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Introduction

Business in today’s world is one of increasing diver-
sity. Undertaking commerce even by an individual
can mean working globally through a welter of new
media with opportunities of all sorts rapidly appear-
ing. The boundaries, scope, content, structures, and
processes of a business activity can morph into com-
pletely different ones in the course of a project. Con-
temporary businesses and certainly future businesses
find it incumbent upon them to fit with the require-
ments of environmental and economic sustainability
of the others who inhabit our world. Of course the
practices, technologies, and tools of business are cur-
rently utilized by professional managers in govern-
ment, education, arts organizations, not-for-profit
organizations, political organizations, social service
organizations, etc. That is, rather than having an
opera company run by a former singer who charms
its patrons, what is expected is a former singer who is
a professional manager who is adept at grappling with
the issues, requirements, and expectations associated
with responsible business.

With about 1,000 entries written for this volume
by experts from an incredible diversity of fields, this

volume provides the opportunity for understanding
thelandmarks and their interrelationshipsin the wide
domain of business. These volumes indeed enable a
person to come to understand what the key issues
of a business topic are, and then examine associated
topics to emerge with an expanding understanding
of any of many areas of business. Thus, users of this
encyclopedia may use it as a GPS to navigate them
into the language and ideas of the main conceptual
terrain of business.

This encyclopedia is designed to include a vast
range of different types of entries, including key com-
panies, business policies, regions, countries, dimen-
sions of globalization, economic factors, international
agreements, financial instruments, accounting regu-
lations and approaches, theories, legislation, man-
agement practices and approaches, ethical and social
responsibility issues, legal and contractual structures,
professional organizations, technologies, market-
ing and advertising topics, research and develop-
ment practices, operations management, and logis-
tics terms, with a global perspective. The wealth of
topics included here reflects an integrated vision by
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viii Introduction

the editor of a welter of functions, technologies, and
environmental factors. In the past century most busi-
ness topics were free-standing and mostly of inter-
est to narrow specialists in related departments and
organizations. However, the 21st century is one of
cross-boundary actions. For example, Amazon incor-
porates the knowledge of prosumers’ book and other
product reviews as part of its service to customers.
Wal-Mart has suppliers who are alerted by data fed to
them by the scanning of RFID tags when the product
levels of a particular shelf in a particular Wal-Mart
store or in Wal-Mart stores of a particular region or
country indicate that it is time to initiate the produc-
tion packaging and shipping of their products to Wal-
Mart. These vendors actually might better understand
parts of Wal-Mart’s inventory sales, promotions, and
requirements better than Wal-Mart managers.

Such new types of partnering create new terms and
topics that those wishing to successfully engage and
utilize must understand. Increasingly used structural
approaches such as outsourcing and offshoring tran-
scend the still important and now classic conceptu-
alization of international business through an under-
standing of intercultural issues, the political and
economic environment of key countries around the
world, home country and host country issues, joint
ventures, multinational corporations, international
negotiations.

Globalization is a by-word of the current business
epoch. Today it is normal for a business in a developed
country to employ clerks, technicians, salespeople,
customer relations agents, and increasingly profes-
sionals such as managers, engineers, and researchers
in emerging market nations such as India, China, and
Vietnam. Increasingly, corporate teams work virtually
with team members distributed around the world.
New technologies provide interfaces that are coming
to replicate and in some ways even improve on the
kind of exchanges that traditionally were only avail-
able in face-to-face situations.

So, for example, it has been predicted that most
people in companies will do part of their work by 2012
using three-dimensional augmented reality interfaces
such as that provided by virtual worlds such as Second
Life. The need for people in organizations to under-
stand associated newly arising terms and topics such
as crowdsourcing, avatars, and teleporting, therefore,
is significant.

In the post-Enron, post-Bhopal, post—Three Mile
Island, post-Exxon Valdez, and post-9/11 environ-
ment, business and society issues and topics refract
off each other with new meanings. For example, what
in the past might have just been a climate of corrup-
tion, bribery, ineptness, and lack of accountability,
now in this or that far-flung place today might have
global implications. So, the editor of this volume was
engaged by Columbia University to teach cutting-
edge human resource management (HRM) topics in
a Russian oil company in Nizhny Vartovsk, Siberia,
where just as in U.S. oil companies, the sharing of cut-
ting-edge management technologies and approaches
was proceeding at a rapid rate. Notions such as whis-
tle-blowing, managing stakeholders, alleviating pov-
erty through business strategy, and microfinance are
increasingly important for those interested in under-
standing business to know.

Management information systems are a new uni-
verse of technologies, and the terms and topics that
encompass them, from just 15 years ago. New appli-
cations and functions have proliferated, including
e-commerce, the blogosphere, social networking
(including Facebook and LinkedIn), digital dash-
boards, e-learning, executive support systems, inter-
net, intranets, extranets, identity theft, moblogs,
privacy, spam, transaction processing systems, virtu-
alization, virtual companies, VoIP, business process
reengineering, data warehouses, and customer rela-
tionship management (CRM).

Operations management is a field of business that
is undergoing many structural and technological
changes. The quality management revolution start-
ing in Japan and developing in the mid-80s in the
United States and Europe has been overtaken by new
issues of global supply chain procurement and distri-
bution. New approaches to designing services take
on more import in a service economy. Service blue-
printing, front office and back office activities, and
servicescapes are among the new by-words. Location
analysis, hybrid layout design, and process product
and fixed position layouts are increasingly structured
in their deployment. Enterprise resource planning
(ERP) is increasingly sophisticated with new connec-
tivity and integration issues.

Management strategy has been redefined in the
United States by agency theory, the resource-based
view of the firm, and such important accounting



legislation as the Sarbanes-Oxley Act. New types of
financial instruments and their deployment through
a wider than traditional spectrum of organizational
types resulted from deregulation. The looseness
and oversight of this new environment resulted in a
looseness in financial dealings. Financial institutions
worldwide have been shaken by the great mortgage
crisis of 2008. This followed the bailing out of Bear,
Stearns, & Co. Inc., a leading global investment bank-
ing and securities trading firm, by the American fed-
eral government. The world economy is increasingly
integrated. The European Union (EU) and NAFTA
are just two of many such international structures
that foster freer trade. The high price of oil in 2008
reflects the ongoing power of OPEC.

Marketing is no longer just a department in a
company; rather it entails the collaboration of many
departments, vendors, and even customers working
together to market products and services. Today we
find companies such as Dunkin’ Donuts focusing on
the quick provision of inexpensive cups of coffee to go
and at the same time other companies such as Star-
bucks going beyond that to market an entire experi-
ence, lifestyle, variety of flavors, and even music to
their target market.

We see lateral and vertical marketing, yet the
classic mix of the 4Ps of product, price, place, and
promotion still frame marketing decisions. Pricing
decisions can spring from such varied strategies and
focuses as penetration, competition’s price, bun-
dling, differential product line pricing across dif-
ferent price-points, psychological selection of price
amounts, and premium pricing to exclusive target
markets. Advertising nowadays at times includes
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subliminal or covert messages. Internet advertising
is arising in many new varieties. Marketing has gone
from international marketing to global marketing,
where marketing decisions are made to apply across
multiple countries.

This encyclopedia is current and packed with
essential and up-to-date information on the state of
business in our world. Not only does it reflect where
business is, but also conveys the trajectory of busi-
ness further into the 21st century. The current status
of English as the new Esperanto is having a big impact
on business around the world. Many business schools
in all parts of the world are now offering courses and
programs in English. This is creating a need for a ref-
erence that will explain English language topics and
terms, in university, business, and public libraries.
Coverage of the global has not been at the expense
of the local. This encyclopedia provides insight into
the development and current business situation in a
wide spectrum of nations through articles on many
individual countries.

Our hundreds of article authors, with their knowl-
edge of a wide range of literatures, provide biblio-
graphic recommendations for those seeking more
specific information. Sometimes as in the case of
the article on Austria, this might include a link to a
Web site that might offer the ongoing updates of the
nation’s statistical data. The editor hopes that the
Encyclopedia of Business in Today’s World will pro-
vide clear overviews of the important business topics
of our time.

CHARLES WANKEL
GENERAL EDITOR
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Chronology of Business

Fourth Millennium (4000-3000) B.c.E.

The story of how business in today’s world came to
be begins at the dawn of history. Long before coins
were developed, long before records were kept, we
nevertheless find physical evidence for which trade is
the most likely explanation. Seashells found in inland
communities are one obvious example; whether they
were used as a currency or bartered for (in addition
to decoration, some shells could be used as scraping
devices, building materials, and sources of dye), trade
is the most likely reason they would wind up there.
Other remnants can survive as well: the remains of
animals not native to a region, foreign rocks and ores,
and worked goods that bear the distinctive signs of
other cultures.

During the third and fourth millennia B.C.E., we
find these signs of trade among the first settled soci-
eties of the Fertile Crescent. Developed urban cen-
ters—which depend on trade to a greater extent than
agricultural communities where each family could
theoretically produce all that they need—appear
throughout Mesopotamia, in Sumer, Ur, Susa, and
Akkad. Trade always enjoyed a symbiotic relationship

with urbanity: urban dwelling required, and trade
thrived on and enabled, specialization of labor and
production.

As early as 3100 B.c.E., Egyptian goods can be
found in Byblos (Phoenicia; now Lebanon), and were
likely part of trade of Egyptian grain for Phoenician
timber. Around the same time, obsidian was being
mined on the Greek island of Mylos, from which it
was shipped by traders to various settlements. In this
pre-metallurgical age, obsidian was the most reliable
cutting tool, but its trade value diminished by the end
of the fourth millennium B.c.E., when the alloying of
copper with tin ushered in the Bronze Age in the Near
East. (The Bronze Age is best thought of as a stage,
as opposed to a specific year. The Near East entered
it first, about a thousand years before Europe; China
followed closely after Europe, with Korea entering the
Bronze Age last, around 800 B.C.E.)

2500-2000 B.c.E.

Urban centers in southern Mesopotamia develop met-
allurgical industries based on copper from the north-
ern Iranian plateau, hundreds of miles away. Other
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Iranian imports to southern Mesopotamia include
alabaster, marble, turquoise, and obsidian. Artifacts
made in Mesopotamia of these Iranian materials
are then traded again, and found all over the ancient
world, from Syria to the Indus River Valley to Central
Asia—travelling over 1,000 miles along ancient trade
routes.

2000-1500 B.c.E.

Clearly trade had become vital in Mesopotamia. Just
as builders and farmers had developed to answer
needs of the community, a professional class of trad-
ers called tamkaru develops. Tamkaru combine trad-
ing, moneylending, and brokerage. More than just
acting as middlemen, the tamkaru offer loans to fund
trading expeditions, and local laws develop to deal
with the outcome of those expeditions—the proper
way to divide profits, to determine what happens if a
ship is lost at sea, and so on.

The Code of Hammurabi, organized by the sixth
and greatest king of Babylon, is written around 1760
B.C.E. as a code of laws set down in stone so that they
would survive the life of any one king, and to divorce
the permanence of the law from the transience of the
whims of the powerful. Much of the Code is con-
cerned with the Mesopotamian economy—it deals
not only with what is and isn’t legal, but with fines,
inheritance, property, the prices of goods, and trade.

The state did not initiate international trade, but
it profits from it through taxes and sets rules for the
responsibilities of tamkaru. In addition to the worked
goods using Iranian raw materials, Mesopotamia
transports pottery, leather goods and textiles, and
a wide variety of agricultural goods (fruit and veg-
etables, grains, fish, beer), taking advantage of the
natural resources of the Fertile Crescent. The profit
from these goods in turn fund the purchase of goods
unavailable locally.

During this same period, trade expands in the east-
ern Mediterranean, where it is dominated by Minoans
and Mycenaeans from Crete and southern Greece.
Among the most valuable and most traded goods are
timber, Cyprian copper, olives and their oil, grapes and
wine, and wheat, a grain cultivated and commodified
sometime around 2000 B.C.E. Their trade partners
include Anatolia (Asia Minor) and Mesopotamia,
but especially Egypt, which has gold from its mines,
linen produced from flax, high-quality pottery, and

papyrus, an early form of paper. Because it’s a mini-
mally processed plant product, papyrus is susceptible
to mold in humid conditions, and so is less useful in
climates radically different from Egypt's—but in the
right climate, it is so practical and cheap to produce
that it still thrives as a commodity. Much of Egypt’s
gold originates in Punt, acquired via trading expedi-
tions along the Nile and the Red Sea. Caravan trading
routes are established to Mesopotamia, Syria, and the
Mediterranean Sea.

Unlike in Mesopotamia, in Egypt trade is not the
province of private enterprise. The Pharaoh, seen as
a divine ruler, controls the economy through a sort
of theocratic socialism, and has a total monopoly on
international trade, which he delegates to specific
traders who work for the state.

1200 B.c.E.

Trade throughout the Bronze Age world is disrupted
by violence, as cultures grow large enough to come
into prolonged conflict with each other, competing
for land, territory, and resources. Greece and Ana-
tolia are invaded by Indo-Europeans, the Hittites
and Mycenaeans are wiped out entirely, and mighty
Egypt is attacked by various groups they call the Sea
Peoples.

There is still a great deal of mystery about who
the Sea Peoples were; the Egyptians were never very
good at referring to foreign cultures in ways that
make it easy for us to identify them now, especially
if they made no treaties with them. (Treaties leave us
with the names of kings and other leaders, which of
course is critical identifying information.) They could
have included the Philistines better known from the
Bible, the Minoans, or even the Mycenaeans fleeing
their own invaders in Greece. Some historians sus-
pect a connection between the Sea Peoples and the
Phoenicians.

While trade does not come to a halt, the dropoff
is certainly severe, especially relative to the steady
growth of the previous centuries.

1000 B.c.E.

The Phoenicians fill the trade gap left by the wars of
200 years earlier. An ancient civilization related to
the Canaanites who lived in pre-Hebrew Israel, they
were a coastal people who organized in city-states,
especially throughout modern-day Lebanon, Syria,
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Drawings on the walls of an ancient Egyptian tomb depict the exchange of goods. Egypt had trade and commerce with states
throughout the Mediterranean but was under the control of the pharaohs.

and Israel. Their alphabet would later be adopted and
adapted by the Greeks, and thence by the Romans
and the modern European world. There are many
unanswered questions about the Phoenicians, who
may have been a culture that included multiple eth-
nic groups, and who may or may not have seen them-
selves as distinct from the Canaanites.

From their firstappearances in the historical record,
they are associated with high-quality timber—the
“cedar of Lebanon” which is highly spoken of by Egyp-
tian traders a thousand years before the Phoenicians
became the dominant traders of the region—and with
sea travel.

It seems very possible that their rise to trade domi-
nance is connected to the Sea Peoples to whom,
according to many theories, they are related; they may
have learned better shipbuilding or sailing techniques
through contact with the Sea Peoples at the time of
the Egyptian invasion, or the Phoenician culture of
1000 B.C.E. may in fact be a Sea People culture.

In any case, Phoenicians had been sailing and trad-
ing since 1550 B.C.E., and by 1000 B.C.E. they are the
principal trade partners of Egypt and the Mesopo-
tamian cultures. Other than timber, they have little
in the way of native raw materials, but their trading
activity brings them olive oil, wine, dyes, pottery,

glass, metal, and textiles, from all over the Mediter-
ranean coast, as well as fruit from Mesopotamia and
gold and grain from Egypt.

Over the next four hundred years, Phoenician
trade supremacy encompasses the Mediterranean,
North Atlantic, and West Africa—Phoenician traders
may have even circumnavigated the African conti-
nent. Phoenician colonies are established in Rhodes,
Cyprus, Sardinia, Sicily, France, Malta, the Bale-
aric Islands, North Africa, and Spain, in addition to
Egyptian and Anatolian trading posts. Cyprian cop-
per, Spanish silver, Anatolian iron, and Mediterra-
nean wine are all part of the Phoenician commercial
empire, and they sailed as far as Britain—modern-day
Cornwall—to mine tin.

753 B.C.E.
The Kingdom of Rome is founded.

750 B.C.E.

The Phoenician trading empire begins to lose its
dominance. Phoenician colonies Carthage (in North
Africa), Motya (Sicily), Malta, and Cadiz (Spain) have
become independent. Greece begins to emerge from
its Dark Ages and establishes strong colonies through-
out the Mediterranean.
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734 B.C.E.
Greek colonists arrive in Italy from Sparta.

660 B.C.E.

Early coins, possibly the first, are stamped in Lydia,
a kingdom in western Asia Minor. Lydian coins are
made of electrum, a naturally occurring gold/silver
alloy, and are stamped with the royal symbol of a
lion’s head. Greek historian Herodotus credits Lydia
not only with the first coins but with the first retail
stores (as opposed to temporary marketplaces and
roaming traders). King Croessus of Lydia—whose
name is still remembered in the phrase “wealthy as
Croessus”—is responsible for one of the seven won-
ders of the ancient world, the Temple of Artemis at
Ephesus, a 120-year project. India and China soon
issue coins as well.

594 B.c.E.

Solon, leader of the Greek city-state of Athens, enacts
reforms that become the foundation for Athenian
democracy.

539 B.c.E.

Phoenicia is conquered by Cyrus the Great, the
founder of the Persian Empire, and divided up into
four kingdoms given to his loyal vassals. Many native
Phoenicians who are able to do so flee to Carthage,
which soon begins a long and significant history as
a strong maritime power. Phoenician influence over
foreign cultures, especially in the Mediterranean
region, declines immediately after the Persian con-
quest. Alexander the Great conquers one of the four
Phoenician kingdoms, Tyre, in 332 B.C.E., and dis-
tinctly Phoenician culture disappears shortly after,
becoming absorbed into Greek culture.

509 B.c.E.

Rome becomes a Republic when its last king is ousted
from power after his son rapes the wife of a senator
(this, anyway, is the legend; the exact circumstances
of the shift in power are unknown). Key to its govern-
ment over the next five centuries will be its constitu-
tion, which establishes a state in which the legislative
branch enjoys considerable power and is meant to
represent the will of the people. While not a democ-
racy, it is a remarkable leap toward modern gover-
nance, espousing ideals that much of Europe won’t

adopt for many centuries to come. The office of ponti-

fex maximus—high priest—is soon established, and is
notable primarily because when the Catholic Church
mirrors much of the structure of the Roman Republic,
the Pope takes the place of the pontifex maximus.

500 B.c.E.
Greek trading dominance extends throughout the
Middle East and eastern Mediterranean to the Bal-
kans and southern Russia, and Greek settlement has
spread throughout the Black Sea. The trading network
exports olives, wheat, and wine for grain from Egypt
and Sicily; copper, tin, zinc, and iron from Italy; silver
and salted fish from Spain; metals from Asia Minor;
and timber from the Balkans. The trade with what
is now southern Russia is especially strong, provid-
ing Greece with fish, gold, furs, honey, amber, wax,
timber, and slaves, who were resold throughout the
Mediterranean. Large ships of 1,000 tons and more
are for the first time outfitted to sail the seas, and
the Greeks’ superior knowledge of navigation proves
a critical trade advantage, as they can reliably reach
ports other cultures would have trouble with.

Indian merchants travel to Ceylon, Indonesia, and
Southeast Asia to exchange pearls, cotton, black pep-
per, and Indian manufactured goods for spices.

411 s.C.E.

After Athens’s defeat by Sparta in the Peloponnesian
War, and the city-state’s resulting loss of maritime
supremacy, the democratic government is temporar-
ily overthrown by a coup that blames the defeat on
several democratic politicians. Order is restored eight
years later.

400 s.c.E.

Goods from India and goods picked from Southeast
Asian merchants transported to lands bordering on
the Arabian Sea, Persian Gulf, and Red Sea.

347 B.C.E.
Death of Plato, the Greek philosopher whose Republic
would remain an influence on political philosophy.

336-323 B.C.E.

The conquests of Alexander the Great spread the
Greek language from the eastern Mediterranean to
the Indus Valley, encouraging its adoption as the lan-



guage of trade and commerce—and more broadly, the
language of travelers throughout the ancient world.

323-146 s.c.E.
The Hellenistic period. The term Hellenistic is derived
from Hellen, the ancient Greeks’ name for themselves.
Alexander the Great’s conquests brought the known
world into contact with Greece, its language and cul-
ture, and it enjoys an even greater influence on world
culture than Phoenicia had. The Attic dialect of Greek
becomes a universal language, with regional dialects
becoming much less common, just as radically dif-
ferent English dialects are less common today, with
most English speakers in the United States speaking
an almost identical language to one another.
Ambitious Greeks migrate to the cities Alexander
established in the vast areas between the Mediter-
ranean and the Hindu Kush mountains and between
the Arabian desert and the Caucasus mountains. Hel-
lenistic groups establish wine vineyards and olive
groves, as well as factories and workshops, and in
many places are joined by groups of other ethnicities,
especially Jews and Armenians. Hellenistic Greece in
general is ethnically diverse, encompassing the many
diverse peoples Alexander conquered as well as those
who have relocated to do business with Greece and
married locals.

322-185 s.C.E.

The Mauryan Empire is established in the Indian
subcontinent, the largest empire to rule the region.
Under its centralized administration, manufacturing
of pottery, metal goods, and luxury goods is encour-
aged for the purposes of trade, and India begins to
participate in the international economy to a greater
degree than before.

268-232 s.c.E.

Roads ordered by Maurya’s Emperor Asoka encour-
age trade through Hindu Kush mountains both west
to Persia, Anatolia, and the Mediterranean basin and
east through China through what eventually becomes
the Silk Road. Building on routes previously estab-
lished by Persian and Macedonian administrations
in the previous two centuries, the Mauryan Empire
joins those routes and establishes links to the west,
and eventually to China. India exported cotton goods,
pepper, and gems to China in return for silk.

Chronology of Business xlix

211 B.C.E.

Rome issues the denarius, the silver coin that becomes
the basis for their currency (having previously used
cruder bronze coins, as well as the silver drachmae).
The denarius is valued at 10 aeses (the aes was a
bronze or copper coin). The gold aureus, worth 25
denarii, was rarely used.

Up to this point, the intrinsic value of a coin (the
value of the metals it is made of) was the same as the
face value. Roman coins have face values set by the
state, greater than their intrinsic values—often twice
as high, in fact, and sometimes higher, as the silver
content of the denarius is eventually reduced in order
to prevent shortages as Rome expands. Like letters
of credit, a face value higher than an intrinsic value
makes wealth more portable.

200 B.c.E.

The Han period begins in China, unifying this vast
Asian region into one economic and political unit. The
network of roads from the Han capital through Xian,
the Tarim basin, Kashgar, and Central Asia becomes
joined with the Persian and Indian land routes to
become the Silk Road, and China is now part of the
economic community that includes Europe and the
Mediterranean, the Middle East and the Indian sub-
continent, and North Africa. Though called the “Silk
Road,” the network of routes actually includes sea
routes as well.

Chinese silk, lacquerware, ceramics, and paper—
more expensive than papyrus but much more practi-
cal—soon become important trade goods throughout
the west.

146 B.C.E.

The classical Greek heartlands are annexed by the
Roman Republic; Hellenistic culture persists, but
Greek political independence ends, signaling the
dominance of Rome in the ancient world.

140 B.C.E.
The denarius is revalued at 16 aeses, a significant
devaluation.

27 B.C.E.

After 500 years, the Roman Republic becomes the
Roman Empire with the accession of Octavian, now
called Augustus Caesar.
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325 c.e.

The first Council of Nicaea establishes the Catholic
Church as a unified body, providing Western Europe
with a common religion.

400

Sea lanes are established via the South China Sea
through the Straits of Malacca to the Bay of Bengal,
the Arabian Sea, the Persian Gulf, and the Red Sea to
the Mediterranean, expanding the Silk Road.

476

The long-weakened Roman Empire ends in the West
when Romulus Augustus is deposed. A descendant of
the Roman Empire persists in the East in the form of
the Byzantine Empire. Western Europe developsin the
shadow of Rome, united by closely related languages
and culture, intermarriages, and the oversight of the
Roman Catholic Church. As a result, though there is
great diversity among European states and peoples,
the continent remains more closely connected than
it might be had it not been for the centuries during
which Rome courted, conquered, and colonized it.

500-700

After the Roman Empire falls, Jewish and Christian
communities continue the trading activity in the
Indian Ocean. East Africans including Christians
from Ethiopia and, after the 7th century, Muslims
on the Somali and Swahili coasts from the Horn of
Africa to central Mozambique participate in the
trade. This trade occurs through the Arabian Sea to
India. Indian traders (mostly Dravidians from South-
east Indian kingdoms) dominate commerce via the
Kra peninsula opening in Southern Thailand and the
straits of Malacca between Malaya and the Indone-
sian archipelago.

529-534

Justinian I, ruler of the Byzantine Empire, issues the
Corpus Juris Civilis (“Body of Civil Law”). Centuries
of imperial Roman law are compiled into three codi-
ces, which revive the use of Roman law throughout
Europe, influencing civil law.

631
Mohammed, the founder of Islam, dies. By the time
of his death, all of Arabia has converted to his faith.

Muslims become a powerful economic and political
force through the rest of the Middle Ages.

638

Jerusalem is captured by Muslims.

674-678

Muslim armies face their first serious defeat when
they are driven back after a four-year siege of Con-
stantinople, preventing the Islamification of Europe.

718
Muslims are again repelled from Constantinople.

754

Pepin, king of France and founder of the Carolingian
dynasty, promises the lands of central Italy to the
Pope—thus formalizing the Pope’s temporal power as
a political force in Europe.

800-1250

Islamic banks, founded to avoid the Koran’s prohibi-
tions of certain kinds of banking, offer a wide vari-
ety of services throughout the Muslim world, and are
instrumental in funding Indian Ocean trade. Among
the available services are moneylending, investment
broking, and currency exchange.

Lines of credit known as “sakk” are available, from
which term we derive the English word “check”” Sakks
allowed traders to draw letters of credit in one loca-
tion and cash them in at another, so that the traders
did not have to travel with large quantities of gold and
silver.

Much of the supply of gold for Europe and the Mid-
dle East before the exploration of the Americas comes
from various African empires, transported by Arab
and European traders across the Sahara desert. Trad-
ers arrive by camel and caravan in West African com-
munities, where they trade cloth, salt, metal, and glass
for dye, ivory, and especially gold and slaves. Outsid-
ers, emphasizing Arab involvement, sometimes refer
to this trade activity as The Silent Trade of the Moors.
Such traders leave their products on the riverbank
near the mines (usually in the area of the modern-day
Ghana and Ivory Coast), and if their trading partners
are satisfied with the offering, they leave gold in its
place the next morning. If the offering remains, the
process is repeated until a trade is made.
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The Mosque of Sultan Bayazid in Constantinople. The city was the apex of the Muslim effort to expand the Islamic religion into
Europe and was under siege for four years from 674 to 678.

The African empires of Ghana, Mali, and Songhay
derive much of their income from the tariffs enacted
on these trades, and the routes themselves tend to
reflect the dominance of particular states. Ghana is
reached via a western trade route from Morocco and
Algeria, but the route is abandoned when Muslims
sack Ghana’s capital; a route from Tunis arises in its
place. Muslim traders favor joint ventures in order to
avoid sole liability in trading ventures. They pool their
resources in several investments in several cargoes on
several ships, so that no one’s financial well-being can
“go down with the ship”

1000-1500
During the classic period of the Swahili city-states of
the eastern African coast (where modern-day Kenya,

Tanzania, and Mozambique are), there is a thriv-
ing market for Asian products such as Indian beads,
Chinese porcelain, and Persian pottery, as well as for
spices. Textile factories produce cloth both for local
demand and export, and copper and gold are mined
and traded. Adept shipbuilders, the Swahili conduct
their own trade with the outside world until the arrival
of the Portuguese in the early 16th century.

1054
The East-West Schism divides the Christian Church
into Western Catholicism and Eastern Orthodoxy.

1099
The First Crusade seeks to liberate Jerusalem from
Muslims.
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1337
The Hundred Years War begins as England and France
struggle for dominance of Western Europe.

1434

The Medici family rises to prominence in Florence.
Throughout the Renaissance, powerful noble families
will be important as patrons of artists and inventors;
they and the Catholic Church essentially fund the
Renaissance.

1440
The Portuguese establish plantations on Sdao Tomé
and the Cape Verde Islands.

1441-1800s

The European slave trade begins, starting with the Por-
tuguese, with other nations soon following. The trian-
gle or transatlantic trade is a symbol of the increasing
global nature of trade and business as it ties together
the eastern and western hemispheres in a three cor-
nered interaction. The commercial connection can
start anywhere. Merchants can carry clothing, guns,
and wine south to Africa and trade these items for
rhinoceros horn, ivory, grain of pepper, some gold,
and especially slaves. The trade extends from Senegal
to Angola.

Slaves are especially taken from Dahomey (now
Benin) and southern Nigeria (Caribbean and West
Indies) and Angola (Brazil). In Africa, this leg is
called the firearms trade as merchants located at trad-
ing posts (factors) exchange guns for goods, includ-
ing slaves. The collaborators then use the guns to
hunt potential slaves in their “protectorates” and sell
them to slavers in return for more guns. The product
and human cargo cross the Atlantic in the infamous
middle passage by which an estimated 15 million are
transported and many die.

The cargo is traded for precious metals from South
America and rum, molasses, and sugar from the West
Indies and Brazil. The traders then sail up the coast
of the Americas, collecting rice and tobacco and later
cotton from the American South, wheat from the
middle colonies, and naval stores (tar, turpentine,
rope, lumber) from New England. The ships then sail
back across the Atlantic. The ships could just as eas-
ily start from the western hemisphere or Africa. After
the slave trade is abolished in the early 19th century;,

starting with the United States, Britain, and the Neth-
erlands, this trade gradually diminishes.

1453

After the fall of Constantinople to Ottoman Turks,
Europeans take to the sea to obtain many of the prod-
ucts available through the Silk Road, and the land
routes associated with the Road decline quickly.

1492

Christopher Columbus, seeking a trade route to India,
establishes a route to the West Indies instead, intro-
ducing Europe to the New World of the Americas.
The Columbian Exchange that results from Colum-
bus’s repeated trips to the New World, and the trips
of other explorers, refers not only to trade but to the
exchange of food crops and other plants, animals, and
diseases between the continents. Though world pop-
ulation more than doubles between 1500 and 1900,
to 900 million people worldwide, the population of
the New World is reduced by more than 100 million
people in that same time.

1500

After 1500, western European countries facing the
Atlantic adopt an economic policy called mercantil-
ism, in which the nation is kept prosperous through
government intervention in the private sector. The
acquisition of wealth—and for Spain and Portugal,
particularly the acquisition of precious metals—is
mercantilism’s main goal, because stores of such met-
als are equivalent to a nation’s power.

The goal of trade, in essence, is to exchange exports
for as much gold and silver as possible—and so Span-
ish colonialism is fueled in great part by the quest for
gold in the New World. Colonies play a major role in
mercantilism: they’re meant to provide raw materi-
als that their founding nations back in Europe lack,
and to serve as captive markets. The English colonies,
for instance, provide rum and timber while serving
as reliable, predictable customers for English exports;
the Dutch take the same approach to their own colo-
nies. Just as those approaches eventually backfire, so
too does the Spanish: the influx of precious metals
from the New World devalues Spanish currency.

Coffee and sugar are introduced to the New World
colonies from the eastern hemisphere, and become
cash crops in Brazil, Costa Rica, and Louisiana.



1509
Systemic slave trade begins to the West Indies with
Spanish plantations in Hispaniola.

1550

Antwerp (in Belgium) begins its “continuous fair”
and becomes the site for the first permanent stock
exchange, a meeting place for bankers, merchants,
and businessmen. Though no one realizes it yet, this
is the first blow to still-nascent mercantilism and a
gesture towards modern economic practices, which
favor and protect the private sector.

1570
The beginning of Dutch involvement in slave trade.

1577

The Muscovy Company, England’s first joint-stock
company, is chartered. The joint-stock company, a
precursor to the modern corporation, is the chosen
instrument of mercantilism. A charter from the state
grants the company with a monopoly in a specific
region or over a specific trade good. Though trading
companies had existed before, these charters came
into full flower as mercantilism was adopted, and
enable companies to trade all over the world. Many of
the New World colonies were founded as joint-stock
companies originally.

The Muscovy Company is specifically granted the
right to import furs from Russia and the Baltic, and
was founded by adventurers searching for a North-
east Passage to China.

1591

The Moroccan defeat of the Songhay Empire marks
the end of the Sudanic empires and the decline of the
Silent Trade of the Moors. By this time, the flow of
specie coming from the Americas and West Atlantic
trade had undermined the economic role of Sudanic
states.

1600

The British East India Company is granted its charter
by Queen Elizabeth I on December 31, 1600, with a
21-year monopoly on British trade in the East Indies
(the company persists much longer than its monop-
oly does). Its main trade was in silk, indigo, opium,
tea, and saltpeter, and it was chartered in the hopes
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of countering some of the Dutch trade superiority in
the East Indies. Hostilities with the Dutch East Indies
Company (founded 1602) and the Portuguese East
Indies Company (founded 1628) are common and
sometimes violent. The Dutch dominance in the spice
trade is never disintegrated to the extent the crown
would like, but inroads are made in the straits of
Malacca, originally controlled by the Portuguese.

Its power and economic importance lead the East
India Company to a position of political importance
and influence, helping to shape history in the genera-
tions to come, and the company is the Crown’s agent
in the British takeover of the Indian subcontinent.

17th Century

New species of animals are introduced into the Amer-
icas and Oceania by Europeans settlers and traders,
including horses, pigs, sheep, cattle, chickens, cats,
dogs, and goats. New industries are begun as a result,
and the far more sparsely settled New World has the
luxury of providing seemingly limitless grazing space
for livestock, leading to thriving cattle (beef, leather,
tallow, dairy) and sheep (mutton, wool) industries in
the Americas. The horse population is so healthy and
has so much room that there is a significant mustang
(wild horse) population within generations.

The transmigration of grains and nuts as items of
both export and consumption is even more perva-
sive. The peanut from the New World is introduced
in Africa and becomes so important a cash crop that
it’s instrumental as an excuse to end the slave trade
(now arguably no longer the most profitable use for
Africa). West Africa also begins to produce cacao,
introduced from the Americas, as a cash crop, and
the long-staple cotton of the New World replaces the
short-staple cotton of Egypt and India as the domi-
nant form of cotton. Manioc (also called cassava) is
introduced to tropical Africa and southeast Asia, and
is nutritious enough to support dense populations
there with relative ease.

Chocolate and maize (corn) become important
luxury items in the Old World, and other New World
vegetables become so popular that it is difficult to
imagine Old World cuisines without them—whether
it’s the tomato in Italy, the potato in the British Isles
and central Europe, the paprika critical to the national
dishes of Hungary, or the chile peppers that catch on
everywhere but France. Wheat, barley, millet, oats,
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Illustration shows a portrait of Pocahantas as Mrs. John Rolfe,
from a portrait painting done in London, England, 1616.

rice, and rye introduced from the Old World become
important cash crops in the Americas, alongside tex-
tiles like flax and hemp.

1607
Jamestown is founded in the Virginia Colony, the first
permanent English settlement in the modern-day
United States, after the earlier failure of the Roanoke
Colony. The original charter of the Virginia Company
grants land from the 34th parallel (near Cape Fear,
in what is now North Carolina) to the 48th parallel,
thus encompassing much of what became New Eng-
land and the Mid-Atlantic states in America. France
and Spain both have claims in this region but are
unsuccessful in preventing the English from gaining
dominance.

After the death of Elizabeth, who had chartered the
Virginia Company, her successor James I granted sep-
arate charters to two different branches of the com-

pany—the Plymouth and London Companies. War
with Spain had financially taxed England at a time
when money was sorely needed to fund expeditions
to scout out critical trading routes and secure terri-
tory, and dividing Virginia between two companies
was a way to raise more funds.

The competing Plymouth and London Companies
sought to establish settlements as quickly as possible,
though were forbidden from doing so within 100
miles of each other.

Plymouth establishes its colony far to the north, in
what is now Maine—Popham Colony, which is aban-
doned a year later when its leader dies and his succes-
sor leaves for England upon inheriting an estate and
noble title. The London Company establishes its col-
ony further south, named for King James and located
on a spot on the water chosen because of the ease of
defending it against other European forces.

Unfortunately, the resulting swampiness makes
hunting and agriculture infeasible, and the tidal river
water is too salty to drink. The colony faces starva-
tion and economic difficulty at every turn in its early
years.

1608

The French establish their first settlements in what
is now Canada. While the Spanish and Portuguese
seek previous metals, the French seek instead to form
a monopoly over the New World fur trade, to take
advantage of the Little Ice Age that has held sway in
Europe since 1400 (and persists until 1800), account-
ing for exceptionally cold winters.

1609
The first commercial bank is started in Amsterdam
for transfer of payments in different currencies.

1612

John Rolfe, a colonist in Jamestown, Virginia, intro-
duces a strain of tobacco that is exported to the Old
World, where it is widely successful. The economic
outlook of the colony of Virginia takes a quick upturn,
and Rolfe marries Pocahontas, the daughter of the
Powhatan Indian chief, two years later. When the
Rolfes visit England, they are received as celebrities,
as in the European mindset Pocahontas is a visiting
princess. Their popularity helps to attract further
investors to Jamestown’s financial concerns.



1619

The first slaves are introduced to Virginia.

