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Impact of Culture on Global Trade

It’s a Cultural Thing

|u_st mov?d to_ to others, and how you view the world. A simple definition of culture is “the set of
Michaela’s neigh- @ . " . y

customs, habits, and traditions of a particular group of people.” Your culture can
borhood, all the way . » .

. refer to the country where you live—your customs and traditions as a Canadian, for
from China. They have a daughter about e It 150 refer { I . i i b as New Enaland in th
Michaela’s age, and Michaela wants to example. It can also refer to smaller regions of a country, such as New England in the
make her feel v;/elcome She 00es over United States or the southern part of India. It can even refer to groups that exist out-

' g side the bounds of geography; there are customs and habits associated with profes-

to introduce herself, but the girl doesn’t . . . o o
seem very friendly. She doesn't look sional athletes, vegetarians, video gamers—pretty much any group you can think of!

A Business and culture
new family has ’ &h’é Whether you realize it or not, culture plays a big role in who you are, how you relate

Michaela in the eye and doesn’t say very You probably belong to a number of different cultures. All these cultures blend to-
much. Michaela wonders if she’s stuck up gether in your life to make you who you are. Since culture plays such an important
or just not interested in being friends. In part in the lives of individuals, it makes sense that it also plays an important part in
reality, Bao Yu would love to get to know how business is conducted. Even a small business could have dozens, if not hundreds,
Michaela, but she’s unsure of her language of different cultures represented within its workforce. In addition, the business itself
skills and not used to the amount of direct has its own unique organizational culture and even subcultures (cultures within
eye contact that people give in the U.S. a culture) that develop under that! These subcultures affect how employees interact
Michaela and Bao Yu have cultural differ- with each other and complete their job tasks.
ences that they’ll need to overcome to get o L
to know each other. For example, there may be a subculturg that exists within a business's shipping depart-
ment. These employees spend all day in the warehouse, and they've created a fun en-
Cultural differences can certainly have an vironment, listening to music and enjoying conversation while they work. It's a much
impact on personal relationships, and they different culture than in the accounting department, where the employees prefer to work
influence the way business is conducted as in quiet so they can concentrate. To supervise and interact effectively with employees,
well. Learn more about the cultural differ- this business's managers must understand these subcultures and how they work.

ences and social issues that affect global
business, as well as practical ways that
businesses can address these differences
to keep things flowing smoothly.

Objectives
A Discuss cultural differences in business.

I “Rawpixel/

S ock/ Thinkstocks

’B Describe ways that businesses address

cultural issues in international trade. A One subculture within an organization might be talkative and casual,
while another subculture might be quiet and serious.
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Looking at the cultures within a business is like looking at a smaller version of the cultures within the world. To be successful in
both domestic and international trade, businesses must pay attention to all aspects of culture, both organizational and global. In
today’s globalized business world, almost any businessperson has the potential to interact with people of many different cultures.
But how do businesses decide whether or not to engage in international trade? Culture plays a huge role. In general, countries trade
with one another because they have different resources to offer. Trading can increase economic growth as a whole, bringing benefits
such as a greater variety of goods and services, improved standard of living, and lower prices. Culture can affect the goals of each
country or organization when engaging in international trade. For example, if a culture values industrialization and development,

they might trade with countries that can provide raw materials and tools for construction work.

Some countries are more willing to engage in trade than others, which might be resistant to the influence of other cultures or might
want to protect their own economies. For example, North Korea is one country that does not trade much with other nations, with the
exception of a few trading partners. Also, countries might be predisposed against trading with companies from certain countries due
to political or cultural disagreements. The U.S., for instance, has banned trade with Cuba for decades due to political conflict, though
the two countries have formed stronger relations in recent years. When companies do make the decision to engage in international
trade, it is important for them to learn about the global cultural issues that affect the way businesses operate.

