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ecture Agenda :

* Revisit globalization

« Corporate social responsibility in a global
economy

» Profile of the selected emerging economies in
Asian host FDI

« Regional integration and international strategies

« Overcoming Five top challenges of international
expansion






Globalization: Problem or Solution?

Globalization as Redefining Change: Just like the Industrial
Revolution, globalization entails radical change. Pundits emphasize
different features of globalization to stress the kind of changes that
globalization brings.

Globalization as a Solution: Communication allows the world to be a
global village; free movement of capital/ investment allows for well-
needed funding of underdeveloped industries Iin underdeveloped
countries;

Globalization as a Problem: ruin third world economy; international
division of labour; increase the economic discrepancy between classes;
monoculturalism



Reactions to Globalization

Globalization, Promoter of Strong Reaction: Protests, Terrorism

Concerns About Globalization: Foremost in these fears are over
unbridled American power, might of big business, pace of economic
change, growing divide between rich and poor, failure of state to
regulate market fundamentalism, regional inequalities

Commoditization of Everything: Consequently, a system that is so
hell-bent out on defining everything by the market will have a market
value (everything is fitted into a supply and demand category)

Triumph of Liberalism: Globalization i1s packed with a liberal
iIdeology, which preaches individualism (as opposed to collectivism),
“rationality” (as opposed to tradition) and progress (as opposed to
“backward-oriented” societies)



Benefits of Globalization: Benefits are fourfold (1) Expanded pie vision
so that everyone’s lot is improving; (2) information penetration which
will undermine elite control while creating a real-time information
economy; (3) a universal solvent vision that washes away autocratic
regimes through trade liberalization and foreign investment; (4) “peace
dividend” by weaving interdependencies between nation-states (i.e. in
particular, democratic peace theory — that democracies don’t go to war
with one another)

Information Age: Globalization has been also synonymous with the
Information age

Outsourcing: Outsourcing occurs when companies find a nation, where
they do business, that is cheap (in labour wages) and considered
“business-friendly”

Multi-dimensional Globalization: Globalization is multidimensional, it is
an economic phenomenon; political phenomenon; cultural; social
disruption and communicative



Globalization is a Bourgeoisie Process: Globalization is defined as the
geographic penetration of capitalist market relations into new sites of
production in relentless quest of profits.

Four Implications that Follow: 1) Globalization constitutes an international
system of exchange with its own set of rules, logic, structures and
procedures (there is a significant increase in cross-national flows of trade,
Investment, and technology that reflects and reinforces a global division of
labour; (2) Globalization goes beyond a simple economic shift created by
the cross-border exchanges of high technology, instantaneous
communication, investment, reduced subsidies, and free trade; 3) the
ascendancy of globalization has compelled a rethinking of what society is
for; 4) the interplay of world economic markets and globalization has
undermined conventional thinking about national sovereignty

Common Theme of Globalization: The common theme is that globalization
offers both the prospects of great benefits, but these benefits are often
overshadowed by the human costs and consequences. Globalization is a
double-edged sword.






Should it be limited to serving
only its shareholders?

The corporation's role | —

Should it has a greater responsibility
_ | to the community, both for the
present and the future?




Perceptions of CSR

Corporate citizenship and the company’s responsibilities in society
and the environment have become central considerations amongst
companies around the globe.

From its origins at the periphery of business ethics and social
engagement, Corporate Social Responsibility (CSR) has become
central to business practice and organizational functioning.

Its centrality in the perceived function of organizations of all kinds
means that it has become embedded in corporate strategy and now
offers a logical framework for much of its planning and execution.
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In strategy it is evident in a number of areas: in stakeholder
Identification and relations, goal alignment and the generation of
value. Communication and reputation strategy often extend
from a company‘s CSR strategy and the bottom line, with the
bottom line extended to the broader conceptualization that
Includes finance, society and environment.

CSR Is now a common consideration in the planning and
Implementation of overall strategy and many of the functions of
the enterprise.

