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1. Introduction to Globalization

1.1.Introduction to Globalization:

The International Monetary Fund (IMF) defines globalization as the growing economic
interdependence of countries worldwide. This happens through increasing cross-border
trade in goods and services, capital flows, and the rapid sharing of technology. Globalization
allows countries to exchange goods, services, knowledge, and cultural practices on. a global

scale.

Peter Drucker, in Management Challenges for the 21st Century, emphasizes that every
organization—whether a business, university, or hospital-=must aim for global
competitiveness. Failure to meet global standards may hindertan institution's chances of

survival and success.
Globalization can be understood at two levels:

. Macro Level: Refers to the globalization of the world economy, where countries'
economies become more interconnected.
2. Micro Level: Refers to the globalization of businesses and firms that expand their

operations across multiple countries.

At its essence, globalization accelerates the movement of people, goods, services, capital,
technologies, and cultural practices worldwide. It fosters collaboration and innovation,

creating opportunities for individuals and organizations to explore new markets.

For Indian businesses, globalization has opened avenues for growth. For instance, Tata
Group, one of Jndia’s largest conglomerates, operates in more than 100 countries. Similarly,

Infosys and Wipro have emerged as global leaders in IT services.

Globalization is not just about international trade or investment; it is a mindset that views the
entire world as a single market. Companies like Reliance Industries have built their strategies
around global business dynamics, setting an example of how to succeed in this interconnected

world.



1.2.The globalization of Markets

Globalization of markets refers to integrating and merging distinct national markets into a
single global market. This integration involves identifying common consumer preferences,
norms, and values, leading to a cultural shift toward shared products and services. Many
products and services now enjoy global acceptance, including Coca-Cola, McDonald's, and

Sony Walkmans.

From an Indian perspective, Bollywood movies, yoga, and traditional Indian cuisines like
biryani and dosa have achieved international recognition, showcasing India's eultural

influence globally.
1.2.1. Features of Globalisation of Markets

1. Small Companies Can Go Global: Even small businesses can find success in global
markets. For example, Indian startups like Chumbak, which sells quirky lifestyle
products, have reached international markets through online platforms.

2. Persistence of National Differences: Despite globalization, national markets retain
unique characteristics. Companies adapt their strategies to suit local preferences. For
example, McDonald's in India serves McAloo Tikki burgers to cater to Indian
vegetarian consumers, while (Levis offers jeans tailored to Indian sizes and
preferences.

3. Focus on Non-Consumer Goods: Global markets also include industrial goods and
services. Indian companies like Bharat Forge and Tata Steel have made a mark
globally by exporting machinery and steel products.

4. Intense Global Competition: Indian companies frequently compete with global
giants in domestic and international markets. For example, Patanjali competes with
multinational FMCG companies like Unilever in India, while Tata Motors rivals

global automobile brands such as Toyota and Ford.
1.2.2. Reasons for Globalisation of Markets

. Mass Production: Large-scale industrialization enabled Indian companies like Bajaj
Auto and Hero MotoCorp to produce vehicles in bulk, prompting them to explore
international markets for growth.

2. Risk Diversification: Companies like Infosys and TCS expanded their operations
worldwide to reduce dependency on the Indian market, spreading risks across

multiple geographies.



3. Profit Maximization: Indian firms like Mahindra & Mahindra have entered global
markets to boost revenues and achieve sustainable growth.

4. Challenges in Domestic Markets: The limited size of the Indian market for niche
products has driven companies like Zomato to expand operations globally, especially
in regions with higher purchasing power.

5. Rising Demand in Foreign Markets: The popularity of Indian products like spices,
tea (Tata Tea), and garments has driven companies to cater to foreign markets,
leveraging the global demand for Indian goods.

6. Failure of Local Firms: In certain industries, the inability of local companies to meet
consumer needs has created opportunities for Indian firms to step in: For instance,
Flipkart capitalized on the gaps left by foreign e-commerce giants in serving the

Indian market and later expanded its services globally.

1.3.The globalization of productions

Globalisation of production means setting up manufacturing units in different parts of the
world to take advantage of lower costs, better resouteces, and quicker access to markets. Many
factors, such as cheaper labor, access to quality raw . materials, and favorable policies,

encourage companies to produce goods in foreign countries or multiple locations.

1.3.1. Reasons for Globalization offProduction

1. Import Restrictions; Some countries impose restrictions on imports, so companies
set up local production units. For example, Toyota opened plants in the USA and UK
due to import restrictions, and Indian companies like Mahindra & Mahindra have
started manufacturing in the US to avoid similar challenges.

2. 7Access to Better Raw Materials: Companies may find high-quality and affordable
raw materials in other countries. For instance, Tata Steel sources raw materials
globally to improve the quality of its products.

3. Lower Production Costs: Manufacturing in countries with cheaper labor and
materials helps reduce costs. Indian companies like Arvind Mills outsource fabric
production to Bangladesh for cost efficiency, while international companies like
Apple manufacture iPhones in India to reduce costs.

4. Skilled but Affordable Labor: India itself is known for offering skilled workers at
reasonable costs, which has attracted global companies like Samsung and Foxconn to

set up production plants in cities like Chennai and Bengaluru.



Flexible Labor Laws: Some countries have relaxed labor laws that make it easier for
companies to operate. In India, the "Make in India" initiative has simplified
regulations to attract global manufacturers like Bosch and Hyundai.

Lower Transportation Costs: Companies save money by producing goods close to
their target markets. For example, Maruti Suzuki has plants located in Gujarat to cater
to domestic and export markets efficiently.

Access to Neighboring Markets: Producing in one country can help companies sell
to nearby regions. For instance, Tata Motors has plants in South Africa to serve the
African market.

Customizing Products for Local Markets: Setting up production units close to
customers allows companies to adapt products to local tastes. For example, Nestlé
India develops specific flavors for Maggi and other products to match Indian

preferences.
1.3.2. Benefits of Globalisation of Production

Lower Costs: By producing goods in cost-efficient locations, companies can sell
products at affordable prices. Indian pharmaceutical companies like Sun Pharma
manufacture low-cost generic medicines for global markets.

Improved Quality: Access to the best resources worldwide ensures high-quality
production. For example,Bajaj Auto uses globally sourced components to produce
world-class motorcycles.

Faster Delivery; Locating production facilities near markets reduces the time it takes
to deliver products. For example, Reliance Industries operates in multiple locations

globally to serve its customers quickly.

Examples

L.

Boeing Aircraft: Boeing sources over 1,32,500 parts for its 777 model from different
countries like Japan, the USA, and France. Similarly, Indian companies like Bharat
Forge export auto components to global manufacturers like Ford and Volkswagen.

Tata Motors: Tata Motors produces vehicles in India and abroad, such as in South
Korea (through Tata Daewoo) and the UK (Jaguar Land Rover), to serve local and

global markets.



3. Foxconn in India: Foxconn, a supplier for Apple, manufactures iPhones in India,
reducing production and transportation costs while meeting the needs of the Indian
market.

4. Maruti Suzuki: Maruti Suzuki, India's largest car manufacturer, has strategically
located plants in Haryana and Gujarat to cater to both Indian and international

markets.
1.3.3. Key Strategies Enabled by Globalisation of Production

1. Cost Leadership: Companies can offer affordable products by producing them in
low-cost regions.
2. Better Quality: Globally sourced materials and expertise ensure superior products.

3. Speed to Market: Strategically located production facilities.enable faster delivery.

In conclusion, the globalization of production helps companies save costs, improve
quality, and serve customers faster. Indian businesses like Tata Motors, Sun Pharma, and
Infosys are successfully integrating into global supply chains. At the same time, global
companies are recognizing India as a manufacturing hub, strengthening the country's role

in the global economy.

1.4.Drivers of globalization

Globalisation 1s driven by several external factors that promote international trade,
investment, and economic integration. Here are the key drivers explained in simple terms

with Indian examples:

1. Establishment of WTO
The World- Trade Organization (WTO) was formed on January 1, 1995, replacing the
General Agreement on Tariffs and Trade (GATT). WTO helps regulate global trade,

encouraging smoother trade, investments, and economic growth worldwide.

e Indian Example: WTO agreements have helped Indian industries like textiles and
agriculture access global markets. For example, India exports a significant portion of

its cotton and spices to countries worldwide due to WTO-facilitated trade agreements.

2. Regional Integration



Regional integration occurs when neighboring countries come together to create economic
zones. These zones increase market size, production levels, and employment opportunities

while providing consumers with a wider variety of affordable products.

« Examples of Regional Integration: European Union (EU), ASEAN, NAFTA, and
SAARC.

o Indian Example: India benefits from SAARC (South Asian Association for
Regional Cooperation), promoting trade among South Asian nations, and
partnerships like India-ASEAN Free Trade Agreement, which enhances exports of

Indian software and pharmaceuticals.

3. Declining Trade Barriers
Trade barriers such as tariffs and quotas were previously used to protect demestic.industries.
After World War II, many countries, including India, started redueing these barriers to enable

the free flow of goods and services.

o Indian Example: India's reduction of tariffs and trade restrictions post-1991
liberalization allowed global brands like Coca-Cola and Honda to enter the Indian

market while enabling Indian companies like Tata and Infosys to expand abroad.

4. Declining Investment Barriers
Earlier, governments imposed restrictions on foreign investments to protect local businesses.
Today, many countries, including India, have eased these barriers to attract foreign

investments and boost economic growth.

e Indian Example: The Indian government introduced the Make in India initiative,
which encourages foreign companies like Apple and Samsung to set up

manufacturing plants in India.

5. Increase in FDI (Foreign Direct Investment)
FDI refers to investments made by companies to set up factories, offices, or other facilities in
another country. The growth of FDI has been driven by the need to access new markets,

increase profits, and acquire advanced technologies.

e Indian Example: Major FDI inflows into India include investments by Amazon in e-
commerce, Hyundai in automobiles, and lkea in retail. These investments help create

jobs and improve infrastructure in India.



6. Technological Advancements

Rapid advancements in technology, especially after the 1980s, have revolutionized global
communication, transportation, and information sharing. Innovations such as the internet,
smartphones, and faster transportation systems have made it easier for businesses to operate

internationally.

o Indian Example: The rise of India's IT sector, led by companies like TCS and
Wipro, has been fueled by advancements in telecommunications and internet

technologies. This has allowed Indian firms to offer services to clients worldwide.

7. Growth of Multinational Corporations (MNCs)
MNCs are companies that operate in multiple countries. These corporations invest in
different regions to expand their markets and take advantage of local resources. Their

presence drives globalisation by connecting economies worldwide:

o Indian Example: Indian companies like Tata Group (Jaguar Land Rover in the UK)
and Reliance Industries (global petrochemicals market) are examples of Indian MNCs
operating globally. Conversely, global giants like Nestlé, Unilever, and Microsoft

have a strong presence in India.



