
and so on.*

One should understand that the issue of acculturation is ever present,
even when we move within the same country. A classic book on the topic
is Garreau’s The Nine Nations of North America.’’ Politically, there are no
nine nations in North America. However, if we see culture-related dimen-
sions to the people that are in this land, maybe we can share the author’s
opinion, which divides this continent as Mexamericana, Breadbasket,
Ecotopia, The Empty Quarter, Quebec, New England, The Foundry,
Dixie, and The Islands.

Cultural Imperialism

With this term we refer to symbolisms and elements of one culture that
are readily accepted and adopted by another culture. Such elements are
often found in the areas of material culture, art, processes of social orga-
nizations, and business-related influences. Observe, for example, how
well people around the world know Mickey (Disney), MTV, Coca-Cola,
Microsoft, or Nike.

In terms of cultural imperialism, the impact of business and its related
promotions are noteworthy. For thousands of years, cultural dimensions
were defined within geographic realities. Wars and trade were giving
a glimpse of the ways and products of a foreign land, but their influ-
ence and usage was limited. Only very few people were in a position to

enjoy these products or learn from the foreign cultural developments.
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Soldiers of Alexander the Great brought to Greece some “ways” of the
Persians, and the “silk” road brought to Europe some precious materials,

but the overall impact of these ways and products was minimal.

I do not want my house to be walled in all sides and my windows to be

stuffed. I want the cultures of all lands to be blown about my house as

freely as possible. But I refuse to be blown off my feet by any.
Mahatma Gandhi*®

Electronic media, telecommunications, promotions, product distri-
bution, and the availability of economic means have also changed this
landscape. It is a clear case of cultural imperialism when someone, unre-
lated to the American culture, tattoos on his back the Harley-Davidson
logo—his motorcycle. In terms of cultural imperialism, think what is
going to happen 20 years from now, when a 4-year-old boy routinely
plays on his PlayStation aggressive games of Japanese origin—decades
away from what his forefathers knew, or when an 18-year-old young lady
learns in her remote village, in Jordan, SAP software technologies, bypass-
ing traditional educational institutions, where they are unable to provide

cutting-edge professional training.

Self-Reference Criterion

One of the most important issues in the internationalization of the cor-
poration is the self-reference criterion (SRC). With SRC we subconsciously
refer to our own culture, mores, history, value system, principles, ways, and
symbolisms. We tend to ignore that the “other” people have lived for centu-
ries in their own lands and have developed very appropriate and efficient
ways to deal with their environment. If we want to market our prod-
ucts to find good use with the foreign workforce, we need to avoid SRC.
Other cultures see the world through their own eyes and have different

managerial and consumption patterns. Avoiding SRC has four stages:

1. Define the issue according to the designs of the home market.
2. Define the issue according to the designs of the host market.
3. Find the differences between 1 and 2 (SRC).

4. Redefine the issue without the SRC.
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Let’s say that in the home market we sell an over-the-counter phar-
maceutical in large bottles and that the host market is in need of this
product, but in smaller bottles. Exporting it in family-size bottles (as in
stage 1) is one solution, but not the best (since the host market wants
one-fourth of this size, stage 2). We find the differences (stage 3) size,
label, promotions, and so on. Therefore, we redefine our marketing strat-
egy, taking into account these differences.

The previous example sounds very easy. Think, however, that SRC is
the subconscious reference to our cultural predispositions. We often are

unable to observe differences because of our own ways and beliefs.

Civilization Clashes and Business Repercussions

Many saw the terrorist attacks of September 11, 2001, in New York
city as symptoms of a large-scale civilization clash that repeated itself in
March 2004 in Madrid, July 2005, in London,* and often on a daily
basis around the world. The repercussions from such civilization clashes
are enormous both in human and nonhuman costs. Individuals identify
themselves with tribes, nations, religious groups, and in a broader sense,
civilizations. Traditional wars were estimated to be one-sixth the duration
of cultural conflicts. In a global society, without the traditional barriers
of the past, civilization clashes are very possible, especially, at the frontier
line that once existed.

If we take Professor Samuel Huntington’s ideas of the world order, we
can see a global landscape in the 1920s, where the world can be classified
into two parts: One is controlled by the “Western” thinking and one
that is not. Then, 40 years later, there are three most dominant forces:
the free world, the communist world, and the other, the independent,
not-committed countries. In the 1990s, Huntington observed nine dif-
ferent civilizations defining the identity of people, such as the Western,

the Latin American, the African, and the Islamic.%

It's becoming increasingly difficult for China and the United States to
mask profound differences in their approaches to the world. ... Could

this be the real clash of civilizations?*!
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Because of multicultural realities of the 21st century, the challenge
is civilizations’ coexistence. The world does not need a single homoge-
neous culture. Cultural diversity promotes individualism, creativity,
and social strength. Harmonious cultural coexistence is possible and
leads to progress and peace. Bridges between civilizations are constantly
built. For example, Turkey aims to achieve its European Union member-
ship, following the practice of looking toward “the secular West rather
than the more religious East.” In fact, it is reported that Turkey’s prime
minister believes that a Turkish European Union membership leads to
“world peace, fighting global terror and the clash of civilizations.”** But
which are the major forces that may control potential civilization clashes
and shape future behaviors, further than the nations and the suprana-
tional unions? Businesses! There is a global acceptance of their might.
Moreover, business globalization is happening without undue repercus-
sions on the individual and his or her rights. Big business (and small
business, too) are behaving according to prespecified codes of ethics based
on their philosophy and corporate cultures.

Take, for example, the five largest U.S. companies whose sales rev-
enue is about 10% of the United States’ gross domestic product, and
whose individual sales are more than most countries GNP, Zhese com-
panies understand their multicultural employee, customer, or investor. They
have clear codes of ethics and governance processes, and they rapidly adjust to
the changing environmental conditions. They study civilizations and cultures.
They continuously adapt to the needs of the people they aim ro serve. If they
do not do the above, they should!

In the previous sections we discussed how cultures develop and what
elements are present. Cultures are the backbone of civilizations’ philos-
ophy and ethics, something we will address in the next chapter. As we
will see, although the basic socially acceptable behavioral principles were
established through an evolution that lasted thousands of years, the rel-
atively recent technology revolution maybe forcing the modern man to

rethink previous philosophical and ethical tenants.






CHAPTER 3

Philosophical Tenants
and the 21st Century

Some Principle Thoughts

We studied in the previous chapter about culture. Given its location,
neighboring influences, and geography characteristics, each culture devel-
ops its unique philosophy and ethics. The backbone of a culture is its
philosophy. Study of philosophical and ethical predispositions allows
us to better understand the reasons behind local developments and to
smoothly function in an environment foreign to us.

This chapter addresses basic philosophy and ethical notions, which
developed through thousands of years and are not necessarily similar all
around the world. However, in the past 50 years we have been in front of
phenomenal changes, which could not have been foreseen five centuries
ago. Telecommunications, information technology, and mass media have
changed in terms of philosophy, truth, and ethics, and the way we see
the world, our principles, our motivation, and our overall thinking. In
fact, because of communication and media changes, we maybe are facing
social mutations that will necessitate very educated behaviors if we want
to be successful global businesspeople.

Additionally, philosophy, truth, and ethics are not the exclusive
domains of the individual, the tribe, or the nation. Given that the new
global player is the business concern, and that its size, its technologi-
cal base, and its economic might is of increasing social importance, this

chapter also addresses corporate philosophy and corporate ethics.!
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What Is Philosophy? What Is Truth?

People agree that the term philosophy is based on a similar Greek term
(philosophia) meaning friend (philos) and wisdom (sophia). Some more
definitions state philosophy as:?

* the love or pursuit of wisdom;

* the study or science of the truths or principles underlying all
knowledge;

¢ the study or science of a particular branch of knowledge;

* asystem of philosophical doctrine (as the philosophy of
Spinosa);

* asystem of principles for guidance in practical affairs.

Basically, philosophy is concerned with three areas: epistemology, the
study of knowledge; metaphysics, the study of the nature of reality; and,
ethics, the study of morality.®> We may say that philosophy seeks to find
truth at different levels and under different angles. Therefore, understand-
ing of truth becomes the central component of philosophy.

But what is truth? Formal definitions specify it as a spiritual or phil-
osophical verity; an accepted or verified fact; a concept that relates to
reality, honesty, constancy, and veracity;* whatever is in agreement with
a populations’ general sentiment; and so forth. However, let’s see what
other contemporary writers and thinkers answer to the question “What

is true?”’

* “Everything is changing, and change is good. Speed is the key
to understanding information; speed changes the meaning of
information. The speed of message is the message.”
—Michael Wolff

e “The truth can be elusive, or at least difficult to express in the
business world. So I find myself turning to metaphors and
analogies.”—Scott McNealy

* “We live, writes a critic, in the ‘Age of Falsification, filled with
surfaces we cannot understand.”—Virginia Postrel

e “Within this new world of human, economic, and

technological relationships, many people are struggling for a
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metaphor to give us a sense of where we are right now.”
—Stanley Crouch

* “Virtual reality has been with us for a good long time: We call
it fiction.”—T. C. Boyle

e “When there is a discrepancy between appearance and reality,
we regard it as untrue.”—Dalai Lama

* “Alittle learning is a dangerous thing. This has never struck
me as a particularly profound or wise remark, but it comes

into its own when that little learning is in philosophy.”
—Richard Dawkins®

Traditionally, truth was based on personal understanding and the obser-
vation of natural phenomena. Seeing and sensing was believing. Today,
we need to readjust our thinking when some people say that we live in the
“Age of Falsification,” when “the speed of message becomes the message,”
when holistically we can persuade the little boy that there is out there a
real “Dinosaur Park,” or the experienced businessman that the corporate
accounting resource planning system is always correct.

At this point we should explain that business, too, has its own culture,
philosophy, and ethics. Each business concern operates within a broader cul-
tural framework that defines the way owners, employees, customers, and the
environment, in general, understand the societal roles and responsibilities of
all players—one of them being the individual firm. These roles and respon-
sibilities, as well as the institutional framework that surrounds them,
change over time. Emperors of the past, with their immense power over
life, could not bring the latest information from a building site or a war
field. They did not have the technology for that. We are in front of what
we may call as homo technologicus. This person, via his or her technological
capability, is the one who will persuade the young boy that there is a dino-
saur at the nearby forest, falsify business truisms, change the DNA struc-
ture, mutate soybeans, present a global video conference, wear artificial
members that can function even better than his or her original. Moreover,
this person, mostly the product of the generation Y7 may be somehow
dysfunctional for more traditional culture settings. She does not give the
priority to interact with whatever routine objectives traditional cultures

demand. She can choose what she likes. She does not learn to function
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well in social environments. It is possible that this person is a poor social

player, learner, and a weak member of global workforce.

Business students should be trained in understanding the responsibil-

ity of business to its larger social system.®

Fach “age” had its technology and this technology defined the way of
living of the people. The Egyptians built pyramids which represent top
mathematical and engineering understanding, and affect, in different
ways, the then individuals’ concepts of culture, family, individualism, or
deity. Five thousand years later, Marshal M. McLuhan’ talks about social
mutation, from a society of the group to a society of the individual, pri-
marily because of technology. We are in front of an era where philosophi-
cal and ethical trends that developed through hundreds of years possibly will
change in a very short period, following the demands of our technological era.
We will address the issue later in the chapter. For the time being, it suf-
fices to repeat that the moral evaluations of good and bad, true or untrue,

are specified with location and time parameters.

Hundreds of doctoral dissertations in accounting and ethics are pro-
duced and potentially redefine the way a stakeholder can evaluate a
business. Still, the starting points are business philosophy, business
ethics, and the picture(s) that accounting spreadsheets give about busi-
ness performance. So, why no one observed that Enron was in danger

when Sherron S. Watkins, on time, indicated that the company might

“implode in a wave of accounting scandals?”!°

The previous thoughts might have given the reader a changing sense
of truth, logic, and philosophy. A central part of philosophy is ethics. The

following section addresses some of our concerns.

Ethics and Business Ethics

For thousands of years civilizations based their philosophies on their cul-
tural thinking. In almost the same way an individual learns his or her

native language, the religious tenants or the whereabouts around his or her
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village, he or she learns about principle philosophical beliefs and ethics.
A newborn in a strict Islamic community will learn different concepts of
ethical conduct than another baby born in a wealthy suburb somewhere
in California.

Civilizations developed their philosophical tenants based on the
topographical realities they had to face. Through the ages, sociopolitical
developments, historic necessities, wars, cross-country influences, and
technological advancements further fine-tuned their philosophical
thinking and legal frameworks. Since ethics directly relate to philoso-
phy, we may say that ethical predispositions are closely related to the
environment, the economy, the social realities, the technology, as well as
the timing we wish to analyze a specific civilization. But what is the defi-
nition of ethics? The Websters Lexicon defines ethics as the principles of
morality, or the field of study of morals or right conduct.!' Similar defi-
nitions are static. They represent what is ethics at a particular moment
of analysis.

Thiroux, in his effort to present a “working definition,” states that:

Morality deals basically with humans and how they relate to other
beings, both human and nonhuman. It deals with how humans
‘treat’ other beings so as to promote mutual welfare, growth, cre-
ativity, and meaning and to strive for what is good over what is

bad and what is right and what is wrong.'?

Let’s relate now ethics and business ethics.

Business and entrepreneurial thinking existed always. It was this
thinking that organized states, wealth, wars, or built the Pyramids. The
rule of survival of the fittest was in force. The benefits were tangible
and significant. By today’s standards unacceptable behaviors were prac-
ticed throughout human history. To some extent, the mentality of slav-
ery was in place even during the industrial revolution. It was acceptable
to have little concern about the surrounding environment or to have
spillover benefits to the established manufacturer and spillover costs
to the individual who had to live near the polluting factory. Given the
then very simplistic legal frameworks, most business, from Far East to

Central Europe and from Africa to South America, operated outside the
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borders of business ethics. Then, because of communications, human
enterprising, media, and speed, “business” became the very important
social player it is today. Effectively this happed only after World War II.
The birth of business concerns with social responsibility and responsive-
ness was a reality.

Since then, we are in front of a new era of business ethics. Initially,
business laws defined operating frameworks, and codes of conduct were
established worldwide within the different industries for various matters.
Legally correct behaviors were enforced—business survival depended on
them. The corporate layers were at the very top of the enterprise advising
before any major business decision. Sharing of wealth came under public
and media scrutiny as well as human resource administration, produc-
tion, marketing, innovation, sourcing, and technology. The legal frame-
work of operation became of paramount importance. But then, it was
realized that the legal framework was not sufficient for the demands of the
new era of business ethics.'® Beyond the legal framework was now human
morality in force. The evolution of the human thinking (and well-being)
necessitated new frameworks to protect the human and nonhuman forms
of life. We were moving beyond the legal correctness to the ethical and to
socially responsive business.

Let’s illustrate the socially responsive business with an example: The
tangible benefit, because of the innovation of a new biotechnology, may
be given to the principle stakeholder of the enterprise in the form of
“license fees.” Our stakeholder is now wealthy and a very successful
businessman. He wants to give back something to the society, and decides
to direct part of his wealth toward philanthropic causes. This is a decision
within his own personal ethical system. For example, he feels that part of
his wealth should be given to the African poor. He creates a philanthropic
organization to meet this objective and continues to keep his initial busi-
ness focused toward the research, development, and distribution of more
medicines. However, in the process, he realizes that his initial enterprise
might not have done everything in a socially responsible manner. He
wants to take steps with respect to his, now very-very large, initial enter-
prise, to make it more socially responsive and, through his own philoso-
phy, to affect the corporate philosophy and ethics and, maybe, to some

extent, the world.
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“Guided by the belief that every life has equal value, the Bill &
Melinda Gates Foundation works to reduce inequalities and improve

lives around the world.”

Creed of one of the largest non-for-profit organization®

As in the past where a well-organized state continuously adapted its legal
framework to the socially accepted philosophical and ethical principles, in
the same way today business needs to operate within the accepted legal real-
ities and define their philosophical tenants according to whar their stake-
holders believe. These philosophical tenants, extended to the perceived by the
stakeholders ethical behavior, become the foundation of the corporate gover-

nance principles and respective manuals.

Schools of Ethics and the Mission of Business

The concepts of ethics, developed within broader frameworks of
philosophy, can be classified as teleological theories and deontological
theories of morality.

We refer to the school of teleological thinking (or the consequen-
tialist theory of morality) when ethics are based or are concerned with
the consequences of our actions and deontological thinking (or the
nonconsequentialist theory of morality) when ethics are not based or
are not concerned with the consequences of our actions. 7elos comes
from a Greek word meaning “end result,” whereas deon comes from a
word meaning “should.”

In business terms the above relate to the mission or the actions of a
corporation. How? Business focuses to an end result. Therefore, by its
nature, business mission is teleological in purpose. However, the way that
the company achieves the end result, philosophically speaking, is deonto-
logical. This is why it is important to understand philosophy and ethics,
before you venture into the business world: The term morality might
be confusing, if you do not have a clear understanding of the concepts
behind it. Morality is not the same for everyone. People will understand

the essence of business mission but they might see under a different light

how this should be achieved.
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Usually, the objective, the business mission, is found at the end of
tunnel that has four sides. These sides include the deontological thinking

of the corporation with respect to

. employees;
. customers;

. owners; and the

NN =

. environment, in general.

