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Environment of World Business
Fall 2013 First Examination
Study Questions
B.    Essay Questions (up to six will be chosen for the exam)
1. 
What is globalization? During the recent past, say 10 years, what have been the major drivers of globalization? Is globalization a zero-sum game? If so, why? If not, why not? Are Canadians better off as a result of globalization? Using specific examples, explain why or why not?
Globalization refers to a shift toward a more integrated interdependent world economy. Globalization has several facets, including the globalization of markets and the globalization of production. On an economic and business level globalization refers to “the increased mobility of goods, services, labor, technology and capital throughout the world”
Drivers of globalization: two macro factors underlie the trend toward greater globalization. The first is the decline in barriers to the free flow of goods, services, and capital that has occurred since the end of WWII. The second factor is technological change, particularly the dramatic developments in recent deca=des in communication, information processing, and transportation technologies.
If globalization is a zero-sum game is still debatable depending on the country.
There are many advantages of globalization.
From a broad perspective, globalization
·  
creates economic activity (which stimulates economic growth)
·  
creates jobs
·  
raises income levels
·  
Provides consumers with more choices in regard to the products and services that are available to them.
·  
 From the perspective of an individual firm, globalization has the potential to increase revenues (through expanded market potential), drive down costs (through additional economies of scale), and boost profits.
However, critics argue that globalization
·  
destroys manufacturing jobs in wealthy countries and
·  
contributes to pollution. Critics argue that
·  
falling trade barriers allow firms in industrialized countries to move their manufacturing activities offshore to countries where wage rates are much lower. Critics also argue that globalization
·  
encourages firms from advanced nations to move manufacturing facilities offshore to less developed countries to avoid the more stringent pollution controls in place in their home countries.
Canada is heavily connected to and dependent on the rest of the world. More than two-thirds of Canadians use the Internet. More than two-thirds of television-viewing time is devoted to foreign programming. Foreigners have invested more than $500 billion in Canada. Exports, mostly to the United States, amount to more than 40 percent of Canada's gross domestic product (GDP). Canada is a member of 14 international organizations, second only to the US, which is a member of 15. So globalization has benefited some Canadians and hurt others who for example lost there jobs to Mexicans after the NAFTA agreement. Overall Canadian efficiency, competition, and economy are said to be better.
2. 
Governments often intervene in international trade. Identify and briefly describe four ways that governments conduct international trade intervention. In your opinion, why do they do this and outline why you think government intervention is a good or bad thing?
· Tariffs – a tax levied on imports or exports
· Subsidies – government payments to domestic producer

· Import Quotas – a direct restriction on the quantity of some good that may be imported into a country

· Voluntary Export Restraints -  quotas on trade imposed by the exporting country usually at the request of the importing country’s government
The government intervenes for several reasons some of which are:
· Protecting domestic jobs and industries from unfair foreign competition which could be operating at a lower cost than domestic industries giving them the advantage of reducing prices.

· National security: It is necessary to protect certain industries because they are important for national security such as aerospace industries.

· Retaliation: Governments often use the threat to intervene in trade policies as a bargaining tool to help open foreign markets and force trading partners to “play by the rules of the game”

· Protecting consumers from unsafe products.

· Protecting human rights in other countries is an important element of foreign policy for many democracies.

I think government intervention can be good as well as bad. For example intervening for the right reasons such as national security or protecting human rights might be good, however intervention to protect domestic industries might not always be good since some of them are inefficient. Government intervention should be kept at a minimum and incases that are unavoidable, knowing that most of the time the market can adjust on its own.
3. 
It is argued that the benefits of free trade far outweigh the costs associated with it. What are the potential costs of adopting a free trade regime? Should governments intervene to minimize these costs and specifically what should they do?
The costs of a free trade regime are:
· some groups may benefit at the expense of others

· dumping may occur, dumping is defined as selling goods in a foreign market at below their costs of production or as selling goods in a foreign market below their fair market value.

· Loss of jobs, domestic jobs

· Environmental concerns- claims that free trade leads to higher production, thus more pollution, deforestation etc.