Dimensions of national cultures

A great resource for businesses engaging in international trade is Geert Hofstede’s dimensions of national cultures. Hofstede, a well-
known cultural researcher, spent part of his career as a traveling employee for a multinational corporation. He draws his conclusions
from his personal experiences as well as his extensive research. The dimensions Hofstede has identified are power distance, uncertainty
avoidance, individualism v. collectivism,
masculinity v. femininity, long-term v. short-
term orientation, and indulgence v. restraint.
Here is a quick overview of each dimension:

Power distance. Power distance
refers to inequality in society. All societ-
ies are unequal in terms of power and
wealth, but some are more unequal than
others. This dimension of national culture
measures how accepting the less-powerful
members of a society are of this inequal-
ity. A country with a high (more accepting)
power distance score is Malaysia; a country
with a low power distance score is Austria.
Therefore, those without power in Austria
are likely to be less satisfied with inequality
than those in Malaysia.

Uncertainty avoidance. Uncertainty

avmdanc_e refer,s toa S(_)Clety § tolerance A All over the world, there are people who have much more wealth and power than others.
of unce_rtalnty QI’ !ﬂSECUI’Ity. Members of Cultures with a high power distance tend to be more accepting of that imbalance.
uncertainty-avoiding cultures prefer struc-

ture, rules, and safety. Members of uncertainty-accepting cultures are open to many different opinions and avoid having too many

rules. A country with a high uncertainty avoidance score is Greece; a country with a low uncertainty avoidance score is Singapore.

Individualism v. collectivism. This dimension of culture refers to the extent to which people are integrated into groups within a
particular society. In an individualist society, group ties are loose; everyone is expected to take care of her/himself. In a collectivist
society, people are integrated into strong, loyal groups, such as extended families. The United States is typically known as the world’s
most individualist society; Guatemala, on the other hand, is a strongly collectivist culture.
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Masculinity v. femininity. This dimension of culture
doesn't refer to a society’s number of males or females.
Instead, it measures how much a society values “masculine”
qualities—assertiveness and status, for example—versus
“feminine” qualities—caring, quality of life, etc. A country
with a high masculinity score is Japan; a country with a low
masculinity score (valuing feminine qualities more) is Sweden.

Long-term v. short-term orientation. Hofstede added
this dimension of culture to distinguish the subtle differences
in thinking between Eastern and Western societies. Members
of long-term oriented societies focus on future rewards and
value actions such as persistence and saving money. Mem-
bers of short-term oriented societies focus more on the past or
present and value things such as national pride and fulfilling

Sinal obllgatlons SOUth Korea is known as a qug—term ) A A society that emphasizes the importance of caring for others likely
oriented nation; Nigeria is known as a short-term oriented nation. has a lower masculinity score.

Indulgence v. restraint. The most recent addition to Hofstede’s dimensions of culture refers to a culture’s tendency to engage in

gratification of desires. Societies with high levels of indulgence believe that people should freely enjoy life and have fun. Those with
high levels of restraint believe that enjoyment should be regulated and restricted. Venezuela scores highly on indulgence, whereas
Albania is known to be restrained.

When a business attempts to expand or engage in trade with individuals and companies in another nation or culture, knowing
how that country scores in Hofstede's dimensions can be helpful in knowing how to approach the new market. For example, if your
company is opening a new branch in Argentina, it would be helpful to know that Argentinians tend to have high uncertainty avoidance
and short-term orientation. Therefore, you might expect to deal with a lot of rules and regulations, and you might need to demonstrate
respect for tradition and achieving quick results.

To see how countries measure up in each of these six dimensions,
check out Geert Hofstede’s website. You can even look at two countries
side by side to compare them at www.geert-hofstede.com/countries.html.
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Cultural influences on communication

Culture and communication are irrevocably linked. A society’s culture influences the way it communicates, and, at the same time, the
way a society communicates shapes its culture and how its customs and traditions will be passed down from generation to generation.