For a moment, lets study the thinking of the businessman we saw at the
previous section. He made his money because he invented some patents
(innovation of new technologies) and developed the appropriate distri-
bution channels to reach his markets. Now he wants to re-examine the
philosophical tenants behind his very successful corporation. In his mind,
he might have been very correct in focusing his business toward specific
objectives. However, in the process, he realizes that he wanted to do dif-
ferently a few things. For example, it would have been better if he had
provided better tooling to some of his employees who dealt with danger-
ous substances or was more sensitive to using monkeys for his medical
experiments. He now realizes the difference between the consequentialist
and the nonconsequentialist theory of morality and wants to incorporate

it into his overall corporate philosophy.

The Legal Versus the Ethical Framework of Business

The legal environment, which we will study in the next chapter, and the
ethical one are like overlapping circles. In some cases the legal norms are
first established at the cultural level, whereas in other cases the state, or
the collective thinking of industries, defines them. Legal norms change
over time, differ according to the countries of reference and, in our global
world, follow the legal frameworks of the countries that have more expe-
rience on particular industry-wide regulations.

The legal environments for business have been developing for many
years and, although there is an effort toward worldwide standardization
through directives (e.g., from the European Union) and industry codes
(e.g., in maritime industry MARPOL, SOLAS, ISM codes, etc.), we do
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not have as yet the equivalent of lex mercatoria (law merchant), an auton-
omous body of transnational commercial rules developed in the Middle
Ages—some people tracing them back to the Roman Empire, even to the
Ancient Greeks, Phoenicians, and Egyptians.

Legal environments define the norms acceptable by the society and
the penalties for inappropriate actions. In contrast, ethical norms express
personal moralities and philosophies. Only after the Enron’s demise the
U.S. Sarbannes—Oxley Act blended legal and ethical questions. However,
by the time that there is a law, we need to revise our thinking terms of
ethics. Ethics go beyond laws. We can say that ethics express trends that
some people feel about certain behaviors. The same applies to corpora-
tions. Through their codes of ethics they define trends that, in the future,
may become part of the legal business framework. Let’s see the following
example about bribing:

Bribing was (and is for many countries) a very acceptable way of doing
business. However, only since 1977, the U.S. Foreign Corrupt Practices Act
(FCPA) differentiated between a facilitating payment and a bribe. At a global
level in 1997 OECD voted that “enterprises should not, directly or indirectly,
offer, promise, give, or demand a bribe or other undue advantage to obtain
or retain business.”'® Today, through their internal policies, companies imple-
ment this concept and in fact, present an even more complete framework,
as in the case of Shell that has “a no-bribe, fair competition policy.” OECD
cannot define national legal policies. However, its directive, which eventually
is adopted and further modified ar the corporate level, may eventually become
part of the national business legal framework.

Entering the 21st Century

Every era in the history of civilizations and philosophy has certain char-
acteristics that differentiated it from the rest. For most part of human
evolution the social survival of the fittest, a small minority, dominated
the philosophical and ethical thinking of the times. However, only in
the past 300 years we have been in front of technological innovations that
gave to the man the means to escape from the traditional social mold. Only
during this period we have witnessed the phenomenon of the industrial

revolution and only very recently the man discovered the steam engine,
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the electronic communication media, robots, the computer, and so many
more. The man traveled faster than the speed of sound, reached the stars,
discovered biotechnologies, genetic mutations, information technologies,
and extended his life and his life quality.

During that last period, which effectively covers only one century of
human progress, the man freed himself from slavery, created new dimen-
sions of living and working, became globalized, learned from the devel-
opments in other parts of the world, and gave to everyone the means to
pursue happiness and liberty. This has very significant social implications.
Lets take as an example divorce rates in the United States, which more
than doubled in the past 75 years.!” Let’s take another example: The emer-
gence of business as we know it today. Business existed always, however,
only after World War II it reached the financial strength and social impor-

tance that it has today.'®

Marshall M. McLuhan discussed 40 years ago, in his classic book La
Galaxie Gutenberg Face a I Ere Electronique, about the upcoming social
mutation of the society of the unit to that of the society of the individ-
ual and the possibility of dramatic philosophical and ethical changes

due to the demands of the technological era.

Today, if we compare national GNPs to corporate sales, we will find
that, with the exception of the very large countries, large corporations
have more sales than the GNPs of whole countries. In addition, we wit-
ness dramatic changes to the roles the state governments are playing. In
the 21st century, corporations operating in an effective and productive
manner are taking over traditional state domains ranging from supply-
ing energy to supplying security and from transportation to mass media
communications. The world is in a sensitive state. Whereas the past empires
and superpowers assured the rest of the world of relatively peaceful coexistence,
the elimination of borders increased the possibility of civilization clashes.
The state defense controls are often incapable to face events as those of
September 11, 2001, in New York, and the business motivation does not
relate to political issues. Businesses produce mission statements driven
by profitability and related reasoning. Business is not in business to tackle

political issues or civilization clashes. Actually, the same company that supplies
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needed items in one civilization supplies them to another, in spite of potential
clashes between them. A van, a refrigerator, a computer, medication, food,
energy do not recognize nationalities or ethnic conflicts. [ some cases busi-
ness see political actions or civilization clashes as parts of their environmental
Jfabric and they lobby against or for them when they see that corporate lobbying
is necessary for achieving the corporate missions. But, in the today’s world,
and as Professor McLuhan foresaw (see previous box), the individual
becomes central to the today’s world, with all the benefits and risks that

this transition contains. Let’s see a few of the issues that define our era:"

*  Farewell to isolation. Throughout history, national inde-
pendence was based on defending borders, militarily or
economically. In the age of globalization, mass media and
information technology, this is not possible anymore. Speed
and communication create new educational challenges and
provoke competitiveness, adjustments, and commonality of
personal objectives.

* Civilization clashes. As we discussed in Chapter 1, and
following Huntington’s typology, three different sociopolitical
groupings defined the global civilization landscapes in the
past 100 years. Future national cultural conflicts are very
possible, whereas, in spite of well-defined corporate cultures,
we will see corporate enterprising able to venture anywhere in
the world and without significant handicaps due to possible
civilization clashes.

*  Global security. Traditional military might (armies, navies,
air forces, nuclear bombs, and so on) can do very little to
face the security needs of the today’s world, that in most
cases need to be able to surgically interfere and remove very
well-prepared “enemies” whose aims, reasoning, means,
tactics, preparation, size, or abilities are unknown variables.
Even well-prepared military establishments facing more exact
than the September 11, 2001 challenges, for example, the
United States in Afghanistan or Iraq, have serious difficulties
to survive political pressures after certain period of military

actions.” In fact, given the complexities of our times,
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philosophers and thinkers alike offer confused and often
conflicting views about their solutions to the global secu-

rity issues. For example, Wolfe says that “Intellectuals who
opposed the Vietnam War appealed to universal values like
human rights and world peace. Today’s reactionaries offer a
crabbed and confined view of the world.”*' So, are we in front
of an era where traditional military is not needed anymore
and, instead, we should protect other social players, including
business enterprising?

*  Economic issues. At this point it is well understood that
conflicts usually do not happen between the “haves” and the
“have-nots.” The have-nots usually do not have the means to
fight the haves. However, pointed differences exist and create
political pressures and market opportunities. For example,
if we say that the average world citizen has earnings equal to
one (1), the citizen of developed nations will have about four
times that, whereas the average Asian citizen about half, and
the average African citizen even less.”?

*  Unions of countries and agreements. The League of Nations,
and post-World War II, the United Nations, provided a much
needed forum for global peace. Moreover, and as we will see in
Chapter 4, with Global Organizations and Unions of Nations,
starting in the 1950s, nations pulled together their individual
weight in order to achieve regional dominance. By doing so
they managed to unify legal codes and standardize actions.
Most prominent among them is NAFTA and European
Union. To those two unions, individuals, by the millions,
continue to be highly attractive, this is known as the magner
effect.”® With the exception of superpowers, individual nations
realize that by themselves they are unable to dominate over

resources, develop technological advantages, and so forth.*

Technology Shapes Philosophy

For a moment let’s think about the scenario of a farm around 2,000

years ago. The slaves work hard, and if they don’, they should expect
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very severe penalties. The mores of the times accept these behaviors from
the slaves’ owners. After all, a slave is only 7es, a thing! Let’s move in our
times. The ultramodern facility assembles robots. The two supervising
(the machines) engineers discuss about the merits of the 34-hour week,
their educational possibilities, and their new cars. The productivity of our
era has produced new conditions for everyone and new philosophical and

ethical codes.

Humans and robots will work elbow to elbow on the shop floor, but
you will be surprised by who’s giving the orders.

David Bourne

Carnegie Mellon University

Author, My Boss the Robor™

We are in an era where millions of people are bringing in their lives all
sorts of technologies and affect others to do the same. Humans now have
the power to destroy everything, affect the ecological balance, modify the
DNAs, and mutate the social fabric. They regulate techno-bureaucracies
and, through them, affect millions. They dictate the capabilities of media.
The list is endless. The industrial revolution brought productivity and
changed technologies. A Pandora’s box opened and past philosophical
frameworks of analysis proved to be insuflicient for the justifications
needed in the 21st century. Because of technological advancements a
number of issues radically affected the social fabric. Let’s see some obvi-

ous cases:

Thinkers of the past did not always sce the emerging technological

advancements, neither their repercussions.”® Examples:

1899: U.S. Patent Office Commissioner proposes winding up the office
because “everything that can be invented has been invented.”

1943: IBM Chairman Thomas Watson Sr. estimates the worldwide
market for computers to be “about five or six.”

1972: The Club of Rome’s report “The Limits of Growth” claims that
civilization will soon collapse as natural resources dry up and

populations explode.
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The Death of the Family*”

The traditional family is changing. According to Cooper there are at least
four dimensions that characterized the family structure: (a) “there is a
gluing together of people based on the sense of one’s own incomplete-
ness,” (b) “the family specializes in the formation of roles for its mem-
bers rather than lying down the conditions for the free assumption of
identity,” (c) “the family in its function as primary socializer of the child
instills social controls in its children,” (d) “there is an elaborate system of
taboos that is instilled in each child by the family.” The family bonding
starts through submission of one’s means, social time, and space into a
“region of otherness,” thus satisfying personal needs of completeness. It
is very interesting that even almost 40 years ago, David Cooper was con-
cluding: “The family form of social existence that characterizes all our
institutions essentially destroys autonomous initiative(s) ... The family
over the last two centuries has mediated an invasiveness into the lives of
individuals ... The age of relatives is over because the relative invades the
absolute center of ourselves ...”

The above, as well as similar positions, indicate that we are in front of
institutional social mutations® moving from a society of units to a society
of the individual. Statistics already indicate that, in the so-called devel-
oped countries, more than half of the marriages will end up in divorces,
something totally iconoclastic only 50 years ago. We are in front of an era
that demands revisiting our philosophical and ethical base and redirection

of roles and responsibilities of the individual man.

A World of Aging People

In Germany, for example, by 2030, almost half of the adult population
will be over 65 years of age as compared to one out of five persons at pres-
ent. Obviously, specialized products and services catering to the elders
will be necessary. The same will apply to the rest of the developed coun-
tries, such as France, The Netherlands, or Japan, where human longevity
will exceed 82 years, and where there will be a critical need to “import”
younger working force from other nations.”” Because of that, cultural

conflicts should be expected.
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The Emergence of the Global Enterprise

We have already made reference to this global new player which, because
of its importance and size, needs new philosophical and operational
frameworks to function. We are faced with the reality that all business is
global and, due to IT developments, increasingly interactive, capable to
feel, and react to global ripple effects. In the past 200 years the institution
business mutated from locally centered and relatively small enterprises,
where names such as Rockefellers, Rothschilds, and “industry captains”
ruled, to globally functioning economic concerns with hundreds of bil-
lions of U.S. dollars in sales, such as Exxon Mobil, Wal-mart, or BP. After
World War II, the world’s business prima donna was the United States,
effectively having the headquarters of the majority of the top 100 global
corporations. Today, the business hegemonic rule is almost equally split
between America, Europe, and Far East.

Today’s global business plays critical social roles, balances very sensi-
tive issues, and operates through advanced enterprise resource systems fol-
lowing nontraditional managerial configurations.*® As it happened with
the empires of the past, we should expect that business survival will follow
the same rule, the survival of the fittest where information, knowledge,
and creativity will determine successes and failures. At the same time the
ethical, market-based focus toward the individual employee company

certainly will have a competitive advantage, t00.”!

The New Media Society

The era of mass media is giving way to one of personal and participa-
tory media... That will profoundly change both the media industry
and society as a whole.

Andreas Kluth??

When in 1448 Johannes Gutenberg invented the “movable type,” in effect
he disrupted the mainstream media of that time where usually monks
manually transcribed texts or curved entire pages into wood blocks for
printing. This led to a mass media proliferation, until radio and television

took over ... only 50 years ago. Printing, radio, and television became
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the sources of information and took over the task to transmit truth (or
propaganda influence).

This was until (around) 1997 when Weblogs (later We Blog, blogs), in
other words personal, online journals, appeared. Blogs allowed someone to
add to his website something and start a conversation. In effect, this type
of communication brought the era of participation—instead of lectures
to the audiences we have conversation with the audiences ... individual
talent contributes to creativity of the sum—though most publishing
is useless and counterproductive. Therefore, this is not a publishing
phenomenon, but a social phenomenon—it is a revolution in communi-
cation. The old media model was: There is only one source of truth. The
new media model is: There are multiple sources of truth. This communi-
cation era may bring a new era of cultural richness and abundant choice.
Peer production is an industrial force. It is a very democratic process,
allowing to voice one’s opinion, but also aristocracy and monarchy in
some case. Journalism will not be a sermon anymore, will be, to a signif-
icant extent, a conversation.*® From a societal point of view, the “quality
of information” is bound to shape the thinking of future generations,
which will partly continue to be influenced by mass media, print, radio,
and television. Major issues will be eloquently presented to the masses. It
will be up to them to select their perceived critical issues of the times, to
review classic-important themes of the past, or to simply spend their pre-
cious little time absorbed in a naive reality show. Education is both formal
and informal. In the future, informal learning through the vast choices
in the media society will be a driver for growth, expression of priorities,
and compliance with systemic desires. This learning will be based on a
modified Freudian model of id—ego—super ego.

In our opinion, (1) business interests and business influence on the
media will dictate, according to business priorities, not necessarily accord-
ing to national concerns, the future societal orientation, and (2) the mes-
sages that the average audience will process in the new media society will be
shorter, more focused, and will be dominated by the intensity and recency
of events with diminishing attention to past historic, philosophical, artis-
tic, or literature references. For the population masses this may further iso-
late the individual from past cultural dependencies and self-actualization
objectives. The last section of Chapter 9 “Concerns: Thinking of the

Future of the Corporate Employee” is based on this thinking.



CHAPTER 4

Political, Legal,
and Economic Issues

Introduction

In Chapter 2, we saw how topography affects elements of culture and
how, within these elements, civilizations emerge. Political ideologies, usu-
ally driven by the needs of the people, rulers, and people of influence,
express ideas, theories, and societal aims. Political ideologies tend to be
region- and period-specific, and characterize the essence of political sys-
tems. Irrespective of the good intentions of the initial ideologies, quite
often political bureaucracies emerge to deal with specific structural prob-
lems and implementation realities. The backbone of a country’s politi-
cal system is its legal system, which represents the collective wisdom of
the nation and the acceptable operating norms. To a greater extent, the
culture, the political, and legal systems are responsible for a country’s
economic advancement. In a broader sense these three wuncontrollable
variables are parts of the environment within which businesses operate.

In addition, the geographic position of a country offers specific
strengths. For example, historic dominance over a large water basin
allowed for trade and exchange of goods; its geopolitical influence' today
extends also to the region’s ability to command over energy and mineral
resources. Prudent past use of its geopolitical influence resulted in social
development and regional economic growth that attracted capital, tech-
nologies, and human resources.

We should also see that a global corporation operates in many differ-
ent political, legal, and economic environments. Business should know
about all of them and, wherever possible and if its ethical conduct per-
mits, take advantage of them.

Finally, it is necessary to point out that major or strategically influ-

ential corporations have their own political, legal, and economic might.
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One billion dollar investment from a sizeable corporation may bring to a
small country significant employment, wealth, research, education, and
so on; elements that most political systems will see favorable and promote
appropriate legal actions to accommodate these investments.

In this chapter we discuss about the political, legal, and economic
environment of business. In general, most of the individual businesses,
motivated by profit, acquisition of technology, markets, resources, and
so on, are usually too small ro affect or to change these environments,
although through lobbying activities, they often influence industry-specific
legislation.

The following sections deal with various political systems, media in
the political arena, political risk, privatization of public enterprises, legal
systems, legal issues, arbitration, economic theories, main economic vari-

ables that affect the global businessperson, money, and exchange process.

