
A Framework for International Business (Cavusgil/Knight/Riesenberger)

Chapter 1   What Is International Business?

1) International business is primarily carried out by individual companies. 

Answer:  TRUE

Diff: 1      Page Ref: 2

Skill:  Concept

Objective:  1-1

AACSB:  Dynamics of the global economy

2) The globalization of markets refers to the growing independence and self-sufficiency of countries worldwide.

Answer:  FALSE

Diff: 2      Page Ref: 3

Skill:  Concept

Objective:  1-1

AACSB:  Dynamics of the global economy

3) Exporting is an entry strategy involving the sale of products or services to customers located abroad. 

Answer:  TRUE

Diff: 1      Page Ref: 3

Skill:  Concept

Objective:  1-2

AACSB:  Dynamics of the global economy

4) A country's economic assets are also known as factors of production. 

Answer:  TRUE

Diff: 2      Page Ref: 4

Skill:  Concept

Objective:  1-2

AACSB:  Dynamics of the global economy

5) The two primary types of international investment are portfolio investment and foreign direct investment. 

Answer:  TRUE

Diff: 1      Page Ref: 4

Skill:  Concept

Objective:  1-2

AACSB:  Dynamics of the global economy

6) Over the last few decades, export activity by nations has grown more quickly than has domestic production. 

Answer:  TRUE

Diff: 2      Page Ref: 4

Skill:  Concept

Objective:  1-2

AACSB:  Dynamics of the global economy

7) The level of government intervention in commercial activities is similar across most countries. 

Answer:  FALSE

Diff: 2      Page Ref: 8

Skill:  Concept

Objective:  1-3

AACSB:  Dynamics of the global economy

8) Currency risk refers to the risk posed by adverse fluctuations in exchange rates. 

Answer:  TRUE

Diff: 1      Page Ref: 8

Skill:  Concept

Objective:  1-3

AACSB:  Dynamics of the global economy

9) For internationalizing firms, the consequences of poor business management decisions are usually more costly when mistakes occur abroad than when they occur at home. 

Answer:  TRUE

Diff: 1      Page Ref: 9

Skill:  Concept

Objective:  1-3

AACSB:  Dynamics of the global economy

10) MNEs with extensive international operations tend to focus mainly on downstream activities such as marketing in foreign countries. 

Answer:  FALSE

Diff: 2      Page Ref: 10

Skill:  Concept

Objective:  1-4

AACSB:  Dynamics of the global economy

11) International business is primarily the domain of large, resourceful firms. 

Answer:  FALSE

Diff: 1      Page Ref: 10

Skill:  Concept

Objective:  1-4

AACSB:  Dynamics of the global economy

12) Exporting is the most common foreign market entry strategy of the SME. 

Answer:  TRUE

Diff: 2      Page Ref: 10

Skill:  Concept

Objective:  1-4

AACSB:  Dynamics of the global economy

13) For manufacturing companies, on a per-unit-of-output basis, high volumes of production are correlated with lower per-unit cost. 

Answer:  TRUE

Diff: 3      Page Ref: 11

Skill:  Concept

Objective:  1-5

AACSB:  Dynamics of the global economy

14) A firm's decision to internationalize is generally made as a reaction to the phenomenon of market globalization. 

Answer:  FALSE

Diff: 1      Page Ref: 11-12

Skill:  Concept

Objective:  1-5

AACSB:  Dynamics of the global economy

15) Firms that pursue internationalization as a strategic move tend to approach global competition more aggressively than do firms that internationalize for reactive reasons. 

Answer:  TRUE

Diff: 2      Page Ref: 12

Skill:  Concept

Objective:  1-5

AACSB:  Dynamics of the global economy

16) The collapse of the Soviet Union in 1989 hindered the forces of market liberalization in Eastern Europe. 

Answer:  FALSE

Diff: 2      Page Ref: 13

Skill:  Concept

Objective:  1-5

AACSB:  Dynamics of the global economy

17) Since the 1980s, emerging market countries have experienced substantial market liberalization and privatization. 

Answer:  TRUE

Diff: 2      Page Ref: 13

Skill:  Concept

Objective:  1-5

AACSB:  Dynamics of the global economy

18) The rate of speed at which nations integrate into the global economy is relatively consistent, regardless of income level. 

