Section A - Definitions (up to 6)

1. Backward vertical foreign direct investment with an example

Def: Investing in an industry abroad that provides inputs for a firm’s domestic processes.

Ex: Companies that seek to enter into a backward vertical FDI typically seek to improve the costs of raw materials or the supply of certain key components. For example, one of the major materials used for car manufacturing is steel and therefore, American manufacturing prefer the steel to be as cheap as possible. However, the price can fluctuate depending on overall supply and demand and therefore, if the car manufacturer acquires the steel supplier, he will no longer have to deal with this supplier and the corresponding high prices. Other examples would be an ice cream maker buying a dairy farm to ensure constant supply and reasonable prices for milk, Amazon.com by becoming a publisher and thus, it becomes a supplier of its own good, as well as Starbucks by acquiring a coffee farm. 
· Car manufacturing
· Ice cream manufacturer
· Starbucks
· Amazon.com


2. Vertical foreign direct investment with an example

Def: Vertical FDI occurs when a multinational company decides to acquire or build an operation abroad that either fulfills the role of a supplier (backward vertical FDI) or the role of a distributor (forward vertical FDI).

Ex: Backward vertical FDI acquiring a supplier (steel supplier in Mexico delivering steel to America) or a distributor (selling Ford in Japan may be difficult since Japanese distributors may not want to sell them, therefore better to build its own distribution). 
· Car manufacturer (backward)
· Japan automobile distributors (forward)


3. Common law system and how it differs from a civil law system

Def: A system of law based on tradition, precedent, and custom. When law courts interpret common law, they do so with regard to these characteristics.

Ex: The common law system evolved in England over hundreds of years. It is now found in most of Great Britain’s former colonies, including the United States. Common law is based on tradition, precedent, and custom. Tradition refers to a country’s legal history, precedent to cases that have come before the courts in the past, and custom to the ways in which laws are applied in specific situations. This gives a common law system a degree of flexibility that other systems lack. Judges in a common law system have the power to interpret the law so that it applies to the unique circumstances of an individual case. In turn, each new interpretation sets a precedent that may be followed in future cases. As new precedents arise, laws may be altered, clarified, or amended to deal with new situations.
· England, US, Canada, 


4. Civil law system and how it differs from a common law system

Def: A system of law based on a very detailed set of written laws and codes. When law courts interpret civil law, they do so with regard to these codes.

Ex: More than 80 countries, including Germany, France, Japan, and Russia, operate with a civil law system. A civil law system tends to be less adversarial than a common law system, since the judges rely upon detailed legal codes rather than interpreting tradition, precedent, and custom. Judges under a civil law system have less flexibility than those under a common law system. Judges in a common law system have the power to interpret the law, whereas judges in a civil law system have the power only to apply the law. 
· Germany, France, Japan, Russia


5. Factor endowments with two specific examples

Def: A nation’s position in factors of production such as skilled labor or the infrastructure necessary to compete in a given industry.

Ex: There are hierarchies among factor endowments, distinguishing between basic factors (e.g., natural resources, climate, location, and demographics) and advanced factors (e.g., communication infrastructure, sophisticated and skilled labor, research facilities, and technological know-how). It has been argued that advanced factors are the most significant for competitive advantage. Unlike the naturally endowed basic factors, advanced factors are a product of investment by individuals, companies, and governments. Thus, government investments in basic and higher education, by improving the general skill and knowledge level of the population and by stimulating advanced research at higher education institutions, can upgrade a nation’s advanced factors. Basic factors, on the other hand, can provide an initial advantage that is subsequently reinforced and extended by investment in advanced factors. An example of this phenomenon is Japan, a country that lacks arable land and mineral deposits and yet through investment has built a substantial endowment of advanced factors. Porter notes that Japan’s large pool of engineers has been vital to Japan’s success in many manufacturing industries. Due to favorable factor endowments, New Zealand may have a comparative advantage for automobile assembly operations, but high transportation costs would make it an uneconomical location from which to serve global markets. The United States exports commercial aircraft and imports textiles not because its factor endowments are especially suited to aircraft manufacture and not suited to textile manufacture, but because the United States is relatively more efficient at producing aircraft than textiles. A key assumption in the Heckscher-Ohlin theory is that technologies are the same across countries. This may not be the case. Differences in technology may lead to differences in productivity, which in turn, drive international trade patterns. Thus, Japan’s success in exporting automobiles in the 1970s and 1980s was based not just on the relative abundance of capital, but also on its development of innovative manufacturing technology that enabled it to achieve higher productivity levels in automobile production than other countries that also had abundant capital.
· US importing cheap labor and exporting aircrafts
· New Zealand – not a good transportation



6. Local content requirement with two specific examples

Def: A requirement that some specific fraction of a good be produced domestically.