Political Systems

Political ideologies shaped the main political systems, which, in turn,
became the basis of their legal environment and propelled the countries’
economic growth. As we discussed, businesses should not be affected by
these uncontrollable (by them) variables. If a business feels that these
variables conflict with its principles, profit expectations, business risk, or
overall objectives, then it should get out of that particular country. After
World War II, the world was primarily facing the political systems dis-

cussed in the following subsections.

Communism

Karl Marxs theory of a classless society was evolved by his successors as a
doctrine that the government should own all the major factors of produc-
tion. Therefore, government takes over private business and manages it.
The quality of management by a single central bureaucracy is question-
able. Often, allocation of resources is prioritized on a military basis. Con-
sumer products and market-related concerns are not a priority. Another
issue is the compensation of ex-private business, which is now owned

and run by the government. The example of such communist country
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was Russia in 1917, after the Bolshevik Revolution. However, after the
collapse of the USSR in the 1990s, very few countries (such as Cuba
and North Korea) still embrace the concept of communism. Traditional
communist countries, such as Russia and China, are transforming from

command economies to market economies.

Socialism

Socialism born in an idealistic era advocates that government should own
or control the basic means of production, distribution, and exchange.
Socialism understands the concept of profit, but in itself, this is not an
aim. Some less-developed countries are professing, practicing some degree
of socialism, or doing both. In Europe strong socialist parties exist, such
as in Britain, France, Germany, Greece, and Spain. In the past, industry
nationalization was often an objective of socialist governments, for exam-
ple, coal mining, railroads and shipbuilding in Britain. Today, socialists
are strong proponents of people-oriented issues, such as ecology, health

care, and education.

Capitalism

Capitalism is based on free enterprising and private ownership. Pri-
vate entrepreneurs identify markets and use resources to satisfy con-
sumer needs. Profit is a clear objective of the system. Governments are
restricted to traditional roles of national defense, police or international
relations, though, increasingly these roles are allocated to private con-
cerns, as in the cases of private police, or even prisons. In a capitalistic
system, however, the entrepreneur is free to direct his or her business
within specific regulations. These regulations are usually based on nation-
wide initiatives, broader directives (e.g., from the European Union), or

industry-specific rules.

Mixed Systems

In our global village political labels of the past have less and less appli-

cability. Political systems are converging and identifying in the process
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the merits of other systems and molding operational frameworks suit-
able to the peoples’ desires. There are often positive results when a polit-
ical system promotes political rights, party freedoms, civil liberties,
market-orientation, free education, free health care, privatization of busi-
ness, and so on. It is a matter of maturity of a civilization to avoid specific
political labels, to develop systems that fit the overall predisposition of
people, to be fair and ethical. To that extent the key in shaping political
systems is the democratic principle, allowing all citizens political equality,
respect, freedom of belief, thought, opinion, and association. Moreover,
in a well-run democracy people must be able, ready, and willing to voice
their opinions. In our information technology era, the ability to create
individual public forums, something parallel to standing in front of the

ancient Agora? is very possible.?

Politics is a jungle—torn between doing the right thing and staying
in office.
John E Kennedy*
I have come to the conclusion that politics are too serious a matter to
be left to politicians.
Charles de Gaulle’

The above theories sound good for a standard secondary level educa-
tion 30 years ago. But what happens today, in an era where power of the
country lessens, the political systems are converging and the new ruler
of social power is called business. In fact, business has become the major
financial benefactor of ex-state rulers who now, with their better knowl-
edge of public relations, continue their assumed supremacy from elected,
through democratic processes, offices. Mind you, as we say in this book,
business does not follow democratic rules. Meritocracy is the basis of
business!

And something else: If someone asks if there is a return to the power
games and the world wars of the past, think twice before giving an answer.
For a moment, please, bypass the historic knowledge of who lost World
War II and consider newspaper findings of the recent past. Notice that
banking rules have become the major tool that Germany uses to suppress

a big part of Europe; or, notice that Japan in spite of having a pacifist
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constitution launched on August 6, 2013, the [zumo—its largest military
vessel since the war.® Of course, one will notice that both banks and ship-

yards are business-controlled enterprises!

Politics and Media

Moreover, behind the political systems are individuals who, due to their
own objectives, means, and traditions, manage the political scenes, bal-
ance seemingly opposing trends and power struggles. Throughout his-
tory, politicians mastered the public media of their times. Through them
they persuaded their people. Through public speech skills, ancient Athens
leaders skillfully addressed the agora, the forum of their times. Good writ-
ing skills were necessary when the dominant medium were papers and
pamphlets. Franklin D. Roosevelt, in the 1930s, used the radio very suc-

cessfully, and John E Kennedy understood the power of television well.

I find television very educating. Every time that somebody turns on

the set I go into the other room and read a book.
Groucho Marks’

Which will be the next public medium that will influence the masses?
“Free media” shapes the outcome of presidential races, and the Internet
is the freer of all, says Jonathan Alter.? It allows thousands of ideas to
develop online which may be occasionally transcribed as risking infor-
mation and data quality. Of course, the Internet will be more successful
with people who were born in the past 40 years—that is, in the era of the
information technology.

In the global business village, political influence maybe shifting from
politicians to business leaders. Business political power is often mani-
fested through the corporate ability to efliciently implement major proj-
ects, extensive networking, public relations departments, and the use
of media and information technologies. At the same time we should
observe that politics, media, and business interrelate—and this is con-
sistent with the literature. Point of attention: In many regions of the
world, “extensive family control of large corporate sectors could be an

outcome of poor social, economic, and institutional development and



54 GLOBAL BUSINESS AND CORPORATE GOVERNANCE

low government quality. The oligarchies—a form of government in which
g q Yy g g

power is vested in a few people—in turn use their economic might to reap
political advantages and shape institutional development most favorable

to their interests.”

Political Risk

In February 1994, Nelson Mandela was elected President of South Africa,
the first Black leader of that country, emerging after 28 years of impris-
onment as a political prisoner. In July 1997, Hong Kong formally was
returned from Britain to China.!® In February 2000, after national elec-
tions, major social reforms started in Iran. In September 2001, terror-
ist attacks destroyed the World Trade Center in New York and part of
the U.S. Pentagon. These are cases of political risk, which is any negative
change of the value of an enterprise due to politically induced motivation.
If we examine all the previously mentioned cases, we can observe that
5 years later a different business status quo has been established. Zhere
was a political risk that negatively affected some companies operating in those
regions, but there were also business opportunities that others identified during
the aftermath of the change.

We have macropolitical risk, where due to the change of political fac-
tors in a region there are consequences to all international companies that
operate there, as it was in Bosnia and Somalia in the 1990s. We also have
micropolitical risk that affects only targeted corporations or industries,
as we had in the Saudi Arabian oil industry during the 1970s."" Given
the nature of the political risk, we can have ownership risk in cases of
total or partial expropriation of the corporate assets, forced divestiture
of the enterprise usually after a governmental initiative, or even prop-
erty confiscation. We can also have operating risk, when there are direct
repercussions in the operation of the enterprise, and #ransfer risk when
international exchange matters are at risk.

Political risk does not always carry specific labels. It can cover areas,
such as cancellation of performance bonds (unfair calling), control of
business functions, exporting difficulties, loss of property or intellectual
rights, price controls, tax-related changes, and so on. Some of these prob-

lems are known to any company that operates internationally. Elections,
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strikes, terrorists, wars, change of political thinking (ideology), foreign
dangers, revolutions, and so on, are typical elements that can change the
political risk ranking of a region.'? To face this type of risks, interna-
tional corporations try to operate in ways that do not separate themselves
from the local entities. They create a local image, mind the communi-
ty’s interests and needs, recruit local personnel, utilize local facilities, use
joint ventures and so on. However, prewarning of political risk and insur-
ing against it, in certain cases, is a must," especially while operating in
less-developed countries. In general, corporations must follow the rule

that government stability, not its form, reduces the political risk.

The Privatization of Public Corporations

Irrespective of political systems or ideologies, governments like to con-
trol public corporations. Often the reasons behind the creation and
operation of public corporations by government bureaucrats were ideol-
ogy, strategic significance, defense, and capital intensive enterprises that
could not be funded by private initiatives (e.g., energy, transportation,
health care, university education) or belief that similar services can be
provided effectively, better, economically, or in a fair way by the public
domain.

In practice, this did not prove to be always correct, easy, or efficient.
For example, while performing central planning for the 11 time zones,
the USSR could not focus on the specific needs of a region’s ecosystem
or on birth controls or on consumer desires. It became an impossible
and often counterproductive task. Nevertheless, political systems tend
to embrace some of their ideological tenants. Socialist governments tend
to offer “free” health care and education to everyone, whereas capitalis-
tic governments often employ, even for military-related services, private
providers.

Since the 1980s major worldwide privatization efforts are evident.
Such trends were observed irrespective of political beliefs. Public corpo-
rations usually do not show profit, do not undertake business risks, use
cheaper capital, have low R&D levels, do not export, are not competitive,
do not use modern management techniques, and do not observe changes

in the marketplace.
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Globalization, aided by privatization and liberalization trends, is shaping
the economic and sociocultural environments of the world economies.

Ben Oumlil and C. P. Rao'*

Additionally, public corporations command valuable resources. When
sold they can be very desirable ventures for investors. The sale of public
corporations give governments needed money, reduce the cost of running
them, provide better service to the consumer, and creates a more compet-
itive environment.

Privatizing a public corporation is not an easy task and often demands
the use of specialized consultants. Existing status quos require specific
treatment of employees and provide unique rights to regions or to other
stakeholders (mining rights, waste management, etc.). The price of a pub-
lic corporation is not market driven. The markets of public corporations
are not well defined or managed. Geopolitical reasoning might hide fur-

ther opportunities.

Legal Systems

Laws are not invented; they grow out of circumstances.

Azarias?

In Chapter 2, we discussed that we do not have as yet the equivalent of
an international business law, what in previous centuries was known as
lex mercatoria. In fact, in today’s globalized society it is very difficult to
process legal claims from one country to another as they often follow
different legal systems. For the global businessperson understanding each
individual legal system and the specific legislation in the country he or
she is assigned to is critical, though the details will always be handled
through specialized lawyers. The three main law systems are discussed in

the following subsections.

Common Law

A common-law (or case-law) system is judge-made and based on tradi-
16

Although there are legal codes that guide him or her, the judge

tion.

evaluates each specific case according to previous similar cases and
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customs in his or her area. Therefore, it is possible that for identical cases
a different judgment may be pronounced in Florida versus Minnesota.
Some of the countries engaging in common-law practices are Australia,

Canada, England, and the United States.

Code Law

The code-law (or civil-law) system is based on a systematic codification of
existing laws. These laws were created by the parliament of each country,
and the judges are required to apply them in accordance with the spirit
and letter of law. The code law has its roots in the Roman law and evolved
differently according to the country that used it. Today, it is applied in

most of Europe, Central and South America, the Far East, and elsewhere.

Theocratic Law

Many countries that followed the faith of Islam accepted a legal system
that derives its principles from Islam’s theological tenants. Whereas in
countries with code or common legal systems, the law constantly and
dynamically evolves by the people or their representatives, in theocratic
legal systems, the legal environment assumes a divine base and has more
permanency over time."

The general principle is that the global businessperson should respect both
the home and host legal tenants and the principles behind them. For exam-
ple, doing business in Japan requires that the foreign visitor understands
and accepts that legal-type implications should be minimized. Embed-
ded in the Japanese thinking is the consensus decision making that oper-
ates harmonically even outside the business entity. Therefore, in-depth
awareness of such principles greatly assists business growth, far more than

problem-solving later through legalistic means.

Legal Issues

In each country the continuous and dynamic development of the legal envi-
ronment presents formidable challenges to the companies, both domestic

and foreign, which operate there. Knowledge of this environment is a
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must and should be addressed at the very top of the corporation. The legal
department functions not only in an advisory capacity at the President—
CEO level, but also at every line or staff level where its advice is needed.
It does not only deal with legal disputes and corporate threats, but also is
a vehicle toward achieving objectives and realize challenges. Awareness of

the following issues has particular importance in international business.

International Agreements

In our global business village there are international agreements that facil-
itate the global trade. These agreements, some dating back more than

100 years, are in the areas of

* entry of persons, products, funding;

* acquisition of capital resources;

* protection of industrial property rights;'®
* protection of trademarks;"

* tax matters;

* transportation matters;

* insurance;

e most favorite nations.

Due to similar worldwide agreements: tariffs, quotas, and nontariff
regulations were significantly reduced during the 20th century. Addition-
ally, gradual changes in the legal systems of individual countries allowed
for faster growth of the international trade and expansion of the global
corporations.

The reader should observe that international agreements may create
unexpected conflicts. For example, in the fall of 2004, the judges of the
World Trade Organization ruled that gambling regulations in Utah (and
many other U.S. states) “conflict with America’s obligation not to discrim-
inate against foreigners providing ‘recreational services.””* One hundred
and ten years ago, the people of Utah had decided that gambling was a
vice that the state did not need. Nevertheless, probably without too much
thought, the Federal government signed an international agreement that
conflicts with statewide desires. This agreement assumes obligations that
all states should follow. Violation of these obligations potentially brings

millions of dollars in penalties. Moreover, this shows a classic case where
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traditional state or regional thinking conflicts with an overall positive pre-

disposition toward a borderless global society.

Industry-Specific Arrangements

On a global level, industry associations are joining forces to improve their
offerings, reduce costs, deal with fragile ecosystems, avoid unnecessary
risks, and so on. Many industries, from coffee to oil and from insurance
to maritime, have created forums and specialized organizations to han-
dle issues all around the world. These arrangements represent usually the
collective wisdom of an industry, and they merit attention at the national
and international levels.

Let’s see the role of industry-wide organizations through an example
from the maritime industry.

Representatives of the ship owners, the shipbuilders, and organiza-
tions like International Maritime Organization (IMO) and International
Association of Classification Societies (IACS) often discussed standards,
roles, relationships, and information exchange needs with respect to
“fit-for-purpose” ships.! Maritime, of course, is the epitome of a global
business industry and the fit-for-purpose ships are specially made vessels
that require worldwide strict standardization codes. Here is where IMO
comes to focus. International Maritime Organization operates under the
umbrella of the United Nations, was born in 1982, and continues to
exist since 1948 as International Maritime Consultative Organization
(IMCO), and is highly specialized in the maritime field. The IMO
has issued hundreds of “recommendations” and “codes,” some of them
extremely valuable, as in the case of the Civil Liabilicy Convention (CLC),
which is globally enforceable.” Similar industry-specific arrangements, in

practice in most fields, define the ways to do business at a global level.

Arbitration in International Situations

Irrespective of good intentions in business transactions, occasional dis-
putes always arise. These disputes become extremely complex, expensive,
and time-consuming when business deals across national borders. Going
to courts to solve a dispute is not necessarily an efficient solution. A much

better proposition is to include an arbitration clause within the terms of
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the contractual obligation between the parties involved. Arbitration has

been proved to be

e faster;

* more economical;

* avoiding formalities and bureaucracies;
* able to keep business continuity;

* not revealing business secrets;

The arbitration decision usually is enforceable through the preagreed

processes. An arbitration clause should include the following:*

* The chosen legal environment enforcing the arbitration deci-
sion. For example, if the issue is of an international loan, it is
better to choose an international finance center, like London
or New York, than Amalfi or Aruba.

* The choice of the arbitration forum to avoid ex-post surprises.
The United Nations, in their effort to provide an arbitration
platform, since 1976 have created the UNCITRAL (United
Nations Commission on International Trade Law). Known
arbitration mediators are the London Court of Arbitration,
the Stockholm Chamber of Commerce, and so forth.

* The process of choosing arbitrators.

Economic Theory and Related Notions

Till now we have studied culture, philosophy, political, and legal systems.
They are part of the business environment. In the following sections, we
analyze aspects of the economic environment addressing (1) a theory
framework, (2) economic variables, and (3) practical matters, for exam-

ple, what is money and how we exchange it among countries.

Mercantilism

Just a few hundred years ago, the socioeconomic basis for managing a
country’s economy was mercantilism. Simply put, it was collecting wealth

in the form of precious metals, like gold and silver, and, using this power,
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to buy things that the society needed but could not produce. Accumu-
lation of wealth was the ultimate goal and manifestation of a powerful
nation. In order to accumulate wealth a positive balance of payments was
necessary, meaning that more was coming in the country than going out
of it. The philosophy behind this dogmatic position dictated that nations
had to put barriers in importing, motivation to export, a strong army to

keep colonies, and so on.

The Absolute and the Comparative Advantage

In 1776, however, Adam Smith in his classic book the Wealth of Nations
reversed the previous thinking. He suggested that #he forces of production
and trade should lead the international commerce—nor the accumulation of
wealth or the protectionist attitudes. Specialization should lead to higher
productivity. According to the theory, country A should export to coun-
try B the good X as it produces it at an absolute cost advantage over the
same product produced by country B; also, country A should import
from country B the product Y that has there an absolute cost advan-
tage over the same product when product Y is produced at country A. In
order, however, to implement this exchange, the preassumption of no trade
barriers of any type was necessary.

