Globalization (Sep 11)
Definition:
The trend away from distinct national economies towards an Integrated and interdependent world economy in terms of markets, production, and consumers.
· Narrow definition is “integration” (economic)
· Includes economic and social convergence
· Business opportunities versus cultural threats
· Affects on domestic institutions: “national mythology”

4-Points View
· Pro-Globalist
· A natural and inescapable process that we should embrace for our society’s well-being.
· Convergence, efficiency, dependence, integration
· Anti-globalist
· Globalization only serves the interests of the powerful and wealthy, and that it must be stopped.
· Self-fulfilling 
· Skeptics
· Question the importance that other groups ascribe to the globalization phenomenon.
· It is a phase
· Transformationalists
· Seek a deeper understanding of the causes and consequences of globalization in order to eliminate its negative aspects.
· An evolution

The “reality” of culture (e.g. , United States and Canada)
· http://www.wimp.com/explainscanada/
Immigration and the emotional responses around culture
· “Millennials” have no historical memory
· Older generations worry about being “Canadian”

Trade integration
· Global and regional agreements (EU, NAFTA and WTO)
· Standardization of products and production processes
· Historical technological dominance
Political Stability and Global Cooperation
· Trust between and within nations at varying levels

(OECD) Historical GDP and Trade Stats
· Simultaneous changes in GDP
· Trade is surpassing growth meaning that we are becoming increasing dependent 
· Selling overseas and exporting more than domestic activities
· Import composition are changing (perhaps relying on foreign suppliers more)
· http://www.foreignaffairs.com/discussions/audio-video/foreign-affairs-focus-on-books-thomas-piketty-on-economic-inequa 

Take Aways
· Inequality in the 19th century and how the World Wars had an impact and the recent changes gain 
· Within a capitalist system there are fluctuations. They are neither stationary or monolithic. 
· Income equality changes over time but recall the “Occupy Movements” the common refrain as that the top 1 percent have benefits controlled too much of the global income. What has been your experience?
· Questionable benefits regarding the “Building Blocks” despite growth. Broad versus narrow economic definition.


Culture (Sep 15)
· Definition
· The Canadian Mosaic 
· Societal Culture 
· Values, Norms and Artifacts and Political Economy
· Decision making (business; consumer; government; and film and media)

Tushman and Nadler Congruence Model
[image: ]

Environments
· Complex
· Dynamic
· Modern/Postmodern (Society)

Modernism (Modernity)
· Does not mean “recent” or “new”
· Refers instead to the political, economic and social structure and characteristics of contemporary society
· “Condensation” of different processes and histories
· Timeline: Dark Ages, Crusades, Reformation, Scientific Revolution, Enlightenment

Modernism
· Secularity in terms of power authority, sovereignty and legitimacy
· Monetized exchange economies with large scale commoditized production and consumption
· Decline of the traditional social order (social hierarchies and allegiances)
· Decline of religion
· Production and classification of knowledge
· Sense of belonging in imagined communities (embodied in language, image and symbols)

Post Modernism (Modernity)
· Closure of history
· All is destined to be speeded up, dissolved, displaced, transformed, re-shaped

International Business and Culture
· Define culture and understand the basic components of culture
· Identify instances where cultural misunderstandings can impede international business
· Understand how various levels of culture influence international business

What is Culture?
“Software of the mind”
· Pervasive and shared beliefs, norms, values, and symbols that guide everyday life.
· Cultural norms: both prescribe and proscribe behaviors:- What we should do and what we cannot do.
· Cultural values: what is good/beautiful/holy, and what are legitimate goals for life.

Values
· Values represent a person’s basic and trans-situational beliefs that a specific mode of conduct or end-state of existence is personally or socially preferable.
· Values help to guide individuals’ actions and decisions in life 
· e.g., One may value their family (social value) over their work (economic or productivity value), while another would value the opposite.
What is Culture
· Cultural beliefs: represent our understandings about what is true.
· Cultural symbols, stories, and rituals: communicate the norms, values, and beliefs of a society or a group to its members.
· Culture is pervasive in society
· Affects all aspects of life
· Not all aspects are observable
· Cross-cultural psychology: culture is a learned behaviour 

Front Stage/Back Stage
· Front stage of culture: easily observable aspect of culture
· e.g., Japanese executive bows or North American robust handshake
· Back stage of culture: only insiders or members of the culture understand other aspects of culture
· e.g., Japanese saying “it’s difficult” and twisting head to one side really means it’s impossible

4 Levels of Culture
· National culture: the dominant culture within the political boundaries of the nation-state (sub-cultures).
· Business culture: norms, values, and beliefs that pertain to business in a culture.
·  Tells people the correct, acceptable ways to conduct business in a society.
· Occupational and organizational culture
· Occupational culture: the norms, values, beliefs, and expected ways of behaving for people in the same occupational group.
· Organizational culture: the set of important understandings that members of an organization share.
·  Personal culture (personality of entrepreneur/manager) 

Cultural Differences and Basic Values
· Hofstede’s model of national culture
· Kluckhohn & Strodtbeck ‘sTaxonomy of World Views
· Trompenaar’s 7 cultural dimensions model
· Hall’s Notion of Cultural Contexts
· GLOBE
Hofstede’s Model of National Culture
Five dimensions of basic values
Power distance
· The extent to which society members accept an unequal distribution of power.
Uncertainty avoidance 
· The extent to which people are uncomfortable with uncertain and ambiguous situations; people high on this value prefer rules and regulations.