2. Differences in Political Legal & Economic
Environment

2.1.Introduction

The political, legal, and economic environments vary significantly across countries,
influencing how businesses operate and make decisions in international markets. Political
systems differ from one nation to another, with governments ranging from democracies to
authoritarian regimes, impacting the stability and predictability of business operations.
Similarly, economic systems—ranging from capitalism to socialism—shape how resources
are allocated and how businesses compete. Legal systems, influenced by local laws and
regulations, govern commercial activities and intellectual property protection: Eurthermore,
significant differences exist in contract law and property rights; with varying levels of
enforcement and protection that can affect business agreements-and ewnership structures.
Understanding these differences is essential for businesses operating across borders, as they

navigate diverse regulatory and economic landscapes.

2.2.Nationwide Differences in Political Systems

Political systems vary across countries.and are broadly categorized into collectivism and
individualism, based on how they prioeritize societal or individual goals. Let’s explore these

concepts in detail with examples; including those from India.

2.2.1. Collectiyism{Socialism)

Collectivism emphasizes. the needs and goals of society over those of individuals. It argues
that individual rights may be limited if they conflict with the greater good of society. This
philosophy advocates for prioritizing collective welfare, often leading to state control over

resources and decision-making.

o Philosophical Roots: The concept of collectivism can be traced back to Plato, who
suggested in The Republic that individual rights should be secondary to the needs of
society. Plato proposed that society should be divided into classes, with the ruling

class governing for the benefit of all.

¢ Socialism: A Modern Form of Collectivism

Modern collectivism is often associated with socialism, a system rooted in the ideas of Karl

Marx. Marx argued that capitalism exploits workers for the benefit of the few, leading to
8



inequality. He proposed that if the state owned the means of production, it could ensure fair

compensation and equitable distribution of resources.

o Key Ideologies in Collectivism (Socialism):

o Communism: Believes socialism can only be achieved through revolution and
totalitarian rule. For example, China operates as a communist state with
limited individual political freedoms, although it has moved toward a market-
driven economy.

o Social Democracy: Advocates achieving socialism through democratic
means. Countries like India and Brazil have adopted social demoeratic

policies, balancing state ownership and market economy.
e Challenges in Collectivism (Socialism)

While collectivism aims for equality, in practice, state-owned enterprises often face

inefficiency due to lack of competition and guaranteed government support.

o Indian Example: In the 1970s and 1980s, India followed a collectivist approach with
large-scale state ownership of industries like steel, airlines, and telecommunications.
However, inefficiencies and lack of innovation led to reforms in 1991, introducing
privatization and liberalization.

e QOutcome: Post-reforms, private companies like Reliance and Tata have driven
growth in industries once dominated by state-owned enterprises like BSNL and Air

India.

2.2.2. Individualism

In contrast to collectivism, individualism focuses on personal freedom and self-reliance in
political and economic pursuits. It stresses that the individual's interests take precedence over

those of the state.

o Philosophical Roots: Individualism is rooted in the ideas of Aristotle, who argued
that private property fosters productivity and innovation. He believed that diversity

and individual freedom are essential for societal progress.\



o Key Features of Individualism

o Private Ownership: Individuals own property and businesses, leading to competition

and innovation.

o Economic Freedom: The market operates freely, with minimal state interference.

+ Focus on Individual Rights: Citizens have freedom of speech, thought, and choice in

their personal and professional lives.

« Examples in Practice

e Indian Context: Post-1991 reforms, India moved toward a system emphasizing
individualism, opening up its economy to private businesses and foreign investment.

o Example: The rise of private companies like Imfosys showcases how

individualism promotes entrepreneurship and innovation.

o Liberalization has also fostered a start-up culture in India, with cities like

Bangalore becoming global hubs for technology and innovation.

Criteria Capitalism (Individualism) Socialism
: . Assets owned by government/co-
Ownership | Assets owned by private firms SCLS oW ed by government/
operatives
. Income determined by market C . .
Equality come deternimes. o T Redistribution of income
forces
Prices Prices determined by supply and P sodtiald
demand
. Market incentives encourage Government-owned firms have
Efficiency : : . :
firms-to cut costs fewer incentives to be efficient
Tiixes Limited taxes/limited government | High progressive taxes/Higher
spending spending on public services
" -
Healthcare | Healthcare left to free-market Heallhgare:provided b_y
government free at point of use
PRoblems Inequality, market failure, ¥nefﬁc’iency of state industry, less
monopoly incentives
Dynamic economy, incentives for | Promotion of equality, attempt to
Advantages | . : : :
innovation and economic growth | overcome market failure

The political, legal, and economic environments vary across countries, and understanding
these differences is crucial for businesses operating internationally. Political systems, in
particular, play a significant role in shaping how businesses function. Two key political

systems to consider are democracy and totalitarianism.

10




Democracy

In a democracy, the government is run by the people, either directly or through elected
representatives. In modern democracies, citizens vote to choose their leaders, and these
leaders are accountable to the people. If elected leaders do not perform well, they can be

voted out in the next election. Democracies typically ensure basic freedoms and rights such

as:
o Right to freedom of expression, opinion, and organization
e A free media
» Regular, fair elections where all eligible citizens can vote
e A fair and independent court system
« Limited terms for elected representatives to ensure accountability
« A non-political bureaucracy and police force

Totalitarianism

In contrast, totalitarianism is a system where one person or political party holds absolute
power and controls all aspects of life. In totalitarian countries, basic freedoms like the right to
free speech and a free media are restricted. Elections, if they exist, are usually not fair or free.
People who oppose the ruling party often face severe consequences. There are several types

of totalitarianism, including:

e Communist Totalitarianism: Where the government controls everything, and
opposition is not allowed (¢.g., China, North Korea).

« Theocratic Totalitarianism: Where political power is based on religious beliefs, and
oppositionis suppressed (e.g., Iran, Saudi Arabia).

o Tribal Totalitarianism: Where one political party, often representing a particular
tribe, monopolizes power (e.g., Zimbabwe, Tanzania).

o Right-wing Totalitarianism: Allows some economic freedom but severely limits
political freedom, often fearing the rise of communism (e.g., fascist regimes in

Germany and Italy during the 1930s and 1940s).

Understanding these political systems helps businesses understand the environment in which
they operate. Countries with democratic systems tend to offer more freedom and stability for

businesses, while totalitarian regimes may present greater risks and restrictions.

11



2.3.Economic Systems

Different countries have different ways of managing their economies, and these systems can

be grouped into three main types: market economy, command economy, and mixed economy.

2.3.1. Market Economy

In a pure market economy, businesses and individuals privately own everything that is
produced. The government does not plan or control production. Instead, supply and demand

drive the economy, and prices tell businesses what to produce.

e  When demand for a product is high, prices go up, and producers are encouraged to
make more.

e When supply is higher than demand, prices fall, signaling producers.to make less.

Consumers are in control in this system because their preferences ‘determine what gets
produced. However, for this system to work well; there must be no restrictions on supply.
Problems arise when a single company controls the market, known as a monopoly. In such
cases, the monopolist might limit production to keep prices high, which benefits the company

but harms consumers and society.

o Governments need to prevent monopolies and ensure fair competition to protect

consumers.

2.3.2. Command Economy

In a command economy, the government has full control over what is produced, how much is
produced; and at what prices. This system follows the idea of collectivism, where resources
are used forthe benefit of society. In a pure command economy, all businesses are owned by

the government.

o The government decides how resources are used and aims to distribute goods for the

public good.

However, in command economies, state-owned businesses often lack motivation to be
efficient or reduce costs because they are not at risk of going out of business. This can lead to

waste and inefficiency.

12



2.3.3. Mixed Economy

A mixed economy is a combination of market and command economies. In this system, some
parts of the economy are run by private businesses, while others are controlled by the

government. This type of economy is common in many countries, though less so now.

* Governments may take control of businesses in trouble or vital industries, like when
the French government took over the Renault car company after it faced financial

problems.

In mixed economies, there is a balance between private ownership and government

intervention, aiming to combine the benefits of both systems.

2.4.Legal Systems

The legal system of a country includes the laws that govern behavior and the processes
through which laws are enforced and disputes are settled. For businesses, the legal system is
very important because it determines how business transactions are conducted and what the
rights and responsibilities are for everyone involved. Legal systems can vary greatly from one
country to another, affecting how international businesses operate. There are three main types

of legal systems used around the world: common law, civil law, and theocratic law.

2.4.1. Common Law

The common law system-originated in England and has developed over hundreds of years. It

is based on three main concepts:

o Tradition: The legal history of a country.
o Precedent: Previous court decisions that guide future cases.

e Custom: The way laws are applied in specific situations.

In common law systems, judges have the flexibility to interpret the law based on the unique
circumstances of each case. These interpretations can set new precedents, which may change
the law over time. Common law systems allow for more flexibility and adaptation than other

legal systems.

13



2.4.2. Civil Law

The civil law system is based on a detailed set of laws organized into codes. More than 80
countries, including Germany, France, Japan, and Russia, follow this system. In a civil law

system:

o Judges apply laws that are already written in the legal codes.
o Judges have less flexibility than in a common law system, where they can interpret

the law based on each case.

Civil law is often less confrontational because the focus is on applying the law as it is written,

rather than interpreting it in the context of tradition and past cases.

2.4.3. Theocratic Law

Theocratic law 1s based on religious teachings. The most common theocratic legal system
today is Islamic law, but Hindu and Jewish law have also been practiced in the past. In

Islamic law:

o Laws are based on the Koran, the holy book of Islam.

« Islamic law governs all aspects of life, not just business.

Theocratic systems generally have a moral focus and can influence many areas of society,

including business practices.

2.5.Differences in Cantract Law, Property Rights

A contract is an agreement between parties that outlines the terms of an exchange, including
the rights and responsibilities of each party. Contract law governs how these agreements are
enforced, and it comes into play when one party believes the other has not fulfilled their

obligationsunder the contract.
Key Points about Contract Law:

e In common law countries, contracts are usually detailed and specific, covering all
possible situations. This makes them more expensive to draft but gives judges the

flexibility to interpret disputes based on the unique circumstances.

14



o In civil law countries, contracts are shorter and less detailed because many issues are
already addressed in the legal code. This makes contract drafting cheaper, but
resolving disputes can be more rigid and formal.

e  When there are contract disputes in international business, it's important to know
which country's laws apply. Different countries may have different rules, so it's

essential to understand these differences.

A well-known international body that handles contract disputes is the International Court of

Arbitration in Paris, which resolves cases from over 100 countries each year.
Property Rights and Corruption

Property Rights: Property refers to anything that an individual or business legally owns,
such as land, buildings, equipment, or intellectual property. Property rights are the legal

rights to use and earn income from these resources.

Countries differ in how well they define and protect property rights. In some countries, these
rights are not well-enforced, leading to violations by both individuals and government

officials.
Types of Property Rights Violations:

1. Private Action: This includes theft, piracy, or blackmail by individuals or groups. A
weak legal system can make it easier for criminal actions to occur.

