Chapter 4: Ethics
Ethics: Accepted (shared) principles of right and wrong which govern the conduct of a person, the members of a profession, or action of an organization 

Business Ethics: Accepted principles of right or wrong governing the conduct of business people

Ethical Issues in IB:
1) Ethics – Technological Environment
a. Increased transparency (but also sometimes dubious “evidence” – Internet rumours, etc.) 
b. Developments and applications of sophisticated technology
2) Employment Practices 
a. How we do business in home country vs host country 
b. What standards apply? Minimal safeguards for basic rights and dignity, auditing foreign 
3) Human Rights
a. How (should) we do business in and with countries where basic human rights not respected?
b. Many countries around the world do not share Canadian/western values 
c. Ethical to do business in country’s with poor human rights in hopes to raise economic growth & living standards
4) Environmental Pollution
a. How (should) we do business in/with a nation with lower environmental standards. Ex. Asian nations 
b. Multinationals polluting in developing countries because lower standards
5) Corruption 
a. OECD  adopted ‘Convention on Combating Bribery of Foreign Public Officials’ in IB transactions – Makes it a criminal offence (1999) 
6) Moral Obligations
a. Social responsibility  - consider social consequences of economic actions when making business decisions 
b. Even better: “Triple bottom line”
c. Successful recognize their ‘nobless oblige’ (honorable and benevolent behaviour considered the responsibility of people of high/noble birth) and give something back to societies that have made their success possible 

Determinants of Ethical Behaviour:
· Personal Ethics
· Decision-Making (Due to intense competiveness and processes that do not incorporate ethical considerations)
· Leadership (Leaders help establish the culture of an organization and set the example others follow)
· Unrealistic Performance Goals (pressure from parent company to meet unrealistic goals, if poor org. culture with these goals – unethical behaviour. When in a foreign country and local managers have lower standards and pressure to meet goals that can only be filled unethically)
· Organization Culture (De-emphasize business ethics, reducing all decisions to the purely economic)

How to support ethical decision making
1. Hiring and promotion of people with a well grounded sense of personal ethics
2. Organizational culture and leadership that places high value on ethical behaviour
3. Decision-making processes
a. Meet my organizations ethical standards
b. Willing to see it on the front page?
c. Can I tell my Mom?
d. Can I sleep at night
4. Corporate ethics officers
5. Moral courage (walk away from unethical situations, whistleblowers)
And use your own best common sense/’compass’; And your own trusted groups of peers and advisors 

Circumstances that affect ethical considerations caused by continued changes in the:
· Political environment, Technological, Competitive, Socio-cultural, Economic

Ethical Strategy: Strategy or course of action that does not violate these accepted principles

Ethical Dilemma: Situation in which there is no ethically acceptable solution 

Implications: 
Benefits: Confident if competitor is found to be unethical when they start searching your company there is nothing
Costs: Costs more to implement, but outweigh when competitors are paying to recover public opinion
Risks: Proportionate to the nature of activity 

Chapter 9: Foreign Exchange Market 
Hyundai Case and Kia
· Success in foreign market due to good product quality reasonable design, and aggressive pricing 
· The Won (Korean currency) becoming stronger; Low price strategy in US

What is the foreign exchange (forex) market?
· Market for converting the currency of 1 country into that of another country, using an exchange rate for that conversion 
· Functions of forex market
· Conversion currencies 
· Insurance against foreign exchange rate
· Why does this matter?
· The forex market enables companies in different countries to trade with each other 
· An enables us to travel in different countries without having to carry gold bars or cartons of Marlboro cigarettes 
· Enables us to work in different countries & get money out of the country – Send money home to relatives 

How is the value of the particular currency determined?
· Spot exchange rate – conversion rate on a particular day 
· Change on a day to day basis – “on the spot”
· Value of currency is determined by the demand for and supply of that currency, relative to the demand and supply of other currencies 