Individualism / Collectivism
· Individualistic societies stress independence, individual initiative and privacy.
· Collective cultures favour interdependence and loyalty to family or clan.
Masculinity 
· Masculine cultures differentiate gender roles, support the dominance of men and stress economic performance.
· Feminine cultures accept fluid gender roles, stress sexual equality and stress quality of life.
Long-term/ Short -term orientation 
· Cultures with a long-term orientation tend to stress persistence, perseverance, and thrift (frugality).
· Cultures with a short-term orientation stress face-saving and social niceties.

Canada – U.S. Comparison:  Fundamental Characteristics[image: ]

Taxonomy of World Views (Kluckhohn & Strodtbeck)
· Human nature (trust)
· Good, evil, or both
· Civil relationships
· Hierarchical, individual, collaborative
· Relationship to nature
· Control, power, harmony
· Time orientation
· Past, present, future
· Activity orientation
· Doing, experiencing, being

Organizational Implications
· Human nature
· Civil relationships
· Nature
· Time
· Activity
· Individualism
· Power distance
· Uncertainty avoidance
· Femininity
· Face validity
· Teamwork
· Solution oriented
· Strategic planning
· Involvement
· Conflicts
· Access
· Creative solutions
· Work vs other values

Trompenaars 7d Cultural Dimensions Model
· Builds on traditional anthropological approaches to understanding culture
· Culture exists because people need to solve basic problems of survival
· Challenges include                                 
· How people relate to others
· How people relate to time
· How people relate to their environment
· Dimensions that deal with relationships include:
1. Universalism vs. Particularism
Pertain to how people treat each other based on rules or personal relationships
· Universalistic: Right way is based on abstract principles such as rules, law, religion
· Particularistic: Each judgment represents unique situation that can be dealt with based on relationships
2. Collectivism vs. Individualism
Similar distinctions to Hofstede’s view
· Collectivist societies:
People defined by group memberships such as family
Responsibility, achievement, and rewards are group-based
· Individualist societies:
People trained to be independent
Assume individual responsibility for success or failure
3. Neutral vs. Affective
Concerns acceptability of expressing emotions
· Neutral: 
Interactions are objective and detached
Focus is on tasks rather than relationships
· Affective:
Emotions are appropriate in all situations
4. Diffuse vs. Specific
Extent to which an individual’s life is involved in work
· Specific:
Business segregated from other parts of life
Contracts often delineate relationships
· Diffuse:
Business relationships encompassing/involving
Private and segregated space is small
5. Achievement vs. Ascription
Manner in which society gives status
· Achievement:
People earn status based on performance and accomplishments
· Ascription:
Characteristics or associations define status
E.g., status based on schools or universities

· Dimensions dealing with how a culture manages time and how it deals with nature:
6. Sequential vs. Synchronic (Time Orientation)
How cultures deal with the past, present, and future
a. Future-oriented societies, such as the U.S., consider organizational change as necessary and beneficial
b. Past-oriented societies assume that life is predetermined based on traditions or will of God
7. Internal vs. External control
Concerned with beliefs regarding control of one’s fate
· Best reflected with how people interact with the environment
· Does nature dominate us or do we dominate nature?
· In societies where people believe nature dominates them, managers are more fatalistic.

Hall’s Notion of Cultural Contexts
· High-context cultures: Including much of the Middle East, Asia, Africa, and Latin America and Latin Europe
·  Low-Context cultures/Canada: Including North America and much of Western Europe
Characteristics of High-Context Cultures: 
· long lasting relationships 
· communication is economical, fast and efficient 
· wider range of communicative expressions 
· people in authority are personally responsible for the actions of subordinates 
· In high-context cultures agreements between persons are spoken rather than written 
· In high-context cultures insiders and Outsiders are distinguished 
· In high-context cultures cultural patterns are ingrained and relatively slow to change 
Characteristics of Low-Context Cultures 
· shorter relationships 
· messages are made explicit 
· authority is diffused 
· agreements are written rather than spoken 
·  In low-context cultures insiders and Outsiders are less closely distinguished 
· In low-context cultures cultural patterns are relatively fast to change 

The GLOBE project
· Do the same attributes that lead to successful leadership in one country lead to success in other countries?
· Citizens in each nation have implicit assumptions 

Determinants of Culture
· Religion
· Social Structures
· Language
· Education
· Political and Economic Philosophies and Systems

Contextual Intelligence
· Ethnocentricity (privileging your own culture over the other)
· Best Practices do not often Travel
· Adapt or Rebuild Successful Operations Model
· Assume Nothing
· Big Mac Inside the McDonald’s empire
· http://hbr.org/web/infographic/2014/09/does-what-you-know-about-making-widgets-in-america-apply-in-china 

Cultural Bonds
· (Re)-Establish Affiliation
· Shared Experiences Matter
· Value Observation and Assessment
· Formal/Informal Enrolment
· Reciprocal Participation and Influence (Note: Converts vs existing members)



Political Economy (Sept 25)
· A system that constitutes
· Economic (Engineering)
· Political (Decisions)
· Legal systems of a country (Define and Execute)
· Interdependence
· Interaction and influence
· Affects levels of economic well-being
· Holistic approach
· The Nation State System(s) of Government (sovereignty)
· Two dimensions
· Emphasis on Individualism/Collectivism
· Democratic or Totalitarian Orientation

Political Ideologies and Economy
· Market Driven – Goods and services allocated based on consumer demand
· Central – Good and services allocated based on plans formulated by a committee that decides on what is to be offered
· Mixed – Combination of central driven systems

Legal Systems
· Rules that govern and regulate behaviour
· Processes by which laws are enforced and grievances are addressed
· Three systems
· Common  (PRECEDENCE)
· Civil  (Code Napoleonic Law) which defines what is legal
· Theocratic (based on religion)

The Spread of Democracy
· Failure of totalitarian regimes to delver economic progress
· ICT – Weakened state capacity to control access and impede information flows
· Economic advancement of the past quarter country let to the emergence to an increasing prosperous middle class and working class pushing for democratic reforms

Nature of Economic Transactions
· Deregulation - Removal of legal restrictions for the establishment and operation of private enterprises
· Privatization - Transfer of state ownership to private
· Legal systems
· Laws that support a market economy
· Note - Canada has been criticized for lack of respect to piracy.