1694
The Bank of England opens. The English stock market
begins business the following year.

18th Century

Various Navigation Acts passed by the British crown
in the 18th century limit the trade its colonies can
do with other countries, in order to protect its own
economic interests and preserve the status of the
colonies as captive markets. By this time, English
dominance has been fairly well-established in much
of North America, with France and Spain maintain-
ing their respective holdings but the Dutch long
gone from New Amsterdam (now New York). The
colonies have grown enough that they are no longer
happy being subservient to the Crown, but they have
no real political power, no advocates in the king’s
court; the complaint about “no taxation without rep-
resentation” begins long before anyone contemplates
independence.

1720-1734

British “Bubble Acts” are passed to control excessive
speculation, by forbidding the selling of stock that the
seller does not own.

1764
James Hargreaves redresses the balance between
weavers and spinners through the spinning jenny,
which allows spinners to keep up with woven cloth.
The Currency Act enacted by the British govern-
ment forbids American colonies from issuing paper
money, and discouraged them from minting coins (in
the meanwhile, Britain itself minted no copper or sil-
ver coins during this period). Prior to this time, the
colonies had issued Colonial Scrip, though it was con-
sidered of little long-term value since it wasn’t backed
by gold or silver. The Act may have accidentally been
caused by Benjamin Franklin, who had explained the
benefits of the scrip system to the British government,
only to be confronted with their horror at his recom-
mendations. In retrospect, Franklin and many others
blame the Currency Act for the American Revolution,
as it points up a vast difference of economic philoso-
phy between the two countries, and underscores the
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British government’s determination to keep the colo-
nies powerless.

The Sugar Act enacted around the same time taxes
sugar and molasses. Although it is only a renewal of
an existing act, and cuts the previous tax in half, that
older tax was never successfully enforced in the colo-
nies—and so this is in essence a new tax. The eco-
nomic impact is severe, on an already depressed colo-
nial economy, adding to dissatisfaction.

1765

The Stamp Act passed by the British government is
the first such act to directly tax American colonists,
by requiring a tax stamp on any document in order to
legitimize it—not simply legal documents requiring
the crown’s involvement, but commercial contracts,
wills, deeds, locally issued permits, even playing
cards, pamphlets, and newspapers. The British have
grown tired of the expense of their military presence
in North America and decided the Americans should
be accountable for its funding, even though British
economic interests are the principal reason for those
militias. Americans bristle at the tax and protest in
the streets in many of the colonies, hanging or other-
wise abusing effigies of public figures.

Delegates from nine of the 13 colonies (all but New
Hampshire, Georgia, Virginia, and North Carolina)
meet for the Stamp Act Congress to discuss what
should be done. The meeting is held in secret, with
no minutes recorded or records kept, and delegates
later report that the issues discussed included not
only taxation, but conflicts with the British over the
right to trial by jury and the existence of the admi-
ralty courts. It is at the Stamp Act Congress that the
issue of “taxation without representation” becomes
emblematic of the colonists’ concerns with their Brit-
ish leaders—Americans are not represented in Parlia-
ment and many of them do not feel they should be
taxed by it, but instead by local governments who
have to live under the same conditions they do. The
Declaration of Rights and Grievances produced by
the Congress lists 14 points of contention with recent
British acts, most of them economic, the rest deal-
ing with human rights. It is delivered to Parliament,
which—making matters worse—refuses to discuss
the issue or acknowledge the Declaration.

James Watt builds his first working steam engine,
pushing water through a cylinder to produce steam
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which, applied to a piston, turns a wheel. The result-
ing rotary motion converts a pump into a multiple
engine, and by the end of the century, there are over
1,000 such steam engines in use. Human and animal
power race toward obsolescence. The use of steam
power is a prerequisite for the Industrial Revolution,
enabling vast amounts of power to be used that previ-
ous methods simply could not have generated.

1767

The Townshend Acts enacted by the British govern-
ment increase the tax on goods imported into the
American colonies, and direct that those taxes be
paid directly to the British government, instead of to
the local town governments that would usually col-
lect them and use them for their operating expenses.
This is another attempt by the British government to
collect money from the Americans to fund the Brit-
ish military presence in North America, and it again
leads to protests and riots. Dissent is increasing, with
less and less time between incidents to let tempers
cool down.

1773

The Tea Act enacted by the British government
restructures the tax on tea imported to the American
colonies, in an attempt to break an American boycott
on high-priced British tea. In response, a group of
colonists—most likely Samuel Adams and the Sons of
Liberty—dress up like Native Americans and destroy
a shipment of tea, throwing 342 crates of just-arrived
tea into Boston Harbor (the Boston Tea Party). The
British government responds with a group of Acts
the colonists call the Intolerable Acts, designed both
to punish the colonists and to recoup the cost of the
destroyed tea. The Boston Port Act, for instance, forc-
ibly closes the port of Boston until the tea is paid for,
drawing criticism that an entire city is punished for
the acts of a few dozen men, without trial or discus-
sion. The Massachusetts Government Act goes even
further, restructuring the colonial government to
provide more control to the British, and the Adminis-
tration of Justice Act allows the British to relocate an
officer accused of a crime to another colony—or back
to Britain—if it seems that a fair trial cannot be had
in Massachusetts. George Washington calls this act
the “Murder Act,” arguing that it provides extraordi-
nary leeway for the actions of British officers who may

feel free to mistreat locals, knowing they will not face
local trials.

1776

The Continental Congress of the United States
declares its independence from Britain, a year after
war broke out in Lexington and Concord.

1780

Henry Cort invents the pudding furnace, an open-
hearth process that cooks molten iron in a great
vat. Improvements in the open hearth increase iron
production and steel conversion, enabling the heavy
industry, shipbuilding, and construction industries
worldwide to live up to the promise of the coming
Industrial Revolution.

1785

Edmund Cartwright’s power loom is the final nail in
the coffin of handicrafts, shifting power to industrial
workers.

1789

The U.S. Constitution goes into effect, and Revolu-
tionary War General George Washington is elected
the first American president.

1793-1794

The Whiskey Rebellion is an insurrection against the
new American government, over its tax laws. A tax
proposed by Alexander Hamilton on distilled spir-
its is worded so as to affect small producers more
than large ones (which include President Washing-
ton). Westerners are especially opposed to the tax
since they use whiskey as a barter good, with no cash
changing hands—introducing a large tax upsets the
balance and its usefulness in barter. Like farming, dis-
tilling is not a business one enters into lightly—the
start-up cost is significant, and no one wants to aban-
don it after finally paying off their initial expenses and
learning the craft.

Dissatisfaction leads to armed conflict in western
Pennsylvania—a disorganized, frustrated rebellion
that robs the local mail, tars and feathers a tax collec-
tor, and interrupts court proceedings. There are no
fatalities, though. Washington declares martial law,
and a militia of over twelve thousand soldiers eventu-
ally rounds up some twenty prisoners, in a deliberate
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“The First Cotton-Gin” drawn by William L. Sheppard depicts African-American slaves using the cotton gin invented by Eli Whitney
in 1793. The machine revolutionized the production of cotton, but also enabled the persistence of slavery.

display of federal power. Only two are arrested, one
of them dying in prison before his trial, and the other
freed by Washington. The whiskey tax has one long-
lasting effect on American history: small distillers
thrive in Kentucky and Tennessee, which in the late
18th century constitute the American frontier, too
wild and sparsely settled for tax collectors to ply their
trade effectively. Today, Kentucky is home to most
of the world’s bourbon producers; Tennessee is the
home of Jack Daniels. Both styles of whiskey descend
directly from these 18th-century distillers.

Eli Whitney invents the cotton “gin” (engine,
meaning simply “machine” at this time). Whitney’s

machine mechanizes the separation of cotton fiber
from seedpods, a job that is difficult to do even for
experienced workers. This makes cotton more profit-
able, and assists in making it the key cash crop of the
antebellum American South—it also allows the slav-
ery system to persist at a time when it might have died
off due to unprofitability.

Whitney makes little money from his machine,
because of poorly handled business practices, but
popularizes interchangeable parts in the manufacture
of muskets, an idea that is critical to the American
system of manufacturing that predominates through-
out the Industrial Revolution: interchangeable parts,
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division of labor, and powered machinery. The system
is soon applied to clocks and sewing machines, mak-
ing them simultaneously more affordable and prized
commodities because of the resulting increase in
dependability.

1803

The size of the United States is doubled when Thomas
Jefterson purchases the Louisiana Territory from
Napoleon, who is badly in need of money to fight his
wars in Europe. This increases not only the country’s
territory but the number of its ports, and brings the
economically invaluable Mississippi River into the
country’s territory.

1817-1825

First proposed in 1699, the Erie Canal is built, bol-
stering the economy of upstate New York (indeed,
creating many of the communities there) as well as
New York City (by making it easier to transport goods
from port). A project considered by many fine minds
over the 118 years, including the British government
and George Washington, Jesse Hawley finally gets the
project off the ground, hoping to turn upstate New
York into a bread basket of grain fields which can sell
their goods by ship. When Jefferson calls the proj-
ect folly and refuses to fund it, New York governor
DeWitt Clinton agrees to raise the funds, a decision
widely considered unwise. It is years before the hun-
dreds of miles of canal are finished, and over 1000
workers die of swamp fever along the way, because
of the working conditions in some locations. Leaks
develop immediately but are sealed with a new form
of concrete that has serendipitously been introduced
between the time that construction began and the
time it is completed. The canal immediately exceeds
the expectations of its builders, and enlargements and
feeder canals are begun almost right away, and con-
tinue throughout the 19th century. The economy of
New York state and city is transformed in a matter of
years, inspiring cities like Philadelphia and Baltimore
to pursue similar projects.

1819

The Panic of 1819 is the first major economic cri-
sis in American history, though a depression in the
1780s had led to the establishment of the dollar as the
American currency. Historians do not all agree on the

causes of the Panic, which results in bank failures,
record unemployment and foreclosures, and slumps
in both agriculture and manufacturing despite the
recent advances of the Industrial Revolution. Some
economists paint the panic as part of a normal cycle
of boom and bust; others blame the federal govern-
ment’s monetary policy after the debts of the War of
1812.

The Supreme Court case Dartmouth College v.
Woodward rules in favor of the college, after the state
of New Hampshire attempted to alter its charter and
turn it into a public school instead of a private one.
Renowned orator Daniel Webster speaks in Dart-
mouth’s favor, reportedly bringing tears to the eyes
of the justices. It was not a popular decision, because
it limited the power of states—but it did so only by
holding them accountable to live up to the contracts
they made, which in the long run protected both busi-
nesses (including institutions like Dartmouth) and
individuals. The Woodward in the case name is the
secretary of the new board of trustees appointed by
the state, though of course the case was really against
the state itself.

1820

Textile mills in New England expand. Lowell, Mas-
sachusetts, becomes the center of the Industrial
Revolution in America, a hub of textile production.
In the coming years, industrial production is one fac-
tor spurring the construction of railroads for faster
transport across the vast and still mostly unsettled
continent.

1837

The Panic of 1837 results from rampant speculation
on gold and silver, resulting in a five-year depression
and the failure of more than a third of the nation’s
banks.

1857

The Panic of 1857 sees massive business failures when
the prosperity of the Gold Rush and the Mexican-
American War slows down. Though not as severe as
other panics, the Civil War slows down recovery.

1859
The Comstock Lode is discovered in Nevada, on
the eastern slope of Mount Davison. This is the first



major deposit of silver ore found in the United States,
and excavating it provides $400 million in silver and
gold over the next 20 years. Not only is the lode
instrumental in bolstering the economies of Nevada
and California (which was beginning to slow down, a
decade after its Gold Rush), but it creates a number of
individual fortunes as well—including that of George
Hearst, a California prospector who turns his mining
interests into the country’s largest mining firm and
eventually runs for Senate. Hearst’s son is William
Randolph Hearst, whose family fortune made him
the newspaper king and a force in early 20th century
American politics.

1861-1865
The American Civil War is fought between an indus-
trial north and an agricultural slave-state south.

1863

The National Bank Act of the United States estab-
lishes national charters for banks, basing currency on
the bank holdings of U.S. Treasury securities.

1865

After George Pullman lends one of his luxury sleeper
train cars for the transport of Abraham Lincoln’s cof-
fin, such cars become known as Pullman cars.

1867

The National Grange of the Order of the Patrons
of Husbandry—or simply the Grange—is formed,
a fraternal organization for American farmers that
encourages them to band together cooperatively for
their common good. Agriculture is on the decline in
the United States; in another generation the coun-
try will be mostly urban-dwellers, and that change is
already detectable in the air. The oldest agricultural
organization in the United States, it remains the most
important and powerful through at least the 1950s.

1868

Andrew Carnegie, one of the wealthiest men in his-
tory and one of the best-known tycoons in an age of
them, founds Carnegie Steel.

1869
Construction of the Suez Canal in Egypt, allowing
water passage between Europe and Asia without hav-
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ing to circumnavigate the African continent. There
were canals in use here in ancient times, but the Suez
Canal is a modern project excavated by the French.
International response is skeptical; the British deride
it, but also consider it a threat to their own economic
interests. Few outside of France purchase shares in
the Suez Canal Company.

But in fact, the effect of the Canal is extraordinary,
allowing the world to be circumnavigated in times
that would have been unthinkable only a year ago,
a boon to trade as well as a factor in Europe’s ongo-
ing conquest of inland Africa. Only 20 years later, the
British find themselves protecting it during an Egyp-
tian civil war—because it is so necessary to their eco-
nomic interests.

The first transcontinental railroad in North Amer-
ica is established by the Union Pacific and Central
Pacific railroads. The last spike, a symbolic gold spike,
is hammered into a special tie of polished laurel wood
from California, in a ceremony at the Promontory
Summit in Utah—and immediately removed so it
could be replaced with a more practical iron spike. The
railroad is a vital link for trade and westward travel,
and ends the age of the covered Conestoga wagon and
the famous searches for safe passage over the Rockies
by would-be pioneers. Not coincidentally, a genera-
tion later—in 1890—the Census Bureau declares the
frontier “closed,” meaning that the population density
of the United States has reached a point that there is
no significant amount of space left unsettled.

Despite the name “transcontinental,’” the rail line
does not traverse the entire continent—it simply
makes it possible to traverse the continent by rail, by
crossing the Rocky Mountains. The route spans some
1,800 miles, from Sacramento in the west to Council
Bluffs, Iowa, in the east, more or less the same route
taken by I-80 now.

The railroad made the west more profitable, not
only by reducing loss of goods in transit but by
shortening the time between production and sale.
Westerners with more money to spend could now
spend more of it on mail-order goods, which were of
increasing popularity—this is the golden age of the
Sears catalogue, when everything a person couldn’t
be expected to make at home, from a new Sunday
dress to a crank-operated ice cream maker to snow
shoes to shotguns to Franklin stoves, could be ordered
through the mail.
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1873

The Panic of 1873 leads to a four-year depression, fol-
lowing the crash of the Vienna Stock Exchange and
the bankruptcy of the banking firm Jay Cooke & Com-
pany. One factor is the outbreak of equine flu, which
brings the horse-driven rail industry to a halt, which
in turn affects locomotives as coal cannot reach them.
Many businesses are forced to have men pull wagons
of cargo by hand, and ships stay in port with their
cargo untouched, no one available to unload it. Fires
rage in major cities with no one able to get to them in
time to put them out.

In response to the Panic, the federal government
moves to a gold standard, no longer minting silver
coins or stocking silver. This reduces the money sup-
ply, greatly hurting anyone with a large debt load—
which in practice means virtually every farmer in the
country, farming being a business which all but the
wealthiest men have to fund with loans.

1880s

If the first stage of industrialization emphasized fac-
tory production and the mass production of goods
on a global basis, the second stage of industrializa-
tion emphasizes mass energy as applied to mass
transportation and communication on a global basis
as well as scientific research with global effects. The
combination of steam and locomotion led to the
railroads becoming the major form of transporta-
tion after 1860. The advance of electrical conver-
sion leads to coal becoming the main fuel until 1900
as well as new mass forms of transportation in the
growing urban areas.

The spread of the internal combustion and diesel
engines leads to petroleum fuels replacing electricity.
As a result, gas and oil ultimately replace coal in the
transportation industry, beginning with land and air
transport, followed by water transport.

1887

The Interstate Commerce Commission is established
in the United States to regulate railroads and ensure
fair prices.

1890

The Sherman Antitrust Act is passed to limit car-
tels and monopolies. The Industrial Revolution cre-
ated opportunities for national companies to thrive

in the United States, but they did so at the peril of
smaller companies. The Sherman Antitrust Act actu-
ally encouraged businesses that operated in multiple
states, by specifically prohibiting certain abusive
practices in order to make it unnecessary to outlaw
such operation altogether. The ultimate purpose is to
encourage competition, keep the market healthy, and
prohibit collusive practices between companies at the
expense of the consumer, competitors, or the state.
The act itself proves to be too vague, and it’s refined
with further acts and court decisions, but it remains
an important statement of legal principle in federal
law.

1893

The Panic of 1893 is in many ways a resumption of
the 1873 panic, which had been temporarily salved by
a speculation-driven expansion during the railroad
boom. That speculation led to overextension, which
in turn led to the bankruptcy of the Pennsylvania and
Reading Railroad.

European investors, foreseeing the panic, accept
payment only in gold, which weakens the federal gold
reserve and thus the value of the dollar; such fears are
justified when the reserve reaches its mandated mini-
mum, at which point notes can no longer legally be
exchanged for gold, for fear of bankrupting the fed-
eral government of hard currency. This, unsurpris-
ingly, leads to bank failures and a drop in the value
of silver, followed by a series of business failures and
railroads going bankrupt. Frustrated men in various
industries attempt strikes, to little improvement.

President Cleveland and his party, the Democrats,
are blamed for the economic troubles, and the fol-
lowing election sees record Republican victories. The
depression becomes a key talking point in the bimet-
allism debate between those who advocate gold and
silver standards for currency, and that debate fuels
the political careers of pro-silver William Jennings
Bryan and (ultimately victorious) pro-gold William
McKinley.

Out of frustration, many people seek new lives out
west, where the frontier may no longer exist but new
opportunities certainly do. From Seattle to Los Ange-
les, the western cities see significant growth as east-
erners and Midwesterners arrive seeking a fresh start,
a blank slate, the old American promise of a day’s
wage for a day’s work.



1905

The Industrial Workers of the World, or Wobblies,
are founded in Chicago at a convention of radicals
and socialists who oppose the American Federation
of Labor (AFL), finding the AFL too conservative.

1906

The Pure Food and Drug Act is passed by the Ameri-
can government in response to public outcry over the
quality of packaged foods and the potential poison-
ousness of patent medicines. The Meat Inspection
Act, similarly, empowers the Department of Agricul-
ture to inspect and destroy any meat found unfit for
human consumption.

1911-1913

Henry Ford’s Model “T” is the first wildly successful
automobile, a product of his assembly line. Though
they have been around for decades, after the Model
“T” automobiles rapidly shift from luxury items to
necessities.

1914
The Federal Trade Commission (FTC) is established
in the United States as a further act of antitrust leg-
islation, seeking to protect consumer interests. The
FTC is charged with the creation of regulations that
further the elimination of anti-competitive practices.
The Clayton Antitrust Act refines the Sherman
Antitrust Act, prohibiting anti-competitive price
discrimination, mergers and acquisitions that lessen
or harm competition, many cases of exclusive deal-
ings and tyings, and one person serving as director of
more than one corporation in the same industry.

1929

The New York stock market crash of Black Tuesday
on October 29 leads to a lengthy worldwide depres-
sion, underscoring the increasing interconnectedness
of national economies. Ironically, optimism persists
after the crash more than in some previous panics,
with many people convinced that the days of severe
banking panics are behind them; instead, the Great
Depression is the worst depression of modern his-
tory, its effects persisting until World War 1II in the
United States—and indeed helping to precipitate that
war by making Germany more and more economi-
cally desperate.
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A portrait of Henry Ford in 1919. He became an icon of the
American manufacturing system.

1933-1936

President Franklin D. Roosevelt institutes his New
Deal programs to deal with the Great Depression. The
First New Deal, enacted in his first year of office, is a
series of short-term fixes, emergency relief programs,
and banking reforms. The Second New Deal, enacted
in 1935 and 1936, more specifically targets the large
corporations that the Roosevelt administration holds
partially accountable for the Depression.

A number of New Deal programs still exist and
have become integral to the federal government,
including the Federal Deposit Insurance Corporation
that backs banks, the Social Security Administration,
and the Securities and Exchange Commission that
oversees the securities and stock market.

1944

The United Nations Monetary and Financial Confer-
ence, often called the Bretton Woods conference, is
held in Bretton Woods, New Hampshire, in the last
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months of World War II. A group of 730 delegates
arrive from all 45 Allied nations, preparing for a post-
war world economy.

The conference seeks to accelerate postwar recov-
ery and to preserve political stability by avoiding
severe economic panic in any affected nation. An
international currency exchange system is established
that remains in use through the 1970s. The conference
is notably pro-capitalist, and seeks to protect open
markets, ending economic nationalism and the use of
trade blocks to preserve national economic interests
(an idea that remains controversial today).

Bretton Woods also establishes the International
Monetary Fund (IMF), an organization that oversees
the global economy to promote free trade and eco-
nomic growth.

1947

When Bretton Woods fails to create its proposed
International Trade Organization, the General
Agreement on Tariffs and Trade (GATT) is adopted
instead. GATT is a treaty that seeks to further the
Bretton Woods ideal of ending economic nationalism
by reducing or eliminating tariffs, allowing national
economies to intermingle without such filters. There
are eight rounds of such tariff reductions over the
next 44 years, leading up to the establishment of the
World Trade Organization.

Dwight D. Eisenhower addresses a North Atlantic Treaty
Organization conference in the late 1950s.

1949

The North Atlantic Treaty Organization (NATO) is
established with headquarters in Brussels, Belgium.
At first a political association of anti-communist
nations—Belgium, Luxembourg, the Netherlands,
France, the United Kingdom, the United States, Can-
ada, Portugal, Italy, Norway, Denmark, and Iceland—
the organization is galvanized by the 1950 outbreak
of the Korean War, because of the assumption that
all communist nations are working together. NATO
becomes a military force from then on, dealing with
Cold War conflicts.

1951

The Treaty of Paris creates the European Coal and
Steel Community (ECSC), a common market for
coal and steel for France, West Germany, Italy, and
the three Benelux states (Belgium, Luxembourg,
the Netherlands). The goal is to prevent further war
between France and Germany. Attempts to create
similar European Defense and European Political
communities fail.

1955

The Warsaw Pact, a treaty among communist nations,
isestablished in Poland. A response to the formation of
NATO, it is originally composed of Albania, Bulgaria,
the Czechoslovak Soviet Republic, Hungary, Poland,
Romania, and the Soviet Union; East Germany joins
in the following year. Like NATO, the Warsaw Pact
nations pledge to support each other if any member
are attacked; during the next thirty-some years of
the Cold War, the Warsaw Pact and NATO member
states engage in a number of proxy wars, never fight-
ing directly.

1957

The European Coal and Steel Community countries
form the European Economic Community (EEC),
also called the European Common Market, to inte-
grate the economies of its member states, dissolving
tariffs and other trade barriers.

Euratom, the European Atomic Energy Commu-
nity, is formed at the same time. Early conflicts among
the EEC revolve around the difficulties of establish-
ing a unified agricultural policy and the worries of
infringing on the sovereignty of Community member
states.
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1960

The Organization of Petroleum Exporting Coun-
tries (OPEC) is formed, bringing together Iran, Iraq,
Kuwait, Qatar, Saudi Arabia, the United Arab Emir-
ates, Libya, Algeria, Nigeria, Angola, Venezuela, and
Ecuador, at Venezuela’s instigation. Essentially a car-
tel, OPEC’s influence on the oil market has alarmed
onlookers from the moment of its inception, and it
bears significant responsibility for the oil crises of the
1970s. Advocates point out that before OPEC, and
especially before World War II, Western nations reg-
ularly exploited the oil-producing Middle East.

1967
The Association of the Southeast Asian Nations
(ASEAN) is formed, composed of Thailand, Malaysia,
Singapore, and the Philippines, with further involve-
ment on the part of Brunei, Burma (now Myanmar),
Laos, Cambodia, and Vietnam.

The ECSC, EEC, and Euratom merge to become the
European Community (EC), the precursor to today’s
European Union.

1973
Denmark, Ireland, and the United Kingdom join the
European Community.

1981

Greece joins the European Community.

1986

Portugal and Spain join the European Community.

1989

The Asia-Pacific Economic Cooperation (APEC) is
formed as a forum for 21 Pacific Rim nations to dis-
cuss common economic and trade concerns. Member
states account for nearly half of the world’s popula-
tion and more than half of its gross domestic prod-
uct, and include Australia, Brunei, Canada, China,
Indonesia, Japan, Korea, Malaysia, New Zealand, the
Philippines, Singapore, Thailand, the United States,
Hong Kong, Mexico, Papua New Guinea, Chile, Peru,
Russia, and Vietnam.

The Revolutions of 1989 bring about the fall of the
“iron curtain” in Eastern Europe, as many socialist
states are dismantled. The Berlin Wall is taken down
in October, leading in less than a year to the reunifi-

President Ronald Reagan (right) and Arizona Senator John
McCain in 1987. Reagan favored “trickle down” economics.

cation of Germany after two generations. In Decem-
ber, the United States and the Soviet Union officially
declare the Cold War to be over.

1991
The Soviet Union collapses amid a resurgence of
nationalist sentiment among citizens of its mem-
ber states and the examples set by the revolutions of
1989.

1993

The North America Free Trade Agreement (NAFTA)
is signed amid considerable controversy. NAFTA
reduces trade and movement restrictions among the
North American nations—Canada, the United States,
and Mexico—and in the United States is criticized by
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both the left and the right wing, as it leads to a signifi-
cant decline in American manufacturing employment
(commonly ascribed to corporations closing Ameri-
can plants and opening Mexican ones with cheaper
workers). Though free passage across the borders is
foreseen as a second stage of NAFTA, the tightening
of American borders after the 9/11 attack postpones
this indefinitely.

The Maastricht Treaty goes into effect, forming the
European Union (EU), formerly the European Com-
munity, which is now one of three pillars of the EU,
alongside the Common Foreign and Security Policy
and Justice and Home Affairs. Though the name
reflects the fact that the EU is no longer a merely eco-
nomic community, it is the economic effects that are
the most profound in both the short- and long-term,
as work begins to put the euro into circulation and
member states ready themselves for the adjustments
of economic unification.

1995
The World Trade Organization (WTO) supercedes
GATT, which was perceived as ill-adapted for an
increasingly global economy. GATT isn't dissolved,
but is under the umbrella of the WTO now; the WTO
thus supervises international trade, policing member
states to ensure adherence to WTO trade agreements,
enforces matters pertaining to intellectual property (a
growing concern in an age of computer software and
digital media), and so on. WTO member states must
grant all other member states most-favored-nation
status—or in other words, a member state can favor
no other member state more than the others.
Austria, Finland, and Sweden join the European
Union.

2001
China joins the World Trade Organization.

2002
The euro is adopted by members of the EU, replacing
the national currencies of 12 countries.

2004

In the European Union’s (EU) largest expansion—
the Eastern bloc enlargement—Cyprus, the Czech
Republic, Estonia, Hungary, Latvia, Lithuania, Malta,
Poland, Slovakia, and Slovenia are admitted on May

1. Though the largest in countries, population, and
landmass, this is the smallest enlargement in gross
domestic product (GDP), and brings the per-capita
GDP of the EU down severely.

2007
Bulgaria and Romania join the EU, having been unpre-
pared to join as part of the Eastern bloc enlargement.

2008

The mortgage credit crisis in the United States reaches
critical mass. The U.S. housing bubble that peaked in
2005 led to declining home values from 2006 on, fol-
lowed by more and more borrowers becoming delin-
quent or defaulting. The first effects are confined
to the banking and housing industries. Foreclosed
properties sell for less than expected thanks to lack of
demand, so much of the inflated demand of the bubble
having been fueled by speculative purchasing. But the
effects on the national and international economies
are far more severe than in previous housing slumps.
The crisis becomes the focal issue of the presidential
election, and the George W. Bush administration and
both candidates support an unpopular emergency
bailout plan drawing on a $700 billion fund called the
Troubled Assets Relief Program.

2009

In response to the ongoing worldwide financial crisis,
recently inaugurated U.S. President Barack Obama
signs into law the American Recovery and Reinvest-
ment Act (“stimulus plan”) on February 17. The largest
chunk of the act’s $787 billion in expenditures goes to
federal programs, includingassistance to those mostin
need (unemployment benefits, food stamp and Social
Security increases, school lunch programs and Meals
on Wheels, public and low-income housing), infra-
structure improvements (including much-needed
bridge repair programs and funding for public trans-
portation), and improvements to the country’s energy
sector. Despite the size of the stimulus plan, it does
not represent the whole of the spending expected by
the Obama administration.
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ABN AMRO Holding

The parent company of the ABN AMRO consolidated
group, ABN AMRO Holding N.V. provides global
financial services. In its history of more than one and
a half centuries, the company went through a number
of mergers and acquisitions. Its origins can be traced
back to the Netherlands on March 29, 1824, when
Nederlandsche Handel-Maatschappij (Netherlands
Trading Society, or NTS) was established. It worked
for the Dutch government as a banking concern and
also provided finances to industrial houses in the
Netherlands and Dutch East Indies. From 1874, the
NTS went into banking on a global scale.

In the Netherlands, ABN AMRQO’ branches
increased significantly after World War II. It merged
with Twentsche Bankvereeniging in October 1964
and came to be known as Algemene Bank Nederland
(ABN). In the same year, there was a merger of the
Amsterdamsche Bank with the Rotterdam Bank, with
headquarters in Amsterdam. The new name was the
Amsterdam-Rotterdam Bank (AMRO).

Talks began between ABN and AMRO about
the expansion and strengthening of the two banks,
whose capital bases were both strong. ABN AMRO
Holding was set up on May 30, 1990, and the legal
merger became effective on September 22, 1991.

With headquarters in Amsterdam and a network of
over 3,500 branches in 63 countries, ABN AMRO
became a premier financial institution provid-
ing products, asset management, and a diversified
array of commercial, investment, and retail banking
services. From 1991 to 2007, ABN AMRO ranked
among the largest banks, having total assets of $1.3
trillion at the end of 2006. It employed 102,556 per-
sons and served approximately 20 million clients. Its
main area of operations were the Netherlands, the
U.S. midwest, and Brazil. ABN AMRO went on an
acquiring spree and entered into joint ventures in all
three areas.

ABN AMRO acquired the Cragin Federal Bank for
Savings in Illinois in July 1993. It began to dominate in
the American midwest banking sector after also tak-
ing over Michigan-based Standard Federal in 1996.
After five years, the takeover of Michigan National
Corporation strengthened ABN ARMO’s position in
the United States even further.

Although ABN AMRO had been making its pres-
ence felt in Brazil since 1917, the bank became a more
active player after the acquisition of Banco Real in
1998, which was followed by Bandepe and Paraiban.
The position was buttressed further after the 2003
takeover of Sudameris bank; ABN AMRO was then
the fourth-largest bank in Brazil.
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Thebank’s other international acquisitions included
the London stockbroking firm of Hoare Govett (1992),
the Scandinavian investment bank Alfred Berg (1995),
and the German banks Delbruck and Co. (2002) and
Bethmann Maffei (2003). It had also entered into joint
ventures with N.M. Rothschild & Sons of London
(1996) and Mellon Bank Corporation of Pennsylvania
(1998). In 2006 it was able to hold a majority stake
only of Italy’s Banca Antonveneta.

ABN AMRO undertook an overhaul of its orga-
nizational structure and by 2006 it had seven Strate-
gic Business Units (SBUs); two international and five
regional. Global clients included rich individuals and
about 550 multinationals. Regional clients of the SBUs
were from the Netherlands, Europe, the Americas,
and Asia. ABN AMRO pursued a very high standard
of professionalism, and its business principles are to
aim at excellence in its services to business partners
and shareholders. ABN AMRO has also done consid-
erable work in contributing to sporting events and
projects such as the World Tennis Tournament, the
Volvo Ocean Race, and Ajax Football.

RFS Holdings (a conglomerate of the Royal Bank
of Scotland Group, Fortis, and Banco Santander)
became the owner of ABN AMRO in October 2007.
The Dutch government then purchased Fortis’s
interest in the company on October 3, 2008. It was
interested in the SBUs of the Netherlands, private
clients, and the International Diamond and Jewelry
Group. On October 15, 2008, the finance ministry of
the Dutch government appointed its nominee to the
supervisory board of ABN AMRO. The Dutch state
and the bank would work together for better per-
formance from ABN AMRO. The interim financial
report of ABN AMRO Holding ending in June 2008
noted various types of market risks relating to inter-
est, foreign exchange, and equity price. It recorded a
profit of about $3,750 million after tax, proving the
soundness and vitality of the business. In the present
scenario, ABN AMRO Holding has a bright future.

See Also: Acquisitions, Takeovers, and Mergers; Banco
Santander Central Hispano Group; Fortis; Netherlands.
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Absenteeism

Absenteeism can be defined as any failure on the part
of the employee to report to work when scheduled to
do so. This includes absences that occur for any rea-
son, whether involuntary or voluntary. Here, involun-
tary absenteeism refers to unavoidable illnesses and
injuries that prevent an employee from attending to
their work obligations. Voluntary absenteeism, on
the other hand, includes unplanned absences to look
after sick dependents, but can also be the outcome of
boredom and/or low job satisfaction.

Unauthorized absenteeism represents a major cost
for organizations all over the globe. Although indi-
vidual incidents of absenteeism are fairly innocuous,
the cumulative impact can be substantial. The impact
on the North American economy alone is estimated
to be in excess of $60 million. The obvious costs are
those associated with the absentees themselves and
includes their regular pay and benefits. Beyond this
are the costs related to replacement labor, overtime,
and lost productivity. There are also several flow-on
effects that impact other workers in the organiza-
tion, including the increased workload and stress
experienced by staff members who are required to
compensate for the absent coworker. Understaffing
or work overload may in turn increase the risk of
workplace accidents and reduce the amount of out-
put and the quality produced. There are also addi-
tional time and financial costs associated with extra
supervision and training of temporary staff. Stud-
ies reveal that the costs of absenteeism may in fact
be higher than the amount of work time lost due to
industrial disputes.



The two key factors attributed to high levels of
absenteeism are ability to attend and motivation to
attend. The variables that affect an employee’s ability
to attend work are often beyond the control of organi-
zations. An employee’s motivation to attend work, on
the other hand, includes variables such as employee
morale and satisfaction—factors that are within the
control of the organization. A number of studies have
shown that organizations that experience high levels
of absenteeism also tend to experience issues related
to staff morale. Industrial disputes tend also to be
greater, as well as the costs associated with workers
compensation. Overall, there is an important link
between absence and factors such as poor interper-
sonal communication, job boredom, and poor super-
visory skills. Furthermore, there is significant evi-
dence to suggest that a large proportion of absences
are potentially avoidable.

A 2005 study on U.S. human resources executives
found that personal illnesses accounted for only 35
percent of unscheduled absences from work. Most
absences were due to other reasons, including fam-
ily issues (21 percent), personal needs (18 percent),
entitlement mentality (14 percent), and stress (12
percent). Studies also confirm that absenteeism is a
low base rate behavior. In other words, absenteeism
is most typically associated with a small number of
people who are absent often.

Surveys conducted on absenteeism indicate that
those on higher rates of pay and with longer length
of service are less likely to be absent. Furthermore,
absenteeism rates tend to grow as an organization
grows. Other statistics relating to absenteeism sug-
gest that women tend to be absent more frequently
than men and younger employees are absent more fre-
quently than older employees. When older employees
are absent, it tends to be for longer periods of time
than younger employees. Absenteeism rates also tend
to be much higher in unionized workplaces.

Reduction Strategies

Due to the costs and associated flow-on effects, orga-
nizations have pursued many strategies to reduce
absenteeism. Most of these measures have been
designed to improve employees’ quality of work life
and levels of job satisfaction, because it is generally
accepted that the control of absenteeism depends
partly on successfully addressing the physical and

Absenteeism 3

emotional needs of employees. These measures are
also based on the assumption that absenteeism is
the result of employee withdrawal from dissatisfy-
ing aspects of the job. The implementation of a high-
performance work culture has been one particular
strategy utilized by organizations, with a particular
emphasis on ensuring employees have an adequate
“fit” in the organization.

Other organizations have pursued more flexible
work practices that meet the needs of both the orga-
nization and its employees. Such measures are based
on the assumption that absenteeism is due to the
inadequacies associated with existing arrangements,
and that the curbing of absences requires providing
employees with greater control over when and where
they work. The initiatives that have been found to be
most successful in reducing levels of unscheduled
absences are the implementation of alternative work
arrangements, compressed work weeks, job sharing,
and telecommuting.

Job redesign has also been the focus of many human
resource initiatives aimed at combating absenteeism.
Measures such as job enlargement, job rotation, and
jobenrichmenthave the impact ofincreasing the scope
of jobs and the skills required to perform them, thus
making a typically routine and mundane task more
interesting and challenging. Organizations have also
implemented more preventative occupational health
and safety strategies in order to minimize absences
related to workers compensation.

While absenteeism has historically been viewed
as an indicator of the adjustment of employees to
the workplace, there has been limited attention
paid to the social context within which such adjust-
ments occur. The last two decades, however, have
been defined by an increased consciousness of the
implications of social context on absence behaviors.
The emphasis on the social approach has emerged
through observations into absenteeism in organiza-
tions; in particular, the variations in absence rates
across different units and social groups within
departments, departments within organizations,
and organizations within industries. This has led
some researchers to suggest the presence of absence
cultures in certain organizational contexts.

