Definitions
Economic Growth
-Year over year change in Gross Domestic Product (GDP)
-Real economic growth (GDP growth minus inflation)

Inflation
-Year over year change in Consumer Price Index (CPI)
  
Macro Environmental Analysis
Opportunities
Conditions in the environment that a firm can take advantage of to achieve its goals

Threats
Conditions in the environment that endanger the integrity & success of a firm’s business

How do you measure the attractiveness of the business environment in a country???
-Benefits
-Costs
-Risks

Business Implications of Differences  in Political Economy (political, legal and economic factors)

The political economy of a nation refers to its political, economic, and legal systems
· they interact and influence each other i.e. they are interdependent
· they affect the level of economic well-being in the nation 

Political system refers to the system of government in a nation assessed according to
· the degree to which the country emphasizes collectivism as opposed to individualism 
· the degree to which the country is democratic or totalitarian 

Collectivism stresses the primacy of collective goals over individual goals
· can be traced to the Greek philosopher, Plato (427-347 BC)
Today, collectivism is equated with socialists (Karl Marx 1818-1883) 
· advocate state ownership of the basic means of production, distribution, and exchange
· goal is to manage to benefit society as a whole, rather than individual capitalists

How Does Modern-Day Socialism Look?
In the early 20th century, socialism split into
1. Communism – socialism achieved through violent revolution and totalitarian dictatorship
· in retreat worldwide by mid-1990s
2. Social democrats – socialism is achieved through democratic means
· retreating as many countries move toward free market economies
· state-owned enterprises have been privatized in many nations   
Individualism refers to philosophy that an individual should have freedom in his own economic and political pursuits
· can be traced to Greek philosopher, Aristotle (384-322 BC), who argued that individual diversity and private ownership are desirable 
· individual economic and political freedoms are the ground rules on which a society should be based  
· implies democratic political systems, free market economies and entrepreneurship

Democracy refers to a political system in which government is by the people, exercised either directly or through elected representatives
Democracy 
· pure democracy means citizens should be directly involved in decision making
· most modern democratic states practice representative democracy where citizens periodically elect individuals to represent them
· usually associated with individualism 

Totalitarianism is a form of government in which one person or political party exercises absolute control over all spheres of human life and prohibits opposing political parties
Totalitarianism
1. Communist totalitarianism – found in states where the communist party monopolizes power
2. Theocratic totalitarianism - found in states where political power is monopolized by a party, group, or individual that governs according to religious principles
3. Tribal totalitarianism - found in states where a political party that represents the interests of a particular tribe monopolizes power
4. Right-wing totalitarianism - permits some individual economic freedom, but restricts individual political freedom

There are three types of economic systems
1. Market economies - all productive activities are privately owned and production is determined by the interaction of supply and demand 
· government encourages free and fair competition between private producers
2. Command economies 
3. Mixed economies 

There are three types of economic systems
1. Market economies – 
2. Command economies - government plans the goods and services that a country produces, the quantity that is produced, and the prices as which they are sold
· all businesses are state-owned, and governments allocate resources for “the good of society”
· because there is little incentive to control costs and be efficient, command economies tend to stagnate 
3. Mixed economies




There are three types of economic systems
1. Market economies 
2. Command economies 
3. Mixed economies - certain sectors of the economy are left to private ownership and free market mechanisms while other sectors have significant state ownership and government planning
· governments tend to own firms that are considered important to national security

The legal system of a country refers to the rules that regulate behavior along with the processes by which the laws are enforced and through which redress for grievances is obtained
There are three types of legal systems
1. Common law - based on tradition, precedent and custom
2. Civil law - based on detailed set of laws organized into codes
3. Theocratic law - law is based on religious teachings

How Are Contracts Enforced In Different Legal Systems?
-A contract is a document that specifies the conditions under which an exchange is to occur and details the rights and obligations of the parties involved
-Contract law is the body of law that governs contract enforcement