Issues of communication are critical for businesses conducting inter-
national trade. After all, without proper communication, there’s no

way to get business done! Communication can influence business uh K e Khublei 1

in a number of ways. In some cultures, for instance, a business PaxmeT o, l<uk,06 ammagar VERG Ngyoonss
meeting would never begin without employees spending some y‘;?ﬁ;g" ASI e Hh) b\c‘;:j AL@&/\eTkkuﬁgF
time chatting about social or personal topics first. In other cultures, - TAK T H IA\N K O u %’Lfﬁi SUWUN
however, this would be viewed as an inappropriate waste of time. DiK e
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Verbal communiecation. The most obvious communication DAKUIEM hvalg Dik G5&l

issue for global businesses is language. As more nations become e, Kitos 28718 bedark s
developed, business is being conducted in a greater number of e DANKE GRAZAS Clrljdbo
languages than ever. Even domestic businesses often have to deal
with multilingual suppliers and customers within their own coun-
tries. For many businesses, being able to communicate in just one
language is simply not enough anymore.
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Even when language is understood, different words and symbols can have different meanings in other cultures or contexts. Most
people know that “mafiana” means “tomorrow” in Spanish. However, these two words don’t necessarily mean the same thing. In a
non-Latino culture, “tomorrow” means literally the next day, while in the Latino culture, “mafiana” often means “morning” or even
“sometime in the near future” in some contexts. You can see how this might cause confusion in business relations: If someone tells
you that s/he will have a report for you “mafiana,” s/he could
mean in the morning, tomorrow at any time, or sometime

Numbers can have as big of an impact as words. in the future!

In many Asian cultures, the number “4” Even using the same word or phrase in the same language
is considered unlucky. A business would be can be confusing among different cultures. Consider slang

making a big mistake if it tried to sell its products words, jokes, and idioms (expressions that can't be taken

in “4-packs” in one of these countries. literally, such as “I'll sleep on it”). Between cultures, even
the simple word “yes” can mean anything from “definitely”

to “probably” to “maybe.”

Nonverbal communication. Nonverbal communication is just as important as verbal communication—in some cases, even more
s0. Body language, eye contact, gestures, the amount of personal space preferred, attitudes toward time, manners of dress—these are
all parts of nonverbal communication that have different meanings in different cultures. For example, giving someone the “thumbs-up”
sign in the United States or Canada is a positive thing; in Australia, however, it's highly offensive.

Some cultures rely heavily on nonverbal communication to get messages across. These are known as high-context cultures.
Most Arab cultures are high-context cultures. Other cultures rely more on verbal communication—speaking up and saying
exactly what you mean. These are known as low-context cultures. Most Western societies fit into this category.

Dr. Tom Verghese offers an explanation of what these two different
styles look like in action: www.youtube.com/watch?v=0W9iLrfyg20.

@ 1 he video “Understanding Cultural Communication Differences” from

Another difference in nonverbal communication among cultures is the degree of emotion that is shown during a conversation.
Affective cultures are those that readily show emotions, whereas neutral cultures keep emotions controlled and subdued.
A businessperson in ltaly or France, for example, might feel comfortable laughing, shouting, or even crying

in a professional setting. In contrast, someone from Japan or the Netherlands would likely be quite uncom-
fortable if someone burst into giggles during a meeting.

The impact of religion

Religion is a very important part of culture and can have a significant impact on business. The influ-
ence of religion can affect work hours and holidays, delivery schedules, and what types of products

are appropriate to sell in a particular culture or country (and when it is appropriate to sell them).
Global fast-food companies, for instance, may want to reach hundreds of millions of potential cus-
tomers in India, but they must understand something important about the national culture. It's heavily
influenced by the Hindu religion, which considers the cow to be a sacred animal. Therefore, these busi-
nesses must adjust their menus to reflect a culture in which beef is not commonly consumed.
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Religion has more influence in certain cultures and countries than it does in others. Some countries have a religiously based legal ’A
system that impacts business operations, such as Islamic Sharia law in countries such as Saudi Arabia and Iran. Under these rules, it's
forbidden to collect interest on loans, trade in financial risk, or invest in companies that are associated with products contrary to Muslim

values (alcohol, pork, etc.). Gender roles in the workplace are also influenced or dictated by religious law. A woman who travels to Saudi

Arabia for business, for example, might have difficulty finding a public restroom in an office building or might not be able to dine in the

same area as her male coworkers. International businesses must be very careful to approach these issues in a sensitive way.