See Also: Employer—Employee Relations; Job Enrichment;
Motivation.
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Absolute Advantage

The argument that countries differ in their ability
to produce goods efficiently, and hence one country
may have an advantage in the production of a product
that is absolute over any other country in producing
it is called absolute advantage. Efficiency is defined
as producing with a minimum of waste, expense, or
unnecessary effort, and therefore includes low cost,
fewer resources, and fewer labor hours.

Writing about agricultural trade, Luther Tweeten
argues that the United States has an absolute advan-
tage in wheat production because only one hour of
labor is required to produce a ton of wheat versus
four hours to produce a ton of wheat in the rest of the
world. In contrast, elsewhere in the world sugar pro-
duction requires two hours of labor versus three in
the United States to produce one ton of sugar. Because
labor supply is limited and transferable between com-
modities but not between countries, wheat output
(elsewhere in the world) is forgone to produce sugar.
Similarly, the United States forgoes the expenditure
of three hours of labor to produce one ton of sugar to
produce three tons of wheat.

While the concept of absolute advantage is closely
associated with David Ricardo, the concept actually
originated with Adam Smith’s 1776 book The Wealth
of Nations. According to Smith, countries should
specialize in the production of goods for which they
have an absolute advantage and trade these goods
for goods produced by other countries. Smith’s argu-
ment is that a country should never produce goods
at home that it can buy at a lower cost from other

On American farms, a ton of wheat can be produced with only
one hour of labor, versus four hours in the rest of the world.

countries. Smith demonstrates that, by specializing
in the production of goods in which each country
has an absolute advantage, countries will benefit by
engaging in trade.

Smith was attempting to explain the process by
which markets and production actually operate in
society. Absolute advantage is an extension of Smith’s
concept of the division of labor in the production
process to a division of labor and specialized product
across countries. As Smith observed the production
processes of the early stages of the industrial revo-
lution in England, he saw that fundamental changes
were occurring. Whereas, in earlier days, a worker
performed all stages of the production process, pro-
ducing enough output for his own needs only, the
factories of the industrializing world were separating
production into distinct stages. Each stage would be
performed exclusively by one individual, hence the
division of labor. This specialization increased the
production of workers and industries.

David Ricardo expanded Adam Smith’s argument
to consider the case of a country that has an abso-
lute advantage in the production of all goods. In that
case, would such a country derive any benefit from
trade? In his Principles of Political Economy, Ricardo
argued that it made sense for a country to produce
those goods that it produces more efficiently and to
buy from other countries those goods that it produces
comparatively less efficiently. This is the concept of
comparative advantage, with which Smith’s absolute
advantage is often confused.



While the industrialized world may have absolute
advantage in the production of many commodities,
much of the world’s natural resources are to be found
in developing countries, from which they are mined,
quarried, or extracted and shipped overseas for refin-
ing and fabrication where high levels of infrastruc-
ture (particularly utilities and transportation), skilled
labor, and capital are available. Mashaalah Rahnama-
Moghadam and colleagues argue that the occurrence
of natural resources in the less developed countries
might suggest that economic growth had a base in
those countries, but the lack of requisite economic
resources has made these natural resources little more
than export commodities.

Where absolute advantage derives from a unique
natural resource, Raineesh Narula and other interna-
tional trade and business scholars argue that current
and future domestic and international investment
activity will be focused on those industries related to
the exploitation of this resource, often delaying the
development of industry in such countries. Coun-
tries with an absolute advantage in scarce natural
resources, like Norway and Australia, are likely to
receive a larger amount of inward investment from
home countries that need scarce resources as inputs
to higher value production. Resource-poor countries
would seek to acquire these resources through out-
ward direct investment. Hence, absolute advantage
dictates foreign direct investment strategy.

Vivek Suneya takes this thought further, consider-
ing capital itselfa scarce resource. He argues that when
capital is mobile it will seek its absolute advantage by
migrating to countries where the environmental and
social costs of enterprises are lowest and profits are
highest. While greater productivity and efficiency are
a strong argument for offshore outsourcing, Suneya
would counter that unrestricted global capital mobil-
ity does not serve the needs of society, specifically the
preservation of social cohesion and the avoidance of
mass unemployment.

See Also: Comparative Advantage; Competitive Advan-
tages of Nations; Economies of Scale; Free Trade.
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Academy of
International Business

The Academy of Education for International Busi-
ness (AEIB) is a professional body that was created on
November 17, 1958, and became operational in 1959
to foster “the creation and dissemination of knowl-
edge about international business and policy issues”
In 1974 the association was renamed the Academy of
International Business (AIB).

Today, AIB has more than 3,000 members from 73
countries and is organized into 14 regional chapters
geographically: six in Asia and southeast Asia (Aus-
tralia—New Zealand, China [Beijing], Japan, Korea,
Hong Kong, and India); six in North America (one
in Canada and five in the United States [midwest,
northwest, southwest, southeast, and west]); and two
in Europe: Western Europe (Copenhagen) and United
Kingdom-Ireland. The Academy is administered by
the Dean of Fellows, elected every three years by the
body of Fellows of AIB, and the Secretary-Treasurer
who is appointed by the Dean “to assist in the affairs
of the Fellows Group”

The stated objectives of the association accord-
ing to its constitution are (1) to facilitate knowledge
sharing; (2) to encourage and foster research activi-
ties, and bring together professionals from academia,
business, and government; (3) to enhance education
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in international business and through international
cooperation; and (4) to promote internationaliza-
tion. These objectives are pursued through the orga-
nization of international and regional conferences
and AIB publications that focus on the multicultural
background of its participants and the interdisciplin-
ary methodology of its research.

The AIB organizes yearly international confer-
ences. From 1959 until 1985 the conferences were
held in North America (two in Canada and 25 in the
United States). However, since then, the location has
varied significantly (nine in the United States, five in
Europe, three in Asia and Canada, and one each in
Australia, Mexico, and Puerto Rico). Each regional
chapter holds yearly conferences and is responsible
for the chapter’s publications.

AIB publishes the Journal of International Business
Studies (JIBS), a highly rated journal according to the
Social Science Citation Index. In 2007 it was rated
seventh out of 72 in the business category and 10th
out of 81 in the management category.

The formation of the AIB Fellows was first brought
up in April 1975 by Phillip Grub and Jean Boddewyn
(AIB president and vice president at the time) and
finally came into existence in 1978 with the appoint-
ment of the first president of the AIB Fellows by Rich-
ard Farmer, Lee Nehrt. The purposes of the Fellows
are “to recognize outstanding contributions to the
field of international business, and to provide a forum
for discussion among its members,” as it is stated in
the constitution of the association voted in January
1978. Fellows “shall be international-business teach-
ers, researchers, and administrators—who have sig-
nificantly helped develop knowledge and practice in
the field” The body of the AIB Fellows consists of all
past presidents and executive secretaries, full-time
teachers and researchers, members of the AIB and
non-academic members, “entrepreneurs and manag-
ers of private and public organizations mainly devoted
to international business” The members are elected
by the majority of the Fellows group (since the 1992
amendment) for life.

The original constitution has been amended six
times through 2008. These amendments concerned
the number, requirements, election process, and
structure of the body of Fellows. The most important
amendments that are currently applicable to the group
of AIB Fellows are two. First, in 1985, the purpose of

the Fellows was broadened to include “the exercise
of leadership in the field of International Business,’
and the initial requirement of one-fifth of the body
to be nonacademic entrepreneurs and managers
was dropped. Second, with the 1997 amendment the
number of Fellows was set at 60 under the age of 66
(the number was initially 100, then in 1982 it was lim-
ited to 50, excluding the over-70 Fellows). In 2006—07
the maximum of AIB fellows that can be elected each
year was (again) raised to five.

See Also: Management Education; Management Research;
Management Science.
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Accountability

This concept comprises many alternative mean-
ings and connotations. Although a typical definition
would suggest the fundamental notion involved is
one of responsibility to someone, or for some action
(and both elements could be present simultaneously,
of course), there is the added dimension of the need
to actually render an account (i.e., of one’s conduct)
to a superior person or authority so that the ade-
quacy of the level of performance might (retrospec-
tively) be judged.

At a general level, accountability is the basis of
agency theory, whereby an appointed agent needs to
demonstrate that they have exercised due discretion
in the execution of the principal’s best interests—
although academics for many years have pointed
out the implicit encouragement, because of the exis-
tence of reward structures that benefit the agent, for
that agent to falsify records of activities undertaken
on their principal’s behalf. The Parable of the Unjust
Steward is a classic case here, in which the steward,
likely to be dismissed because of his poor perfor-
mance, encouraged his master’s debtors to falsify the



amounts owing so as to curry favor with them and
thereby achieve the potential for future employment
when dismissed from his present job.

At the more specific (i.e., corporate) level, the
concept of accountability finds expression in orga-
nizational legitimacy theory. This suggests there is
a social contract between businesses and the society
in which they operate, and that this mandate to exist
might be withdrawn should those businesses not
be seen as doing things of which society approves.
This makes businesses “accountable” and only by
rendering an indication of that accountability (and
“account” in this context should not be interpreted as
necessarily a financial one) is satisfaction achieved.

Not surprisingly, therefore, a thesaurus will suggest
“responsibility;” “liability,” “culpability;” “answerability;’
and “chargeability” as accepted synonyms. Addition-
ally, increasing concern in the early years of the 21st
century that good governance should be practiced by
governments and nonprofit organizations, as well as
by commercial concerns, means that “transparency”
is additionally becoming perceived as an essential
ingredient in the process—although it has been sug-
gested that while accountability allows for feedback
regarding a decision or action only after the event,
transparency enables such reporting during, or even
before, the relevant event. This has resulted in greater
pressure than ever before being put on businesses to
be more accountable regarding their actions as they
affect both society and the environment.

Many different forms of accountability have been
identified, with no less than eight types presently in
vogue: moral, administrative, political, managerial,
market, legal/judicial, constituency relation, and
professional. Although most of these variations on
the accountability theme are relatively straightfor-
ward, “constituency relation” is potentially obscure.
This type of accountability relates to members of
agencies representing citizens’ interests in a particu-
lar domain, and possessing political rights and (more
specifically) a government’s obligation to empower
such members to run for election; or, alternatively,
to appoint them to public sector positions such as
to hold government accountable and ensure that
all relevant constituencies are heard in the policy-
making process.

In Britain (as elsewhere in the developed world)
accountability has been formally enshrined as a cru-
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cial principle of national government since the mid-
1990s, at which time it became accepted that hold-
ers of public office should perceive themselves as
accountable for both their decisions and actions to
their public. Additionally, politicians should be pre-
pared to submit themselves to whatever level of scru-
tiny appears appropriate to the office they hold.

Outside government, business, and nonprofit orga-
nizations, accountability has found extension to such
things as nongovernmental organizations (NGOs)
with their development of the International Non-
Governmental Organisations’ Accountability Char-
ter, so as to encourage signatory NGOs to work glob-
ally in the advancement of human rights, sustainable
development, environmental protection, humanitar-
ian response, and other “public goods”; and interna-
tional aid agencies such as the World Bank and Inter-
national Monetary Fund (IMF). This last development
raises an interesting question regarding to whom a
specific body might be considered accountable. While
it is the developing nations who receive the benefi-
cence of aid programs, it is the more wealthy nations
in the world who provide the wherewithal. So are the
World Bank and IMF accountable to the givers or to
the receivers?

Various bodies have appeared to promote the
accountability agenda, probably most significantly
AccountAbility, which for example, produces an
annual AccountAbility Rating that measures the
extent to which companies put responsible practices
at the heart of their business (with the 2007 “winner”
being the British petroleum giant BP). AccountAbility
is also concerned with specific countries’ efforts to
advance global competitiveness based on responsible
business practices (in which endeavor it has recruited
the expertise of Nobel laureate Al Gore). The inten-
tion is to provide a unique health check on respon-
sible globalization, in addition to identifying major
opportunities for more responsible marketing, taking
into account factors such as climate change, human
rights, anticorruption, and gender issues.

See Also: Corporate Governance; Corporate Social Re-
sponsibility; Corruption.
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Accounting Harmonization

Accounting harmonization is the process of minimiz-
ing the differences in financial reporting practices
across national boundaries. Accounting is a social
science, and accounting practice varies across countries
due to differences in culture, religion, history, legal and
taxation systems, financing and business ownership
systems, and level of economic development.

In recent decades, the process of globalization
has created the demand for accounting harmoniza-
tion through investors’ awareness that difference in
accounting practice due to different rules discourages
cross-border investments. Accounting harmoniza-
tion is also beneficial for multinational corporations
operating and raising capital in different countries.
Further, accounting harmonization can provide sig-
nificant cost savings in staff training, and offers mobil-
ity and flexibility for public accounting firms.

Attempts to harmonize accounting standards and
accounting practice internationally were initiated by
the London-based accounting body called the Inter-
national Accounting Standards Committee (IASC).
The IASC was established in June 1973 as a result of
an agreement by accountancy bodies in Australia,
Canada, France, Germany, Japan, Mexico, the Neth-
erlands, the United Kingdom and Ireland, and the
United States. It was created with two key objectives:
(1) to formulate and publish accounting standards for
global acceptance and observance; and (2) to work for
the improvement and harmonization of accounting
regulation, standards, and reporting internationally.
In the early years of the IASC, its standards were too
broad and thus were ineffective in improving compa-
rability of financial statements internationally.

In the late 1980s, the International Organization of
Securities Commissions (IOSCO), a body comprising
national securities regulators, had realized that hav-

ing a single set of accounting standards internation-
ally had the potential for significantly reducing the
reporting costs for multinational companies wish-
ing to raise capital across national boundaries. Sub-
sequently, the IASC undertook a project to make its
standards more restrictive and hence more accept-
able to the IOSCO. By 1999 the IASC had revised its
core standards, which were accepted by the IOSCO
members with the exception of the U.S. Securities
and Exchange Commission.

The IASC was superseded by the International
Accounting Standards Board (IASB) in2001. The IASB
had adopted all of the IASC standards and embarked
on issuing new standards under the name Interna-
tional Financial Reporting Standards (IFRS). The
IFRS has since gained widespread acceptance among
national regulators permitting or requiring publicly
listed companies to comply with them in their finan-
cial reporting. As a result, in recent years, adoption of
the IFRS has become the dominant trend rather than
focusing on harmonization. One of the main obsta-
cles for global adoption of IFRS is the United States’s
continuing reluctance to give up its own standards on
the suspicion that IFRS are of lower quality and less
comprehensive than the U.S. standards issued by the
Financial Accounting Standards Board (FASB).

In recent years, however, the FASB and the IASB
have launched several joint projects in order to mini-
mize differences between the FASB standards and the
IFRS. In 2002, at a meeting in Norwalk, Connecticut,
the IASB and the FASB agreed to harmonize their
agenda and reduce differences between the IFRS
and the FASB standards. In 2006 a Memorandum of
Understanding was issued by the two standard setters
to work toward achieving convergence between the
IFRS and the FASB standards. Some progress has been
made in this direction, although slowly. For example,
since October 2004, the IASB and the FASB have had
an ongoing project to develop a common conceptual
framework. As of June 2008, these two bodies have
several joint projects to develop standards.

A recent development is the concession offered to
foreign companies in the United States with regard to
their financial reporting. Previously, foreign compa-
nies listed on the U.S. stock exchanges were required
to issue their financial statements using either FASB
standards or local accounting standards or IFRS
and reconciling the IFRS- or local standards—based



income to the FASB standards. Since 2008 foreign
companies that are listed on U.S. stock exchanges
and issue financial statements based on IFRS no lon-
ger are required to do this reconciliation.

See Also: Auditing Standards; Corporate Accounting;
Disclosure Requirements; International Accounting Stan-
dards Board; International Financial Reporting Standards;
Securities and Exchange Commission.
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Accounting Information
Systems

The field of accounting information systems (AIS)
combines that of accounting with the much newer field
of information systems, systems that include people,
processes, procedures, and information technology
in a flexible resource used to handle data. Specifically,
accounting information systems are a subset of man-
agement information systems, systems designed to
support and supplement the decision-making process
at all levels of management. The field of AIS includes
the use, design, and implementation of such systems,
and their adherence to traditional accounting methods
and contemporary standards in accounting practices.
On the technology front, AIS systems usually include
computers—ranging from ordinary personal comput-
ers, to specialized workstations, to dedicated servers
for processing large amounts of data—equipped with
scanners (for data entry) and internet access, com-
patible with electronic data interchange (EDI), and
set up to print out various financial reports. Applica-
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tions generally cover procedures and reporting areas
like budgeting, inventory, assets, purchasing, accounts
payable, accounts receivable, and billing, as well as
human resources applications like benefits and pen-
sion administration, payroll, and time sheets.

AIS systems can cover everything from compli-
cated financial management planning that would take
significant man hours to compute and double-check,
to basic transaction processing. Generally speak-
ing, everyday business transactions—buying, selling,
and producing—will be recorded, summarized, and
classified at the time of recording, making it easy to
access data for new modules after the time of transac-
tion. Depending on the nature of the business, cost
accounting systems may be put in place in order to
track production costs of goods or the efficiency of
services—or analytical systems may track perfor-
mance and highlight areas where resource alloca-
tion can be improved. Management is typically given
greater access to this information than employees.

The development and needs-tailoring of an AIS is
a five-stage process. As with all systems development,
planning comes first, with the objectives and scope of
the system made explicit. The analysis stage documents
the processes in use, reviews the types of data generated
or recorded by the business, and analyzes what can be
automated, streamlined, or otherwise altered. Some-
times most significantly, the analysis stage also registers
what sorts of decisions management employees make
on a regular basis, often with the result of identifying
areas in which AIS can be applied that were not fore-
seen in the planning stage. The analysis can take a long
time, particularly if the nature of the business is such
that it must be observed for a lengthy period of time in
order to collect a full set of data (businesses subject to
seasonal impacts, for instance, like restaurants facing
crowds on Valentine’s Day or resorts dealing with sea-
sonal slumps, should ideally be monitored for the full
year, or incorporate information from a model based
on such a set of observations).

The third stage, design, develops elements of the
proposed system based on the results of the analysis.
Typically, flowcharts or other visual reports are used
to present the designs of processes and some other
elements. Part of the design stage involves identi-
fying the reports that will be generated by the AIS,
and the form they will take. Not all information col-
lected should be present in standard reports, or the
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critical information will be lost to the casual glance;
at the same time, reports should be tailored to their
expected audience, not only in content but in pre-
sentation. Extensive software options are available to
assist in the design stage.

The implementation stage involves the construc-
tion and delivery of the system, as well as the testing
and security checks thereof. This may require a con-
version sub-stage if the AIS is going to replace any
processes or systems in use at the business. Finally,
the support stage, which continues long after the AIS
has been put into use, updates and maintains the
AIS, confirms that it is performing as intended and
expected, and reevaluates the business to see if fur-
ther improvements can be made.

See Also: Accounting Software; Cost Accounting; Disclo-
sure Requirements; Information Systems; Management In-
formation Systems; Managerial Accounting.
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Accounting Software

Accounting software is a type of computer program
that carries out accounting functions. This software
has now largely replaced older paper accounting sys-
tems. The software may be in the form of packages or
written specially to meet a business’s unique require-
ments. Accounting modules include the general led-
ger, accounts receivable, accounts payable, payroll,
inventory, and fixed assets, and integrated account-
ing software usually links a number of these modules
together. Data from one module are transferred to
another module; for example, updating accounts pay-
able automatically updates the general ledger.

The general ledger module is central to the whole
accounting system. A small business may find that a

general ledger module is adequate. The general led-
ger module typically produces a chart of accounts,
journals, trial balance, general ledger, and financial
statements. An accounts receivable module is needed
where there are significant amounts of sales transac-
tions. The accounts receivable module assists cash
flow and credit policy. Receivables from custom-
ers are tracked, reconciled, invoiced, and aged. An
accounts payable module is needed only when numer-
ous checks are written. The frequency of the system
may be weekly, semi-monthly, or monthly, depending
on the availability of cash discounts and the number
of transactions. The accounts payable package makes
out checks to vendors, assures the receipt of discounts
and prepares an aging of payables.

Payroll software aids in determining the payroll
deposit and offers needed payroll data at tax report-
ing time. A good fixed asset package could provide
description and categorization of assets; number of
assets accommodated; cost, life, and salvage value
for fixed assets; allowance for different depreciation
methods; pro-rata depreciation calculation and fixed
asset cost center.

In purchasing accounting software, compatibility,
efficiency, integration, and cost are considerations. It
is better to purchase individual modules from one sup-
plier. At the low end, commercial programs are avail-
able ataround $100. Low-cost accounting software pro-
grams focus on cash flow and profitability functions,
which small business owners are most concerned with.
Two examples of inexpensive small business accounting
software are Quickbooks by Intuit and Peachtree prod-
ucts. They are scalable products that may be upgraded
as a business grows. Low-end accounting software can
be a fairly good accounting information system solu-
tion for businesses with less than $10 million per year
in revenues and fewer than 100 employees.

When transaction processing needs grow in vol-
ume and complexity, a mid-range software package
may be a better solution. Some examples are Micro-
soft’'s Dynamics GP and Sage Software’s MAS 90,
Everest, and Accpac. With these programs, modules
cost several hundred dollars each and are usually sold
separately. Many international companies do their
business globally and need software to handle trans-
actions in multiple currencies. This software can con-
vert transactions from one currency to another and
can even write checks in foreign currencies. Another



example of a specialized feature that may be included
in higher-end accounting software is the ability to
split commissions among multiple salespersons.

The number of transactions processed monthly is
one important factor in the choice between low-end
and high-end software. If a company processes only
a few accounts receivable transactions daily, an inex-
pensive package should handle this processing satis-
factory. Transferability is also important: Each time
one changes software, employees may need to reenter
all transaction data. Cost savings are great when the
software vendor offers programs that allow data to be
imported automatically into higher-end products.

See Also: Accounting Information Systems; Cost Account-
ing; International Accounting Standards Board; Internation-
al Financial Reporting Standards; Managerial Accounting.
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Account Settlement

Account settlement is a non-American term showing
the summation of commercial activity of a business
during its fiscal year. Companies will use the account
settlement to paint a picture that investors use to
determine whether they will invest in the company.
Some of the key terms of an account settlement are
defined below.

Net sales: Gross sales is the total amount in cur-
rency (such as euros) of goods sold during a particular
period. Normally, this would be the company’s fiscal
year. This may or may not coincide with the country’s
calendar year. Net sales is the total amount of sales in
currency minus any returns, deductions for damaged
goods, or discounts.

Operating income: This figure shows the power of
the company to earn money. Operating income is the
total amount the company earns before deducting
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interest payments and taxes. Investors can use year-
on-year comparisons to determine whether the com-
pany is improving or not improving. Some companies
will simply state this as profit before taxation.

Ordinary income: Sometimes companies can beef
up their income levels by selling property or other
capital holdings. In order to see a “bottom line” of
income from the companies’ commercial activities,
companies will publish their ordinary income, or
income from things other than capital gains (selling
land, factories, etc.).

Net income: Net income is the bottom line of
whether a company is making money. Net income is
a company’s total revenue minus expenses needed to
produce the revenue (salaries, materials, etc.), taxes,
depreciation, and interest payments. This figure is one
of the key figures (if not the key figure) investors use
to determine whether they will invest in a company.

Operating margin: Companies express operating
margins as percentages. Operating margin divides
operating income by net sales. Operating margin
seeks to take out variable costs so that investors can
see how well the company can pay off fixed assets like
debt or capital investments.

Earnings per share: Earnings per share is another
figure used by investors to determine whether the
company is profitable and worthy of more invest-
ment. While earnings per share can be slightly differ-
ent depending on how it is defined, generally, earn-
ings per share is income minus dividends of preferred
stock (as opposed to an ordinary stock share which
we are measuring here) divided by the number of
outstanding shares. What makes this tricky is that the
number of shares outstanding can fluctuate. Addition-
ally, some overseas companies will remove “minority
interests” income from their profit. Minority interests
income is income from a company’s investment in
another company.

In addition to these key terms, the account settle-
ment can be broken down by individual business
units for large companies. For instance, if one were to
look at British Petroleum’s (BP’s) account settlement,
one would find account settlement for exploration
and production, refining and marketing, and other
small business units (alternative energy, shipping,
treasury, aluminum asset, and other corporate activi-
ties) listed as Other Business and Corporate—Finan-
cial Statistics.
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Finally, the account settlement will offer a nar-
rative of future operations. Included in this nar-
rative can also be a bridge between how recent
acquisitions or operational expenses that may have
weighed heavily in the current fiscal statement will
bring about greater profit/income in future income
statements. If a catastrophic event occurred (i.e.,
Hurricane Katrina), this impact may be mentioned
here also.

See Also: Accounting Harmonization; Capital Account
Balance; International Accounting Standards Board; Vari-
able Costs.
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Acculturation

Acculturation refers to the adaptation process experi-
enced by individuals or groups when settling into an
unfamiliar culture. Whereas some migrating groups
may seek to integrate with the host culture, others
may choose to maintain their cultural roots and sepa-
rate themselves from the “new” dominant culture. In
a world where both temporary and permanent migra-
tion continue to increase it is vital to understand the
challenges faced by such individuals and the strategies
they employ to survive. Whereas previously migrat-
ing groups were not considered as viable segments to
target with products and services, increasing immi-
grant numbers have alerted marketers to the poten-
tial profitability of these groups.

Since the term acculturation was first formally used
by Robert E. Park in 1928 to describe the adaptation
of immigrants, the earliest attempts at understand-
ing the acculturation process were conducted in the
fields of anthropology and sociology. However, since
the 1980s business researchers have shown greater
interest in the concept in light of the increasing mar-

ket value of various immigrant groups. As many of
the most prominent acculturation researchers were
located in North America, empirical work concen-
trated on the large numbers of Hispanic immigrants
who sought to settle in the United States. Today, the
emphasis of most research is still on groups moving
away from lesser-developed nations, though research-
ers have broadened their focus to encapsulate a wider
array of migrating groups, including Chinese work-
ers moving to Australasia, Eastern Europeans flee-
ing their home nations due to civil war, and Italians
migrating to Canada.

In the early 1900s the U.S. Immigration Commis-
sion was established in response to growing pub-
lic fears that U.S. culture was under threat from the
increasing number and variety of immigrant groups.
This uncertainty as to the role of immigrants in U.S.
society led to the “melting pot model” (discussed
below), which ensured that all immigrants relin-
quished their previous cultural traits and instead
assimilated into everyday U.S. life. This policy led to
the term assimilation becoming the commonly used
term instead of acculturation. Indeed, terms such as
cultural interpenetration and ethnic identity have also
been used in studies to address the same process. This
myriad of terms that essentially cover similar issues
have been thought to have slowed down researchers’
attempts to truly understand the process.

The Process

Acculturation typically occurs when two or more cul-
tures are brought into continuous, firsthand contact
(be it on an enforced or voluntary basis). The trig-
gers for such cross-cultural interaction have included
political unrest between nations, invasion, or even
enslavement. More recently, acculturation has also
been triggered by international trade agreements,
educational or missionary activity, and transnational
media. Acculturating groups face a number of obsta-
cles in adapting to a new way of life and these can
be particularly challenging in the early stages of their
acculturation. Depending on the migrating group,
these problems can include language difficulties,
financial hardship, homesickness, loneliness, dis-
crimination, and in some cases outright racial abuse.
Historically, acculturation has been seen to be a four-
step process that includes both positive and negative
emotions for an immigrant:



+ Honeymoon: Soon after migration, the immi-
grant enjoys a fascination with the host culture,
where there is little firsthand contact or conflict.

+ Rejection: In time, the immigrant may feel some
homesickness and start to unfavorably compare
the host culture with their previous life. This
can result in negative and aggressive attitudes to
their new home.

+ Tolerance: In time, the intensity of these emo-
tions will lessen and the immigrant will begin to
acquire the skills and knowledge needed to sur-
vive in the new environment.

+ Integration: The immigrant develops a confi-
dence in the new culture, conflict decreases, and
the new home becomes “another way of life”

Although each individual’s experiences will vary,
the above process does provide insight into the
sorts of emotions experienced by immigrants upon
arrival in an unfamiliar culture. The following discus-
sion focuses on two models that describe strategies
employed by immigrants to deal with the process.

The Melting Pot Model

Particularly in Western societies, initial reactions
to immigrant groups have been very cautious. It
was often unclear why such groups had moved to
another society and, as a result, they were consid-
ered a threat not only by senior politicians but also
the general population. In order to ensure that the
cultural values of the dominant society were main-
tained, immigrants were often given no choice but to
assimilate into society and lose all connections with
their home country. This process became widely
known as assimilation or the melting pot model, and
was the dominant school of acculturative thought
until as recently as the 1960s.

Although such an approach provided security for
the host culture, it also meant that immigrants were
not contributing to the cultural profile of the country.
Immigrants were often considered the underclass of
that particular society, and were largely confined to
lower-grade employment and ignored by permanent
residents. Immigrants were given no formal assistance
in how to assimilate, and those who attempted to
“integrate” by combining their previous cultural traits
with those of the dominant society were deemed to be
marginal and faced further sanctions from society.
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A common outcome of the assimilation process
was “overshooting”: in their desperation to become
members of the dominant culture, immigrants adopt
extreme, overt behaviors they have observed from
permanent residents. However, such behaviors were
often perceived as artificial and failed to earn the
acceptance of the host population.

Given the ethnocentric nature of the melting pot
model, it is not surprising that social scientists began
to criticize this approach from the 1960s. It has been
suggested that as migrating groups became a more
common phenomenon, assimilation became a less
likely outcome of the acculturation process. Instead,
immigrants started to show an increased willingness
to retain some if not all of their original culture, par-
ticularly in countries such as Canada that are known
for their culturally pluralist policies.

The Bi-Dimensional Model

In response to the growing criticism of the melting
pot model, social scientists began to search for an
alternative acculturation framework that accepted
that assimilation was not the only strategy available to
immigrants. In 1980 John W. Berry suggested that the
choice of an immigrant’s acculturation strategy or style
could be determined by two questions: first, does the
immigrant wish to retain elements of their original cul-
ture, and second, are relationships with the host cul-
ture to be developed? The answers to these questions
led to the development of four acculturation styles that
are widely regarded as the most comprehensive means
of understanding the acculturation process:

+ Assimilation: The traditional acculturation view
that immigrants must relinquish their original
cultural traits is now regarded as one potential
option available to immigrants. This may remain
a common outcome of the acculturation process
in more mono-cultural societies.

o Integration: Whereas previously immigrants
who attempted to combine cultures were
regarded as marginal, this bicultural approach to
acculturation is now regarded as the most suit-
able way for an immigrant to adapt. This is char-
acterized by an attempt to forge friendships with
members of various cultures, and may result in
traits of the immigrant group becoming part of
the dominant society’s culture.
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+ Separation: The polar opposite of the assimila-
tion outcome is when the immigrant shows no
desire to become part of the host culture and
instead retains all elements of their previous
culture. This can lead to the development of
separate cultural communities and a degree of
distance being maintained from the dominant
culture, which may result in conflict between
various cultural groups.

+ Marginalization: A previously ignored outcome
of the acculturation process is when individuals
become alienated by the whole experience, fail
to integrate with the dominant society, and at
the same time lose all links with their original
culture. This is regarded as the most psycho-
logically damaging acculturation outcome and
may be the result of a failed attempt to inte-
grate or assimilate.

This bi-dimensional model offers a number of poten-
tial acculturation outcomes and accepts that immi-
grants may not wish to simply assimilate. More recent
research has identified integration as the best outcome
in terms of lower stress levels; however, separation has
become a particularly common strategy for immigrants
in the United Kingdom and the United States.

A number of determinants are relevant in which
of the above acculturation strategies are adopted by
immigrants. In terms of demographic factors, it has
been shown that second-generation immigrants are
most likely to integrate: they will be encouraged to
maintain their cultural heritage by family at home,
but will have regular contact with the host culture
through school and friendship networks. In general,
later generations are more likely to become involved
with the host culture, although this may be a source
of intrafamily conflict with older generations. In
addition, it is expected that younger, better-educated
immigrants will show a greater propensity to inte-
grate into dominant society, largely because they will
have greater opportunities to interact with members
of other cultures.

Another key issue in acculturation is the language
ability of the immigrant. As communication is the
primary means by which different cultures interact,
those with stronger language skills will find it easier
to forge new relationships. An inability to speak the
host culture language can result in difficulties in find-

ing employment, being a consumer, and even dealing
with the country’s welfare system.

The triggers of the acculturation process are also
of particular relevance here; if the immigrants have
been forced into a new environment because of war
or political unrest, this will reduce their desire to
assimilate or integrate. However, for those who are
moving to another culture for personal reasons (for
example, career or educational advancement) this
may result in a heightened desire to understand and
become involved with the host culture.

The level of cultural distance between the two cul-
tures in question can also be significant in the accul-
turation process. For example, Chinese immigrants
moving to the United Kingdom are more likely to
struggle moving from a collectivist to an individual-
ist culture. In some situations, the presence of racial
prejudice may also act as a barrier to acculturation:
The bi-dimensional model discussed above assumes
that the host culture allows the immigrant to choose
their preferred acculturation strategy. In reality, the
host culture may well impose integration (in the case
of a pluralist nation) or even separation if a significant
level of discrimination exists.

Aswell as posing obvious challenges for the migrat-
ing groups, acculturation can also put pressures on
various elements of the host culture: A substantial
number of immigrants can place pressure on public
services such as schools, hospitals, and other local
amenities. Also, local authorities can face difficulties
housing immigrants, and a lack of skills means that
many struggle to find employment and depend on
the welfare state. National governments have to find
a delicate balance between welcoming a culturally
diverse society while at the same time implementing
measures to ensure such immigration does not cause
unrest among the general population.

See Also: Cross-Border Migrations; Culture Shock; Eth-
nocentrism; Expatriate; Reentry.
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Achieved Status/
Ascribed Status

Dutch anthropologist Fons Trompenaars and English
business professor Charles Hampden-Turner devel-
oped seven dimensions of culture that give key insights
into successful international trade negotiations. The
two researchers studied how people in specific coun-
tries resolve dilemmas, and based on an examination of
thousands of respondents in over 100 countries, they
identified seven basic dimensions for culture. Interna-
tional businesspeople use these dimensions when they
design business strategies for different cultures, a task
that is particularly important for dealing with emerg-
ing markets. One of the dimensions is achieved status
versus ascribed status, which is defined below. Appli-
cations of the dimension then follow.

The concept of achieved versus ascribed status
stems from the work of Talcott Parsons in his stud-
ies of social stratification, which Parsons defined as
the “differential ranking of human individuals who
compose a given social system and their treatment as
superior or inferior relative to one another in certain
socially important respects” Parsons defines ascribed
status as that which results from birth or biological
hereditary qualities, such as sex, age, or inherited
socioeconomic status. At the other end of the spec-
trum, Parsons proposes that achieved status results
from personal actions, such as that accomplished
through talent and hard work.

Achievement Cultures

Trompenaars and Hampden-Turner adapt Parsons’
thinking on ascribed versus achieved status to the
study of cross-cultural management. Thus, Trompe-
naars and Hampden-Turner propose that an “achieve-
ment culture” is one in which people are accorded
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status based on how well they perform their func-
tions, while an “ascription culture” is one in which
status is attributed based on who or what a person is.
Achievement cultures give high status to high achiev-
ers, such as the company’s top salesperson or the drug
researcher who finds a new treatment for controlling
blood sugar. In an achievement-oriented culture, the
first question someone may ask is “What do you do?”
or “What have you done?’, thus putting an emphasis
on accomplishments.

In achievement cultures, social status can be
changed through social mobility, the change of posi-
tion within the stratification system. Changes in status
can be upward or downward. Social mobility is more
frequent in societies where achievement rather than
ascription accounts for one’s social status. Historically,
social mobility has been typical of the United States.

Ascription Cultures

Ascription cultures accord status based on age, gen-
der, schools attended, or social connections. Perhaps
the most extreme form of ascribed status was the
caste system in traditional society in India. Each per-
son’s caste group was determined at birth, as children
joined their parents’ caste group. Moving out of one’s
caste was virtually impossible as each caste could only
perform certain jobs. Unskilled and low-paying jobs
were reserved for lower castes, while highly skilled
occupations were reserved for other castes.

In organizations in an ascription culture, the per-
son who is part of the “old boys’ network” may rise
faster in an organization than someone who does not
interact with the network. Similarly, an organizational
member who has been with the company for 25 years
may be listened to more often because of the respect
that others have for the person’s age and tenure with
the firm. Thus, in an ascription-oriented culture, the
first question someone might ask is “Where are you
from?” or “Who is your family?’; focusing on inherent
characteristics.

For example, though this is slowly changing, in U.S.
culture, males, particularly white males, have a high
ascribed status and females have a lower ascribed sta-
tus. The high ascribed status of males can outweigh
many other status and power factors, including high
achieved status and high-dominant personality traits
in a woman. To counteract the initial ascribed sta-
tus differences based on sex, research on leadership
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Businesspeople from achievement cultures need to be aware of the weight of seniority in contacts with ascription cultures. When
Japanese, Koreans, and Singaporeans were polled, 60 percent of respondents felt age alone should confer additional status.

demonstrates that to reduce the power disadvantage
experienced by females because of their low ascribed
status, women had to be made to appear more compe-
tent than men in order to attain the same level within
an organization.

To illustrate the influence of achieved status versus
ascribed status, Trompenaars and Hampden-Turner
asked respondents from different countries whether
status should be based on age (an ascribed status).
Over 60 percent of American, Australian, British,
Canadian, and Swedish respondents disagreed that
age should be given special consideration. By con-
trast, over 60 percent of Japanese, Korean, and Sin-
gaporean respondents agreed that age should be
given additional status.

