
GLOBALISATION AND MULTINATIONAL ENTERPRISES 

International business includes all commercial transactions between multiple countries. 

A multinational enterprise is: 

- Narrow definition: a business that has productive activities in multiple countries. 

- Broad definition: A business that engages in international trade, production, or investment. 

- MNEs vary in terms of: 

o Size and resources. 

o Geographical scope and diversification. 

o Experience and globalisation. 

o Managerial attitude and structure. 

o Degree of control over foreign operations. 

o Foreign and total assets/sales/employment. 

- The diverse roles of MNEs include: 

o Providing standardised products globally. 

o Facilitating the convergence of consumer taste. 

o Being a main actor in global production. 

o Facilitating global trade of intermediate and finished goods. 

o Influencing local firms and businesses with global standards. 

o Creating local prosperity. 

- Modes of operation of MNEs include: 

o Outward operations (servicing customers in foreign markets) 

 Exporting (favoured by smaller firms and firms in early stages of 

internationalisation) 

 Foreign production and contracting 

 Licensing (selling intellectual property to other firms) 

 Franchising (licensing requiring franchisees to work under 

supervision) 

 Subcontracting (hiring foreign contractors to create products) 

 Management contracts (contracting managers to foreign firms) 

 Turnkey projects (creating entire projects and selling them to 

foreign owners) 

 Foreign direct investment 

 Joint ventures (two or more firms setting up a new jointly owned 

firm) 

 Mergers and acquisitions (with/of existing firms) 

 Greenfield projects (establishing an entirely new foreign firm) 

o Inward operations (servicing domestic customers through foreign transactions): 

includes importing and offshoring. 

A transaction is a trade of value between two or more parties. 

Boundaries separate countries. These include: 

- State boundaries (geographical/legal/political differences) 

- Cultural boundaries (differences in culture) 

- Economic boundaries (differences in taxation/currency/cost of living) 

- Psychosocial boundaries (differences in psychological behaviour) 
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International mergers and acquisitions must be approved by the competition authority in 

each of the countries involved. 

Political risk is the likelihood that political forces and events will cause changes in the commercial 

environment of a country that adversely affect a multinational enterprise. Types of political risk 

include: 

- Macropolitical risk: the likelihood that changes to the overall society of a country will 

adversely affect a business. May result from government or non-government action. 

Domestic risk factors that should be considered include: 

o Stability of government 

o Socioeconomic conditions 

o Enforcement of property and contract law 

o Internal conflict such as terrorism or civil disorder 

o Government corruption 

o Ethnic tensions 

o Political role of military or religious groups 

o Quality of bureaucracy and governance 

International risk factors that should be considered include: 

o Regional instability 

o Cross-border conflict 

o Political and economic measures imposed by foreign groups and institutions 

- Micropolitical risk: the risk specific to a firm or industry as a consequence of political action 

which adversely affects that firm or industry. May result from government or non-

government action.  

o Most commonly apply to businesses business operating in a politically sensitive 

industry such as finance, telecommunications, or aviation.  

o May also arise due to policies that impose industry-specific changes.  

o May also apply to firms with iconic brands which are associated with a particular 

nation or ideology. 

- Legal risk: the likelihood that a country’s legal system adversely affects the conduct of 

business. 

o Often relates to failure to properly enforce laws protecting contractual obligations 

or property rights.  

o When legal risks are high, international businesses may hesitate to enter into joint 

ventures or long-term contracts with firms in that country.  

Political risks can also be classified by the way in which the risk affects the company: 

- Ownership-control risk: the risk that government policies will bring about negative change to 

the ownership or corporate governance of the firm. 

- Operational risk: the risk that government policies will bring about negative change to the 

operating model of the firm. 

- Transfer risk: the risk that government policies relating to the transfer of money, products, 

technology, and personnel will negatively impact the firm. Examples include tariffs, quotas, 

and other restrictions upon imports and exports. 

Political risk assessment involves measurement of the degree of risk, by identifying and rating 

political events that are likely to impact business operations and decisions. This allows managers to 

compare the degree of political risk between countries, flag or predict events that may create an 
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- Two major dimensions: traditionalism vs secularity, and survival vs self-expression. 