1. (1st function of forex) Conversion of currencies by IB
· IB uses the forex market for:
· Converting foreign income: from exports, foreign investments, licensing agreements 
· Paying foreign companies: for products or services abroad
· Investing in foreign money markets 
· Currency speculation – trying to profit from shifts in exchange rates
· Commercial payment typically take place in US dollars
· 42.5% of global payments made in USD
· Yen, Euro, Swiss Francs, also used
· Yuan of increasing importance 
2. Tactics for insuring against forex risk on particular transaction(s) 
· Instead of using the “spot currency rate”, businesses can manage their use of foreign currency 
· Forward Exchange Rate
· 2 parties agree to exchange currency and execute a deal at some specific date in the future, hoping that the rate will change in their favour 
· Currency Swaps 
· Simultaneous sale and purchase of a certain amount of foreign exchange between 2 different values dates 
· Enables companies to move from one currency into another for a limited period without incurring foreign exchange risk

Implication for business (foreign exchange risk):
1. Transaction Exposure: 
a. Our foreign business income is affected by fluctuations in foreign exchange 
b. Mitigation: Currency swaps, forwards exchange rates
2. Translation Exposure:
a. Our F/S are affected by the translation of foreign income and assets in to our own currency (unrealized gains/losses) 
b. Mitigation: Currency swaps, forwards exchange rates
3. Economic Exposure:
a. The success of our future international operations is affected by changes in foreign exchange rates – on future sales, on future prices, future costs
b. Mitigation:
i. Choose where, and how, we do business in various locations
ii. Including how convertible the currency is:
1. Freely convertible (no limitations)
2. Externally convertible (Only non-residents may convert without limitations)
3. Nonconvertible (neither residents nor non-residents can convert into foreign currency)
iii. Why do governments limit convertibility?
1. To preserve foreign exchange reserves
2. And to support domestic businesses doing business internationally

The Global Foreign Exchange Market
· Foreign exchange market = Global network of banks, brokers, foreign exchange dealers 
· Dominated by London (also NY, Tokyo, Singapore) 
· Trading per day early 2014 = $5.3trillion/day 
· Forex traded per hour = $220billion
· 85% in USD
· Estimated that 90% of that trading is currency speculation
· Two features:
1. Market never sleeps
2. The extent of integration of the various trading centers 
a. Single market globally
b. Arbitrage: Purchase of securities in one market for immediate resale in another to profit from price discrepancy 
Capital Flight: Residents convert domestic currency into a foreign currency 

Chapter 10: Global Monetary System 
What is the international monetary system?
· Institutional arrangements countries use to govern exchange rates 
· Exchange rate regimes:
· No government intervention: Floating
· All other require government intervention: Pegged, Dirty float, Fixed
· “Bretton Woods System”: After collapse of gold and Great depression. Led to creation of the IMF and the World Bank

Floating: System which the exchange rate for converting one currency into another is continuously adjusted depending on the supply and demand 
· 4 major currencies: USD, Euro, Japanese Yen, British Pound
Pegged: Currency value fixed relative to a reference currency. Popular with small nations. 
· Imposes monetary discipline on a country and leads to low inflation 
Dirty Float: System is which a country’s currency is nominally allowed to float freely against other currencies, but in which the govt will intervene, buying and selling currency, if it believes that the currency has deviated too far from its fair value
Fixed: System under which the exchange rate for converting one currency to another is fixed

Gold Standard: The practice of pegging currencies to gold and guaranteeing convertibility 
· Strengths:
· Achieved balance-of-trade equilibrium 
· A country is in balance-of-trade equilibrium when the income its residents earn from exports is equal to the money its residents earn from exports is equal to the money its residents pay to people in other countries 
· Currency is fixed to terms of gold
· WWI marked end of gold standard era
· Canada officially suspended April 10,1933 and officially dead worldwide by WWII (1939) 

Role of IMF:
· Missions: Promote financial stability and monetary cooperation, facilitate international trade, promote high employment and sustainable economic growth, and reduce poverty 
· Major recent customers: Greece, Portugal, Ireland
· Criticisms: 
· Appropriateness of its policies/its harsh macroeconomic policy requirements 
· Too powerful, lack of accountability 