· Ethical concerns- despite the WTO efforts, many companies still operate on child labour, unsafe working conditions and other unethical practices. This occurs bc companies want to lower costs due to competition. 

Governments should intervene to minimize these costs in order to preserve jobs , protect industries deemed important for national security, retaliating against unfair foreign competition, protecting consumers from’’dangerous products’’, furthering the goals of foreign policy and advancing the human rights of individuals in exporting countries. However government intervention may be harmful in several other aspects such as protecting inefficient domestic producers, pushing the policy of a political party that might not be in the best interest of a country. Government intervention should be kept at a minimum and in unavoidable situations, knowing that the market is more efficient without government intervention.
4. 
Assume that you are a senior manager with a Canadian-based manufacturer of skin care products. For the past three years, your company has been producing and marketing a non-prescription cream which actually prevents and cures acne. You have been asked to propose how to expand sales of the product into the United States. Identify four options that are available to you and discuss their benefits and shortcomings. Which option would you recommend and why?
Four available options: Exporting, Licensing, Joint Venture and Foreign Direct Investment.
Exporting: Producing goods at home and then shipping them to the receiving country for sale.
Benefits: 1. Avoids the cost of establishing manufacturing operations in the host country. 2. By manufacturing the product in a centralized location and exporting it to other national markets the firm may realize substantial economies of scale from its global sales volume.
Shortcomings:1. Not good if lower cost locations for manufacturing the product can be found abroad. 2. High transportation cost can make exporting uneconomical it is better for products with a high value-to-weight ratio (medical equipment, personal computers, and electronic components). 3. Tariff barriers; by placing them on imported goods, governments can increase the cost of exporting relative to the other options.
Licensing:  Granting a foreign entity (the licensee) the right to produce and sell the firms’ products in return for a royalty fee on every unit sold.
Benefits: 1. The firm does not have to bear the development costs and risks associated with opening a foreign market. Is attractive when a firm doesn’t want to commit substantial financial resources to an unfamiliar or politically volatile foreign market. 2. Used when there are barriers to invest and it is prohibited to participate in a foreign market.  3. Better when it has intangible property that might have business applications but the company does not want to develop those applications itself.
Shortcomings: 1. Licensing may result in a firms’ giving away valuable technological know-how to a potential foreign competitor. 2. It does not give a firm the tight control over manufacturing, marketing and strategy in a foreign country that may be required to maximize profit. 3. quality control problems.
Joint Venture: A cooperative undertaking between two or more firms.
Benefits: 1. A firm benefits from the local partner’s knowledge of the host country’s competitive conditions, culture, language, political systems and business systems. 2.When the development costs are high or the risks of opening a foreign market is high, a firm might gain by sharing these costs with a local partner. 3. Research has shown that there is low risk of being subject to nationalization and other forms of government interference.
Shortcomings: 1. Risk of giving control of its technology to its partners (use agreements to minimize the risk). 2. Shared ownership arrangements can lead to conflicts and  battles for control between the investing firms if their goals and objectives change or if they take different views as to what the strategy should be.
Foreign Direct Investment: Direct investment in business operations in a foreign country.
Benefits: 1. No transportation cost or trade barriers. 2. Firms can maintain control over its technological know-how, or over its operations and business strategy. 3.When the firm's capabilities are simply not amenable to licensing.4. Improve image in the host country because it is creating jobs, deeper relationships with the government, customers, local suppliers, distributors, allowing it to adapt its products to the local market better.
Short-comings: firm faces many risks, such as restricted or devalued currencies, falling markets, or government changes.
Since the United States is a member of NAFTA as well, we can take advantage of low or none existent tariffs on the cream and export it there. If trade barriers were high FDI would be the best solution because it eliminates trade barriers and transportation costs ,and allows control over the marketing, strategy and goals of the firm. In short I recommend exporting in the beginning to test the market, without giving away important technological know-how.
5. 
Identify and discuss the benefits and costs of foreign direct investment to host countries. Are there any disadvantages? If so, what might these be?
Benefits :
. Resource transfer effects: FDI can make positive contributions to a host country’s  economy by supplying capital, technology, and management resources that would not be available and thus boost the country’s economic growth.