The establishment of CSR as a guiding principle in business
practice is largely the result of the proposition that companies
ensure their success by doing good in all they do.
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Highly ethical

Highly unethical

Illegal

Unethical Ethical

Source:
Dolecheck, M. M., & Dolecheck, C. C. (1989). Ethics: take it from the top. Business (Jan-March 1989), 13.
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Ethics in the Transnational Corporation

A company that is unable to grow further in its domestic market, either
due to market saturation or anti-trust regulation, may reap further
economies of scale and scope through not only exporting its product
but also producing it abroad.

The primary incentives for TNCs to expand into developing countries
Is the availability of lower-cost labour and the need to exploit natural
resources that have been depleted at home: for example, timber and
Iron-ore.

In the light of their market power, which is particularly prevalent in
developing countries, TNCs are attracting increasing attention from
environmentalists and ethicists. Within the last two or three years
questions concerning the ethicality of various business practices,
particularly those affecting the natural environment, have garnered
Increasing public attention.
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Vitell and Davis (1990) define business ethics as the "inquiry into the
nature and grounds of moral judgements, standards and rules of conduct
In situations involving business decisions” (p. 64). Thus ethics is
concerned with the motivation for action rather than the action itself.
Consequently, the main problem with any empirical evaluation of
business ethics Is that the observable action will not necessarily betray
the underlying motivation for that action.

Example 1 Pharmaceutical TNCs in Ireland: Approximately one quarter
of the waste produced by pharmaceutical companies is classified in the
U.S. as "hazardous." Such plants operating in the U.S., therefore, are
forced by law to go to considerable expense to treat and dispose of their
waste substances. Several American pharmaceutical companies are
operating production plants in Ireland.

Example 2 Oil TNCs in Amazonia: Significant oil reserves have been
discovered in the Amazon basin. Several American-based TNCs are
currently exploiting these reserves. Occidental Petroleum Corporation,
for example, recently reached an agreement with the Government of Peru

to "increase its production from rainforest areas by 20,000 barrels a day
15



Guiding principles

Managers are agents and have a fiduciary responsibility to
shareholders. Given that the ethical beliefs of the principal and agent
may not concur, managers should not let their personal ethical beliefs
influence economically based decisions.

Ethical decisions should be made by individual principals. The ethical
decisions of these stakeholders will enable managers to make ethical
choices that are also economically optimal.

All of us, as consumers and shareholders, must bear the responsibility
for guiding TNCs to make what we regard as ethical decisions. We
should not expect the managers of these massive, diversely held,
corporations to make our ethical decisions for us.
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There are substantial
differences between a
developed country and
a developing country

The influx of direct
Investment from the
developed country to

the developing country
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Project assignment task description:

Students are required to submit an analytical report (AR) with the title
“Challenges of a Large Consumer Goods Manufacturing Company to
Expand Operations in an Emerging Market in Asia (please choose one of
the following countries: China, India, Indonesia, Malaysia, Pakistan,
Philippines, Thailand, and Vietnam)”

The chosen Asian countries are: China
China

India

Indonesia

Malaysia

Pakistan

Vietnam

o 01k wh
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Demographics (figures are CIA July 2020 est.)

Country Popqution Depe_ndency Median age | Literacy #2
(million) ratios #1 (year) (%)

China 1,394 42.2 38.4 96.8
India 1,326 48.7 28.7 74.4
Indonesia 267 47.5 31.1 95.7
Malaysia 32.7 44.2 29.2 03.7
Pakistan 233.5 64.4 22 59.1
Vietnam 98.7 45.1 31.9 95
Hong Kong 7.2 447 45.6 98

#1: Dependency ratios contrast the ratio of youths (ages 0-14) and the elderly (ages 65+) to the number of those in
the working-age group (ages 15-64).
#2: age 15 and over can read and write

Sources: https://www.cia.gov/library/publications/resources/the-world-factbook/ 20




Languages

Country Languages

China Putonghua

India There are 22 officially recognized languages (Hindi 43.6%)
English is the subsidiary official language

Indonesia Bahasa Indonesia (official, modified form of Malay), English, Dutch, local
dialects (of which the most widely spoken is Javanese)