Among the ascription cultures are Belgium, Bra-
zil, China, France, Indonesia, Italy, Japan, Singapore,
and Venezuela. By contrast, achievement cultures

include the United States, the United Kingdom,
Argentina, Austria, Germany, Mexico, and Spain.
Trompenaars further found that nations’ cultural
values tend to cluster together. He identified five
such clusters—an Anglo cluster, an Asian cluster,
a Latin American cluster, a Latin European cluster,
and a Germanic cluster. While countries within each
culture do not share every dimension in common,
there are far more similarities with the clusters than
there are differences.

Applications

In achievement cultures, an organizational mem-
ber’s title is only used when it is relevant. In addi-
tion, superiors earn respect through job perfor-
mance. Organizations in achievement cultures often
have a diversity of age, gender, and race/ethnicity in
management positions.



In ascription cultures, the use of titles is expected
as a sign of respect. Furthermore, whether or not the
superior has earned his or her position through job
performance, respect for the superior is integral to
showing commitment to the organization. Finally,
managers are often chosen based on their back-
ground (such as did they graduate from the “right
schools”) and age.

Trompenaars and Hampden-Turner recommend
that when individuals from achievement cultures
do business in ascription cultures, they should be
aware that such cultures emphasize seniority in the
chain of command. Consequently, individuals from
achievement cultures make sure that their group
has older, senior, and formal position-holders who
can impress the other side, especially by respecting
the status and influence of their counterparts in the
other group. On the other hand, Trompenaars and
Hampden-Turner recommend that when individu-
als from ascription cultures do business in achieve-
ment cultures, they need to be aware that firms
emphasize rewards and respect based on skills and
accomplishments.

In addition, it is common that managers defer to
those who possess expertise in certain technical and
functional areas of the company. Thus, businesspeople
going into achievement cultures should make sure that
their group has the resources (such as data, technical
advisers, and additional experts) to convince the other
group that they respect the knowledge and informa-
tion of their counterparts in the other company.

See Also: Culture-Specific Values; Hofstedes Five Dimen-
sions of Culture; Individualism/Collectivism; Universal-
ism/Particularism.
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Acquisitions, Takeovers,
and Mergers

Acquisitions, which include mergers and takeovers,
are a part of business strategy involving the combina-
tion of two or more businesses, with or without the
cooperation of all parties. Once a rare occurrence,
these maneuvers became a typical part of doing busi-
ness on a large scale in the 20th century (though the
peak came earlier, in the 19th century’s Great Merger
Movement). Mergers and acquisitions advisory firms
have even developed—sometimes calling themselves
transition advisors—although most such guidance is
still provided by traditional investment banks.

Mergers and acquisitions (or M&A) are more
often referred to collectively than not, but are not
synonymous. They simply involve many of the same
complications and concerns. Further, many merg-
ers are in actuality acquisitions, but termed merg-
ers in order for the acquired company to save face,
a condition frequently included in the written agree-
ment. On the other hand, a hostile takeover, when the
purchased company resists being acquired, is never
called a merger. At least half of acquisition attempts
fail, though companies may try repeatedly, and failed
attempts can still leave the attempted acquisitor with
significant control of the target company. When
NASDAQ abandoned its efforts to acquire the Lon-
don Stock Exchange (LSE), it sold off the shares of
stock it had acquired—nearly a third of the LSE—to
the Borse Dubai, a stock exchange holding company
of the United Arab Emirates.

Advisory

When a financial adviser says he is “in mergers and
acquisitions,” he usually means he is in corporate
advisory, either with an investment bank or with a
specialty advisory firm. M&A is the bread and but-
ter of corporate advisory, but the field includes other
maneuvers and transactions, such as the privatiza-
tion of a public company, the spin-off of a portion of
a company into a new business, and the management
of joint ventures between businesses. The advisers
included in such transactions include legal advis-
ers and financial advisers retained by both sides and
looking out for the best interests of their respective
clients; financiers who arrange funding and attend
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to other financial concerns of the transaction; and
third-party experts, such as consultants specializing
in the industry, intellectual property valuation advi-
sors, public relations firms, and so on. The larger the
companies involved, the more advisers will generally
be called upon, but at a minimum each company will
retain legal services, and nearly always at least one
financial adviser.

Investment banks like JPMorgan, Goldman Sachs,
Morgan Stanley, and Deutsche Bank offer corpo-
rate advisory services around the world, and doz-
ens of other investment banks operate regionally
or nationally. The strength of an investment bank is
its tendency to have fingers in so many pies, a sort
of department store of corporate financial services,
and although the 2007-08 economic crisis has dem-
onstrated the way in which this becomes a vulner-
ability, it renders an investment bank’s M&A advice
no less useful. But since the end of the 20th century,
more and more firms have launched offering corpo-
rate advisory services exclusively, and have especially
been engaged by businesses concerned about invest-
ment banks’ potential conflicts of interest. Most
such firms are run by senior executives who have left
investment banks and have considerable experience,
networking contacts, and professional relationships
in the financial industry. They are sometimes hired
to supplement the advice of an investment bank
rather than to substitute for it.

Corporate advisory firms tend to be smaller, and
to operate in a smaller area, than investment banks;
in Europe they are in a sense the descendants of the
merchant banks like Lazard and Rothschild (both of
which continue to offer corporate advisory services).
Major corporate advisory firms operating multina-
tionally include Evercore Partners (which advised
AT&T on its BellSouth acquisition and managed
the separation of Viacom and CBS Corporation) and
Greenhill & Co. (in the aftermath of the 2008 credit
crisis, one of the few remaining independent invest-
ment banks operating on Wall Street), both of them
based in New York with operations in Europe and
Tokyo.

Valuation

One of the services offered by advisory firms and
investment banks, engaged when considering an
acquisition, is business valuation. There are various

ways to value a business, and particular methods or
information may be more or less valuable in differ-
ent industries. “Value” itself is not always a straight-
forward thing, and can be talked about in terms of
fair market value (the price an asset would sell for
between informed parties on the current market), fair
value (largely similar, a term especially used in Gen-
erally Accepted Accounting Principles and legal con-
texts), an intrinsic value, a more subjective measure-
ment that implicitly perceives a flaw or temporariness
in the fair market value.

Public companies are in general easier to value
than private ones, because the law and their account-
ability to shareholders has required them to keep
financial records that adhere to a certain standard
and are audited regularly. Even well-managed pri-
vate companies may not do so, particularly smaller
ones. Further, while it is in the best interest of pub-
lic companies to emphasize their profits, it is in the
best interest of private companies to minimize them
to some degree, for the sake of taxes, and financial
records will reflect this. Assets of both companies
will probably have their original cost and value
recorded, rather than their current market values,
and valuing the company will thus require reexam-
ining those assets.

The discounted cash flows method of business
valuation values assets not according to their cost
or their resale value, but their projected cash flows,
discounted to the present value. An immature bond
that will be worth $20 when it matures is in the
present worth less than that, for instance, but nev-
ertheless more than its original cost. The amount
by which that future cash flow value is discounted
is the discount rate, expressed as a percentage. The
example of the bond is a more clear-cut case than
most of those faced by the advisors valuing a busi-
ness: the risk and predictability of return of a bond
is very simple compared to that of a restaurant, for
instance, or a patent, or a piece of real estate. Two
different advisors may come to different conclusions
about the discounted cash flow value of an asset, and
presenting their reasoning to the prospective buyer
is part of the process of considering an acquisition,
especially if the acquisition itself will in any way
impact that cash flow.

The guideline companies method of business
valuation is a benchmark-based method similar to



determining the value of an asset like a car or house:
the company is compared to other similar companies
that have been acquired, with multiples calculated
based on differences in areas like price-to-earn-
ings ratio. This has become a more useful method
as acquisitions have themselves become more com-
mon, as the number of available benchmarks has
increased, in some industries more than others.

Intellectual property, like patents and proprietary
processes, are especially difficult to value objectively.
Various models have been developed, and there are
firms that specialize in the valuation of intellectual
property, a specialty that has developed principally
since the 1990s. In the United States, the most prom-
inent firms in this subfield are Crais Management
Group in New Orleans, Ocean Tomo in Chicago,
and Intellectual Ventures in Seattle, all of which have
supported the treatment of intellectual property as a
security-like class of asset, one that could be bought
and sold on an exchange, which would strengthen
the reliability of intellectual property valuation
thanks to the efficiency of the bid/ask system.

Valuing a business generally requires that busi-
ness’s cooperation, especially if it is a privately-
owned company. It is standard for both parties to
sign a non-disclosure agreement, though the tar-
geted business could still be at a competitive disad-
vantage should the other business opt not to go ahead
with the acquisition. The valuation report includes
an account of the current economic conditions at
the time of the valuation date, generally derived
from the Federal Reserve’s Beige Book and state and
industry publications, followed by a detailed finan-
cial analysis that discusses both the current situa-
tion and past trends of growth and decline. Data is
reported in such a way as to make comparison to
other businesses in the industry as easy and accu-
rate as possible, and certain other adjustments are
made to the report as circumstances demand: non-
operating assets (which are assumed to be excluded
from the hypothetical sale, such as excess cash) are
eliminated from the balance sheet, non-recurring
items are adjusted so as not to skew the results of
the analysis, and the data of private companies is
sometimes adjusted to make it comparable to that of
public companies. Executives of private companies
often earn a higher salary than those of public com-
panies, for instance.
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There are three major business valuation societ-
ies in the United States: the American Society of
Appraisers, the Institute of Business Appraisers,
and the National Association of Certified Valuation
Analysts. Each publishes a set of Business Valua-
tion Standards for its accredited members to fol-
low. Common among them are certain minimum
requirements for the scope and contents of busi-
ness valuation reports; the proscription against the
appraiser’s fee being contingent on the value of the
business appraised; and a requirement of full disclo-
sure of the institutions and individuals participating
in the valuation report.

Financing

Financing an acquisition is another consideration.
If called simply “an acquisition,” the transaction was
probably financed with cash, the simple purchase of a
smaller company by a larger one; because businesses
do not like to restrict their cash flow if they can help
it, this is most common when the size discrepancy
between the two companies is greatest, i.e., a global
corporation acquiring a local independent business
and bringing it into the fold. Money can also be raised
through bonds or loans from a bank, and it is com-
mon to finance an acquisition through some combi-
nation of these things.

Leveraged Buyouts
A leveraged buyout (LBO) is a special type of
acquisition, differentiated by the way it is financed.
The acquisition—buyout—of another company is
financed by loans (leverage), using the assets of the
target company as the collateral. The prevalence of
junk bonds in the 1980s was due to the number of
high-risk leveraged buyouts financed by bond issu-
ance. Over the course of that decade, over $250 bil-
lion of leveraged buyouts were made by “corporate
raiders” who acquired a total of 2,000 companies.
An early famous example was the Gibson Greet-
ings acquisition, in which a greeting card company
was acquired in 1982 for $80 million, only $1 mil-
lion of which was contributed by the acquiring
group; the other $79 million was easily paid back
16 months later when the company went public
with an initial public offering (IPO) of $290 mil-
lion. It was the sort of success story that launched a
thousand ships, at the start of a decade that would
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soon become known for its bottom-line attitude
and glorification of greed. The raider label was as
likely to be used by businessmen as the media, as
these investors would often—or often enough to
feed the perception—embark on a hostile takeover
of a company, strip its assets, lay off its employees,
and restructure the remains, as much like a virus
or group of convert-or-die missionaries as like the
Vikings and pirates the label invoked.

The 1987 Oliver Stone movie Wall Street com-
bines aspects of investors like Carl Icahn and
Michael Milken into the corporate raider Gordon
Gekko, played by Michael Douglas; his “greed is
good” speech, in turn, was inspired by an address by
arbitrageur Ivan Boesky, whose defense of greed in
1986 summarized and polarized much of the decade.
Gekko’s plans to acquire an airline he promises to
restructure, but intends only to liquidate by selling
it off piecemeal, are likewise emblematic of much
of the corporate raiding activity of the time, even to
the choice of an airline as his target. Icahn was best
known for his 1985 hostile takeover of Trans World
Airlines (TWA) and subsequent reduction of wages
and benefits, liquidation of assets, and sale of profit-
able gates to other competing airlines, while relocat-
ing the corporate offices to a building he owned in
Westchester County.

The LBO boom peaked with the takeover of
RJR Nabisco in 1989, a buyout that cost $31.1 bil-
lion—$109 a share, after a prolonged bidding war
involving (in one capacity or another) Morgan Stan-
ley, Goldman Sachs, Salomon Brothers, and Mer-
rill Lynch, the most prominent investment banks of
the era. When adjusted for inflation, no buyout has
been larger, and it was the last of its kind for the era;
buyouts slowed, and even the RJR Nabisco deal had
to be recapitalized a year later. Milken’s firm, Drexel
Burnham Lambert, had raised the largest amount
of money for the decade’s flurry of buyouts, leading
the way in the securitization of high-yield debt, for
which Milken was called “the junk bond king”

The era symbolically ended shortly after the RJR
Nabisco deal, when the firm pleaded no contest to
six federal felony charges related to stock manipula-
tion and misdeeds, paying a $650 million fine, the
largest ever paid for securities violations. Milken left
the firm when he was indicted individually on 98
charges of racketeering and securities fraud (insider

trading), for which he was eventually sentenced
to ten years in prison. Drexel Burnham Lambert
declared bankruptcy less than a year later.

The 21st century saw a rebirth of leveraged buy-
outs, as lending standards became lax, interest rates
declined, and the Sarbanes-Oxley Act altered the
regulations affecting public companies. Though no
buyout equaled RJR Nabisco’s when adjusted for
inflation, there were more multibillion-dollar buy-
outs, totalling significantly more money, in the first
decade of the 21st century than in the 1980s. 2006
alone saw 654 companies bought for $375 billion.

The high-yield-debt market enabling this was
affected by the subprime mortgage crisis that rippled
across the other sectors of the economy in 2007-08;
no bankruptcy or indictment was needed to end the
boom this time, just general economic malaise and
its attendant risk aversion. Many of the buyouts of
this recent wave were funded with “cov-lite” loans—
covenant light loans, loans with fewer clauses in
their agreements protecting the rights of the lender,
something more and more banks offered at a time
when it was a borrowers’ market and lenders had to
compete for attention.

Management Buyouts

It is a mistake to conflate leveraged buyouts with the
corporate raiding associated with the 1980s; even
most buyouts in that decade did not result in negli-
gent handling or opportunistic dismantling of the
acquired companies. Management buyouts (MBOs),
for instance, are leveraged buyouts instigated by the
management of a company, when those managers
want to take control of the company—usually, but not
always, in order to take the company private. The rea-
sons for this vary, but often management may have
a plan for the company that is not going to return a
profit to the shareholders quickly, or involves a risk
shareholders are not willing to take.

The problem with MBOs when they become a
common corporate maneuver is the temptation that
is presented for mismanagement: Corporate officers
planning an MBO will have to raise less money to buy
out the company if they can reduce its worth first.

Takeovers
The 1980s made hostile takeover such a common
phrase that it can be easy to forget there is any other



sort. While it is true that a friendly takeover is more
likely to be referred to as an acquisition, this is simply
a matter of labeling.

A hostile takeover is any acquisition performed
without the cooperation of the company—which can
mean that the company actively resisted the acquisi-
tion (by rejecting initial offers) or can simply mean
that its cooperation was not sought. There are differ-
ent strategies of hostile takeovers, from gathering up
enough stock to own a controlling stake in the com-
pany to persuading existing shareholders to vote the
current management out in favor of managers who
will approve the takeover. Hostile takeovers are risk-
ier, insofar as without the cooperation of the targeted
company, the business valuation will be less well-
informed, and potentially inaccurate.

A reverse takeover is one in which a private com-
pany acquires a public company without taking it pri-
vate—in other words, the private company bypasses
the usual process of going public by buying and merg-
ing with a public company, which can turn it public
in weeks rather than the year or more that a stan-
dard IPO usually takes. US Airways, for instance, was
acquired by America West Airlines, putting the com-
pany in the hands of US Airways’ creditors, with the
goal of rescuing it from bankruptcy.

Mergers

In a merger, two companies join to form a larger com-
pany. There is usually a new name and brand identity
for the resulting company, but not always. Mergers
may be horizontal—involving companies that pro-
duce similar products in an industry, such as Pepsi
and Coca-Cola—or vertical, involving two companies
involved with different stages of production of the
same good or service, like a movie studio and a televi-
sion network. Conglomerate mergers involve compa-
nies from completely separate industries.

Mergers can raise a lot of antitrust red flags, and
the busiest period of merger activity in the United
States contributed to the speed with which antitrust
legislation was adopted. The “great merger move-
ment” took place from 1895 to 1905, a period during
which there was a significant national trend toward
moving operations and consciousness from the
regional level to the national level. For instance, dur-
ing this same Progressive Era—which historian Rob-
ert Wiebe has called the organizational period—the
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country’s major nationwide professional guilds (such
as the American Medical Association and American
Legal Association) developed, as did its national
labor unions, several of its religious organizations,
and a great many of its media organizations. There
was a general and pronounced trend since the end
of the Civil War to treat institutions in the United
States as American institutions first, Alabaman and
Iowan and Pennsylvanian institutions second, an
attitude adopted so successfully that it is taken for
granted a century later.

In business, the effect of this trend was for more
companies to want to operate nationally rather than
in a single state or region. State laws sometimes
made this difficult, and trusts were created in order
to create legal entities which could then own or
merge with smaller regional entities, which would
then all be operated uniformly. Hardware stores in
30 states, for instance, could merge into a nation-
wide hardware chain.

That is not to say that the motivation of the great
merger movement was simply to participate in the
spirit of cultural change that presided over the day.
Economic concerns were foremost. The Panic of 1893
had driven demand and prices down, and mergers
allowed costs to come down in order to keep profits
stable, or on the increase. When those costs came
down because of vertical or horizontal integration,
all was well. But when the mergers resembled a form
of collusion, with companies joining together in
order to keep prices high by removing the need to
compete, that is when antitrust legislation had to be
enacted in order to limit the circumstances in which
mergers could occur, and set out the sorts of com-
panies that, in plain English, are not allowed to exist
under American law—companies that represent
such a large part of their industry that the industry
is rendered noncompetitive.

As an illustration of just how much merging
was occurring, in 1900—right in the middle of this
period—the value of firms involved in mergers that
year was equal to 20 percent of the country’s gross
domestic product. By contrast, in an ordinary year,
it is closer to 5 percent or less.

See Also: Antitrust Laws; AT&T; Economies of Scale;
Hostile Takeovers; Investment Banks; Mark-to-Market
Valuation; Sarbanes-Oxley.
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Ad Valorem Duties

Ad valorem duties are duties that are a fixed per-
centage of the price of the imported good. While
conceptually straightforward, the administration
of ad valorem duties may be complex, reflecting
the practical difficulties in establishing the value of
imported goods.

An ad valorem duty, or tariff, is in contrast to the
specific tariff, which is a flat rate tariff that is indepen-
dent of the value of the import. Ad valorem duties,
unlike specific tariffs, are flexible and adjust to changes
in the price or the value of the import good. If the ad
valorem tariff rate is 5 percent and the import price
is $100, the tariff revenue would be $5. If the import
price increases to $150, then the per unit tariff rev-
enue would be $7.50. With an initial specific tariff of
$5 and an import price of $100, the ad valorem tariff
and the specific tariff are equivalent. However, once
the import price increases to $150, the specific tariff
of $5 translates into a tariff rate of 3.3 percent. This
reduces the level of protection that domestic produc-
ers receive from the tariff structure.

The ad valorem duty regime not only maintains the
level of protection that domestic producers receive,
it also increases the per unit import tariff revenue
that the government receives when import prices
are increasing. Ad valorem tariffs are therefore pref-
erable to specific tariffs because they better achieve

two of the primary aims of tariffs—namely, protecting
domestic firms and rising tariff revenues.

Administration of ad valorem tariffs requires two
factors: the first is the ad valorem tariff rate and
the second is the value of the import good. Key to
answering the first question is the appropriate tariff
classification for the import. Tariff classification may
be critical as a change in classification may either
lower or raise the ad valorem tariff rate. This is the
first step in the customs valuation process. The sec-
ond step in this process is determining the value of
the import good.

The value of the import good may be affected by
the method used to determine the value of import
goods. There are three import valuation methods
that are frequently used: Free Along Price (FAS)—
the price in the foreign market; Free on Board
(FOB)—the price in the foreign market plus the cost
of loading the good onto transportation at its port of
origin; and Cost, Insurance, and Freight (CIF)—the
cost in the foreign market plus insurance and freight
costs incurred in delivering the good to its final des-
tination port. In applying ad valorem tariff rates, the
United States has traditionally used FOB valuations
while European countries have traditionally used
CIF valuations.

Determining the import valuation basis does not
fully resolve the question of correct import valuation.
One further difficulty is that the price of the import
good in the foreign market, which affects import
prices independently of the valuation method used,
may constantly change. This variability in the foreign
market price complicates the task of establishing the
value of the import good.

With ad valorem tariffs, the tariff rate and import
value jointly determine the import duties that are pay-
able. Companies, therefore, have an incentive to shop
custom classifications in order to reduce the tariff rate,
and to under-invoice their imports in order to reduce
the tariff rate. These incentives further complicate the
process of administering ad valorem tariffs.

See Also: Duty; Import; International Commercial Terms
(Incoterms); Tariff.
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Advanced Pricing
Agreement

An advanced pricing agreement (APA) represents a
binding agreement between a multinational corpora-
tion and a country’s tax authority as to the transfer
price for a specified cross-border transaction known
as the covered transaction. A typical APA will specify
the covered transaction, the agreed transfer price,
and an effective time period. Unlike transfer prices
that are set in the normal course of business, transfer
prices reached under an APA are not subject to fur-
ther adjustment by either party and as a result avoid
the risks of transfer pricing adjustments and associ-
ated penalties. In so doing, an APA provides pricing
certainty to multinationals.

A transfer price is the price associated with related
party transactions, i.e., transactions that take place
within a corporation. As per many countries’ tax
regulations, cross-border transfer prices must satisfy
the arm’s length standard. This standard requires that
related party transactions reflect the price that would
have been charged if the parties were independent,
i.e., separate companies, and trading at arm’s length.
Tax legislation details the methods that may be used
to determine appropriate transfer prices. Most of
these methods rely on the existence of comparable
transactions that serve as benchmarks for related
party transactions.

Many internal transactions lack satisfactory third-
party benchmarks. These internal transactions might
be appropriate candidates for APAs. Additional cri-
teria may include the underlying complexity and size
of the transaction. One potential complexity is the
inability to separate a single transaction into simpler
transactions that may be more easily priced. Eligibility
criteria for APAs often reflect the demands that they
place on the resources of the relevant tax authorities,
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as every single APA requires review and approval by
the tax authority, and the time commitment to a single
APA can be significant. Consequently, not all internal
transactions are appropriate candidates for APAs.

APAs may be unilateral, bilateral, or multilateral in
scope. Unilateral APAs involve a single tax authority
and the multinational corporation. Such APAs protect
the multinational from transfer pricing penalties and
adjustment in the jurisdiction in which it was negoti-
ated, but confers no transfer pricing risk mitigation in
the corresponding jurisdiction where the other end
of the transaction takes place. Bilateral APAs involve
two taxing authorities and are, by definition, more
complex as they require the agreement of multiple
taxing authorities with an inherent conflict as to how
the associated income from a transaction should be
shared between the two countries. Bilateral APAs, as
do their unilateral counterparts, require review and
approval by the tax authorities and consequently place
significant demands on the resources of the relevant
tax authorities. Bilateral APAs confer a further advan-
tage to the multinational, however, as bilateral APAs
provide transfer pricing certainty in both countries.

Whether unilateral, bilateral, or multilateral in
scope, APAs are voluntary and are initiated at the
request of taxpayers with a petition to the relevant
tax authorities. Taxpayers may petition for an APA
for any transaction that falls within the purview of
the transfer pricing legislation. Approval for APAs
is not always granted, and if they are, the petitioning
firm must provide documentation that establishes the
arm’s length standard of the proposed transactions.
APAs are ideally suited to setting transfer prices in
advance of transactions. They may also be used to set
transfer prices on a concurrent basis.

See Also: Multinational Corporation; Pricing; Taxes;
Transfer Pricing.
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Advertising

Advertising is one of the four primary forms of pro-
motional (or integrated marketing communications)
activity employed by marketing organizations to
informatively and/or persuasively communicate with
consumers and other targeted audiences. Advertising
differs from other major forms of promotional activ-
ity (i.e., personal selling, sales promotion, and public
relations) in that it is a paid, non-personal form of
communication typically transmitted through mass
media (e.g., television, the internet, radio, newspa-
pers, magazines, and billboards). It is “paid” in that
when a marketer, for example, places a full-page ad in
BusinessWeek or runs a 30-second television ad dur-
ing a broadcast of 60 Minutes, the sponsor/marketer
pays the media organization for the space or time used
to promote itself or its products. Advertising is “non-
personal” in thatitis not, like personal selling, custom-
ized according to the needs, wants, and expectations
of individual message recipients. Instead, advertising
is typically standardized in that the vast majority of
persons seeing and/or hearing any one advertisement
receive the exact same message.

When most people think of advertising, what
usually first comes to mind are celebrity endorsers,
music, and highly creative, attention-grabbing imag-
ery and catchphrases. However, successful advertis-
ing entails far more than this. Marketers wishing to
effectively—and efficiently—communicate through
advertising must first know their target audience
and then, typically with the assistance of advertis-
ing agencies, carefully choose which media types
and vehicles to employ. They, along with their ad
agencies, then create messages that not only grab
the attention of the target audience but, eventually,
inform and/or persuade them in some desired man-
ner. This is never easy.

For the international marketer, performing these
challenging tasks is further complicated by the fact
that cultural and legal environments often vary sig-
nificantly from nation to nation. As a result, advertis-
ing that works spectacularly in one country may be
perceived by the target audience in another nation
as irrelevant, ridiculous, and/or offensive. When the
latter occurs, not only have international advertisers
made themselves look bad; they have, in most cases,
also spent a lot of money to do so.

Advantages

The international marketer should be aware that
advertising possesses both strengths and weak-
nesses relative to other forms of promotion. Argu-
ably advertising’s main advantage over other forms
of promotion is its ability to cost-effectively reach a
very large, geographically dispersed target audience.
Let us say that a large, global consumer products firm
like Colgate-Palmolive is planning on introducing a
new brand of toothpaste worldwide. A good way to
cost effectively promote the new product to the target
audience would be to advertise in a general interest
news magazine sold and read in many regions and
countries of the world, such as Time. This media vehi-
cle is produced in several editions each week—with
each edition created for and distributed in a specific
region of the world.

Advertisers can, as Colgate-Palmolive would likely
want to do with its new toothpaste, purchase adver-
tisements in each edition of Time. Running a half-
page ad in each edition for three weeks—say one week
prior to and two weeks after product introduction—
would cost the company a total of approximately
US$740,000. Given Time’s worldwide (weekly) circu-
lation of nearly 4.4 million people and the fact that
roughly three people can, on average, be expected to
view each magazine circulated, a total of 39.6 million
people—and potential consumers of the new tooth-
paste—will at least have the opportunity to see and be
influenced by Colgate-Palmolive’s advertisements.

The US$740,000 may seem like a lot of money to
spend on advertising but global companies with large,
globally dispersed target audiences—and large ad
budgets—like Colgate-Palmolive are more concerned
about the cost of reaching each potential buyer (and
the return on this investment in advertising). In this
case, the cost of reaching each of the nearly 39.6 mil-
lion consumers with the firm’s advertisements in
Time is approximately US$.02. If only 5 percent—one
out of every 20—of the 39.6 million persons seeing
the advertisements in 7Time buy the new toothpaste
just one time—priced, say, at US$2.00—the $740,000
has been well spent, with a revenue of nearly US$4
million generated.

Related to advertising’s ability to cost effectively
reach a large, geographically dispersed audience is its
ability to also reach a narrowly targeted/niche target
audience with minimal waste circulation. A “narrowly



targeted” or "niche” audience means a very specific
group of people with particular, shared interests
or organizations in a specific industry (or group of
related industries). “Waste circulation” implies that
advertising—particularly when done through maga-
zines and Web pages—can cost-effectively get the
marketer’s promotional message out to the niche
audience with very few people or organizations out-
side the targeted group also seeing the message. The
minimization of waste circulation is very important
to marketers because paying to communicate with
persons or organizations outside the target market
is a waste of money (in that those outside the target
market are not very likely to be interested in the mes-
sage and/or the advertised product).

A good example of a media vehicle that allows
advertisers to cost effectively reach a large, geograph-
ically dispersed, niche target audience with minimal
waste circulation is The Journal of Commerce (JOC).
The JOC, which began publication in 1827, is a weekly
magazine containing content of interest to high-level
international trade, transportation, and logistics
executives around the globe. Marketers wishing to
promote their goods or services to these—and pretty
much exclusively these—executive decision mak-
ers can run advertisements in the JOC in a variety of
sizes up to 52 times per year. For example, interna-
tional marketers with a relatively small budget could
run six quarter-page, black-and-white advertisements
over the course of the year in the JOC at a total cost
of approximately US$13,620. The advertising would,
in this case, be reaching a total of roughly 150,000
readers highly likely to be interested in its message
(with a cost-per-reader of slightly over US$.09). An
international marketer with a larger ad budget could,
for example, place and run 26 of the same quarter-
page ads in the JOC (i.e., one every other week over
the course of a year) at a total cost of approximately
US$44,400. These ads—and the precisely targeted
promotional messages they contain—would be reach-
ing a total of about 650,000 readers (with a cost-per-
reader of approximately US$.068).

While the cost-per-reader associated with adver-
tising in the JOC is much higher than the previous
example of US$.02 to reach consumers worldwide
by advertising in Time magazine, it should be kept
in mind that the JOC is targeted at a very specific
and specialized group of organizational managers in
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many different countries. It is likely well worth the
extra per-reader cost to advertise in the JOC if doing
so allows you to reach your target audience—and only
your target audience.

Suggested in the latter part of the JOC example
above is another strength of advertising. With adver-
tising, the marketer can repeat the message as many
times as their budget will allow them to do so. An
advertiser could, for example, run ads in the JOC each
week it is published (i.e., 52 times in a year). The same
marketer could also run dozens of 30-second radio
or television advertisements in local markets where
their target market members are located. This abil-
ity to repeat the message is important because sel-
dom will any one promotional message—run just one
time—have the informative and/or persuasive impact
desired by the marketer. And, luckily for international
marketers with large ad budgets, buying ads in vol-
ume typically translates into: (1) lower per-ad cost,
and (2) lower per-reader cost.

Finally, advertising, relative to other forms of
promotional activity, is also good at both creating
a prestige image for the marketer as well as appeal-
ing to the target audience in multisensory fashion.
With regard to prestige, it enhances the image of the
marketer—especially when the marketer is relatively
unknown—to be seen advertising: (1) in well-known,
well-respected magazines and newspapers, and (2)
on major television networks or radio stations. Pres-
tige can also be created or enhanced via the employ-
ment of well-known, respected celebrities in adver-
tisements. With regard to the multisensory nature of
advertising, television and Web page advertising offer
the marketer unmatched potential to grab the atten-
tion and inform and/or persuade target audiences
through the simultaneous and synergistic use of both
sight and sound. Even radio advertising, limited only
to sound, offers the creatively inclined international
marketer much potential to appeal to the senses of
the listener. Radio has been, in this regard, referred to
as “the theater of the mind”

Disadvantages

While advertising has some significant advantages
over other forms of promotional activity it also has
some distinct disadvantages. One primary disadvan-
tage of advertising is its high absolute cost. Earlier,
in the context of demonstrating the relative cost-
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A roadside fruit peddler waits beneath a large Marlboro billboard on a road into a war-damaged city in Lebanon in 1992. This
famous series of ads using images of American cowboys made the Philip Morris (and now Altria) brand a global success.

effectiveness of advertising when communicating
with large, geographically dispersed target audi-
ences, a hypothetical example was provided wherein
Colgate-Palmolive could possibly generate US$4
million in sales as the result of a US$740,000 invest-
ment in advertising. This is, indeed, a good return
on investment. However, if a marketer does not
have $740,000 to invest in advertising then there is
no opportunity to realize this kind of return. While
large global firms like Colgate-Palmolive have bud-
gets allowing such large expenditures on advertis-
ing many other—particularly smaller—firms do not.
Simply put, advertising can be a great investment
but the absolute dollar volume required to create
and run advertisements on a global—even national
or regional or local—scale can be great.

Another relative weakness of advertising is its
inability to provide the marketer with timely feed-

back with regard to how effective it is (or has been).
This weakness is particularly strong when comparing
advertising to personal selling (i.e., using salespeople
to promote the company or its products). For exam-
ple, when a salesperson is making a sales presentation
to a client, he or she can assess in real time the extent
to which their promotional message is: (1) being paid
attention to, and (2) having the hoped-for informa-
tional and/or persuasive effect. With advertising, due
to the fact that the marketer is not present when the
message is being received and the fact that multiple
exposures to an advertisement are necessary for it to
have any impact, it may take weeks or even months to
know how effective promotional efforts have been—
and it may take a significant investment in marketing
research to make this (belated) determination.
Related to the issue of slow feedback on effec-
tiveness is another relative weakness of advertising.



Not only does it take considerable time to judge the
effectiveness of advertising, it is also relatively diffi-
cult to accurately measure the informational and/or
persuasive impact of advertising. Think back again to
our hypothetical example of Colgate-Palmolive pos-
sibly generating US$4 million in sales as the result
of a US$740,000 investment in advertising. Say-
ing that advertising caused this level of sales is not,
in practice, easy to do (at least with a great deal of
confidence). This is because so many other factors in
addition to advertising can effect the sales—and, to
an even greater extent, the profits—of an organiza-
tion. Thus: (1) in order to determine what has caused
sales (or profits) all factors having an impact on it
must be taken into consideration, and (2) one cannot
accurately say to what extent advertising has caused
sales (or profits) unless the causal impact of all these
other factors has been taken into account. Web page
advertising is somewhat an exception here, as far
more precise measurement of impact on sales can be
discerned (e.g., through tracking how many viewers
clicked on links in advertising and then purchased the
advertised products).

Finally, it is relatively impractical—if not impos-
sible—to customize promotional messages with
advertising. Personal selling, for example, allows the
marketer the opportunity to customize each message
transmitted to the exact needs, wants, and expecta-
tions of every targeted person. Although major maga-
zines do allow some level of customization due to the
publication of specialized regional or national editions
every one of perhaps hundreds of thousands of per-
sons receiving any one edition of the magazine sees
the exact same advertisement. With major broadcast
media such as radio and television individualized cus-
tomization is essentially impossible—even if it were
possible it would be very expensive.

The Global Advertising Industry

Advertising’s scope is increasingly global. Business
organizations large and small and in virtually all
industries and countries are using advertising—and
increasingly more of it—to promote themselves and
their products to prospective and existing consum-
ers. Thus suggested is that the strengths of advertising
discussed above generally outweigh its weaknesses—
with the latter just placing limits on what can be done
with advertising.
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According to Advertising Age, the preeminent
authority on virtually all matters related to advertis-
ing, the world’s top 100 marketers alone spent nearly
US$98 billion on advertising in 2006 (the latest year
for which complete data is readily available). For the
sixth year in a row, U.S.-based consumer products
giant Procter & Gamble—marketer of brands such as
Bounty, Camay, Charmin, Gillette, Head & Shoulders,
Ivory, Luvs, Max Factor, Mr. Clean, Noxzema, Pam-
pers, Pepto-Bismol, Scope, Tide, and Vicks—topped
the list of global advertisers. Rounding out the list of
the top five advertisers in the world in 2006 were Uni-
lever, General Motors, L'Oréal, and Toyota. Automo-
tive firms in Advertising Age’s Global Top 100 for 2006
spent more on advertising than companies in any
other industry and accounted for almost 23 percent
of all advertising expenditures by the top 100.

With respect to advertising expenditures by the
top 100 global advertisers by region of the world in
2006, the U.S. tops the list with US$46.02 billion. This
is followed by Europe (US$31.12 billion), Asia and
Pacific (US$14.92 billion), Latin America (US$2.48
billion), Canada (US$2.09 billion), Africa (US$711
million), and the Middle East (US$422 million). The
region of the world exhibiting the greatest increase in
ad spending was Latin America, with 2006 spending
up 12.7 percent from 2005.

Overall, the nearly US$98 billion in global ad expen-
ditures in 2006 represents a 1.1 percent increase over
2005 spending. Interestingly, this growth is in spite of
the fact that U.S. marketers ranking among Advertis-
ing Age’s Global Top 100 cut ad spending by 2.2 per-
cent in 2006. Some of the largest U.S. advertisers were
those showing the greatest percentage decrease in
expenditures. General Motors tops the list with a 17.4
percent decline, followed by Time Warner (down 13.8
percent) and Johnson & Johnson (down 13.2 percent).
This decline in U.S. ad spending was offset by signifi-
cant increases in advertising by non-U.S. marketers
such as Sharp Corporation (Japan), Fiat (Italy), Moét
Hennessy Louis Vuitton (France), LG Group (South
Korea), and Aldi Group (Germany).

Finally, the large global marketers/advertisers such
as those discussed above are not the only “major play-
ers” in the global advertising industry. Also heavily
involved—albeit not as conspicuously as advertisers—
are the media firms that, by virtue of producing mag-
azines, newspapers, and Web sites and running radio
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and television stations as well as billboard advertising
companies, provide advertisers the vehicles through
which to reach target audiences worldwide.