Another cultural issue that affects international trade is the level of corruption
present. The most common form of corruption affecting global organizations
is bribery. Bribery refers to giving money to someone in return for some
kind of favor. In business, bribery usually involves making payments to a
government or government official in a certain country to allow the company
to expand, to receive a particular contract, to obtain certain paperwork or
permits, etc. Corruption of this type tends to be more prevalent the poorer
acountry is.

Corruption can be a sticky subject, culturally—certain actions may be con-
sidered unethical or even illegal in some countries, whereas in other coun-
tries, the same actions are perfectly acceptable. Giving a gift to a business
associate, for example, is considered proper in some cultures but is consid-

ered bribery in others. It's certainly an issue that businesses must think through Keitanutisiock Tikstook

before engaging in international trade. Businesses that choose not to participate

in corruption or bribery might face obstacles in doing business in certain A In general, it’s a good idea to stay away from bribery and
cultures—but those that do commit bribery might face serious consequences other forms of corruption.

as well, such as legal action or a tarnished reputation, if they get caught.

Level of government involvement

The level of government involvement in regulating business has an enormous impact on international trade. A country’s culture often
influences its government and the degree of control government is given over businesses. Governments impact companies in many
ways, from passing regulations to buying products to providing capital. Some governments have more control than others. In China,
for example, the government owns many of the country’s largest businesses, which makes it complicated to work with them.

In some countries, the government creates laws to regulate international trade. These laws might include:

* Quotas—Iimits on the number of products foreign companies can sell in the country
* Tariffs—taxes placed on imported products to increase their selling prices

* Price controls—government determination of product prices ¥ Cars imported from other countries
usually come with high tariffs.

Before doing business in a certain country, an organization must gain thorough knowledge
of its relevant business laws.

Different cultures and countries also have different levels of security and varying customs
procedures that businesses must deal with when shipping and delivering products.
It's important for businesses to be familiar with all these procedures. For instance,
some Middle Eastern nations won't accept products that have been shipped
through Israel. Some raw materials or products might be allowed in some
countries and banned in others. Companies should also be aware of any
strikes, holidays, or weather concerns that might impact shipping. Infra-
structure is another concern, as many countries might be more or less dev-
eloped than what a company is used to. Businesses need to take the proper
precautions and ensure that products arrive safely and on time.
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It's negotiable

L

Business negotiations are essential for many types of organizations. When you boil it down, negotiating is communicating, and
just as cultural issues influence communication, they influence negotiations as well. Here's a quick look at cultural influences on

business negotiations:

'i Different cultures have different styles of negotiating. Some cultures approach it informally/indirectly, while others approach
it formally/directly. Some cultures consider it an emotional process, while others think of it as “just business.” Some cultures
enter negotiations with a team mindset, while other cultures prefer to have a clear leader making the important calls.

'i Different cultures have different goals in negotiating. For
some, creating a relationship is key. For others, nothing
less than a signed contract will do.

'i Different cultures have different attifudes in negotiating. Some

cultures look for “win-win” solutions, while others are fine
with “win-lose” conclusions. Some cultures tend to avoid
risks in negotiation, while others are not averse to them.

i Different cultures have different schedules in negotiating.
Some cultures are more laid-back and open-ended with
their needs, while others are time-sensitive and want to
conclude negotiations as quickly as possible.

Before entering negotiations with a business or customer from
a different culture, a firm must be well aware of the negotiating
style, goals, attitude, and schedule of the other party.

So what do all these cultural differences mean? How does
knowing about them help businesses to become more suc-
cessful in international trade? The truth is that recognizing
cultural differences is only half the battle—organizations
must take action and address issues appropriately if they want
to overcome these potential obstacles. Even countries with
very different cultures can build successful trading partner-
ships if they learn to respect each other’s customs and habits.
It's important for businesses to consider individual cultures
as they set goals and objectives for international trade.