Malaysia Bahasa Malaysia (official), English, Chinese (Cantonese, Mandarin,
Hokkien, Hakka, Hainan, Foochow), Tamil, Telugu, Malayalam, Panjabi,
Thai

Pakistan Punjabi 48%, Sindhi 12%, Saraiki (a Punjabi variant) 10%, Pashto (alternate
name, Pashtu) 8%, Urdu (official) 8%, Balochi 3%, Hindko 2%, Brahui 1%,
English (official; lingua franca of Pakistani elite and most government
ministries), Burushaski, and other 8%

Vietnam Vietnamese (official), English (increasingly favored as a second language),
some French, Chinese, and Khmer, mountain area languages (Mon-Khmer
and Malayo-Polynesian)

Hong Kong Cantonese (official) 88.9%, English (official) 4.3%, Mandarin (official)

1.9%, other Chinese dialects 3.1%, other 1.9%

Source: https://www.cia.gov/library/publications/resources/the-world-factbook/fields/402.html




Country Land area (sq km) (P:epolﬁf;tg):rggnli%

China 9,326,410 149
India 2,973,193 446
Indonesia 1,811,569 147
Malaysia 328,657 99

Pakistan 770,875 303
Vietnam 310,070 318
Hong Kong 1,108 6498

Source: https://www.cia.gov/library/publications/resources/the-world-factbook/fields/279.html
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Country Unemplc(Jg;)rr)lent rate
China 3.9
India 8.5
Indonesia 5.4
Malaysia 3.4
Pakistan §)
Vietnam 2.2
Hong Kong 3.1

Source: https://www.cia.gov/library/publications/resources/the-world-factbook/fields/220.html
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labour force (2017 est.)

Country Labo_unf force Labour force by occupation (%0)
(million) Agriculture Industry Services

China 806.7 27.7 28.8 43.5
India 521.9 47 22 31
Indonesia * 125 32 21 47
Malaysia 14.95 11 36 53
Pakistan # 63.89 42.3 22.6 35.1
Vietnam 54.8 40.3 25.7 34
Hong Kong 4.0 3.8 17.1 79.1
* 2016 est.

# 2015 est.

Source: https://www.cia.gov/library/publications/resources/the-world-factbook/fields/220.html




GDP (PPP) and cross national saving, 2017 est

Country Total GDP | GDP growth GDP per | Cross national
(US$ trillion) | rate (%) |capita (US$)| saving (%) *
China 23.21 6.9 16,700 45.8
India 9.47 6.7 7200 28.8
Indonesia 3.25 5.1 12,400 31.7
Malaysia 0.93 5.9 29,100 28.5
Pakistan 1.06 54 5,400 12%
Vietnam 0.65 6.8 6,900 29
Hong Kong 0.465 3.8 61,500 26.6

* The figures represent % to GDP. Gross national saving is derived by deducting final consumption
expenditure (household plus government) from Gross national disposable income, and consists of personal
saving, plus business saving (the sum of the capital consumption allowance and retained business profits),
plus government saving (the excess of tax revenues over expenditures), but excludes foreign saving (the
excess of imports of goods and services over exports).
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GDP composition by end use, 2017 est. (%)

Country C I G X M
China 39.1 44.4 14.5 20.4 18.4
India 59.1 32.4 11.5 19.1 22
Indonesia 57.3 32.4 9.1 20.4 19.2
Malaysia 55.3 25.6 12.2 71.4 64.4
Pakistan 82 16.1 11.3 8.2 17.6
Vietnam 66.9 27 6.5 100 101
Hong Kong 6/ 22.2 9.9 188 187.1

C = household consumption

GDP = C+I+G+X-M

; | = Investment ; G = Government consumption ;
X = Exports of goods and services; M = Imports of goods and services
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Country Agriculture Industry Services
China 7.9 40.5 51.6
India * 15.4 23 61.5
Indonesia 13.7 41 45.4
Malaysia 8.8 37.6 53.6
Pakistan 24.4 19.1 56.5
Vietnam 15.3 33.3 51.3
Hong Kong 0.1 7.6 92.3