2. Public Action and Corruption: This happens when public officials violate property
rights by-demanding bribes, taking property without compensation, or imposing
excessive taxes and fees. Corruption can also occur when officials ask for bribes to

allow businesses to operate in a country or region.

Intellectual Property: This is property created through intellectual work, like inventions,

software, music, or art. Intellectual property is protected by:

« Patents: Protect the rights of inventors to use and sell their creations for a limited
time.

o Copyrights: Protect authors, artists, and creators by giving them exclusive rights to
their work.

e Trademarks: Protect brand names and logos used by businesses.

15



In today's economy, intellectual property is an important asset for businesses, especially in
the technology and creative industries. However, it is increasingly hard to protect, especially

when digital content can be copied and shared easily online.

The purpose of intellectual property laws is to reward creators for their efforts, encourage

innovation, and promote new ideas, benefiting both businesses and society.
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3. Differences in Cultural Environment

3.1.Differences in Culture: Introduction, Values and Norms, Culture,
Society and the Nation state,

Introduction

e Edward Tylor defines culture as a "complex whole" that includes knowledge, beliefs,
art, morals, laws, customs, and other abilities acquired by individuals as part of
society.

o Edward Tylor, a pioneer in anthropology, defined culture as a "complex whole:" This
means that culture encompasses various elements that define human life within a
society. These elements include knowledge (the information and-skills people
possess), beliefs (what people consider true or sacred), art (creative expressions like
music, painting, and dance), morals (principles of right and wrong), laws (rules
established to maintain order), customs (traditional practices), and other abilities that
individuals develop as members of their-community. This definition highlights the
diversity and richness of culture as a foundation of human interaction.

e Culture is essentially a shared system of values and norms that shapes how people

live.
3.1.1. Values

Values are the core principles or beliefs that form the foundation of a culture. They
represent the guiding ideas about what is good, right, or important in life. These values
shape how a society thinks, acts, and interacts, providing the basis for its norms—social

rules.and expectations for behaviour.
For example:

1.Value of Honesty: In many cultures, honesty is seen as a crucial value. It influences
norms such as speaking the truth and avoiding deceitful behavior.
2.Value of Freedom: In democratic societies, freedom is a cherished value that drives

norms like freedom of speech and the right to vote.

17



How Values Influence Society:

« Social Attitudes: Values influence how people view concepts like justice, loyalty,
love, and marriage. For instance, a society that values collective responsibility will
prioritize community welfare over individual desires.

e Cultural Priorities: Attitudes toward gender roles, family structures, and
relationships are also shaped by values. For example, some cultures place a high value

on loyalty within families, encouraging strong intergenerational bonds.

Impact on Political and Economic Systems:

Values often manifest in a society's political and economic structures. Forexample:

« In a democracy, the value of equality is reflected in systems that promote equal voting
rights and justice for all.
e In capitalist economies, the value of individual freedom is evident in policies that

encourage entrepreneurship and competition.

Conflicts over Values:
Values can be so deeply held that people may argue, protest, or even fight for them. For

instance:

Example 1: Historical movements like the fight for civil rights in the United States

were driven by the value of equality.

Example 2: Reyolutions, such as India’s struggle for independence, were fueled by the

value of freedom from colonial rule.
3.1.24 Norms$

Norms.are basic rules or expectations in society that guide how people behave and
interact with one another. These norms are socially enforced, meaning they are

followed because society expects it. Norms can be of two types:

Prescriptive Norms: These encourage positive behavior. For example, being honest
or respecting elders.
Proscriptive Norms: These discourage negative behavior. For instance, “Do not

cheat”.
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Norms play an essential role in maintaining order and harmony in social interactions by

establishing what is acceptable and unacceptable behavior.
Types of Norms

1. Folkways:

o Folkways are informal social rules that are not very strict. Violating them is
not seen as a serious issue.

o These norms generally govern everyday behavior, like manners or traditions.

o Example 1: In Western cultures, shaking hands when greeting someone is a
folkway. If someone skips the handshake, they might be considered impolite
but not immoral.

o Example 2: In Japan, slurping noodles is a folkway that shows appreciation
for the food, but not doing so is not considered a-grave offense.

2. Mores:

o Mores are also informal rules, but they are much more significant to the
functioning of society. Violating mores often leads to severe consequences or
punishment, such as social exclusion or legal action.

o Mores are deeply tied to a society’s values and moral beliefs.

o Example 1: In almost all societies, theft is considered a violation of mores and
is punished by law:

o Example 2: In Saudi Arabia, consuming alcohol violates cultural mores and
can lead to imprisonment, while in Western countries, drinking is widely

accepted,

371:3. Culture, Society and the Nation state

Nation-State
A nation-state is a sovereign country where most of the people share common factors
such as language, ethnicity, or cultural heritage. It combines the political and cultural

aspects of a nation, creating a unified identity among its citizens.
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Culture
Norms and
Value

Systems

3.1.3.1. Social Structure
Social structure refers to the basic organization of a society, which often determines how

people interact and live together. In India, for example; the traditional caste system divides
people into four main categories: Brahmin, Kshatriya, Vaishya, and Shudra. Although social
structures can vary widely, two key dimensions help explain the differences between cultures.

e The first dimension is whether sogieties prioritize the individual or the group. In many
Western societies, individualism ‘is emphasized, while in other societies, such as
India, group identity plays a more important role.

e The second dimension concerns the level of social stratification, or how society is
divided into different classes or castes. Some societies have a rigid class structure
with. low mobility, such as in India, where caste-based differences have historically
been hard to overcome. In contrast, other societies, like the U.S., have a more fluid
class structure with greater opportunities for mobility based on factors such as
income.

Social Stratification and Mobility

All societies are stratified on a hierarchical basis into social categories—that is, into social
strata. These strata are typically defined on the basis of characteristics such as family
background, occupation, and income. Individuals are born into a particular stratum. They
become a member of the social category to which their parents belong. Individuals born into
a stratum toward the top of the social hierarchy tend to have better life chances than those

born into a stratum toward the bottom of the hierarchy.
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They are likely to have better education, health, standard of living, and work opportunities.

Although all societies are stratified to some degree, they differ in two related ways. First, they

differ from each other with regard to the degree of mobility between social strata; second,

they differ with regard to the significance attached to social strata in business contexts.

Individual vs. Group

In some cultures, individual achievement is highly valued, while in others, group affiliation is

seen as more important. The distinction between these two approaches shapes much of the

social and economic behavior in a society.

Individualism:

In many Western societies, like the United States, the individual is-the core unit of
social organization. People are encouraged to be self-reliant and achieve personal
success. This focus on individualism has fostered a high level of entrepreneurship, as

people are driven to create new products-and business ideas.

However, individualism can also have downsides, such as a tendency for people to
move frequently between jobs, which. can harm organizations. In India, while
individual achievements are important, collective family or community ties often play

a bigger role in one's social and professional life.
Group Identity:

In contrast, many societies, such as Japan, place more importance on the group than
on the individual. In these cultures, social identity is often shaped by one's affiliation
with.a group, like a family, village, or workplace. For instance, Japanese workers may
identify strongly with their company and view it as a source of social status. The
group-oriented approach fosters collaboration, mutual support, and long-term

relationships.

In India, too, family and community play a significant role in determining a person’s
social standing and opportunities. Group-based societies may also discourage frequent
job changes, as loyalty to one’s group or organization is valued more highly than

individual career movement.
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Social Stratification

Social stratification refers to the division of society into different levels or layers,
called social strata, based on factors like family background, occupation, and income.
A person is born into a specific stratum, usually inheriting their social status from
their parents. People born into higher social strata often enjoy better opportunities in
education, healthcare, and jobs, while those in lower strata may face challenges in

accessing these benefits.

For example:

1.

India’s Caste System: In traditional Indian society, people were born into specific
castes, such as Brahmins (priests) or Shudras (laborers). These castes determined their
occupation and social standing.

Economic Strata in India: People born into wealthy families often haye access to
better schools and career opportunities, while those from economically weaker

sections may struggle to rise above poverty.

A) Social Mobility

Social mobility refers to how easily people can move up or down the social ladder.
Some societies allow individuals to change their social status, while others are more
rigid.

Caste System: In India’s. traditional caste system, occupations like farming or
weaving were passed down from one generation to the next. People were not allowed
to switch professions or marry outside their caste, making social mobility nearly
impossible.

Education-Based Mobility in India: Today, education has allowed many people
from lower-income groups to achieve upward mobility. For instance, students from
rural areas earning government scholarships can become engineers or doctors,

significantly improving their social status.

Rigid vs. Open Systems:

In rigid systems like the caste system, social roles are fixed and inherited.
In open systems like modern urban India, a person’s efforts, skills, or luck can change

their position in society.

B) Significance of Stratification

Social stratification impacts how businesses and workplaces operate. In societies with
low social mobility, class differences can affect cooperation and productivity in the

workplace.
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1. India’s Workplace Diversity: In the past, companies often hired employees from
specific castes or communities. However, modern businesses emphasize merit,
reducing the significance of class or caste.

2. Class-Consciousness in India: Even today, some companies in rural areas face
challenges when workers from different castes are required to work together, as social
divisions may lead to misunderstandings or conflicts.

Global Comparison:

e In countries like the United States, high social mobility means a person’s class
background has little impact on their career.

« In contrast, in places like Great Britain, class consciousness has historically created
tensions between upper-class managers and working-class employees, leading to
frequent industrial disputes.

Social stratification and mobility affect individuals’ lives and how businesses operate. While
rigid systems like caste-based stratification limit opportunities, open systems provide
pathways for individuals to rise based on their talents and hard work. India's shift from rigid
caste-based stratification to a more open society shows how education and economic growth

can improve social mobility.

3.1.3.2. Religion
Religion is a system of shared beliefs and rituals that connects people with what they

consider sacred. It often guides ethical values, shapes society, and influences how people live
and interact. Among the many religions in the world, four are particularly prominent:
A) Hinduism
e Hinduism is the oldestmajor religion, originating in the Indus Valley over 4,000 years
ago.
e Tt teaches concepts like dharma (duties), karma (actions and their consequences),
and reincarnation (rebirth).
o  The ultimate goal is achieving nirvana, or spiritual perfection, by leading a virtuous
life.
Examples:
1. Varanasi: Known as a spiritual hub for Hindus, it is a center for religious rituals and
attaining moksha (liberation).
2. Diwali Festival: Celebrated widely as the festival of lights, it emphasizes dharma and

the triumph of good over evil.
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B) Buddhism

Buddhism was founded by Siddhartha Gautama (the Buddha) in India in the 6th
century BC.

It emphasizes spiritual growth and enlightenment, offering the Noble Eightfold Path
as a guide to overcome desires and end suffering.

Unlike Hinduism, Buddhism rejects the caste system and encourages balance in

spiritual and material life.

C) Christianity

Christianity is the most followed religion in the world, with about 20% of the global
population identifying as Christians.
It originated from Judaism and, like Judaism, is a monotheistic religion, meaning

belief in one God.