Summary

Culture is the set of customs, habits, and traditions of a
particular group of people. Businesses have their own
organizational cultures and subcultures. They must also deal
with different cultures around the world. A good resource for
understanding culture is Hofstede’s dimensions of national
culture—power distance, uncertainty avoidance, individualism
v. collectivism, masculinity v. femininity, long-term v. short-
term orientation, and indulgence v. restraint. Culture heavily
influences communication, both verbal and nonverbal. Other
cultural issues businesses must address include religion,
corruption, government involvement, and negotiation tactics.

I Setsukol
iSiagk/Thinkstock

A Understanding differences in negotiation is essential for reaching compromise.

w
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10.

he video “Cultural Differences in Negotiations and
Conflicts” offers more examples of negotiation in
various cultures: https://youtu.be/rSDntIn6ekE .

. What is culture?
2. What are organizational cultures and subcultures?

How does culture affect a country’s decision to
trade internationally?

What are Hofstede’s dimensions of national culture?
How does culture affect verbal communication?
How does culture affect nonverbal communication?

How does the religious aspect of culture
influence businesses?

Describe the relationship between culture
and corruption.

How does the level of government involvement
affect international trade?

How does culture affect business negotiations?

LAP-EC-045-SP © 2018, MBA Research and Curriculum Center®

On Top of the World 6



G2 QNE

Bribery is @ common practice in many nations. Sometimes, government officials are living
in poverty, and they try to leverage their positions to better provide for their families. Many
businesses know that paying bribes will give them a competitive advantage for trading in
these countries. Within these countries, making “grease” payments is not illegal, and
almost every company does it. But is it ethical? What do you think?

Do It Right B

By now, you understand how important it is for businesses to address cultural issues appropriately when engaging
in international trade. But how can they do so practically? Let's take a look at some of the ways businesses can prepare
for success when dealing with other cultures.

Research, research, research

Before doing business in a new country, a business should learn all it can about that country’s culture and subcultures.
What are the people like? What do they valug? How do they spend their time? What about the government—is the political
situation stable? What business laws or trade policies are in place? Knowledge is power, and the more cultural knowledge
a business has, the better chance it has of being successful in international trade.

—————

120y
//J'/O?/Sm/,//.ﬁ .
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Stock

A While doing research online is a great start, the best way to learn about a culture is to actually interact with someone
from that culture! You can use the Internet to communicate with people across the world.
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Conducting research can prepare a business to deal with potential corruption in a new market. An organization called Transparency
International publishes a Corruption Perceptions Index each year (visit www.transparency.org/news/feature/corruption_perceptions
index_2016). Using this index along with other relevant research can help a business answer important questions, such as:

How much room should we include in our budget to deal with corruption in this country?
What are the legal bounds of bribery in this country?

al
al
# How will dealing with corruption in this country affect our accounting records?
al

If we refuse to make certain payments, will it affect our competitiveness in this market?
# How would involvement with bribery and corruption affect our reputation?

Businesses should also obtain a clear understanding of religious issues before undertaking operations in a particular country or culture.
Consider the impact of Buddhism in Thailand. About 95 percent of the country actively participates in the Buddhist religion. Many of
the prominent Buddhist holidays are in the months of April and May. It would not be wise, therefore, to schedule a business meeting
in Thailand during this time, as many people take vacations around the holidays.

A business must prepare its employees for dealing with people from other
cultures. This applies not only to employees who will be traveling and visiting
other countries, but to domestic employees as well. After all, it's
just as important to treat customers and contacts from other
cultures appropriately on your own “turf’—whether they are
visiting your country, talking with you on the phone, commu-
nicating over email or video chat, etc.