* 2016 est.
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Country Inflation rate (consumer prices)
China 1.6
India 3.6
Indonesia 3.8
Malaysia 3.8
Pakistan 4.1
Vietnam 3.5
Hong Kong 1.5
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Country Gini index
China 46.5 (2016)
India 25.2 (2011)
Indonesia 36.8 (2009)
Malaysia 46.2 (2009)
Pakistan 30.7 (2013)
Vietnam 34.8 (2014)
Hong Kong 53.9 (2016)

Source: https://www.cia.gov/library/publications/resources/the-world-factbook/fields/223rank.html
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Country Corporate income tax rate (%0o)
China 25
India 30
Indonesia 25
Malaysia 24
Pakistan 30
Vietnam 20
Hong Kong 16.5

Sources:
Corporate Tax Rates around the World, 2019

https://taxfoundation.org/corporate-tax-rates-around-the-world-2019/

Corporate tax rates table

https://home.kpmg/xx/en/home/services/tax/tax-tooIs-and-resources/tax-rates-onIine/corporate-tax-rates-table.hg;BI




Country Tariff rate, weighted mean of all

products(%o)

China 3.83 (2017)

India 6.35 (2016)

Indonesia 2.64 (2016)

Malaysia 4.02 (2016)

Pakistan 10.09 (2016)

Vietnam 2.86 (2016)

Hong Kong 0 (2016)

Sources:

List of countries by tariff rate: https://en.wikipedia.org/wiki/List_of countries_by tariff rate

For updated data, please see
World Tariff Profiles 2019

https://www.wto.org/english/res_e/publications_e/world_tariff_profiles19 e.htm
https://www.wto.org/english/res_e/statis_e/statis_e.htm

Tariff data:

http://tariffdata.wto.org/ReportersAndProducts.aspx
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Oh, C. H., & Rugman, A. M. (2012). Regional integration and the international strategies
of large European firms. International business review, 21(3), 493-507. 33



From the perspective of regional economic integration we
decompose international strategy into regional integration
strategy and three types of global strategy (global sales,
global production, and pure global integration).
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Regional integration and international strategies:
The international and regional presence in regard to sales and assets
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Four types of international strategy

When discussing a TNC activities outside of its home region, we can modify
Bartlett and Ghoshal’s three types of firms from the perspective of regional
integration.

1. A TNC manufactures the majority of its products in a foreign region due
to high CSAs, such as labor costs, human capital, natural resources and
technology. Although some of the products sell in the foreign region in
which they are produced, the majority of the products sell in the MNE’s
home region through intra-firm trade channels (from the foreign region to
the home region). We call this type of strategy a global production
strategy which corresponds to Quadrant 2 in the Figure . Thus, the
upstream activity of the MNE is global, but its downstream activity is
regional.
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Next, an MNE manufactures its products through its regional supply
chains, but the products are exported (using both intra- and inter-firm
methods) to foreign regions. Three reasons exist for using this type of

strategy.

—  First, an MNE manufactures its products in a regional cluster but sells them
worldwide in order to achieve economies of scale and scope.

— Second, industry and product lifecycles lead the MNE to export its products to a
foreign region as the home region market is already mature, but the MNE still has
an excess production capacity or inventory.

—  Third, an MNE’s knowledge and production knowhow are too complex to transfer
to its foreign region subsidiaries where the human capital is limited.

We call this type of strategy a global sales strategy, which corresponds
to Quadrant 3 in the Figure. Thus, the downstream activity of the MNE
Is global, but its upstream activity is regional.
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an MNE develops its own capabilities in each foreign region. If it is a
European MNE, then it will develop its subsidiary-specific capabilities in
North America and Asia-Pacific separately. The MNE improves its regional
responsiveness, so that most of its activities can stay within a foreign region
(i.e., produce and sell in the same region). The MNE can integrate and
coordinate these capabilities through its regional headquarters, and some,
but not many, of the activities may interact inter-regionally. We call this
type of strategy a pure global integration, which coincides with Quadrant 4
In the Figure.