Then, a question arose: What will happen if a country has an absolute
cost advantage for both products over another country? Is trade possible?
The affirmative answer was given in 1817 by David Ricardo, who proved
that this is possible in so far that the product exchange between the two
countries had different input ratios.*

More than a century passed for this academic thinking to be polit-
ically acceptable. The first serious recognition that tariff barriers can be
counterproductive was through the signing of the Smoot—Hawley Act by
President Hoover in 1930. The reader should not be astonished on finding
that the era of the global business village started only after World War II.

International Product Life Cycle

In the 1960s, Raymond Vernon presented his concept about how the

business world moves in an international trade pattern. Although his idea
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appears to be ethnocentric, it merits attention and, conceptually and to

some extent, repeats in many instances. It follows four stages:

1. Assume that we start with after the post—World War II United States.
As the country’s infrastructure was not destroyed by the war and as
the rest of the world’s production facilities were extensively damaged,
the United States was in a position to export everywhere—to devel-
oped and to less-developed countries alike.

2. Developed countries, such as Germany and Japan, having the know-
how of industrial production, slowly began their own production of
goods that were previously imported. Through their own produc-
tion, they satisfied their domestic demand and, therefore, reduced
their imports dependency from the United States.

3. Now the developed countries had their own production facilities
efliciently working. Slowly they started exporting to countries where
the United States exported previously, thus further reducing the need
of U.S.-made products.

4. Finally, the same countries start exporting to the United States and
even building plants there to satisfy the American demand. In fact,
Honda America, which built its plants in the United States, was in
the 1990s exporting more “made in America” cars to Japan than any

other automobile manufacturer.

We should also observe that factories and facilities built later are more
advanced than those built 10 to 20 years ago. Germany and Japan have
newer production facilities than the United States. The production at
later stages of the international product life cycle is more efficient and the

products produced meet the consumer demands better.

Porter’s Theory on the Competitive Advantage

Professor M. E. Porter in his book 7he Competitive Advantage of Nations,®
discusses four variables that affect global competitiveness of a region or an

industry. They are as follows:

1. Factor conditions: There exist regionally available resources, such as
physical, human, knowledge-based, capital, technology, and so on,

allowing for business success.
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2. Demand conditions: There is a local demand for products and services
produced, sufficient to sustain initial business activity.

3. Existence of related industries: For a business to function efficiently, one
must be able to find support-related businesses in their immediate
environment.

4. Business thinking: Business strategy and overall managerial thinking

follows high standards and promises cutting-edge performance.

We should point out that the United States and Europe are steadily
converging in terms of technology, business values, corporate mergers,
finance practices, and so on. To that extent we may be in front of what

will be termed as 7he Atlantic Century.*®

The above appear in today’s thinking commonsensical. It is, however,
noteworthy that only 100 years ago the business world had not embraced
such ideas neither had it embraced the importance for a global free trade

principle, without trade barriers.

Concerns Against Global Trade

From the previous discussion it appears that free trade on a global level
benefits everyone. Cheaper goods will be produced wherever this is pos-
sible thus allowing more people to enjoy them. However, we need to
examine cases where free trade may not be very advisable. Such as the

following:

* Military products give a unique advantage to countries that
produce them. Therefore, they are often unwilling to share
with others their military technologies for political reasons. In
the opinion of politicians who lead the world, it might not be
wise to offer to all the countries (that have the financial means
to acquire them) long-range missiles or nuclear capacity. By
the same token, any strategic-type capability is often ques-
tionable, including telecommunications. This is particularly
important in an era where traditional military conflicts are

facing untraditional “terrorist” challenges.
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* Countries that develop new markets in other (host) coun-
tries, initially can cover their demand through exports from
and production at the home country. This translates to more
employment in the home market. Eventually, however, and
as we will see later,”” the home countries establish production
facilities in the host countries, in order to cater better to the
host countries’ needs. This practice, which business-wise is a
necessary step and shows forward thinking, may cost employ-
ment positions to the home country, and therefore, initiate
political reactions, strikes, and so on.

* It is natural, as we saw in Chapter 2, that corporations enter-
ing into new markets bring with them their culture, logos,
and products. It is natural that to some extent these corpo-
rations will affect the local cultures through what is known
as cultural imperialism. This type of change is not always
welcomed by the elders of the host cultures.

» New ventures often are like small babies. They need support.
They are promising and, if allowed to grow, one expects that
they be competitive and provide exciting products both for
the domestic and export markets. This is called the infant
industry argument and assumes that the states will protect such
companies at least during their initial steps.

* A country’s balance of payments account is another issue,
often protected through trade barriers. In order to import

goods a country needs enough means to pay for them.

Barriers in Global Trade

The General Agreement on Tariffs and Trade reduced significantly the
existing post—World War II trade barriers. There are two types of them:
tariff barriers and nontariff barriers.

There are three types of tariff barriers: On the value (ad valorem),
which is usually a percentage of the declared value of the product; specific
duty, which is calculated usually on a measurement base; and compound
duty, which adds the two previous ones. An arithmetic example may illus-
trate the respective concepts. Let’s assume that we import $2,000,000 of

chemicals in 20,000 containers and we pay 10% ad valorem and $3 per
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container. This makes for ad valorem of $200,000 (10% x 2,000,000),
specific duty of $60,000 (20,000 % 3$) and compound $260,000
(200,000 + $60,000).

Quotas are the most important nontariff barriers determining a spe-
cific number of units that are permitted to be imported within a period.
There are many other types of nontariff barriers that range from indus-
try standards to the existence of a minimum of local content and from

required documentation to bureaucratic difficulties.

Economic Systems

The economic systems often follow the political thinking of the region.
Pure economic systems, described in the post—World War II literature,
do not exist anymore. They tend to converge and adopt processes and
practices that were proven successful in other economic environments.

The main systems are classified in the following.?®

Capitalist or Market Economies

These systems are characterized by private ownership of the means of
production and distribution, existence of free and competitive markets,
entrepreneurialism, and profit motivation. Theoretically, in these sys-
tems, there exist very little governmental intervention, although this can
be debatable as standards, safety, legal, and business ethical conduct and
accepted procedures should be upheld and the respective regulatory pro-
cesses are usually governmentally controlled. Also, supranational union
directives, like those of the European Union, and industry-driven codes

affect business behaviors and practices.

Command Economies

In the international political compass these systems are at the opposite
position of the capitalist or market economies. The state owns all means
of production and distribution of goods and services and a central gov-
ernmental agency is responsible for the state’s overall economic planning.
Therefore, governmental thinking, often far away from the daily con-

sumer needs, define what is to be produced, how, or when. Military
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might or specific projects, like space exploration, have priority over the
simplest of the desires of the everyday citizen. The pre-1991 USSR was
a prime example of a command economy. Today, only Cuba and North

Korea approach the “pure” command economy ideal.

Mixed Economies

Most of the world’s economies have taken elements from both sides of
the political spectrum. Self-interest has been the economic motivation
for personal and social growth, for new inventions, better products, and
market understanding. Individual businesspersons, being more flexible,
adaptive, risk taking, and profit-motivated than their governments, seek
new opportunities—especially in a globalized world. At the same time
governments continue to play a determining role in many areas, such as
defense, security, transportation, telecommunications, health care, and
education. This role, in many cases has gone too far, and as the section on
the privatization of public corporations discusses, there is a definite trend

toward the sale of many of those publicly run businesses.

Traditional Economies

In many economies, which in fact represent a great number of people,
the traditional economic model predominates. In countries like Africa,
Central and South America, or Southeast Asia, people take a more fatal-
istic attitude toward their economic realities. “Religious and cultural val-
ues frequently dictate the societal norms as well as economic aspirations,
and the status quo is self-perpetuated.”” By Western standards these
economies are poor, and, to a great extent are moving within the same
vicious cycle of production—distribution. In these economies only outside
support can guide leading economic sectors into a better future, social

growth, and prosperity.

Population

The population of a country is a variable that allows an initial evalua-
tion of its economic size. For example, one can compare the Canadian

and U.S. economies as a multiple of their populations. Characteristics
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of the population, such as distribution by age, sex, education, and so on,
determine economic growth patterns and market peculiarities of a region.
However, we should not see populations only as variables determining the
size of an economy or its market potential. Increasingly, policy makers
and businesspersons alike are responsible for the quality of life and for
sustaining the human and nonhuman growth and balance.

We should also examine trends that affect populations worldwide.

Here are some:

* The growth of population will result in population density
issues. This should determine new “design for living” ways
and culture-related challenges.

* Another trend refers to people’s desire to live in cities, usually
due to employment, opportunities, quality of life, socializa-
tion, education, and so on. The megacities of the future exist
now. Mumbai, for example, which in 1970 had only 6 million
inhabitants, in 10 years from now will have more than 30.

* We should also observe the global dependency on talented
immigrants, who provide to developed nations needed
production means and a good human resource base. These,
usually political or economic immigrants, are changing the
national societal fabrics, providing a glimpse of their own

practices and customs.

Gross National Product

Irrespective of the economic system, one of the most important variables
in the economy of a country is the gross national product (GNP). With
that we mean the marker value of all final® goods and services produced in
the economy in a given period. The GNP is a variable that gives us a mea-
sure of the total production of the economy during the specific period.

Lets see a couple of issues that relate to this definition.

What Is Money?

Societies in the past used a variety of things to measure value, like pre-

cious metals, feathers, teeth of whales, slaves, barter items to exchange
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goods. Obviously, in a modern society we had to come up with some-
thing more convenient to measure value. So, thousands of years ago,*!
people invented money, which became the acceptable and legal tender to
repay all debts, public or private. But how can we be sure that this coin or
paper has real value? Why are we sure that this 100 euros®® bill can be
exchanged with two shirts and a pair of slacks?

Because we believe that the European countries behind the euro tell
us the truth about its value. Therefore, this paper becomes a trade-able
commodity of a specific value. Actually, in 1717 Sir Isaac Newton estab-
lished for the first time an exact equation between an ounce of gold and
sterling pounds, which was termed as the gold standard. Then, for many
years, people ecither accepted this rule or the traders, through demand
and supply, established a different value. In the continuation, in 1971,
President Richard Nixon, “closed the gold window” effectively allowing
the global currencies to float. Finally, floating currencies became the rule
through the Jamaica Agreement and the market was to determine the
value between currencies.

It is worth mentioning that the Frenchman Jacques Rueff started a
school of thought of governmental “discipline,” effectively indicating that
bureaucrats should not “create” money for political necessities. Today,
prudence is the operative word in any national bank having the responsi-

bility to issue money.

Market Value

We said before that the market determines the value of currencies as they
are commodities. The market also determines the value of goods that a
society produces.

Somewhere in South China, Mrs. Zhang finishes a handmade table-
cloth that will be sold at the local tourist store for about $300. Mrs. Zhang
learned her craft from her mother and is very good at it. The tablecloth
took her about two months to finish. In Brugge, Belgium, Mrs. De Witt,
following the old art of “kant klossen” just finished her tablecloth, which
will be sold at the local market for $1,500. An expert can say that both

ladies are equally gifted in their crafts and worked about the same hours
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to produce their final product which are of the same dimensions and of
the same quality material. However, why is this huge difference in price?
Here is the market factor. We include in the GNP a product at the price
in its own market.

Moreover, we observe that GNP is not the only indicator of the value
of a country’s production. If we adjust a nations GNP according ro its
purchasing power, we have what is known as PPP (Purchasing Power Par-
ity index). From the perspective of the economic size, this might change
the rankings of the countries. Obviously, what is produced in a country
becomes its citizens” income. The largest component will be spent by its
citizens as consumption. A smaller component will be kept for their sav-
ings, which is invested further and becomes a propelling power for the

economy’s future growth.

Balance of Payments

Most economies in our modern world greatly depend on imports from
other countries. As we discussed, it is not anymore an era of mercantilism,
where countries build barriers, but, in our epoch, free trade and produc-
tion specialization are the operative words. To pay for its desired imports
a country must accumulate the necessary financial means. 7he balance of
payments equation represents the accounting position of a country with respect
to the rest of the world. There are three main subaccounts of the balance of

payments account:

1. Current account, that includes all receipts and payments (inflows or
outflows) for goods, merchandising, services, and unilateral transfers
that are coming in or going out of the country. If a car is imported
in our country, we need to pay for the value of the car. This amount
goes into the current account. Also, with respect to unilateral services,
a certain amount is paid (or received) because of an assumed obliga-
tion or desire, but, in this case, no exchange takes place. Examples of
unilateral transfers are pension payments to nonresidents, educational
expenses to our son who studies in another country, monetary gift to

our niece for her wedding, aid from one country to another, and so on.
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2. The capital account includes inflows and outflows for financial assets
and liabilities, such as stocks and bonds. Short-term capital flows
are also classified under this heading. Attention should be paid to
the volatility of these transactions as exchange rate fluctuations (see
following section) may result in many (and costly) hedging activities.

3. The official reserves account includes inflows and outflows like
(1) gold reserves, (2) foreign exchange currencies held by the gov-

ernment, and (3) liabilities to central banks.

The balance of payments account is considered to be in equilibrium if

over a 3- to 5-year period its surpluses more or less balance its deficits.

Exchanging Currencies Around the World

In the section about money (currency), we refer to it as a commodity
whose value is determined at the marketplace and is affected by govern-
mental actions. Most countries have their own currencies though we
experienced in the recent years a trend toward collapsing them, under a
central currency, as is the euro for many European countries.

Within a single country, the currency that is considered legal tender
for exchange purposes is the local one. However, when we move into
international environments, we must pay (except if otherwise agreed) in
local currencies. Therefore, we need to exchange our home country cur-
rency with that of the host country. But how does the currency exchange
work? In its most simple form, and if we assume 1.25 U.S. dollars equals
1 euro, 1 U.S. dollar equals 1/1.25 =0.8.

Currencies fluctuate constantly according to market pressures.
Accordingly, we need to find the applicable exchange rate. We refer to
the spot rate for the immediate exchange between two currencies, usually
for delivery within 2 days. Otherwise we refer to the forward rates, if let’s
say our contract indicates delivery within 30 days, 60 days, or so on.
Traders estimate the currencies’ present and future values and determine
exact exchange rates. The exchange rate fluctuation represents a risk. Most
companies are not in business to take risks in the currency exchange mar-
kets. To avoid the risk from exchange rate fluctuation companies bedge,

for a price.
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Toward a New Theory: The Era of Global Business

In a couple of previous instances I stated that this book became a mix
between the technocratic needs of the global enterprise, an economic
theory, and a philosophical perspective of our era. Also, I believe that
major corporations will become the substantive societal players of the
near future in terms of research, significance, size, employee happiness,
philosophy, and ethics, in a more profound way that state governments
previously attempted to be.

In fact, in the section “Managers, Self-actualize!” some working
propositions were presented; three of them having some bearing with the

present conceptualization:

1. The framework of analysis is a function of the knowledge we possess
at a specific time; it constantly evolves.

2. Without data we cannot draw conclusions. 7he quality of data is
critical.

3. Have we studied the trends that will shape the decades to come?

Presently corporations are most suited to lead the social change!

Therefore, it is important to repeat a statement made at the preface
and, that is, to be reminded of the relative revenue size of the world’s
largest corporations as compared to the GNP of countries.® Thus, in a
table where countries and large global companies are presented together,
the largest global company may rank around the 25th position, whereas
more than 80 countries have GNP smaller than the revenues of the 500th
largest corporation. Do these depictions have some bearing to the previ-
ous conceptualization? Yes! Using the same data as before (but with some
variation due to definitional issues) consider that the 500 top companies
have sales that correspond to more than 40% of the global GNP

By analyzing similar data, and according to the methodology used,
this writer believes that by 2033, in other words in less than 20 years
from now, almost two-thirds of the then global GNP potentially will be
handled by the 500 largest corporations (and their subsidiaries or their
equivalents),* and that the role of national governments will be substan-

tially lesser. In addition, consider how much more current, flexible and
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focused are the corporate governance documents and operation manuals
of a modern well-run enterprise than the state-supported constitutions,
the laws and the bureaucracies of the great majority of counties. In my
own thinking corporate governance documents are the equivalent of
country constitutions and operation manuals the equivalent of their laws
and bureaucracies. Thus it is my opinion that the economic theories of the
past do not sufffice in this new era and that one addressing the preeminent role
of the major global business entities should be added. The previous discussion
is a first attempt in this direction.”

In this chapter, we studied some of the uncontrollable variables by
the corporation environments, namely the political, legal, and economic
one. The backbone of all of them is the cultural thinking of the region
which we studied in Chapter 2. We also saw the impact of philosophy in
the corporate thinking and the enormous social changes that have been
happening in the past 100 years.

The next chapter, which also deals with the global business environ-
ment, studies some of the major players in the geopolitical arena, such as

the United Nations and the European Union.