Implications
· Ongoing challenges of changing politics and political economies and its impact on business domestically and overseas
· Interconnectedness among political and legal systems, and culture
· The importance of staying abreast of changes


Political Economic Issues
· Tax Inversion http://www.ft.com/intl/cms/s/0/b66af9ae-429f-11e4-9818-00144feabdc0.html#axzz3E9IWu4r0  and http://www.ft.com/intl/cms/s/0/c3b4ff1a-4303-11e4-9a58-00144feabdc0.html#axzz3E9IWu4r0 
· Right to Work: http://www.nrtw.org/rtws.htm (note phrasing in changing discussions)
· Map of 2012 elections http://www.washingtonpost.com/wp-srv/special/politics/election-map-2012/president/ http://www-personal.umich.edu/~mejn/election/2012/ 

Government Policy
· Protectionism (Implications)
· Corporate Income Tax (Canada) http://www.theglobeandmail.com/report-on-business/economy/economy-lab/jim-flahertys-corporate-tax-overhaul-made-canada-competitive/article17590384/  and http://www.fin.gov.on.ca/en/tax/cit/ 
· Foreign Direct Investment (FDI)
· http://www.brookings.edu/~/media/research/files/reports/2014/06/20%20fdi%20us%20metro%20areas/metrofdi.pdf 

Structures, processes, and activities used by a nation state
· Totalitarian – Total Control
· Totalitarian – Imposed authority, no support from the citizenry, tight control, lack of constitutional guarantees, and low tolerance for opposing viewpoints
· Theocratic – Based in religions beliefs
· Secular (Communist, Socialist, Tribal and Right-Wing) – Reliance on military and bureaucratic power
· Doing business in a Totalitarian nation state
· Little if any “local” opposition to activities
· Reputational risk – seen as lacking compassion
· Risky – Rule of Law issues
· Corruption with consequences 

· Anarchism – Individuals and private groups 
· Pluralism – All group play a role and balance each other (Democracies, Constitutional Monarchies and some Aristocracies
· Democracy – Freedom of expression, periodic elections, civil and property rights, minority rights, and non political bureaucracies
· Doing business in a Democratic nation state
· Stable business environments through laws that protect property rights
· Private sector includes independently owned profit seeking firms
· Factor of production are in the hands of individuals and private businesses (Capitalism or “the free market”)
· Participative democracies, property rights and free markets are generally encourage economic growth
Political Risk
· Likelihood that a nation state undergoes political changes that negatively affects business activity
· Macro
· Micro
· Conflict and violence
· Terrorism and kidnapping
· Property seizure (confiscation, appropriation, nationalization)
· Policy changes
· Local content requirements

Nationalization
· Use subsidies to protect an industry for ideological reasons
· Save local jobs to gain political mileage
· Control industry profits to prevent transfer to low tax rate countries
· Invest in sectors that private companies cannot afford

Local Content 
· Specified amount of goods or services to be supplied by producers in the domestic market
· Procure local raw materials 
· Use local suppliers 
· Employ minimum number of local workers
· Quality and production costs issues
· Foster local business activity to national ends  (i.e., reduce unemployment)
· Allows governments retain some measure of control over international companies without resorting to extreme measures
·  Export consequences

Managing Political Risk
· Adaptation (Incorporating risk into business strategies)
· Partnerships (including financial relationships)
· Localization to suit local cultural and political context
· Development Assistance
· Insurance (EDC)
· Information gathering
· Political influence

Legal Systems
· Common law (tradition, precedent and usage)
· Civil law
· Theocratic law
· Preference for legal systems that protect property rights (resources and income generation) and intellectual property rights (intellectual talent and abilities)
· Taxation law
· Product liability laws (damage injury and death cased by defects) and anti-trust (antimonopoly laws) to prevent price fixing, sharing markets, and engaging in unfair monopolistic activities

International Relations and International Business
· Political relations between home and host countries
· National branding (Exports and investments benefits)
· United Nations and International Financial Institutions (IFIs)
· General Assembly
· Security Council (15 - China, France, UK, Russia and the US)
· Economic and Social Council (Economics, Human Rights, Social Matters and other specialized agencies)
· Trusteeship Council
· International Court of Justice
· UNCTAD
· ITC (Intracen)
· World Bank Group and the IMF
· WTO
http://www.youtube.com/watch?v=JWkmF-2S6LQ 

Politics and Law
· How might a company engaged in international business act on the information contained in some of these videos?
· http://www.youtube.com/watch?v=Y2IfV9DNXac 
· http://www.youtube.com/watch?v=mwEB85eX4R4 
· http://www.youtube.com/watch?v=mKkWtyBT1hA 


Ethics (Oct 20)

· Ethical behaviour: Personal behaviour in accordance with guidelines for good conduct or morality
· Culture often establishes the limits on what are considered acceptable and unacceptable behaviours; it pressures individuals and groups into accepting and following certain behaviours
· These limits are typically established to ensure uniform practice among members of a society

Ethical Influencers
· Preconventional: acts in own best interest (few people operate here)
· Conventional: upholds moral and legal laws, does what is expected
· Principled: lives by an internal set of moral codes, values and ethics – the Golden Rule - upheld regardless of consequences