Our four types of international strategy also refine Porter’s industry-level
International strategy at the firm-level. Porter (1986) divides international
strategy into multi-domestic industry and global industry. He explains multi-
domestic industry as ‘‘industries in which competition in each country (or
small group of countries) is essentially independent of competition in other
countries’” (p. 11). However, except for a few industries in countries that are
perfectly protected by the national government, no such independent
Industry exists due to economic integration. Thus, we replace the
Impractical multi-domestic strategy with a regional integration strategy.
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As you make your first steps into international trading there
are a lot of variables to consider. You’ll need to know what
sort of company are you, who are your customers, how
quickly are you planning to expand, how much time and
money are you willing to invest, and — perhaps most

Importantly — which country or countries do you hope to
expand into?
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Why do Borders matter for firms doing business
In the global economy?

 Tariffs and quotas.
* Customs.

* Regulations.

* Permits.

« Currencies

* Legal systems.

* Language.

« Culture.

« Habit
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Challenge 1: Language and cultural barriers

If you don’t speak the same language as your customers, communication is
going to be a challenge (YYou cannot simply rely on Google Translate),

The challenge you might face expanding into a country with a radically
different culture.

Solution:
Adapt to the environment and establish a go-to market strategy

It’s certainly possible to use Google Translate, but you cannot simply rely
on it.

You need at least one person on your team who speaks the local language.

You should understand that different countries work at difference paces.
Your company needs to be aware of the infrastructure you have to work
with, and to compete with, in your target country.

Your company will need to evolve to face the realities of your new market.
42



Challenge 2: Local competition

« It might put you at a disadvantage right from the start.

 You’ll have to deal with import fees and tariffs, potentially slower
turnaround times.

* You need to deal with two currencies while your competitors can just
work in their local currency.

Solution:
Find the right partner and build relationships with local businesses

* You can build working relationships with overseas companies (shipping,
storage, and logistics firms for example) and use these to help your
business grow.

« By working closely with them, you can deliver your products to their
customers, or have them help you find your own customers, making the
transition into trading in your target country that much easier.
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Challenge 3: Tax codes and compliance issues

« Dealing with tax can be a headache even when you’re only operating in a
single nation. Dealing with taxes, fees, and tariffs for international trade
can be a major obstacle for a lot of companies.

« Failing to meet compliance regulations in a country you’re attempting to
expand into can not only put a halt to your expansion plans, but also create
additional costs in your home country.

Solution:
Do due diligence and sort out legal procedures, tax, and finance

« Making sure you or someone working for you knows exactly what they’re
doing, it doesn’t need to be a problem.

« Most tax and legal requirements ultimately amount to ticking the right
box, so all you need to do is make sure you know which box you need to
tick before you start expanding.
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Challenge 4: Supply chain risks

« Imports, exports, shipping, and logistics are all things that large enterprises
have departments dedicated to. That’s because managing a supply chain
that crosses national boundaries can be a real challenge.

« What if a container ship full of your goods is delayed a week, or doesn’t
show up at all? What if your goods are impounded by customs?

Solution:
Develop a strategy, a business plan, and a budget

« Conducting due diligence and having a solid plan in place makes it that
much easier to avoid unexpected surprises.

» You should not try to trade in a new nation without a firm, well-thought-
out plan of campaign.
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Challenge 5: Operational risks with hiring staff

« You will need more staff to handle the increased pressure on your business
of working in another country. You may even need to hire staff on the
ground in the new country.

 However, hiring more staff is always a risk. You’ll not only have
Increased overheads, but you’ll have to put your trust in new people —
potentially even new people you never meet face to face.

Solution:
Making sure your product and organization are ready, and establish a
great team

« If you take care with who you hire, and how you manage them, you can
leverage their expertise, skills and strengths to achieve your company’s
goals and objectives.

« If you do these well, the increased revenues and profits can easily pay for
some extra time and/or staff to help manage your newly-invigorated
micro-multinational. 46
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