Ex: The requirement can be expressed either in physical terms (e.g., 75 percent of component parts for this product must be produced locally) or in value terms (e.g., 75 percent of the value of this product must be produced locally). Developing countries have widely used local content regulations to shift their manufacturing base from the simple assembly of products whose parts are manufactured elsewhere into the local manufacture of component parts. Developed countries have also used them to try to protect local jobs and industry from foreign competition. For example, a little-known law in the United States, the Buy America Act, specifies that government agencies must give preference to American products when putting contracts for equipment out to bid unless the foreign products have a significant price advantage. The law specifies a product as “American” if 51 percent of the materials by value are produced domestically. This amounts to a local content requirement. If a foreign company, or an American one for that matter, wishes to win a contract from a U.S. government agency to provide some equipment, it must ensure that at least 51 percent of the product by value is manufactured in the United States. Local content regulations provide protection for a domestic producer of parts in the same way an import quota does: by limiting foreign competition. The aggregate economic effects are also the same; domestic producers benefit, but the restrictions on imports raise the prices of imported components. In turn, higher prices for imported components are passed on to consumers of the final product in the form of higher final prices. So as with all trade policies, local content regulations tend to benefit producers and not consumers.
· Department stores and supermarkets to reserve 30% of shelf space for Malaysian products
· Canada radio music – at least 35% of weekly music is Canadian 


7. Heckscher-Ohlin Theory and how it differs from the Leontief Paradox

Def: Countries will export those goods that make intensive use of locally abundant (обилен) factors of production and import goods that make intensive use of locally scarce factors of production.

Ex: That comparative advantage arises from differences in national factor endowments. By factor endowments they meant the extent to which a country is endowed with such resources as land, labor, and capital. Nations have varying factor endowments, and different factor endowments explain differences in factor costs; specifically, the more abundant a factor, the lower its cost. The Heckscher-Ohlin theory predicts that countries will export those goods that make intensive use of factors that are locally abundant, while importing goods that make intensive use of factors that are locally scarce. Thus, the Heckscher-Ohlin theory attempts to explain the pattern of international trade that we observe in the world economy. For example, the United States has long been a substantial exporter of agricultural goods, reflecting in part its unusual abundance of arable land. In contrast, China excels in the export of goods produced in labor-intensive manufacturing industries, such as textiles and footwear. This reflects China’s relative abundance of low-cost labor. The United States, which lacks abundant low-cost labor, has been a primary importer of these goods. 


8. Leontief Paradox and how it differs from the Heckscher-Ohlin Theory

Def: The empirical finding that, in contrast to the predictions of the Heckscher-Ohlin theory, U.S. exports are less capital intensive than U.S. imports.

Ex: The Leontief Paradox casts some doubt on the validity of classical trade theories. Some empirical studies have shown that the United States' export and import patterns are not consistent with the trade patterns as predicted by the theory of factor endowment. According to these studies, the United States actually exports labor-intensive goods and imports capital- intensive products (when the opposite results were expected). Thus, the United States may be exporting goods that rely heavily on skilled labor and innovative entrepreneurship, such as computer software, while importing heavy manufacturing products that use large amounts of capital. A key assumption in the Heckscher-Ohlin theory is that technologies are the same across countries. This may not be the case. Differences in technology may lead to differences in productivity, which in turn, drive international trade patterns. Thus, Japan’s success in exporting automobiles in the 1970s and 1980s was based not just on the relative abundance of capital, but also on its development of innovative manufacturing technology that enabled it to achieve higher productivity levels in automobile production than other countries that also had abundant capital. The new research shows that once differences in technology across countries are controlled, countries do indeed export those goods that make intensive use of factors that are locally abundant, while importing goods that make intensive use of factors that are locally scarce. 



9. Purchasing power parity (равенство) with an example

Def: An adjustment in GDP per capita to reflect differences in the cost of living.

Ex: If the law of one price were true for all goods and services, the purchasing power parity (PPP) exchange rate could be found from any individual set of prices. By comparing the prices of identical products in different currencies, it would be possible to determine the “real” or PPP exchange rate that would exist if markets were efficient. (An efficient market has no impediments to the free flow of goods and services, such as trade barriers.) A less extreme version of the PPP theory states that given relatively efficient markets—that is, markets in which few impediments to international trade exist—the price of a “basket of goods” should be roughly equivalent in each country. To express the PPP theory in symbols, let P$ be the U.S. dollar price of a basket of particular goods and P¥ be the price of the same basket of goods in Japanese yen. The PPP theory predicts that the dollar/yen exchange rate, E$/¥, should be equivalent to: Thus, if a basket of goods costs $200 in the United States and ¥20,000 in Japan, PPP theory predicts that the dollar/yen exchange rate should be $200/¥20,000 or $0.01 per Japanese yen (i.e. $1 = ¥100). Every year, the newsmagazine The Economist publishes its own version of the PPP theorem, which it refers to as the “Big Mac Index.” The Economist has selected McDonald’s Big Mac as a proxy for a “basket of goods” because it is produced according to more or less the same recipe in about 120 countries. The Big Mac PPP is the exchange rate that would have hamburgers costing the same in each country. According to The Economist, comparing a country’s actual exchange rate with the one predicted by the PPP theorem based on relative prices of Big Macs is a test of whether a currency is undervalued or not. This is not a totally serious exercise, as The Economist admits, but it does provide us with a useful illustration of the PPP theorem.
Relative currency values according to the Big Mac index for January 19, 2009, are reproduced in Figure 9.1. To calculate the index, The Economist converts the price of a Big Mac in a country into dollars at current exchange rates and divides that by the average price of a Big Mac in America (which was $3.54). According to the PPP theorem, the prices should be the same. If they are not, it implies that the currency is either overvalued against the dollar or undervalued. For example, the average price of a Big Mac in the euro area was $4.50 at the euro/dollar exchange rate prevailing on January 19, 2009. Dividing this by the average price of a Big Mac in the United States gives 1.27 (i.e., 4.50/3.54), which suggests that the euro was overvalued by 27 percent against the U.S. dollar. The next step in the PPP theory is to argue that the exchange rate will change if relative prices change. For example, imagine there is no price inflation in the United States, while prices in Japan are increasing by 10 percent a year. At the beginning of the year, a basket of goods costs $200 in the United States and ¥20,000 in Japan, so the dollar/yen exchange rate, according to PPP theory, should be $1 = ¥100. At the end of the year, the basket of goods still costs $200 in the United States, but it costs ¥22,000 in Japan. PPP theory predicts that the exchange rate should change as a result. More precisely, by the end of the year: Thus, ¥1 = $0.0091 (or $1 = ¥110). Because of 10 percent price inflation, the Japanese yen has depreciated by 10 percent against the dollar. One dollar will buy 10 percent more yen at the end of the year than at the beginning.
· Bic Mac exchange rate – shows either underrate or overrate 