Belief Systems
· Antinomianism – Existentialism (1960s in the US through music and lyrics. World is meaningless and creating is individual) and Logical positivism (linguistic analysis)
· Existentialist thinking is that the world is absurd – meaning is created by the agent who dies and that’s it!
· Generalism – No universal norms All forms of utilitarianism (Bentham and Stuart Mills)
· Situationism – One universal absolute as having more than one universal will cause conflict with each other. Either violate a rule, find another rule or get an exemption.
· A moral conflict is when choices are limited to two alternatives of which one will cause you to violate one of the precepts. Moral precepts do come into conflict on rare occasions although ideally (Non-Conflicting Absolutism) they do not. 
· Ideal Absolutism - Determine which of the two is the lesser evil
· Graded Absolutism - Keep the higher law

Ethical Dilemma
· Moral imperatives are in conflict
· A moral or ethical dilemma :“the process of moral judgment on appropriateness or  inappropriateness of some action, activity, or decision of an institution and/or individual
· Requires 
· Appreciation of basic moral standards
· Information about the facts concerning the actions which are the subject of discussion

Ethical Dilemma- Questions
· Is the proposed action legal?
· Is the decision a fair and balanced one? Consider this question not in terms of the individual involved but also for all other stakeholders, both in the short and the long term.
· Does the situation justify the action?
· How will this decision make me feel about myself?
· How would I feel if my decision were to be published in the newspaper? Or if my family found out about it?

Ethics and Corruption
· http://www.transparency.org/cpi2013/results   - “Corruption Perceptions Index”?
· http://www.transparency.org/country  “Data and Research” tab.  Then go to the “Surveys and Indices” tab and click “Show all”.  
·  http://www.state.gov/j/drl/rls/hrrpt/  and read the brief overview.  Then go to http://www.state.gov/j/drl/rls/hrrpt/humanrightsreport/index.htm#wrapper and go to the “Countries/Regions” pull-down menu.
· Click on the “Table of Contents” tab on the right hand side to get an overview of what is covered in this 2013 US State Department “Country Reports on Human Rights Practices.”  Then read the “Executive Summary” at the top of the page

Code of Ethics
· Set of guidelines established by an organization to help its employees or members behave in accordance with the organization’s values and ethical standards
· Defines the expected ethical behaviour for all members of the corporation. 
·  Completely voluntary, meaning that their establishment, implementation, and enforcement depend on the firm’s management team
· Includes statements related to expected conduct and values that are considered acceptable, such as integrity, professionalism, and other such behaviours. May also include statements prohibiting certain behaviours, such as illegal activities, bribery, theft, and the use of company property for personal reasons. 

Combatting Corruption
· Put the Right Policies and Practices in Place. Be clear on the consequences that employees will face if they behave unethically, and enforce the rules for backsliders
· Audits are necessary to monitor compliance
· Perform your own reference checks
· Keep a professional distance
· Don’t become excessively familiar with business contacts
· Learn about their backgrounds
· Indicate that you don’t have authority on certain decisions
· Avoid private meetings outside business locations
· Avoid offers to do you small favours

Philosophies of Ethics
· Friedman: a company’s sole responsibility is to maximize profits for its owners (or shareholders) while operating within the law
·  Moving operations to a developing nation to reduce labour costs by paying the minimum wage and having employees work the maximum hours as stipulated in the host country laws
· Cultural relativism: a company should adopt local ethics wherever it operates because all belief systems are determined within a cultural context. Cultural relativism sees truth, itself, as relative and argues that right and wrong are determined within a specific situation. 
· Opening a factory in a developing market and, following local customs, employs child labourers. The cultural relativist manager would argue that the company is acting appropriately and in accordance with local standards of conduct. 
· Righteous moralism: a company should maintain its home-country ethics wherever it operates because the home-country’s view of ethics and responsibility is superior to others’ views
· Instructing subsidiary managers to refrain from bribing any local officials
·  Implementing its home country corporate social responsibility initiatives (i.e., donating to local charities and working to improve the local community)
· Utilitarianism: a company should behave in a way that maximizes “good” outcomes for all and minimizes “bad” outcomes 
· Not bribing local officials in the emerging market. But a manager learns that by bribing a local official, the company will finally obtain permission to expand its factory and create 100 well-paying jobs for the local community
· If the manager pays the bribe based on her calculations that more people will benefit than will be harmed by the outcome, she is practicing utilitarian ethics