Answer:  FALSE

Diff: 3      Page Ref: 13

Skill:  Concept

Objective:  1-5

AACSB:  Dynamics of the global economy

19) National economic integration refers to the economic interdependence experienced by closely associated countries that have formed an alliance.

Answer:  FALSE

Diff: 2      Page Ref: 15

Skill:  Concept

Objective:  1-6

AACSB:  Dynamics of the global economy

20) Countries in free trade areas only import and export products and services within the regional economic bloc.

Answer:  FALSE

Diff: 2      Page Ref: 16

Skill:  Concept

Objective:  1-6

AACSB:  Dynamics of the global economy

21) The European Union, formerly the European Economic Community, is the world's oldest, largest, and most advanced economic bloc. 

Answer:  TRUE

Diff: 1      Page Ref: 18

Skill:  Concept

Objective:  1-6

AACSB:  Dynamics of the global economy

22) In economic unions, member countries often adopt standardized tax rates and exchange rates.

Answer:  TRUE

Diff: 2      Page Ref: 17

Skill:  Concept

Objective:  1-6

AACSB:  Dynamics of the global economy

23) The introduction of the euro in 2002 meant that the monetary power of national governments within the EU was taken over by the European Central Bank. 

Answer:  TRUE

Diff: 2      Page Ref: 18

Skill:  Concept

Objective:  1-6

AACSB:  Dynamics of the global economy

24) Rationalization after regional integration reduces redundancy in a firm by lowering costs and improving the efficiency of company operations.

Answer:  TRUE

Diff: 3      Page Ref: 20

Skill:  Concept

Objective:  1-6

AACSB:  Dynamics of the global economy

25) International business is defined as the performance of ________ activities by firms across national borders.

A) marketing and fiduciary

B) trade and investment

C) finance and operational

D) manufacturing and sales

Answer:  B

Diff: 1      Page Ref: 2

Skill:  Concept

Objective:  1-1

AACSB:  Dynamics of the global economy

26) International business is also known as which of the following?

A) born global business

B) laissez-faire business

C) cross-border business

D) multi-hub business

Answer:  C

Diff: 2      Page Ref: 2

Skill:  Concept

Objective:  1-1

AACSB:  Dynamics of the global economy

27) Globalization has helped increase all of the following except ________.

A) the variety of capital flows across national borders

B) the economic isolation of developing countries

C) the rate at which products are diffused worldwide

D) the volume of cross-border transactions 

Answer:  B

Diff: 3      Page Ref: 3

Skill:  Concept

Objective:  1-1

AACSB:  Dynamics of the global economy

28) Which of the following is another term for importing?

A) capital investment

B) supply side development

C) global sourcing

D) unilateral procurement

Answer:  C

Diff: 1      Page Ref: 3

Skill:  Concept

Objective:  1-2

AACSB:  Dynamics of the global economy

29) Which of the following is subject to importing and exporting?

A) both finished products and intermediate goods

B) finished products but not intermediate goods

C) intermediate goods but not raw materials

D) raw materials and components, but not finished products

Answer:  A

Diff: 2      Page Ref: 4

Skill:  Concept

Objective:  1-2

AACSB:  Dynamics of the global economy

30) ________ refers to the transfer of assets to another country or the acquisition of assets in that country.

A) International investment

B) International trade

C) Importing

D) Exporting

Answer:  A

Diff: 1      Page Ref: 4

Skill:  Concept

Objective:  1-2

AACSB:  Dynamics of the global economy

31) Each of the following represents a factor of production except ________.

A) manufacturing infrastructures

B) technology

C) government regulations

D) managerial talent

Answer:  C

Diff: 2      Page Ref: 5

Skill:  Application

Objective:  1-2

AACSB:  Dynamics of the global economy

32) Which of the following would not be considered an example of foreign direct investment (FDI)?

A) cross-border purchase of a textile plant

B) cross-border purchase of stocks

C) purchase of capital assets of a foreign company

D) purchase of foreign land for business operations

Answer:  B

Diff: 2      Page Ref: 4

Skill:  Application

Objective:  1-2

AACSB:  Dynamics of the global economy

33) ________ is the total value of products and services produced in a country over the course of a year.