A third “major player” in global advertising that
is even more “behind the scenes” than media firms
are the advertising agencies that provide media plan-
ning/buying and creative and production services to
marketers/advertisers. It is common, in this regard,
for large, international marketers to work with multi-
ple advertising agencies. According to an Advertising
Age report published in November 2007, the world’s
largest global advertiser, Procter & Gamble, employs
the services of 10 different ad agencies to help it plan
for, create, and run advertisements. According to
this same report, the three advertising agencies with
the largest number of Global Top 100 clients/assign-
ments are: (1) Euro RSCG Worldwide (42 clients),
(2) McCann Erickson Worldwide (40 clients), and
(3) Ogilvy & Mather Worldwide (35 clients). Euro
RSCG Worldwide, the largest ad agency in the world
in terms of “global assignments” (i.e., major clients
served), is based in New York and has a total of more
than 230 offices in 75 countries. Euro RSCG World-
wide, by virtue of working with 10 of the top 20 and
42 of the top 100 global advertisers, exemplifies the
global advertising agency.

Cross-Cultural Considerations

It is often said that strategic marketing decisions
involving advertising are those most likely to be sig-
nificantly impacted by cultural variation between
nations. It should be of little surprise, then, that fail-
ure to carefully consider the appropriateness and
likely acceptance of an advertisement through the
cultural lens of the targeted audience puts marketers
at high risk of—at a minimum—considerable embar-
rassment. Consider, in this regard, a few “classic blun-
ders” of international advertisers. The United States
Dairy Association’s successful “Got Milk” advertising
campaign was introduced in Mexico. The association
was later informed that the Spanish translation used
for “Got Milk” could be taken to mean “Are you lac-
tating?” Pepsi’s “Come Alive With the Pepsi Genera-
tion” advertising slogan translated into “Pepsi Brings
Your Ancestors Back From the Grave” in China. And
in the United States, Scandinavian vacuum manu-
facturer Electrolux used the—well-rhymed albeit ill-
advised—slogan “Nothing sucks like an Electrolux”

While the validity of several of these “classic blun-
ders” has been debated, they clearly illustrate, at the
very least, what can potentially happen when just one
cross-cultural factor—language—is ignored or mis-
understood by international advertisers. Creating and
running just one high-quality television or magazine
advertisement can cost an organization hundreds
of thousands—perhaps even millions—of dollars.
Spending this magnitude of money to make oneself
look silly in the eyes of and/or offend members of the
target audience—including one’s potential and exist-
ing customers—is, to say the least, not good strategy.

Language Considerations

Language is, as demonstrated in the “classic blunders”
listed above, a particularly perilous cross-cultural
domain for international advertisers. In this regard,
it is far from enough to have translations be done in
literal/“dictionary” fashion by persons who are not
fluent in the language of the targeted audience—and,
most importantly, the language as actually spoken
by the target audience. This is due largely to the fact
that literal translations found in most dictionaries fail
to adequately account for regional variations, slang,
and symbolic meaning in language as spoken by per-
sons in a given country (or region thereof). Further,
superficial knowledge of a given foreign language may
be more dangerous than no knowledge at all for the
international advertiser.

To avoid potentially embarrassing and costly mis-
takes due to the often subtle yet critical intricacies
of cross-cultural language variation, international
marketers must take the task of translating what
it wants to say in one language into its advertising
in another language very, very seriously. At a mini-
mum, translations should be done by persons highly
fluent in both focal languages—wherein “highly
fluent” with regard to the language of the targeted
audience means knowing how the language is actu-
ally spoken by members of the audience in their local
environments.

In addition, just one translation done by one per-
son is often not sufficient. In this regard, what are
known as back translations are commonly done. In
the process of back translation, advertising content
is translated by one bilingual person from one lan-
guage (e.g., Spanish as spoken in Mexico) into the
language of the target audience (e.g., Portuguese as



spoken in Brazil) and then translated back—from
Brazilian Portuguese to Mexican Spanish—by
another competent, bilingual translator. The results
of the two translations are then compared to ensure
consistency and, ultimately, effective communica-
tion through advertising. If, for example, the sec-
ond translation comes back saying exactly what
was meant to be said in the first place—in the same
language—then the marketer knows they are on the
right track. If, however, the second translation is sig-
nificantly different than what was originally meant
to be said, then the marketer still has much work in
translation to be done.

Cultural Considerations

Language is, however, but just one of many poten-
tially arduous cross-cultural hurdles frequently
encountered by international advertisers. Indeed,
being “culturally fluent” entails far more than being
fluent only in the language of a given foreign country
or group of people. One prime example of a non-
language, culture-based factor that international
advertisers must be cognizant of involves what are
called cultural values (i.e., what is considered appro-
priate versus not appropriate by persons in a given
nation or group of people).

Variation in cultural values between one nation
and another creates a host of potentially important
considerations for marketers wishing to effectively
advertise in multiple countries. Take, for example,
the appropriateness of certain words used to identify
people in two nations that speak the same language—
say the United States and Australia. It would, in this
regard, generally be acceptable for a U.S. firm to tout
itself in domestic—particularly regional or local—
advertising as employing “native” persons. This would
likely be taken by most recipients of the message to
imply that the sponsor of the advertising creates jobs
locally and that their employees are not only from the
area but are also highly similar to other local persons
in many ways (i.e., by virtue of being from the same
approximate place and having similar values). Using
the word native in this manner in advertising in Aus-
tralia would carry a different meaning. In Australia,
native usually implies indigenous/Aboriginal per-
sons. This is a mistake that could easily be made by
persons working in advertising for foreign firms from
countries with less contentious histories with regard
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to the plight of indigenous persons. Required in this
instance is guidance from Australian locals—includ-
ing but not limited to Aboriginal persons—well versed
in Australian cultural values.

Another potentially critical cross-cultural, value-
based consideration for international advertisers
involves the use of humor. Simply put, what is con-
sidered humorous by members of one target audi-
ence in one country may be seen—even if adequately
meaningless, ridiculous, and/or
offensive by persons in another country (or region
thereof). Again, as with language translations and
word appropriateness, successfully using humor
across cultures requires the input of persons fluent
in the local culture of the targeted audience. Effec-
tive international advertising thus requires that the
foreign marketer employ persons from the local cul-
ture at least as agents or consultants—if not as full-
time managerial employees responsible for making
key advertising decisions.

translated—as

Legal Considerations

Just as international advertisers should expect to
encounter cross-cultural obstacles so too should they
assume that variations in laws across nations may
significantly impact their ability to effectively com-
municate with targeted audiences. Generally, when
doing business in foreign countries, the marketer: (1)
should not assume that the laws of their home coun-
try are applicable abroad, and (2) should be familiar
with and abide by the law of the host nation—particu-
larly those laws which impact the ability of the foreign
firm to market its specific type of product. These gen-
eral points reign very true in the context of advertis-
ing. The international advertiser should never assume
either that: (1) home-country advertising-related law
applies abroad, or (2) they will be able to advertise
their product in the exact same manner abroad as
they do domestically.

A good example of not being legally able to adver-
tise products in a foreign country in the same manner
as done in the domestic marketplace is comparative
advertising. In this form of advertising, the spon-
sor directly—and favorably—compares its products
to those of a competitor. Comparative advertising
law differs significantly from nation to nation. In the
United States, it is not only legal to compare your
products to those of a competitor but also legal to
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name the competitor in the advertisement (as long as
the comparative statements in the ad can be objec-
tively substantiated). In some Western European
nations (e.g., Ireland, Spain, the United Kingdom, and
Portugal) comparisons can be legally made but only
as long as the comparison is implicit and does not
specifically name the competitor. Comparative adver-
tising is illegal, however, in other Western European
countries (e.g., Germany, Belgium, and Luxembourg).
Comparative advertising is also heavily regulated in
other regions of the world. As a result, marketers that
commonly (and legally) employ this form of adver-
tising in their home countries must be very careful
about using it abroad.

Sometimes an international marketer will find that
it cannot advertise its products at all in a given foreign
nation. For example, toy, tobacco, liquor, and phar-
maceutical drug ads are banned or at least heavily
restricted in many nations of the world while adver-
tising these products is perfectly legal in others. Mar-
keters of a product that cannot be legally advertised
in a given nation in which the marketer wishes to sell
the product must find an alternative means of promo-
tional communication.

At other times, international marketers may discover
that they cannot legally advertise via a certain type of
media in some countries. Advertising on television, for
example, is regulated in many nations. In Kuwait, for
instance, only 32 minutes of television advertising per
day is allowed on the government-controlled television
network. In China, the government has only in the last
several years begun to ease some regulations signifi-
cantly restricting the use of TV advertising. However,
the Chinese government has, at the same time, also
increased regulation of other aspects of TV advertising
(e.g., the required provision of proof of claims made in
ads). The bottom line for the international advertiser
is to know the law relevant to the marketing of your
product in the given country in which you are doing
business and to: (1) abide by it, and (2) adapt your
advertising efforts accordingly.

See Also: Back Translation; Branding; Buying Motive/Be-
havior; Consumer Behavior; Consumer Needs and Wants;
Cross-Cultural Research; Culture-Specific Values; Global
Brand Strategy; Integrated Marketing Communications;
International Marketing Research; Marketing; Market Re-
search; Media; Media and Direct Marketing; Promotions.
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Aegon

Aegon (Aegon N.V.) is one of the biggest insurance
companies in the world. As a holding company, its
main activities include various financial products
such as life insurance, non-life insurance, savings,
pensions, and investments. Aegon is a Netherlands-
based company that was incorporated in 1983 and
now employs around 30,000 people (as of January
1, 2008). Its headquarters is located at The Hague,
the Netherlands. Aegon owns 17 offices located
throughout the United States. Its principal offices
are located in Baltimore, Maryland; Cedar Rapids,
Iowa; Louisville, Kentucky; Los Angeles, California;
Frazer, Pennsylvania; St. Petersburg, Florida; Plano,
Texas; Kansas City, Missouri; Purchase, New York;
and Charlotte, North Carolina. Aegon is traded on
the New York Stock Exchange with the ticker symbol
AEG. Aegon has approximately 27,000 shareholders
(as of January 1, 2008).

In addition to the Netherlands (13 percent of the
2007 revenues), Aegon operates in the United States
and Canada (73 percent of the 2007 revenues), United
Kingdom (9 percent of the 2007 revenues), and Slo-
vakia, Czech Republic, Poland, Hungary, Taiwan, and



China (all comprise 5 percent of the 2007 revenues).
The core business of Aegon is premium income (69
percent of the 2007 revenues). The second biggest
revenue generator is investment income (27 percent
of the 2007 revenues), and the commission and fee
income makes 5 percent of total revenues in 2007.

Aegon operates in various product segments.
These are life for account of policyholders, traditional
life, accident and health insurance, fixed annuities,
reinsurance, institutional guaranteed products, fee-
off balance sheet products, variable annuities, general
insurance, banking activities, and holding and other
activities. More specifically, Aegon’s products and
services include permanent and term life insurance,
fixed annuities, guaranteed investment contracts,
variable universal life insurance, universal life insur-
ance, unit-linked products, variable annuities, acci-
dental death insurance, disability insurance, dismem-
berment insurance, critical illness insurance, cancer
treatment insurance, hospital indemnity insurance,
short-term disability policies, automobile insurance,
liability insurance, household and fire insurance,
investment products, and savings products.

Aegon is the name of the group of companies. It
has numerous subsidiary companies. Among them
are Aegon USA (agency, direct marketing services,
financial markets, institutional products and services,
and pension); Aegon Nederlands (both the life and
non-life insurance businesses and banking, finan-
cial and asset management services); and Aegon UK
(manufacturer, fund manager, and distributor of pen-
sion, protection and investment products).

Aegon was formed in 1983 as a result of the merger
of two Dutch insurance companies, namely AGO Hold-
ing N.V. and Ennia N.V,, both of which were successors
to insurance companies formed in the 1800s. In 1985,
the company traded on NASDAQ National Market.
Also, its shares were opened to trade at the Amsterdam,
London, Basel, Geneva, and Zurich stock exchanges. In
the early 1990s, Aegon increased its operations in the
United States by acquiring Monumental Corporation
and Western Reserve Life. Following these transac-
tions, Aegon started to be listed on the New York Stock
Exchange. Since then, Aegon continues its presence in
international financial and insurance markets.

The executive team of Aegon comprises Donald
J. Shepard (Chief Executive Officer), Jan Nooitgedag
(Chief Financial Officer), Alexander R. Wynaendts

Aegon 31

fEGON

While Aegon is based in the Netherlands, 73 percent of its
revenues came from its North American operations in 2007.

(Chief Operating Officer). Aegon’s board of direc-
tors includes Patrick S. Baird, Otto Thoresen, Johan
G. van der Werf, Dudley G. Eustace, O. John Olcay,
Irving W. Bailey, Rene Dahan, Shemaya Levy, Toni
Rembe, Willem F. C. Stevens, Kees J. Storm, and Leo
M. Van Wijk.

Aegon’s success comes from its strong market posi-
tion in various countries, which reflects its power in
the insurance and pension business. It is one of the
biggest insurance companies in the Netherlands and
in other European countries and has a substantial
presence in the United States. Another reason for its
success is the growth performance in new businesses.
Moreover, by engaging in new emerging markets, new
businesses are expected to increase further, which in
return will boost overall financial performance. Third,
with its diversified business, Aegon limits its risks and
manages stable revenues. By investing in different
operations and in different countries, Aegon secures
itself as independent of any single market. Its rev-
enues are spread over several product segments; no
single business line generates the bulk of revenues.

However, one of Aegon’s major weaknesses is that
its revenues are declining in the Netherlands, which
would adversely affect the performance of the com-
pany. Besides, because of higher operating expenses,
Aegon faces reduced profits on its investments.
Another important setback for Aegon may be its
underperformed banking solutions. The company’s
banking products are sold only in the Netherlands,
which combined with market slowdown in the Neth-
erlands, results in fewer earnings.
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See Also: Company Profiles: Western Europe; Nether-
lands.

Bibliography. Aegon, www.aegon.com (cited March
2009); SEC-EDGAR, www.sec.gov (cited March 2009).

GOKHAN TURGUT
HEC MONTREAL

AEON

AEON (or Z£0ON Co. Ltd.) isa well-known general retail
company. AEON is the parent company of a group of
companies. The company operates general merchan-
dise stores, supermarkets, specialty stores, drug stores,
and convenience stores. AEON is a Japan-based com-
pany incorporated in 1926 that now employs around
70,000 people (as of January 1, 2008). Its headquar-
ters is located at 1-5-1 Nakase, Mihama-ku, Chiba,
261 8515, Japan. AEON is traded on the Tokyo Stock
Exchange, with the ticker symbol AONN-Y. AEON has
183,000 shareholders (as of January 1, 2008).

AEON generates its revenues through general
merchandise and other retail stores (73 percent of its
2007 revenues); service and other operations (13 per-
cent of its 2007 revenues), specialty store operations
(12 percent of its 2007 revenues, and other operations
(2 percent of its 2007 revenues). The company has
operations in Japan, Asia, and North America. Japan
is AEON’s largest market (89 percent of its 2007 rev-
enues). Asia is the second-largest market for AEON
(6 percent of its 2007 revenues). North America is the
remaining market and accounted for 5 percent of the
total revenues in fiscal year 2007.

In its various stores, AEON offers general mer-
chandise, food and drink, medical care products, and
electrical appliances. The division owns Topvalu, the
company’s private branded range of apparel, food
items, leisure goods, and home products. The com-
pany operates around 4,200 retail facilities in this divi-
sion. The company operates 471 general merchandise
stores, 765 supermarkets, 2,974 convenience stores,
and 197 other stores, which include home centers,
discount stores, and department stores.

AEON engages in four business segments: gen-
eral merchandise stores; specialty stores; shopping

center development; and service and other activities.
General merchandise stores are operated under the
name Jusco, supermarkets under the name Maxvalu,
and discount and convenience stores under the name
Ministop. AEON operates specialty stores under the
names Talbots, Blue Grass, and Sports Authority for
women’s apparel, family casual fashions, health and
beauty-care products, footwear, and other specialty
retail activities. Moreover, AEON develops shop-
ping centers and also engages in the leasing and man-
agement of these commercial facilities. AEON also
engages in the financing of retailing stores, food ser-
vice, store maintenance, wholesale and other service
activities, along with the operation of certain restau-
rants and amusement parks, namely AEON Fantasy
Outlets and AEON Cinemas.

AEON was established in Mie, Japan, on Sep-
tember 21, 1926, as Okadaya Gofukuten Co., Ltd.
Its name was changed to its current form in 2001.
Some of the biggest events in AEON’s history
include its 1988 acquisition of Talbots, Inc., of the
United States through a subsidiary. In 2005 AEON
acquired Carrefour Japan and changed its name to
AEON Marche. Also, in 2006, AEON through its
subsidiary Talbots, Inc., acquired J. Jill Group, Inc.,
of the United States.

In January 2009, at the World Economic Forum
held in Davos, Switzerland, AEON has been listed
in the Global 100 Most Sustainable Corporations in
the World.

AEON has a diversified business portfolio. It oper-
ates in different forms and also provides several sup-
port services. Other than its core business, AEON
also provides service and other supportive operations,
mainly credit financing. AEON’s diversified business
portfolio enhances its revenue generating capacity.
Also, AEON increased its strength with well-estab-
lished supermarket operations. The company’s deci-
sion to focus on private label brand products espe-
ciallyimproved the profit margins. Moreover, AEON’s
financing services enhanced its profits significantly.
The opening of new shopping centers contributed to
the rise. The credit services operations were another
growth-driver for AEON.

The major weaknesses of AEON may be regarded
as its geographic concentration. AEON is mainly
dependent on the Japanese market. Considering
market forecasts with the projection that Japanese
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AEON operates around 765 supermarkets and 2,974 convenience and discount stores in Japan under the names Maxvalu and
Ministop. Its general merchandise and other stores accounted for 73 percent of 2007 revenues, but they face fierce competition.

buying power will lessen in the near future drives a
gloomy overall picture in the coming years. More-
over, AEON’s concentration on financing strongly
decreases its flexibility for required financial liquid-
ity. That is, whereas AEON enjoys new business
growth by offering accessible credit, its debt man-
agement causes problems for itself. However, strong
geographic diversification gives the rivals of AEON
competitive advantage in sourcing and distribution
of their operations. Because of intense competition,
AEON needs to allocate large quantities of resources
to maintain its market share.

AEON’s main competitors in Japan include:
Takashimaya, UNY, Seiyu, Hankyu Department
Stores, and Marui. Its rivals in North America include
Wal-Mart Stores, Costco Wholesale, Target, Sears
Holdings, BJ’s Wholesale Club, Pantry, Family Dollar
Stores, Foot Locker, Big Lots, and Dollar Tree.

See Also: Costco Wholesale; Japan; Retail Sector; Sears
Holdings; Target; Wal-Mart Stores.
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AEX General Index
(Amsterdam)

The desirability of tracking the performance of
elite stocks led nations in Eurasia, North and South
America, Africa, and Australia to establish stock
exchanges in the 20th century. Dating to 1983, the
Amsterdam Stock Exchange Index, today the AEX
Index, has listed as many as 25 of the most traded
Dutch stocks. As an aid to traders the AEX Index
posts current data on the performance of its stocks
as well as data on the Internet with a 20-minute lag.
Several instruments, for example, index reports,
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serve the AEX Index in its task of sharing with inves-
tors the minutia of stock performance. The AEX
Index includes Dutch companies that trade on the
Euronext Amsterdam.

On January 3, 1983, the AEX-Optiebeurs began
compiling the AEX Index. The original 13 stocks
totaled 100 points. The AEX Index calculated the
value of stocks by multiplying the price of each
stock by its weighted factor, 15 percent of a stock’s
value, summing these amounts and then dividing
the aggregate by 100, establishing the value of the
index. Among the original 13 companies were the
brewer Heineken and the energy company Royal
Dutch Shell, both of which have remained on the
index to the present. In 1987 investors began trad-
ing options and in 1988, futures. To these original
13 companies, the index added five companies, the
largest single addition to date, in 1989. The index
began on February 18, 1994, to review its composi-
tion of stocks, reserving the right to delete stocks
from its roster. The AEX Index removed from its list
companies whose capital fell below the 25 most cap-
italized companies in the Netherlands. Subsequently
the index established two review dates: March 1 and
September 1 of each year.

The index bases its review on the closing price of
stocks on the last day of trading in January and June.
When the index deletes a company from its roster,
it leaves the slot vacant until the next review date,
whether in March or September, when it may invite a
new company to join. This new company must score
in the top 25 in capitalization. If a company has more
than one class of stock traded on the Euronext, the
AEX Index will accept only the more actively traded
class of stock. In addition, in the March and Sep-
tember reviews, the index adjusts the weight of each
company, which rises and falls with a company’s
performance. Following its March and September
reviews, the index makes effective any changes in its
composition on the next trading day.

On January 4, 1999, the AEX Index began calcu-
lating the value of its stocks in Euros. The index’s
100 points equals just over €45. Among the index’s
current holdings is a mix of companies. Banks, life
insurance companies, and real estate developers,
all of them represented on the index, were the tools
for amassing wealth in the 20th century. With the
rise of energy prices in the 21st century, companies

that process, deliver, and provide equipment for the
extraction and distribution of energy have prospered
on the index. The petroleum and natural gas sup-
plier Royal Dutch Shell and the petroleum equip-
ment manufacturer Single Buoy Moorings (SBM)
Offshore, both of them on the index, have surged
in 2008. Also on the index are telecommunications
equipment supplier Tom Tom, electronics manu-
facturer Philips, and semiconductor manufacturer
ASML.

Worldwide economic fluctuations affect the index.
The frenzied selling of stocks on Black Monday in
1987 sent the AEX Index into decline; conversely, the
enthusiastic buying of internet companies in the early
21st century resulted in a bubble. The AEX Index
peaked at 703.18 on September 5, 2000, at the height
of the bubble. The end of speculation in internet
company stocks more than halved the index’s value
between late 2001 and 2003. During 2007-08 the
AEX Index ranged between 374.09 and 559.43, with
the lower value only 53 percent of the peak and the
higher value 79.5 percent of the peak.

Investors may buy stocks on the index as well as
funds that index the AEX Index. Comprising large cap
stocks, the index relies increasingly for the value of its
portfolio on technology and energy companies. The
index balances technology and energy, important as
they are, with publishers and the processors of food.
The result is a diversity of companies. This diversity
hedges against steep losses and rapid ascents, for tech-
nology, energy, publishing, food processing, banking,
and other classes of companies, whose stocks are
not likely all to be up or down on a given day. Rather,
gains in one sector offset losses in another. Investors,
buying and selling stocks as the opportunity arises,
will point the index toward the future. Savvy as they
are, investors and pundits are unlikely to pinpoint the
future course of the index.

See Also: Netherlands; Stock Exchanges.
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Africa

The African continent remains by and large marginal-
ized in the world economy, with over half of the popu-
lation living on under US$1 a day per person. Its share
of worldwide exports has fallen from 6.1 percent in
1960 to 2.4 percent in 2006. The portion of worldwide
foreign direct investment inflows to Africa has also
declined, from 9.4 percent in 1970 to 2.7 percent in
2006. The continent’s labor force was about 370 mil-
lion strong in 2006.

The continent has struggled to overcome wide-
spread legacies of slavery, colonialism, ethnic tension,
and war. Africa became a symbol of Third World
underdevelopment as soon as its nations began gain-
ing political independence. Recently, African coun-
tries have also been confronted by the challenges of
globalization, raising the question of whether some
of them could join the ranks of “emerging countries”
and create a regional basis of development.

Some have questioned African adaptability to
“modern business” First, historians argue that the
massive slave trade (more than 10 million people
transported abroad from the 1600s to the 1830s in
sub-Saharan Africa, but till the 1920s northward to
Morocco or the Persian Gulf) deprived Africa of a
demographic reserve and, in the long term, of a “nor-
mal” evolution of potential elites. Second, numerous
northern academics and politicians have considered
that the African way of life hindered “modern devel-
opment” The statutes of ground property remained
vague because of collective or religious ownership of
land, thus blocking individual intensive investment
like in other areas; the social framework that privi-
leged large family networks gave priority to immediate
redistribution of income instead of savings that would
favor accumulation of capital; the respective position
of women and men may have fostered gender gaps;
and ethnic and caste considerations added obstacles
to social mobility. African wholesale traders seemed
unable to rise from short- or middle-term commer-
cial incomes to long-term industrial investments.

Recurrent ethnic tensions and civil war weakened
African societies. Geography and demography were
involved too, the first because of the influence of cli-
mate on development (either drought and deserts, or
tropical and subtropical or Mediterranean floods),
the second because lack of population or overpopula-
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tion conflicted as explanations of economic tensions.
Analyses of the evolution of African business con-
tinue to stir endless arguments about the causes and
duration of African underdevelopment.

Colonial Legacies

Africa’s lagging economies have roots deep in the
colonial period. One of the more lasting legacies has
been the weakness of educational policies. Islands
of training comprised mainly Christian mission-
ary schools (Madagascar, Togo, Dahomey/Benin,
Liberia) or Islamic schools (northern Africa), but no
real comprehensive strategy of mass education took
shape during the period. This led to a relatively low
level of primary and professional education for Afri-
cans, with exceptions in local universities (such as in
Egypt, Tunisia, Algeria, and South Africa) or abroad
in Europe.

Another long-term policy shaped the framework
for the evolution of Africa’s economy: Europeans con-
ceived of Africa as a potential reserve for commodi-
ties and enticed rural people to develop exports for
Europe. That was the case in sub-Saharan Africa for
groundnuts, oil palm, gum arabic, rubber trees, cof-
fee, cocoa, and (in the Niger loop and in the Sahel)
cotton. Native peasants and plantations owned by
European companies became committed to such an
expansion. The Lever group (Unilever since 1930)
exemplified this approach as the owner of plantations
and as an important transformer of commodities in
its European manufactures.

This type of “modern” business system involved
wholesale trading houses complemented by hundreds
of smaller companies and by thousands of African
suppliers and transporters. Networks of trading posts
collected raw commodities in exchange for European
goods, such as clothes, household goods, and agricul-
tural equipment. Warehouses, wharves, and chains of
shipping lines facilitated sea transport.

An efficient economy took shape from the 1880s
till the 1960s, with the leading big businesses from
European countries such as France, the United King-
dom (UK), Switzerland, and Belgium. All over Africa
native planters invested their time and skills into
commercial agriculture rather than developing more
intensively their subsistence crops.

Despite vast programs of modernization, African
infrastructure still lagged behind. Colonies generally
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had to self-finance their investments until World War
IT or had to borrow in Europe, which slowed the com-
pletion of projects. Not until the 1940s and 1950s did
construction gather momentum, but it did, leaving
several countries with railway networks, ports (such
as in Lagos, Abidjan, and Casablanca), dams and
hydroelectric power plants (in Algeria and Morocco,
and on the Niger River). But this infrastructure was
intended mainly for the support of trade with Europe,
without enough internal networks of transport
through northern Africa or the Sahel. Huge gaps still
predominated in the infrastructure programs, thus
causing large discrepancies between territories.

Inequity prevailed because European business took
hold of wealth almost everywhere. Trade was con-
trolled by big companies or many small ones. Leba-
nese (sub-Saharan Africa), Chinese (Central Africa),
and Indian (South Africa) people were active in the
middle ranks of retail trading. Mining was controlled
by state entities (in Morocco for phosphates) or big
businesses. Africa was perceived as a supplier of raw
resources, such as coal, gold, and diamonds (Austral
Africa); copper (the Belgian Congo, the British Rho-
desias); and phosphates (French North Africa).

In some territories, African natives were deprived
of developed agriculture because Europeans had con-
fiscated the richest land, for instance in Austral Africa
or in Algeria. This contributed to a phenomenon of
“pauperization,” with a large reservoir of labor for day-
to-day hand tasks, either in agriculture or in trans-
portation. This was sometimes forced labor, which
was abolished in French colonies only in 1946, with a
Labor Code implemented later in the mid-1950s.

The end of slavery (within Africa itself), “pacifica-
tion” and military rule on one side, and important
healthcare programs on the other side, prompted
growth in the African population. Beginning in the
1940s, a rapid growth of towns began, often on the
coasts, around harbors, or around economic centers
in Central or South Africa. Large numbers of poor
people now clustered in shanty towns (called bidon-
villes in French colonies). In the 1980s and 1990s this
trend would begin to reverse as AIDS began crippling
several southern African countries.

Dependence
Even after independence, African states were domi-
nated by industrialized countries that influenced

technologies, money for investment, and the prices of
commodities and ores exported by Africa. Indepen-
dent states also had to take into account the imbal-
ance of power in favor of ex-colonial countries. Spe-
cial agreements determined by geopolitical strategies
helped ex-colonial states keep privileged positions
throughout Africa.

French companies continued to play a key part in
the ex-French empire. For example, the French state
oil firm Elf-Aquitaine held sway in Central Africa
(Gabon, Cameroon, and the Congo), and the UK
also had influence, with Shell in Nigeria. The Belgian
group Société générale de Belgique was still a force
in the Congo, then Zaire, through its dense array of
assets in mining, transportation, industry, trading,
shipping, and finance. In South Africa under apart-
heid, big Western industrial groups extended their
control over mining.

Socialism and “Mixed Economies”
Some African states wanted to get control over their
economies through the nationalization of big busi-
ness. A turning point came in July 1956 when Gamal
Abdel Nasser of Egypt nationalized the Suez Canal,
arguing that the revenues of transit should finance the
building of the huge Aswan dam and power plant and
the modernization of the economy, itself heavily con-
trolled by the state until the mid-1970s. The “socialist
model” prevailed in several key countries that nation-
alized their main resources. In Algeria, the FLN and
President Houari Boumédienne nationalized oil
assets at the start of the 1970s under the state-owned
Sonatrach oil and gas monopoly. Muammar Qadhafi’s
Libya followed the example, and a few states adopted
state-led policies (such as Tunisia, Zambia, Mada-
gascar, Benin, Ghana, and Guinea), with more or less
public interventionism and property.

Socialist-minded leaders intended to attain eco-
nomic take-off with a large accumulation of capital,
with revenues from agriculture oriented toward heavy
industrialization schemes (as in Algeria) or toward
middle-sized industries for consuming goods and
light equipment (in Egypt and Tunisia). Subsidies and
protectionism countered low productivity or a lack of
skilled labor and executives.

All over Africa, pockets of state interventionism
were constituted to manage the income of com-
modities. Marketing boards collected agricultural



products, sold them abroad (to multinational trade
companies), and shared the revenues between peas-
ants and investments in dams with energy and irriga-
tion schemes, in transportation (ports, roads), or in
some forms of welfare state. In these cases, a “mixed
economy” prevailed because the state allowed action
by private investors, either local or international, thus
creating pockets of industrialization (textile, metal-
working, car assembly), generally under the umbrella
of protectionist customs taxes.

Nigeria and the Ivory Coast were beacons of such
policies, and emerged as “rich countries” because
of their size, population, natural resources, and, for
Nigeria, oil. But a few other experiences of socialist-
state countries ended in turmoil because of a paraly-
sis of entrepreneurship (in Ghana and Guinea) and
even of foreign direct investment.

Weak States

Throughout Africa, the results of those various paths
were shown to be uncertain in the 1980s. The key
issue seems to have been the inability of the state in
a majority of countries to fix a guidance framework
because ofits very weakness. While Western economic
administrations were built for decades and through
hard political contests (“revolutions,” in Britain, the
United States, and France), suddenly meager African
elites had to steer large areas without administrative
tradition, means, or commonly admitted law.

Some states reached some balance between clan
interests and general interests, especially where elites
were stronger, in northern Africa or in a few sub-
Saharan countries, like the Ivory Coast or Senegal.
However, a large majority were subject to the rule of
ethnic or political groups that used state treasuries as
leverage for corruption. Businesses had to face uncer-
tainty of law completion, commonplace extortion
forms (at customs posts or through fiscal rackets),
and bribery. In a few “kleptocracies,” such corruption
grew tremendously. Mobutu’s Zaire in the 1970s and
1980s was imitated by several oil countries (Nigeria,
Gabon, the Congo, and Cameroon, the latter being
ranked among the most corrupt countries in the
world). All of them benefited from the tolerant sup-
port of Western countries because of the Cold War
environment and growing business interests.

Military dictatorships (such as in Uganda and
Nigeria) provided one explanation, but habits of clan
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Small enterprises, such as this salon advertised on a billboard in
Cameroon, have proliferated in Africa, but their impact is slight.

power were also developed in semi-democratic coun-
tries (such as Kenya) or socialist ones (Algeria from
the 1980s). Meanwhile, the weakness of administra-
tions could also be explained by flawed tax systems
and the prevalence of an “informal economy.” Lack of
budgetary transparency could explain lagging public
investments in transportation, education, or health
systems, hindering economic growth.

Emerging Entrepreneurship
Severalforceshelped Africabegin to overcome some of
its previous economic challenges. First, international
cooperation drove Africans to become conscious of
the issues. United Nations (UN) organizations such
as the UN Conference on Trade Development (UNC-
TAD) and the Food and Agriculture Organization
(FAO) insisted on investments in agriculture and in
manpower training. The World Bank financed infra-
structure and was imitated by the African Bank for
Development, which was established in 1963. Hun-
dreds of conferences began to forge a shared out-
look in favor of “a new economic order,” taking into
account general interests and the need for infrastruc-
ture in rural areas. Many nongovernmental organiza-
tions became involved as well. Even business law was
cleaned up by more transparent and stable states, or,
in about 16 French-speaking countries, thanks to the
Organization for the Harmonization of Business Law
in Africa (OHADA), created in 1993.

Elites were trained either in African universities
or abroad, which, despite the “brain drain” toward
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developed countries, contributed to creating manage-
ment executives in economic administrations, local
enterprises, or foreign affiliates. The long-term growth
and the relative distribution of wealth and income fos-
tered emerging middle classes in a majority of coun-
tries (but not in those with lasting civil war).

What was at stake was the emergence of entre-
preneurship, mixing traditional African values and
capitalist values. Despite water shortages, millions of
planters were committed to a “modern” agriculture,
either for exports or for local use. The cotton revolu-
tion in the Sahel belt from Chad to Mali now involves
15-20 million peasants. Cocoa and coffee, paddy rice,
cereals, spices, and vegetables for household con-
sumption have also helped raise standards of living
and promote trade.

Huge investments by states into dams and irriga-
tion networks sustained such development (in north
Africa, with, for example, the Moroccan program of
1967; and in the Niger loop). The withdrawal of Euro-
pean retail firms eased the growth of native shopkeep-
ers, from petty ones to more specialized ones, while
the legacy of commercial cultures benefited ethnic
groups, which reinforced their grip in several areas
(the Bamileke in Central Africa, Fulas in Sierra Leone,
and Ibos in Nigeria, for example).

Middle-sized trade, services, and facilities man-
agement houses took shape all over African cities,
despite competition, and professional schooling and
trading helped sustain the move in the long term.
Throughout African or foreign service or industrial
firms, middle-class layers of accountants, manag-
ers, technicians, and even engineers (for example, at
Algerian Sonatrach) were constituted in the 1970s.

The key issue lies in industrialization: Was African
entrepreneurship and capital able to fuel initiatives?
The transfer of foreign firms to African investors
has been a reality in several countries where the law
required such reshuffling, for instance, in Nigeria in
the 1970s. In South Africa, foreign or local companies
from the time of apartheid started following a law in
the 1990s imposing buyouts of equity by black inves-
tors. But the transfer of manufacturing to private
African capital remained hard to achieve because of
the trend toward less protectionist rules. These rules
were imposed by the General Agreement on Tariffs
and Trade (GATT) or by the International Monetary
Fund (IMF) in the 1980s and 1990s under the name

of “structural adjustment programs.” They weakened
numerous industries, such as textile production,
metalworking, and leather, which, along with gaps in
transportation and energy supplies, put the brakes on
an industrial emergence. However, tourism and hotel
businesses (and real estate linked to them) did emerge
in several countries, fostering layers of native mid-
sized enterprises.

Globalization

In parallel with the issues of African entrepreneur-
ship, the other issue of the exploitation of resources
has been at stake. Could African countries balance
their political independence and the call for foreign
investors through avoiding “neo-imperialism”? In
fact, a new “scramble for Africa” commenced: Big
European and American businesses invested mas-
sively to develop timber production in tropical Africa,
risking overexploitation. They also invested in oil and
Africa reached a 12 percent share of world produc-
tion in 2005. Other investments were in nonferrous
metals (such as manganese in Gabon), uranium, dia-
monds and gold, and phosphates. The United States
became a partner to Africa, especially in phosphates
or metals—but, in the 21st century, China and India
commenced establishing footholds because of their
need for ores and energy.

Industrial firms kept momentum up for car assem-
bly plants, light industries, first transformation of
commodities (groundnuts, palm oil, and cacao but-
ter), oil refineries, and cement. They did this even
though they could not count on a “global African
market” because of the lack of integrated transporta-
tion systems and because of protectionist positions.
In fact, Africa still suffered from a lack of a competi-
tive edge: an untrained workforce; instability in some
areas, in particular in Nigeria and the Democratic
Republic of the Congo; lack of energy (despite dams in
several countries); lack of transparency in governance;
and corruption. Such obstacles spurred imports from
abroad at the expense of local production.

One key issue remains the use by the state of its
income from oil and commodities. Countries ben-
efiting from the oil allowance (100 percent of gross
national product for the Republic of the Congo in
2005, 89 percent for Angola and Libya, 64 percent for
Chad and Algeria, 52 percent for Nigeria) seemed to
insufficiently master its use in favor of general equip-



ment and development, with some even lacking oil
refineries and having gas shortages.