A. Employment Effects: FDI brings jobs to a host country

B. Balance of payments effects: FDI is a substitute for imports of goods and services,and the effect can be to improve the current account of the host country’s balance of payments, secondly MNE uses the subsidiary in the host country to export  goods and services to other countries.

C. Effect on competition and economic growth: can lead to an increase in the level of competition in the host country leading to reduced prices of products as well as increasing domestic firm’s efficiency.

Costs/ disadvantages: 
. Adverse effects on competition:  Foreign subsidiaries have strong economic power to drive local firm’s out of business.

A. Adverse effects on the balance of payments: Against the initial capital inflow that comes with FDI must be the outflow of earnings to the host country, secondly the Subsidiary might be importing a lot of inputs to its operations which offsets the balance of payments for the host country.

B. National sovereignty and autonomy: key decisions that can affect the host country’s economy will be made by a foreign parent that has no real commitment to the host country and over which the host country’s government has no real control.

6. 
The interests of producers are typically the beneficiaries of government trade policy usually at the expense of consumers. Why is this case? Can arguments be made for putting consumers’ interests ahead of those of producers? What might these arguments be?
All trade policies tend to benefit producers and not consumers.
       
Tariffs: import tariffs impose significant costs on domestic consumers in the form    
of higher prices.
       

       
Subsidies: Government subsidies must be paid for, typically by taxing    individuals and corporations.
       

       
Quotas: always raises the domestic price of an imported good. If domestic     
industry lacks the capacity to meet demand, an import quota can raise prices for                
the domestically produced and imported good.
       

       
Local content requirements: Higher prices for imported components are      
passed on to consumers of the final product in the form of higher final prices.
  
Arguments:
 
At the beginning, the protectionism is put in place to maintain or strengthen the comparative advantage of corporations inside a province or for the whole country. One good argument for the consumer would be to protect or even create jobs inside the country to enhance the economy.  
On another side, it could be to protect the consumers from unsafe and low quality product. It could also be to protect human rights from companies who doesn’t respect the charts of human rights by enforcing child or slavery to work. 
7. 
Culture can influence the costs of doing business in a country. Define culture. Using at least four examples, identify and discuss how culture affects the cost of doing business in Canada.
Culture is defined as a system of values and norms that are shared among a group of people and that when taken together constitutes a design for living. it is also defined as the lens through which we see the world.
When doing business in a country , you should be sensitive to the culture of the host country.
Examples: 
1 - Canadian and most of North Americans prefer to do business in a short amount of time. In contradiction of South American, African, South European or even Asian countries, presentation of business and contracts are negotiated and applicated as fast as possible. Being late can represent an affront and can terminate a deal. This example represent how stressful it can be to do business in Canada and how the culture can change the way we do business.
2 - Canadians are worldly known to be polite and calm. This can be an issue when comes the time to negotiate as some can take advantage of that situation. The most sensitive you are in front of a situation can sometimes lead to losses in negotiations towards the other party.
3 - The two languages in Canada can represent an issue when entering Canadian market. As English dominates the country, most of the business in Quebec is done in french. The difference of values, norms and ideas inside Canada are widely spread and makes it difficult to standardize in a business point of view.
4 - The individualism thinking as a political view can make it harder to strengthen an organization or business. People work for themselves and that can diminish the sense of belonging inside a corporation which can lead to inefficiency, conflict in regard of slacking or employers trying to take advantage of their own businesses.
8. 
Regional economic integration can offer many economic and political benefits. Identify and discuss these. In your opinion, has the North American Free Trade Agreement been beneficial to Canada? Why or why not? Why has MERCOSUR not lived up to its potential? If not, what do you believe that MERCOSUR should do to change this?
4.  Trade increased to more than 80% of Canadian foreign trade. 
MERCOSUR:
The major issue is that they were not producing and trading as efficiently as they could have been.
The fastest growing items in intra-Mercosur trade were cars, buses, agricultural equipment and other capital-intensive goods that are produced relatively inefficiently in the four member countries. In other words, mercosur countries insulated from outside competition by tariffs that run as high as 70% of value on motor vehicles, are investing in factories that build products that are too expensive to sell to anyone but themselves.  The result is that Mercosur might not be able to compete globa
The Economic Benefits
· Stimulates economic growth in countries: by creating dynamic gains from trade and FDI.