How Are Contracts Enforced In Different Legal Systems?
-Under a common law system, contracts tend to be very detailed with all contingencies spelled out
-Under a civil law system, contracts tend to be much shorter and less specific because many issues are already covered in the civil code
-Many countries have ratified the United Nations Convention on Contracts for the International Sale of Goods (CIGS) which establishes a uniform set of rules governing certain aspects of the making and performance of everyday commercial contracts between buyers and sellers who have their places of business in different nations

Property rights refer to the legal rights over the use to which a resource is put and over the use made of any income that may be derived from that resource

· How Are Property Rights and Corruption Related?
Can be violated through
1. Private action – theft, piracy, blackmail 
2. Public action (i.e. Government Action)
· legally  - e.g. excessive taxation or 
· illegally  - e.g. bribes or blackmail 
· high levels of corruption reduce foreign direct investment, the level of international trade, and the economic growth rate in a country 
· How Are Property Rights 
And Corruption Related?
The Foreign Corrupt Practices Act makes it illegal for U.S. companies to bribe foreign government officials to obtain or maintain business over which that foreign official has authority
· The law also applies to foreign subsidiaries owned by US companies (e.g. subsidiaries in Canada, China, Brazil etc)
· Which Countries Are 
Most Corrupt?
Rankings of Corruption by Country 2008 (Transparency International)
· What is Intellectual 
Property? 
· Intellectual property - property that is the product of intellectual activity
· Can be protected using
1. Patents – exclusive rights for a defined period to the manufacture, use, or sale of that invention
2. Copyrights – the exclusive legal rights of authors, composers, playwrights, artists, and publishers to publish and disperse their work as they see fit
3. Trademarks – design and names by which merchants or manufacturers designate and differentiate their products
· How Can Intellectual 
Property Be Protected?
· Protection of intellectual property (IP)  rights differs from country to country
·  IP organizations and treaties
· World Intellectual Property Organization (183 nation members)
· Paris Convention for the Protection of Industrial Property (stated in 1883)
· Signed by 170 nations by 2007
· How Can Intellectual 
Property Be Protected?
· To avoid piracy, firms can 
· stay away from countries where intellectual property laws or enforcement are lax
· file lawsuits
· lobby governments for international property rights agreements and enforcement     
· What Is Product Safety 
And Liability?
· Product safety laws set certain standards to which a product must adhere
· Product liability involves holding a firm and its officers responsible when a product causes injury, death, or damage 
· When product safety laws are stricter in a firm’s home country than in a foreign country, or when liability laws are more lax, the firm has to decide whether to adhere to home country or host country standards
· What Determines A Country’s Level 
Of Economic Development?
Two ways to measure levels of economic development are:
1. Gross national income (GNI) per person
2. GNI with Purchasing power parity (PPP) involves adjusting GNI by purchasing power relative to the US
· How Do Countries Compare on Economic Development? 
Economic Data for Select Countries
· What Determines A Country’s Level 
Of Economic Development?
Nobel-prize winner Amartya Sen  argues economic development should be seen as a process of expanding the real freedoms that people experience 
· the removal of major impediments to freedom like poverty, tyranny and neglect of public facilities
· the presence of basic health care and basic education
· What Determines A Country’s Level 
Of Economic Development?
The United Nations used Sen’s ideas to develop the Human Development Index (HDI) which is based on 
· life expectancy at birth
· educational attainment
· whether average incomes are sufficient to meet the basic needs of life in a country   
· How Does Political Economy Influence Economic Progress?
· Innovation and entrepreneurship are the engines of long-run economic growth
· Innovation and entrepreneurship require a market economy and strong property rights
· Democratic regimes are more conducive to long-term economic growth than dictatorships
· How Do Geography And Education Influence Economic Development?
· Countries with favorable geography are more likely to engage in trade, and so, be more open to market-based economic systems, and the economic growth they promote
· Countries that invest in education have higher growth rates because the workforce is more productive
· How Is The Political 
Economy Changing?
Since the late 1980s, two trends have emerged
1. Democratic revolution (late 1980s and early 1990s)
· many totalitarian regimes failed to deliver economic progress to the vast bulk of their populations
