International Business
Lecture 3+4
Tuesday October 2nd

Project due date moved to OCT 15th
No penalties for early submission. 


(Last weeks slides continued)

Religious and Ethical Systems – Global.
· Religion is defined as a system of shared beliefs and rituals that are concerned with the realm of the sacred.
· Ethical systems refer to a set of moral principles, or values, that are used to guide and shape behavior. 

Religions – Global

· There are thousands of religions in the world today, but in terms of number of adherents, four dominate:
- Christianity: 1.7 Billion
- Islam: 1.0 Billion
- Hinduism: 750 million
- Buddhism: 350 million

Religions – Global
· Other regions that have more than 10 million adherents include
- Judaism
- Shinto (Japan)
- Sikhs (India)  

Economic Implications (1) Christianity and Islam
Christianity
· Protestant:
Ethics emphasize the importance of hard work and wealth creation.
Direct communication with God
· Catholics:
Promise of salvation in the next world, and how the poor would reach heaven.
Communication with God through the priesthood

Islam
· Economic principles of Islam favour free enterprise and of earning legitimate profit through trade and commerce.
· Earning interest is wrong
· In the Islamic view of the world, humans are part of a collective in which the wealthy and successful have obligations to help the disadvantaged.
· Two main denominations
· Sunni and Shia


Economic Implications (2) Hinduism and Confucianism

Hinduism
· Hindu values emphasize that individuals should be judged not by their material achievements, but by their spiritual achievements.
· Hinduism also supported India’s caste system.
· Modern India is a very entrepreneurial society, with millions of hardworking entrepreneurs, many of whom are educated in the Western World

Confucianism
· The Confucian system of ethics are of particular interest—loyalty, reciprocal obligations, and honesty.
· In Confucian cultures, the loyalty that binds employees to the heads of their organization can reduce the conflict between management and labor
· Guanxi refers to relationship networks supported by reciprocal obligations.


Language

· Language does far more than just enable people to communicate with each other.
· The nature of language also structures the way we perceive the world.
· it also helps define culture. 
· In countries with more than one language, one also often finds more than one culture.
· Chinese is the “mother tongue” of the largest number of people, followed by Spanish, and English.
· However, the most widely spoken language in the world is English.
· POSSIBLE QUIZ QUESTION

Culture and the Workplace

· How a society’s culture affects the values found in the workplace is of considerable importance to an international business with operations in different countries. 

· Hofstede isolated five dimensions that he claimed summarized different cultures:
1. Power distance
2. Individualism versus Collectivism
3. Uncertainty avoidance
4. Masculinity versus femininity
5. Long-term versus short-term orientation

Power Distance.

What this means: 
· You may categorize a culture based on the degree to which the upper class is separated from the lowest class. 
· If this distance is small, like in Canada, the there might not be a lot of domestic conflict which is "class based", if the distance is large, like in India and Mexico, then there may be strong class based tensions. 
· For people selling consumer products internationally, knowledge of the Power Distance in a country may apply to who you select as actors to feature various consumer products and the words you use to describe them - particularly if a product may be considered to be used by the lower class of people, or upper class. 
· These considerations would apply to products such as luxury electronic consumer items or expensive watches or high priced vehicles.
	See also http://www.witiger.com/internationalbusiness/culturalconsiderationsHofstede.htm

Individualism vs Collectivism

What this means: 
· For some countries, which have a high degree of Collectivism for historical / agricultural reasons,
· It would be recommended that marketing consumer products would be more successful if groups of people were in the ad, as compared to individuals. 
· For example, if you wanted to market a new cell phone feature in Beijing, you would create a TV commercial showing how the person shared this with all their friends, if you wanted to market a new cell phone feature in New York, you'd show an individual and how they used it to save time or money.

Uncertainty Avoidance

What this means:
· If the culture is very afraid of uncertainty then they will create many laws, rules and regulations to control people's behaviour - on the opposite would be a culture that values freedom and has few laws because the people believe they can take care of themselves and are not uncertain. A good example would be Texas Vs. Ontario 
· A culture that is very afraid of uncertainty can also be sold things based on a different blend of images in print and TV commercials. 
· For example, tires may be sold in one region based on their safety rating and ability to brake in bad weather, in another region they may be marketed based on their "cool looks" and aggressive tread pattern for SUVs.
 
Masculinity vs Femininity

What this means: 
· In some cultures, like Afghanistan, the difference between the men and women is quite extreme as it relates to clothing, job opportunities, religious regulations, language, human rights etc. In other countries, like Sweden or Norway, the difference between men and women are minimal.
· For example, it may be attractive to have a female actress posing as a lawyer in an IT commercial marketing some IT product, but this would not be "believable" in some regions where female access to post-graduate university education is still not common.