A) GDP

B) CAD

C) FDI

D) PPP

Answer:  A

Diff: 1      Page Ref: 4

Skill:  Concept

Objective:  1-2

AACSB:  Dynamics of the global economy

34) Which of the following best explains why export growth has outpaced the growth of domestic production during the last few decades?

A) Both world exports and domestic production have grown significantly over the past 30 years.

B) The cost to import products is generally higher than the cost to produce domestic products.

C) Growth in gross domestic product in most countries has steadily increased since 1970.

D) Advanced economies now source many of their consumable products from low-cost manufacturing nations.

Answer:  D

Diff: 3      Page Ref: 4

Skill:  Critical Thinking

Objective:  1-2

AACSB:  Dynamics of the global economy; Reflective thinking skills

35) Each of the following has contributed to the rapid integration of world economies except ________.

A) the growth of emerging market countries

B) the increase in trade barriers

C) advances in information technology

D) the liberalization of markets

Answer:  B

Diff: 2      Page Ref: 12-13

Skill:  Application

Objective:  1-2

AACSB:  Dynamics of the global economy

36) Which of the following types of risk is also known as political risk?

A) currency risk

B) cross-cultural risk

C) commercial risk

D) country risk

Answer:  D

Diff: 1      Page Ref: 8

Skill:  Concept

Objective:  1-3

AACSB:  Dynamics of the global economy

37) Which of the following is not an example of a cross-cultural risk factor?

A) negotiation patterns

B) decision-making styles

C) costs of production

D) ethical practices

Answer:  C

Diff: 2      Page Ref: 7-8

Skill:  Application

Objective:  1-3

AACSB:  Dynamics of the global economy

38) Fluctuating exchange rates are an example of which of the following?

A) country risk

B) political risk

C) currency risk

D) cross-cultural risk

Answer:  C

Diff: 2      Page Ref: 8

Skill:  Application

Objective:  1-3

AACSB:  Dynamics of the global economy

39) Businesses that directly initiate and implement international business activity are known as ________.

A) focal firms

B) fiscal enterprises

C) fiduciary trusts

D) business affiliates

Answer:  A

Diff: 2      Page Ref: 9

Skill:  Concept

Objective:  1-4

AACSB:  Dynamics of the global economy

40) Which of the following countries hosts the greatest number of MNEs?

A) Germany

B) Japan

C) Netherlands

D) United States

Answer:  D

Diff: 2      Page Ref: 10

Skill:  Concept

Objective:  1-4

AACSB:  Dynamics of the global economy

41) Each of the following types of organizations is active in international business except ________.

A) MNE

B) SME

C) RND

D) NGO

Answer:  C

Diff: 1      Page Ref: 9-10

Skill:  Concept

Objective:  1-4

AACSB:  Dynamics of the global economy

42) Which of the following is an example of a new global challenger?

A) a firm from Russia that is rapidly growing in the communications industry

B) a U.S. non-profit that focuses on fund raising for children's health care

C) an MNE from France with large-scale operations across the globe

D) an SME from Canada that began international operations early in its development

Answer:  A

Diff: 2      Page Ref: 10

Skill:  Application

Objective:  1-4

AACSB:  Dynamics of the global economy

43) Which of the following is not a driver of market globalization?

A) market liberalization

B) technological advances

C) increased import tariffs

D) economic development

Answer:  C

Diff: 2      Page Ref: 12-13

Skill:  Application

Objective:  1-5

AACSB:  Dynamics of the global economy

44) Reduction in trade barriers is associated with the emergence of which of the following?

A) Japan's transition to a command economy

B) regional economic integration blocs

C) member defection from the WTO

D) violation of GATT provisions

Answer:  B

Diff: 2      Page Ref: 12

Skill:  Concept

Objective:  1-5

AACSB:  Dynamics of the global economy

45) Which of the following drivers of market globalization enables firms to engage in foreign currency transactions?

A) economic development 

B) integration of world financial markets

C) market liberalization

D) reduction of barriers to investment

Answer:  B

Diff: 1      Page Ref: 13

Skill:  Concept

Objective:  1-5

AACSB:  Dynamics of the global economy

46) The ability of a nation to govern its own affairs is known as ________.

A) sovereignty

B) liberalization

C) interdependence

D) homogenization

Answer:  A

Diff: 1      Page Ref: 13

Skill:  Concept

Objective:  1-5

AACSB:  Dynamics of the global economy

47) Which of the following terms refers to the relocation of manufacturing and other value-chain activities to cost-effective locations abroad?