D) Islam

Islam originated in AD 610 when Prophet Muhammad began teaching the message of
God.

Key principles include respect for parents, justice, generosity, and leading a life
guided by moral conduct.

Daily prayers, modest dressing, and avoiding pork and alcohol are significant

practices.

3.1.3.3. Language

Language defines the characteristics of culture. By language, both spoken and unspoken

language is considered.

Spoken Language

Spoken language is.more than just a tool for communication. It influences how people view

and understand the world. In countries where multiple languages are spoken, different

cultures often coexist. For example:

1.

India: Hindi and Tamil represent two distinct linguistic and cultural groups in the

country.
2. Canada: It has English-speaking and French-speaking regions, each with unique
cultural characteristics.
Global Language Trends

English is the most common international business language.
People from different countries often use English to communicate, especially for

business deals.
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o However, knowing the local language can help build trust and better relationships,

which are important for successful negotiations.
Indian Examples of Spoken Language in Business:

1. In India, many businesses prefer English for professional communication, but
knowing Hindi or the local state language (like Marathi in Maharashtra or Gujarati in
Gujarat) helps connect with local customers.

2. Tech companies in Bengaluru often use a mix of English and Kannada to cater to both
international and local clients.

Mistakes in Translation
Improper translation can lead to problems. For example:.

e General Motors was troubled by the lack of enthusiasm among Puerto Rican dealers

for its new Chevrolet Nova. When literally translated into Spanish nova means star.

However, when spoken it sounds like "no va," which in Spanish means "it doesn't

"

go.

Unspoken Language
Unspoken language refers to mnonverbal communication, such as gestures, facial
expressions, and body language. These cues differ across cultures, and misunderstanding

them can cause communication problems.
Examples of Nonverbal Communication:

1. In most parts of India, nodding the head sideways (instead of up and down) means

"yes," which can‘confuse foreigners.

2. During business meetings, giving a firm handshake is common in urban areas of

India, but in rural regions, joining hands in a "Namaste" may be more respectful.
Cultural Differences in Gestures:

e  Thumbs-Up Gesture: It means "good" in India and the U.S. but can be offensive in

some Middle Eastern countries.

« Eye Contact: In India, prolonged eye contact may seem disrespectful, especially in

rural areas, while in Western countries, it is often seen as a sign of confidence.
Personal Space in Communication:

o In India, people may stand closer during conversations than in Western countries like

the U.S.
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e For example, in crowded Indian markets or trains, physical proximity 1s common and
P » phy p

culturally acceptable.
3.1.3.4. Education

Education plays a significant role in shaping individuals and societies. It is not just about
learning subjects like math and science but also about understanding the values, norms, and

skills necessary for life in modern society.

Formal education refers to the learning that happens in schools, colleges, and uniyersities. It
helps individuals acquire essential skills like:

« Language: Learning how to read and write.

o Mathematics: Basic and advanced problem-solving skills.

o Social Skills: Understanding how to interact with others.
In addition to these, schools teach social values and norms such as:

* Respecting others.

« Being honest and punctual.

e Following rules and listening to authority figures.

Education helps a country by creating a skilled workforce. Nations with better education
systems often perform better economieally. For businesses, understanding the education level

of a country is essential.

Education not only prepares individuals for careers but also teaches them social values and
norms. From a business perspective, understanding the education levels in a region helps
companies design-better strategies for hiring and marketing. In India, diverse examples

showcase how education shapes society and influences business practices.

3.2.Culture and the workplace
Management processes and practices often need to adapt to cultural differences in work-

related values. For instance, businesses operating in both the United States and France might
need different approaches to management to align with each country's cultural values.
Hofstede identified four key dimensions of culture that help explain these differences:

1. Power Distance

2. Uncertainty Avoidance

3. Individualism vs. Collectivism

4. Masculinity vs. Femininity\
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1. Power Distance
Power distance refers to the relationship between superiors and subordinates.

o In high power distance cultures, subordinates expect minimal consultation with their
superiors. Decisions are typically made at the top, and employees simply follow
instructions.

o Example: In India, traditional workplaces often follow a hierarchical approach
where superiors make decisions without much input from subordinates.

e In low power distance cultures, subordinates expect to participate in decision-
making, fostering a more collaborative environment.

o Example: Start-ups in India, particularly in cities like Bengaluru, often
encourage open dialogue and decision-making among team _members,
regardless of hierarchy.

2. Uncertainty Avoidance
This dimension reflects how comfortable a society is with uncertainty and risk.

« High uncertainty avoidance cultures prefer structured systems with clear rules and
guidelines. Employees value job security, detailed instructions, and predictable career
paths.

o Example: Indian government organizations, such as public banks, often
emphasize strict rules, job seeurity, and clear instructions.

e Low uncertainty avoidance cultures thrive in flexible environments where
employees are open to risks and ¢hanges.

o Example: Indian IT companies like Infosys and Wipro embrace innovation
and adaptability, promoting a more flexible approach to work.

3. Individualism.vs. Collectivism
This dimension examines the relationship between individuals and groups.

o In individualistic cultures, people prioritize personal achievements and freedom, and
relationships between individuals are loose.

o Example: In India’s metropolitan cities, younger professionals working in
multinational corporations often exhibit individualistic traits, focusing on
personal career growth.

o In collectivist cultures, individuals have strong ties to groups, such as extended
families or communities, and prioritize collective well-being over personal goals.

o Example: In rural India, family-owned businesses emphasize collective
decision-making and the well-being of the entire family.

4. Masculinity vs. Femininity
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This dimension explores the role of gender in the workplace and cultural ideals.
e Masculine cultures emphasize traditional gender roles, achievement, and power.
o Example: In India, some industries like construction or heavy engineering
have traditionally been male-dominated and focus on competitive values.
e Feminine cultures prioritize equality and less rigid gender roles, with an emphasis on
work-life balance and collaboration.
o Example: In sectors like education and healthcare in India, gender roles are
less defined, and values such as empathy and teamwork are prioritized.
Hofstede’s Index and Cultural Insights
Hofstede developed an index ranging from 0 to 100 for these cultural dimensions, assigning
scores based on surveys conducted among employees from various countries.
e Western nations like the U.S., Canada, and the U.K. scored high on individualism
and low on power distance.
e Countries like India, Brazil, and China scored high on e¢ollectivism and power
distance.
e Japan scored high on uncertainty avoidance and masculinity, while Sweden and
Denmark emphasized feminine values and had low uncertainty avoidance.
Understanding these dimensions allows organizations to tailor their management practices to

different cultural contexts, ensuring better employee engagement and productivity.
3.3.Implications for Masiagers

Managing international business is fundamentally different from managing national
businesses due to cultural and societal differences across countries. These cultural
implications influence various aspects of international business operations. Below are the key

points:
1. Cross-Cultural Literacy
Managers must develop an understanding of cultural differences and adapt to them.

+ Key Actions for Managers:
o Recognize and respect cultural differences.
o Adapt business practices to align with local value systems and norms.
o Employ local citizens to help navigate cultural sensitivities.

o Rotate executives internationally to gain cross-cultural experience.
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e Challenges:

o Failure to understand cultural practices can lead to business failure.

o Ethnocentric behavior (believing one's own culture is superior) must be
avoided.

e Indian Example:

o A multinational company operating in India must adapt to local festival
schedules (e.g., Diwali holidays) while planning production or sales
promotions.

o When a European company introduced a new food product in India; ‘it adjusted

its ingredients to align with local vegetarian preferences.
2. Culture and National Competitive Advantage

Cultural values and norms influence the cost of doing business and the ability to compete

globally.

o Key Influences on Business:
o Social structures, religion, and work attitudes impact costs.
o Cultural aspects such as education, group identity, and labor relations affect
productivity.
« Example:
o Country A: Has /low labor costs but poor education systems, social
stratification, and multiple linguistic groups.
o Country B: Offers low labor costs, a strong education system, social
harmony, and a single linguistic group.
o Conclusion: Country B 1s a better choice for investment due to fewer
disruptions and better long-term growth prospects.
o Indian Context:
o A global IT company might choose Bengaluru for its skilled workforce and
advanced education system.
o Conversely, setting up in arecas with language barriers or weak education

infrastructure may increase operational challenges.
3. Culture and Ethics in Decision-Making

Ethical decision-making is influenced by cultural norms and values.
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o Key Considerations:

o What is ethical in one culture may not align with another.

o Businesses must ensure their practices adhere to the cultural and ethical norms
of the host country.

e Indian Example:

o A global clothing brand may face scrutiny in India for using child labor in
supply chains, as ethical concerns around labor practices are culturally
sensitive.

o In contrast, promoting eco-friendly products can gain significant traction due

to growing environmental awareness in Indian culture.
Key Insights for Managers

1. Adapting Business Practices: International firms must align strategies with local
cultural norms to succeed.

2. Choosing Locations: Cultural factors play a significant role in deciding where to
locate production facilities or market products.

3. Balancing Culture and Other Factors: While culture matters, economic, political,

and legal systems often have a stronger impact on business success.

By understanding and adapting to “eultural differences, managers can navigate the
complexities of international business effectively and build stronger relationships in diverse

markets.
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4. Ethics in International Business

4.1.Introduction

Ethics refers to principles of right and wrong that govern behavior. These principles vary
due to differences in culture, politics, legal systems, and economic development. For
example, while child labor is considered unethical in Western countries, it may be a
survival necessity in some developing nations, creating ethical dilemmas for businesses

operating globally.

Business Ethics are the standards guiding business behavior, focusing on fairness,
transparency, and accountability. A positive example is Johnson & Johnsen, which
prioritized customer safety during the Tylenol crisis, earning trust despite financial losses.
In contrast, Volkswagen's emissions scandal illustrates how unethical decisions can
damage reputation and incur significant penalties.

Ethical practices are essential for long-term success and trust in business.

4.2 .Ethical Issues in International Business

1. Employment Practices and Ethics
e Ethical concerns often arise from employment practices in host countries,

especially in developing nations.

e Example: Many workers in these countries face 12-hour workdays, minimal
wages, and unsafe conditions, such as exposure to toxic chemicals.

e Dilemma: Should multinational companies adhere to local practices or ensure
betterpay and working conditions that align with their home country standards?

2. Human Rights
e Basic human rights, such as freedom of speech, assembly, and protection from

political repression, are not universally upheld.

e Example: During apartheid in South Africa (before 1994), the non-white majority
was denied basic political rights, segregated, and excluded from certain jobs.
Despite this, many Western businesses continued operations there, raising ethical
concerns.

e Dilemma: Should businesses operate in countries where human rights violations

are prevalent, or should they withdraw and risk losing economic opportunities?
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3. Environmental Pollution
e Environmental pollution becomes an ethical concern when multinational

companies (MNCs) operate in countries with weaker environmental laws.

e Developed nations often have strict rules for pollution control, waste disposal, and
emissions, whereas many developing nations lack such regulations.

e Some factories in developing countries may dump untreated waste into rivers or
release toxic gases, harming the environment and local communities.

e MNCs should adopt sustainable practices globally, prioritizing environmental
protection over short-term cost savings.