Development

Strong pockets of development have increased purchas-
ing power all over the African coasts. Urbanization has
contributed to growth, with real estate developments,
public works, the engineering of ports, management of
energy and healthcare, and even new technologies of
information. But the state of capitalist entrepreneur-
ship is still questionable. What is lacking in a majority
of countries is a network of complementary industrial
and service activities; they are found only in South
Africa and perhaps in Algeria. The transformation of
primary commodities is still insufficient.

Middle-sized enterprises are fragile because of
exposure to recessions, despite the support of national
or international “banks of development.” Predomi-
nant micro and small enterprises employ very few if
any people and generate little or no income for the
owners, even with the recent support of micro-credit
institutions and practices beyond traditional “ton-
tine” uses. States remain a key force in development
and investment.

Self-help is another avenue to growth. The New
Partnership for Africa’s Development (NEPAD) took
shape in 2001 to define a strategic framework under
the guidance of five advanced countries (Algeria,
Egypt, Nigeria, Senegal, and South Africa) within
the United Africa Organization. The Southern Africa
Development Community arose in 1981 to mobilize
capital from rapidly emerging South Africa.

Despite these efforts, if the major UN Millennium
Development Goal of reducing poverty by half by the
year 2015 is to be achieved in Africa, a major policy
shift is required, both at the national and international
levels, to help boost growth and development.

See Also: African Development Bank; Algeria; Angola;
Botswana; Cameroon; Cote d’Ivoire; Egypt; Ghana; Kenya;
Libya; Millennium Development Goals; Morocco; Nigeria;
South Africa; Sudan; Suez; Tanzania; Tunisia; World Bank,
The; Zimbabwe.
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African Development Bank

Established in 1964 by 23 African governments,
the African Development Bank Group manages the
African Development Bank, the African Develop-
ment Fund, and the Nigeria Trust Fund, to the end
of social and economic improvements throughout
Africa. Operations began in 1966 from an Abidjan,
Cote d’Ivoire, headquarters, which has since been
relocated to Tunis.

Current member nations of the African Develop-
ment Bank, which the African Development Bank
Group divides according to region, are: in Central
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Africa, Cameroon, the Central African Repub-
lic, Chad, Congo, the Democratic Republic of the
Congo, Equatorial Guinea, and Gabon; in East
Africa, Burundi, Comoros, Djibouti, Eritrea, Ethio-
pia, Kenya, Rwanda, Seychelles, Somalia, Sudan,
Tanzania, and Uganda; in North Africa, Algeria,
Egypt, Libya, Mauritania, Morocco, and Tunisia; in
Southern Africa, Angola, Botswana, Lesotho, Mada-
gascar, Malawi, Mauritius, Mozambique, Namibia,
South Africa, Swaziland, Zambia, and Zimbabwe; in
West Africa, Benin, Burkina Faso, Cape Verde, Cote
d’Ivoire, Gambia, Ghana, Guinea, Guinea-Bissau,
Liberia, Mali, Niger, Nigeria, Sdo Tomé and Prin-
cipe, Senegal, Sierra Leone, and Togo; and the non-
beneficiary member countries, Argentina, Austria,
Belgium, Brazil, Canada, China, Denmark, Finland,
France, Germany, India, Italy, Japan, Korea, Kuwait,
Netherlands, Norway, Portugal, Saudi Arabia, Spain,
Sweden, Switzerland, the United Kingdom, and the
United States. Shareholders thus include 53 Afri-
can countries, called Regional Member Countries
(RMCs) and 24 non-African countries. The Board of
Executive Directors that governs the African Devel-
opment Bank Group is composed of representatives
from different member states, with RMC represen-
tatives collectively retaining a steady 60 percent of
the vote.

The list of RMCs in the African Development
Bank Group is almost identical to the member
nations of the African Union, and the history of the
two entities is intertwined, having emerged in the
climate of pan-Africanism that developed in the
wake of European imperialism—and amidst strong
desire to turn pan-African institutions into Cold
War institutions. The African Union, established in
2002, is the successor to the Organization of African
Unity founded in 1963, and the spiritual successor
to other attempts at African political and economic
union. Foreign and economic policy, in particular,
are coordinated jointly among the nations of the
African Union, which include all of Africa except
for Morocco (Guinea and Mauritania are currently
suspended in the wake of the 2008 coups d’état).
While the Organization of African Unity ostensibly
protected African human rights and collective voice
in the aftermath of colonialism, the African Union’s
long-term goals parallel the developments of the
European Union, and include an eventual central

bank and common currency, as well as a region-wide
investment bank and monetary fund.

The African Development Bank employs about
1,000 people, and has funded about 3,000 projects
over the last four decades, with a special emphasis
on the intersection of social and economic improve-
ment, such as educational funding and attempts to
improve and modernize the role of women in the
African world. Many of the African Development
Bank’s loans and grants go to infrastructure projects,

Development Funds

The African Development Fund began operating
in 1974, ten years after the founding of the African
Development Bank, and provides special interest-free
loans to RMCs unable to qualify for African Develop-
ment Bank loans, usually for projects that will help
move those RMCs into a position of economic health
that will qualify them for African Development Bank
loans in the future. The African Development Fund
is a joint operation between the African Develop-
ment Bank and the governments of its members, and
operates from a pool of funds contributed by non-
RMC member states, which are generally replenished
periodically.

With the Nigerian government, the African Devel-
opment Bank Group also operates the Nigerian Trust
Fund, which has fewer resources than the other Afri-
can Development Bank Group entities but focuses
them solely on the poorest RMCs, where many citi-
zens live on less than a dollar a day.

See Also: Africa; Company Profiles: Africa; Development
Assistance.
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Agents

Agents are the intermediaries who help to develop and
maintain the channels of distribution. Agents arrange
for sales between two parties and get paid usually in
commission. An agent’s duty is to understand the
marketer’s business model and market objectives so
that they can help the marketer to find the suitable
partners and routes to the market. They are expected
to obtain the best possible deal for the marketer by
negotiating with the distributor. The agent’s firm may
provide different types of mediatory services as nec-
essary for a particular business.

To make a product accessible to the foreign tar-
get market is a critical and challenging process for an
international marketer. Each foreign market contains
unique distribution networks with many channels.
Sometimes it is difficult to penetrate the multilayered,
complex, and inefficient distribution structure in a
new market. The distribution process in any country
consists of three main components: the physical han-
dling and distribution of goods, the passage of owner-
ship (title), and, most important from the standpoint of
marketing strategy, the buying and selling negotiation
between the producers and agents (or middlemen) and
the agents and customers. In a distribution structure,
the goods pass from producers to the users through the
agents whose customary functions, activities, and ser-
vices reflect existing competition, market characteris-
tics, tradition, and economic development. Distribu-
tion structure varies from one country to another. For
example, the distribution structure for Japan is very
different from the United States or European countries
in terms of the density of agents. In Japan, the com-
modities often pass through three or four intermediar-
ies or agents before reaching customers.

Agents may have different names and functions
in foreign countries. It is important for international
marketers to thoroughly understand the titles and the
type of services the agents provide. The same agent or
firm may provide different types of services depending
on the job requirement. For example, the functions of
a variety of agents namely, a stockist, an exporter, or
an importer are different in the markets of England.

The marketer has to be aware of the intent of
the agent to maximize his own profit with the least
amount of work. Hence, agents sometimes take orders
from manufacturers whose products and brands are
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in demand to avoid any real selling effort to market a
new product or a new manufacturer. Frequently, the
manufacturer with a new product or a product with
a limited market share is forced to bypass the agents
until they establish a reasonable market share for their
product. Often the manufacturers have to provide
adequate inducement to agents to convince the disin-
terested agents to promote and sell their products.

The services provided by agents are critical to the
success of the marketers. Hence the marketers should
carefully research the target market in a foreign coun-
try while choosing an agent or an agent’s firm. The
two most important qualities of a successful agent
are his personal commitment to the marketer and his
product and his superior performance. One way to
achieve success in the international market is to work
closely with the agent. The manufacturer or mar-
keter has to terminate the agent’s contract promptly
in case of poor performance, so performance and
termination clauses should be clearly documented.
Many international businesses have achieved success
based on their willingness to terminate all underper-
forming agents. However, sometimes if unaware of
local legalities, the companies may face legal conse-
quences. Sometimes local corruption creates legal
adversity. Hence, the agent and the marketer both
should understand clearly the rights and the obliga-
tions under the agreement.

Agents help marketers eliminate the difficulties
involving language, physical distribution, communi-
cations, and financing in a foreign country, and their
cooperation is crucial to the success of an interna-
tional marketer.

See Also: Channels; Direct Export; Distribution; Foreign
Sales Corporation; Franchising; Gray Market; Indirect Ex-
port; Sales; Supply Chain Management; Subsidiary; Verti-
cally Integrated Chain.
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Agreement on Trade-Related
Aspects of Intellectual
Property Rights

Intellectual Property Rights (IPR) are the rights given
to persons over the creation of their minds. Intellec-
tual property includes copyright (for example, the
rights of authors of literary and artistic works) as
well as industrial property (for example, trademarks
and patents). The need to protect IPR was discussed
at the Uruguay Round (1986-94) as part of the Gen-
eral Agreement on Tariffs and Trade (GATT). For the
first time in the history of GATT, the Uruguay Round
established the minimum standards of protection to
be accorded to IPR. The Agreement on Trade-Related
Aspects of Intellectual Property Rights (TRIPS) came
into force in January 1995.

Before the TRIPS Agreement, considerable varia-
tion existed between countries in the protection of
IPR. These differences became a source for concern
among developed industrial countries during the
1970s, because of rapid growth in research and devel-
opment expenditures and trade in products with a
high IPR content (for example, pharmaceuticals,
electronics, and computer software). The basic aims
of the TRIPS Agreement were to promote protection
of IPR and to ensure that international trade was not
constrained by the measures that individual countries
enforced to protect IPR.

The TRIPS Agreement covers five major issues: the
applicability of the basic principles of GATT and rel-
evant international intellectual property agreements;
the provision of adequate standards governing the use
of trade-related IPR; the provision of effective mea-
sures for the enforcement of trade-related IPR; the
provision of robust procedures for the settlement of
disputes between governments; and the introduction
of transitional arrangements during the period when
the Agreement was being introduced.

In order to obtain international cohesion in the
standards of IPR protection, the agreement built upon
the obligations that already existed. For example, in
the case of patents and industrial designs, the main
international agreement was provided by the Paris
Convention for the Protection of Industrial Property.
This Convention was held in 1883 and has been sub-
sequently revised. In the case of copyright, the Berne

Convention for the Protection of Literary and Artis-
tic Works, 1886, provided the principal protocol on
these matters.

A council, which is answerable to the World Trade
Organization, was established to oversee the opera-
tion of the TRIPS Agreement. Since 1995, the coun-
cil has reviewed legislation on a wide range of IPR,
including, for example: electronic commerce; a multi-
lateral system of notification and registration of geo-
graphical indications for wines and spirits; technology
transfer; integrated circuits; anticompetitive practices
in contractual licenses; and undisclosed information
and trade secrets.

Underlying the TRIPS Agreement were a number
of general provisions that defined the minimum stan-
dards of intellectual property protection: for example,
members are not obliged to provide statutory protec-
tion beyond that required by the Agreement. Provi-
sion was made whereby member countries would
treat their own nationals and foreigners equally. It was
also stipulated that nothing in the Agreement would
absolve members from the existing obligations they
had to each other under the various International
Conventions for the Protection of Industrial Prop-
erty. Most-favored-nation treatment was also ruled
out; specifically, in the context of the protection of
IPR, advantages or privileges granted by a member to
the nationals of any other country would immediately
and unconditionally be accorded to the nationals of
all other members.

A further important principle was that the pro-
tection of IPR should contribute to innovation and
technology transfer. Finally, public interest consid-
erations were recognized: Members were permitted
to exclude from patentability medical treatments for
animals and humans.

In addition to these general provisions, the Agree-
ment also provided for the protection of specific IPR.
As regards copyright, the Agreement protected com-
puter programs; international copyright rules were
expanded to cover rental rights. For example, authors
of computer programs had the right to prohibit the
commercial rental of such works to the public. Addi-
tionally, performers had the right to prevent unauthor-
ized recording and transmission of live performances
for up to 50 years. In the case of geographical indi-
cations (GIs) of origin, the Agreement was an inno-
vation for many countries. GIs are used to identify



the place where a product is made. They are impor-
tant because a particular product obtains its essen-
tial characteristics precisely because it is produced
in a particular locality. Classic examples of this are
“Burgundy,” “Champagne,” and “Scotch” in alcoholic
beverages. Specific legal provision was also provided
whereby interested parties could prevent use of a GI
to identify wines if these wines had not originated in
the place located by the GI.

Turning to patents, the Agreement provided that
protection must be available for inventions for at
least 20 years. In the specific case of pharmaceutical
products, innovations such as compulsory licensing
were introduced to ensure that countries unable to
produce pharmaceuticals domestically could import
patented drugs.

One of the key factors motivating GATT’s inter-
est in the protection of IPR was concern about trade
in pirated goods. Accordingly, a further innovation
of the Agreement was to strengthen the power of
the customs authorities to seize and detain fraudu-
lently marked goods. This led to the creation of the
World Customs Organization (formerly Customs
Coordination Council) to promulgate customs legis-
lation designed to facilitate the implementation of the
Agreement.

See Also: General Agreement on Tariffs and Trade; Intel-
lectual Property Theft; World Trade Organization.
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Algeria

The People’s Democratic Republic of Algeria (popula-
tion 33,769,669 in 2008, GDP $225 billion in 2007) is
an industrialized and predominantly Muslim country
in North Africa. The largest country on the Mediter-
ranean coast, it is also the second-largest in Africa,
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and a member of the United Nations, the African
Union, OPEC, and the Arab League.

Settled by Berbers thousands of years ago and
invaded by both Carthage and Rome in antiquity,
Algeria was conquered by Muslims in the Middle
Ages, and in 1517 became part of the Ottoman
Empire. The Algerian city of Algiers was one of
the main ports of operation for the famed Barbary
pirates of the 16th through 19th centuries, whose
attacks on American ships precipitated the First and
Second Barbary Wars. Thousands of European ships
were lost to the pirates over the centuries, making
them the terror of the north African coast, a repu-
tation that may have contributed to the violence of
the French invasion in 1830, when over one mil-
lion Algerians were killed (a third of the population,
under a policy of extermination to prevent revolt).
Despite this, it took the rest of the 19th century for
the French rulers to stamp out the last of Algerian
resistance. In the aftermath of World War II and
the collapse of European imperialism around the
world, resistance to French rule reignited, and Alge-
rian guerrillas fought a campaign for independence,
which was eventually established in 1962.

Since the adoption of its constitution in 1976,
Algeria has been a multi-party state, and more than
40 political parties (not all of them active at the same
time) have registered with the Ministry of the Inte-
rior. The head of state is the president, who is elected
to a five-year term (with no term limits) and appoints
a prime minister who acts as head of government, and
in turn appoints the members of the council of min-
isters of which the president is head. The legislative
branch consists of a bicameral parliament: The 144
members of the upper house, the council of nation,
whose members serve six-year terms and are elected
by regional authorities or appointed by the president;
and the 389 members of the People’s National Assem-
bly, who serve five-year terms and are directly elected
by their constituencies.

Though Algeria is almost entirely Sunni Muslim,
there are small communities of Christians in the
larger cities, including a quasi-underground evan-
gelical Christian community operating out of home
churches and actively proselytizing new members
since the 20th-century rise in worldwide Christian
evangelism. The Jewish population since the end of
French rule is negligible.
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The oasis town of Ghardaia, in north-central Algeria, is known
for crafts and is part of a U.N. World Heritage Site.

Most Algerians speak Arabic, which is the coun-
try’s official language. The implementation of this
official language was tied in with issues of Algerian
independence, but has resulted in the derogation
of the Berber population, which speaks Tamazight
(recently recognized as a national language, which
still excludes it from use in official contexts). French
remains such a well-known language that some uni-
versity courses are still taught in it, as they have been
since before independence.

Algeria is 14th in the world in petroleum reserves
and eighth in natural gas reserves, and fossil fuels
account for nearly all exports (95 percent) and 30 per-
cent of the gross domestic product (GDP). The high
fossil fuel prices of recent years have resulted in a high
and sustained trade surplus for Algeria, and a steady
rise in the GDP; since 2006, Algeria’s foreign debt has
been less than a tenth of its GDP. But unemployment
is high—around 12 percent—because this wealth,
and especially the foreign investment behind it, does
not extend to all sectors of the economy. Agriculture

accounts for about a quarter of the economy, and the
fertile soil of Algeria is ideal for cereal grains, which
have been the principal agricultural good since the
cotton industry declined in the 19th century. Tobacco,
figs, dates, citrus, and olives are all significant exports
as well.

See Also: Africa; France.
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Allianz SE

The German company Allianz SE, founded in 1890, is
now the largest international insurance and financial
services organization in the world. The two founders
were Carl Thieme, the director of the Munich Rick-
versicherungs-Gessellschaft (Munich Reinsurance)
and Wilhelm Finck, a Munich banker, and its original
headquarters were in Munich. Thieme ran the reinsur-
ance company on totally different lines to the original
insurers as a market niche. However, his work quickly
showed him that there were huge profits to be made
from direct insurance, and Allianz was established
to do this. It was not long before Allianz was making
more profits than Munich Riickversicherungs-Gesse-
llschaft, and Thieme and Finck started concentrating
their efforts on Allianz.

The firm started offering transport and accident
insurance very soon after the company was estab-
lished, and as a result of an expansion in business,
they moved the company headquarters to Berlin, the
German capital, where they also offered fire insur-
ance. In 1904 Paul von der Hahmer was appointed



the second head of the company; by this time it had
already opened an office in London, enabling it to
become more international in its focus. Indeed, by
1913 some 20 percent of the premium income of the
company came from outside Germany. During World
War I, they assisted the German war effort, and the
defeat of Germany in World War I led to a curtailing
of the international arms of the company.

From 1921 until 1933 there were many mergers as
Allianz, under its new general director Kurt Schmitt,
took over Bayerische Versicherungsbank, the Stutt-
garter Verein, the Frankfurter Allgemeine Versicher-
ungs-AG, and other companies. It has been alleged
that with the rise of the Nazi Party, executives in Alli-
anz started cultivating close relations with some of
the German Fascist leadership, although it was cer-
tainly not one of the major companies that backed
the Nazis. During the Nazi period, Allianz grew and
Kurt Schmitt himself served under Adolf Hitler as the
Reich economy minister from June 1933 until January
1935. The company continued to expand in the late
1930s. However, with the outbreak of World War II,
the company faced problems dealing with insurance
in time of war. Much of the infrastructure of the com-
pany was destroyed in the war, and when the com-
pany’s employees met on May 18, 1945, there were
about 250 of them.

After the war, it was not until 1950 that Allianz
was able to open an office in Paris, later expanding
into Italy, and by the 1970s it was operating in Brazil,
the Netherlands, Spain, the United Kingdom, and the
United States. The expansion into Britain was helped
with the takeover of Cornhill Insurance plc of Lon-
don (which was renamed Allianz Cornhill Insurance
plc), and Kleinwort Benson, which it gained when it
bought the Dresdner Bank. It also moved further into
the Italian market with the buying of a large stake in
Riunione Adriatica di Sicurt of Milan. In the United
States, Allianz bought Fireman’s Fund, and in France
it bought Assurances Générales de France. With
the fall of communism in Eastern Europe, Allianz
expanded into Hungary in 1990, and then into Slo-
vakia, and during the mid-1990s started to become a
major presence in China and South Korea.

The company Allianz SE now has its headquarters
in Munich, Germany, and has achieved revenue of
€102.6 billion (2007), with a net income of €7 billion
(2006). It now provides insurance for 60 million cus-
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tomers in more than 70 countries, and has 165,505
employees. The CEO of the company since 2003 has
been Michael Diekmann, who took over from Hen-
ning Schulte-Noelle, who ran the company for the
previous 12 years. The company sponsors the Allianz
Arena Stadium in Munich.

See Also: Company Profiles: Western Europe; Germany;
Munich Re Group.
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All Ordinaries Index

Established in January 1980, the All Ordinaries or
All Ordinaries Index (known colloquially as the All
Ords) is the oldest stock index in Australia, so called
because it contains nearly all ordinary (or common)
stock listed on the Australian Securities Exchange
(ASX). Its creation coincided with the establish-
ment in September 1987 of the then Australian Stock
Exchange (now ASX following a merger with the Syd-
ney Futures Exchange in July 2006) from six separate
state-based exchanges in the capital cities of Sydney;,
Melbourne, Brisbane, Perth, Adelaide, and Hobart.
Like all market indexes, the All Ordinaries is a
summary measure of the movement of stock values
that result when stock in companies held by individ-
ual and corporate stockholders trade on the ASX. It
is useful as an indicator of overall share market per-
formance and current trends. It also provides a per-
formance benchmark for invested funds, a record
of market cycles, and an indicator of stock market
reactions to economic events. As a market index,
the All Ordinaries is helpful in the construction of
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asset pricing models, like the capital asset pricing
model (CAPM), where the All Ordinaries serves as
the market factor and is used to calculate beta (the
sensitivity of a stock’s return to market or system-
atic or nondiversifiable forces). Daily data on the All
Ordinaries for these purposes is available since 1980;
movements before 1980 have been recalculated using
changes in the older state-based indices (mostly the
Sydney Stock Exchange). Reconstructed daily obser-
vations for the All Ordinaries from January 1958 and
backdated monthly data from October 1882 are now
available.

When established, the All Ordinaries had a base
index of 500—28 years later in December 2007 the All
Ordinaries was at 6,421, meaning that it had increased
more than twelvefold in nominal terms (that is, not
accounting for inflation). This represents an arithmetic
return of 1,184 percent and a compound annual return
of 9.54 percent. On November 1, 2007, the All Ordi-
naries hit a record high of 6,873. However, on January
22,2008, the All Ordinaries plunged 408.9 points (7.26
percent) to 5,222, its fourth-worst day on record and
worst performance since October 29, 1987, when it fell
7.52 percent. Since then, it has partially recovered, and
as of June 6, 2008, stands at 5,633.

On April 3, 2000, the ASX reconstituted the All
Ordinaries from a pool of 229-330 stocks to include
the 500 largest companies. Prior to this change, to be
included in the All Ordinaries portfolio used for cal-
culating the index a company needed to have a mar-
ket value of at least 0.2 percent of all domestic equities
quoted on the ASX and maintain an average turnover
of at least 0.5 percent of its quoted shares each month.
The new index now accounts for about 99 percent (up
from 90 percent) of the ASX’s total market capital-
ization. This change coincided with the introduction
of new benchmark indexes managed by Standard and
Poor’s (S&P), including the S&P/ASX 300 (i.e., the 300
largest companies listed on the ASX), S&P/ASX 200,
S&P/ASX 100, S&P/ASX 50, S&P/ASX 20, and the
S&P/ASX Small Ordinaries (i.e., small and medium-
sized companies). The importance of the All Ordinar-
ies has diminished with the introduction of the new
S&P/ASX indexes.

The All Ordinaries is a market-weighted (or capital-
ization-weighted) index where stocks are included in
the index according to the total market value of their
outstanding shares. As a result, the impact of a stock’s

price change is proportional to the company’s overall
market value, which is the share price times the num-
ber of shares outstanding. Stocks in companies with a
larger market capitalization will then exert a propor-
tionally greater influence on the market index. Most
stock indexes today are market-weighted; they include
the S&P 500 and the Dow Jones Wilshire 5000 in the
United States, the Financial Times Stock Exchange
(FTSE) 100 in the United Kingdom, and the Tokyo
stock Price IndeX (TOPIX) in Japan. Some other
indexes are price-weighted where each stock makes
up a fraction of the index proportional to its price.
This means that stocks are included in proportions
based on their quoted prices. Accordingly, higher-
priced stock will exert the most impact on the index.
Examples of price-weighted indexes include the Dow
Jones Industrial Average (DJIA) in the United States
and Japan’s Nikkei 225.

In terms of calculation, the All Ordinaries rep-
resents the aggregate market value of the ASX. The
aggregate market value is the sum of the market val-
ues (the number of shares on issue multiplied by the
current price per share) of all companies included in
the All Ordinaries portfolio. Today’s movement in the
index is then calculated by multiplying yesterday’s
index by the ratio of today’s to yesterday’s aggregate
market values. Updates to the companies included in
the All Ordinaries portfolio are made throughout the
month when there are changes in the portfolio com-
panies, including delistings, additions, capital recon-
structions, and additions through dividend rein-
vestment plans and bonus and rights issues. These
changes affect the number of shares on issue for each
company and mean that the portfolio needs modifica-
tion to maintain consistency.

The main limitation of the All Ordinaries is that it
is a price index: it only includes movements in stock
prices. However, investors accrue returns not only
through price changes, but also through the receipt
of dividends; hence, the All Ordinaries understates
the total return to the investor. To resolve this, an
All Ordinaries Accumulation Index is available that
includes the effects of dividend receipts in its com-
putation by assuming that dividends are reinvested to
earn the same returns as the stock already held.

See Also: Australia; Dow Jones Index; FT Index; Nikkei
Index; S&P 500; Stock Exchanges.
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Alternative Dispute
Resolution

Alternative dispute resolution (ADR) is an umbrella
term embracing various processes principally designed
to overcome some of the alleged weaknesses in litiga-
tion. For instance, ADR is generally cheaper, less adver-
sarial, and simpler than litigation, and ADR techniques
offer a greater range of remedies than the courts. Con-
tracts can be renegotiated and settlements can include
nonlegal concessions such as providing a reference
where there is an employment dispute. Moreover, ADR
is generally speedier than litigation.

First used extensively in the United States in the
1970s, ADR then spread to other common law coun-
tries and is used in many situations; for instance,
where there are commercial, accounting, construc-
tion, employment, and family disputes. It ranges
from morally (and sometimes legally) binding deci-
sion making by a third party, such as arbitration, to
nonbinding processes such as mediation and concil-
iation. These processes, which are court annexed in
some jurisdictions in some countries, are described
below. Arbitration is probably the oldest of ADR pro-
cesses and can best be described as noncourt adju-
dication. Procedurally, an arbitration hearing is less
formal than a court hearing; for example, the former
normally has no formal rules of evidence. Further-
more, arbitration is private unlike a court, and there
is finality. Appeals from an arbitrator’s decision are
severely limited, essentially to questions of proce-
dural fairness and the arbitrator’s conduct. Also,
arbitration is generally speedier than litigation, and
normally the parties choose the arbitrator as well as
the time and place.

Arbitration can take various forms. In the most
common variant, the arbitrator chooses anywhere
between the limits (offers) set by the parties. Alterna-
tively, the arbitrator is restricted to opting for either
one party’s final offer or the other party’s final offer,
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but nothing in-between. This final offer arbitration is
sometimes called flip-flop arbitration. A third variant
is where the arbitrator makes a decision and then the
offer of the party closest to the arbitrator’s decision is
the formal arbitration award.

Mediation and conciliation—and the terms are
often used interchangeably—are becoming increas-
ingly popular. Both mediation and conciliation are
voluntary, nonbinding, confidential, without preju-
dice, and without precedent processes. Their aim is
to assist people to talk to each other in a rational and
problem-solving way and to bring realism and objec-
tivity to a dispute. Whereas lawyers focus on rights,
mediators/conciliatorsfocus on interestsand the needs
of the parties and act as a catalyst to enable the parties
to communicate with each other and identify com-
mon ground, essentially assisting negotiation. Media-
tors and conciliators, however, vary in the extent to
which their main aim is therapeutic or their main aim
is to obtain a settlement and how interventionist they
are. Some are mainly messengers, shuttling back and
forth with offers. Others not only seek to persuade
the parties to settle by giving opinions on facts, law,
and evidence but also make recommendations.

Although arbitration, mediation, and conciliation
are the most common ADR processes, there are oth-
ers including med-arb, ombudsmen, and mini-trials.
In the United States and South Africa, med-arb is
practiced: with the consent of the parties, the same
person mediates and, if that is unsuccessful, then
arbitrates. Ombudsmen, increasingly available in the
United Kingdom, deal with complaints from individ-
uals about public bodies and private sector services
such as insurance, banking, and rentals. Once the
organization has had an opportunity to deal with the
complaint, the complainant can then go to the rele-
vant ombudsman who will investigate the matter and
suggest a resolution. As with mediation, the ombuds-
man procedure does not prevent complainants from
entering another ADR process or embarking on liti-
gation. Mini-trials are formalized settlement confer-
ences where representatives of the disputants make
short presentations and adjudicator(s) give a decision
that, however, is not binding on any party, unless or
until they agree to settle.

Although ADR has advantages compared with liti-
gation, it also has disadvantages. First, because there
are no precedents, the parties may not be able to
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weigh accurately the strength of their case. Second,
because ADR processes are private, there is no wider
message, for instance, about what practices can be
viewed as discriminatory on grounds of race or sex or
the extent of the duty of care owed by the employer
to the worker. Third, a party might embark on con-
ciliation or mediation to buy time, as a party can walk
away without reaching a settlement at any time. Nev-
ertheless, ADR is an attractive option for people who
are unwilling to risk the complexity and financial reefs
of litigation.

See Also: Arbitration; Mediation; Negotiation and Nego-
tiating Styles.
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Altria Group

In the 1950s, a widely publicized article in Readers’
Digest focused upon the health hazards associated
with cigarette smoking. Since then, few companies
have endured sustained attacks on their core prod-
uct as much as has the Altria Group. There have been
numerous changes within the Altria Group, many
directly in response to health risk and other attacks
from varied stakeholder groups.

With corporate headquarters located in Richmond,
Virginia, the Altria Group (NYSE; MOS) is a parent
company of Philip Morris USA (the largest tobacco
corporation in the United States), John Middleton (a
leading manufacturer of machine-made large cigars),
and Philip Morris Capital Corporation (manager of
a portfolio of primarily leveraged and direct-finance
lease investments). The Altria Group owns 100 per-
cent of the outstanding stock of Philip Morris USA,
John Middleton, and Philip Morris Capital Corpora-
tion. Since 2002 the Altria Group has held a 28.6 per-

F Altria

Between 1998 and 2004, the Altria Group spent $101 million
on lobbying the U.S. government.

cent economic and voting interest in SABMiller plc,
one of the world’s largest brewers.

In 1847 Philip Morris was founded by a London
tobacconist of the same name. In 1881 Philip Morris
Ltd. went public in London. Later (in 1887) it became
Philip Morris & Co., Ltd. In 1902 Philip Morris & Co.,
Ltd. incorporated in New York and was acquired in
the United States in 1919 by a firm owned by Ameri-
can stockholders.

In 1955 Philip Morris established its Over-
seas Division, and in 1960 renamed it the Inter-
national Division. In 1968 Philip Morris domestic
was renamed Philip Morris USA, and in 2008, the
Altria Group completed the spin off of 100 per-
cent of the shares of Philip Morris International to
Altria’s shareholders. In 1985 Philip Morris incor-
porated and became publicly traded as a hold-
ing company and parent of Philip Morris Inc. That
same year, Philip Morris acquired General Foods. In
1988 Philip Morris continued its growth in the food
manufacturing industry with the acquisition of Kraft
(Jell-O, Kool-Aid, Maxwell House). In 1989 Kraft
and General Foods combined to form Kraft General
Foods. In 2000 Philip Morris continued to expand
with the acquisition of Nabisco, which became part
of Kraft. Several years later, in 2001, Philip Morris
changed its name to Altria Group, Inc. (The name
Altria, derived from the Latin word altus, conveys a
notion of “reaching ever higher,” and emphasizes the
company’s commitment to peak performance.) In
2007 Altria Group divested its distributed 88.9 per-
cent of Kraft’s outstanding shares owned by Altria
to Altria’s shareholders. As a result, Altria no longer



holds any interest in Kraft Foods. In 2008 a similar
spin-out of Philip Morris International was carried
out with 100 percent of its shares being distributed
to Altria’s shareholders.

Altria’s tobacco subsidiary, Philip Morris, is the
world’s largest commercial tobacco company in sales.
The flagship brand, Marlboro, was first introduced
in 1924. Other chief brands include Basic, Black &
Mild, L&M, Lark, Parliament, Virginia Slims, and
Benson and Hedges. Sales in 2007 in millions were
$73,801.0 for this 84,000-employee company that
is number 23 on the Fortune 500, one of the Dow
Jones Titans, and number 15 on the Financial Times
Global 500.

Philip Morris operates in the tobacco industry
with an NAICS code of 312. Its top three competi-
tors, according to Hoover’s, are Altadis, the prod-
uct of a Spanish-French merger and since February
2008 owned by Britain’s Imperial Tobacco. Altadis
had 2006 sales of $16,495.7 (in millions) and 2006
employees of 28,103. A second chief competitor is the
London-based British Tobacco Company (AMEX:
BTI; London: BATS). This 55,145-employee (in 2006)
company had 2006 sales of $49,325.1 (in millions). It
is on the FTSE 500 and is number 117 in the Financial
Times Global 500. A third major competitor is Reyn-
olds American (NYSE: RAI), with (in millions) 2007
sales of $9,023.0 and 7,800 employees. It is number 28
on the Fortune 500 and is also one of the S&P 500.

Demand for cigarettes is driven by discretion-
ary consumer spending and awareness of the health
effects of smoking. According to Hoover’s, the profit-
ability of this industry depends upon the strength of
its marketing.

In 1999 the U.S. Department of Justice filed a rack-
eteering lawsuit against Philip Morris (now an Altria
division). After years of litigation, it was concluded
that U.S. cigarette industry members conspired to
minimize, distort, and confuse the public about health
hazards of smoking, including nicotine’s addictive
properties. Among other charges, Philip Morris and
other industry members were also accused of market-
ing to young people under the age of 21 as a means to
recruit “replacement smokers” Thus, the 2001 name
change to Altria was seen by some experts as a means
to escape the stigma of selling tobacco products by
“repositioning” its image in consumers’ minds. Altria
has also spent $101 million on lobbying the U.S. gov-
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ernment between 1998 and 2004, according to the
Center for Public Integrity.

The Altria Group is led by the chairman and CEO
of Philip Morris USA, Michael E. Szymanczyk. The
company focuses on the development of financially
disciplined businesses that are leaders in providing
adult tobacco consumers with branded products.

See Also: Acquisitions, Takeovers, and Mergers; Compa-
ny Profiles: North America; Corporate Governance; Cor-
porate Social Responsibility; S&P 500 Index.
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American Depository
Receipt

An American Depository Receipt (ADR) is a U.S.
dollar-denominated negotiable certificate that rep-
resents shares listed on an overseas stock exchange
that is traded in the United States. ADRs are issued in
the United States by a depository bank that owns the
underlying foreign shares and holds them in custody
in their country of origin. The issuing bank establishes
a ratio of ADRs per each foreign share, ranging from
a fraction of one foreign share to a multiple. The price
of an ADR reflects the price of the underlying foreign
stock adjusted for the exchange rate and the set ratio
of ADRs per foreign share. Dividends on ADRs are
paid in U.S. dollars. The first ADR was issued in 1927
by J. P. Morgan to allow American investors to invest
in United Kingdom shares that were required to
remain physically in the country. Subsequently their
use has grown dramatically to include Global Deposi-
tory Receipts (GDRs) that trade in two or more coun-
tries outside the issuer’s home market. In 2008 there
were more than 2,000 depository receipt programs
totaling $1.5 trillion in market capitalization.
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International diversification and the prospect of
higher returns drive U.S. investor interest in foreign
shares. ADRs provide a more convenient and less
costly means to invest abroad than buying directly in
foreign markets, especially for the retail investor. The
U.S. investor relies on the depository bank to handle
overseas trading and account settlement as well as
foreign currency conversion into U.S. dollars, as the
U.S. investor in ADRs is exposed to exchange rate
risk. Another possible benefit to investors is greater
legal protection with securities issued and traded in
the United States.

For overseas issuers, ADRs provide effective
access to U.S. equity markets, the largest in the
world. They increase and diversify the issuer’s share-
holder base and expand the market for its shares.
Several recent studies conclude that cross-listing in
the United States increases the liquidity of the issu-
er’s shares. Trading of a foreign corporation’s shares
in the United States can also increase international
awareness of the firm’s name. Beyond these benefits,
some types of ADRs also allow issuers to raise capi-
tal in the United States.

There are several types of ADRs that are distin-
guishable by their intent, whether solely to expand
trading in a firm’s shares or to raise capital, and the
exchange listing and U.S. Securities and Exchange
Commission (SEC) compliance requirements. Level
I ADRs are the most basic type. They permit a foreign
issuer to have its shares traded in the United States.
However, they are not listed on a U.S. exchange
and, as a result, need not comply with the reporting
standards of an exchange. They trade in the Over-
the-Counter (OTC) market via the OTC Bulletin
Board or Pink Sheets. They have the least rigorous
reporting requirements from the SEC. Their intent
is to increase the market for the issuer’s shares in
the United States. Level II ADRs are listed on a
U.S. national exchange, such as the New York Stock
Exchange, American Stock Exchange, or NASDAQ,
and, thus, are subject to listing requirements of the
individual exchange as well as greater SEC compli-
ance requirements. The chiefbenefit of a Level II pro-
gram is that listing on a national exchange expands
the firm’s coverage and visibility in U.S. equity mar-
kets. Finally, in addition to the benefits of a Level II
program, Level III ADRs allow a foreign firm to raise
capital in the United States by issuing new shares in

an initial public offering (IPO), which entails stricter
SEC compliance requirements but provides even
greater exposure in U.S. capital markets. Rule 144(a)
ADRs or restricted ADRs (RADRs) also allow foreign
firms to raise capital in the United States through
private placements to “qualified institutional buy-
ers” as defined under the SEC’s Rule 144(a). RADRs
are less expensive and require less reporting than do
Level III ADRs, but they are less liquid than publicly
listed shares.