Social Corporate Responsibility
· Labour practices and working conditions:  In 2013, Canada’s Joe Fresh (the clothing brand owned by Loblaw) got caught in the spotlight over a human rights issue when the building housing its Bangladesh manufacturing operation collapsed. The incident is considered the deadliest for Bangladesh’s clothing industry
· Joe Fresh vowed to help improve working conditions in Bangladesh and promised to work with its vendors to improve the health and safety standards by making sure its products are produced in a socially responsible manner
· http://www.youtube.com/watch?v=Qa2o5XsrZn0 
· Fair Trade Practices (WFTO): fair trade is a trading partnership, based on dialogue, transparency, and respect, that seeks greater equity in international trade
· Contributes to sustainable development by offering better trading conditions to, and securing the rights of, marginalized producers and workers 
·  Second Cup ( www.mysecondcup.com ) coffees are primarily sourced from the Rainforest Alliance ( www.rainforest-alliance.org ), an international non-profit organization that works to conserve biodiversity and promote the rights and well-being of workers, their families, and communities
· Sustainability (sustainable development): three main pillars:
· economic development
· social equity
· environmental protection
· Economic sustainability refers not only to corporate financial success, but also to the ability of non-profit organizations to attain funding and cover costs on an ongoing basis. 
· Social sustainability encompasses the humanitarian side of societies, including medical and educational access, and also the broader issues created by poverty. 
· Environment sustainability focuses on the impact of organizations on the quality and quantity of natural resources.
· Carbon footprint: Environmental impact of greenhouse gases (measured in units of carbon dioxide) that results from human activity. It consists of two components: 
· Primary Footprint.  Direct carbon dioxide emissions from the burning of fossil fuels, including domestic energy consumption and transportation (such as electricity and gasoline) 
· Secondary Footprint.  Indirect carbon dioxide emissions from the whole life cycle of products   (from their manufacture to eventual breakdown)
·  Four Seasons Hotels and Resorts ( www.fourseasons.com ) is a trendsetter in reducing its carbon footprint as well as in other sustainability 
· Examples include paperless planning, opportunities to donate used decorations and display materials, local printing services to lower transportation impact, local and seasonal menus, reuse of guest room linens, on-site recycling, and composting
·  In 2011 Four Seasons launched its 10 Million Trees program, committing the company to plant 10 million trees around the world

Principles of Responsible Investment
· Set of socially responsible investment principles to
· encourage companies to behave ethically
· protect the world’s assets by applying social responsibility to investments and to assist investors to achieve better long-term investments and create sustainable markets
· www.unpri.org 
· Principle 1: We will incorporate ESG issues into investment analysis and decision-making processes. 
·  Principle 2: We will be active owners and incorporate ESG issues into our ownership policies and practices
·  Principle 3: We will seek appropriate disclosure on ESG issues by the entities in which we invest 
·  Principle 4: We will promote acceptance and implementation of the Principles within the investment industry
·  Principle 5: We will work together to enhance our effectiveness in implementing the Principles
·  Principle 6: We will each report on our activities and progress towards implementing the Principles
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Current Challenges in International Business
· Pressing Issues
· Secular Stagnation (low growth for the foreseeable future)
· Geo-political tensions/conflicts
· Inequality Gaps in Africa
· Innovation and Economic Growth

Secular Stagnation
· Rising economic inequality, lower capital costs (i.e. investments in capital), slowing and aging population growth making demands, foreign reserve accumulation and greater costs of financial intermediation 
· Bold reforms is the answer http://www.ft.com/cms/s/2/4be87390-352a-11e4-aa47-00144feabdc0.html#axzz3HJT4kAYL 
· Joe Oliver (Finance Minister) fragility of global economy and Canada’s dependence on international trade http://business.financialpost.com/2014/09/21/joe-oliver-says-g20-sees-significant-economic-challenges-ahead/

Geo-Political Tensions/Conflicts
· Uprisings affecting oil supplies
· Israel and Gaza: Difficulties in realizing a Two State solution
· http://www.youtube.com/watch?v=RKs2Y_qEKxA
· Ukraine and Russia
· Renewed purpose of NATO (i.e., could NATO extend into energy diplomacy?)
· China and Japan: An emerging dynamic economic giant verses an economically frustrated and increasingly nationalist Japan

Africa
· Inequalities Mar Africa’s Rise (Javier Blas)
· http://www.ft.com/intl/cms/s/0/9e74aa50-1e4d-11e4-ab52-00144feabdc0.html#axzz3FT6tovvR 

Innovation and Economic Growth
· Canada’s economy continues to be tied to economic resources
· Athabasca  tar sands: 1.6 Trillion barrels of oil – the world’s single largest deposit
· Extraction is the challenge
· Current development plans based on $80 a barrel
· Transitioning away from oil if slow will make Canada the largest supplier of oil 

Forestry
· Canada is the world’s leading supplier of lumber (16%) of global exports ($33.5 M) 
· Industry 2.7% of GDP and 1.7% of employment
· 80% and 1/3 of all softwood lumber dstiend to the USA
· 300 Canadian communities depend on this sector for 50% of their revenues
· Question of  “Value Added”

Productivity Prosperity Wealth Gap
· Gap is growing between Canada and the United States
· Canada is less competitive because of reluctance to adopt and or invest in new technologies 
· Lack of graduates in sciences, engineering and business development

Global Competitive Index WEF
· http://www.weforum.org/reports/global-competitiveness-report-2014-2015
· Note: Canada is not in the top 10
· Rank 15 behind Taiwan, China with a score of 5.24

Higher Education
· United States has higher level of investment in Universities
· Canada is more students and less faculty
· Student engagement is less in Canada than in the USA
· University operating revenues per student has fallen
· Reduction in government funding 

Trade Theory
· Issues
· Why Trade?
· How is Trade Beneficial
· Classical Trade Theories: Mercantilism. Absolute Advantage and Comparative Advantage
· Modern Trade Theories  (Refinement and Specificity) Product Life Cycle, Strategic Trade and Competitive Advantage

Why Nation trade
· Boosts economic growth
· Expand markets
· More efficient production systems
· Less reliance on the economies of home nations
· Exports: Domestically produced goods and services sold in other countries
· Imports: Foreign goods and services purchased by domestic