4. Corruption
e Corruption involves unethical practices like bribery, misuse of power, and

dishonest behavior, which harm trust and fairness.

o Inthe 1970s, Carl Kotchian, the president of Lockheed Corporation, paid
$12.5 million in bribes to Japanese government officials to sell Lockheed’s
TriStar jet.
o The bribery scandal led to:
= Charges against Japanese officials, one minister’s suicide, and the
imprisonment of the Japanese Prime Minister.
= Public outrage in Japan and legal action against Lockheed in the U.S.
for falsifying records.and tax violations.
o Corruption damages reputations, governments, and public trust, causing long-term
harm despite any short-term gains.
» Businesses should prioritize transparency, fairness, and ethical practices to build and

achieve sustainable success.

5. Moral Obligations

e Moral obligations refer to the responsibility of multinational corporations (MNCs) to
contribute positively to the societies where they operate.

e Modern thinkers believe that the power and influence of MNCs come with the duty to
give back to society. Business decisions should create meaningful and ethical
economic and social outcomes.

e This involves considering the social impact of their actions and addressing societal
needs. Successful businesses, especially large MNCs, should recognize their moral

duties and give back through resources and donations.
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o« Example: A large corporation like Google invests in community development
projects, provides educational resources, and supports renewable energy initiatives as
part of its social responsibility efforts. This demonstrates how MNCs can fulfill their

moral obligations while contributing positively to society.

4.3.Ethical Dilemmas

e An ethical dilemma (ethical paradox or moral dilemma) is a problem in the decision-
making process between two possible options, neither of which is absolutely
acceptable from an ethical perspective. Although we face many ethical and moral
problems in our lives, most of them come with relatively straightforward solutions.

e  On the other hand, ethical dilemmas are extremely complicated challenges that cannot
be easily solved. Therefore, the ability to find the optimal solution in such situations
is critical to everyone. Every person may encounter an ethical dilemma in almost

every aspect of their life, including personal, social, and professional.
How to Solve an Ethical Dilemma?

e The biggest challenge of an ethical dilemma is that it does not offer an obvious
solution that would comply with ethies al norms. Throughout the history of humanity,
people have faced such dilemmas, and philosophers aimed and worked to find
solutions to them. The:following approaches to solve an ethical dilemma were
deduced:

e Refute the paradox (dilemma): The situation must be carefully analysed. In some
cases, the existence of the dilemma can be logically refuted.

e Value theory approach: Choose the alternative that offers the greater good or the
lesser evil.

¢ Find alternative solutions: In some cases, the problem can be reconsidered, and new
alternative solutions may arise.

Some examples of ethical dilemma:
e Taking credit for others” work
e Offering a client a worse product for your own profit

e Utilizing inside knowledge for your own profit

Ethical Dilemmas in Business
Ethical dilemmas are especially significant in professional life, as they frequently occur in the

workplace. Some companies and professional organizations (e.g., CFA) adhere to their own
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codes of conduct and ethical standards. Violation of the standards may lead to disciplinary
sanctions.

Almost every aspect of business can become a possible ground for ethical dilemmas. It may
include relationships with co-workers, management, clients, and business partners.

People’s inability to determine the optimal solution to such dilemmas in a professional setting
may result in serious consequences for businesses and organizations. The situation may be
common in companies that value results the most.

In order to solve ethical problems, companies and organizations should develop strict ethical
standards for their employees. Every company must demonstrate its concerns regarding the
cthical norms within the organization. In addition, companies may provide ethical training for

their employees.

4.4.The roots of Unethical Behaviour

Some of the reasons why people may behave unethically in international business include having
poor personal ethics, being a part of a business culture with poor ethics, having too much power,
feeling too much pressure, being confused about what's right and wrong, and/or being blindly
loyal to the company.

Psychological traps are the root causes of unethical behaviour. Because they are psychological in
nature, some of these traps distort perceptions of right and wrong so that one actually believes his
or her unethical behaviour is right.

Examples abound of managers behaving in a manner that might be judged uncthical in an
international business setting. Why do managers behave in an unethical manner?

There is no simple answer to this question, for the causes are complex, but some generalizations
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1. Personal Ethics

Personal ethics are basic rules of right and wrong that guide how we behave, shaped by our
parents, schools, religion, and media. For example, being honest and respectful is right, while
lying and cheating are wrong. These values influence how we act at work—people with

strong personal ethics are less likely to behave unethically, like stealing or lying.
Challenges arise for managers working abroad in multinational companies:

1. Cultural Differences: They might face cultures where unethical practices like bribery
are common.

2. Distance from Home: Being far from home and support systems can make sticking
to values harder.

3. Pressure to Perform: Companies may set high targets, leading to shortcuts like

ignoring safety standards.

For instance, a manager might lower safety standards to cut costs. Parent companies may not
notice or act, allowing unethical behavior to continue. Promoting strong personal ethics helps

prevent such issues.

2. Societal Culture

Societal culture influences how people and organizations behave, including whether they act
ethically or not. A study of 2,700 companies in 24 countries found that businesses in different

cultures have different approaches to ethics.

For example, using Hofstede's cultural dimensions, companies in cultures with strong
individualism (valuing personal freedom) and uncertainty avoidance (preferring clear rules
and order) are more likely to focus on ethical behavior. In contrast, companies in cultures that
value ‘masculinity (competition and achievement) and power distance (accepting hierarchy

and unequal power) are less likely to prioritize ethics.

Example:

e A company in Scandinavia (known for valuing equality and clear rules) i1s more
likely to ensure transparency and fair practices.
e In contrast, a company in Russia (with higher acceptance of power differences and

competitive values) might be more prone to corruption and unethical practices.
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This shows how societal culture shapes the ethical behavior of both individuals and

organizations.

3. Decision-Making Processes

Studies show that businesspeople sometimes act unethically because they forget to ask, "Is
this decision ethical?" They treat it purely as a business decision, focusing only on factors

like cost, delivery, and quality, without considering its ethical impact.

For example, Nike’s managers initially chose subcontractors based on business reasons like
low costs and good quality. They didn’t ask, “How does this subcontractor treat its workers?”
If they thought about it, they likely assumed it was the subcontractor's responsibility, not

theirs. This shows the importance of including ethics in decision-making processes.

4. Leadership and Ethics

Leadership plays a big role in shaping an organization's culture. Employees often follow the
example set by their leaders. If leaders act unethically, employees might do the same. It's not
just about what leaders say—it’s about what they do or<ignore. For example, at Daimler,
leaders likely did little to stop corruptiontand may have even encouraged it, sending a

message that unethical behavior was acceptable.

5. Unrealistic Performance Expectations

Unrealistic performance goals can pressure employees to act unethically to meet targets. For
example, at Daimler, bribery may have been seen as a way to achieve tough goals. If a
company’s culture-accepts or ignores unethical behavior, the chances of employees violating

their own ethics increase.

On the other hand, a positive culture can promote ethical behavior. At Hewlett-Packard,
founders Bill Hewlett and David Packard established "The HP Way," which emphasized
values like respect, open communication, and concern for employees, creating a strong

foundation for ethical practices.

6. Organizational Culture

Organizational culture refers to the shared values and norms within a company. Values are

ideas about what is good or right, while norms are rules for appropriate behavior. Just like
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societies have cultures, businesses do too, and this culture shapes how employees behave and

make decisions.

In some companies, the culture focuses only on economic outcomes, ignoring ethical
concerns. For example, at Daimler, bribery was considered "standard business practice" to
secure contracts. Even departments like auditing and finance, which should stop unethical
practices, overlooked them. This shows how a company’s values and norms can encourage or

discourage unethical behavior.

Example:

If a company values honesty, employees are less likely to cheat clients. But if profits are

prioritized over ethics, unethical practices like bribery might become common.

4.5.Ethical decision-making

Ethical decision-making is about choosing the best option that aligns with moral principles
while avoiding unethical choices. Managers ih multinational companies often face tough
ethical decisions related to working conditions, human rights, corruption, and environmental
pollution. These situations can be complicated, with no clear answers, but managers can

follow some steps to ensure ethics are prioritized.

Here are five ways businesses can inelude ethics in decision-making:

1. Hire Ethical People: Recruitand promote individuals with strong personal values.

2. Build an Ethical Culture: Create a work environment where ethical behavior is
valued and.rewarded.
Lead by Example: Ensure leaders demonstrate ethical behavior, not just talk about it.

4. Include Ethics in Decisions: Implement processes that require employees to consider
cthical aspects before making decisions.

5. Develop Moral Courage: Encourage employees to stand up for what is right, even in

challenging situations.

Example:

If a company is deciding whether to work with a supplier that violates labor rights, ethical
decision-making would require managers to reject that supplier, even if it costs more to find

an alternative. This ensures the company upholds its values while making business choices.
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4.5.1. Organization Culture and Leadership

To encourage ethical behavior, businesses need to create a culture that values ethics. Three

main things help build such a culture:

1. Articulating Ethical Values: Companies should clearly define their ethical values.
Many businesses write a code of ethics, which is a formal document outlining the
ethical standards the company follows. For example, Unilever’s code of ethics
includes:

o Employees: Unilever is committed to diversity, fair recruitment, safe working
conditions, and no use of forced or child labor.

o Business Integrity: Unilever does not accept or offer bribes and ensures that
all financial records are accurate.

2. Leadership’s Role: Leaders must not only talk about these values but also act
according to them. They should regularly remind employees of the importance of
ethics and make ethical decisions in business practices. For example, Nike hires
independent auditors to ensure their subcontractors follow ethical guidelines.

3. Incentives and Consequences: A strong ethical culture needs systems that reward
ethical behavior and punish unethical behavior. At General Electric, CEO Jack Welch
reviewed managers based on bath their performance and their values. Managers who

acted ethically were promoted and rewarded, while those who didn’t were let go.

In short, businesses need to elearly define ethical values, have leaders who set an example,

and create systems that reward ethical actions to build a strong ethical culture.

4.,5.2. Decision-Making Processes

To make ethical decisions, businesspeople need a clear method to evaluate their choices. This
helps them avoid making unethical decisions, and they can use theories like rights theory and
Rawls's theory of justice as a guide. Some experts suggest a simple method, or ethical
algorithm, to decide if a choice is ethical. A decision is ethical if a businessperson can answer

yes to these questions:

e Does this decision follow the values in the company's code of ethics? Am I okay with
it being made public, like in newspapers or on TV?

« Would the people I care about, like family and friends, approve of this decision?

Another suggested approach is a five-step process for ethical decision-making:
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1. Identify Stakeholders: Identify who will be affected by the decision. Stakeholders
are people or groups with an interest in the company, like employees, customers,
suppliers, and the community. For example, employees provide labor and expect fair
pay and job security. Customers provide money and expect quality products.
Communities want businesses to be responsible and improve the local area.