10. Subsidy with two specific examples

Def: Government financial assistance to a domestic producer.
Ex: A subsidy is a government payment to a domestic producer. Subsidies take many forms, including cash grants, low-interest loans, tax breaks, and government equity participation in domestic firms. By lowering production costs, subsidies help domestic producers in two areas: (1) competing against foreign imports and (2) gaining export markets. According to the World Trade Organization, in the mid-2000s countries spent some $300 billion on subsidies, $250 billion of which was spent by 21 developed nations.5 Moreover, as noted in the opening discussion of the global financial crisis, between mid-2008 and early 2009 some developed nations gave $45 billion in subsidies to their automobile makers. While the purpose of the subsidies was to help them survive a very difficult economic climate, one of the consequences was to give subsidized companies an unfair competitive advantage in the global auto industry. Agriculture tends to be one of the largest beneficiaries of subsidies in most countries (again, see the opening discussion for an example). In the mid-2000s, the European Union was paying around ₠44 billion annually ($55 billion) in farm subsidies. Not to be outdone, in May 2002 President George W. Bush signed into law a bill that contained subsidies of more than $180 billion for U.S. farmers spread out over 10 years. This was followed in 2007 by a farm bill that contained $286 billion in subsidies for the next 10 years. The Japanese also have a long history of supporting inefficient domestic producers with farm subsidies. The accompanying Country Focus looks at subsidies to wheat producers in Japan. Nonagricultural subsidies are much lower, but they are still significant. For example, Boeing and Airbus received subsidies to help them lower the cost of developing new commercial jet aircraft. In Boeing’s case, subsidies came in the form of tax credits for R&D spending or Pentagon money that was used to develop military technology, which then was transferred to civil aviation projects. In the case of Airbus, subsidies took the form of government loans at below-market interest rates. The main gains from subsidies accrue to domestic producers, whose international competitiveness is increased as a result. Advocates of strategic trade policy (which, as you will recall from Chapter 5, is an outgrowth of the new trade theory) favor subsidies to help domestic firms achieve a dominant position in those industries in which economies of scale are important and the world market is not large enough to profitably support more than a few firms (aerospace and semiconductors are two such industries). According to this argument, subsidies can help a firm achieve a first-mover advantage in an emerging industry (just as U.S. government subsidies, in the form of substantial R&D grants, allegedly helped Boeing). If first-mover advantage is achieved, further gains to the domestic economy arise from the employment and tax revenues that a major global company can generate. However, government subsidies must be paid for, typically by taxing individuals and corporations. Whether subsidies generate national benefits that exceed their national costs is debatable. In practice, many subsidies are not that successful at increasing the international competitiveness of domestic producers. Rather, they tend to protect the inefficient and promote excess production. For example, agricultural subsidies (1) allow inefficient farmers to stay in business, (2) encourage countries to overproduce heavily subsidized agricultural products, (3) encourage countries to produce products that could be grown more cheaply elsewhere and imported, and therefore (4) reduce international trade in agricultural products. One study estimated that if advanced countries abandoned subsidies to farmers, global trade in agricultural products would be 50 percent higher and the world as a whole would be better off by $160 billion.6 Another study estimated that removing all barriers to trade in agriculture (both subsidies and tariffs) would raise world income by $182 billion.7 This increase in wealth arises from the more efficient use of agricultural land. For a specific example, see the Country Focus on wheat subsidies in Japan.
· UK subsidies fossil-fuel companies like BP and Shell with 6 billion pounds a year
· Canada subsidies dairy farms despite the decline in demand


11. Political risk with two specific examples

Def: The likelihood that political forces will cause drastic changes in a country’s business environment that will adversely affect the profit and other goals of a particular business enterprise.

Ex: Political risk tends to be greater in countries experiencing social unrest (стачки) or disorder and countries where the underlying nature of the society makes the likelihood of social unrest high. When political risk is high, there is a high probability that a change will occur in the country’s political environment that will endanger foreign firms there. In extreme cases, political change may result in the expropriation (конфискация) of foreign firms’ assets. This happened to U.S. firms after the Iranian revolution of 1979. In recent decades, the risk of outright expropriations has become almost zero. However, a lack of consistent legislation and proper law enforcement, and no willingness on the part of the government to enforce contracts and protect private property rights can result in the de-facto expropriation of the assets of a foreign multinational. An example of this type of expropriation, which occurred in Russia during the late 1990s, appears in the next Management Focus Feature. Political and social unrest may also result in economic collapse, which can render a firm’s assets worthless. This happened to many foreign companies’ assets as a result of the bloody war following the breakup of the former Yugoslavia. In less extreme cases, political changes may result in increased tax rates, the imposition of exchange controls that limit or block a subsidiary’s ability to remit earnings to its parent company, the imposition of price controls, and government interference in existing contracts. The likelihood of any of these events impairs the attractiveness of a foreign investment opportunity. Many firms devote considerable attention to political risk analysis and to quantifying political risk. Euromoney magazine publishes an annual “country risk rating,” widely used by businesses, which incorporates assessments of political and other risks. The problem with all attempts to forecast political risk, however, is that they try to predict a future that can only be guessed—and in many cases, the guesses are wrong. Few people foresaw the 1979 Iranian revolution, the collapse of communism in Eastern Europe, the dramatic breakup of the Soviet Union, or the terrorist attack on the World Trade Center in September 2001, yet all these events have had a profound impact on the business environments of many countries. This is not to say that political risk assessment is without value, but it is more art than science. (p.779 – Black Sea Example)
· Expropriation of US firms in Iran after the revolution in 1979
· Bloody was following the breakup of Yugoslavia