Classical – Mercantilism
· Nations should accumulate financial wealth, usually in the form of gold, by encouraging exports and discouraging imports
·  Other measures of a nation’s well-being, such as living standards or human development, are irrelevant
· Nation-states in Europe followed this economic philosophy from about 1500 to the late 1700s
· Early 1700s at the dawn of the Industrial Revolution (An era where productions started to exceed demands)
· World Wealth (gold and silver) was fixed; the export-import relationship led to wealth (i.e., inflows in gold and silver)
· Protectionism – Government should actively protect domestic industries from imports and vigorously promote exports
· Factor Endowments – Degree to which countries have “factors” such as labour, land and technology
· FLAWS 
· Mercantilist nations believed that the world’s wealth was limited and that a nation could increase its share of the pie only at the expense of its neighbours—called a zero-sum game
· If all nations were to barricade their markets from imports and push their exports onto others, international trade would be severely restricted. In fact, trade in all nonessential goods would likely cease altogether
· Paying colonies little for their exports but charging them high prices for their imports impaired their economic development. Thus, their appeal as markets for goods was less than it would have been if they were allowed to accumulate greater wealth

Classical Trade Theories
· Factor Endowment Theory (Heckscher-Oblin Theory): Nations develop comparative advantages based on their locally abundant factors
· Resource Mobility: A Resource from one industry can be moved to another industry
· Free Trade: Free Market forces should determine trade with minimal government intervention
· Theory of Comparative Advantage: Relative (not absolute) advantage in ne economic activity that one nation enjoys in comparative 

Theory of Absolute/Comparative Advantage (Adam Smith)
· A rationale for engaging in free trade without manipulation of the other country
· Mercantilism weakens in the long run and profits a few segments
· If wealth is not fixed and is an outcome of factor endowment, then a country should specialize in and export products for which it has an absolute advantage
· Comparative advantage (graph) Ricardo (1817) Absolute advantage is not required to engage in trade. Countries should specialize in the production of those goods that it is relatively more productive even if has absolute advantages in all goods it produces


Theory of Absolute Advantage (Adam Smith)
· Scottish economist Adam Smith (1776) 
· The ability of a nation to produce a good more efficiently than any other nation is called an absolute advantage
· A nation with an absolute advantage can produce a greater output of a good or service than other nations using the same amount of, or fewer, resources
·  International trade should not be banned or restricted by tariffs and quotas but allowed to flow as dictated by market forces. If people in different countries were able to trade as they saw fit, no country would need to produce all the goods it consumed. Instead, a country could concentrate on producing the goods in which it holds an absolute advantage. It could then trade with other nations to obtain the goods it needed but did not produce
· Two countries (Riceland and Tealand), with two products (rice and tea), and transporting goods between these two countries costs nothing
· Riceland and Tealand currently produce and consume their own rice and tea. The following table shows the number of units of resources (labour) each country expends in creating rice and tea
·  In Riceland, just one resource unit is needed to produce a tonne of rice, but five units of resources are needed to produce a tonne of tea. In Tealand, six units of resources are needed to produce a tonne of rice, whereas three units are needed to produce a tonne of tea 
	
	Rice
	Tea

	Riceland
	1
	5

	Tealand
	6
	3



· Because one unit of resources produces one tonne of rice in Riceland compared with Tealand’s output of only 1/6 tonne of rice, Riceland has an absolute advantage in rice production:- i.e., it is the more efficient rice producer
· However, because one resource unit produces 1/3 tonne of tea in Tealand compared to Riceland’s output of just 1/5 tonne, Tealand has an absolute advantage in tea production

	
	Rice
	Tea

	Riceland
	1
	5

	Tealand
	6
	3



Riceland and Tealand
· Riceland specializes in rice production to maximize the output of rice in our two-country world
· Likewise, Tealand specializes in tea production to maximize the world output of tea
· Although each country now specializes and world output increases, both countries face a problem
· Riceland can consume only its rice production, and Tealand can consume only its tea production
· The problem can be solved if the two countries trade with each other to obtain the good that it needs but does not produce
· Riceland and Tealand agree to trade rice and tea on a one-to-one basis:- tonne of rice costs a tonne of tea, and vice versa
· Riceland can produce one extra tonne of rice with an additional resource unit and can trade with Tealand to get one tonne of tea. This is much better than the 1/5 tonne of tea that Riceland would have gotten by investing that additional resource unit in making tea for itself
· Likewise, Tealand can produce 1/3 extra tonne of tea with an additional resource unit and trade with Riceland to get 1/3 tonne of rice. This is twice as much as the 1/6 tonne of rice it could have produced using that additional resource unit to make its own rice 

Absolute Advantage versus Mercantilism
· Theory of absolute advantage destroys the mercantilist idea that international trade is a zero-sum game
· Because there are gains to be had by both countries party to an exchange, international trade is a positive-sum game
· Also calls into question the objective of national governments to acquire wealth through restrictive trade policies. It argues that nations should instead open their doors to trade so their people can obtain a greater quantity of goods more cheaply
· Does not measure a nation’s wealth by how much gold and silver it has on reserve but by the living standards of its people

Absolute to Comparative Advantage
· A potential problem. What happens if one country does not hold an absolute advantage in the production of any product? Are there still benefits to trade, and will trade even occur? 
· Examine an extension of Absolute Advantage: the theory of Comparative Advantage


Comparative Advantage
· David Ricardo developed  (1817)
· If one country held absolute advantage in the production of both products, specialization and trade could still benefit both countries
· A country has a comparative advantage when it is unable to produce a good more efficiently than other nations but produces the good more efficiently than it does any other good
· In other words, trade is still beneficial even if one country is less efficient in the production of two goods, as long as it is less inefficient in the production of one of the goods 

· Suppose that Riceland now holds absolute advantage in the production of both rice and tea
· Riceland still needs to expend just one resource unit to produce a tonne of rice, but now it needs to invest only two units of resources (instead of five) to produce one tonne of tea
· Tealand still needs six units of resources to produce a tonne of rice and three units to produce a tonne of tea
	