CHAPTER 5

Global Organizations
and Unions of Nations

About This Chapter

Up to now this book addressed the uncontrollable by the corporation
environments. It started with topography, explained how it affects the
culture of a region, and discussed elements of culture. Then, it studied
two very significant elements of culture, philosophy and ethics, their
origins, how they were reshaped during the past 100 years, and about
the “new” societal player, the business corporation. Three other elements
uncontrollable by the corporation variables: the political, the legal, and
the economic environment, were then analyzed. These environments do
not stand independent from each other. There is a reasonable sequence
from the cultural to the legal environment, though there are many over-
laps, constant evolution, and feedback.

But where does the “new” societal player, the business corporation
stand? As we discussed, for many students of the modern world, geo-
politics' defined the operating business environment. Different operating
environments for business were created in President Theodore Roosevelt’s
United States, Adolf Hitler's Germany, and Leonid Brezhnev’s Soviet
Union. We shall revisit the geopolitical arena in the last section of this
chapter.

Meanwhile, we address issues about the international organizations
which shaped the socioeconomic realities of the 21st century and how
they affected the business environment. Such organizations like the
United Nations (UN), some of the UN agencies that have indirect or
direct bearing on social growth and creation of business opportuni-

ties, the European Union (EU), other unions of nations like the North
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American Free Trade Association (NAFTA) or Association of Southeast
Asian Nations (ASEAN), and other global organizations catering to the
worldwide industry-specific needs.

For a moment imagine a world where each nation was following a
mercantilistic socioeconomic approach and building tall military and
trade borders. Imagine a world without research and development, pro-
duction advantages, trade exchanges, or global traveling. Or, a world,
shredded in tiny independent nations, such as the Republic of Kiribati,
population 77,000; the Republic of Vanuatu, population 170,000; or
the Kingdom of Tonga, population 105,000.> More than 50,000 such
nations are needed to represent the earth’s population. And, then, imag-
ine today’s borderless world with about 200 nations peacefully discussing
issues on food, agriculture, human rights, business corruption, or trade
development. And to top it all off, one single nation, the United States,
commanding an impressive amount of the world’s GNP, and 28 Euro-
pean nations working as a single unit, commonly sharing social and busi-

ness objectives.

United Nations®

Immediately after World War II, with its enormously catastrophic reper-
cussions, the UN was established in an atmosphere of hope and idealism
with a mission to provide a peaceful social and economic world for every-
one. It was not the first time that such an effort was made. Previously, the
League of Nations had similar objectives.

The country members of the UN, then and now, can be classified
in two major categories: developed countries (DCs) and less-developed
countries (LDCs). The great majority of the UN is LDCs, which because
of their characteristics, have different needs and objectives than the pow-
erful and dominant DCs. One will immediately sense that the “haves”
aim to influence the UN in a different way from the have-nots. This is
only the beginning for possible UN conflicts, since the UN includes every
cultural segment of the world, prompting again potential “civilization
clashes.” In spite of differences among the member states and dozens of
active military fronts that exist today, in balance, the UN appears to have

mastered its initial objectives. The UN has four main purposes: To keep
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peace throughout the world; to develop friendly relations among nations;
to help nations work together to improve the lives of poor people; to
conquer hunger, disease, and illiteracy; and to encourage respect for each
other’s rights and freedoms; to be a center for harmonizing the actions of
nations to achieve these goals.

Due to its unique international character, and powers vested in its
founding Charter, the organization can take action on a wide range of
issues, and provide a forum for its 193 member states to express their
views, through the General Assembly, the Security Council, the Economic
and Social Council, and other bodies and committees.

The work of the UN reaches every corner of the globe. Although
best known for peacekeeping, peacebuilding, conflict prevention, and
humanitarian assistance, there are many other ways the UN and its sys-
tem (specialized agencies, funds, and programs) affect our lives and make
the world a better place. The organization works on a broad range of
fundamental issues, from sustainable development, environment and
refugees protection, disaster relief, counter terrorism, disarmament and
nonproliferation, to promoting democracy, human rights, gender equal-
ity and the advancement of women, governance, economic, and social
development, and international health, clearing landmines, expanding
food production, and more, to achieve its goals and coordinate efforts for

a safer world for this and future generations.

The whole history of the world is summed up in the fact that, when
nations are strong, they are not always just, and when they wish to be
just, they are often no longer strong.

Winston Churchill®

Characteristics of LDCs

It is, therefore, necessary to start by describing some the LDCs charac-
teristics. Not all of these characteristics exist in every LDC, but we need
to see these characteristics both as social and business challenges. Water
pumps exist in the Sahara desert and mobile phones are marketed in the
surrounding areas of the Amazon tropical forests, both business ventures

being motivated by traditional entrepreneurial objectives, but eventually
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promoting social well-being. Some of the characteristics that are primarily
found in the LDCs are as follows:

* Door topography

e Low annual per capita income

* High unemployment and disguised unemployment

* Unequal income distribution, usually with a small middle class

* Large population percentage in agriculture

e Low levels of education

* High birth rates

* High mortality and low life expectancy

e Poor health and nutritional conditions

e Dependency on limited exports, usually agricultural or
mineral

e Low levels of infrastructure

* Low saving rates and low capital investments

* Not developed banking sector

* Dolitical instability

¢ Technological dualism

* Regional dualism

Organization of UN

The UN is a very complex organization, which extends much further than
its impressive New York building. In its simplest organizational format, it

is comprised of the following major divisions:

 The Secretariat.

o The Trusteeship Council.

* The International Court of Justice.

o The Security Council (with five permanent members having
veto power including China, France, Russia, United King-
dom, and United States and 10 nonpermanent members, each
of them being elected for two years)

* 'The General Assembly, where every country, irrespective of
size, political might, or wealth has one vote. This has direct

impact on the UN orientation, which is primarily led by
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the needs of LDCs, such as education, health, infrastructure
projects, industrialization, agriculture, and so on. Under the
General Assembly there are 17 major programs, including the
UN Commission on Trade and Development (UNCTAD)
and the UN University (UNU).

* The Economic and Social Council which includes all functional
and all regional commissions. It also includes well-known
organizations, such as the International Labor Organization
(ILO), the World Bank—usually referred as the Interna-
tional Bank for Reconstruction and Development (IBRD),
the International Development Association (IDA), the
International Finance Corporation (IFC), the Multilateral
Investment Guarantee Agency (MIGA), the International
Monetary Fund (IMF), the UN Industrial Development
Organization (UNIDO), the World Trade Organization
(WTO), and so forth.

The World Bank®

The World Bank is comprised of five organizations, namely: (1) the IBRD,
aiming to lend to governments of middle-income and creditworthy
low-income countries; (2) the IDA that provides interest-free loans—
called credits—and grants to governments of the poorest countries; (3) the
IFC, the largest global development institution focusing exclusively on
the private sector and aiming to help developing countries achieve sus-
tainable growth by financing investment, mobilizing capital in interna-
tional financial markets, and providing advisory services to businesses
and governments; (4) the MIGA, created in 1988, to promote foreign
direct investment into developing countries to support economic growth,
reduce poverty, and improve people’s lives. MIGA fulfills this mandate
by offering political risk insurance (guarantees) to investors and lend-
ers; and (5) the International Centre for Settlement of Investment Dis-
putes (ICSID) that provides international facilities for conciliation and
arbitration of investment disputes. The official motto of the World Bank
is “working for a world free of poverty.” In doing so, since 1947 the World

Bank has funded around 12,000 projects in more than 170 countries.
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The reader should recognize the efforts of the World Bank, as well
as that of all UN agencies, to promote the well-being of the planet’s
citizens. However, the bank was designed in an era that focused on
country-centered programs and public enterprises. Although the bank
is evolving, the new financial landscape, including privatization of pub-
lic entities and the growth of the private and the regional development

banks, in the long run, maybe will reduce the traditional banking role of
the World Bank.”

The International Monetary Fund?®

The IMF is an international organization of 188 member countries. It
was established to foster global growth and economic stability. It pro-
vides policy advice and financing to members in economic difficulties and
also works with developing nations to help them achieve macroeconomic
stability and reduce poverty. Moreover, the IMF promotes international
monetary cooperation and exchange rate stability, facilitates the balanced
growth of international trade, and provides resources to help members in
balance of payments difficulties or to assist with poverty reduction.

The IMF and World Bank have endorsed internationally recognized stan-
dards and codes as important for their work and which Reports on the
Observance on Standards and Codes (ROSC:s) are prepared. The ROSCs
refer to sets of provisions relating to the institutional environment—the
rules of the game—within which economic and financial policies are
devised and implemented. Standards exist in the areas of data and fiscal
transparency, and monetary and financial policy transparency have been
developed by the fund while others have been developed by other stan-
dard setting bodies including the World Bank, the Basel Committee on
Banking Supervision, and the Financial Action Task Force.

The ROSC:s are prepared and published at the request of the member
country, by the IME, World Bank, or both in each of the standards devel-
opment areas. In some cases, detailed assessments of a countries’ obser-
vance of standards are also published. From this the reader can see that
the UN has gone far beyond its worldwide peaceful mission. The UN is
establishing a global operating environment that, while bridges the gap
between the poor and the wealthy, also establishes the rules and standards

of state and business interaction.
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Let’s summarize some of the main areas of standard setting by the
IME World Bank and, effectively by UN country members:” Data and
policy transparency, good practices on fiscal transparency, good practices
on transparency in monetary and financial policies, financial sector stan-
dards, core principles for effective banking supervision, objectives and
principles for securities regulation, insurance supervisory principles, core
principles for systemically important payment systems, anti-money laun-
dering and combating the financing of terrorism, standards concerned
with market integrity, principles of corporate governance, international
accounting standards, international standards on auditing, and principles
of corporate governance.

However, do note that a// the well-intended UN projects, and those of its
agencies, are implemented through business activities, sometimes with debat-

able principles of corporate governance.

From GATT to WTO'"®

But where did all the above start? At the Bretton Woods Conference
in 1944, the UN in their efforts toward the world’s economic recovery
post-World War I, proposed the creation of an International Trade Orga-
nization (ITO) to establish rules and regulations for trade between countries.
The ITO would have complemented the other two Bretton Woods Insti-
tutions, the IMF and the World Bank. However, business-related and
political fears in the United States diminished the ITO dream and only
a part of it survived, the General Agreement on Tariffs and Trade (GATT).

The GATT aimed to reduce tariffs and other international trade bar-
riers and did very well, through seven worldwide negotiation rounds. It
achieved significant progress in many areas ranging from general anti-
dumping measures to balance-of-payments restrictions to settlement dis-
putes and, of course, to the reduction of industry-specific tariffs and other
barriers of the international trade."" During the eighth round of nego-
tiations, the Uruguay Round, GATT’s principles and agreements were
adopted by the WTO," which replaced GATT and became the body
charged with administering and extending them.

The WTO, which formally was established on January 1, 1995, is
the only international organization dealing with the global rules of

trade between nations. Its main function is to ensure that trade flows as
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smoothly, predictably, and freely as possible. Its main functions are in the

Jollowing areas:

e Administering WTO trade agreements

* Forum for trade negotiations

* Handling trade disputes

* Monitoring national trade policies

¢ Technical assistance and training for developing countries and

* Cooperation with other international organizations.

At its heart are the WTO agreements, negotiated and signed by the
world’s trading nations and ratified by their parliaments. The goal is to
help producers of goods and services, exporters, and importers conduct
their business. In fact, WTO, directly but also indirectly, creates not
only a more peaceful business environment, but also at the same time,
handles trade disputes, establishes worldwide rules of engagement, and
offers more choice, higher incomes, more jobs, better governments, and
improved living conditions.

From the discussion on the UN, and only three of its agencies, it
becomes very clear that the UN contributed not only toward a better and
more peaceful social environment for all people, but also toward estab-
lishing a worldwide business environment acceptable by most rules, reg-
ulations, and industry standards. Obviously, the UN, through its various
agencies, has a tremendous impact in many other areas, not immediately

related to the purpose of this book.

“WTO economists have carefully scrutinized the use and the impact
of government support in a variety of sectors. While some subsidies
can benefit society and can offset the negative externalities of eco-
nomic activity, other types of government support are clearly more
controversial and can be damaging. One significant part of our Doha
round negotiations involves reducing subsidies which distort trade
while encouraging governments to use other forms of support which
can facilitate development and environmental protection. Shifting
support in this way is politically difficult and requires determination
and courage, but the evidence is clear that such reforms can level the
playing field and provide real rewards across the board.”

Pascal Lamy, Director-General, WTO"




GLOBAL ORGANIZATIONS AND UNIONS OF NATIONS 81

The European Union'*

The idea of a united Europe, a concept that can be traced back to the
Roman Empire, was also a dream in the minds of philosophers and
visionaries. Victor Hugo, for example, imagined a peaceful “United States
of Europe” inspired by humanistic ideals, and statesmen like Konrad

Adenauer or Winston Churchill expressed similar visions."

From a Coal and Steel Community to the European Union

In 1950, in a speech inspired by Jean Monnet, the French Foreign
Minister Robert Schuman proposed integrating the coal and steel indus-
tries of Western Europe. As a result, in 1951, the European Coal and
Steel Community (ECSC) was set up, with six members: Belgium, West
Germany, Luxembourg, France, Italy, and the Netherlands, who were,
just a few years ago, on opposite sides in World War II. The power to
take decisions about the coal and steel industry in these countries was
placed in the hands of an independent, supranational body called the
“high authority.” Jean Monnet was its first president. Note that during
that time this bold move was a previously unheard of scenario, let alone
that the coal and steel industries, to many minds of that era, were sym-
bolic of the means of the most catastrophic war in the human history.

The ECSC was such a success that, within a few years, these same six
countries decided to go further and integrate other sectors of their econ-
omies. In 1957, they signed the Treaties of Rome, creating the European
Atomic Energy Community (EURATOM) and the European Economic
Community (EEC). The member states set about removing trade barriers
between them and forming a ‘common market.” Ten years later, the insti-
tutions of ECSC, EURATOM, and EEC were merged. From this point
on, there was a supervising Commission, a Council of Ministers, and a
European Parliament.

Originally, the members of the European Parliament were chosen by
the national parliaments. But, in 1979, with the EU already having nine
member countries, the first direct elections were held, allowing the citi-
zens of the member states to vote for the candidates of their choice. Since
then, direct elections have been held every 5 years.

The Treaty of Maastricht (1992, the EU then had 12 member coun-

tries) introduced new forms of cooperation between the member state
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governments, for example, on defense, and in the area of “justice and
home affairs.” By adding this intergovernmental cooperation to the exist-

ing “community” system, the Maastricht Treaty created the EU.

EU Integration, Common Policies, a Single Market, and the Euro

Economic and political integration between the member states of the EU
meant that these countries have to take joint decisions on many matters.
Accordingly, they had developed common policies in a very wide range of
frelds: From agriculture to culture, from consumer affairs to competition, from
the environment and energy to transport and trade. These common policy
and standard setting objectives were creating a better, smoother, more inter-
active business environment. Moreover, these objectives were pronounced
by countries, which had similar levels of political maturity (democratic,
human rights observance, and so on) and, more or less, they were at paral-
lel levels of economic growth (or had shown promise to achieve expected
levels of economic development).

In the early days the focus was on a common commercial policy for
coal and steel and agricultural policy. Other, industry-wide, policies were
added as time went by, and as the need arose. Often these policies required
political willingness as choices had to be made between the expected ben-
efits from state intervention and the promotion of free competition.'
Since their initial inception, some key policy aims have changed in the
light of changing circumstances. For example, the aim of the agricultural
policy is no longer to produce as much food as cheaply as possible but
to support farming methods that produce healthy, high-quality food and
protect the environment. The need for environmental protection is now
taken into account across the whole range of EU policies. The EU’s rela-
tions with the rest of the world have also become important. The EU
negotiates major trade and aid agreements with other countries and is
developing a Common Foreign and Security Policy.

It took some time for the member states to remove all the barriers to
trade between them and to turn their “common market” into a genuine
single market in which goods, services, people, and capital could move
around freely. The Single Market was formally completed at the end of

1992, though there is still work to be done in some areas. In addition, it
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became increasingly easy for people to move around in Europe, as passport
and customs checks were abolished at most of the EU’s internal borders.

In 1992, the EU decided to further its Economic and Monetary Union
(EMU). The move involved the introduction of a single European cur-
rency managed by a European Central Bank. The single currency, the euro,
became a reality on January 1, 2002, when euro notes and coins replaced
national currencies in 12 of the (then) 15 countries of the EU. The coun-
tries that initially used the euro were Austria, Belgium, Finland, France,
Germany, Greece, Ireland, Italy, Luxembourg, the Netherlands, Portugal,
and Spain. For international business this is a major achievement in favor
of the single European market. There were no more exchange risks or
surprises. Going with euros from Austria to France was similar to going
with U.S. dollars from Arizona to Florida.

A 28-Member Union

The EU has grown in size with successive waves of accessions. Denmark,
Ireland, and the United Kingdom joined in 1973 followed by Greece in
1981, Spain and Portugal in 1986, and Austria, Finland, and Sweden in
1995. The EU welcomed 10 new countries in 2004: Cyprus, the Czech
Republic, Estonia, Hungary, Latvia, Lithuania, Malta, Poland, Slovakia,
and Slovenia, and two more, Bulgaria and Romania, in 2007, and Croatia
in 2013.