12. Royalties with an example

Def: Royalties represent the remuneration paid to the owners of technology, patents, or trade names for the use of that technology or the right to manufacture and/or sell products under those patents or trade names

Ex: It is common for a parent company to charge its foreign subsidiaries royalties for the technology, patents, or trade names it has transferred to them. Royalties may be levied as a fixed monetary amount per unit of the product the subsidiary sells or as a percentage of a subsidiary’s gross revenues. A fee is compensation for professional services or expertise that the parent company or another subsidiary supplies to a foreign subsidiary. Fees are sometimes differentiated into “management fees” for general expertise and advice and “technical assistance fees” for guidance in technical matters. Fees are usually levied as fixed charges for the particular services provided. Royalties and fees have certain tax advantages over dividends, particularly when the corporate tax rate is higher in the host country than in the parent’s home country. Royalties and fees are often tax-deductible locally (because they are viewed as an expense), so arranging for payment in royalties and fees will reduce the foreign subsidiary’s tax liability. If the foreign subsidiary compensates the parent company by dividend payments, local income taxes must be paid before the dividend distribution, and withholding taxes must be paid on the dividend itself. Although the parent can often take a tax credit for the local withholding and income taxes it has paid, part of the benefit can be lost if the subsidiary’s combined tax rate is higher than the parent’s.
· IBM pays royalty to Microsoft for being able to use Windows in their computers


13. Greenfield investment with two specific examples

Def: Establishing a new operation in a foreign country.

Ex: FDI can take the form of a Greenfield investment in a new facility or an acquisition of or a merger with an existing local firm. The data suggest the majority of cross-border investments are in the form of mergers and acquisitions rather than Greenfield investments. UN estimates indicate that some 40 to 90 percent of all FDI inflows were in the form of brownfield investment. However, FDI flows into developed nations differ markedly from those into developing nations. In the case of developing nations, only about one-third of FDI is in the form of cross-border mergers and acquisitions. The lower percentage of mergers and acquisitions may simply reflect the fact that there are fewer target firms to acquire in developing nations. When contemplating FDI, why do firms apparently prefer to acquire existing assets rather than undertake Greenfield investments? First, mergers and acquisitions are quicker to execute than Greenfield investments. This is an important consideration in the modern business world where markets evolve very rapidly. Many firms apparently believe that if they do not acquire a desirable target firm, then their global rivals will. Second, foreign firms are acquired because those firms have valuable strategic assets, such as brand loyalty, customer relationships, trademarks or patents, distribution systems, production systems, and the like. It is easier and perhaps less risky for a firm to acquire those assets than to build them from the ground up through a Greenfield investment. Third, firms make acquisitions because they believe they can increase the efficiency of the acquired unit by transferring capital, technology, or management skills. However, there is evidence that many mergers and acquisitions fail to realize their anticipated gains. When FDI takes the form of a Greenfield investment, the result is to establish a new enterprise, increasing the number of players in a market and thus consumer choice. In turn, this can increase the level of competition in a national market, thereby driving down prices and increasing the economic welfare of consumers. Increased competition tends to stimulate capital investments by firms in plant, equipment, and R&D as they struggle to gain an edge over their rivals. The long-term results may include increased productivity growth, product and process innovations, and greater economic growth. Such beneficial effects seem to have occurred in the South Korean retail sector following the liberalization of FDI regulations in 1996, for example. FDI by large Western discount stores, including Wal-Mart, Costco, Carrefour, and Tesco, seems to have encouraged indigenous discounters such as EMart to improve the efficiency of their own operations. The results have included more competition and lower prices, which benefit South Korean consumers.
· China’s FDI consists mainly of greenfield investment
· Coca Cola, Starbucks and McDonalds across the world


14. Expropriation with an example

Def: 

Ex:


15. Voluntary export restraint with an example

Def: A quota on trade imposed from the exporting country’s side, instead of the importer’s; usually imposed at the request of the importing country’s government.