Role of the World Bank
· Mission: End extreme poverty within a generation, and boost shared prosperity 
· Focuses on development role:
· Low interest loans to countries perceived as risky
· Long term (50years) low interest loans to poor countries 

Floating Exchange Rate Regime
Jamaica Agreement (Jan 1976)
· Gold abandoned and floating was acceptable
· Annual IMF quotas increased
· Frequency government intervention in the foreign exchange markets explains why the current system is referred to as a managed float system 

Currency Boards: Means of controlling a country’s currency. Under system. Government lack ability to set interest rates 

Crisis Management by IMF
Currency Crisis: Occurs when a speculative attack on the exchange value of a currency results in a sharp depreciation in the value of the currency or forces authorities to expend large volumes of international currency reserves and sharply increase interest rates to defend the prevailing exchange rate 
Banking Crisis: A loss of confidence in the banking system that leads to a run on banks, as individuals and companies withdraw their deposits 
Foreign Debt Crisis: Situation in which a country cannot service its foreign debt obligations, whether private sector or government debt 
All have underlying macroeconomic causes: high inflation, widening current account deficit, excessive expansion of domestic borrowing and asset price inflation

Evaluating IMF Policies Prescription
1. Inappropriate Policies: One size fits all approach. IMF rejects criticism 
2. Moral Hazard: Arises when people behave recklessly because they know they will be saved if things go wrong
3. Lack of Accountability: IMF has become too powerful for an institution that lacks any real mechanism for accountability. Need to have more outside experts. 

Implications for Business
1. Currency Management: Mixed system with combination of government intervention and speculative activity can drive the foreign exchange market
2. Business Strategy: Beware of fluctuating exchange rates 
3. Corporate-Government relations: Businesses can influence government policy toward international monetary system  

Chapter 12,13
Which Markets?
· Looks at factors which make that market more (or less) attractive
· Based on nations long-run profit potential (size of market, present wealth, likely future wealth of consumer)

When to enter those markets?
· Trade-offs between early and late entry
· First mover advantage:
· Pre-empt rivals for ex strong brand name
· Capitalize on the experience curve ahead of rivals 
· Create switching costs to protect your position in that market 
· Vs Pioneering costs of early entry 
· Learning the rules of the game
· Risk of business failure
· Promoting product/service unfamiliar to local consumers
· Regulations may change
· Evaluating the level of risk: No right decision, must balance risk and reward

Strategic Commitments: A decision that has a long-term impact and is difficult to reverse, such as entering a foreign market on a large scale 

How to enter those markets?
· Exporting: Most begin with exporting and then switch
· Turnkey project: A project in which affirm agrees to set up an operating plant for a foreign client and hand over the key when the plant is fully operational 
· Licensing: Arrangement in which a licensor grants the rights to intangible property to the licensee for a specified period and receive a royalty fee in return 
· Franchising: Specialized form of licensing in which the franchisor sells intangible property to the franchisee and insists on rules to conduct the business
· Joint Venture: A cooperative undertaking between 2+ firms 
· Wholly owned subsidiary: Firm own 100% of the stock (Acquisition or Greenfield venture)

Each of these options has advantages and disadvantages, depending on: 
· Your company resources: financial, technological, managerial 
· Your company’s objectives, in that market and globally 
· Local market conditions 
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Selecting Entry Mode
Core Competencies:
1. Technological Know-How: Avoid licensing and joint-venture. Risk losing control over technology
2. Management Know-How: Risk losing control through franchisee and joint-venture 

Acquisitions: Acquiring an established enterprise in target market 
· Adv: (1) Quick to execute (2) Pre-empt competitors (3) less risky than Greenfield
· Why fail? (1) Overpay for assets of purchased firm, (2) Clash between cultures of acquiring/acquired firm, (3) Attempts to realize synergies of operations take longer than forecasted due to roadblocks, (4) Inadequate pre-acquisition screening
· Hubris Hypothesis: Managers overestimate ability to create value from acquiring 