	Rice
	Tea

	Riceland
	1
	2

	Tealand
	6
	3


· For every unit of resource used, Riceland can produce more rice and tea than Tealand can: it has absolute advantage in the production of both goods
· But if Riceland has absolute advantage in the production of both goods, it can still gain from trading with a less-efficient producer
· Although Tealand has no absolute disadvantage in both rice and tea production, it has a comparative advantage in tea. In other words, although it is unable to produce either rice or tea more efficiently than Riceland, Tealand produces tea more efficiently than it produces rice
	
	Rice
	Tea

	Riceland
	1
	2

	Tealand
	6
	3


· Assume once again that Riceland and Tealand decide to trade rice and tea on a one-to-one basis. Tealand could use one unit of resources to produce 1/6 tonne of rice. But it would do better to produce 1/3 tonne of tea with this unit of resources and trade with Riceland to get 1/3 tonne of rice
· By specializing and trading, Tealand gets twice as much rice as it could get if it were to produce the rice itself
· There are also gains from trade for Riceland despite its dual absolute advantage. Riceland could invest one unit of resources in the production of 1/2 tonne of tea. It would do better, however, to produce one tonne of rice with the one unit of resources and trade that rice to Tealand in exchange for one tonne of tea
· Riceland gets twice as much tea through trade than if it were to produce the tea itself, in spite of the fact that it is a more efficient producer of tea than Tealand

Assumptions and Limitations
· Several important assumptions that limit real-world application of the theories:
· Countries are driven only by the maximization of production and consumption. This is often not the case as Governments often get involved in international trade out of a concern for workers or consumers
· Theories assume that there are only two countries engaged in the production and consumption of just two goods. This is obviously not the situation that exists in the real world as there currently are more than 190 countries and a countless number of products being produced, traded, and consumed worldwide
· Assumption that there are no costs for transporting traded goods from one country to another. In reality, transportation costs are a major expense of international trade for some products. If transportation costs for a good are higher than the savings generated through specialization, trade will not occur
In addition:
· The theories consider labour the only resource used in the production process because labour accounted for a large portion of the total production cost of goods at the time the theories were developed. Moreover, it is assumed that resources are mobile within each nation but cannot be transferred between nations. But labour, and especially natural resources, can be difficult and costly to transfer between nations
· Specialization in the production of one particular good does not result in gains in efficiency. But we know that specialization results in increased knowledge of a task and perhaps even future improvements in how that task is performed. Thus, the amount of resources needed to produce a specific amount of a good should decrease over time



Heckscher (1919) – Ohlin (1933) Theory
· Patterns of International Trade is dependent not on relative productivity but on factor endowments
· Absolutes amount of factors does not matter
· Leontief paradox: US has relatively more abundant capital yet imports more capital intensive goods that it exports and exports more labour intensive goods as well
· Explanation: US special advantage in producing new products made with innovate technologies not necessarily more capital intensive 
· Factor endowment vary among countries
· Products differ according to factors used as inputs
· Countries have an advantage in producing products that intensively use those factors of production that it has in abundance
· Factors of production include labour, capital, human resources and technology
· Focused attention on the proportion (supply) of resources in a nation
· The cost of any resource is simply the result of supply and demand. Factors in great supply relative to demand will be less costly than factors in short supply relative to demand
· Countries produce and export goods that require resources (factors) that are abundant and import goods that require resources in short supply.
· Differs considerably from the theory of comparative advantage
· Theory of comparative advantage states that a country specializes in producing the good that it can produce more efficiently than any other good
·  Focus is on the productivity of the production process for a particular good 
· Factor proportions theory says that a country specializes in producing and exporting goods using the factors of production that are most  abundant and thus  cheapest:- not the goods in which it is most productive
· Theory breaks a nation’s resources into two categories: labour and capital equipment
· Predicts that a country will specialize in products that require labour if the cost of labour is low relative to the cost of land and capital
· Alternatively, a country will specialize in products that require land and capital equipment if their cost is low relative to the cost of labour
· Conceptually appealing
· E.g., Australia
· Great deal of land (nearly 60 percent of which is meadows and pastures) and a small population relative to its size
· Exports consist largely of mined minerals, grain, beef, lamb, and dairy products—products that require a great deal of land and natural resources.
· Imports consist mostly of manufactured raw materials, capital equipment, and consumer goods—things needed in capital-intensive mining and modern agriculture


Theory of Relative Factor Endowments
· Factor endowment vary among countries
· Products differ according to factors used as inputs
· Countries have an advantage in producing products that intensively us  those factors of production that it has in abundance
· Factors of production include labour, capital, human resources and technology

Modern Trade Theories (Today)
· Product Life cycles – economic theory that accounts for changes in the patterns of trade over time
· Strategic Trade Theory – Theory suggests that strategic interventions by governments and certain industries enhance odds for international success
· First Mover advantages  - Advantages that first entrants enjoy and do not share with late entrants
· Strategic Trade Policy- Economic policies that provide companies a strategic advantage through government subsidies 
· Michael Porter’s Competitive Diamond
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Leontief Paradox
· Leontief tested whether the United States, which uses an abundance of capital equipment, exports goods requiring capital-intensive production and imports goods requiring labour-intensive production
· [bookmark: _GoBack] Leontief Paradox: US has relatively more abundant capital yet imports more capital intensive goods that it exports more labour intensive goods and imports more capital intensive goods
· Explanation: US special advantage in producing new products made with innovate technologies not necessarily more capital intensive 
· Another possible explanation is that factor proportions theory considers a country’s production factors to be homogeneous—particularly labour
· However, labour skills vary greatly within a country—more highly skilled workers emerge from training and development programs
· Therefore when expenditures on improving the skills of labour are taken into account, the theory seems to be supported by actual trade data