Another distinction between ADRs is between
unsponsored and sponsored certificates. The former
are issued by the depository bank without the involve-
ment of the overseas issuer. Unsponsored ADRs are
restricted to OTC trading and have become increas-
ingly rare.

See Also: Exchange Rate Risk; Liquidity (or Market Li-
quidity); Securities and Exchange Commission; Stock Ex-
changes.
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American International
Group

American International Group (AIG) is a financial
services company that provides services in four dis-
tinct areas: General Insurance, Life Insurance, Finan-
cial Services, and Asset Management. Despite its
name, AIG was founded in Shanghai, China, in 1919.
Its first business area was selling insurance to Chi-
nese customers. The business expanded throughout
Asia, where the company maintains a very high pro-



file throughout the region. AIG’s employees in Asia
number 62,000, and are located there with offices in
the Philippines, Australia, New Zealand, Hong Kong,
India, Malaysia, Singapore, China, Japan, Indonesia,
Thailand, and Vietnam. AIG also operates in Latin
America, Europe, and the Middle East, with a pres-
ence in 130 countries.

In 2007 AIG was the 18th largest company in
the world and the largest insurance company in the
United States. Its revenues for that year totaled over
$110 billion with a reported adjusted net income of
$9.3 billion. AIG, with 116,000 employees and 700,000
agents, brokers, and sales representatives, serves 74
million customers worldwide.

Although it had lost $5 billion in the last quarter
of 2007 and despite warnings of impending problems
from AIG’s auditor (PricewaterhouseCoopers), Mar-
tin Sullivan, AIG’s CEO, predicted that 2008 would be
a good year. The prediction proved to be inaccurate.
AIG suffered a $7.8 billion loss in the first quarter. In
May the company would suffer the first of two down-
grades from Moody’s in that year. Sullivan resigned in
June 2008.

Although several parts of the company were prof-
itable, the London branch had been heavily involved
in mortgage-backed securities and AIG, like many
financial services groups (Lehman Brothers being
one of the most visible examples) would suffer for its
overextension in this area. The losses as reported by
the London branch totaled $25 billion.

In September, the ratings agencies Standard and
Poor’s and Moody’s notified AIG that it would be
reviewed and its ratings downgraded again. AIG
made attempts to raise capital and failed. The value
of its shares would reach $1.25 from a 52-week high
of $70.13. At this point, because it was believed that
the impact of AIG’s bankruptcy on the international
finance markets would be too great, the U.S. fed-
eral government intervened. It loaned the company
money in what would be the largest bailout of a pri-
vate company in U.S. history. In return for equity and
the right to cancel payment of dividends, the United
States made an initial loan of $85 billion. Two months
later, the U.S. Treasury said that it would provide
more funding for a total of $150 billion in assistance.

The financial problems had been preceded by
investigations into AIG’s business practices. A federal
investigation led to the payment of $126 million in
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fines to the U.S. Securities and Exchange Commission
and the Department of Justice. In 2005 the U.S. fed-
eral government questioned some financial transac-
tions that had the effect of improving the appearance,
but not the substance, of the company’s earnings.
This issue would be brought up three years later when
there were questions about what AIG had done with
the money that it had been loaned by the federal gov-
ernment. The following year AIG paid a fine of $1.6
million to the State of New York for being involved
in a case in which insurance customers were being
steered to AIG on the basis of payofts.

In October 2008, shortly after AIG had received
an additional loan of $37.8 billion, its executives went
on a retreat in California that cost $444,000, followed
by an executive English hunting trip costing $86,000.
These reports were accompanied by estimates that
AIG had already spent $90 billion of the first $123 bil-
lion. Executive pay and bonuses were another story
that was emerging. Joseph Cassano, considered by
many to be most responsible for placing AIG in such
a poor position, was receiving a $1 million monthly
consultant fee. Testifying before Congress, former
CEOs Sullivan and Robert Willumstad stated that
they would not have done anything differently when
they had managed the company. AIG stated that there
had been no wrongdoing, that its meetings had been
mischaracterized and were necessary for its sales
executives to remain competitive. In 2008 AIG was
suffering a public relations fiasco along with its finan-
cial crisis.

See Also: Accountability; Credit Ratings; Freddie Mac;
Mortgage Credit Crisis of 2008; Securities and Exchange
Commission.
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AmerisourceBergen

AmerisourceBergen (AmerisourceBergen Corp.) is
one of the largest pharmaceuticals companies in the
world. It is engaged in the distribution of generic
pharmaceuticals, over-the-counter healthcare prod-
ucts, and home healthcare supplies and equipment. A
Pennsylvania-based company formed by the merger
of Bergen Brunswig and AmeriSource companies
in 2001, AmerisourceBergen now employs around
10,000 people (as of January 1, 2008). The company
is traded on the New York Stock Exchange with the
ticker symbol of ABC. It has approximately 4,600
shareholders (as of January 1, 2008).

AmerisourceBergen generates revenues mainly
through its pharmaceutical distribution business
division (98 percent of its revenues in 2007). The
pharmaceutical distribution division provides drug
distribution and related services. The pharmaceuti-
cal distribution division includes the operations of
AmerisourceBergen Drug Corporation, Amerisource-
Bergen Specialty Group, and AmerisourceBergen
Packaging Group. AmerisourceBergen Drug Corpo-
ration distributes brand name and generic pharma-
ceuticals, over-the-counter healthcare products, and
home healthcare supplies and equipment to a range
of healthcare providers.

AmerisourceBergen Specialty Group provides
distribution and other services, including group
purchasing services to physicians. It also distributes
vaccines, plasma, and other blood products. Ameri-
sourceBergen Packaging Group is one of the leading
providers of contracted packaging services for phar-
maceutical manufacturers. The company also owns
Amerisource Heritage Corporation and PMS], Inc.,
as subsidiaries.

AmerisourceBergen’s products include generic
pharmaceuticals, over-the-counter medicines, home
healthcare supplies and equipment, medication, and
supply dispensing cabinets. Its services include phar-
macy healthcare solutions, pharmaceutical distribu-
tion, pharmaceutical consulting, packaging services,
inventory management services, pharmacy automa-
tion, bedside medication safety software and informa-
tion services, skilled nursing facilities, assisted living
facilities, mail order pharmacy services, consulting
services, staffing solutions, and scalable automated
pharmacy dispensing equipment.

AmerisourceBergen was incorporated in 1988 as
AmeriSource Distribution Corp. The name changed
to AmeriSource Health Corporation in 1995. Ameri-
sourceBergen adopted its current name in 2001.
AmerisourceBergen preferred to grow by acquiring
other companies. As a result, it acquired AutoMed
Technologies in 2002; US Bioservices Corporation
in 2003; MedSelect, Inc., and Imedex Inc., in 2004;
Brecon Pharmaceuticals and Access M.D., Inc., in
2006; Xcenda LLC and Bellco Health in 2007.

As of February 2009, the executive team of Amer-
isourceBergen includes R. David Yost (President
and Chief Executive Officer), Michael D. DiCan-
dilo (Executive Vice President and Chief Financial
Officer), Steven H. Collis (Executive Vice Presi-
dent and President, AmerisourceBergen Specialty
Group), and the Senior Vice Presidents Antonio
Pera, Jeanne Fisher, David W. Neu, John Palumbo,
Thomas H. Murphy, John G. Chou, David M. Senior
and Denise Shane. Tim G. Guttman and J. F. Quinn
are Vice-Presidents. The board of directors includes
Richard C. Gozon (Chairman of the Board), Charles
H. Cotros, Edward E. Hagenlocker, Jane E. Hen-
ney, M.D., J. Lawrence Wilson, R. David Yost,
Henry W. McGee, Michael J. Long, and Richard W.
Gochnauer.

The success of AmerisourceBergen comes from
its position in the U.S. pharmaceutical market. It
maintains leading market positions, especially in
drug distribution, specialty pharmaceuticals, and
packaging. It is also the second largest pharmaceu-
tical distributor in the Canadian market. Its well-
positioned strategy of service and support to new
biotech companies promises more profits in the
future. AmerisourceBergen Packaging Group is one
of the leading providers of contract packaging ser-
vices for pharmaceuticals manufacturers. Therefore,
the company is seen as a partner to both suppliers
(manufacturers) and dispensers (hospitals or phar-
macies). Another reason for its success is its continu-
ous growth, which results in more profits to provide
future growth. One important aspect may be the
successful financial management of the company.
By returning profits into assets efficiently, Ameri-
sourceBergen favors profitable business, resulting in
better investor confidence.

On the other hand, one of the major weaknesses
of AmerisourceBergen is its high dependence on the



operations concentrated in the United States. Any
downturn in the demand for its products from the
United States will pose significant risks, with severe
impacts on the earnings. Another setback for Ameri-
sourceBergen is its single business concentration. It
has heavily invested in drug distribution, which is
generally regarded as low-margin business. The com-
pany’s acquisitions are relatively small transactions
and concentrated into closely related pharmaceuti-
cal distribution. Its competitors, such as Cardinal
Health, have diversified into businesses unrelated to
drug distribution, such as manufacturing information
systems for hospitals. This may have a disadvanta-
geous impact on AmerisourceBergen in the future.
Also, AmerisourceBergen may be regarded as a risky
company with respect to its dependence on few cus-
tomers with very large budgets going to Amerisource-
Bergen. Facing any possible problems with these key
clients may result in significant negative impacts on
AmerisourceBergen.

See Also: Cardinal Health; Healthcare Benefits/Systems;
Supply Chain Management.
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Anglo-American

This entry refers to the cultural relationship between
peoples who share their origins in the United King-
dom (UK), the United States, and English Canada. It
does not refer to the multinational natural resources
company (AngloAmerican PLC) headquartered in
London, UK, which was originally established in
South Africa. Further, the meaning of the term Anglo-
American varies depending on the context in which it
is used, and the boundaries of who is included in the
definition change over time.

In its earliest use, the term Anglo-American
described people originally from England, Scotland,
or Wales. Most settled in North America in the late

Anglo-American 53

1700s. The term Anglo-American is also used to
describe a region in the Americas in which English
is the main language or which has significant histori-
cal, ethnic, linguistic, and cultural links to England,
the UK, or the British Isles in general. For example,
political leaders such as Ronald Reagan have used the
term to portray the “special relationship” between the
United States and the UK.

Anglo-America is distinct from Latin America, a
region of the Americas where languages derived from
Latin (namely French, Spanish, and Portuguese) are
prevalent. Anglo-American is sometimes shortened
to Anglo, which is a much broader term that refers
to Americans who are not of Hispanic or French
descent, most of whom speak the English language.
Thus, in parts of the United States with large His-
panic populations, an American of Polish, Irish, or
German heritage might be termed an Anglo just as
readily as a person of English descent. However, use
of the term Anglo generally ignores the distinctions
between Anglo Americans, Irish Americans, German
Americans, and other northern European descen-
dants. Thus, many people included in the definition
do not identify themselves as Anglo, and some may
find the term offensive. Consequently, more specific
names have been assigned to some ethnic groups who
prefer not to be categorized under the much broader
term of Anglo, resulting in Anglo Americans, Irish
Americans, and numerous others.

According to 2005 U.S. Census data, 75 percent of
Americans classified themselves as Anglo-American
compared to 12 percent as African American, 15 per-
cent as Latin American, 4 percent as Asian American,
and 9 percent as multiracial/other. Thus, the term
Anglo-American is a common expression that encom-
passes a significant proportion of the U.S. population
and has for many centuries profoundly influenced
and shaped the legal, economic, healthcare, educa-
tional, religious, political, and cultural values of the
United States of America. While Anglo Americans
remain the majority group in the multiethnic United
States society, the proportion of Anglos in the total
population is expected to decrease as the population
of immigrants from Asia, South America, Africa, and
other non-European countries expands.

Past research has shown that Anglo-American cul-
tural values and patterns of thinking and behavior are
very different from the cultural heritage of many other
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ethnic minority groups, each having its own customs
and traditions. For example, hamburgers, hot dogs,
rock music, fast food, football, sitcoms, and morning
coffee are all part of Anglo-American culture. Exist-
ing research suggests that most Anglo Americans
take their culture for granted as simply part of their
life, and thus, may fail to recognize its unique fea-
tures. Becoming aware of differences between Anglo
Americans in relation to other cultures is important
so that not all people in America are assumed to be
the same, and therefore treated the same. Indeed,
as the dominant culture in the United States, Anglo
Americans tend to be considered as being all alike
with little awareness of any differences between them.
Such tendencies have led to cultural clashes, stereo-
typing, and racism.

Essentially, the English were the first Europeans to
colonize the Americas in large numbers even though
they were preceded in the southwest by smaller num-
bers of Spaniards. Anglo Americans had British roots
that led to cultural values such as the nuclear family
that were largely derived from pre-industrial Britain.
There are some common Anglo-American beliefs,
values, and practices that are shared and have been
passed on to succeeding generations as dominant
Anglo-American values, and have been cited by many
writers and scientists of Anglo-American culture.
Most broadly, Anglo-American culture is described
as individualistic (independent, self-reliant) com-
pared to, say, Africans and Latinos, whose culture is
more often portrayed as collectivist (interdependent,
community focused). Therefore, Anglo Americans
are often viewed by these cultural groups as autono-
mous to the extent that they have difficulty valuing or
conforming to group norms and other ways of living.
Anglo Americans also value freedom and assertive-
ness, as well as equal gender roles and rights.

See Also: Acculturation; Ethnocentrism; Latin America;
United States.
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Angola

A country disadvantaged by a 27-year civil war that
ended in 2002, Angola is on a rebound with a double-
digit gross domestic product (GDP) growth rate and
oil production of about 1.9 million barrels per day.
The country is resilient; it withstood tribal conflicts
and gained independence from Portugal and Brazil
in 1975.

Geography contributed to a history of global trade.
Angola has a land area of 1,246,700 square kilometers
and is located in southern Africa by the South Atlan-
tic Ocean and between Namibia and the Democratic
Republic of the Congo. Major ports are in Cabinda,
Lobito, Luanda, and Namibe. There are 232 airports
in Angola, with an international hub in Luanda.

The 12 million Angolans are diverse, with ethnic
groups such as Ovimbundu, Kimbundu Bakongo, Mes-
tizo, European, and others. Portuguese is the official
language, alongside Bantu and other African languages.
About 47 percent hold indigenous beliefs, 38 percent
are Roman Catholic, and 15 percent are Protestant.

The political environment is stable. Unrest in
its history resulted from fighting between two rival
camps—the Popular Movement for the Liberation of
Angola (MPLA) led by current president Jose Edu-
ardo Dos Santos, and the National Union for the
Total Independence of Angola (UNITA) led by Jonas
Savimbi. When Savimbi died in 2002, UNITA’s insur-
gency ended and the MPLA held power.

Oil Production

Angola’s natural resources, primarily oil, contributed
to its economic transformation. Oil-related produc-
tion constitutes about 85 percent of GDP. The country’s
production includes bananas, sugarcane, coffee, corn,
cotton, tapioca, tobacco, vegetables, and forest prod-



ucts. Active industries include petroleum, diamonds,
iron ore, phosphates, feldspar, bauxite, uranium, gold,
cement, metal products, brewing, tobacco, sugar, tex-
tiles, ship repair, and fish and food processing.

Major oil companies and countries trade with
Angola. ExxonMobil, Chevron, Total, and China’s
Sinopec have been oil industry participants. Angola
exports over $40 billion worth of products primarily
to countries such as the United States, China, Taiwan,
France, and Chile. It imports about $11 billion worth
of commodities such as machinery and electrical
equipment, vehicles and spare parts, medicines, food,
textiles, and military goods from the United States,
Portugal, South Korea, China, Brazil, South Africa,
and France.

Economic indicators suggest economic stability.
In 2007 Angola’s GDP was $80.95 billion with the
real growth rate at 16.3 percent. GDP composition is
largely industry and services, and GDP per capita is
at $6,500. In 2006 stock of direct foreign investment
was about $17.6 billion. Inflation declined from 325
percent in 2000 to 13 percent in 2007. The local cur-
rency, “kwanza,” had minimal fluctuation against the
dollar and was valued at $1 = 76 in 2007.

While the economy is growing, challenges exist.
Notable issues relate to poverty, inadequate infrastruc-
ture, corruption, unemployment and underemploy-
ment, health and environment, and a need for govern-
ment reforms and transparency. In order to rebuild,
billions of dollars in lines of credit were provided by
China, Brazil, Portugal, and the European Union.

Despite the challenges, rising oil production, con-
struction, and abundant resources drive growth. In
2007 Angola became a member of OPEC, ensuring
long-term participation in the oil trade and global
business.

See Also: Africa; BP; OPEC; Portugal.
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Antiglobalization Movement

Antiglobalization movement is the most recognized
term used to describe individuals and a wide variety of
social movements that oppose different types of social,
economic, and ecological injustice that are believed
to be the consequence of globalization. As the ideas
within the movement diverge on what globalization is
about, who or what caused it, and what the alternatives
to it would be, the validity of the term antiglobalization
movement has been questioned. Alternative names are
the global justice movement, the movement of move-
ments, the alter-globalization movement, and the anti-
corporate-globalization movement. The last expres-
sion shows that despite the internal heterogeneity of
the movement, a common theme among its members
is that corporate-driven global business is part of the
problem, not part of any solution.

A “Movement of Movements”

It is often stated that the antiglobalization movement
is a child of globalization. First of all the movement
brings together different voices that in one way or
another speak against the idea and reality of global-
ization. Second, these voices found each other and
promoted their views by the very improvements in
transportation and communication that are believed
to carry the globalization process. Before dealing with
the antiglobalization critiques, it is illuminating to see
how the movement grew out of globalization and to
review the variety of groups worldwide that are part
of the antiglobalization movement.

The antiglobalization movement is a label that was
first used by nonparticipants of the movement. Dur-
ing the 1990s, journalists and other observers around
the world started to identify different local pockets
of resistance in which people spoke out against the
social, economic, and ecological injustices in the
world. What made these protests remarkable was
that many of them were not aimed against the old
foes of the Left such as capitalism or the “yuppies”
of the 1980s, but against corporate-driven globaliza-
tion. Although the composition of the agenda and the
protesters varied locally, the protests seemed to share
the refusal to accept that the economy, before all else,
defines the well-being of human society.

An important start for the movement was taken
in 1994 when Mexican Zapatistas began their fight
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Riot police used pepper spray on this crowd of antiglobalization protestors on November 30, 1999, during the pivotal World Trade
Organization convention protests in Seattle, Washington.

against the NAFTA trade agreements. The founding
of the World Trade Organization (WTO) in 1995 (as
a successor to GATT, the General Agreement on Tar-
iffs and Trade) and the Asian financial crisis in 1997
further fueled the belief that human societies no lon-
ger controlled their own fate but were somehow left
at the mercy of commercial and financial interests.

The antiglobalization movement as such was per-
haps born in 1999, when large protests tried to stop
another round of global trade liberalization during
the WTO meeting in Seattle. The “Battle of Seattle,
as the protests were called, received international
media attention and triggered a series of carefully
chosen protests against meetings by the WTO, the
European Union, the G8, or other associations that
were believed to be the leading institutions behind
globalization.

The protests brought together politicians, union
members, individuals, and activists from a wide vari-
ety of social movements, united by slogans such as
“the world is not for sale” or “people before profit”

The protests were not organized by any central com-
mittee. The movement was very much carried from
below and grew on the internet, where Web sites
such as Indymedia provided the necessary platform
for discussion and informed the public about the cri-
tiques against globalization.

The next important steps for the movement were
taken in 2001. First of all, the attacks of 9/11 by Al
Qaeda against the United States turned the intellec-
tual mainstream away from globalization to global
terror, making it harder for the movement to get its
message across and be heard by the media. Next to
this, the movement faced a public relations problem
as the media paid attention to the movement, not so
much because of its message, but because of the vio-
lent conflicts between protesters and law enforcers
that characterized many of the anti-globalist rallies.
The attacks of 9/11 made it clear that the movement
had to renounce violence as a legitimate means of
resistance, alienating perhaps its more militant mem-
bers while becoming less interesting for the media.



The World Social Forum

Also in 2001, the heyday of the rallies was over. The
antiglobalization movements somewhat “settled
down” when the first World Social Forum (WSF) took
place in Porto Allegre, Brazil, on January 25-30. These
dates were not chosen at random, as the WSF wanted
to serve as an alternative to the World Economic
Forum (WEF) held in Davos, Switzerland, around
the same time. The WEF is seen by anti-globalists as
an important platform where leading businesspeople
and politicians, since 1971, set the agenda for further
corporate-driven globalization. The WSE, which does
not have a guest list or admission fees, is presented as
its democratic substitute.

During the first WSF, some 15,000 participants,
among them more than 400 political representatives,
searched for alternatives to corporate-driven globaliza-
tion under the slogan “another world is possible” The
second edition in Porto Allegre welcomed more than
50,000 participants. To underline the global outreach of
the WSE, the fourth edition was organized in Bombay,
India (over 70,000 participants). The sixth edition was
polycentric and held in Caracas (Venezuela), Bamako
(Mali), and Karachi (Pakistan). The seventh edition in
2007 was held in Nairobi, Kenya, and saw over 1,400
participating organizations from 110 countries, mak-
ing it the most globally representative WSF so far.

The WSF’s International Council organizes the
WSEFE and the yearly event. It is constituted by sev-
eral organizations working on issues including eco-
nomic justice, human rights, environmental issues,
labor, youth, and women’s rights. Important social
movements that carry the WSF are, for example, “Via
Campesina” from Latin America, the Thailand-based
NGO “Focus on the Global South,” or France-based
“ATTAC?” The WSF underscores that it is but a plat-
form for discussion and setting up joint actions. For
this end, a “Charter of Principles” was drawn up after
the first edition that would guide future ones. A very
important principle that characterizes the WSF and
the antiglobalization movement is that the WSF is a
plural, diversified, nonconfessional, nongovernmen-
tal, and nonparty context that, in a decentralized
fashion, interrelates organizations and movements
engaged in concrete action at levels from the local to
the international.

Since 2001 the movement has cherished the idea
to “think global but act local” This means that while
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the antiglobalization movement unites people and
protesters by sharing a common critique against the
process of globalization, this critique is translated
and adapted to the different local settings in which
anti-globalists are campaigning around particular
issues. To underline this call for “glocalised” action,
the 2008 WSF was not organized at a particular place,
but took place all over the world through thousands
of autonomous local organizations that responded
to the “Global Call for Action” Meanwhile the WSF
has been complemented by the organizing of many
regional social forums, such as the European, United
States, and Asian Social Forums, and even Italian,
Flemish, and Liverpool Social Forums.

The Antiglobalization Critique
Antiglobalization is of course a reaction to globaliza-
tion, a concept that gradually came to the front of
economic and political analysis after it was first used
in The Economist in 1959. It took the oil crises of the
1970s, the growth of foreign direct investments dur-
ing the 1980s, and the fall of the Soviet Union in 1991
before the idea of globalization broke through.

Most definitions of globalization revolve around
a common theme of “time and space compres-
sion,” revitalizing Marshall McLuhan’s 1960 idea
of a “global village” With regard to the economic
sphere, globalization in its broadest sense is gener-
ally understood to point to the closer integration of
countries and peoples that has been brought about
by the enormous reduction in costs of transporta-
tion and communication, and the breaking down
of artificial barriers to the flows of goods, services,
capital, knowledge, and people.

However, the antiglobalization movement believes
that this conceptualization is a deceitful one as many
people do not have equal access to markets or infra-
structure (both in terms of transportation and com-
munication), while probably even more artificial bar-
riers against the movement of people are being put up
than broken down. Hence, the idea of globalization
rests on the false premise of a closer integration of
the peoples of the world. Of course, one could deduce
from this that actually more globalization is needed,
further bringing down international trade barri-
ers and closing, for example, “the digital divide” The
movement in general is, however, skeptical that this
will be achieved in a significant and fair way as long as
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political and economic forces command the globaliz-
ing process. A much-referred to person in this respect
is Nobel Prize—winning economist Robert Stiglitz,
who criticized the way in which the International
Monetary Fund (IMF) and World Bank mismanage
global development and the financial infrastructure
because they primarily serve American and European
political, commercial, and financial interests. Accord-
ing to the movement, the globalization process does
not lead to a globalized, “flat” world for all, but only to
a global level playing field for capital.

The targets for the antiglobalization movement
are the major private and public institutions that
dominate the global economy. Protests are generally
organized around international political meetings
by associations such as the WTO or the European
Union. Global business is also attacked for hijacking
the development of human societies. Building on this
critique, the antiglobalization movement believes that
beneath the globalization rhetoric is an assumption
that globalization is an anonymous and unstoppable
force of nature. This implies that peoples and coun-
tries have little choice but to accommodate to the
new globalizing condition. This has been illustrated
by Thomas Friedman, who believes that globalization
forces states to follow a particular set of economic
policies that he has called “the golden straitjacket”

In a globalizing world in which it is primarily capi-
tal that is becoming mobile, countries are forced into
competition to attract this capital. To succeed, coun-
tries must implement so-called neoliberal policies of
privatization, trade liberalization, and business dereg-
ulation, while maintaining a low rate of inflation, bal-
anced state budgets, and a small-sized government.
According to the antiglobalization movement this
view forces states to tailor their economic policies to
the wish of mobile capital for total “commodification,’
meaning the right to do business in every sphere of
society (education, health service, public transport,
etc.), anywhere, at any time, and at the lowest cost.
Meanwhile the state is giving up on the wishes of its
citizens for full employment, respectable wages, and
decent ecological and other living standards. Seen
from this perspective, states have entered in a nega-
tive “race to the bottom.”

The idea that in the longer run, the policies of the
golden straitjacket will indeed benefit the whole of
society because attracted capital will create jobs, jobs

will create rising incomes, rising incomes create addi-
tional demand and this will lead to a diversification of
the economy and the development of environmental
friendly production processes, is discarded as wish-
ful thinking. According to the movement, this “trickle
down effect;” as it has been called, is not an automatic
process but one that is forced upon capital by politi-
cal action through taxation and regulation. These are
exactly the types of welfare policies that have become
difficult to implement under the idea of globalization’s
unstoppable progress.

Contrary to this, the antiglobalization movement
believes that globalization is a process that is insti-
gated, driven, and determined by political decisions.
Common opinion is that the golden straightjacket was
first put on during the 1980s by Ronald Reagan in the
United States and Margaret Thatcher in Great Britain.
By stressing the political agency behind globalization,
the movement holds political power accountable for
the social, economic, and ecological deficits that the
politicians themselves ascribe to globalization. Anti-
globalists do not accept this excuse and at the same
time they remind politicians that the process itself
can be altered or reversed.

Alternatives

Whereas it is fairly easy to point to a general critique
within the movement against the ideological idée fixe
of globalization and who benefits from it, opinions
diverge when it comes to fixing the problem and draft-
ing plans for a better world. If anti-globalists are about
global justice, much debate concentrates on how to
achieve this. The movement is hesitant to come up
with a blueprint for development. It refuses to pro-
mote its own straitjacket in opposition to the golden
neoliberal one, believing that it is exactly this type of
doctrinarian thinking that created the problems in
the first place. Given the wide variety of individuals
and movements that shelter under the umbrella of the
movement, no common solution can be presented
for all the issues that are discussed. Following this, a
lot of the individuals and social movements that are
campaigning around particular economic, ecological,
and social issues do not feel the need to connect their
different agendas or search for the bigger theory. In
these cases anti-globalism serves as a metaphor for
anti-consumerism, anti-discrimination, anti-war,
anti-poverty, or anti-terrorism. The link with the



problem of globalization as described above is not
always clear, making the antiglobalization movement
sometimes look more like an assembly of moral out-
cries than a movement with a message of its own.

Nevertheless, as the neoliberal and globalization
rhetoric is exactly based on the famous TINA doc-
trine, short for “there is no alternative,” the antiglo-
balization movement had to challenge this idea if it
wanted to discredit neoliberalism. As said, the alter-
native depends on the manner in which the process
of globalization needs to be altered or reversed. The
belief in the ability to change the commercial and
financial interests that drive the present globalization
process determines to a large degree the extent to
which members of the movement embrace the prefix
anti- or alter-. Building on the metaphor of the golden
straitjacket, opinions diverge whether the straitjacket
should be made to fit more comfortably or should be
taken off altogether.

In the anti- option, the exposure of globalization
as a profit-driven process that serves the interests
of capital implies that globalization itself should be
stopped. The economy needs to be tailored to the
wishes of the people, and they do not live in a bor-
derless world but in particular societies, sharing par-
ticular value systems and cultures. Thought through,
this type of reasoning calls for what Walden Bello has
called de-globalization, putting up or reinstalling arti-
ficial barriers to the economic flows of goods, services,
and capital, while reversing the neoliberal agenda by
localizing or nationalizing production and regulating
business. In practice, complete isolationism or full-
fledged protectionism is rarely advocated. Despite
its popular label, the movement contains more alter-
globalizing than antiglobalizing opinions, especially
because in a number of issues, such as migration, it
generally favors open over closed borders.

In the alter- option, the general aim is to bring
globalization back under democratic control. By and
large two options to do so are often discussed. The
first option believes that globalization can only be
steered in the right direction by global, or at least
international, multilateral organizations. The choice
can be to reform leading institutions such as the IMF,
World Bank, and the WTO, or to give more power to
other institutions such as the International Labour
Organization (ILO) or the United Nations Confer-
ence on Trade and Development (UNCTAD). With
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equal and fair participation of all countries in these
organizations, globalization could be reshaped by
implementing global labor and environmental stan-
dards. This way global business would be embedded
in a more ethical framework of sustainable develop-
ment. Global business also has a role to play in this
by applying a decent code of conduct, a sign of “good
governance.” This led to several fair trade agree-
ments and certification programs that indicate that
products are labor-friendly and/or respect environ-
mental standards.

The Tobin Tax

A more specific measure that is advocated in this
context is the Tobin Tax, a small tax on all interna-
tional trade in currency. The initiative is named after
the Nobel Prize—winning economist James Tobin,
who in 1978 suggested such a tax in order to dis-
courage short-term speculation in currencies. This
should have a stabilizing effect on the exchange
rates by releasing them from the pressures of short-
term expectations. Meanwhile the tax would be low
enough (between 1 percent and 0.1 percent) to allow
for the further financing of international trade and
foreign direct investments.

Little attention was paid to Tobin’s idea until it was
picked up by the antiglobalization movement in the
context of the 1997 Asian currency crisis. The crisis
was seen as the proof of the destabilizing effects that
free capital markets and speculation can bring along.
Ignatio Ramonet, chief editor of the French-based Le
Monde Diplomatique, suggested that the financial
market needed to be “disarmed” and he called for a
movement that would promote the Tobin Tax in the
name of universal solidarity. After this call, ATTAC
[“Action pour une taxe Tobin d’aide aux citoyens”]
was founded in 1998, one of the driving forces behind
the antiglobalization movement. The movement
extended the ethical agenda of the Tobin Tax by sug-
gesting that the money that the tax produced could
be collected by a global or international organization
and be put to use for international development. Of
course this was not an end in itself as the tax would
actually produce a small amount of money if it had its
desired discouraging effect.

To some members of the antiglobalization move-
ment, the fact that the Tobin Tax has not yet been
implemented shows the limits of the idea of a “global
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regulation” of globalization. This option does not
work because the building blocks of all these orga-
nizations are states and because it depends on the
willingness and ability of the different governments
to implement the necessary laws that would adjust
globalization. Once the Tobin Tax could no longer
be discarded as interventionist wishful thinking or
as a technical impossibility, it still met with inter-
national distrust among national states. As long
as one country does not implement the tax, so the
argument went, the tax would be futile and that par-
ticular country would gain a substantial bonus for
its economy. As some countries such as the United
States and Great Britain are very much against the
tax, other governments refused to operate as an
international “avant-garde” By setting an example
and implementing the tax, politicians sometimes
feared this would hurt the national economy and in
the process their own reelection.

Self-Determination

The second option to bring globalization under dem-
ocratic control is therefore much more “anti-hier-
archical” In this option, the basic problem with the
present globalization is not so much a lack of global
economic and ecological enforceable laws but the
very top-down forms of decision making that glo-
balization implies. The problem is not just the “com-
modification” of everything but the “alienation” of
the individual, stripping away sovereignty. Seen from
this perspective, the critiques that are raised against
global business and capital for being nontransparent
and nondemocratic also apply to the state.

Contrary to the actions of large NGOs such as
Oxfam or the trade unions, this option leaves less
room to use the state as an appropriate channel for
change. This option is much more utopian as its fun-
damental solution is to replace hierarchical institu-
tions such as global business and the state with new
politics that again allow for a form of governance that
is self-determining. Instead of regulating government
in order to regulate capital, the “anti-hierarchical”
option wants to come up with a self-organized alter-
native. This alternative is sometimes sought after in
the “civil society,” a difficult sociological concept that
in its simplest form refers to an organizational sphere
between the state and capital. According to some
members of the movements, more power should be

attributed to this civil society in order to get the econ-
omy and politics under democratic control.

Critics have noted that this idea is not only uto-
pian as it aims for long-term change by neglecting
the short-term reality of political and economic
institutions, but that it is not much of an alterna-
tive in itself as the “civil society” is made up of all
kinds of self-governing organizations, some with
extreme right, other with extreme leftist political
ideas. The “anti-hierarchical” option therefore needs
to be more specific about its short-term strategy and
long-term ideals.

Assessment

Given the heterogenic composition of the antiglobal-
ization movement and its refusal to draft a general
program, it is not only hard to define the movement
and its message but also to evaluate its success. It is
clear that some of the issues that the movement ral-
lied against, such as environmental degradation, cli-
mate change, or global poverty, have become political
priorities. It is another question if the answers that
both political and economic institutions come up
with would please all anti-globalists. The trade in car-
bon gas emission rights, or the international promo-
tion of micro-credits, shows that the leading institu-
tions are far from seeing market forces as a problem,
not a solution.

Some members of the antiglobalization movement
would support these measures, also believing that the
market as such is not a problem, but an unregulated
market is. Other anti-globalists would certainly dis-
agree, arguing that none of these measures touches
the profit motive behind corporate-driven globaliza-
tion. The dispute shows that the antiglobalization
movement had some strong critiques to offer and
for some time it was able to capture the public eye.
But now that attention has generally turned away and
alternatives need to follow up criticism, the future of
the antiglobalization movement seems uncertain.

See Also: Corporate Governance; Corporate Social Re-
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opment; World Bank, The; World Trade Organization.
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Antitrust Laws

Though its earliest forms were enacted by the Roman
empire, antitrust law is largely a product of the post—
Adam Smith age of capitalism. Antitrust is the Ameri-
can term for this form of legislation, referring to the
trustbusting of the Progressive Era when legislation
was enacted to counter the anticompetitive effects
of trusts and collusion, especially in the aftermath of
the Panic of 1893 and attendant decline in demand
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and prices. Internationally, the legislation is better
known as competition law, which reflects the broad
focus of it: that class of legislation that exists to pro-
tect and regulate competition in the marketplace.
This includes not only the repression of monopolies,
cartels, and industry collusion, but the regulation or
criminalization of predatory pricing, price gouging,
and other abusive acts performed from a dominant
position in the market, as well as the regulation of
mergers and acquisitions.

The earliest acts of competition law were aimed
principally at the support of local production. Tar-
iffs were imposed on foreign goods to various ends,
including offsetting the price difference if those
imported goods were significantly cheaper than what
could be found locally. This was a common practice in
Rome during both the Republic and Empire periods;
Rome was also known to seize the property of trade
monopolies or collusive trade combinations which
acted against the interest of the people or the state.

The rise of trade guilds in the Middle Ages required
legislation to prevent their abuse, and in many Euro-
pean countries attempts were made to directly control
prices, especially for household necessities like bread
or ale, or commodities like grain. Various acts some-
times dictated the wages of specific types of laborers
while fixing prices of the common items everyone
was expected to purchase, thus preserving for those
laborers a specific balance of income and outgo. Trad-
ers who overcharged for these items not only faced
a penalty from the state, but paid punitive damages
to the customer—a concept that was carried through
English common law and adopted into American
antitrust law in the form of the treble damages paid
for certain violations of antitrust law or infringement
of intellectual property rights.

Anti-competitive laws of the Middle Ages and
Renaissance were called “combination laws,” because
they regulated or forbade the cooperation between
combinations of merchants or businesses. Bohe-
mian mining companies, for instance, were forbid-
den to cooperate in jointly raising their prices. Other
combination laws targeted labor unions, as in the
British Combination Act of 1799, which outlawed
unions and collective bargaining; the idea of conflat-
ing monopolies and labor unions is today a foreign
one, demonstrating the degree of change in those
two centuries.
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Modern Antitrust Law

Modern antitrust law began in the United States, where
the Industrial Revolution, the railroads, 19th-century
banking panics, and the tendency of the Gilded Age
to shift thinking and activity from the regional to the
national level—with the institution of nationwide
professional organizations like the American Medi-
cal Association, nationwide newspaper and magazine
distribution, and a growing number of firms attempt-
ing to do business nationally—colluded, as it were, to
create an environment in which businesses could enjoy
tremendous success and had the opportunity to abuse
the power they attained.