Greenfield Venture: Building subsidy from ground up
· Adv: Ability to build subsidiary it wants
· Dis: Slow to establish, risky, pre-empted by more aggressive global competitors 

Implications of business:
	Area of Concern
	Dealt with it

	Culture Differences
	Execs extremely fond of Chinese culture and hire locally

	Foreign Exchange 
	Help apply for funding

	Quality of Local Employees 
	Increase pay, attract quality people



Export and Import Financing 
Lack of Trust: Have to put trust into someone from a foreign country they may have never met before
1. Letters of Credit: Issued by bank, indicating that the bank will make payments under specific circumstances 
a. Adv: Don’t have to trust each other, just banks
b. Dis: Fee the importer must pay bank for L/C and l/c is financial liability against (may reduce ability to borrow) 
2. Draft: An order written by an exporter instructing an importer, or an importer’s agent to pay a specified amount of money at a specified time; also called ‘bill of exchange’ 
a. Sight Draft: Payable on presentation to the drawee
b. Time Draft: A promise to pay by the accepting party at some future date (when known to bank: bankers acceptance; known to firm: trade acceptance) 
3. Bill of Lading: Document issued to exporter by a common carrier transporting merchandise. It serves as a receipt, a contract, and a document of title 

Countertrade: Trade g/s for g/s instead of money 
· Used when government restrict convertibility of its currency (exporters cannot be paid in home currency) 
Types: 
· Barter: Direct exchange of g/s between 2 parties without a cash transaction (used in 1 time deals)
· Counter purchase: A reciprocal buying agreement. Firm agrees to purchase a certain amount of materials back from a country to which a sale is made
· Offset: A buying agreement similar to counter purchase, but the exporting country can then fulfill the agreement with any firm in the country to which the sale is being made
· Switch Trading: The use of a specialized third party trading house in a counter trade arrangement 
· Trading house buys firms counter purchase credit and sell them to another firm 
· Buybacks: When a firm builds a plant in a country and agrees to take a certain % of the firms output as a partial payment of the contract 

Chapter 7: FDI
Foreign Direct Investment (FDI): The acquisition or construction of physical capital by a firm from one (source) country in another (host) country 

Multinational Enterprise (MNE): A firm that owns business operations in more than one country

FDI in the World Economy
· Flow of FDI: Amount of FDI undertaken over a given time period (normally a year) 
· Stock of FDI: Total accumulated value of foreign-owned assets at a given time 
· Outflows of FDI: Flow of FDI OUT of a country
· Inflows: FDI INTO a country
· Canadian companies buying property and/or setting up operations in another country (outflows), and vice-versa 

Forms of FDI
Acquisitions vs Greenfield Investment
FDI can take the form of:
· Acquisition of, or a merger with, an existing local firm in the destination market
· Greenfield investment in a new facility in the destination market 
The majority of cross-border investment is in the form of mergers and acquisitions 

United Nations Conference on Trade and Development (UNCTAD)
· UNCTAD, a United Nations entity, is the most authoritative and reliable source of information about global FDI by country and by activity 

Canada-US
· In the field of international trade, until 2007 Canada and the US shared the largest bilateral flows of goods, services, people, capital, and investments between any two countries in the world
· In 2008 China nudged pass Canada as top exporter to the US
· Large part of Chinese exports to the US are American companies in China, like Nike, and subsidiary companies of Wal-mart exporting to that company in US

Why FDI?
· FDI is expensive because a firm must bear the costs of establishing production facilities in a foreign country or of acquiring a foreign enterprise 
· FDI is risky of the problems associated with doing business in a different culture where the rules of the game may be different 
· Because limitations of exporting and licensing as means for capitalizing on foreign market opportunities 

	Limitations of Exporting
Exporting is constrained by transportation costs and trade barriers. When transportation costs are added to production costs, it becomes unprofitable to ship some products over a large distance. 
Products of low value-to-weight ratio can be produced in almost any location
Examples: cement, soft drinks
Products with a high value-to weight ratio: transport costs are normally a very minor component of total landed cost.
Examples: electronic components, personal computers, medical equipment
	Limitations of Licensing
Internalization theory explains why firms often prefer foreign direct investment over licensing as a strategy for entering foreign markets.
1. Licensing may result in a firm giving away valuable technological know-how to a potential foreign competitor. 
2. Licensing does not give a firm the tight control over manufacturing, marketing, and strategy in a foreign country. 
3. When the firms competitive advantage is based not so much on its products, as on the management, marketing, and manufacturing capabilities that produce those products.