Nevertheless, the process of joining EU is demanding and often
countries have second thoughts after their initial enthusiastic hopes of
joining EU. Lets take the example of Turkey," where at a point the
polls showed more than 70% of Turks wanted to join the EU. A year
later, there were frictions over the divided island of Cyprus where the
Turks felt that Brussels was bullying them into making further conces-
sions; leaders of small and medium size firms, responsible for 55% of the
country’s GNP and 70% of the jobs, were increasingly skeptical of the
benefits versus costs of this marriage; “the cost and hassle of implement-
ing the EU’s 80,000-page Acquis Communautaire—the vast canon of
rules and regulations on everything from air quality to the size and shape
of bananas,” is for the first time examined by the Turkish government

in its complete dimensions. These, and many others, are examples of
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the tedious process of integration of any new member state. There are
unquestionable benefits of participating in the largest economic union of
the world. But at what cost will a new member state accept to bend its
present operational practices?

Furthermore, to ensure that the enlarged EU continues functioning
efficiently, it needs a more streamlined system for taking decisions. That
is why the Treaty of Nice laid down new rules governing the size of the
EU institutions and the way they work. The Treaty came into force on
February 1, 2003. An effort toward accepting an EU Constitution by all
member countries, for the time being, has failed, though a newer version
will be proposed at a later time.

More than half a century after the “High Authority, through prudent
cooperation efforts and carefully planned steps, the EU member states are
working together toward peace, safety and security, economic and social

solidarity, and the European model of society.”'®

How the European Union Works'®

The EU is founded on four treaties:

 The Treaty establishing the ECSC, which was signed on
April 18, 1951 in Paris, came into force on July 23, 1952
and expired on July 23, 2002.

 The Treaty establishing the EEC, which was signed on March
25,1957 in Rome and came into force on January 1, 1958.
It is often referred to as “the Treaty of Rome.”

» The Treaty establishing the EURATOM, which was signed in
Rome along with the EEC Treaty.

* The Treaty on EU, which was signed in Maastricht on
February 7, 1992, and came into force on November 1, 1993.

The EEC, in addition to its economic role, gradually took on a
wide range of responsibilities including social, environmental, and
regional policies. Since it was no longer a purely economic commu-
nity, the fourth treaty (Maastricht) renamed it simply “the European

Community” (EC). At Maastricht, the member state governments also
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agreed to work together on foreign and security policy and in the area
of “justice and home affairs.” By adding this intergovernmental coop-
eration to the existing community system, the Maastricht Treaty cre-
ated what is known as the EU and a new administrative structure with
three “pillars” which is political as well as economical. These “pillars”
refer (1) to most of the common policy areas (community domain),
(2) common foreign and security policy, and (3) police and judicial
cooperation in criminal matters. Some of the most important institu-

tions of EU are as follows:

 The European Parliament: This is the “voice of the people”
through their 785 directly elected representatives. Each of the
27 countries has a preset number of seats. Elections are held
every five years. Parliament has three main roles. (1) Passing
European laws—jointly with the Council in many policy
areas. The fact that the EP is directly elected by the citizens
helps guarantee the democratic legitimacy of European law.
(2) Parliament exercises democratic supervision over the other
EU institutions, and in particular, the Commission. It has
the power to approve or reject the nomination of commis-
sioners, and it has the right to censure the Commission as a
whole. (3) The power of the purse. Parliament shares with
the Council authority over the EU budget and can therefore
influence EU spending. At the end of the procedure, it adopts
or rejects the budget in its entirety.

 The Council of the European Union is the EU’s main
decision-making body. It represents the member states, and
its meetings are attended by one minister from each of the
EU’s national governments, who is empowered to commit
his or her government in a variety of issues ranging from
consumer affairs and competitiveness to education and
environment. The Council has six key responsibilities: (1) To
pass European laws—jointly with the European Parliament in
many policy areas. (2) To coordinate the broad economic and
social policies of the member states. (3) To conclude inter-

national agreements between the EU and other countries or
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international organizations. (4) To approve the EU’s budget,
jointly with the European Parliament. (5) To develop the
EU’s common foreign and security policy. (6) To coordinate
cooperation between the national courts and police forces in
criminal matters.

 The European Commission: The commission is independent
of national governments. Its job is to represent and uphold
the interests of the EU as a whole. It drafts proposals for new
European laws, which it presents to the European Parliament
and the Council. It is also the EU’s executive arm—in other
words, it is responsible for implementing the decisions of Par-
liament and the Council. It manages the day-to-day business
of the EU by implementing its policies, running its programs,
and spending its funds.

* The Court of Justice: Its job is to make sure that EU legislation
is interpreted and applied in the same way in all EU coun-
tries, so that the law is equal for everyone. For example, it
ensures that national courts do not give different rulings on
the same issue. The court also makes sure that EU member
states and institutions do what the law requires. The court has
the power to settle legal disputes between EU member states,

EU institutions, businesses, and individuals.

The EU has created an environment that encompasses practically
every social or business aspect. To achieve this complete coverage, many
other agencies, committees, or individuals participate in performing spe-
cific tasks. Here are some examples: The European Court of Auditors checks
that EU funds, which come from taxpayers, are properly collected and
spent legally, economically, and for the intended purpose. It has the right
to audit any person or organization handling EU funds. The European
Economic and Social Committee is the “voice of the organized civil soci-
ety.” The European Investment Bank finances EU projects. The European
Central Bank manages the euro. The European Ombudsman investigates
EU citizens complaints, and if he can, deals with them on a variety of
“maladministration” issues as unfairness, discrimination, abuse of power,
lack or refusal of information, unnecessary delays, and employment of

incorrect procedures.
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Other Unions of Nations

From the previous discussions it is evident that the UN and the EU have
greatly contributed toward a social and business environment that, to
a significant extent, supports the needs of the 21st-century borderless
world. Although the EU presents a more functional operational model of
a common market than the UN, one has to recognize that the homoge-
neity of objectives among its member states was always at the core of EU
decision making. Similar country efforts, capitalizing on regional simi-
larities exist from the Middle East to South America. In this section, we
address two other arrangements between countries: The North America
Free Trade Association (NAFTA) and the Association of Southeast Asian
Nations (ASEAN).

The North American Free Trade Agreement (NAFTA)

January 1, 1989, was a milestone date. Two DCs, Canada and the United
States, by themselves being excellent examples of common markets hav-
ing absorbed dozens of states through the elimination of trade barriers,
regulation standardization, and common currencies, agreed to eliminate
the trade tariffs between them. The two countries understood that this

was creating an ideal partnership with superb potential for trade.

Some investors come in order to participate in a vibrant, open econ-
omy; others simply view the United States as a safe haven for their
savings that is not available in their home country.

Alan Greenspan®

The next step was January 1, 1994, when another agreement, this time
the NAFTA between Canada, Mexico, and the United States became law

containing the following actions:*'

* Abolishing within 10 years tariffs on 99% of the goods traded
between Canada, Mexico, and the United States.

* Removing most barriers on cross-border flow of services.”

* Protecting intellectual property rights.

* Removing most restrictions on foreign direct investment

between the three member countries.



88 GLOBAL BUSINESS AND CORPORATE GOVERNANCE

¢ Allowing each country to apply its own environmental
standards, provided that such standards have a scientific
basis,” and establishing two commissions with the power to
impose fines and remove trade privileges when environmental
standards or legislation involving health and safety, minimum

wages, or child labor are ignored.

From the above, the reader can see an effort among the three member
states to establish a parallel to the EU, without EU’s vast administration,
paperwork, and bureaucracy. The arguments in favor and against NAFTA
as well as those comparing NAFTA with other similar agreements are
beyond the scope of this text.

In addition, the reader can see that NAFTA was a major turning
point for the economies of the three member states, which aimed to cre-
ate a borderless economy, a cost-cutting mechanism, and a social growth
opportunity carefully balancing potential risks of employment losses*
and shifts of financial influence. More than 10 years later, and in spite
of all sorts of unexpected implementation and administrative problems,
NAFTA critics and skeptics have become more positive about its future,
whereas others vividly express opinions to expand this model of coopera-

tion to other nations of the Americas.

“The three Southern Cone nations (Argentina, Chile, Uruguay) prefer
a broader free-trade union with the U.S. to the continuation of the

Mercosur in its present form.”

Gary S. Becker®

The Association of Southeast Asian Nations (ASEAN)?¢

The ASEAN was established on August 8, 1967, by the five countries,
namely, Indonesia, Malaysia, Philippines, Singapore, and Thailand.
Today it has 10 members with a great variation in their economies, social,

and income structures. They are as follows:

¢ Brunei Darussalam

¢ (Cambodia
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e Indonesia

* Laos

* Malaysia

* Myanmar

* Dhilippines
 Singapore
e Thailand

e Vietnam

The ASEAN Declaration states that the aims and purposes of the associ-
ation are: (1) to accelerate economic growth, social progress, and cultural
development in the region and (2) to promote regional peace and stability
through abiding respect for justice and the rule of law in the relationship
among countries in the region and adherence to the principles of the UN
Charter.

This is another “model” of regional national cooperation, probably
less demanding than the EU or NAFTA, nevertheless promoting a bor-
derless world for the benefit of any business and individual citizen of
this planet. The ASEAN Vision 2020, adopted by the ASEAN leaders on
the 30th anniversary of ASEAN, agreed on a shared vision of ASEAN as
a concert of Southeast Asian nations, looking outward, living in peace,
stability and prosperity, and bonded together in partnership, dynamic

development and a community of caring societies.

“Today, ASEAN is not only a well-functioning, indispensable reality in

the region. It is a real force to be reckoned with far beyond the region.

It is also a trusted partner of the UN in the field of development.”
Kofi Annan?

Global Organizations

Many other international organizations have been created with a vari-
ety of objectives and various degrees of regional economic and regula-
tory strength. Examples of them include in the Middle East, the Gulf
Cooperation Council (GCC); in Africa, the Economic Community of
West African States (ECOWAS) or the Preferential Trade Area for Eastern
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and Southern Africa (PTA); in South America, the Andean Pact or
Mercosur,® and so on.

For industry-specific needs, countries have created organizations
assisting their export potential, from coffee to petroleum, the most
known, influential, and powerful among them being the Organization of
Petroleum Exporting Countries (OPEC). In our global economy, which
heavily depends on energy recourses, OPEC has managed very well the
worldwide oil prices and the resulting financial benefit to its member
states. The OPEC’s decision making affects even the global currency bal-
ance. The present practice of pegging petrodollars to U.S. dollars occa-
sionally appears to be counterproductive for the OPEC countries and,
for some economists, oil exporters should link their currencies in some
way to oil prices. However, given the trends and volatility of the energy
industries, for certain cases monetary discipline is a reasonable approach.

In addition, to globally establish industry-specific operational and
regulatory frameworks, other organizations proved to be invaluable. The
example of the International Maritime Organization (IMO),” operating
under the UN umbrella of agencies, is used to present similar organiza-
tions” potential impact for the global business environment.

Shipping is perhaps the most international of all the world’s great
industries and one of the most dangerous. It has always been recognized
that the best way of improving safety at sea is by developing international
regulations that are followed by all shipping nations and from the mid-
19th century onward a number of such treaties were adopted. Several
countries proposed that a permanent international body should be estab-
lished to promote maritime safety more effectively, but it was not until
the establishment of the UN itself that these hopes were realized. In 1948
an international conference in Geneva adopted a convention formally
establishing IMO (the original name was the Inter-Governmental
Maritime Consultative Organization, or IMCO, but the name was
changed in 1982 to IMO).

The purposes of the IMO, as summarized in its charter, are “to pro-
vide machinery for cooperation among Governments in the field of gov-
ernmental regulation and practices relating to technical matters of all
kinds affecting shipping engaged in international trade; to encourage

and facilitate the general adoption of the highest practicable standards
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in matters concerning maritime safety, efficiency of navigation and pre-
vention and control of marine pollution from ships.” The organization is
also empowered to deal with administrative and legal matters related to
these purposes.

The IMO’s first task was to adopt a new version of the International
Convention for the Safety of Life at Sea (SOLAS), the most important of
all treaties dealing with maritime safety. This was achieved in 1960 and
IMO then turned its attention to such matters as the facilitation of inter-
national maritime traffic, load lines, and the carriage of dangerous goods,
while the system of measuring the tonnage of ships was revised.

Although safety was and remains IMO’s most important responsibil-
ity, a new problem began to emerge: pollution. The most important of
all these measures was the International Convention for the Prevention
of Pollution from Ships (MARPOL). It covers not only accidental and
operational oil pollution, but also pollution by chemicals, goods in pack-
aged form, sewage, garbage, and air pollution. But adopting treaties is not
enough—they have to be put into effect. This is the responsibility of gov-
ernments and there is no doubt that the way in which this is done varies
considerably from country to country. The IMO has introduced measures
to improve the way legislation is implemented, by assisting flag States (the
countries whose flag a ship flies) and by encouraging the establishment
of regional port State control systems. When ships go to foreign ports
they can be inspected to ensure that they meet IMO standards. By orga-
nizing these inspections on a regional rather than a purely national basis
resources can be used more efficiently. Moreover, IMO has developed a
technical cooperation program, which is designed to assist governments
that lack the technical knowledge and resources that are needed to operate

a shipping industry successfully.

The Geopolitical Map Revisited

We cannot isolate business from its environment. Large countries, such as
the United States, China, Japan, India, and Germany with huge markets
and production potential; small countries with energy and other strategic
resources; and supranational organizations as those we examined in this

chapter, all of them greatly contribute toward a global borderless business
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arena, by reducing tariffs, establishing industry standards and regulations,
and facilitating trade.

Although from many aspects the world appears to be converging
toward a borderless state, we need to learn from political reasoning and
notions that shaped the thinking of the past rulers and “wise men.”*
We need to understand the “cultural embeddedness of geopolitics” and
recognize that changes will be slow, requiring accurate balancing of past pre-
dispositions and of modern-era implementation of visions toward a better,
more fair and equitable world for all human and nonhuman life. We need to
revisit belief platforms, to mention just a few, from Theodore Roosevelts
assertion about the Monroe doctrine to Hitler’s statement that “Germany
today is no world power” to Samuel Huntington’s “clash of civilizations”
to Edward Said’s “clash of ignorance” to Robert Kaplan’s “coming anar-
chy” to Philippe LeBillon “resource wars” to Osama Bin Laden’s “Letter
to America,” to Jeremy Rifkin’s “European Dream” and how it is quietly
eclipsing the “American Dream.”®! Many influential people, and their fol-
lowers, subscribe to these ideas and have their own agendas to support
their own thinking. We need to identify the deeper motives of people
behind their actions.*

To better visualize future geopolitical dynamics, some interesting

findings taken from an Economist’s survey are worth mentioning.”

China, India, and other developing countries are set to give the world
economy its biggest boost in the whole history.
Pam Woodall?

“America is less important as locomotive of the global growth than it
used to be, thanks to the greater vigor of the developing economies” and
soon we may experience a rise in cost of capital in the DCs with a poten-
tial of sluggish growth, financial shocks, and recession.*

What are the forecasts for GDP (in market exchange rates) for 2040?
China will be at least as big as the United States with India third, Japan,
fourth, Mexico fifth, Russia sixth, Brazil seventh, followed by Germany,
Britain, and France. Consider that in 2000 China was number seven,

Brazil number eight, India number eleventh, Mexico number fifteenth,



GLOBAL ORGANIZATIONS AND UNIONS OF NATIONS 93

and Russia number sixteenth.’® Isn’t that a dramatic shift of economic
power indicative of where the new markets will be, and where the produc-
tion and technological capabilities will lie? Consider that more university
students in sciences and engineering already graduate in India than either
in the EU or the United States. Consider the resource potential of some
countries and, therefore, the ability to reposition themselves as global eco-
nomic superpowers. For example, in the case of Russia, with its vast land
mass of 11 time zones, cannot be underestimated. Consider the unions of
nations, such as the EU or NAFTA, which may greatly affect the geopo-
litical dynamics of that future era.

Meanwhile, expect that quality of life will be improved for the devel-
oping nations. For example, in 2040, the forecast of car ownership will be
more than 400 million in China, more than 300 million in India, and a
little more than 200 million in the United States.?” In addition, and given
technology and demographic projections, the service sector will predom-
inate and, in some industries, such as medical and health care, will take a

leading role in the marketing and human resource areas.’®

Old and New World Order: The Ruling Class

However, from another perspective, one should see the evolution of
the world’s ruling class. The pharaohs and the kings of the past became
the czars and the emperors of other eras and eventually the presidents and
the prime ministers of today. These people had the power and the means
to shape their environments and, at the same time, many of them, their
own well-being. For our era, a new world order is present,” and business
is its primary engine.

But who are the equivalent of the rulers of the past during the epoch
of business? Businessmen and entrepreneurs command the creation of
value, the economic welfare, the research potential, the quality of life and,
in the process, accumulate their own material wealth, assume a higher
social status, and increase their influence and power.