· new information and communication technologies have broken down the ability of the state to control access to uncensored information
· economic advances of the last 25 years have led to increasingly prosperous middle and working classes who have pushed for democratic reforms 
· How Is The Political 
Economy Changing?
Since the late 1980s, two trends have emerged
1. Democratic revolution (late 1980s and early 1990s)
2. A move away from centrally planned and mixed economies
· more countries have shifted toward the market-based model
· What Is The Nature Of 
Economic Transformation? 
· The shift toward a market-based system involves
· Deregulation – removing legal restrictions to the free play of markets, the establishment of private enterprises, and the manner in which private enterprises operate 
· Privatization - transfers the ownership of state property into the hands of private investors
· the creation of a legal system to safeguard property rights
· What Does The Changing 
Economy Mean For Managers?
· Markets that were formerly off-limits to Western business are now open
· By identifying and investing early in potential future economic stars, firms may be able to gain first mover advantages such as loyalty and experience in a country
· e.g. China with 1.2 billion people and India with 1.1 billion people
· What Does The Changing 
Economy Mean For Managers?
· However, first mover advantages come with large risks
· It can be more costly to do business in countries with dramatically different product, workplace, and pollution standards, or where there is poor legal protection for property rights 
· What Does The Changing 
Economy Mean For Managers?
Managers must consider
1. Political risk - the likelihood that political forces will cause drastic negative changes in a country's business environment 
2. Economic risk - the likelihood that economic mismanagement will cause drastic negative changes in a country's business environment 
3. Legal risk - the likelihood that a trading partner will opportunistically break a contract or expropriate property rights
· How Can Managers Determine A Market’s Overall Attractiveness?  
· The overall attractiveness of a country depends on balancing:
· the benefits, costs, and risks associated with doing business in that country
· The benefit-cost-risk trade-off is likely to be most favorable in:
· politically stable developed and developing nations, with
· free market economic systems, 
· intellectual property laws, and
· stable inflation rates and public debt 
· Case:  Venezuela 
· Venezuela is rich in oil and oil accounts for 70% of the country’s exports
· Hugo Chavez was elected President in 1998
· Soon after reelection, he amended the constitution to increase the unilateral powers of the President
· His supporters in the senate then passed a measure to allow the government to remove and appoint Supreme Court Justices
· Case:  Venezuela 
· Chavez has progressively taken over private enterprises including large rural ranches and farms
· The increased unilateral power in the government has led to rampant corruption
· In 2005, he increased oil royalties from 1% to 30% and increased the tax rate on oil sales from 34% to 50%
· Case:  Venezuela 
· In 2008, Transparency International ranked Venezuela 162 out of 180 nations (corruption index)
· “In 2009, Freedom House, which annually ranks countries based on political and civil liberties, noted that Venezuela was only “partly free” and that freedoms were being progressively curtailed” (Hill & McKaig)
· Case:  Venezuela 
1. Under Chavez’s leadership, what kind of economic system is being put in place in Venezuela?  How would you characterize the political system?  
2. How do you think that Chavez’s unilateral changes to contracts with foreign oil companies will impact upon future investment by foreigners in Venezuela?  
3. How will the high level of public corruption in Venezuela impact future growth rates?
4. In your estimation, what is the long run prognosis for the Venezuelan economy?  Is this a country that is attractive to international businesses - explain?
Business Implications of Differences 
in Culture
· Macro Environmental Analysis
Socio-cultural Issues and Trends
· Education levels
· Population growth rate
· Age distribution
· Geographic distribution
· Ethnic distribution
· Income distribution
· Macro Environmental Analysis
Socio-cultural Issues and Trends
· Spoken and unspoken communications
· Religious or ideological issues
· Workforce diversity
· Attitudes about quality of work-life
· Concerns about the environment
· Shifts in work & career preferences
· Shifts in product & service preferences
· What Is Cross-Cultural Literacy? 
· Cross-cultural literacy is an understanding of how cultural differences across and within nations can affect the way in which business is practiced 
· A relationship may exist between culture and the costs of doing business in a country or region
· What Is Culture?
Culture is a system of values and norms that are shared among a group of people and that when taken together constitute a design for living
· values are abstract ideas about what a group believes to be good, right, and desirable