The period from 1895 to 1905 saw more mergers
than any other time in American history. To an extent,
this was an organizational activity, as small local stores
joined together to form chains and larger firms. There
were practical and non-objectionable considerations
at work, largely inoffensive to capitalist needs and
nonharmful to the consumer. But there were also sig-
nificant and increasingly common abuses of power,
with businesses using these mergers and the creation
of trusts in order to gain an advantage and be able to
increase prices.

Trusts themselves are not the target of antitrust
law, confusingly enough. A trust is simply the manage-
ment of a property or business by a trustee or trustees,
on behalf of the beneficiary—most people are famil-
iar with them through the institution of trust funds,
in which money is managed by a trustee, especially if
the beneficiary is a minor. Trustees are accountable
to their beneficiaries. The trusts formed in the 19th
century, though, were legal entities formed in order
to engage in anticompetitive practices—they were in
essence cartels, groups of businesses colluding for the
purposes of monopoly-like behavior.

The Sherman and Clayton Acts, passed in 1890 and
1914 and more or less bookending a particular era of
pre-Depression trustbusting, codified and streamlined
a body of common law and attempted to clarify various
acts of abusive conduct. It was not nearly as effective
as hoped, though Presidents Theodore Roosevelt and
William Taft got a lot of political mileage out of Sher-
man Act prosecutions. In the reorganization of Euro-
pean institutions following World War I, American
antitrust law was used as the basis for similar bodies
of legislation across the west, and after World War II,
these antitrust ideas were enforced externally on Ger-

many and Japan, both of which were cartel-friendly
during and in the years leading up to the war. In the
United States, antitrust laws have been responsible for
the break-up of companies like Standard Oil in 1911
and AT&T in 1982, as well as the source of a prolonged
battle between the federal government and Microsoft.

The American model of antitrust law has been the
essential core of antitrust law adopted around the
world, and enforced by organizations like the World
Trade Organization.

Because of its origins, antitrust law distinguishes
between the actions of an individual company and the
actions of companies working together; this in fact
was one of its weaknesses in the Progressive Era, when
the Sherman Act failed to prohibit the existence of a
single-company monopoly, unless the actions taken
to create that monopoly were themselves prohibited.
Multi-company monopolies, on the other hand, were
criminalized so long as intent—in the form of some
kind of agreement among the companies, some form
of collusion—could be demonstrated. Since the Pro-
gressive Era, restrictions of monopolies of any sort
have been strengthened, though some exemptions,
notably for labor unions and professional sports
leagues, have also been granted.

Certain activities attract the attention of the federal
government, and an examination of whether there
are anticompetitive practices in play. Price fixing is
the classic example of this; while goods will tend to
reach a particular price because of market forces, the
deliberate agreement among companies to set a price
is in defiance of those forces. Likewise, agreements
between potential competitors to limit their activities
to particular geographic areas in order to avoid com-
peting are potential violations of antitrust law.

Since the 1970s, the enforcement of American
antitrust law has focused more and more on the effect
on the consumer, rather than absolute standards of
corporate behavior. The shift is the result of a distrust
of government intervention in the economy, as new
conservative factions came to power in the aftermath
of Watergate’s impact on the Republican Party. A par-
ticularly influential thinker in the matter is Robert
Bork, who reframed the issue as a matter of consumer
welfare—and both his supporters and his opponents
have largely continued to do so.

Enforcement of antitrust legislation falls to vari-
ous bodies. At the state level, the state’s attorney gen-



eral can file a suit against a corporation in violation
of either state or federal antitrust laws; the Microsoft
antitrust case involved various states acting in a coali-
tion with the Justice Department. Private suits can be
brought in either state or civil court. Both the Fed-
eral Trade Commission and the Antitrust Division of
the Department of Justice can bring federal civil suits
against companies in violation, but only Justice can
bring a criminal suit. The most famous successfully
prosecuted federal antitrust case remains the United
States vs. ATET, a suit brought by Justice in 1974 and
settled in 1982 with the Baby Bell divestiture: effec-
tive 1984, in exchange for being allowed to branch out
into computers, AT&T retained its long-distance ser-
vices but divided its local exchange services into the
seven Regional Bell Operating Companies.

Criticism

Though Bork’s take on antitrust law is still fairly con-
servative, there are some who go much further than
simply reframing the matter. Economist Milton Fried-
man has changed his mind on antitrust legislation over
the course of his career, and believes that they have
wrought more harm than good, despite the seemingly
sound principles on which they are based. Former Fed
chairman Alan Greenspan believes that the subjectiv-
ity of antitrust legislation, in particular, has dissuaded a
good deal of legal and beneficial business activity out of
the fear that it could violate the letter of the law.

One of the targets of antitrust law is predatory pric-
ing, the pricing of a good so low as to constitute an
anticompetitive action, with the goal of driving away
existing competitors or preventing new ones from
entering the market. The problem, antitrust critics
point out, is that this is not rational behavior to begin
with, and market forces are generally sufficient to
prevent irrational business behavior if you give them
sufficient time to do so. By its nature, predatory pric-
ing can’t be permanent—in order for the company to
benefit from driving away its competitors, it has to
bring the price back up, and once it has done so, the
market is again safe for other companies to partici-
pate in. There are few incontrovertible cases of preda-
tory pricing occurring over a significant period of
time, and the anticompetitive motive is a difficult one
to establish.

As game theory has become a more prominent part
of economic thought, it has been used to demonstrate
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that certain anticompetitive practices like predatory
pricing may be beneficial in the long run. The prob-
lem here, in part, is that it is difficult to institute a
system of law in which the legality of actions depends
in part on the expectation of how consequences will
turn out “in the long run”

See Also: Acquisitions, Mergers, and Takeovers; AT&T;
Barriers to Entry; Capitalism; Competition; General Agree-
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Monopolistic Advantage Theory; Pricing; World Trade Or-
ganization.
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A. P. Mgller Maersk Group

A conglomerate involved in a wide range of busi-
ness—containers and related activities, energy, ship-
ping and retail—Meersk is Denmark’s largest com-
pany, a dominant regional player in the North Sea oil
and gas industry and the owner of the world’s largest
container shipping fleet.

Since its creation in the Danish town of Svendborg
in 1904, Mersk has developed into a multinational
corporation, employing approximately 117,000 peo-
plein more than 130 countries. Meersk was established
as a privately run shipping business when 28-year-old
Arnold Peter Moller together with his father, Captain
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Shipping accounts for more than half of Maersk’s revenues,
and its containers are a familiar sight at ports worldwide.

Peter Meersk Moller, bought a secondhand steamer of
2,200 tons dead weight. In 1965 Arnold Meersk Mc-
Kinney Moller, son of Arnold Peter Mgller, assumed
the leadership of Meersk. In 1993 Maersk Mc-Kinney
Moller withdrew from the day-to-day management,
and today the group is headed by Nils S. Andersen,
who took over as the fourth Group Chief Executive
Officer and Partner in 2007.

Meersk’s container division is called Meersk Line.
It is one of the leading shipping companies in the
world, with a fleet numbering more than 550 con-
tainer vessels and more than 1,900,000 containers.
Meersk already has twice the overall fleet capacity of
its nearest rival. Furthermore, Meersk owns 50 con-
tainer ports around the world.

Meersk Line keeps expanding the economies of
scale in shipping, a key driver of trade globaliza-
tion. Meersk’s container business may play a role in
the integration of production processes, not only by
moving goods from manufacturers to consumers and
coordinating multiple modes of transport, but also by
connecting industrial productions that are located in
different places. Container shipping and related activ-
ities are by far the largest business areas for Meersk,
providing 53 percent of the group total revenue in the
first half of 2007. Its container-related activities are
under the brand names Mersk Line, Meersk Logis-
tics, Safmarine, and APM Terminals.

Meersk’s main competitor in the container shipping
industry is the Mediterranean Shipping Company
(M.S.C.), based in Geneva, Switzerland, and owned

by the Italo-Swiss Aponte family. M.S.C. specializes
both in the container and in the cruise business (rev-
enue in 2007 equals US$14 billion and US$1 billion,
respectively). It was established in 1970, is not listed,
and is not as diversified as Meersk. Its organizational
chart is light and the consequent rapidity of adapting
to market changes is M.S.C’s main advantage. This
fact combined with a competitive price policy has led
M.S.C. to achieve a consistent market share as the
second largest ocean-carrier in the world.

Tankers, offshore, and other shipping activities are
part of the main business in which Mzersk operates. It
offers solutions for the transport of crude oil, refined
products, and gas; drilling with mobile production
units; salvage; and towage activities, as well as door-to-
door transport, inter-European freight, and passenger
transport. All these activities are under the brand names
Meersk Tankers, Meersk Supply Service, Mersk Con-
tractors, Svitzer, and Norfolkline. Excluding Svitzer’s
600 vessels, they operate more than 260 vessels and
rigs. Maersk Oil participates in oil drilling in Denmark,
Qatar, United Kingdom, Algeria, and Kazakhstan. In
addition, Meersk Qil leads exploration activities in the
North Sea, Africa, the Middle East, Central Asia, South
America, and the U.S. Gulf of Mexico.

Retail activity includes supermarkets and hyper-
markets in Denmark, Germany, the United King-
dom, Poland, and Sweden. Dansk Supermarked
incorporates, among others, the Fotex stores, the
Netto stores, and the Bilka hypermarkets. The group
extends its interests in shipyards in Denmark and
the Baltic countries, in the industrial production of
plastic products, and in Star Air, an airways company
engaged in contract parcel flying in Europe. In addi-
tion to this, the group includes a 20 percent stake in
Danske Bank. Total market capitalization by March
2008 equalled DKK217 billion (US$45.4 billion).

See Also: Denmark; Globalization; Transportation.
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Arbitrage

Arbitrage is the process whereby traders profit from
price discrepancies between markets. Certain condi-
tions must be met for arbitrage to occur. The profit
opportunity must be a riskless one, meaning that the
transactions (buying in one market and selling in the
other) must occur as near to simultaneously as pos-
sible, and the prices at which the asset is traded are
both known with certainty at the time of the trade.
If these conditions are met, the trader will gain the
profit without tying up any capital.

Arbitrage activities contribute to the “law of one
price;” a fundamental economic assumption that an
efficient market will ensure at any time only one price
prevails for a particular asset. Arbitrage drives prices
together and is implicit within the concept of a per-
fect market (another way of describing the “law of
one price”). Buying increases demand for the cheaper
asset forcing its price up, while the higher price in the
other market falls as the cheaper asset is introduced
into the supply to that market.

The English word arbitrage is derived from the
French arbiter, meaning to umpire or referee and so,
by extension, to resolve differences. Traders who per-
form these activities are arbitrageurs. In immature
markets, opportunities for arbitrage will be greater
than in mature markets with widespread access to
information.

In practice, all trading activity involves transaction
costs, even if only very small. For arbitrage profits,
any transaction costs must be less than the difference
between the two anomalous prices and known at the
time of the trade. The profit will be the net value of the
price differences less transaction costs. Examples of
transaction costs might be dealing charges, or trans-
action taxes. There is rarely such a thing as an entirely
riskless transaction. Even computerized trades of cur-
rencies, for example, will involve a transaction delay,
even if only a matter of seconds, during which the
opportunity may disappear.

Arbitrage is not speculation. Speculators take risks
and expose themselves to changes in price of the assets
in which they take a position. Their objective is profit
but they are prepared to risk losses to make gains.
Speculators back their own judgment and may mis-
judge the direction markets take. Arbitrageurs take a
certain profit from temporary market price anomalies
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and in doing so will remove those anomalies. Some
arbitrageurs are occasional opportunists, but others
engage in the process full time. In efficient markets
profits on arbitrage may appear to be small relative to
the value of the transaction, but when adjusted to an
equivalent annual return and taking into account the
riskless nature of the profit, the return may be high.
Many financial institutions conduct arbitrage opera-
tions on a regular basis. The scale of their operations
means that a high volume of operations compensates
for the low margins. By conducting their own in-
house dealing operations scale economies minimize
their transaction costs.

In the real economy, firms may practice price dis-
crimination by segmenting buyers and charging differ-
ent prices according to their different price elasticities
of demand. Arbitrage may not be possible between
the price segments because of barriers between them.
For example, the recipient of a discount price could
not sell at a smaller discount to the normal price to
make a profit because of the supplier’s customer iden-
tity conditions. Thus a student could not sell a dis-
count travel ticket to a full-fare-paying customer who
had no student identification.

The principle of arbitrage is central to many impor-
tant ideas in economics and financial theory. For
example, arbitrage provides the logic for the “purchas-
ing power parity” theory of international exchange
rates. If prices in different countries are experiencing
different rates of inflation, then exchange rates will
alter to restore price parity. The Economist newspa-
per publishes a “Big Mac Index” based on the inter-
national price of hamburgers that identifies over- or
undervaluation of currencies based on this limited
purchasing power comparison. Although the theory
is inadequate as a full explanation of exchange rate
movement, it sheds light on the importance of inter-
national price differences for the long-term path of a
currency’s value.

“Interest rate parity” theory holds that the differ-
ence between future and spot (current) exchange rates
reflects the differential between interest rates in the
countries of the two currencies. Thus the practice of
covered interest arbitrage seeks to take advantage of
differences in interest rates in different countries while
hedging (covering) the exchange rate exposure (risk
of change) involved in dealing in a foreign currency.
In the foreign exchange market, triangular arbitrage
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is a trading technique that exploits pricing anomalies
between three currencies in different markets.

In markets for forward contracts (where two parties
agree to a sale/purchase of a commodity or financial
asset at some definite point in the future at an agreed
price), the process of arbitrage ensures there is no dif-
ference between the current price of the asset and the
forward price after allowing for the passage of time. In
financial theory, the Modigliani and Miller proposi-
tions hold that all firms with the same potential earn-
ings should sell at the same price, regardless of their
capital structure, through arbitrage in the stock mar-
ket. “Arbitrage pricing theory” has developed in recent
years in an attempt to more accurately calculate the
cost of capital for firms and their true value.

The term arbitrageur has been applied to entrepre-
neurs involved in the business of buying and selling
companies or parts of companies and seeking a profit
from perceived anomalies between the stock-market
valuation of a company and the underlying value of the
business. Regulatory arbitrage is the exploitation of
variations in market regulations between countries.

See Also: Financial Markets; Purchasing Power Parity;
Risk.

Bibliography. J. Madura, International Financial Man-
agement (Thomson South-Western, 2006); W. L. Meg-
ginson and S. B. Smart, Introduction to Corporate Finance
(Thomson South-Western, 2006); K. Pilbeam, Finance and
Financial Markets (Palgrave Macmillan, 2005).

Tom CONNOR
UNIVERSITY OF BEDFORDSHIRE

Arbitration

Generally considered a genre of dispute resolution,
arbitration is a proceeding used to obviate the litiga-
tion process. Arbitration seeks to expedite the resolu-
tion of disputes in an uncomplicated and inexpensive
manner prior to the filing of a lawsuit. An impartial,
private third party—an arbitrator—hears the parties’
dispute and makes a final determination that typically
binds the parties. Litigation, by contrast, involves a
lawsuit and, while also a method used to resolve dis-

putes between parties, for the most part, tends to be
lengthy and expensive. There are many benefits asso-
ciated with arbitration; however, agreeing to submit
to arbitration requires one to relinquish his or her
right of access to the courts. Still, arbitration has been
used more frequently throughout the past decade.

In theory, any contractual agreement may result in
a disagreement. Businesses around the world under-
stand that, many times, disputes are inevitable. Gen-
erally, disputes can be resolved in several different
ways: litigation, mediation, conciliation, and arbi-
tration. Arbitration and mediation are cost-effective
alternatives to litigation. Arbitration is the submission
of a dispute to one or more impartial persons for a
final and binding decision. This is known as an award,
which is made in writing and, generally, is final. Usu-
ally, awards bind the parties involved.

Non-binding arbitration is conducted similarly to
binding arbitration, except that when the arbitrator
issues the award after the hearing, it is not binding
on the parties, who do not give up their right to a
jury trial. In that case, the arbitrator’s award is merely
an advisory opinion. Many cases go to settlement or
binding arbitration after this phase. Alternatively, the
parties may choose to go to trial. By contrast, manda-
tory arbitration, also known as court-ordered arbitra-
tion, is a judicial mandate intended to resolve pending
court cases, utilizing informal rules of evidence and
procedure in an advisory arbitration process ordered
by the court at an early stage of a lawsuit. The avail-
ability of this process, in large part, depends upon
local, state laws or court procedures.

Mediation is a process in which an impartial third
party facilitates communication and negotiation and,
therefore, promotes voluntary settlements by the par-
ties themselves. This process can be effective for resolv-
ing disputes prior to arbitration or litigation. Arbitra-
tion, however, offers parties a decisive legal outcome to
their dispute without the expense and inconvenience
of court proceedings and attorney fees.

Businesses and government departments—even
courts themselves—have used arbitration programs
to resolve disputes, and there is widespread satisfac-
tion with the process. Because the arbitrator renders
a final decision upon hearing both parties’ arguments,
arbitration is considered to be adjudicatory, not advi-
sory. Similar to litigation, arbitration has a so-called
appeals process. In other words, an arbitrator’s deci-



sion can be challenged under very limited circum-
stances only, for example, if you can demonstrate an
arbitrator was biased; therefore, parties are not always
bound by the award. This process is somewhat of a
misnomer, however. For the most part, arbitration is
considered a binding, adjudicatory process.

Providers of alternative dispute resolution services
address areas such as employment, intellectual prop-
erty, consumer, healthcare, financial services, tech-
nology, construction, and international trade con-
flicts. The largest provider in the United States is the
American Arbitration Association (AAA); it plays a
vital role in resolving complex matters, especially in
such volatile industries as construction. The plans,
specifications, site conditions, disciplines involved,
construction methods, and goals in each construc-
tion project vary. Today’s projects, for example, are
more intricate, the technology more advanced, and
the trades working on them more specialized. Iden-
tifying and establishing systems to manage potential
business disagreements on construction projects can
help parties avoid delays and resolve disputes that
could threaten an entire project.

Arbitration Agreements
Arbitration agreements are essentially of two types:
(1) a future-dispute arbitration agreement, commonly
referred to as an arbitration clause, which is con-
tained in a broader contract between the parties and
anticipates arbitration procedures to follow, should
a dispute arise under the broader contract; and (2)
a present-dispute arbitration agreement, known as a
submission agreement, which counsel for the parties
craft when the parties desire to arbitrate a dispute,
but where there is no pre-existing contract clause.

Arbitration can take place only if both parties have
agreed to it, unless of course, the proceeding is court-
ordered. For this reason, the parties are obligated to
accept the terms of settlement, regardless of whether
it is unfavorable. If the parties do not agree in advance
to follow the arbitrator’s final decision, but merely
agree to consider it, the process is termed conciliation.
Additionally, parties are able to choose important ele-
ments such as the applicable law, language, and venue
of the arbitration. In this vein, neither party enjoys
home court advantage.

Parties may insert arbitration clauses into contracts
to resolve future disputes. An existing dispute can be
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referred to arbitration by means of a submission agree-
ment between the parties. In contrast to other forms
of dispute resolution, specifically mediation, a party
cannot unilaterally withdraw from the proceeding.
Within the two main types of arbitration agreements,
parties must agree on the terms of arbitration.

Terms agreed upon may be as narrow or as broad
as the parties desire. For instance, the parties can
agree in advance to the parameters within which the
arbitrator may render his or her award. If the award
is lower than the specified low, the defendant will pay
the agreed-upon low figure; but, if the award is higher
than the specified high, the plaintiff will accept the
agreed-upon high. If, however, the award falls between
the high and low, the parties agree to be bound by the
arbitrator’s decision. The parties’ terms may include a
form of binding arbitration wherein each of the par-
ties chooses one number only, and the arbitrator may
select only one of the figures as the award.

Whether to reveal the figure to the arbitrator is
another decision the parties must make. In some
instances, the parties exchange their own deter-
mination of that value of the case, but the figures
are not revealed to the arbitrator. Subsequently, the
arbitrator assigns a value to the case and the parties
agree to accept the high or low figure closest to the
arbitrator’s value.

History

Historically, arbitration was practiced by the Greek
city-states, and in the Middle Ages high ecclesias-
tical authorities were called upon to settle contro-
versies. In the first part of the 20th century, some
countries—the United States and France—began
passing laws that sanctioned and even promoted
the use of private adjudication as an alternative to
what was perceived to be inefficient court systems.
The growth of international trade however, brought
greater sophistication to arbitration. As trade grew,
so did the practice of arbitration. Ultimately, this
led to the creation of international arbitration as a
means for resolving disputes under international
commercial contracts.

Since then, great advances have been made, nota-
bly the establishment of the Permanent Court of
Arbitration. Functions analogous to arbitration were
performed by the Permanent Court of International
Justice under the League of Nations: functions that
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belong to the International Court of Justice. Today,
many treaties contain clauses providing for arbitra-
tion or conciliation of disputes. The most notable of
these is the Charter of the United Nations.

The last decade has seen an unprecedented
increase in professional liability claims, including
those brought by businesses and individuals against
accounting firms. Typically, those disputes were
resolved by litigation that, in more than 90 percent of
the cases, results in a settlement.

Increasingly, the international business commu-
nity is using arbitration to resolve commercial dis-
putes arising in the global marketplace. Supportive
laws are in place in many countries that provide a
favorable climate for the enforcement of arbitration
clauses. International commercial arbitration awards
are recognized by national courts in most parts of the
world. Arbitration is popular in international trade as
a means of dispute resolution because, among other
methods used to resolve disputes, it often is easier to
enforce an arbitration award in a foreign country than
it is to enforce a judgment of the court.

See Also: Bill of Lading; International Law; Mediation;
Negotiation and Negotiating Styles.
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Archer Daniels Midland

The Archer Daniels Midland Company (ADM) is a
multinational agribusiness. It engages in process-

ing agricultural commodities on a global scale. It
uses agricultural produce to make food ingredients,
food additives, oils, and other products. Some of the
ingredients are used for human consumption, while
other ingredients are used as animal feed ingredients.
Nutrients are manufactured into digestible foods for
both animals and humans.

Agribusinesses like Archer Daniels Midland serve
as a vital link between farmers and consumers. Many
food products must either be preserved or processed
into easily transportable commodities. Many agricul-
tural commodities such as corn are bulky and costly
to ship; transporting them in a processed form not
only adds value but also serves to start the processing.
The processing operations that ADM engages in cre-
ate thousands of products from the crops produced
by farmers all over the globe. Its product line includes
a range of products from amino acids to sweeteners
and from nutraceuticals (foods with presumed health
benefits) to chocolate.

The company was founded in 1902 in the heartland
of American agricultural production. It has always
sought to work in partnership with the farming com-
munities in locations where it has operations. Its busi-
ness philosophy recognizes that healthy agricultural
sectors in an economy are essential for the overall
health of both the national and the global economy. It
is currently headquartered in Decatur, Illinois. Since
ADM was incorporated in 1923, it has expanded its
business activities to include sales and distribution
facilities in 40 U.S. states. It also manages a network
of grain elevators.

In Canada ADM engages in transporting and pro-
cessing cereals such as wheat, durum, or oil seeds like
canola and sunflower. It has a number of facilities in
locations as diverse as Medicine Hat in Alberta and
Montreal. It also produces lecithin, malt, and animal
feeds across Canada, along with chocolate from its
cocoa bean processing facility in the West African
country of Cdte d’Ivoire and other locations.

Latin American operations in Mexico produce
sweeteners, starch, and wheat flour. ADM also has a
number of joint ventures in the cornmeal business.
Central American plants include several that mill
wheat and premix a variety of products. It also has
soybean crushing plants and a string of elevators. In
South America ADM processes cocoa and maintains
storage operations. It also works to promote the pro-



duction of soybeans and other grains. ADM has also
been very active in opening trade with Cuba.

Pacific Rim facilities operated by ADM process
cocoa beans and corn, premix feeds, mill wheat, and
manufacture vegetable oil. It also packages vegetable
oil and many other products across Asia as well as the
Pacific Rim. Sales offices are operated in many Asian
countries, and ADM has been engaged in developing
business exchanges with Vietnam.

The European oilseed crushing operations of ADM
are numerous and spread across the continent. It cur-
rently has a fermentation plant in Ireland. Cocoa for
the production of chocolates is another major part of
ADM’s European businesses. In the United Kingdom it
operates flour mills. It also has meat and dairy alterna-
tive production plants.

The emerging biofuels industry is one of ADM’s
growing business sectors. It engages in biofuel pro-
duction in Germany. Sales offices are located in
all of its principal markets. Gasohol is a mixture of
ethanol (grain alcohol) made from corn. Its use has
been mandated by governments in a move to reduce
dependence on foreign oil. The move has been profit-
able for ADM and other agribusinesses, but increased
the price of corn for many individual consumers.

In mid-1995 ADM was prosecuted for price fixing.
Two of its executives served short prison terms for
their part, resulting in two sensationalist books about
the affair.

See Also: Company Profiles: North America; Multina-
tional Corporation; Nestlé; United States.

Bibliography. Archer Daniels Midland Company, Nature
of What's to Come: A Century of Innovation (Archer Dan-
iels Midland, 2002); M. James Bovard, Archer Daniels Mid-
land: A Case Study in Corporate Welfare (Cato Institute,
1995); E. J. Kahn, Supermarketer to the World: The Story of
Dwayne Andreas, CEO of Archer Daniels Midland (Warner
Books, 1991); James B. Lieber, Rats in the Grain: The Dirty
Tricks of the “Supermarket to the World” (Basic Books,
2000); Robert Rubovits, Archer Daniels Midland: A Report
on the Company’s Environmental Policies and Practices
(Council on Economic Priorities, Corporate Environmen-
tal Data Clearinghouse, 1991).

ANDREW J. WASKEY
DALTON STATE COLLEGE

Argentina 69

Argentina

Argentina is the second largest country in size in
South America after Brazil and ranks as one of the
highest in the region on human development indica-
tors for life expectancy, educational attainment, lit-
eracy, and gross domestic product (GDP) per capita.
The strong agricultural sector, abundance of natural
resources, diversified industrial base, and a large mid-
dle class have made Argentina a popular target for
global business. In addition, the democratic politi-
cal structure with executive, judicial, and legislative
branches operating at the national and provincial
level has enhanced the attractiveness of the country.
Despite a fragile economy in the past, this upper-mid-
dle income country is now flourishing. Nevertheless,
the sustainability of the economy in the long term is
questionable because of limited investment in infra-
structure and in planning growth.

Several sectors are major contributors to Argenti-
na’s GDP, including manufacturing, telecommunica-
tions, the service industry, and agriculture. Manufac-
turing is the largest sector operating in areas such as
the production of automobiles, farming equipment,
cement, and industrial chemicals. The telecommuni-
cations, service, and tourism sectors are also impor-
tant to the country’s GDP. Nevertheless, much of the
infrastructure in these areas still needs to catch up
with the vigorous expansion that the economy has
experienced since the beginning of the 21st century.
In addition, domestic transportation is limited, and
services are localized to major population areas.

Argentina contains an abundance of fertile land in
the region covering several provinces known as the
Pampas, which has thrived because of easy access to
fresh water, low population density, and a mild cli-
mate. The primary staples produced for export include
soy and vegetable oils as well as fruits and vegetables.
These agreeable conditions have also led Argentina to
become one of the largest wine producers in the world
and enabled a vibrant cattle industry to prosper. This
environment coupled with a flexible exchange rate has
allowed the country to be extremely competitive in
the export market at the turn of the 21st century and
to achieve real annual average GDP growth of over
9 percent for five consecutive years. Participation in
the free-trade agreement Mercosur with neighboring
countries has also facilitated exports in the region.
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Crisis

Argentina suffered a political, economic, and finan-
cial crisis in 2001, marked by widespread protests,
several interim presidents, the collapse of the bank-
ing and financial system, and the default on foreign
debt. This crisis was long expected, as the country
had been undergoing a recession for a number of
years. From 1991 to 2001, President Carlos Menem
had upheld a fixed currency exchange rate with the
U.S. dollar that was initially intended to control the
rampant hyperinflation of the 1980s. Unfortunately
this exchange policy led to massive imports with the
consequent demise of the national industry and gen-
eralized unemployment as well as large trade deficits
and high levels of foreign debt.

The country has rebounded from the crisis under
the leadership of President Nestor Kirchner, who
was elected in 2003. He unilaterally restructured the
country’s foreign debt, took steps to curb political cor-
ruption, exponentially expanded social programs and
supported policies to increase exports and lower infla-
tion. In 2007 his wife Cristina Fernandez de Kirchner
became the first female president of Argentina.

History and Culture
Although indigenous groups lived in Argentina prior
to the European conquest, they now make up less
than 1 percent of the population. The country Argen-
tina as it is currently known was largely molded by
the arrival of the Spaniards in 1516. The Spanish cre-
ated the Viceroyalty of the Rio de la Plata, of which
Argentina was a part, by 1776, but by 1816 under the
leadership of General Jose de San Martin the country
was declared independent from Spain. A large wave of
European immigrants primarily from Spain, Italy, and
to a lesser extent France arrived in the country at the
turn of the 20th century and at the time contributed
to making Argentina one of the wealthiest countries
in the world by expanding the agricultural sector.
Nevertheless, during the 20th century recurring
economic crises, numerous military coups, waves
of high inflation, escalating external debt, and capi-
tal flight plagued the country. In addition, constant
changes in civilian and military factions in power led
to many periods of political unrest after indepen-
dence. An important and controversial figure who
shaped the political landscape of the country was
President Juan Peron, who from 1946 to 1955 helped

develop unions and other policies to protect the
working class. Also of note is the military dictator-
ship that from 1976 to 1983 led a “dirty war” in which
thousands of dissidents “disappeared”

Spanish is the official language of the country.
Argentina is predominately Roman Catholic, but
Arab and Jewish communities are also prevalent. The
typical cuisine includes turnovers (empanadas), meat
(asado), and pastries (facturas). Argentina is also one
of the largest consumers of wine in the world. As in
many Latin American cultures, the most popular
sport is soccer. Tango, a melancholic style of music,
came into being in Argentine brothels at the turn of
the 20th century and is enjoyed worldwide.

See Also: Brazil; Latin America; Mercosur/Mercosul.
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Asia

Asian countries have recently become major players
in the world economy with the emergence of Japan
in the 1960s, India in the 1970s, and China in the late
1980s. Asia covers some 29.4 percent of the world’s
land mass, and since the 1980s its 4 billion people have
made up about 60 percent of the world’s population.
From ancient times, there has been significant
trade around Asia and also between Asia and other
parts of the world. There was contact between Han
Dynasty—China and the Roman Empire, but this was
through intermediaries, and there were theories that
the Romans may have sourced some of their tin from
southeast Asia. Archaeologists working at the port of



Oc-Eo in southern Vietnam in the 1930s uncovered
two Roman coins in the remains of what was probably
the capital of the Empire of Funan, which flourished
from about 200 c.E. to 500 c.E. and was a precursor to
Cambodia. This shows that there was contact, prob-
ably through intermediaries. By this time, Chinese
junks sailed around much of the South China Sea,
and there were also Arab dhows sailing the Indian
Ocean. Trade in spices, other foods, silks, and other
precious items took place at sea, and also on land
with the emergence of the Silk Road, the land route
through central Asia connecting China with Turkey
and through Turkey to Europe.

In medieval times, there seems to have been
increasing trade around Asia, with most trade with
Europe along the Silk Road, although this was reduced
with the emergence of the Seljuk and then the Otto-
man Turks. Trade continued between China and the
Turks, but much of Europe was cut off. There were
some intrepid travelers who made the journey, such
as Marco Polo (1254—1324). There were also many
Christian missionaries, going back to St. Thomas
himself, who was said to have gone to India soon after
the crucifixion of Jesus.

In early modern times the Chinese were involved
in trade with most of Asia, and in the early 15th cen-
tury the government sponsored a number of massive
expeditions under Admiral Cheng Ho. Records of
these journeys survive, and it is quite clear from them,
as well as from archaeological and other evidence,
that there were Chinese communities (and also some
Indian and Arab communities) around much of the
Indian Ocean, southeast Asia, and the South China
Sea. Many of these were trading families. There is also
a theory that some ships from Cheng Ho’s expeditions
may have gone to the Americas, but this is disputed
by some scholars. A changed political climate at home
and the high expedition costs resulted in the Chinese
discontinuing their explorations of the world.

European Trade and Imperialism

By the 1480s, there were Portuguese ships in the
Indian Ocean, and in 1497-99, Vasco da Gama
(c.1460-1524) sailed from Portugal to India and
back again, leading to trade by ship from Portugal to
India. This Portuguese trade was largely conducted
by the Portuguese government, which financed the
expeditions and reaped the rewards. In 1510 Afonso
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d’Albuquerque (1453-1515) took Goa for the Por-
tuguese, and in 1511 he took Malacca. It was these
successes that encouraged British and Dutch mer-
chants to subscribe money to establish, respectively,
the Honorable East India Company, founded in 1600,
and Vereenigde Oost-Indische Compagnie (VOC),
or the Dutch East India Company, established two
years later. Both were chartered companies, operating
through a government charter that gave them extra-
territorial rights over the lands they captured. The
profits they made from their expeditions went to pay
their shareholders, which included many important
government figures in both countries.

The British East India Company was the main trad-
ing company in Asia until the 19th century. It main-
tained a large army and its own navy, and gradually
took over a number of important ports from Aden to
many parts of India, Ceylon (now Sri Lanka), and also
Penang, Malacca, and Singapore, as well as British
Burma. It conducted trade with China, and also later
attempted to trade with Japan.

The VOC took over Malacca from the Portuguese
in 1642, but swapped it with the British in 1824 for
British Bencoolen and other settlements on the west
coast of Sumatra. The Dutch had also taken over parts
of what was to become the Netherlands East Indies
from the 1600s. The British captured them in 1811,
but returned them in 1824. Both the British East India
Company and the VOC suffered from major political
interference and from their servants being involved in
private trade. This was to lead to the British East India
Company collapsing in 1784 and needing an injec-
tion of government money, but being kept afloat until
1858, and then formally dissolving in 1873. For the
VOC, their rule over the Netherlands East Indies was
replaced by direct rule from the Netherlands in 1801.

Other companies also maintained their own char-
tered companies in Asia with the Danish East India
Company founded in 1616; the Portuguese East
India Company founded in 1628; the French East
India Company founded in 1664; and the Swedish
East India Company founded in 1731. The Danes,
at their height, are reported to have imported more
tea than the British East India Company, with vast
quantities smuggled into Britain. They also managed
to establish some settlements in India, but their Dan-
ish East India Company had to be refounded in 1732
as Asiatisk Kompagni (“Asiatic Company”), which, in
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1779, handed its monopoly to the Danish crown. The
Swedish East India Company was actually launched
by Scottish merchant Colin Campbell and made a for-
tune for its investors—paying a 25 percent dividend
on the first voyage—but never had any territorial
claims in Asia.

19th- and 20th-Century Companies

By the 19th century, many new companies started to
become involved in trade in Asia. Many of these were
trading companies that specialized in a particular field
of business, although a few of them operated as gen-
eral merchants. Later still, some of these businesses
transformed themselves into agency houses whereby
they imported items for which they were the agents,
selling them in particular markets.

For the British, one of the oldest of the companies
operating in Asia was Guthrie & Company. It had
been established in 1821 by Briton Alexander Guth-
rie, who was living in Singapore, and James Guthrie
who lived in London. By the 1850s the two had built
up the company to become a large trading house
that came to dominate British trade with Singapore.
James Guthrie retired from the company in 1876 and
he then returned to Britain where he died in 1900. By
that time the company owned six banks, five insur-
ance companies, two shipping companies and 23 new
“general” agencies. It was reorganized in 1903, and by
the 1920s and 1930s was heavily involved in oil palm.
The company headquarters was destroyed in the Jap-
anese bombing of Malaya, and after World War II, it
expanded into Africa and Australia, moving its head-
quarters to London. There are now a number of com-
panies in the Guthrie Group, as well as subsidiaries
and independent companies using the name Guthrie.

Another early British-founded company that is still
operating is the Borneo Company, founded in 1846. It
operated throughout Southeast Asia, and had exten-
sive lands in Sarawak and North Borneo (Sabah),
hence its name, but also was involved in trade in Sin-
gapore, Malaya, and Thailand. During the 1960s, the
Borneo Company were agents in Singapore and else-
where for many major companies including Bosch,
Bovril, Johnson & Johnson, Rolex, and the Sheaffer
Pen Company. It still owns considerable property in
Thailand, where much of its operation is still located.

Probably the most famous of the British trading
companies of the period were those that centered

on the Jardines. In Hong Kong and Shanghai, Jardine
Matheson operated selling opium and other prod-
ucts, an event that led to the Opium Wars in 1839-42.
Jardines remained a major company in the Interna-
tional Settlement in Shanghai, and also Hong Kong,
and was also a major agency house there and in Sin-
gapore and Malaya, where they formed a partnership
with the Henry Waugh Trading Company to form Jar-
dine Waugh. Their business was involved in handling
exports and imports, insurance, sales of airplanes and
aviation accessories, mining, and heavy engineering.

Another British company that operated throughout
Asia was the Peninsular & Oriental (P&QO) Line, which
had the contract for some of the Royal Mail and other
mail deliveries as well as taking passengers between
Asia and Europe. Of the other British companies that
operated in Asia, two others were heavily concerned
with trade in Malaya and Singapore—Sime Darby,
which began operations in Malacca in 1902 and was
established in Singapore in 1910, and William Jacks,
which was created in 1919. The former is still impor-
tant in Malaysia where it controls rubber plantations;
the latter specializes in engineering equipment and
also in exporting tin, copra, rubber, and pineapples as
well a