Tightness-looseness framework: Divides countries into “tight” cultures (with strong social norms and 

low tolerance of deviant behaviour) and “loose” cultures (with weak social norms and high tolerance 

of deviant behaviour). 

Social axioms: Divided culture into two values, the second containing four sub-values: 

- Societal cynicism 

- Dynamic externality 

o Social complexity 

o Reward for application 

o Religiosity 

o Fate control 

Criticisms of cultural dimensions frameworks: 

- Questionable relationship between survey responses and associated conclusions 

(methodology) 

- Cultures cannot be explained entirely by six numbers 

- Cultures change over time and frameworks become inaccurate 

- National cultural dimensions do not reflect diverse cultures within each nation, or corporate 

culture 

Benefits of cultural diversity include: 

- New business opportunities and connections 

- Different insights and creative solutions 

- Avoiding groupthink 

- Improved business practices 

Unconscious cultural biases: 

- Self-reference criterion 

- Ethnocentrism 

- Stereotyping 

- Similarity-attraction 
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monetary policy. This becomes especially significant when continued pressures upon the currency 

cause either a depletion (meaning the country loses power to usefully manipulate the foreign 

currency) or an accumulation (meaning the reduced supply of foreign currency has significant 

impacts of domestic inflation) of foreign exchange reserves. 

An international monetary system can be used to resolve issues faced by individual countries 

without significantly disturbing international trade. These systems need to provide three functions: 

- Adjustment (countries can practically correct internal and external imbalances) 

- Liquidity (sufficient international liquidity exists to allow central banks to finance external 

imbalances or defend fixed exchange rates) 

- Confidence (Countries must believe that all members of an agreement will abide by its rules; 

deficit countries must believe that there is a “lender of last resort” when private foreign 

capital inflows dry up; holders of reserve currencies must believe that foreign countries will 

not pursue policies that drastically alter the value of the currencies) 

International monetary systems include: 

- The Bretton Woods system 

o Established in Bretton Woods (USA) at the end of World War II 

o Designed to protect countries from competitive exchange rate devaluations and 

protectionist policies, as well as trade wars and economic disintegration 

o Consensus was that fixed exchange rates were desirable but gold was an 

inappropriate peg; instead countries must forfeit sovereignty over exchange rates, 

and leave them to be determined by the IMF. Also established the World Bank. 

o Fixed rates operated to reduce volatility, prevent competitive devaluation, impose 

monetary policy discipline, and control inflation. IMF supervision allowed necessary 

devaluation while disallowing competitive devaluation. 

o Worked well until 1960s; collapsed in 1973 due to increasing reliance upon private 

foreign capital flows, and issues relating to adjustment, liquidity, and confidence. 

The institutions survived the collapse and have now adopted adjusted roles. 

- The modern system 

o Vast majority of countries operate under a soft peg or floating exchange rate. 

o Private capital flows are used to finance balance of payments imbalances.  

o Control over private capital flows has been largely abandoned. It is considered 

impossible to have a fixed exchange rate, free cross-border capital flows, and 

independent monetary policy dedicated towards domestic goals (the impossible 

trinity). Fixed exchange rate regimes neglect domestic monetary policy; floating 

exchange rate regimes sacrifice a fixed exchange rate. Under a floating exchange 

regime, countries rely upon exchange rate changes to account for external balance 

problems, and target monetary policy at domestic goals.  

Adverse changes in exchange rates can make apparently profitable deals risky by changing the price 

of traded goods and services. Exchange rate pass-through is the extent to which an exporting 

international business adjusts its prices in a foreign market as the result of changes in the exchange 

rate. Appreciation of the domestic currency harms exporters in different ways depending on their 

pass-through rates: 

- With high pass-through rates: the foreign price of exports increases, reducing demand and 

causing the company to lose market share.  
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- Encouraging free trade 

- Providing a forum for trade negotiations 

- Settling trade disputes 

- Monitoring and enforcing agreements 

The WTO consists of the following bodies: 