Ex: One of the most famous historical examples is the limitation on auto exports to the United States enforced by Japanese automobile producers in 1981. A response to direct pressure from the U.S. government, this VER limited Japanese imports to no more than 1.68 million vehicles per year. The agreement was revised in 1984 to allow 1.85 million Japanese vehicles per year. The agreement was allowed to lapse in 1985, but the Japanese government indicated its intentions at that time to continue to restrict exports to the United States to 1.85 million vehicles per year. Foreign producers agree to VERs because they fear more damaging punitive tariffs or import quotas might follow if they do not. Agreeing to a VER is seen as a way to make the best of a bad situation by appeasing protectionist pressures in a country. As with tariffs and subsidies, both import quotas and VERs benefit domestic producers by limiting import competition. As with all restrictions on trade, quotas do not benefit consumers. An import quota or VER always raises the domestic price of an imported good. When imports are limited to a low percentage of the market by a quota or VER, the price is bid up for that limited foreign supply. The automobile industry VER mentioned above increased the price of the limited supply of Japanese imports. According to a study by the U.S. Federal Trade Commission, the automobile VER cost U.S. consumers about $1 billion per year between 1981 and 1985. That $1 billion per year went to Japanese producers in the form of higher prices.10 The extra profit that producers make when supply is artificially limited by an import quota is referred to as a quota rent. If a domestic industry lacks the capacity to meet demand, an import quota can raise prices for both the domestically produced and the imported good. This happened in the U.S. sugar industry, in which a tariff rate quota system has long limited the amount foreign producers can sell in the U.S. market. According to one study, import quotas have caused the price of sugar in the United States to be as much as 40 percent greater than the world price. These higher prices have translated into greater profits for U.S. sugar producers, which have lobbied politicians to keep the lucrative agreement. They argue U.S. jobs in the sugar industry will be lost to foreign producers if the quota system is scrapped.
· Japanese government restricting export of vehicles to the USA to 1.85 million per year
· 



Section B - Essay Questions (up to 6) 

1. What is globalization? During the recent past, say 10 years, what have been the major drivers of globalization? Is globalization a zero-sum game? If so, why? If not, why not? Are Canadians better off as a result of globalization? Using specific examples, explain why or why not?

· Globalization refers to the shift toward a more integrated and interdependent world economy. Two macro factors underlie the trend toward greater globalization. The first is the decline in barriers to the free flow of goods, services, and capital that has occurred since the end of World War II. Lowering barriers to international trade enables firms to view the world, rather than a single country, as their market. Lowering trade and investment barriers also allows firms to base production at the optimal location for that activity. Thus, a firm might design a product in one country, produce component parts in two other countries, assemble the product in yet another country, and then export the finished product around the world. The second factor is technological change, particularly the dramatic developments in recent years in communication, information processing, and transportation technologies. Lowering trade barriers made globalization of markets and production a theoretical possibility. Technological change has made it a tangible reality. Since the end of World War II, the world has seen major advances in communication, information processing, and transportation technology, including the explosive emergence of the Internet and World Wide Web. Telecommunications is creating a global audience. Transportation is creating a global village. From Buenos Aires to Boston, and from Birmingham to Beijing, ordinary people are watching MTV, they’re wearing blue jeans, and they’re listening to iPods as they commute to work. The mercantilist assumption that trade is a zero-sum game means that a gain by one country results in a loss by another. Adam Smith argued that this is not the case and that trade is actually a positive-sum game since all countries can be beneficial from it. Since he suggested that each country should specialize in what it has an absolute advantage and they should not be producing something that could be imported for less money. In today’s world countries trade in a way that both sides of the trade has a benefit from it, thus it is a positive-sum game. Advantages of globalization include new jobs, economic growth as a result of economic activities, raise in income levels, more choice for consumers, and raise in firm’s revenue by reducing costs. Some critics of globalization are that it destroys manufacturing jobs in wealthy countries and it contributes to a pollution. Canada, with a population of only 33 million, is known for its vast natural resources, socialized health care, and for fiercely protecting its local culture. The country is heavily dependent on the rest of the world with more than two-third of Canadians using the Internet and two-third of television time is devoted to foreign programming. Foreigners have invested more than $500 billion in Canada and it exports mostly for the USA, which amounts for 40% of the country’s GDP. In addition, the country is a member of 14 international organizations and the globalization has certainly affected all Canadians somehow. Some have lost their jobs such as when SEARS outsources their customer service department in Bulgaria, but mostly it is considered that Canada overall is better of as a result of the globalization. 



2. Governments often intervene in international trade. Identify and briefly describe four ways that governments conduct international trade intervention. In your opinion, why do they do this and outline why you think government intervention is a good or bad thing? Who does it benefit most and least?

The 4-5 ways Government intervenes:
· Tariffs – a tax levied on imports or exports. In most cases, tariffs are placed on imports to protect domestic producers from foreign competition by raising the price of imported goods. The government gains, because the tariff increases government revenues. Domestic producers gain, because the tariff affords them some protection against foreign competitors by increasing the cost of imported foreign goods. Consumers lose because they must pay more for certain imports

· Subsidies – government payments to domestic producer. Subsidies take many forms, including cash grants and government equity participation in domestic firms. By lowering production costs, subsidies help domestic producers in two areas: (1) competing against foreign imports and (2) gaining export markets. Agriculture tends to be one of the largest beneficiaries of subsidies in most countries. The main gains from subsidies accrue to domestic producers, whose international competitiveness is increased as a result

· Import Quotas – a direct restriction on the quantity of some good that may be imported into a country. For example, the United States has a quota on cheese imports.

· Voluntary Export Restraints - quotas on trade imposed by the exporting country usually at the request of the importing country’s government. One of the most famous historical examples is the limitation on auto exports to the United States enforced by Japanese automobile producers. Both import quotas and VERs benefit domestic producers by limiting import competition. As with all restrictions on trade, quotas do not benefit consumers. An import quota or VER always raises the domestic price of an imported good.

· A local content requirement is a requirement that some specific fraction of a good be produced domestically. Developed countries have also used them to try to protect local jobs and industry from foreign competition.

· International trade occurs when a firm exports goods or services to consumers in another country. The typical aim of such tariffs was to protect domestic industries from foreign competition.