A) protectionism

B) cultural imperialism

C) labor migration

D) offshoring

Answer:  D

Diff: 2      Page Ref: 14

Skill:  Concept

Objective:  1-5

AACSB:  Dynamics of the global economy

48) NAFTA is an example of which of the following levels of regional integration?

A) free trade area

B) political union

C) economic union

D) common market

Answer:  A

Diff: 2      Page Ref: 16

Skill:  Application

Objective:  1-6

AACSB:  Dynamics of the global economy

49) Which of the following is an example of a customs union?

A) NAFTA

B) ASEAN

C) MERCOSUR

D) EFTA

Answer:  C

Diff: 2      Page Ref: 16

Skill:  Application

Objective:  1-6

AACSB:  Dynamics of the global economy

50) Which of the following is an example of a common market?

A) EU

B) ASEAN

C) NAFTA

D) EFTA

Answer:  A

Diff: 2      Page Ref: 16-17

Skill:  Application

Objective:  1-6

AACSB:  Dynamics of the global economy

51) Which of the following is the way in which common markets differ from customs unions?

A) Products, services, and factors of production are allowed to move freely between member countries.

B) Tariffs and non-tariff trade barriers are eliminated when trade and business investments occur between member nations.

C) Member nations share a regulated system of tariff rates and equally distribute tax revenue received from non-member countries.

D) The monetary, tax, and fiscal policies of member nations are overseen by a central authority.

Answer:  A

Diff: 3      Page Ref: 17-18

Skill:  Concept

Objective:  1-6

AACSB:  Dynamics of the global economy

52) Switzerland is a member of which of the following economic blocs?

A) EU

B) EFTA

C) CAN

D) APEC

Answer:  B

Diff: 1      Page Ref: 18

Skill:  Concept

Objective:  1-6

AACSB:  Dynamics of the global economy

53) Firms often internationalize within an economic bloc for all of the following reasons except ________.

A) gain international experience 

B) generate new sales and profits

C) reduce exposure to competition

D) increase source of supplies

Answer:  C

Diff: 1      Page Ref: 20

Skill:  Concept

Objective:  1-6

AACSB:  Dynamics of the global economy

Freehold Investment Corp. (Scenario)

Dan Freehold and his business partner, Bethany Quinn, are successful investors engaged in a variety of enterprises. Recently Dan and Bethany have decided to expand their foreign investing operations. They hold a meeting for individuals interested in participating in certain overseas ventures.

54) At the meeting, Dan explains to the attendees that Freehold direct investment projects differ from international trade in that ________.

A) the firm itself is crossing international borders to purchase foreign assets

B) the firm is restricting its investments to stocks and does not purchase mutual funds

C) the firm has chosen to focus strictly on the technology sector

D) the firm is engaging in the transfer of products across national borders

Answer:  A

Diff: 2      Page Ref: 2

Skill:  Concept

Objective:  1-1

AACSB:  Dynamics of the global economy

55) Dan discusses an investment opportunity that involves the purchase of selected securities from the Chinese stock market. This opportunity represents which type of international investment?

A) indirect production

B) international portfolio 

C) foreign direct

D) domestic securities

Answer:  B

Diff: 2      Page Ref: 4

Skill:  Application

Objective:  1-2

AACSB:  Dynamics of the global economy

56) Bethany presents another opportunity that involves the purchase of a manufacturing plant in South Korea. She explains that this type of strategy will involve ________ ownership on the part of the firm.

A) indirect

B) passive

C) short-term

D) active

Answer:  D

Diff: 3      Page Ref: 4

Skill:  Application

Objective:  1-2

AACSB:  Dynamics of the global economy

57) Phillip Hardy, one of the potential investors, expresses the desire to purchase only those types of assets in which he can maintain a relatively short-term interest. Which of the following investment opportunities would be most suited for Mr. Hardy? 