We think that before we start discussing elements of the structure of
the enterprise we should refer to Albert Jacquard’s®® need to understand
our limitations as a prerequisite to sustain human existence and civiliza-

tion growth in our planet.
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If we do not study ourselves and understand our own limitations
how can we establish worldwide industry standards or reduce the civili-
zation barriers (not to mention tariffs) between nations? In our opinion
this responsibility will rest in the future on the shoulders of business-
men who must be able to see their ethical roles and elevate themselves
to higher levels of the Maslow’s hierarchy of needs, perceiving their own
purpose within the realm of self-actualization, not only amassing material
wealth and power. Business and other organizational leaders should be
the role models of the generations to come. Their in-depth education and
potential of self-actualization®" will determine the quality of human and

nonhuman life on planet earth.



CHAPTER 6

Accounting and Finance
Perspectives

About This Chapter

Under the broad assumption that in our era practically all business is
global, the previous chapters of this book dealt with the environment
of the global corporation. How and why culture, philosophy, ethics, the
social changes of the last century, the politics, the legal perspectives, and
the various global organizations shaped the business environment and
transformed the business enterprise so that it became the defining player
of the social fabric of our era.

This part of the book deals with the functions of the global business.
International accounting and finance perspectives are presented in this
chapter, international marketing perspectives are presented in Chapter 7,
and international management perspectives in Chapter 8. Chapter 9 is a
“Capstone” chapter, presenting the main elements of a successful global
corporation as well as its governance principles.

In the following sections of this chapter, a variety of issues are pre-
sented, which are viewed as essential to the topic, although, given the
general objectives of this book, the analysis of these issues bypass the
depth that specialized books in international accounting and interna-
tional finance have. The topics covered in this chapter are: evolution of
international accounting, comparative accounting around the world,
accounting standards, inﬂationary accounting, transfer pricing, inter-
national taxation, accounting in the era of enterprise resource planning,
international accounting and business ethics, financial developments and
corporate governance, foreign exchange markets and risks, finance and
banking issues at a global level, and the financial management of global

corporations.
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Evolution of International Accounting

From the very beginning of human history people have tried to keep
accurate records of their business dealings. In Mesopotamia, for example,
thousands of years ago historians discovered detailed records of business
activity,! but it was only thousands of years later, during the 15th century,
in Venice, where business people found that “double entries” can result in
recording more accurate accounts.

Moreover, before the emergence of telecommunications and comput-
ers, the business world was moving at a very different—comparatively
very slow pace. For example, a couple of centuries ago, colonial enter-
prises, which were operating in a similar way with modern era’s corporate
subsidiaries, also had needs of accurate recording of information, man-
agement, and control. However, information was not travelling through
the telephone, fax, or Internet. From India critical information was com-
ing to the home treasury in Great Britain, 6 months later, onboard sailing
ships that circumvented Africa. The managers of these colonial enterprises
had time to think, revise plans, study options, and generate business and

political support.

Understanding the international dimensions of accounting is vital for
anyone who wants to do business or invest across national borders.

E D. S. Choi, et al.?

Today, accounting is not anymore a record-keeping profession or a
business control mechanism. Accounting requires creative thinking and
ability to deal with a variety of operational environments. Accounting
provides all sorts of managerial information for decision making and sta-
tistical analyses. It operates within certain standards and rules that depend
on the local regulations. The correctness of accounting statements con-
cerns every single one of its stakeholders, sometimes millions of them.
Since World War II, computer technologies further boosted the account-
ing profession. All record-keeping information automatically enters into
the corporate accounting system and, through enterprise resource plan-
ning (ERP) modeling; even the finest ripple effects in business are sensed

by the decision makers, who react with knowledge after weighing options.
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International accounting is a direct result of modern-era business
demands. Companies need reliable mechanisms to record information
and to provide decision-making tooling for subsidiaries that are all around
the world and operated under different economic, legal, and accounting
parameters. Information is coming to the home headquarters treasuries
and, through complex algorithms, is translated in the home accounting
language. For example, different currencies, exchange rates, tax levels,
marketing processes, commissions, license fees, and so on, have to be
accounted and presented in a unified sum that is legally correct and mean-
ingful for the decision makers and the stakeholders of the corporation.

Given the highly specialized knowledge that state-of-the-art account-
ing demands today, how is the training in accounting as a field of study?
Even one European educational institutions 100 years ago did not recog-
nize accounting, or, for that matter, the other functional fields of busi-
ness administration, as worthy of university-level study. For example,
accounting was not even at par with economics. Accounting, finance, or
marketing required only technical training. Since then, dramatic changes
have happened propelled by industry demands and educational pioneers,’
especially in the United States.

Information diversity is of essence. It brings new insights and promotes
evolution. Today, hundreds of doctoral degrees in accounting are pro-
duced annually, very challenging corporate internship and training pro-
grams exist, and highly specialized modules cater to the most focused
company needs. The accounting educational landscape has changed from
that of the past century, and, therefore, the quality of those choosing to
serve this profession has dipped. In fact, the same applies for finance,

management, and marketing professionals.

When all think alike, then no one is thinking.
Walter Lippman*

Comparative Accounting Around the
World and Accounting Standards

Almost in every country of the world the accounting practices evolved accord-

ing to local economic reasoning and peculiarities, or were imported from other
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counties and modified to fit the local realities. Culture, level of economic
development, education, the political and legal environment played a
major role in shaping these realities. For example, in countries that in the
past had significant hyperinflation, like in South America, tend to use
anti-inflationary processes in their evaluation of accounting statements.
Similarly, in countries with a tradition in the financial markets, like Great
Britain, methods that allowed broad measures of accounting disclosure
were adopted.

The theoreticians of international accounting recognize four schools
of thought in the accounting practices used.” In summary, these schools
of thought, though they are not absolute as they often include elements

from others, are as follows:

*  Macroeconomic: In this approach, the observer sees the whole
economy functioning with the individual business entities
staying outside of this framework. The countries define formal
and informal priorities, policies, and administrative processes,
within which business functions. For example, within this
national framework, one can see the tax laws or the disclosure
policies. An example of a country following this approach is
Sweden.

*  Microeconomic: Here the central player is the business entity
and of central concern to the country’s policies is how this
entity will survive and grow. For example, accounting tenants
like the replacement cost have been designed to maximize the
corporate worth. The Netherlands is an example that follows
this approach.

*  Independent discipline approach: This approach is preferred in
countries like the United States or Great Britain. Accounting
practice, processes, and standards have been designed to serve
business organizations. They do not refer to the needs of the
overall economy.

*  Uniform accounting approach: This school of thought dic-
tates that the government dictates all accounting laws and
forces all business organizations to follow them in a uniform
way. France is an example of a country that follows this

approach.



ACCOUNTING AND FINANCE PERSPECTIVES 99

We must also observe that depending on the region® there are differ-
ent accounting value dimensions, to a great extent depicting the cultural

thinking of the population. These dimensions are as follows:

*  Professionalism versus statutory control, where usually the
dimension of professionalism is preferred as people have a
sense of equal rights and citizens are not afraid of each other
being at a different economic or societal level.

Uniformity versus flexibility, which exists usually in nations
where people are having a sense or order and demand an exact
pronouncement of the legal tenants.

*  Conservatism versus optimism, given the operating risk in a
particular region.

o Secrecy versus transparency, where usually more transparency
exists in societies where the individual is more respected

(accounting disclosure).

Accounting standards are accepted procedures that dictate the manner
in which accounting reports, statements. or any related concept should
be processed and presented. Accounting standards are changing over time
and depend on the accepted local practices. For example, the British
accounting thinking greatly influenced that of the United States, Can-
ada, and of the ex-colonies of Great Britain. At the same time we witness
a tendency to establish worldwide common accounting standards. The
International Accounting Standards Committee (IASC),’ since 1973, aims
to establish common accounting standards, to continuously improve them and
to standardize them worldwide.

At this point, it is necessary to restate that subsidiaries should follow the
accounting practices of the host countries, something that complicates the
work of the treasury at the home headquarters. Accounting and tax prac-
tices change very rapidly. The following analysis may further clarify the
complexities at the different host accounting environments, but provides

only a historical basic platform of reference.

France

The French accounting practice is a classic example of the uniform

accounting thinking and has its origins in the directives of the French
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Department of Economics, back in 1947. Since then, there were many
amendments, and in 1986, it was extended to also include EU directives.
The French accounting system extends to every accounting manifesta-
tion, from tax issues to statistics, and effectively depicts the evolution
of the French commercial code (Code de Commerce), which exists since
Napoleon (1807). If needed, corporate accounting data are considered as
court evidence and, therefore, a lot of formalities are required, their truth-
fulness is expected, and a minimum of corporate accounting statements
is published annually, including balance sheets, profit and loss accounts,

and reports and notes from directors and auditors.

United States

In the United States more than 4,000,000 companies get their legal status
at the state level and they are subject to the state laws—not the Federal
ones. Each state has its own unique corporate legal system, which often
do not demand detailed accounting statements.® This is in contrast to
the corporations that are traded at the stock exchanges and which are
under the jurisdiction of the Securities and Exchange Commission (SEC), a
Federal body of supervision.

Beyond the SEC, the accounting and financial reporting of these com-
panies is regulated by the Financial Accounting Standards Board (FASB), a
private domain organization, which in the past 30 years has issued Staze-
ments of Financial Accounting Standards (SFAS) aiming to provide useful
information to investors, creditors, or stakeholders, who are interested in
having a truthful representation of the companies.

It is expected, therefore, that occasionally FASB and SEC are seeing
the corporate world under their differing objectives with the potential of
implementation conflicts. In spite of their different approaches, FASB’s
and SEC’s efforts resulted in a very conducive business operating climate.

Partly because of this regulatory environment, American business
grew and matured. And for many students of world business affairs, this
sensible environment helped American business to become the model for
others to imitate. Finally, in 1990, FASB went beyond the U.S. business
realities, recognized the borderless world and its globalized dynamics, and

turned to the lessons learned in the international accounting arena. Since
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then, it has included in its mission statement to “promote the interna-
tional compatibility of accounting standards concurrent with improving

the quality of financial reporting.”

The Netherlands

Institutionally, the Dutch can be considered as more liberal than the aver-
age European, and this also characterizes their accounting practices. At
the same time they are highly professional and academically very compe-
tent, initiating sensible accounting reporting practices. Due to the small
size of the land, the internationalization of their people and the very large
corporations that are headquartered there, like Uniliver, Philips, and
Shell, the Dutch accounting practices were always flexible and accepting
of foreign influences.

More meaningful accounting regulations appeared in the Dutch
business environment only after 1970, when the law required annual
accounting statements. Through the same legal processes, the standard-
ization of accounting reporting, transparency issues, and corporate audit-
ing practices were introduced. This law became part of the country’s civil
legal system and was amended per the directives of the EU. It must be
noted that during the past 20 years private Dutch organizations, such
as the Netherlands Institute of Registered Accountants, defined account-
ing processes which, although they are not legally binding, are observed
by major corporations and are in line with the accounting statements of

major international organizations, such as the International Accounting
Standards Committee (IASC, now Board)."

China

In spite of the fact that Chinese history indicates that even 2,000 years
ago the Chinese had effective recording of business activities, the present
main body of Chinese accounting procedures was developed in 1949,
following the Soviet prototypes, the Marxist principles, and the central
administration of economic and state systems. However, in the past
25 years there was a dramatic shift of Chinese accounting thinking. The

central government directs the overall macroeconomic thinking and, to a
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great extent, leaves the microeconomic roles to the market dynamics. Pri-
vatization of state enterprises and China’s position as a global superpower
define new priorities, methods, rules, and regulations.

The responsibility of the design and implementation of accounting
principles lies with the Department of Economics, which oversees the
1993 accounting law and its subsequent amendments. This law applies to
all corporations and organizations that are not at the public domain and
effectively unified more than 40 different accounting systems that existed in
China until then. With this standardization China entered in a new much
more efficient era and there is little doubt that more changes will occur in
the future. Each private corporation is obliged by law to annually provide
a balance sheet, profit and loss accounts, liquidity statements, statements

of financial transactions, notes, and all necessary timeline obligations."

The EU

Since 1957, the EU has issued many directives aiming to harmonize the
manner with which accounting practices are followed throughout the EU
countries. Milestone EU decisions are relevant to the purpose of this book.

The EU’s fourth directive issued in 1978, required that corporate
accounting should present a true and fair view. Moreover, it provided
specific instructions about the format of balance sheets and profit and
loss accounts, the valuation of the enterprise (primarily based on histor-
ical costing), and the publication of accounting records which, to some
extent, was based on the average thinking of member states.'

Through its eighth directive (1984), the EU established the minima
of training and qualifications of those dealing with accounting reporting
and the ways that EU member states should treat the auditing differences
and practices among them." By 1995, EU, closely observing IASC’s and
FASB’s statements, started following a strategy toward compatibility,
comparability, and convergence of accounting practices among member

states in order to facilitate corporate trading in global markets."

Inflationary Accounting

In many parts of the world accounting, following simple routines, plays

the very basic role of recording business activities. However, in other parts
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of the world, given the advanced demands of the business community,
accounting plays a greater role, being creative or identifying solutions
to specific problems, like dealing with inflation. In a previous section of
this chapter, Comparative Accounting Around the World and Accounting
Standards, it was mentioned that there are countries with significant levels
of inflation, even with hyperinflation.

For illustrative purposes, let’s assume that vehicles that are produced
in country (a) where annual inflation is 0%, will be sold by the company’s
own subsidiary in country (b) where the annual inflation is 40%, and
where the present exchange rate is 1A$ = 10B$. 100 vehicles at an average
price of 10,000 A$, that is, 1,000,000 A$ (or 10,000,000 B$) have been
produced today at the A country, and are shipped to be sold at the coun-
try B, in average, three months later. In this example, the reader readily
understands that three months later the average car price in B$ should be
a least 10% higher than its price tag when it arrived, in order to accom-
modate the inflationary effect, the expected new exchange rate, and the
hedging costs that are necessary to reduce the transaction risks.

To calculate the fair inflationary effect of the previous example, exact
methodologies are employed by those dealing with inflationary account-
ing based on complex algorithms. These calculations are based on current
and replacement costs using historical data and expected inflationary levels.

Worthy theoretical approaches of the inflationary accounting exists
in countries like UK and the United States as both countries had exten-
sive business activities with countries with high inflacion. At the same
time one can find useful similar approaches in countries that dealt with

inflation, such as Brazil or Israel.'®

Transfer Pricing and International Taxation

In our global business village another topic of great interest is transfer pric-

ing, especially as the topic relates to the levels of international taxation.

Some of the biggest tax heavens are in fact OECD economies, includ-

ing America and Britain, that many would see as firmly onshore.

The Economist, Special Report on Offshore Financing!”
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Transfer price is the charged price to a corporate member, for example, the
price charged from parent company ro its subsidiary, for a product or a service
for a transaction that crosses national borders. Transfer pricing may apply
to finished goods, semifinished goods, or even raw materials. This price,
given taxation, legal, political, and business-related concerns, often do
not follow the within-the-home country mode of price determination, its
price escalation, or its profit margin. The reason is simple. In the inter-
national business arena conditions exist for higher profit margins, by
capitalizing on tax-haven countries, flags of convenience, tax treaties, tax
rates, and so on.

The transfer pricing decision which effectively circumvents or lessens
national tax rates and controls, requires knowledge of many issues that are
country-specific, changing over time, and differing according to the transac-
tion. For example, the United States has different tax rates for portfolio
investments, direct investments, interest, or royalties for Australia and
different for Austria. Efforts toward sx harmonization among countries
might reduce the transfer pricing effect, but should not be seen as a realis-
tic business tool for the foreseeable future,' though there are indications
of tax rate convergence."

Nevertheless, many tax treaties among countries have produced sig-
nificant results in the areas of exchange of tax information and of double
taxation (an issue of great concern to the business executives that are sub-

ject to taxes in more than one country).

Accounting in the Era of Enterprise Resource Planning

Traditionally, the accounting reporting was organized around functional
fields, such as finance, management, or marketing. Hand-written records
on huge ledgers, meticulously recorded all necessary transactions or bits
of managerial interest. Needless to say that it was extremely tedious to
retrieve a single record, to change a policy, or to answer specific manage-
ment queries, such as regional sales or average prices. Moreover, retrieval
of data meant to manually work the existing information that was not
automatic and required additional cost and time. For example, it was pos-
sible to compare regional sales, but this required extensive manual labor

of skilled and trusted employees. As a general rule, companies before
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World War II used accounting systems to just record information and
rarely as an aid of meaningful managerial decision making.

The introduction of the computer changed all that. For the first 20 or
so years after the war, the use of computers facilitated accounting record-
ing and speed up processes. For example, punching invoices gave the
corporation the ability to immediately summarize relevant data and to
provide meaningful information. Managers were quickly able to react to
ask even what-if questions. Accounting entered into an era of real service
to the corporate management. Hence, Managerial accountancy was born.

