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European Union - history

· Euroean coal and steel community - 1951
· Treaty of Rome - 1957
· Accession of Great Britain, Ireland and Denmark - 1973
European Union has 5 main bodies:

European Commission

· Administrative body that runs the EU
· President 
European Council 

European

· Over 700 members
· Directly elected
· Can debate issues
· But little real power
· Some push for more influence 
· They just usually talk, and debate. 
European Court of Justice 

· Located in Strasbourg 
· One member per country
· Court of appeal:

> EU rulings


> Disputes among countries


> Complaints by companies


> Cases brought by individuals

European Central Bank

· Euro adopted as a common currency by 17 countries
· Effective in 2002
· ECB manages monetary policy for those countries 
· Aim for stability and low inflation 
· Supposedly free from political influence. 
The Future of the EU

· Too many states?
· Turkey?
· Too big a bureaucracy?
· Not enough accountability? 
· Resistance to higher levels of integration. 
NAFTA

· Formed partly in reaction to EU
· Less integrated than EU
· Few effective enforcement mechanisms
· Some push to add more countries
· Free Trade Agreement of the Americas 
Mercosur 

· Most important trade group in South America
· Argentina, brazil, Paraguay, Uruguay 
· Brazil by far the most important player. 
· Would like to be a counterweight to NAFTA and the US
· Uneven success
· Some movement toward tighter integration .
ASEAN

· Association of Southeast Asian Nations
· Economic disparity among members
· Trying to forge an Asian identity
· Rebuffed Australia and New Zealand
· Some moves toward integration but many exceptions 
APEC

· Asia-Pacific Economic Cooperation
· US
Exchange Rates

· The nature of exchange rates
· Types of exchange rates
· Influences on exchange rates
· Managing exchange rate risks
How do exchange rates affect companies

- Affects the prices of goods they export

- Affects competitive goods if they are imported 

- Affects components and raw materials if they are imported

- May affect the price of capital

· May affect general market conditions
How do Exchange Rates Affect Countries

· Higher exchange rates make imports cheaper, but also makes it harder to export
· Lower exchange rates have the reverse effect
· Can affect inflation
· Rapid changes can have political effects. 
How do Floating Exchange Rates Operate?

· Determined by the market
· Reflects supply of and demand for currency
· Countries can influence both
· May try to influence rate of change rather than actual value
What Determines the value of a Pegged Exchange Rate?

· Linked to a specific currency or basket of currencies .
· Normally US dollar but also Euro
· Currencies are pegged:

> To avoid fluncuation


> To gain stability 


> To maintain a favorable balance

· Central banks intervene to maintain the rate. 
What are fixed Exchange Rates?

· A kind of pegged rate
· Rate is set against some major currency (or currencies) 
·  Within the country may not be convertible elsewhere 
· Can lead to black market if value is not accurate 
What are Dirty exchange rates?

· A floating rate
· Remains within certain limits against some other currencies
· Central bank intervenes only if currency goes outside band
· Similar to a pegged rate but with more flexibility 
· China pursues this policy.  (the lower the currency, the higher the export)
· China and Japan have a lot of reserves in order to control their currency
Stability is always the aim

Why don’t Goods Cost the Same in All Countries?

· Purchasing Power Parity 
· If markets were free then it would take an equivalent amount of currency to buy the same item
· This does not happen in the short term
· Why not?

> Internal Factors (taxes, subsidies, quotas)


> Distorted exchange rates


> Control by large firms

What Influences on Exchange Rates?

· Productivity. How efficient is a country using Land, Labor and Capital. If its not very productive, then it will be lower and vice versa. 
· Inflation.
· Interest rates
· Psychology of investors. 
Exporting

· The role of exporting
· Factors leading to the growth of exports
· timing
· The burdens of exporting
· Obtaining reliable information
· The process of exporting 
· The most basic function in International Business 
Reasons for exporting

Large Companies:

· Gain economies of scale
· Enter smaller markets
· Enter uncertain markets - to obtain some informations about the market. 
· To exploit limited product lines
· To protect technology - To gain a technology lead  (pharmaceutical companies)
Small Firms:

· Tap foreign markets without too much risk or expense
· To exploit foreign markets for products with limited appeal - Medwakh or the Hot sauce - 
· To avoid saturated markets.
All firms:

· Allows some initial learning - you get some feedback about prices and products
· Allows an initial corporate presence. 
· It a way to go abroad without setting up a factory and have a risk.
Types of exporters and Exporting

· Direct exporters ship directly to foreign country (to a firm or person). Between the manufractor and the seller. 
· Indirect exporters work through various types of agents. You are working through someone else
· Passive exporters wait for orders from foreign customers.
· Active exports seek out foreign buyers. 
Factors leading to the Growth of Exports

· Decline in trade barriers - Less tarrifs and taxes
· Outsourcing
· Easier access to communication. 
· Globalization:  Market saturation and Increased competition 
Timing