A) a venture that gives investors ownership of the equipment used by multiple South African mining companies

B) an initiative to purchase the technology assets of an Indian consulting firm

C) the Freehold Eastern Growth Fund, which purchases Eastern European growth stocks

D) the Freehold World Climb Project, which maintains partial ownership of an Australian hiking equipment production plant

Answer:  C

Diff: 3      Page Ref: 4

Skill:  Application

Objective:  1-2

AACSB:  Dynamics of the global economy

International Trade Summit (Scenario)

An international trade summit is held in Geneva, Switzerland. The purpose of the summit is to cooperatively develop policies that promote international trade. Representatives from 50 different countries attend the summit.

58) One of the attendees represents a leading nation in the international merchandise trade. This attendee is most likely from which of the following countries?

A) New Zealand

B) Germany

C) Kenya

D) Saudi Arabia

Answer:  B

Diff: 1      Page Ref: 4

Skill:  Concept

Objective:  1-2

AACSB:  Dynamics of the global economy

59) One of the attendees represents a leading nation in the international services trade. This attendee is most likely from which of the following countries?

A) Brazil

B) Greece

C) Spain

D) South Africa

Answer:  C

Diff: 3      Page Ref: 7

Skill:  Concept

Objective:  1-2

AACSB:  Dynamics of the global economy

60) One summit attendee pointed out that the total value of her country's products trade typically accounted for more than 100 percent of her nation's GDP. This attendee most likely represents ________.

A) Japan

B) United Kingdom

C) France

D) Netherlands

Answer:  D

Diff: 3      Page Ref: 4

Skill:  Concept

Objective:  1-2

AACSB:  Dynamics of the global economy

Overseas Expansion (Scenario)

Whittaker Semiconductors has recently decided to expand its operations overseas. Amanda Quan, Vice President of International Business, assigned a team of investigators to analyze the risks faced by the company in making this move. Of particular interest were the risks that might affect the success of a new production plant to be located in one of three potential countries.

61) Philip Baxter reported on the risks associated with establishing the plant in Country A. The most significant risk, in his view, was posed by the government's complex bureaucratic structure. Philip reported the likelihood of significant administrative delays in opening the plant. The risk identified by Philip is an example of which of the following?

A) country risk

B) commercial risk

C) currency risk

D) cross-cultural risk

Answer:  A

Diff: 2      Page Ref: 8

Skill:  Application

Objective:  1-3

AACSB:  Dynamics of the global economy

62) LeShaun Golding researched the risks linked to establishing the plant in Country B. He cited government intervention, lack of local managerial talent, and unethical business practices as the most prominent risks for this location. LeShaun noted all of the following types of risks except ________.

A) currency risk

B) political risk

C) country risk

D) cross-cultural risk

Answer:  A

Diff: 3      Page Ref: 8-9

Skill:  Application

Objective:  1-3

AACSB:  Dynamics of the global economy

63) Rosa Suarez reported on her analysis of cross-cultural risks involved with establishing the plant in Country C. Each of the following was most likely discussed in her report except ________.

A) language barriers

B) lifestyle differences

C) religious beliefs

D) the level of national debt

Answer:  D

Diff: 2      Page Ref: 7-8

Skill:  Application

Objective:  1-3

AACSB:  Dynamics of the global economy

Global Operations Report (Scenario)

As Vice President of Global Expansion for Pax Telecom, Deva Mikiri is tasked with preparing a comprehensive report on the company's global operations over the past twenty years. Deva assigns three strategists to collaborate on the History portion of the report, which details the rationale behind Pax's decisions to expand operations in particular areas. Rashid Ahl focuses on early expansion to China, which occurred after China began to make its market more accessible to foreign companies. Markus Teller focuses on Pax's expansion to Eastern Europe, which was motivated by increased industry privatization in key countries. Lavonne Jackson focuses on expansion to Japan, which happened when the company's commercial bank expanded its service network to Asia.

64) Which of the following drivers of market globalization does Markus most likely cite as responsible for the company's expansion to Eastern Europe?

A) advances in technology

B) integration of world financial markets

C) market liberalization

D) industrialization

Answer:  C

Diff: 2      Page Ref: 13

Skill:  Application

Objective:  1-5

AACSB:  Analytic skills

65) In describing the main driver behind Pax's expansion to China, Rashid most likely emphasizes ________.

A) economic development

B) advances in technology

C) reduction of barriers to trade

D) integration of world financial markets

Answer:  C

Diff: 2      Page Ref: 12

Skill:  Application

Objective:  1-5

AACSB:  Analytic skills

66) Lavonne's research most likely recognizes which of the following drivers of market globalization as responsible for the company's expansion to Japan?