Walmart failed in Germany because there were already big competitors who had matched the country’s consumers shopping habits, and preferences. The consumers probably already had brand loyalty toward the other competitor. The consumers in Germany also preferred quality merchandise, which did not match up with Walmarts regular style of discount merchandise 

Walmar is doing well in China, it considers china its centre of its new growth strategy. They had problems at the beginning of working in china because the consumers only wanted to buy fresh produce and meat, so walmart had to adapt. 





















International business
Chapter 5
Lecture 4

Assignment # 1
· To complete Assignment #1, you need to read Chapter 6 i.e. the reading for next week
· Any Questions on Assignment #1

Learning Outcome:  
· See how trade develop and why countries tend to specialize.
· Learn theories explaining trade flows, and arguments for and against government policies on trade. 
· Understand implications of Trade Theories for International Business .

Theory – practice
· The economic arguments surrounding the benefits and costs of free trade in goods and services are not abstract academic ones. 

Trade has economic benefits
· Examples: the Asian ‘Tigers’
· 1960’s – 1980’s	Japan
· 1980’s – 2000’s 	Singapore, Korea
· 1990’s – 2010’s 	China, Vietnam
· 2000’s – 		India
· All are modernising and benefiting from trade, and are different phases of development

Theory – Practice
· International trade theory has shaped the economic policy of many nations for the past 50 years. 
· It was the driver behind the World Trade Organization and regional trading blocs such as 
· the European Union and
· the North American Free Trade Agreement. (NAFTA).

An overview of trade theory

Adam Smiths theory of absolute advantage. 
· Proposed in 1776, Smith’s theory was the first to explain why unrestricted free trade is beneficial to a country. 
· Free trade refers to a situation where a government does not attempt to influence what its citizens can buy and sell


Absolute advantage

· A country has an Absolute Advantage in the production of a product when it is more efficient than any other country in producing it.
	The Wealth of Nations, Adam Smith (1776)

- Will numerical examples of absolute and comparative advantage be on the exams? 

An overview of trade theory

· Building on Smith’s work are additional theories
· One is the theory of comparative advantage, by David Ricardo
· Ricardo’s work was refined by Eli Heckscher and Bertil Ohlin, whose theory is known as the Heckscher–Ohlin theory
· The great strength of the theories of Smith, Ricardo, and Heckscher–Ohlin is that they identify with precision the specific benefits of international trade

The benefits of trade

· The theories of Smith, Ricardo, and Heckscher–Ohlin show why it is beneficial for a country to engage in international trade even for products it is able to produce for itself. 
· Many Canadians believe that to help save Canadian jobs from foreign competition, Canadian consumers should buy products produced in Canada, by Canadian companies, whenever possible.

The benefits of trade

The theories of Smith, Ricardo, and Heckscher–Ohlin tell us that a country may gain if its citizens buy certain products from other nations that could be produced at home. 
· The gains arise because international trade allows a country to specialize in the manufacture and export of products that can be produced most efficiently in that country, 
· while importing products that can be produced more efficiently in other countries.







Heckscher-Ohlin Theory

· The Heckscher–Ohlin theory predicts that countries will export those goods that make intensive use of factors that are locally abundant, while importing goods that make intensive use of factors that are locally scarce.
· Like Ricardo’s theory, the Heckscher– Ohlin theory argues that free trade is beneficial.
· Eli Heckscher (1919)
· Bertil Ohlin (1933)


The pattern of International trade

The theories of Smith, Ricardo, and Heckscher–Ohlin also help to explain the pattern of international trade that we observe in the world economy.
· Some aspects of the pattern are easy to understand.
· Climate and natural-resource endowments explain why 
· Ghana exports cocoa, 
· Brazil exports coffee, 
· Saudi Arabia exports oil, 
· and China exports ginseng.



The pattern of international trade.

The theories of Smith, Ricardo, and Heckscher–Ohlin
· Some aspects of the pattern are difficult to understand
· Leading to the New Trade Theory
· New Trade Theory stresses that, in some cases, countries specialize in the production and export of particular products not because of underlying differences in factor endowments, but because in certain industries the world market can support only a limited number of firms.


Mercantilism

· Mercantilism is an economic philosophy advocating that countries should simultaneously encourage exports and discourage imports.
· The flaw with mercantilism was that it viewed trade as a zero-sum game.



POSSIBLE QUIZ QUESTION:

	Exports of goods 
	on a balance-of-payments basis, by product  ($ million)

	
	2009
	 2010
	 2011

	Agriculture
	37,238
	36,938
	41,039

	Energy
	79,835
	90,886
	112,149

	Forestry
	19,529
	21,851
	22,386

	Industrial Goods
	79,145
	96,489
	116,914

	Machinery 
	80,158
	76,095
	80,599

	Automotive
	43,811
	56,783
	59,307

	Consumer
	17,935
	16,428
	16,353

	   Total Exports
	359,660
	395,470
	448,746






Comparative advantage

· Theory that countries should specialize in the production of goods and services they can produce most efficiently. A country is said to have a comparative advantage in the production of such goods and services.
· Principles of Political Economy, David Ricardo (1817)
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