Pattern of FDI:
1) Strategic Behaviour 
· Based on idea  that FDI flows are a reflection of strategic rivalry between firms in the global marketplace 
· Oligopoly: Industry composed of a limited # of large firms (One firm cut/raise price, the rest follow) 
· Multipoint Competition: Arises when 2+ enterprises encounter each other in different regional/national markets or industries 
2) Product Life Cycle
· Vernon: Home establishers, goes international first 
· Shift production to developing countries when product standardization and market saturation give rise to price competition and cost pressures 

Electric Paradigm: Argument that combining location specific assets or resource endowments and firms own unique assets often requires FDI; it requires the firm to establish production facilities where those foreign assets or resources are located

The Political Environment and FDI
· Government policy toward FDI has typically been driven by political ideology 
· Historically, ideology toward FDI has ranged from a radical view that is hostile to all foreign investment, to the non-interventionist principle of free market economics, and in between a more pragmatic approach 

How political ideology affects FDI
1. Radical view 
a. Radical view: Marxist political and economic theory 
b. Argues that the MNE is an instrument of imperialist domination 
c. They see the MNE as a tool for exploiting host countries to the executive benefit of their capitalist imperialist home countries 
d. They argue the MNE’s extract profits from the host country and take them to their home country 
2. Free Market View 
a. Argues that international production should be distributed among countries according to the theory of comparative advantage 
b. That is, countries should specialize in the production of those g/s that they can produce most efficiently 
3. Pragmatic Nationalism
a. In practice, many countries have adopted neither a radical policy nor a free market policy toward FDI, but instead a policy that can best be described as pragmatic nationalism
b. The pragmatic nationalist view is that FDI has both benefits and costs
c. FDI can benefit a host country by bringing capital, skills, technology, and jobs, but those benefits often come at a cost  

Benefits: 
Host Country: Resource transfer effects; Employment Effects (FDI brings jobs to a host country); Balance of payment effects; FDI is a substitute for imports, MNE uses the subsidiary in the host country to export g/s to other countries. 
Home Country: Balance of payments from inward flow of foreign earnings; Positive employment effects when a subsidiary demands home country exports of capital equipment; Home country MNE learns skills transferrable in technologies for use in the home country

Costs: 
Host Country: Adverse effects on competition (Foreign subsidiaries have strong economic power to put local competitors out of market); Adverse effects on the balance of payments (against the initial capital inflow that comes with FDI must be the outflow of earnings to be repatriated); National sovereignty and autonomy. 
Home Country: Balance of payments from outward FDI; Employment effect 

Government Policy & FDI
Home Country Policies 
· Encouraging Outward FDI: Insurance, eliminate double taxation, help politically relax restrictions on inbound FDI
· Restricting FDI: Limit capital outflow, manipulate tax rules, prohibit investment in certain countries for political reasons 

Host country Policy
· Encouraging Inward FDI: Tax concessions, low interest loans, and grants or subsidy
· Restricting inward FDI: Ownership restraints (significant proportion of equity owned by local investors); Performance requirements (control over MNEs behaviour) 

Institutions
· OECD (organization for Economic Cooperation and Development) :A forum which governments can compare their experiences, discuss the problems they share, and seek solutions that can then be applied within their own national contexts 
· Multilateral Agreement on Investment (MAL): Agreement that would make it illegal for signatory states to discriminate against foreign investors; would have liberalized rules governing FDI between OECD states
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