2. Judge the Ethics: Assess if the decision violates anyone's basic rights. For example,
employees have the right to know about health risks at work, and customers have the
right to know about health risks related to products. Ask if the decision would still
seem fair if you were in the position of a stakeholder.

3. Establish Moral Intent: Make sure the business prioritizes moral concerns over
economic ones, especially when stakeholders' rights are at risk. Top management
should support this approach to ensure middle management also prioritizes ethics.

4. Engage in Ethical Behavior: The Company should act according to its moral
decision and make ethical choices in practice.

5. Audit Decisions: Finally, businesses should review their decisions to make sure they
follow ethical principles. This step helps. the company understand if they are

consistently making ethical choices and if any changes are needed.

By following these steps, businesses can ensure-they make ethical decisions that respect

stakeholders' rights and follow the company’s moral standards.

4.5.3. Ethics Officers

To ensure a business acts ethically, many companies have ethics officers. These officers are
responsible for making sure employees understand ethics, that ethical issues are considered in
decision-making; and that the company follows its code of ethics. Ethics officers may also
review decisions to ensure they align with the company's ethical standards. In some
companies, ethics officers act like an internal ombudsman, handling confidential employee

questions, investigating complaints, and suggesting improvements.

For example, United Technologies, a large aerospace company, has had a formal code of
ethics since 1990. They employ about 160 business practice officers (also known as ethics
officers) to ensure the code is followed. The company also has a program where employees

can report ethics concerns anonymously, with over 60,000 inquiries received since 1986.

39



4.5.4. Moral Courage

Employees, especially in international businesses, may need a lot of moral courage. This
means having the strength to make ethical choices even when they are difficult. For example,
it might mean saying no to a boss who asks for unethical actions, or even blowing the whistle

by exposing unethical behavior in the company.

Unilever, a multinational company, supports employees who show moral courage. Their
code of ethics says that any breaches should be reported, and the company will not punish
employees for doing so. They even have an ethics hotline where employees can repott issues
anonymously. This creates an environment where employees feel safe to speak out against

unethical practices.
Examples of Ethical Decision-Making in Business

o Costco: Decided to pay fair wages to employees, even though it meant higher costs.

e McDonald's: Invested in employee training programs and supported animal rights.
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5. 0pen Economy Management
5.1.0pen Economy Management

Open Economy Management refers to the policies and strategies adopted by a country to
manage its economic interactions with the rest of the world. In an open economy, goods,
services, capital, and information flow freely across borders, making it essential for
governments to balance domestic economic goals with global dynamics.

This is achieved through tools like trade policies (tariffs and quotas), exchange rate
management, monetary policies (controlling money supply and interest rates), and fiscal
policies (taxation and government spending). Effective open economy management aims to
promote exports, attract foreign investments, control inflation, stabilize the currency, and
ensure sustainable economic growth. For instance, India’s focus on/liberalization and trade

agreements post-1991 has been a key part of its open economy management.

Balance of payments

The Balance of Payments (BOP) is a systematic. summary of a country’s economic and
financial transactions with the rest of the world over a specific time period. It helps track a
nation’s financial health and its interactions with other economies.
The IMF defines the BOP as a statistical statement showing:
1. Transactions involving goods, services, and income between a country and the world.
2. Changes in ownership of monetary gold, Special Drawing Rights (SDRs), claims, and
liabilities.
3. Transfers that help balance the above transactions in accounting terms.
Key Components of Balance of Payments
1. Current Account
Thecurrent account records all transactions that affect national income, grouped into:
o Merchandise Exports and Imports:
= Exports (sale of goods abroad) are credit entries, as they generate
foreign income.
= Imports (purchase of goods from abroad) are debit entries, as they
involve outflows of money.
o Invisible Exports and Imports:
= Invisible exports include services like transport, insurance, tourism,

and software exports, which generate credits.
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= Invisible imports include services purchased from foreign providers,
tourist spending abroad, and payments like interest on foreign loans,
which are debits.
Example:
o India’s software exports (like IT services provided by Infosys or TCS)
significantly contribute to its current account as invisible exports.
o Foreign tourist spending during visits to India's cultural landmarks adds to the
credits.
2. Capital Account
The capital account tracks financial transactions like investments and loans,
categorized as:
o Capital Inflows (Credits): Foreign investment in domestic businesses.
o Capital Outflows (Debits): Domestic investments or loans given to foreign
entities.
Example:
o An American company investing $100 million in India is a credit for India’s
BOP.
o Indian companies investing in foreign start-ups are recorded as debits.
3. Unilateral Transfers Account
o These are one-sided transactions like gifts, remittances, grants, and disaster
relief.
o Credits: Money received from abroad (e.g., remittances sent by Indians
working overseas).
o Debits: Money sent abroad as aid or gifts.
Example:
¢ NRIs (Non-Resident Indians) sending money to their families in India
contribute to credits.
4. Official Reserves Account
o This record the government’s holdings of foreign currency, SDRs, and other

international monetary assets used to settle international claims.
5.2.Role of Foreign Trade and Policy

Introduction

International trade refers to the exchange of goods and services across national boundaries,

and it has been growing faster than domestic markets, indicating the global expansion of
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trade. Many Indian companies have seen their foreign business outpace domestic growth due

to factors like:

o Competitive business environment
e Globalized management practices

« Liberalization policies adopted worldwide

By the 1990s, developing countries surpassed developed ones in trade-to-GDP ratios,

highlighting their increased integration into the global economy. For instance:

e In 2001, developing countries had a trade-GDP ratio of 49%, compared to 38% for
high-income economies.

e India’s trade-GDP ratio remained around 15% during its inward-looking policy era.
Post-1991 liberalization, it increased to approximately 20%, reflecting the growing

importance of international trade.
Meaning of International Trade

o Internal Trade: Refers to the exchange of goods and services within a country’s
boundaries, conducted as wholesale or retail trade.
o External Trade (International Trade): Involves trade between countries beyond

political boundaries, also known as foreign trade.

India has a rich history of international trade, as evidenced in ancient literature like Sangam
texts, which mention. trade routes to Java, Sumatra, and the Arabian Peninsula. However,
large-scale international trade became significant only during British rule and gained

momentumrafter World War 11.

5.2.1. Role of Foreign Trade

International trade plays a vital role in economic development, acting as an engine of growth.

Key roles include:

. Encourages Investment: Producers increase output to meet export demands,
boosting investment.
o Example: India's IT industry thrives on foreign demand for software services.
2. Earns Foreign Exchange: Trade generates foreign currency, which can fund

productive activities.
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o Example: Export of agricultural products like basmati rice.
3. Promotes Specialization: Encourages division of labor and expertise in producing
goods at a global level.
4. Efficient Resource Allocation: Resources are focused on high-return goods,
improving efficiency.
5. Price Stability: Balances demand and supply, stabilizing prices.

6. Provides Choices: Introduces diverse foreign products into domestic markets.

5.2.2. Similarities between Internal and International Trade

Both internal and international trade share common principles in their functioning:

. Consumer Satisfaction: Success in both forms depends on meeting consumer needs
effectively.

2. Goodwill Creation: Building trust and reputation is essential in domestic and
international markets.

3. Market Research: In-depth research helps tailor marketing strategies to target
audiences in both cases.

4. Product Development: Continuous-product innovation and adaptation to consumer

preferences are crucial.

5.2.3. Differences betweén Internal and International Trade

Internal and international trade differ significantly due to unique characteristics. These
distinctions can be summarized as follows:
1. Demand and Supply
e Internal Trade: Demand and supply factors fully operate within domestic
boundaries.
o International Trade: These factors may not function fully due to restrictions like
tariffs and trade policies.
2. Physical Obstacles
« Internal Trade: Fewer physical barriers as trade occurs within a single country.
o International Trade: Greater challenges due to differences in production conditions
between distant countries.
o Example: India’s wheat trade with neighboring Bangladesh faces fewer
physical barriers than with Canada.

3. Artificial Barriers
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e Internal Trade: Minimal artificial barriers such as customs duties.
o International Trade: Customs duties, protective tariffs, or wartime laws often hinder
trade.
4. Labour Migration Obstacles
e Internal Trade: Easier migration within the country despite cultural or language
differences.
o International Trade: Language, patriotism, and visa restrictions limit cross-border
migration.
o Example: Indian workers moving from Gujarat to Maharashtra 1s-€asier than
moving to the USA.
5. Mobility of Capital
o Internal Trade: Investors prefer domestic investments due to familiarity and lower
risks.
o International Trade: Higher interest rates are necessary to attract foreign
investments, and risks like currency fluctuations deter investors.
6. Economic Environment Differences
e Internal Trade: Uniform policies in taxation, health, education, and regulations
within a country.
o International Trade: Variations in these factors across countries lead to differences
in production costs.
o Example: India’s lower labor costs make it competitive in textile exports
compared to developed nations.
7. Currency Differences
o Internal Trade: Single currency simplifies transactions.
o International Trade: Currency exchange rates and varying monetary policies
complicate trade.
o Example: Indian exporters must understand USD or EUR exchange rates when
trading with the USA or Europe.
8. Geographical and Climatic Differences
o Internal Trade: Relatively uniform conditions within the country.
o International Trade: Differences in resources and climate lead to specialized
industries.
o Example: India exports tea from Assam, while it imports crude oil due to

limited domestic reserves.
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9. Long-Distance Nature
e Internal Trade: Trade is localized with lower transport costs.
o International Trade: Predominantly long-distance, increasing transport costs and
reducing mobility of factors of production.
These differences highlight the complexities of international trade compared to domestic
trade. However, both play crucial roles in economic development by ensuring resource

distribution and consumer satisfaction.

5.3.Role of Foreign Capital & Policy

Foreign capital refers to any money or resources that flow into a country fromrabroad. It can
come in various forms, such as foreign aid, loans, grants, investments, or commercial
borrowings. Foreign capital often involves technological collaborations between countries or
enterprises.
Key Highlights:
« Foreign capital plays an important role in both developed and developing countries.
e Developed countries actively invest inh developing nations to support economic
growth.
e Countries like China, Thailand, Malaysia, and Singapore have benefited significantly
from foreign capital, while Latin . American and African nations have seen less

SuccCess.

In India, foreign capital has evolved over time.
o Earlier Phases: It was used to supplement domestic investments.
e Technological Collaborations: Foreign and Indian entrepreneurs worked together.
o Post-1991 Liberalization: Policies became more open, attracting significant foreign
investment, boosting the Indian economy.
Foreign capital includes concessional assistance (loans and grants) and non-concessional
flows (banking investments, NRI deposits, and FDI). This inflow has greatly contributed to

economic development.