Meanwhile, consulting corporations, such as SAP or PeopleSoft, saw
that a systemic approach, combining the accounting experiences and the com-
puter technologies, was necessary to provide a truthful virtual picture of the
corporate decision making. The Enterprise Resource Planning (ERP) era
was a reality and ERP the modus operandi for any corporation that wanted
to be globally competitive. Information technologies (IT) brought into
the ERP system usable data from other, usually secondary, sources.
Through ERPs, managers were able to see even the slightest ripple effects
at the corporation’s bottom line—before a decision was to be made. Every
bit of information, from tax rates to exchange rates and from commis-
sions to profit margins, was now entering into “intelligent” IT systems. A
new ftechno-bureaucracy, based on similar systems, was possible, requiring
sensitive, sensible, knowledgeable, and prudent executives to supervise it.

Immediacy is key in the decision making and, modern international
accounting, does provide well-developed methodologies and accurate
ERP systems. However, there are several caveats. ERPs can create a cor-
porate technocracy that, if not properly audited, might result in system-
atic and systemic errors. Accounting can become so sophisticated that
only well-trained professionals can fully understand corporate reports.
Accounting can hide issues and become the vebicle for frivolous decision mak-
ing or for unethical managerial behaviors, as we saw in the cases of Enron

or Parmalat.

International Accounting and Business Ethics

From the previous discussion it is obvious that a corporate accounting

system provides a managerial picture, a snapshot of the company, using
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legally acceptable processes, appropriate technologies, and academically
valid methodologies. Given the regional realities and observing when this
picture was taken, it must be truthful. As we saw in Chapter 3, truth is
at the core of philosophy and ethics and, therefore, of business culture,
business philosophy and business ethics. An international company can
operate in a variety of environments and use a variety of business prac-
tices. Manipulation at an accounting level resulting in unethical behav-
iors is very possible.

The most known example of corporate unethical practices was that of
Enron, once a global energy leader, which was followed to its demise by
its corporate auditors, once one of the best accounting firms in the world,
Arthur Andersen. Accountants are responsible for the meaningful picture
of the corporations they advise and ethical conduct by both. Because of
examples like Enron, the American Sarbannes—Oxley Act was initiated.

Enron’s case was not the only management unethical behavior linked
to accounting practices. This is happening all around the world in com-
panies irrespective of size. The most-known European example is that of
Parmalat, a major Italian dairy producer where the amoralistic behaviors
of its leaders resulted in substantial sums of money being lost.?’

The fact of the mactter is that today’s accountant has not only “bean
counting” responsibilities. He must also be a highly educated, adaptable,
creative, mature, and an ethical person capable of dealing in accordance
with the specificities of a variety of legal and business environments. The
previous sections of this chapter dealt with international accounting
issues. Accounting, as we saw, helps us to get a snapshot of the enterprise.
Now we shall focus on a few selected international finance issues that
are deemed necessary for the person who needs to get a broad perspec-
tive of international business, namely about financial developments and
corporate governance, foreign exchange markets and risks, finance and
banking issues at a global level, and the financial management of global

corporations.

Financial Developments and Corporate Governance?!

Corporations operate within financial realities which develop accord-

ing to the countries in which they or their subsidiaries are present. They
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need to understand these realities, how they are changing and, given the
competition, how they can benefit from them.

Over the past two decades, the financial systems™ underwent pro-
found changes all over the world, driven by both institutional and
market-driven developments. Prominent among the former are the rules

and regulations,*

which decreased the degree of financial repression,
increased competition in domestic financial markets, and led to a largely
liberalized financial system. Other changes included pension reforms
that diminished expectations of pension benefits, the enactment of laws
for minority-shareholder protection, and the privatization wave in both
developed and developing economies.

As for the market-driven developments, they included the world-
wide trend toward market economies and the resulting momentum for
integration of national financial markets. In addition there were also
technological innovation which lowered transaction costs and facilitated
competition, information dissemination (thus reducing the problem of
asymmetric information), and capital-market participation and trading.
As a result, the role of traditional bank intermediation decreased, that of
capital markets increased, while other forms of intermediaries, such as,
pension funds and mutual funds, grew significantly, responding to a shift
toward institutionalized management of savings.

Corporate governance, which from a finance perspective are the rules
that ‘deal with the ways in which suppliers of finance to corporations assure
themselves of getting a return on their investment,” as Andrei Shleifer and
Robert Vishny have defined it,** affects firm’s performance, efficiency,
growth, financial structure and treatment of sharcholders and credi-
tors, and ultimately economic growth. In bank-based systems, banks
monitor firm performance and exercise external control. In capital-
market-based systems, corporate control is exercised via the market mech-
anisms, usually hostile takeovers. As for the institutional infrastructure,
capital-market-based systems require better investor protection than bank-
based systems. This, in turn, requires both rules and enforcement; that is,
laws and regulations against expropriation by insiders, both managers and
controlling shareholders, and an efficient legal system that enforces them.

Under the pressures of the evolutionary changes on financial sys-

tems, corporate governance became an important policy issue in many
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countries. Rules and regulations that refer to information disclosure,
corporate transparency, oversight, and control have been put in place
almost worldwide, as a response to the increasing role of capital mar-
kets. Additionally, cross-border issues of corporate governance became
more pressing, due to the expanding investment and trade flows plus the
higher cost of settling cross-border disputes. Financial development and
trend of convergence of the financial systems toward the market-based
norm have resulted to pressures on corporate governance to converge to
the Anglo-American model,” setting the goal of maximizing shareholder

value as their primary objective.

Foreign Exchange Markets and Risks

Foreign exchange markets are the mechanism through which individu-
als or corporations transfer financial power from one country to another
or minimize their international foreign currency exchange risks. These
markets transfer more than one trillion dollars®® daily and they utilize

“players,” like:

Experience shows that neither a state nor a bank ever has had the unre-
stricted power of issuing paper money without abusing that power.
David Ricardo (1817)%

*  Major international banks: These banks are often very large®
and act as market makers although they do not participate in
every market. In tandem with them are the nonbank foreign
exchange dealers, which, due to the nature of their trade, they
are in a position to buy and sell very large sums of money.

o Central banks: Countries have their own central banks, which
are in a position to buy and sell currencies, increasing or
reducing the available supply of their currency and, therefore,
affecting its price.

*  Organizations and companies: These “players” are entering into
the market usually in order to hedge for their international
transactions, in other words to protect their foreign currency

holdings against adverse movement of the exchange rates
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(hedging). As a general rule, organizations and companies do
not enter in this market in order to profit from it.

*  Other “players” Many other types of players are in this market,
including the arbitragers, who buy and sell foreign currency
for a profit arising from price differences among or between
markets,” and foreign exchange brokers, who facilitate inter-
national currency transfers for a commission often utilizing

hundreds of dealers and automated trading systems.

Foreign exchange markets, because of currency fluctuations, con-
stantly present international foreign exchange risks, which need to be
countered, called earlier as hedging. Lets see the currency exchange risk
through a very simple example.

Our company headquarters are in country A. Our subsidiary in
country B persuades us that there is a great business opportunity in that
country, which should yield 40% of the invested capital in three months.
Therefore, we transfer the requested A$1,000,000 to the country B which
there equals to B$10,000,000 (the then exchange rate is 1A$ = 10B$).
True to its word, three months later our subsidiary has on its balance
sheet B$14,000,000. However, now 1A$ = 20B$. When this money
is translated back to A$s, we realize that it equals only to A$700,000
(14,000,000/20). Our company actually lost 30% of the invested capital
without either the headquarters or the subsidiary making a managerial
error. Simply no one observed the currency risk involved and the need for
hedging. No one observed how the company is affected by the fluctuation
of exchange rates—what is generally known as exposure.

We have different types of exposure. Accounting exposure involves the
currency conversion of financial statements of foreign operations to the
home country ones. The company needs to consolidate all its accounts
and report them in a single currency. The mranslation of the accounts may
result in losses, as in the previous example, but also in gains. The trans-
lation exposure can be managed through a variety of methods which are
addressed in more specialized books.* Another type of exposure is the
transaction exposure, which involves a corporate obligation to a foreign
currency transaction. The home company, for example, makes a foreign

sale but gives six months’ credit to get its money back. This involves, of
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course, a pricing decision and pricing decisions offer a combination of
benefits to the receiving party for a cost to the home corporation.” We
also have operating exposure, which involves the home country currency
appreciation and calculates changes of the corporate present value due to

future cash flows.??

Finance and Banking Issues at a Global Level

In the previous section we saw that foreign exchange markets are the
mechanism through which individuals or corporations transfer financial
power from one country to another or minimize their international for-
eign currency exchange risks. The currency exchange markets and risks
are affecting the international finance issues. Corporate financing within
a specific country is not much more different than financing anywhere
within the global business arena. The principles are the same.** However,
on the one hand, the legalities, processes, and culture of the global finan-
cial institutions are different, fact that requires knowledge, information,
and speed of reaction, from the other, the ability to be in a global domain,
gives the corporation many more options for better rates and other related
benefits. For example, though within a country there may exist specific
strict banking regulations, the eurocurrency markets have less red tape,
making them very competitive.

There exists thousands of financial institutions worldwide, which offer
many different products and utilize separate transaction processes. These
institutions develop according to local cultures, needs, and practices and,
therefore, they serve their own mission statements. Case in point is the
banking institutions in two EU countries, Austria and Belgium, which
are economically and population-wise about the same: However, there
are significantly more bank branches in Austria than in Belgium and,
therefore, the ratio of loans to deposits are higher in Austria.

To operate a business one needs funds. In principle, this funding
comes from banks, corporate headquarters, corporate subsidiaries, or
other stakeholders, including suppliers. Financing approaches are born
according to the peculiarities of each local system. Nevertheless, for the

finance needs of international trade, some specialized instruments, like
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banker’s acceptance drafis, discounting or factoring can be used. These are
extensively discussed in specialized international finance books.

Another way of financing international trade is counter trade. Through
that the seller receives as part or the total sum of the obligation, nonmon-
etary instruments, such as goods, raw materials, and so on. Therefore, this
is a form of financing the repayment obligation, though some people will
classify it as a marketing tool to achieve sales when this may not be possi-
ble when cash repayment is required. Counter trade is used very often in
international business.

There are many forms and overlapping definitions of counter trade.
The classic form of counter trade is barter where goods are exchanged for
other goods. Counter purchase exists when two contracts are negotiated
at the same time, for example, one company offers its technology pat-
ents and the other the rights to sell a product in another country. Switch
trading involves a third party, which facilitates the exchange between the
others, for example, when a barter agreement is channeled through a
facilitator, who pays part of the deal in monetary instruments in exchange
for distribution rights of goods in another country. A compensation deal
often requires part of the agreement to be paid (to the A company) by
the production generated at the facilities built by the A company for
the B company. In an offser trading situation, the exporter agrees to cre-
ate additional employment, export opportunities, and so on, to the host

country.

The Financial Management of Global Corporations

Potential investors do not want flexibility, they want fixed rules of

the game.
John Gavin, U.S. Ambassador to Mexico*

As we saw in the section on transfer pricing, the global enterprise enjoys a
unique benefit: To be able to transfer cash, funds and profits between its
headquarters and subsidiaries. At the same time, the company needs to

coordinate a very complex system of financing—options, rates, promises,
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and confirmed obligations—for the benefit of its stakeholders, to provide

the following:

* A clear picture of the enterprise at every moment.

* The required capital at the lowest cost possible.

* Maximization of the firm’s consolidated profit, taking into
account the different taxes from various countries.

* The required liquidity—a critical element is the management
of the cash flows. Often companies are in danger because of

lack of liquidity.

Therefore, we need to examine the main tasks that the international

financial manager has to complete. They include the following:

* Minimizing liquid capital

* Investment of surplus liquid capital at high-yield
opportunities, but not in high-inflation economies

* Reduction of stocks and receivables

* Use of hedging when needed

* Accelerating payments from subsidiaries to the home
headquarters

* Handling of financial obligations

* Getting loans for the subsidiaries at the host countries

* Minimization payments in advance

The above list is only partial of the many obligations the interna-
tional financial manager should have to undertake. From the previous
discussion, it becomes clear that this person should be knowledgeable,
experienced, culturally adaptive, and ethical.

In this chapter, we discussed accounting and financial perspectives
of the global business. For the interested reader we should mention that
the previously stated concepts are only a brief summary of the field, and
we advise you to study any standard text on international accounting
and international finance for further details. The next chapter deals
with another topic central to international business issue, international

marketing.



CHAPTER 7

Marketing Perspectives

About Marketing and About This Chapter

Marketing is the process where an organization meets its own objectives, and,
ar the same time, satisfies the target consumers needs in terms of product
design, promotional activities, pricing, and place where this product is offered
(the 4Ps of the marketing mix). In essence, the consumer becomes the
center of the organization’s attention. The organization studies the con-
sumer product (or service) needs and delivers them through actions that
provides each desired product these 4Ps, the variables controllable by the
organization. These 4Ps must be delivered in a way that they are inzernally
consistent—the consumers expect consistency in the desired marketing
mix, for example, they might think that a luxury item cannot be sold at a
bargain price or through a convenience store.

Around these controllable variables, there are those uncontrollable by
the organization, for example, a country’s culture, political environment,
legal system, economy, technology, and so on, variables that we discussed
in the first part of this book. We can visualize this concept as three con-
centric circles, where in the middle is the target consumer, next is the 4Ps,
and outer the variables uncontrollable by the organization.

Then, what about international marketing? Is there a difference? The
answer is negative. We employ the same variables, we meet consumer
and organizational objectives, but, usually, in international marketing,
one faces a lot more complexities, different legalities, new distribution
channel strategies, foreign languages, unexpected custom practices, and
so on. Consider, therefore, that the organization must develop a different
marketing mix for each market it operates and coordinate efliciently all of
these markets, wisely utilizing its limited resources.

It is necessary to stress that the corporation first identifies markets

and then produces the product that will satisfy them. In fact, this was
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not always the case. We first had the production era, where producers were
producing whatever they perceived was needed and the consumers were
“beating a path” in their efforts to get the product. Next, we had the se//-
ing era where salesmen were selling the products produced, and, finally,
we had the marketing era—what we now experience in many of the devel-
oped parts of our world. It must be mentioned that, depending on the
region the company markets its products or services, a different era than
the marketing one might be present.

In this chapter, and following the previously explained marketing
mix, we address marketing issues with particular attention to those that
the corporation faces at its international markets. We address consumer,
business-to-business (B2B), and service marketing for product design,
pricing, promotions, and place issues of international marketing. Then,
we discuss about international business research, primarily focusing on
the international marketing research concepts, and, finally, we discuss
entry methods that a company has at its disposal when entering into for-

eign markets.

You can no longer rely on your home market, because your home mar-

ket is an export markec—for everybody else.

Niels Christien Nielsen, Danish Technology Institute!

Product Design in International Marketing

The consumer purchases a product because she wants the benefit that this
product promises. Benefits are both tangible and intangible in character.
She wants, for example, a warm coat to face the winter or a brand name
shirt to show to her friends that she buys from that fashionable source.
The combination of benefits, tangibles and intangibles, offers us the con-
cept of the rotal product.

Every product has primary characteristics, often called salient product
characteristics, which define the essence of the main benefits that the con-
sumer derives from this product, the core of the product. Every product has
also auxiliary dimensions. For example, one prefers a luxury hotel because
it offers a great suite to sleep and amenities that go with his or her lifestyle

(core of the product). The hotel also offers some auxiliary dimensions that
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he or she occasionally likes—a spa, meeting rooms, a rooftop revolving
restaurant where he or she can entertain his or her distinguished friends.
The core and the auxiliary dimensions of this hotel represent for the par-
ticular target consumer the augmented (or total) product that he or she
needs, the benefit he or she seeks.

From the other side, the corporation that owns this hotel calculates
that there are enough target consumers who, if satisfied with the benefits
the hotel provides, will pay for these services, meeting thereof the corpo-
rate organizational objectives.

In international marketing we follow the same rule. We research the
target consumer’s needs, and if the business plan shows that we also meet
our organizational objectives, we proceed to offer the needed product. We
must clarify that this is a long-term study of options with different scenarios
and changing environmental conditions. We must also understand that
penetrating a foreign market is a highly complex task that requires our
understanding of how the target consumer thinks. Let’s see some factors
that will facilitate market penetration. As you study the factors subse-
quently, consider the differences in thinking of the assumed consumer
segments in different international markets, for example, in Anchorage
(a suburban elitist), Alaska versus in Zambezi (a villager residing on a

river), Zambia:

* Trialability gives the target consumer the opportunity to try
the new product, often through small sizes, taste trials in a
super market, and so on. The consumer now feels more confi-
dent that this product meets his or her needs.

*  Observability gives the target consumer the chance to observe
how the product functions, especially when the producer
cannot give his customer the opportunity to touch it or to feel
it. For example, we cannot bring into a store the action of a
windsurf, whereas we can show it on a DVD.

* A product may face difficulties in penetrating foreign markets,
if its compatibility with the existing support systems does not
allow it. For example, if a product needs an additional electric
converter to function in a foreign market, it will be less

desirable from one that does not nee