· GATT- lower barriers to the free flow of goods and services.

· In my opinion, having government trade intervention is a good thing. It protects jobs, reduces unemployment and protects industries from unfair foreign competition (exp. the tariffs placed on imports of foreign steel). Government intervention protects certain industries because they are important for national security like defense-related industries (e.g., aerospace). Governments also helps in retaliation, where threats are used to intervene in trade policy as a bargaining tool to help open foreign markets and force trading partners to play fair (get the Chinese government to enforce its intellectual property laws.) The government also protects consumers from unsafe products by limiting or banning the importation of such products (Japan banning beef-mad cow). 

· The Infant Industry Argument: Many developing countries have a potential comparative advantages but are unable to compete with developed countries. The governments should temporarily support new industries (with tariffs, import quotas, and subsidies) until they have grown strong and gained maturity and knowledge to stay innovative and efficient. The downfall is that political intervention often hurts consumers and it can be self-defeating.




3. It is argued that the benefits of free trade far outweigh the costs associated with it. What are the potential benefits of free trade to a country such as Canada? What are the potential costs to all major stakeholders of adopting a free trade regime? Should governments intervene to minimize these costs? If so, under what circumstances and specifically what should they do?

· Free trade is a situation where a government does not attempt to influence through quotas or duties what its citizens can buy from another country or what they can produce/sell to another country.
The costs of a free trade regime are:
· Some groups may benefit at the expense of others
· Dumping may occur; dumping is defined as selling goods in a foreign market at below their costs of production or as selling goods in a foreign market below their fair market value.
· Loss of jobs, domestic jobs
· Environmental concerns- claims that free trade leads to higher production, thus more pollution, deforestation etc.
· Ethical concerns- despite the WTO efforts, many companies still operate on child labor, unsafe working conditions and other unethical practices (race to the bottom). This occurs because companies want to lower costs due to competition.
· Governments should intervene to minimize these costs in order to preserve jobs, protect industries deemed important for national security, retaliating against unfair foreign competition, protecting consumers from ’’dangerous products’’, furthering the goals of foreign policy and advancing the human rights of individuals in exporting countries. However government intervention may be harmful in several other aspects such as protecting inefficient domestic producers, pushing the policy of a political party that might not be in the best interest of a country. Government intervention should be kept at a minimum and in unavoidable situations, knowing that the market is more efficient without government intervention.
[bookmark: _GoBack]
4. A Canadian gold mining company is considering making a major investment to extract and refine gold ore in a central African country. Identify and discuss the benefits and costs of a foreign direct investment of this nature to the host country. Are there any disadvantages? If so, what might these be?



5. The interests of producers are typically the beneficiaries of government trade policy usually at the expense of consumers. Why is this case? Can arguments be made for putting consumers’ interests ahead of those of producers? What might these arguments be?

· This might be the case because the government is trying to protect jobs, certain important industries where national security might be at risk, retaliation where government use trade policies as bargaining tools to force other countries to ‘’play by the rules’’, and protecting human rights. Unfortunately, all these reasons are at the expense of consumers because they affect imports and therefore reducing competition inside the country and increasing price. 
· However, there can be some arguments made where consumers’ interest are putt ahead of those of producers:
· Trade policies made to protect the consumers from unsafe products. The indirect effect of such regulation is to limit or ban the importation of such products. For example, counterfeited pharmaceutical products. Or the mad cow disease that was found in the Washington state in 2003. Several countries banned US beef imports for a period of 2 years. This had a significant impact on US producers of beef. However, it did not outweigh the health priority of these countries consumers.




6. Culture can influence the costs of doing business in a country. Define culture. Using at least four examples, identify and discuss how culture affects the cost of doing business – both positively and negatively - in Canada.

- Culture: 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: what the group believes to be good, right, and desirable.
•	Norms: social rules and guidelines that prescribe appropriate behavior in particular situations.

Examples for Canada:

1.	Language: Language can affect the cost of doing business in Canada, especially in the province of Quebec. In Quebec, the province is considered to have 2 main languages, therefore every label and packaging has to have both descriptions in French/English. This can increase marketing and production costs. 

2.	Religion: Canada’s multi-cultural side can affect the way in which Canadian businesses do business. They have to consider the fact that some of their employees might be religious. This being said, some religions require certain holiday’s that might not considered in the company’s calendar. In respect to these religious employees, employers might see themselves obligated to grant them certain privileges. This can affect production of the company.

3.	Economic: In Canada, there is a required minimum wage that varies from province to province. Also, every province has their own tax system where it can be more costly to establish your business in Quebec rather than Alberta.

4.	Social Structure: As a western country, Canada’s social structure can be seen as emphasizing on the individual as opposed to groups. An individualism philosophy can have both good and bad effect for a company. Individual performance and entrepreneurship can help the company create new innovative products and help it reach its goals. It can also lead to a high degree of managerial mobility. By this we mean that since the individual philosophy focuses on personal performance, employees can be moving from company to company in the attempt to build impressive resumes and in the constant search for a better offer. They lack loyalty and commitment. Making it hard for them to create strong industry networks that could eventually become a competitive advantage and help the growth of the company. High employee turn-over can cost companies loss of money in terms of recruiting and training.