· Increases FDI and world production: by transferring technological, marketing, and managerial know-how to host nations.

· Countries specialize in those goods and services that they can produce efficiently

· Additional gains from free trade beyond the international agreements such as GATT and WTO as RTAs can supersede WTO

The Political Benefits
· Economic interdependence creates incentives for political cooperation

· Reduces potential for violent confrontation

· Democracies don’t go war with each other

· Together, the countries have more economic clout to enhance trade or compete with other countries or trading blocks

Yes, NAFTA has been beneficial for Canada: 
1.  Canadian companies found cheaper labor abroad.
2.  Product/ service prices for Canadian consumers decreased
3.  Canada is now better able to compete with European and Asian markets
lly once the group’s external trade barriers come down. In the mean time, capital is being drawn away from more efficient enterprises. In the near term, countries with more efficient manufacturing enterprises lose because Mercosur’s external trade barriers keep them out of the market.
In order to change the current situation, MERCOSUR should follow this example of the EU. A possibility of creating a uniform currency and strengthening the union.
9. 
Trade unions in developed countries often are against imports from low-wage countries and advocate trade barriers to protect jobs that they characterize as facing ‘unfair’ import competition. Examples could be found in the clothing manufacturing and automobile industries. Do you think that this argument is in the best interests of (a) corporations, (b) consumers, (c) union members and (d) the country as a whole? Explain why you think this way for each of these.
A)    Corporations: Firms disperse its various production activities to those countries where they can be performed most efficiently. Trade barriers constrain a firm’s ability to disperse its productive activities in such a manner. Trade barriers raise the costs of exporting products or partly finished products between countries. This may put the firm at a competitive disadvantage to indigenous competitors in that country. Quotas may limit the firm’s ability to serve a country from locations outside of that country. All these effects are likely to raise the firm’s costs above the level that could be achieved in a world without trade barriers
B)   Consumers: It is not on the best interest of consumers because all studies find that import tariffs impose significant costs on domestic consumers in the form of higher prices. As with all restrictions on trade, quotas do not benefit consumers. An import quota or voluntary export restraint always rise the domestic price of an imported good. On the other hand, barriers could be good for consumers as products tend to be safer as the local producers will respect safety procedures required by the law.
.
C)   Union Members: This argument is in the best interest of union members because although economic integration aids the majority it has its cost. Moving to a free trade regime involves painful adjustments. For example due to the 1994 establishment of NAFTA, some Canadians and US workers in such industries as textiles, which employ low-cost, low-skilled labor lost their jobs as Canadians and US firms moved production to Mexico.  Union members could be damaged if corporations move their production activities offshore to lower their costs making them to lose their jobs.
D)   The country as a whole: The country is benefiting because the government gains, trade barriers increase government revenues. It is good to the country because barriers protect jobs, industries, it also boosts GDP, the national security, as well as protecting citizens from harmful products. They protect values of the country. Loss of independence, culture, sovereignty
Bad -> can prevent investors from investing and create value, jobs, industries, knowledge
10.  Assume that you are a buyer for a chain of retail stores which specializes in consumer electronics such as computers, televisions and cameras. On a buying trip to one of your suppliers in a poor nation, you find out that, contrary to your employer’s policy and that of your supplier, the supplier has hired a nine year old boy who is working assembling game consoles. Shocked, you tell your supplier that this situation is untenable particularly since the boy should be in school. The supplier answers that the boy is an orphan who cannot afford to go to school let alone eat unless he earns the income that the job pays. He goes on to say that if the boy loses his job, he’ll most likely become homeless and will be relegated to living on the street. What would you do in this situation and why would you do it?
As you guys said, this question can be personal, but this is how I see the situation:
There is plenty of way to deal with this kind of situation. One could be to report the company to the WTO and threat the supplier to change its policy regarding the age of hiring as you could stop to import their products. The consequence with this delicate situation would be too important and numbers of employee of your organization could lose their job if consumer learn the bad habits of your suppliers and start to boycott your products…
It could be possible depending of your revenue to invest in charity to open orphanage in the region saving taxes and in the same time improving your image.
If there isn’t any changes, simply change supplier...
11.  Identify the key tenets of absolute advantage, comparative advantage and national competitive advantage. Using examples, illustrate how they differ from each other.
· Absolute Advantage is when a country is more efficient than any other country at producing a specific good or service. ex: Brad takes 2 hours to mow his lawn. Dan takes 4 hours to mow his lawn, because it takes brad less time to mow his lawn he has an absolute advantage in mowing lawns.