In some cases, businesses hire employees who speak certain
languages or even pay for current employees to take language
training. It's not always a requirement to speak the same
language as the customer or contact you're dealing with, but
it certainly helps! If there is a language barrier, a translator
can help to make sure that communication is clear. Many
companies also provide cultural training for employees who
will be dealing with those in other countries. Cultural training
can educate employees on the customs and traditions of the . . o FeingrsyBlond nges/Tinktok
people they may encounter and can provide some practical

PO €y . . h A Video conferencing is an increasingly common way
do's” and "don'ts” for interacting with them. to do business among different cultures.

Tips and guidelines

Every culture is unique, but there are some general tips and guidelines that can help
employees approach almost any cultural issue correctly:

‘i Understand that you're not dealing with “culture”—you're dealing with real, live people! Approach
everyone as a unique individual, not simply a representative of a certain culture. Realize that even one
person may represent a variety of different cultural backgrounds. Strive to develop personal relation-
ships with others and to truly get to know them in a respectful way.

;i Expect differences to arise. Don't be surprised when you encounter difficulty understanding, commu-
nicating with, or relating to a person from another culture. This is natural. By researching and learning
about other cultures, you can be as prepared as possible to deal with these issues when they come up.
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J he article “Cell Phone Culture: How Cultural Differences Affect Mobile Use” by
@' Naomi Canton explains how even something as simple as using a cell phone can vary
<Y/ drastically between cultures: www.cnn.com/2012/09/27/tech/mobile-culture-usage/.

iStock/Thinkstock

4‘ Avoid these common mistakes:

« Stereotyping—This means generalizing people based on their cultural backgrounds—thinking that all Mexicans or all
Jewish people or all Asians think and act the same way. This is simply not true. Your personal experiences with people
from certain cultures may be positive or negative—but don't let those experiences influence your thinking about an entire
group of people. Treating people as individuals should help you avoid this problem.

« Ethnocentrism—This means believing that your own culture has it “right.” Remember that “different” doesn’t necessarily
mean “wrong.” Just because someone from another culture thinks or acts unlike you, it doesn’t mean his/her culture is
inferior to yours.

"'h Strive to communicate as clearly as you can. Avoid using slang and jargon that may be difficult for those from other
cultures to understand. Use examples to clarify your point. Ask questions when you don’t understand something, and
listen carefully to others. Observe the other person’s communication style and adapt to it as much as you can.

- he video “Intercultural Communication” from Babelissima discusses the effects
of culture on communication and how small differences in culture can cause
difficulties when trying to communicate: https://youtu.be/SkBXaKfxI7Y?t=12.

L ¥
iStock/Thinkstock

"h Show respect. Learn how respect is shown in the culture you're dealing with so you can demonstrate it the right way.
For example, in some countries, a respectful greeting might include a kiss on both cheeks, but in other countries, this
gesture would be considered too forward.

~h Be flexible. When dealing with people in other countries or cultures, you won't always be able to have things “your way.”
Learn to compromise and adapt to changing situations and circumstances, especially when you are a guest in another
country. For example, you might need to alter the technology you might normally use for a presentation or allow more
time for casual conversation during a meeting.

"'h Be patient. Sometimes, communicating or doing business with people from other cultures can take a little longer or
even cause some initial frustration. Don’'t become overwhelmed. Just stick with it and continue working to build good
international partnerships for your business.

Summary

There are a number of ways that businesses can successfully inter-
act with other cultures while engaging in global trade. They can pre-
pare for this interaction by learning as much as they can about other
cultures and training their employees appropriately. Other guidelines 2. How can employees prepare to deal with
for successful cultural interaction include dealing with people as other cultures?

individuals; expecting differences to arise; avoiding stereotyping
and ethnocentrism; communicating clearly; showing respect; being
flexible; and being patient.

)~ |
IVI a ke It de y 1 hat kind of “organizational culture” exists at your school? What kinds of

subcultures have developed? How do these cultures affect different people at your school—administrators,
teachers, students? What does your school do to accommaodate these subcultures? What does it need to do?

1. How can businesses prepare to deal with
other cultures?

3. What is one guideline that can help employees
approach cultural issues correctly?

LAP-EC-045-SP © 2018, MBA Research and Curriculum Center® On Top of the World 9