7. Trade (i.e. labor) unions in developed countries often are against imports from low-wage countries and advocate trade barriers to protect jobs that they characterize as representing ‘unfair’ import competition. Examples could be found in the clothing manufacturing and automobile industries. Do you think that this argument is in the best interests of (a) corporations, (b) consumers, (c) union members and (d) the country as a whole? Explain why you think this way for each of these.
• Corporations: Firms disperse its various production activities to those countries where they can be performed most efficiently. Trade barriers constrain a firm’s ability to disperse its productive activities in such a manner. Trade barriers raise the costs of exporting products or partly finished products between countries: this may put the firm at a competitive disadvantage to indigenous competitors in that country. Quotas may limit the firm’s ability to serve a country from locations outside of that country. All these effects are likely to raise the firm’s costs above the level that could be achieved in a world without trade barriers. NO (higher costs)
 
• Consumers: It is not on the best interest of consumers because all studies find that import tariffs impose significant costs on domestic consumers in the form of higher prices. As with all restrictions on trade, quotas do not benefit consumers. An import quota or voluntary export restraint always rise the domestic price of an imported good. On the other hand, barriers could be good for consumers as products tend to be safer as the local producers will respect safety procedures required by the law. NO (higher prices) and yes? (safety?)

• Union Members: This argument is in the best interest of union members because although economic integration aids the majority, it has its cost. Moving to a free trade regime involves painful adjustments. For example due to the 1994 establishment of NAFTA, some Canadians and US workers in such industries as textiles, which employ low-cost, low-skilled labor lost their jobs; as Canadians and US firms moved production to Mexico.  Union members could be damaged if corporations move their production activities offshore to lower their costs making them to lose their jobs. YES TOTALLY (union members don’t want free-trade regime)
 
• The country as a whole: The country is benefiting because the government gains: as trade barriers increase government revenues. It is good to the country because barriers protect jobs and industries, it also boosts GDP, the national security, as well as protecting citizens from harmful products. They protect values of the country. Loss of independence, culture, sovereignty Bad -> can prevent investors from investing and create value, jobs, industries, knowledge (LONG-TERM NO / SHORT-TERM DON’T CARE).

8. Assume that you are a buyer for a chain of retail stores which specializes in consumer electronics such as smart phones, tablets, computers, televisions and cameras. On a buying trip to one of your suppliers in a poor nation, you find out that, contrary to your employer’s policy and that of your supplier, the supplier has hired a nine year old boy who is working assembling game consoles. Shocked, you tell your supplier that this situation is untenable particularly since the boy should be in school. The supplier answers that the boy is an orphan who cannot afford to go to school let alone eat unless he earns the income that the job pays. He goes on to say that if the boy loses his job, he’ll most likely become homeless and will be relegated to living on the street. What would you do in this situation and why would you do it? Would the Freidman doctrine, cultural relativism, the naïve moralist and the righteous moralist notions influence your decision? For each of these discuss why they would or wouldn’t.



9. Identify the key tenets of absolute advantage, comparative advantage and national competitive advantage. Using examples, illustrate how they differ from each other.
- Absolute advantage refers to the ability of a party (an individual, or firm, or country) to produce more of a good product or service than competitors, using the same amount of resources. The United States produces 700 million gallons of wine per year, while Italy produces 4 billion gallons of wine per year.
- Comparative Advantage: The ability of an individual or group to carry out a particular economic activity (such as making a specific product) more efficiently than another activity. Assume two countries, UK and India. They both produce Textiles and books. Basically an evaluation of how competitively a nation participates in international markets.
- National competitive advantage comes from resources. These include not just natural resources, but also human capital, like people with particular talents. Nations may be able to grow their resources to increase their competitive edge. For example, founding a university to promote the sciences would lead to more scientists, who would create a new resource for the country to use. The more resources a country has, the more it can compete.
- Ability to innovate is another factor. Nations that actively promote and support innovation may experience more success in global markets. As with resources, this can increased through a variety of means by the government. For example, a nation could adjust patent laws to encourage companies to develop new products for the open market, or it could fund endeavours that are likely to bear fruit if provided with support.
- Supporting industries are also a key component of national competitive advantage. In the sciences, for example, scientific researchers need chemical suppliers, manufacturers of instruments, and other industries to support their work. Without a connected network of businesses providing products and services, individuals with skills or innovative companies, wouldn’t be able to participate fully in the market. Thus, part of the development of national competitive advantage may involve the promotion of service and support industries.
- Local market demands and pressures can also play a role. Some markets promote innovation and development, while others are more stagnant in nature. In a country where the technology industry is highly competitive, for example, tech companies are driven to constantly improve and innovate. This, in turn, makes the company more competitive on the international market because it may bring new technology to market faster than competitors. Internal pressures shape the outward presentation of the economy by creating an incentive for growth and development.


10. What are the major recent trends in global foreign direct investment? Identify and briefly discuss the factors underlying these trends.
•	Trends in FDI:
•	FDI has grown more rapidly than world trade and world output for several reasons:
· Despite the general decline in trade barriers in the past 30 years, firms still fear protectionist pressures. Executives see FDI as a way of circumventing (avoid) future trade barriers. 
· Political and Economic changes: shift toward democratic political institutions and free market economies – China, Russia, the Middle East, Europe, and India. Their economic growth, economic deregulation, privatization programs that are open to foreign investors, and removal of many restrictions on FDI have made these countries more attractive to foreign MNE’s.
· The globalization of the world is also having a great impact on FDI’s as MNE’s now see the world as their markets and undertake FDI in the attempt of having a significant presence in all parts of the world, closer to major customers.