Trade Activity
· High-income economies accounts for roughly 60 percent
· High-income and low- and middle-income nations account for about 34 percent
· Low- and middle-income nations account for only about 6 percent
· Low purchasing power
· Lack of economic development 
· 52 percent of Asia’s exports is intra-regional trade; extra-regional trade has also increased significantly
·  Intra-regional exports account for only 12 percent of all exports in Africa and 15 percent of intra-regional exports in Middle East regions in the past decade
· All developing regions (i.e., South and Central America, the Middle East, and Asia) increased their total exports considerably in comparison with the previous decade

Trade Dependency
· Developing and transition nations that share borders with developed countries are often dependent on their wealthier neighbours (i.e., Central and Eastern European nations)
· Dangers of trade dependency include economic recession or political turmoil, which then also harms dependent nations (e.g., Mexico, Canada)

Government Intervention
· Political motives such as:
· Protecting jobs
· Preserving national security (i.e., weapons, agriculture)
· Responding to other nations’ unfair trade practices
· Gaining influence over other nations (regional influence)
· Economic reasons include:
· Protecting young industries from competition
· Promoting a strategic trade policy
· Cultural motives include:
·   Protecting national identity

Methods to Promote Trade
· Subsidies - Financial assistance to domestic producers in the form of cash payments, low-interest loans, tax breaks, product price supports, or other forms
·  Export Financing - Offering loans that a company could otherwise not obtain and/or charging them an interest rate that is lower than the market rate. Another option is for a government to guarantee that it will repay the loan of a company if the company should default on repayment (i.e., loan guarantees)
· Foreign Trade Zone - A designated geographic region through which merchandise is allowed to pass with lower customs duties (taxes) and/or fewer customs procedures
· Increased employment and increased trade
· Reduction in customs duties that increase the total amount of a good’s production cost and increase the time needed to get it to market
· Final product assembly economic zones in which local governments can offer additional opportunities and tax breaks to international investors
· Special government agencies (TCS etc.,)

Methods to Restrict Trade
· Tariffs - Government tax levied on a product as it enters or leaves a country
· Increases the price of an imported product directly and, therefore, reduces its appeal to buyers
· Nontariff barrier limits the availability of an imported product, which increases its price indirectly
· Three categories:
· Export : going out
· Transit : transfer
· Import : coming in
· Three subcategories
· Ad valorem tariff - levied as a percentage of the stated price of an imported product
· Specific tariff - levied as a specific fee for each unit (measured by number, weight, and so forth) of an imported product
· Compound tariff - calculated partly as a percentage of its stated price and partly as a specific fee for each unit  

Quotas
· A restriction on the amount (measured in units or weight) of a good that can enter or leave a country during a certain period of time
· Second most common type of trade barrier
· Governments typically administer their quota systems by granting quota licences  (yearly) to:
· The companies or governments of other nations (in the case of import quotas)
· Domestic producers (in the case of export quotas)
· Governments normally grant such licences 

Reasons
· To maintain adequate supplies of a product in the home (domestic) market. Most common among countries that export natural resources that are essential to domestic business or the long-term survival of a nation
·  To increase the international price of the good. This is the motive behind the formation and activities of the Organization of Petroleum Exporting Countries (OPEC)( www.opec.org  )
·  Consumers in the country that imposes an export quota benefit from lower-priced products (due to their greater supply) as long as domestic producers do not curtail production
· Producers in an importing country benefit because the goods of producers from the exporting country are restrained, which may allow them to increase prices


Regarding Export Quotas
· Export quotas hurt consumers in the importing nation because of reduced selection and perhaps higher prices
· Yet export quotas might allow these same consumers to retain their jobs if imports were threatening to put domestic producers out of business

Voluntary Export Restraint (VER)
· An export quota that a nation imposes on its own exports, usually at the request of another nation
· Countries normally self-impose a voluntary export restraint in response to the threat of an import quota or total ban on the product by an importing nation
· Classic example of the use of a voluntary export restraint is from the 1980s when Japanese carmakers were gaining significant market share in the United States

Tariff Quotas
· A hybrid form of trade restriction that allows for a lower tariff rate for a certain quantity of imports and a higher rate for quantities that exceed the quota
· Many countries implemented tariff-quotas in 1995 after their use was permitted by the WTO

Embargoes
· Complete ban on trade (imports and exports) in one or more products with a particular country 
· An embargo may be placed on one or a few goods, or it may completely ban trade in all goods
· Most restrictive nontariff trade barrier available, and it is typically applied to accomplish political goals
· Decreed by individual nations or by supranational organizations such as the UN
· Difficult to enforce - so used less today
· E.g., US embargo on trade with Cuba

Other Mechanisms
· Local content requirements
· Administrative burdens/delays
· Currency Controls
·  Restrictions on the convertibility of a currency into other currencies
· Importers generally must pay for those goods in a common, internationally acceptable currency such as the US Dollar, European Union Euro, or Japanese Yen. Generally, it must also obtain the currency from its nation’s domestic banking system
· Governments can require companies that desire such a currency to apply for a licence to obtain it. Thus, a country’s government can discourage imports by restricting who is allowed to convert the nation’s currency into the internationally acceptable currency
· Another way governments apply currency controls to reduce imports is by stipulating an exchange rate that is unfavourable to potential importers
· Because the unfavourable exchange rate can force the cost of imported goods to an impractical level, many potential importers simply give up on the idea
· Meanwhile, the country will often allow exporters to exchange the home currency for an international currency at favourable rates to encourage exports
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