· norms are the social rules and guidelines that prescribe appropriate behavior in particular situations
· What Are Values And Norms?
· Values provide the context within which a society’s norms are established and justified and form the bedrock of a culture
· Values include attitudes toward concepts such as freedom, truth, the roles of men and women, justice, social responsibilities etc. 
· What Are Values And Norms?
Norms include: 
· folkways - the routine conventions of everyday life
· these include manners, appropriate dress, respectful behaviours, etc
· mores – norms are seen as more serious rules that are central to the functioning of a society and to its social life
· these include formal (i.e. laws) and informal rules toward theft, assault, adultery, murder, etc 
· How Are Culture 
And The Nation-State Related?
· The relationship between a culture and a nation state is not strictly one-to-one 
· Nation-states are political creations 
· can contain one or more cultures
· A culture can embrace several nations
· What Are The 
Determinants Of Culture?
· The values and norms of a culture evolve over time
· Determinants include 
· religion
· political and economic philosophies
· education
· language
· social structure
· What Is A Social Structure?
· Social structure refers to a society’s basic social organization
· Consider
· the degree to which the basic unit of social organization is the individual, as opposed to the group
· the degree to which a society is stratified into classes or castes
· How Are Individuals 
And Groups Different? 
· In Western societies, there is a focus on the individual
· individual achievement is highly valued.  Believed to lead to:
· Innovation in the U.S. economy
· high level of entrepreneurship
· But, creates a lack of company loyalty and failure to gain company specific knowledge
· competition between individuals in a company instead of team building
· less ability to develop a strong network of contacts within a firm if moving from firm to firm
· How Are Individuals 
And Groups Different? 
· In many Asian societies, the group is the primary unit of social organization  
· discourages job switching between firms
· encourages lifetime employment systems
· leads to cooperation in solving business problems and durable networks in companies
· But, might also suppress individual creativity and initiative
· An Example of the Impact of Ideology
Confucianism
· ideology practiced mainly in China but also in other Asian nations
· three key teachings of Confucianism
· Loyalty
· Reciprocal obligations
· Honesty
· May lead to a lowering of the cost of doing business in Confucian influenced societies
· What Is The Role 
Of Language In Culture? 
· Language  - the spoken and unspoken (e.g. facial expressions, personal space, and hand gestures) means of communication 
· Language is one of the defining characteristics of culture
· countries with more than one language often have more than one culture
· English is also becoming the language of international business
· knowledge of the local language is beneficial, and in some cases, critical for business success
· failing to understand the nonverbal cues of another culture can lead to communication failure
· What Is The Role 
Of Education In Culture?
· Formal education is usually how individuals learn language, conceptual, and mathematical skills  
· Education is:
· important in determining a nation’s competitive advantage
· general education levels can be a good index for the kinds of products that might sell in a country and its design and production capabilities
· Does Culture Change?
· Culture evolves over time
· changes in value systems can be slow and painful for a society
· Social turmoil - an inevitable outcome of cultural change
· as countries become economically stronger, cultural change is particularly common
· What Do Cultural Differences Mean For Managers?
It is important to develop cross-cultural literacy
· companies that are ill informed about the practices of another culture are unlikely to succeed in that culture 
· managers must beware of ethnocentric behavior, or a belief in the superiority of one's own culture
· What Do Cultural Differences Mean For Managers?
There is a connection between culture and national competitive advantage
· suggests which countries are likely to produce the most viable competitors
· has implications for the choice of countries in which to locate production facilities and do business
· Case:  MacDonald’s in India
· 30,000 restaurants in 120 countries serving 50 million customers per day
· Outlets in India target the 200 million people in the middle class
· India’s Hindu culture does not eat beef
· India’s 140 million Muslims do not eat pork
· Many Hindus are vegetarians
· Should MacDonald’s try to acclimatize the Indian population to its current menu???
· Case:  MacDonald’s in India
· Created the Maharaja Mac made of mutton
· Created the McAloo Tikki Burger made out of chicken
· All foods are segregated into vegetarian and non-vegetarian lines
· However, kept the MacDonald’s brand and processes
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