A) integration of world financial markets

B) modernization

C) adoption of free markets

D) reduction of barriers to investment

Answer:  A

Diff: 2      Page Ref: 37

Skill:  Application

Objective:  1-5

AACSB:  Analytic skills

Globalization Debate (Scenario)

In his international business class, Professor Jang organizes a debate on the societal effects of market globalization. Juan Prince takes a position that highlights the negative effects of market globalization. He emphasizes how multinational enterprises can wield so much influence that they threaten national sovereignty. He also notes the prevalence of low wages and sweatshop conditions as firms utilize low-cost labor abroad. Juan then describes the detrimental effects of corporate pollution on the environment, and he ends his argument by explaining how market globalization helps shift cultures to a universal norm. Rina Taylor is assigned to counter Juan's position.

67) Which of the following most likely supports Rina's argument over Juan's concerning wages and working conditions in developing countries?

A) Most African countries today still suffer from low or negative GDP growth.

B) Vietnam has experienced a five-fold increase in wages as a result of the growth of the footwear industry there.

C) The move of Electrolux to Mexico cost Michigan 2,700 jobs. 

D) Minimum wages should be established at set levels, regardless of the impact on the number of jobs.

Answer:  B

Diff: 3      Page Ref: 14

Skill:  Critical Thinking

Objective:  1-5

AACSB:  Dynamics of the global economy; Reflective thinking skills

68) Rina most likely counters Juan's claim regarding environmental effects by pointing out which of the following?

A) Land preservation is more important than pollution reduction for preserving the environment.

B) China's landscape was permanently altered by the construction of the Three Gorges Dam.

C) Environmental destruction tends to diminish in the long run, as economies develop.

D) Attempts at foreign cultural imperialism are often blocked by national governments.

Answer:  C

Diff: 3      Page Ref: 14

Skill:  Critical Thinking

Objective:  1-5

AACSB:  Dynamics of the global economy; Reflective thinking skills

69) Which of the following most likely supports Rina's argument over Juan's concerning the homogenization of national cultures?

A) The standardizing forces of globalization are often resisted through increasing nationalism.

B) Foreign values tend to shift not just superficial aspects of culture, but deeply held beliefs as well.

C) Material goods such as cell phones and computers are found in most homes throughout the world.

D) In most industries, domestic operation alone cannot sustain competitive business growth.

Answer:  A

Diff: 3      Page Ref: 15

Skill:  Critical Thinking

Objective:  1-5

AACSB:  Dynamics of the global economy; Reflective thinking skills

70) In a short essay, explain the four trends that provide evidence for the globalization of markets. Provide an example to illustrate one of the trends.

Answer:  In practical terms, the globalization of markets is evident in several related trends. First is the unprecedented growth of international trade. For example, in 1960, cross-border trade was modest — about $100 billion per year. Today, it accounts for a substantial proportion of the world economy, amounting to some $13 trillion annually — that is, $13,000,000,000,000! Second, trade between nations is accompanied by substantial flows of capital, technology, and knowledge. The third trend is the development of highly sophisticated global financial systems and mechanisms that facilitate the cross-border flow of products, money, technology, and knowledge. Fourth, globalization has brought about a greater degree of collaboration among nations through such organizations as the World Trade Organization and the International Monetary Fund.

Diff: 2      Page Ref: 3

Skill:  Synthesis

Objective:  1-1

AACSB:  Dynamics of the global economy

71) In a short essay, describe the major trends in the growth of foreign direct investment (FDI) since the 1980s. 

Answer:  Since the 1980s, foreign direct investment (FDI) has undergone dramatic growth into various world regions. The dollar volume of FDI has grown immensely, especially into advanced (or developed) economies such as Japan, Europe, and North America. FDI inflows were interrupted in 2001 with the worldwide panic that ensued following the September 11 terrorist attacks in the United States, but the trend remains strong and is growing over time.

Of particular significance is the growth of FDI into developing economies, nations with lower incomes, less developed industrial base, and shortage of investment capital. Most of the developing economies are located in parts of Africa, Asia, and Latin America. Despite poor income levels, developing economies collectively comprise a substantial and growing proportion of international trade and investment activities. 