5.3.1. Need for Foreign Capital

1. Inadequate Domestic Capital: Domestic savings are often insufficient to meet
development needs.

2. Encourages Domestic Capital: Foreign investments can inspire local investments.

3. Speeds Up Economic Growth: Boosts economic activities in developing nations.

4. Finances Projects: Provides funding for large-scale development projects.
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5. Transfers Knowledge: Brings technical expertise, business skills, and global

experience.

5.3.2. Role of Foreign Capital

Foreign capital plays a crucial role, especially during the early stages of industrialization. Its
contributions can be understood as follows:
1. Increases Resources:
o Adds to domestic savings and resources.
o Provides foreign exchange through FDI, raising investments, income, and
employment.
2. Takes Risks:
o Foreign investors often take on the initial risks of exploring new industries.
o Ifaproject fails, losses are borne by the foreign investor:
3. Brings Technical Know-How:
o Introduces advanced technology and managerial expertise.
o Helps organize resources efficiently and provides training to local workers.
4. Maintains High Standards:
o Ensures high-quality products, fair wages, and ethical business practices.
o Raises the overall quality of lecal goods and services.
5. Provides Marketing Support:
o Facilitates imports and exports among businesses across countries.
o Boosts global trade connections.
6. Reduces Trade Deficit:
o Enhances export quality and quantity, lowering trade deficits.
7. JIncreases Competition:
o Breaks domestic monopolies and fosters competition.

o Reflects global confidence in a country's economic potential.

5.3.3. Foreign Capital’s Contribution to Economic Development

Foreign capital helps bridge three critical gaps in a country’s economy:

« Savings Gap: Increases financial resources for investments.
o Trade Gap: Promotes exports and reduces reliance on imports.

e Technological Gap: Introduces advanced technology and expertise.
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Foreign capital fosters technology transfer, managerial efficiency, integration with global
economies, and export growth. It significantly accelerates the economic growth of the
recipient country. As the saying goes, "A satisfied foreign investor is the best commercial

ambassador a country can have."

5.4.Exchange Rate Policy and Exchange Controls

The exchange rate is the price at which one country's currency can be exchanged for another.
Simply put, it shows how much of one currency is needed to buy a unit of another currency.
For India, the exchange rate indicates the price of foreign currency in terms of Indian rupees
and reflects the external value of the Indian currency.
The exchange rate is determined by the supply and demand for foreign curreney in the
market. Changes in these conditions affect the exchange rate, which in turn influences
exports, imports, and the country's balance of trade.
1. Depreciation of Rupee:
When the price of the dollar rises, more rupees are required to buy a dollar, reducing
the rupee's value. This is called depreciation of the rupee.
2. Appreciation of Rupee:
When the price of the dollar falls, fewer rupees are needed to buy a dollar, increasing

the rupee's value. This is called appreciation of the rupee.

5.4.1. Exchange Rate¢'Policies

There are two main ways to determine the value of a currency:
1. Fixed Exchange Rate Policy:
o Thegovernment or central bank fixes the currency value to another currency
(e.g., USD) or a commodity like gold.
o It provides stability, credibility, and low inflation.
o The central bank maintains foreign reserves to stabilize the exchange rate.
o Example: If the exchange rate is fixed at 1 INR = 3 USD, the central bank
ensures enough dollars are available to maintain this rate.
2. Freely Floating Exchange Rate Policy:
o The currency's value is determined by supply and demand in the market.
o Itis self-correcting as market forces adjust the exchange rate.

o This system is more volatile and can lead to speculative activities.
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5.4.2. Objectives of RBI's Exchange Rate Policy

The Reserve Bank of India (RBI) manages the exchange rate to achieve the following goals:
« Promote exports.

Secure favorable trade terms.

Protect the rupee from fluctuations in foreign currency values.

Meet foreign trade targets in economic plans.

5.4.3. India’s Exchange Rate Policy

India’s exchange rate policy has evolved with its economic reforms:
o Post-Independence Period: India followed a par value system, where the rupee was
pegged to a single foreign currency.
o Later Shift: The system shifted to a basket-peg approach, where the rupee was linked
to multiple currencies to stabilize its value.
e Current System: India now follows a managed float exchange rate system, allowing
market forces to determine the rate with limited intervention from the central bank.
India’s exchange rate policy aligns with its broader strategy of economic liberalization and
global integration since the 1990s. This approach has contributed to stabilizing trade,

promoting growth, and managing external economic challenges.

5.5.Regional Integration: SAARC, ASEAN, EU, World Trade Organization,
World Bank, IMF.

5.5.1. SAARC (South As#n Association for Regional Cooperation)

Formation:
o Inspired by the success of trade blocks like EEC and NAFTA.
e ~Founded by India, Bangladesh, Bhutan, Pakistan, Nepal, Maldives, and Sri
Lanka.
e SAARC charter adopted in December 1985.

Objectives of SAARC:
o Improve quality of life: Enhance welfare and dignity of people in member countries.
e Economic and cultural growth: Develop the region socially, economically, and
culturally.
e Self-reliance: Promote mutual trust and understanding among member countries.

o Collaboration: Provide support in areas like science, technology, and culture.
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e Global unity: Strengthen relationships with other trade blocks and present a united

front in international forums.

Organizational Structure:
e Council: Highest decision-making body, comprising heads of member governments.
Meets every two years.
e Council of Ministers: Includes foreign ministers of member countries, meets twice
annually to formulate policies and review SAARC activities.
o Committees: Standing, programming, and technical committees support

policymaking.

SAARC Preferential Trading Arrangement (SAPTA):
o Established in April 1993.
e Aims to:
o Gradually liberalize trade among SAARC countries.
o Reduce trade barriers and tariffs.

o Foster economic cooperation among member countries.

5.5.2. ASEAN (Association of SeutheastAsian Nations)

Formation:
o Founded in January 1992 by six countries: Singapore, Brunei, Malaysia,
Philippines, Thailand, and Indonesia.
o Inspired by successful trade blocks like EEC and NAFTA.

Strengths of ASEAN:
o Skilled workforce: Highly educated and skilled human resources.
o Natural resources: Rich in oil, minerals, and agricultural goods.

e Open to investment: Encourages foreign capital for economic growth.

Goals of ASEAN:
« Develop agriculture, industry, and services sectors.
e Maintain unity through shared cultural and historical backgrounds.

e Create a nuclear-free zone and promote peace and neutrality.

ASEAN Free Trade Area (AFTA):
« Established in 1994 to boost intra-ASEAN trade.

e Objectives:
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o Attract foreign investments.
o Eliminate tariffs on goods made within ASEAN (40% value addition
required).

o Foster regional economic cooperation.

5.5.3. European Union (EU)

Overview:

A political and economic union of 27 European countries.
Aims to promote peace, stability, and prosperity in Europe.
Introduced a common currency, the Euro, and a single market for goods, services,

and capital.

Goals of the EU:

Promote peace and well-being of citizens.

Ensure freedom and justice without internal borders.

Foster sustainable development with social progress and environmental protection.
Combat discrimination and promote equality.

Advance scientific and technological innovation.

Enhance solidarity among member countries.

Values of the EU:

Human dignity: Protected as a fundamental right.

Freedom: Citizens can move and reside freely within the union.
Democracy: Opcrates on representative democracy principles.
Equality: Ensures equal rights, including gender equality and fair pay.
Rule of law: Governed by treaties and upheld by independent judiciary.

Human rights: Protects against discrimination and guarantees access to justice.

This simplified explanation combines paragraphs for key ideas and points for clarity, making

the concepts easier to understand.

5.5.4. WORLD TRADE ORGANIZATION (WTO)

The World Trade Organization (WTO) was established during the Uruguay Round of

negotiations (1986—-1994) to replace the General Agreement on Tariffs and Trade (GATT).

Unlike GATT, which focused only on trade in industrial goods, the WTO covers trade in

industrial and agricultural goods, services, and intellectual property. The WTO's main

objective is to ensure that global trade flows smoothly, freely, fairly, and predictably.
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Objectives of WTO

The WTO aims to achieve the following objectives:

1. Setting Trade Rules: Establishing rules for international trade.

2. Trade Negotiations: Providing a platform for discussing and monitoring trade
liberalization.

Dispute Resolution: Settling trade disputes among members.

Transparency: Ensuring decision-making processes are open and clear.

Cooperation: Working with other global economic organizations.

A U S

Supporting Developing Countries: Assisting developing nations™ to benefit from

global trade.

The preamble of the WTO agreement highlights goals such as_improving living standards,

ensuring employment, increasing incomes, and boosting trade.
Structure of WTO

The WTO operates through a structured hierarchy:

o Ministerial Conference: Top decision-making body that meets every two years.

¢ General Council: Regularly meets to handle day-to-day matters and functions as the
Trade Policy Review Body and Dispute Settlement Body.

e Specialized Councils: Includes the Goods Council, Services Council, and Intellectual

Property Couneil, which oversee specific trade agreements.

The WTO. Sccretariat, based in Geneva, coordinates with about 200 international
organizations for research, training, and setting global standards. Currently, the WTO has 164

members (95% of global trade) and 24 additional countries negotiating membership.
Guiding Principles of WTO
1. Trade Without Discrimination

« Most-Favoured-Nation (MFN):
o Countries must treat all trading partners equally.
o Ifone country lowers trade barriers for a product, it must do the same for the

same product from all other WTO members.
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o [Exceptions:
= Free trade agreements allow special treatment within the group.
= Special market access can be given to developing countries.

= Barriers can be raised against unfairly traded goods.
National Treatment Principle (NTP)

Imported and domestic goods should be treated equally after entering the market.
Example: Imported apples sold in India must have the same marketing opportunities

as local apples.
Free Trade

Lowering trade barriers encourages trade.
By the 1980s, negotiations expanded to include services and intellectual property.
Progressive Liberalization:

o Countries make gradual changes to meet WTO rules, with developing nations

getting more time.
Predictability

Trade stability encourages investments.

Countries must commit to fixed tariff rates (bindings) and avoid arbitrary trade
barriers.

Changes to tariffs or trade commitments require negotiations and possible

compensation.

General Ban on Quantitative Restrictions

Limiting quantities of imports is discouraged as it can distort trade more than tariffs.
Greater Competitiveness

The WTO discourages unfair practices like export subsidies or dumping (selling
products below cost).

Additional duties may be imposed to counteract such practices.

Tariffs for Domestic Industry Protection
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Tariffs should be the only method for protecting local industries.

WTO encourages gradual reduction of tariffs through negotiations.
Transparency in Decision-Making

Members must notify trading partners of any changes in trade rules.
Changes should be clear, verifiable, and address objections or compensate affected

countries.

9. Progressive Liberalization

e Some unresolved trade issues, like labor standards and market access, are discussed in
stages during successive rounds of negotiation.

10. Market Access

e The WTO promotes global trade by replacing complex trade barriers with regulated
tariffs.

e Agreements like the Agreement on Agriculture (AOA) set clear goals for better
market access.

11. Special Privileges for Less-Developed Countries

e Developing nations get more flexibility, extended timelines, and special privileges to
adjust to WTO rules.