· New markets are only available for a time
· Taking too long to investigate may allows competitors to establish themselves
· Once a relationship is established it is hard to break
· It is also possible to move too quickly
The burdens of Exporting

· May not be an ongoing relationship
· Dealing with two legal systems. The legal system is usually sympathetic to local laws and companies. 
· Payment generally takes longer. Penalty fees that u have to pay for being late and so on.
· A great deal of paperwork. 
Benefits from a constant relationship between two companies:

· Information
· Stability
· a Network of companies
Information

· May be difficult to find accurate information especially for small companies.
· Most countries and many states/provinces provide an information service for exporters

> About countries


> About industries

· May also have lists of potential customers.
· Investors, and International Banks are interested in giving information to small companies. If they do start selling in the market, these banks want the advantage to be with them.
Finding Customers

· Government agencies
· Trade fairs. Similar to an exhibition (almost every market has a huge fair where companies can participate to finding customers and display their products)
· Advertising in local media
· Recommendations from other parts of the organization
· Agents
 Transferring Goods to Customers

· Relatively easy to industrialized countries. (UPS, Fedex, DHL. etc...)
· No just cost but security of goods. (stealing from the docks, and the area tour exporting to)
· Legal requirements
· Delays
· Possible extra-legal payments. 
Getting Paid

· For domestic firms use an open account
· For international firms use a move complex procedure 

> Dealing with two legal systems


> Would like to accelerate payments


> Want to reduce risk of not being paid

Export Trading Company 

·  Adds functions to those provided by an EMC
· Locating customers
· Financing customers
· Financing sales
· Setting up distribution channels
· May even process some products
Factors Affecting Type of Export Mechanism

· Type of product (important regarding techonology)
· Need for service
· Product image (coca cola, Apple)
· Normal industry pratice
· Comapny’s familiarity with the target market
· Characteristics of the target market
· Expeirence (its important)
The shipping and Payment Process I

· Step I: The importer places the order
· Step II: The exporter agrees to price and shipping date
· Step III: The importer arranges a letter of credit 
· Step IV: Letter of credit to exporter’s bank
· Step V: Bank informs the exporter the letter of credit has arrived
· Step VI: Exporter ships the goods
· Step  7: Exporter presents drafts to bank
· Step 8: Paperwork sent to importer’s bank
· Step 9: Importer’s bank
· Step 10: Endorsed draft goes to exporter
· Step 11: Exporter sells draft to bank at a discount (optional)
· Step 12: Importer’s bank notifies importer paperwork has arrived
· Step 13: importer pays bank
· Step 14: Importer’s bank pays exporter’s bank. 
· Understand the logic behind this: If each side carries their side of the transaction, each side will get what they want. (insurance is always included) This is a straight forward transactions. By bringing the bank and the FOB n the bill of Lading. 
Other Considerations

· This leaves out:
· Warehouses
· Bonding companies
· Handling firms
· Customs
- Complexity arises because both sides must be satisfied that the bargin will be upheld. 

Outsourcing 

· Outsourcing and globalization 
· Make vs Buy
· Problems with outsourcing
· Outsourcing services
· Management considerations 
· The future of outsourcing 
The process of Outsourcing

· The production of products or services are moved away from the company (Nike never makes their shoes, they only market it)

> Physically


>In terms of control

· More and more outsourcing has become “off-shoring”
Reasons for outsourcing 

· Costs
· Move away from unions (a main motivation for companies to outsource)
· Laws and regulations (less strict or different regulations regarding vacations)
· Establish a foreign presence.  (not as powerful as the other ones)
Advantages of Making Products and Components 

· Costs (an element to actually manufracture the product in the country or outsource it)

> The location of market


> Specialized products - availibility and resources 

· Specialized investments
· Protecting technology (making sure foreign companies dont get a copy of our technology)
· Scheduling and coordination 
Advantages of Outsorcing 

· Strategic flexibility
· Costs
· More realistic cost structures (transfer pricing)
· Offsets 
Problems with Outsourcing 

· Coordination (Jackets and the common wealth games in Australia)
· Quality
· Ethical Considerations (Nike’s story in over working children and so on)
· Culture
· Changes in government policy
· Changes in exchange rates
Outsourcing Services

· Increased oursourcing of services
· Much of this to India (Cheaper labor costs, and SPEAK English)
· Routine customer services
· Programming
· Some HR functions 
· Security issues
Managerial Considerations

· Make vs Buy

> Higher level of control


> Higher level of commitment


>More direct interaction

· Closer managerial connection is important when

> Quality is an important consideration


> Skills are scarce


> timing is crucial 

The Future of Outsourcing

· Will likely continue to grow but at a slower rate
· Shifts in Location (Thailand, Malaysia, and Veitnam - Africa has not grown yet?)
· Growth in outsourcing services
· Growing sophitication 