11. Discuss how can globalization be the tide that raises all ships? How can it result in a race to the bottom? Use six examples to illustrate your answers.
•	Globalization in the long run is beneficial for all countries participating in international trade. It stimulates 1) economic growth, 2) encourages specialization in production of efficient goods and services, 3) and it increases standards of living. Globalization gives the opportunity to poor countries to increase the income of its population, to create jobs, and to reduce cost of production and therefore offer products at a lower price. It increases competition, which is good for consumers, as well as the possibility for companies to grow and increase the size of their markets. These are all consequences of declining trade barriers and changes in communication, access to information, and transportation technologies.  

•	However, it can be argued that globalization can also have a darker side. 1) Big MNE’s that decide to invest in poor countries can eventually have influence and power over those countries and can dictate national policies. 2) The outsourcing of jobs, low wages, and working conditions are some of the main concerns regarding globalization. Moving production to a country where wages are lower will indeed reduce cost, but working conditions aren’t necessarily up to basic standards raising questionable ethical practice. 3) Increased competition for domestic companies. Lowering trade barriers can have both a positive and a negative effect on domestic companies. Yes, it can give them the opportunity to reach new markets and reduce production costs by producing abroad. However, other countries can now sell in their markets as well. Consumers now have more product choice and some domestic industries might not be able to keep up with the competition.  



12. Identify and describe the main factors which determine the overall attractiveness of a country as a potential market or investment site for international business.
- The attractiveness of a country as a potential market for an international business depends on balancing the benefits, costs, and risks associated with doing business in that country.
· Benefits - In the most general sense, the long-run monetary benefits of doing business in a country are a function of the size of the market, the present wealth (purchasing power) of consumers in that market, and the likely future wealth of consumers. While some markets are very large when measured by number of consumers (e.g., China and India), low living standards may imply limited purchasing power and therefore a relatively small market when measured in economic terms.



13. Discuss the key economic implications of Islam. If Islamic banks cannot charge interest, how do they make money?
Conventional banks make a profit on the spread between the interest rate they have to pay to depositors and the higher interest rate they charge borrowers.
Because Islamic banks cannot pay or charge interest, they must find a different way of making money. Islamic banks have experimented with two different banking methods—the mudarabah and the murabaha.
A mudarabah contract is similar to a profit-sharing scheme. Under mudarabah, when an Islamic bank lends money to a business, rather than charging that business interest on the loan, it takes a share in the profits that are derived from the investment. Similarly, when a business (or individual) deposits money at an Islamic bank in a savings account, the deposit is treated as an equity investment in whatever activity the bank uses the capital for. Thus, the depositor receives a share in the profit from the bank’s investment (as opposed to interest payments) according to an agreed-on ratio. Some Muslims claim this is a more efficient system than the Western banking system, since it encourages both long-term savings and long-term investment. However, there is no hard evidence of this, and many believe that a mudarabah system is less efficient than a conventional Western banking system.
The second Islamic banking method, the murabaha contract, is the most widely used among the world’s Islamic banks, primarily because it is the easiest to implement. In a murabaha contract, when a firm wishes to purchase something using a loan —let’s say a piece of equipment that costs $1,000— the firm tells the bank after having negotiated the price with the equipment manufacturer. The bank then buys the equipment for $1,000, and the borrower buys it back from the bank at some later date for, say, $1,100, a price that includes a $100 markup for the bank. A cynic might point out that such a markup is functionally equivalent to an interest payment, and it is the similarity between this method and conventional banking that makes it so much easier to adopt.



14. Identify and briefly describe the six major determinants of a country’s culture.

A culture is a set value of norms among a certain group of people, and takes them together to constitute the way these people live. In different countries of the world, culture is usually different. However, there are various known determinants of culture, and social structure is one of them. The meaning of this is how the society associates among themselves as well as the way the people are organized. A society may embrace either individual or group organization; in an individual organization, individual attributes are much more emphasized, while in a group organization, the mostly held attributes are for the group. It is therefore the responsibility of the organization to ensure observance of the organization as it pushes its agenda of expansion in the given society. Religion is the other determinant of culture in the society. Religion is the shared beliefs that a particular society observes. It is therefore of importance that the organization learns the religion in a given region so that it does not produce products that are not embraced in that society. Education is another determinant of culture in a society, as having a society that has embraced formal education may give an organization a competitive edge through provision of the needed labor. Language is also another determinant of culture necessary as knowledge of it eases communication breakdown. Finally, the last but not the least determinants of culture are economic and political philosophies. Knowledge of these philosophies helps to ensuring the tactics it is going to use to encompass the market.


15. Assume that you are the vice-president of marketing for a multi-national motor vehicle manufacturer. As part of the company’s global growth strategy, it is considering the introduction of one of its lowest priced cars in selected developing nations in Africa and Asia. In these countries, only a small minority of their citizens can afford cars and trucks. However, vehicle sales have been growing in them at almost five times the rate of those in developed countries. In order to keep the production cost as low as absolutely possible so that your car would be as accessible as possible to these countries’ citizens, it has been decided that removal of a number of features from the developed world version of the car would be required including: a sound system, air conditioning, heaters, push button windows, electrically adjustable seats, automatic transmissions, antilock brakes and dynamic stability control. And because the environmental protection regulations are very weak in these countries compared to those in the developing world, much of the sophisticated anti-pollution equipment would not be included and this would result ten times the volume of NOx emissions. What would your answers be to the three questions that, according to experts, would make the decision to introduce the car in these new markets an acceptable one on ethical grounds? On what bases did you come up with your answers?