12. Protection of Health and Environment

o WTOagreements support protecting human, animal, and plant health and the
environment.

e Such measures should be non-discriminatory and not disguise protectionism.

Key WTO Agreements

1. Agreement on Agriculture
This agreement aims to improve agricultural trade by strengthening the rules under GATT. It

includes three key commitments:

Market Access: Making it easier for countries to trade agricultural goods.
Domestic Support: Reducing government support that distorts trade.

54



o Export Subsidies: Limiting financial support for exporting agricultural products.
2. Agreement on Sanitary and Phytosanitary (SPS) Measures
This agreement ensures that countries' measures to protect human, animal, and plant health
do not:
o Unfairly discriminate against other countries.
e Act as hidden barriers to international trade. It also minimizes any negative trade
effects of such measures.
3. Agreement on Textiles and Clothing (ATC)
This replaced the old Multi-Fibre Arrangement (MFA) in 1994.
e Goal: Gradually deregulate textile trade by integrating it into GATT rules oyer 10
years.
« Impact: It ended policies that protected local textile industries unfairly.
4. Agreement on Technical Barriers to Trade (TBT)
o Purpose: Prevent excessive or unnecessary product standards from becoming trade
barriers.
» Focus: Align standards and safety regulations with international norms to ensure fair
trade.
5. Agreement on Trade-Related Investment Measures (TRIMs)
e Aim: Set rules for foreign investment to ensure fairness.
o Key Points: Countries cannot impose restrictions like:
o Requiring companies to use local materials (local content rules).
o Mandating balanced trade by investors (trade balancing).
6. Anti-Dumping Agreement
This agreement prevents the misuse of anti-dumping measures.
« Dumping: Selling goods at unfairly low prices in another country.
o Goal: Ensure fair investigations and avoid unfair protection of local industries.
7. Customs Valuation Agreement
e Purpose: Standardize customs valuation globally.
o Benefit: Ensures consistent and fair pricing for imported goods by avoiding arbitrary
calculations.
8. Agreement on Pre-shipment Inspection (PSI)
« Role: Oversees inspections of goods in exporting countries before shipment.
o Goal: Ensure transparency in checking quality, price, and quantity of products.
9. Agreement on Rules of Origin

This agreement creates clear rules for determining the origin of goods.
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e  Why it’s needed: To ensure fair application of trade policies and resolve disputes
over origin.
10. Agreement on Import Licensing Procedures
e Purpose: Simplify and standardize procedures for importing goods.
o Impact: Prevents these procedures from becoming hidden trade barriers.
11. Agreement on Subsidies and Countervailing Measures
« Key Points:
o Defines subsidies clearly.
o Sets rules to prevent harmful subsidies.
o Allows counter-tariffs if subsidies hurt other countries' industries.
12. Agreement on Safeguards
e Focus: Allows emergency measures to restrict imports if there’s a ‘sudden rise in
imports that harms local industries.
¢ Goal: Clarify when and how these measures can be used.
13. General Agreement on Trade in Services (GATS)
This agreement governs trade in services.
+ Key Provisions:
o No discrimination between countries (most-favored-nation).
o Protects transparency in frade policies.
o Prevents restrictions in committed service sectors.
14. Agreement on Trade-Related Aspects of Intellectual Property Rights (TRIPS)
o Covers: Copyrights, patents, trademarks, industrial designs, and more.
e Goal: Protect intellectual property and ensure enforcement of rights globally.
o Additional Feature: Helps resolve disputes related to intellectual property.
15. Understanding on Rules and Procedures for Dispute Settlement (DSU)
o Purpose: Provides a fair process to resolve trade disputes.
o Key Features:
o No unilateral actions.
o Panel of experts reviews disputes.
o Appeals allowed, and decisions are binding.
16. Trade Policy Review Mechanism (TPRM)
* Role: Periodically reviews and evaluates members’ trade policies.
e Conducted By: Trade Policy Review Body (TPRB).
e Objective: Ensure transparency in global trade practices.

17. Plurilateral Trade Agreements
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e Definition: Agreements between a group of countries with shared interests, not
involving all WTO members.

« Example: Deals on specific industries or topics that don’t apply globally.
5.5.5. The World Bank

The World Bank, established in 1944 after World War 11, is a global financial institution that
helps countries by providing long-term funding and assistance for economic development and
rebuilding. It plays a significant role for multinational businesses, especially since it finances
large-scale projects where companies can supply goods and services. The main purpose of the
World Bank is to support reconstruction in war-affected economies, promote development in
less-developed countries, and convert wartime facilities to peacetime use. It also encourages
private investments by offering guarantees and financial support when private funding is
unavailable. Additionally, the World Bank aims to promote international trade growth,

improve productivity, and balance global trade.

The World Bank is structured with two main parts: the International Bank for Reconstruction
and Development (IBRD) and the International Development Association (IDA). It works
alongside the International Finance Corporation (IFC) and the Multilateral Investment
Guarantee Agency (MIGA). The World Bank’s werk focuses on supporting economic growth
in developing countries. It provides loans, with about $30 billion lent annually, and focuses
on improving health, education, protecting the environment, encouraging private businesses,
and strengthening government systems for better service delivery. The bank also helps
countries with economic reforms, strengthens banking systems, and encourages private

investment by reducing risks.

The World Bank raises funds through two main sources: capital markets and contributions
from wealthy nations. The IBRD raises funds by selling AAA-rated bonds, and these loans
are typically repaid within 15-20 years, with a grace period of 3-5 years. On the other hand,
IDA provides interest-free loans funded by member contributions, with repayment periods of
35-40 years and a 10-year grace period. The World Bank is owned by over 180 countries,
and its decisions are made by appointed governors and directors. These governors are
responsible for deciding major policies, approving budgets, and admitting or suspending
members. They meet annually to discuss important issues and make decisions that shape the

bank's operations.
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5.5.6. INTERNATIONAL MONETARY FUND (IMF)

The International Monetary Fund (IMF) officially came into existence on December 27,
1945, when 29 countries signed its Articles of Agreement, which had been discussed during a
conference held in Bretton Woods, USA, in July 1944. The IMF began its financial
operations on March 1, 1947. Today, the IMF has 182 member countries, with a total quota
of nearly SDR 212 billion (around US$300 billion), following a 45% quota increase in
January 1999. The IMF was created in response to the economic instability caused by the
Great Depression of the 1930s, which saw confusion in currency values, cempetitive
devaluations, and a shift from paper money to gold. Economists Harry Dexter White of the
United States and John Maynard Keynes of the UK proposed a system to promote free

conversion of currencies, clear currency valuation, and international monetary cooperation.

Membership in the IMF requires each country to contribute a quota, which serves several
purposes. Quotas create a pool of funds for the IMFE to lend to countries facing financial
crises, form the basis for Special Drawing Rights (SDR), and determine a country’s voting
power within the IMF. The IMF’s statutory purposes include promoting international
monetary cooperation, encouraging balanced trade growth, maintaining exchange rate
stability, facilitating payments between_countries, providing financial aid for balance of
payments issues, and reducing the duration and intensity of payment imbalances among

countries.

The IMF offers financial assistance through various mechanisms. Regular IMF facilities,
such as Standby Arrangements (SBA), provide short-term financial help, with repayment
expected within 3% to 5 years. The Extended Fund Facility (EFF) addresses medium-term
structural problems and requires repayment over 4% to 10 years. The concessional Enhanced
Structural Adjustment Facility (ESAF), introduced in 1987, is available to low-income
countries facing prolonged financial issues, offering loans at a low interest rate with longer

repayment periods.

The IMF 1s managed by its member countries, who are represented by a Board of Governors,
typically made up of finance ministers or central bank heads, and a Board of Directors based
in Washington, D.C. These bodies make decisions regarding key policies, quota adjustments,
new member admissions, and budget approval, ensuring the IMF fulfills its mission of

stabilizing the global economy and promoting economic cooperation.
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5.6.Contribution of Indian Economy: Growth and evolution of Indian
MNC'’s

A multinational company (MNC) is a company that is based in one country (called the
home country) but has operations in many other countries (called host countries). The main
office or headquarters of the MNC is in the home country, but its branches, factories, and
businesses are in other countries. MNCs are known for their huge size, advanced technology,
and global reach. They are powerful because they operate in many countries and have large

financial resources, professional management, and strong marketing strategies.
Growth of Indian MNCs

In the early 1990s, India opened up its economy to foreign companies, and this allowed
MNCs to enter the market. At that time, MNCs like Hindustan Unilever (HUL) and Maruti
Suzuki were very popular in India, especially in the areas of fast-moying consumer goods

FMCG) and cars. These companies controlled around 40% of the market share.
( p

However, as India’s economy grew and changed, new areas like technology and consumer
products became more important. By 2014, companies like Maruti Suzuki and Samsung

Electronics were the top MNCs in India, but HUL's share had decreased to around 4%.

As Indian companies became stronger, they started facing competition from Chinese
companies that offered products at lower prices. Instead of seeing this as a threat, Indian
companies took it as an oppertunity to improve their businesses by cutting costs without
affecting quality. This helped them grow in size and reach. With more people buying
products and the government focusing on building infrastructure, Indian companies began to
expand.-both locally and globally. This led to the rise of Indian MNCs—Indian companies

that set up businesses and factories in other countries.

Examples of Indian MNCs

Here are some examples of Indian companies that became MNCs:

e Bharat Forge: In 2003, Bharat Forge bought Carl Dan Peddinghaus, a German
company. This made Bharat Forge the second-largest forging company in the world.
e Moser Baer: This company, which is the third-largest producer of optical disc media,

opened its sixth factory in Germany in 2004, its first production unit outside India.
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e  Wockhardt: In 1998, Wockhardt, a pharmaceutical company, bought a failing UK-
based company called Wallis Laboratories for $8 million. Wockhardt made this
company profitable within a year.

e Tata Tea: In 2000, Tata Tea bought Tetley Tea, a large tea company from the UK,

for $431 million. Tata Tea turned Tetley’s business around by restructuring its debts.
Criticism Against MNCs
Even though MNCs have been successful, they are often criticized for several reasons:

e« MNCs often prefer to buy other companies (mergers and acquisitions) instead of
starting new businesses.

¢ They raise money in the host country but take most of their profits back to their home
country.

e They sometimes bring old technology and machines from their home country that are
no longer useful.

e Their main focus is making profits, often at the cost of local needs and national
interests.

e They use foreign managers instead of hiring local talent, which means they don’t
always work well with the local culture or economy.

e The technology they bring may not always suit local needs, and transferring
technology can be expensive.

e After entering a market, MNCs often try to own more of the company to become the
majority shareholder.

e While they may help stabilize the economy, they are often more interested in
producing cheap, mass-market goods rather than essential products for the local

population.

In conclusion, Indian MNCs have grown significantly and are now powerful players in the
global market. However, they still face challenges and criticism, especially regarding their

focus on profits, use of foreign management, and the impact on local economies.

60