Diff: 2      Page Ref: 5-6

Skill:  Synthesis

Objective:  1-2

AACSB:  Dynamics of the global economy
72) In a short essay, explain the cross-cultural risk faced by internationalizing firms. What causes this type of risk? Why might it pose a problem for internationalizing firms?

Answer:  Cross-cultural risk is posed by differences in language, lifestyles, mindsets, customs, and religion. Values unique to a culture tend to be long-lasting and transmitted from one generation to the next. These values influence the mindset and work style of employees and the shopping patterns of buyers. Foreign customer characteristics differ significantly from those of buyers in the home market. 

Language is a window on people's value systems and living conditions. Miscommunication due to cultural differences gives rise to inappropriate business strategies and ineffective relations with customers. 

Diff: 2      Page Ref: 7-8

Skill:  Synthesis

Objective:  1-3

AACSB:  Communication abilities; Dynamics of the global economy; Multicultural and diversity understanding

73) In a short essay, explain why non-profit organizations might conduct cross-border activities. 

Answer:  In addition to profit-seeking focal firms in international business, there are numerous non-profit organizations that conduct cross-border activities. These include charitable groups and non-governmental organizations (NGOs). Nonprofit organizations pursue special causes through their international activities. They may serve as advocates for the arts, education, politics, religion, or research. They operate internationally either to conduct their activities or raise funds. 

Examples of non-profit organizations include the Bill and Melinda Gates Foundation and the British Wellcome Trust, which support health and educational initiatives. CARE is an international non-profit organization dedicated to reducing poverty.

Diff: 2      Page Ref: 10

Skill:  Synthesis

Objective:  1-4

AACSB:  Dynamics of the global economy

74) How has the adoption of free markets worldwide served as a driver of market globalization? Provide examples to support your answer.

Answer:  The adoption of free markets worldwide has helped to drive market globalization by helping to integrate former command economies into the global economy. Examples include market liberalization in the Soviet Union, China, Eastern Europe, India, and many countries of East Asia. 

The collapse of the Soviet Union's economy in 1989, the tearing down of the Berlin Wall that same year, and China's free-market reforms smoothed the integration of former command economies into the global economy. Numerous East Asian economies, stretching from South Korea to Malaysia, Indonesia, and India had already embarked on ambitious market-based reforms. These events opened roughly one-third of the world to freer international trade and investment.
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75) In a short essay, discuss the benefits of the worldwide trend toward regional economic integration, and briefly describe the five levels of economic integration.

Answer:  One of the most remarkable features of contemporary international business is the worldwide trend toward regional economic integration. Also known as regional integration, regional economic integration refers to the growing economic interdependence that results when two or more countries within a geographic region form an alliance aimed at reducing barriers to trade and investment. Since the end of World War II, most nations have sought to cooperate, with the aim of achieving some degree of economic integration. More than 50 percent of world trade today takes place under some form of preferential trade agreement signed by groups of countries. The trend is based on the premise that, by cooperating, nations within a common geographic region connected by historical, cultural, linguistic, economic, or political factors can gain mutual advantages. The free trade that results from economic integration helps nations attain higher living standards by encouraging specialization, lower prices, greater choices, increased productivity, and more efficient use of resources.

There are five possible levels of regional integration. The political union represents the ultimate degree of integration among countries, which no countries have yet achieved.

The free trade area is the simplest and most common arrangement, in which member countries agree to gradually eliminate formal barriers to trade in products and services within the bloc, while each member country maintains an independent international trade policy with countries outside the bloc.

The customs union is the second level of regional integration, similar to a free trade area except that member states harmonize their external trade policies and adopt common tariff and nontariff barriers on imports from nonmember countries.

In the third stage of regional integration, member countries establish a common market (also known as a single market), in which trade barriers are reduced or removed, common external barriers are established, and products, services, and factors of production such as capital, labor, and technology are allowed to move freely among the member countries.

An economic union is the fourth stage of regional integration, in which member countries enjoy all the advantages of early stages but also strive to have common fiscal and monetary policies. At the extreme, each member country adopts identical tax rates. The bloc aims for standardized monetary policy, which requires establishing fixed exchange rates and free convertibility of currencies among the member states, in addition to allowing the free movement of capital. This standardization helps eliminate discriminatory practices that might favor one member state over another.
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