· Comparative Advantage is when a person or a country can produce a good at a lower opportunity cost compared to someone else. For example suppose that in the same 2 hours brad spends mowing the lawn he can voice a pixar movie and earn a million dollars, so his opportunity cost for mowing the law in a million. However Dan’s next best alternative is working at 8 dollars an hour so his opportunity cost is 8x4=32 dollars. Dan has a comparative advantage over brad in mowing lawns because his opportunity cost is lower. (brad has the absolute advantage). 

· National competitive advantage is the theory that Porter formed, which states that four broad attributes of a nation shape the environment in which firms compete and these attributes either promote or impede the creation of competitive advantage. 

Those attributes are: 
1)Factor endowments: a nation’s position in factors of production such as skilled labor or infrastructure necessary to compete in a given industry. 
2) Demand conditions: the nature of home demand for the industry’s home product or service. 
3) Relating and supporting industries: the presence or absence of supplier industries and related industries that are internationally competitive. 
4) Firm strategy, structure, and rivalry: the conditions governing how companies are created, organized, and managed and the nature or domestic rivalry. 
An example of this can be seen in Japan. It has a large pool of engineers(factor endowments) that resulted in its success in many manufacturing industries. Also Japan’s sophisticated and knowledgeable buyers of cameras helped stimulate the japanese camera industry to improve product quality and to produce innovative models(Demand conditions). an example of supporting and related industries can be seen in U.S because of its excellent semiconductors industry that made it excel in production of computers and electronics. Finally, Firm strategy, structure and rivalry can be seen in Japan also. It has many rivalries between companies that are trying to achieve maximum profitability and those companies also do their best to outdo each other.
12.  What are the major recent trends in global foreign direct investment? Identify and briefly discuss the factors underlying these trends.
Answer:
Between 1992 and 2008, FDI has increased by more than 800% while world trade grew by some 150% and world output around 45%
Foreign Direct Investments has grown at a higher rate than world trade and world output.
Even though there has been decline in trade barriers over the past years, the fear from protectionist pressure remains, therefore firms establish FDI as a means of preventing future trade barriers.
The reduced trade barrier due to the shift towards democratic political institutions and free market economies makes it more inviting for firms to engage in FDI.
Major trends in FDI investment:
-FDI has grown more rapidly than world trade and world output
Reasons:
1. Businesses fear protectionist pressures (keeping jobs “at home”)
2. There have been dramatic political and economic changes in many parts of the world: China, Russia, the Middle East, Europe and India.
3. Globalization of the world economy: firms now see the whole world as their market and want to make sure they have a significant presence in many regions of the world.
-The sector composition of FDI has shifted sharply away from extractive industries and manufacturing and toward services: Industries such as electricity, water, telecommunications and business services are becoming more prominent.
1. The shift reflects the general move in many developed economies away from manufacturing and toward service industries.Shift to services is being driven by four factors:
2. Many services cannot be traded internationally. They need to be produced where they are consumed.
3. Many countries have liberalized their regimes governing FDI in services.
4. The rise of Internet-based global telecommunications networks has allowed some service enterprises to relocate some of their value-creation activities to different nations to take advantage of favorable factor costs. 
13.  Identify and briefly discuss the political arguments for and against political integration.
Answer:

For political integration: Political integration will generate interdependency between two countries, creating incentives for political cooperation therefore reducing the potential for violent conflict.
    By combining their economies, the countries can enhance their political weight in the world. Standardizing operations, regulations, finance system and products enhance efficiency and economic growth. 
Against Political Integration: Concern about national sovereignty arise because close economic integration demands that countries give up some degree of control over such key issues as monetary policy, fiscal and trade policy. In brief, loss of political power... 
14.  How can globalization be the tide that raises all ships? How can it result in a race to the bottom? Use six examples to illustrate your answers.
Answer: 
The increase of competitiveness caused by globalization will force undeveloped countries to pursue efficiency and minimal costs of production, which will stimulate economic growth within those countries allowing them to compete with superior economies in the long run. As all countries seek to lower costs, the increased incentives to diminish Political, economical, environmental and fiscal regulation results in a race to the bottom as each country competes for the lowest spot in the aforementioned categories. While the initial idea can be beneficial the end result can sometime be detrimental.
Ex:
1-The governments of two separate countries compete by lowering their taxes in order to attract foreign investment; although the country with the lowest tax rate attracts the larger amount of foreign investment, the government suffers a loss of tax revenue.
2-In the United States, private financial institutions battled for the lowest lending standards and loose credit policies; issuing mortgages and charging higher fees to the less credit-worthy resulted in the subprime mortgage crisis.
3- Developed countries with high wages and good perks will lose their jobs or lower their wages to confront outsourcing to emerging economies which will turn the economy down to recessions.
4- Environmentally, globalizations increase pollution and use of finite resources. The way business try to cut down cost are often at the detriment of the environment. The transport of goods, the use of raw materials and can be negative in the long run.
5 - Globalizations tends to move taxation away from corporations to citizens to attract business and FDI which increase the gap between rich and poor and can lead to recessions as consumers don’t have enough money to consume anymore.
6 - By trying to get export advantage by dropping the value of the country currency, countries creates major issue inside their economy such as asset bubbles, higher bond prices because of low interest rates. Eventually, it can lead to rise of interest which will increase cost for governments, corporations and consumers. 
Definitions:
1)   Backward vertical foreign direct investment:
BVFDI is an investment in an industry abroad that provides inputs for a firm’s domestic production processes.
2)
Vertical foreign direct investment:
Foreign direct investment in an industry abroad that provides input into a firms domestic operations or foreign direct investment into an industry abroad that sells the outputs of a firm's domestic operations.
3) World Bank
International institution set up to promote general economic development in the worlds poorer nations.
4) Common law system
A system of law based on tradition, precedent, and custom. When law courts interpret common law they do so with regard to these characteristics.
5) Civil law system
A system of law based on a very detailed set of written laws and codes.
6) Factor endowments
A country’s endowment’s with resources such as land, labour and capital
7) Heckscher-Ohlin theory
Countries will export those goods that make intensive use of locally abundant factors of production and import goods that make intensive use of locally scarce factors of production.
8) Leontief paradox
The empirical finding that, in contrast to the predictions of the Heckscher-olin theory. U.S exports are less capital intensive than U.S. imports
9) Political union
A political union involves a central political apparatus that coordinates the economic, social, and foreign policy of member states.
10) Diminishing returns to specialization
Applied to international trade theory, the more of a good a country produces, the greater the units of resources required to produce each additional item.
11) Free trade area
A group of countries committed to removing all barriers to the free flow of goods and services between each other, but pursuing independent external trade policies:
12) Voluntary export restraint
is a quota on trade imposed by the exporting country, typically at the request of the importing country’s government.
13) Regional economic integration
Agreements among countries in a geographic region to reduce, and ultimately remove tariff, and nontariff barriers to the free flow of goods, services and factors of production between each other
14) Political risk
Defined as the likelihood that political forces will cause drastic changes in a country’s business environment that adversely affect the profit and other goals of a business enterprise
15) Local content requirement
A requirement that some specific fraction of a good be produced domestically.
16) Expropriation
To deprive the possession of one’s land.