- Ministerial Conference 

- General Council 

- Dispute Settlement Body 

- Trade Policy Review Body 

- Councils for Trade in Goods, IP, Services 

- Secretariat 

WTO agreements include: 

- GATT (goods) 

o Aimed at ensuring non-discrimination through the most favoured nation principle 

(any favours granted to any trading partner must be granted to all trading partners) 

and national treatment principle (imported goods cannot be internally taxed or 

regulated differently to domestically produced goods) 

o Aimed at progressing trade liberalisation through negotiations 

o Reciprocity: A country liberalising trade should be matched by trading partners 

o Fair (rule-based and transparent) competition 

- GATS (services) 

o Extends GATT principles to services 

o Member countries commit to a schedule for market access 

o Includes Council for Trade in Services 

- TRIPS (intellectual property) 

o Extends GATT principles to intellectual property 

o Specifies protection norms for various forms of IP 

o Sets out obligations for domestic enforcement of TRIPS rights 

o Includes TRIPS Council 

Regional trade agreements (RTAs) are agreements between countries in a geographic region to 

reduce trade barriers between themselves (e.g. EU). RTAs involve greater integration of member 

economies. Forms of regional economic integration (from least integrated to most integrated) 

include: 

- Free trade areas (FTAs) (removal of internal tariffs) 

- Customs unions (FTA + common external barriers) 

- Common (or single) markets (customs union + free flow of other factors of production) 

- Economic unions (common market + harmonised economic policy) 

- Political unions (economic union + political integration) 

The rationales for regional economic integration include: 

- Economic rationales 

o Promote free trade, creating efficiency 

o Stimulate competition and innovation 

- Political rationales 
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- Unrealistic performance expectations (unrealistic performance goals may lead to managers 

sacrificing ethical considerations in favour of meeting performance expectations) 

- Corporate governance and leadership (corporate governance that does not consider or focus 

on ethics may lead to unethical decisions by managers in the corporation) 

Philosophical approaches to ethics include: 

- The Friedman doctrine (business’s only social responsibility is to increase profits to 

shareholders and not violate the law, shareholders can act socially responsibly with their 

money if they want to) 

- Cultural relativism (ethics are nothing more than the reflection of culture; a firm should 

adopt the ethics of the culture in which it is operating) 

- Righteous moralism (the business’s domestic code of ethics should be used universally in 

foreign countries) 

- Naïve immoralism (if a manager sees that other firms in a foreign country do not follow 

ethical norms, they should not do so either) 

- Utilitarian ethics (the moral worth of decisions is determined by their consequences, and 

managers should make decisions that produce the greatest “net good”) 

- Kantian ethics (people should be treated as ends and not as the means to the ends of 

others) 

- Rights theories (decisions made should not violate fundamental human rights or obligations)  

- Justice theories (businesses should make decisions that lead to the attainment of a “just”, or 

“fair and equitable” distribution of economic goods and services.  

o Rawls theory: all economic goods and services should be distributed equally, except 

when an unequal distribution would work to everyone’s advantage (Pareto 

improvements). 

o Rawls “veil of ignorance” survey “unanimously” included two principles of justice: 

  Maximum basic liberty should be allowed that is compatible with similar 

liberty for others. 

 Inequality in basic social goods should be allowed “only if such inequalities 

benefit everyone”. This leads to the “difference principle”: inequalities are 

justified if they benefit the “least advantaged person”. 

The first step in dealing with ethical dilemmas should be consulting applicable codes of ethics or 

international accords to determine the ethical decision. Other steps to increase the likelihood of 

ethical decision-making include: 

- Favour hiring and promoting people with a strong sense of ethics. 

- Build an organisational culture that favours ethical behaviour (with a code of ethics); ensure 

that corporate leaders follow ethical rhetoric.  

- Put decision-making processes in place that require the consideration of ethical dimensions 

in business decisions.  

- Hire ethics officers to ensure that all employees are trained to be ethically aware, that 

ethical considerations enter the business decision-making process, that employees follow 

the company’s code of ethics, and that decisions are audited for consistency with the code 

of ethics.  

- Develop “moral courage”; a strong commitment to ethics over personal interests.  
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