ADM 3318 – Final Notes
Chapter 8 – Regional Economic Integration
· Regional economic integration: agreements among countries in a geographic region to reduce, and ultimately remove, tariff and nontariff barriers to the free flow of goods and services, and factors of production between each other
· Must notify the WTO of any trade barriers of which countries participate
· An economic union entails even closer economic integration and cooperation than a common market
· Involves the free flow of products and factors of production between member countries
· Causes a sacrifice of national sovereignty
· A political union would make its members more accountable to its citizens of member nations
· The economic case for integration
· Allows countries to specialize in production of goods and services that they can produce most efficiently
· It is very difficult to remove barriers to trade and increase the free flow of goods, services, and factors of production
· International agreements such as those made by the WTO help
· Problems of coordination and policy harmonization are largely a function of the number of countries that seek agreement
· Motivated by a desire to exploit the gains from free trade and investment
· The political case for integration 
· Creates involved political cooperation between states reducing the risk of violent conflict 
· Enhances global political weight
· Impediments of integration
· Economic integration has costs
· Concerns over national sovereignty 
· The case against regional integration
· Trade creation: trade created due to regional economic integration; occurs when high-cost domestic producers are replaced by low cost foreign producers in a free trade area
· Trade diversion: trade diverted due to regional economic integration; occurs when low-cost foreign suppliers outside a free trade area are replaced by higher-cost foreign suppliers in a free trade area
· The single European Act was created in 1992 
· Remove all frontier controls between EC countries reducing delays to comply with trade policy
· Apply the principle of mutual recognition to product standards
· Lift barriers to competition
· Remove restriction on foreign exchange transactions between member states
· The establishment of the Euro
· Common currency cemented a closer union
· January 1, 1999 it was adopted but not until January 1, 2002 that the Euro was put into circulation
· Britain, Sweden, and Denmark are excluded
· Advantages
· Businesses will realize significant savings
· Lower foreign exchange costs and hedging costs
· Easier to compare prices across Europe thus increasing competition
· European manufacturers will be forced to look for ways to reduce production costs
· Increase the development of a highly liquid pan-European capital market
· Increases the range of investment options in Europe
· Disadvantages
· National parties have lost control over monetary policy
· Countries are very dissimilar with different structures of economic activity
· Possibility of lower economic growth and higher inflation
· The EU may adopt a protectionist state against external trade
· NAFTA
· January 1 1989
· Eliminate tariffs on bilateral trade between Canada and the United States
· By 1993 Mexico was included
· Abolition of 99% of tariffs between the countries
· Removal of barriers to cross border flow of services, foreign direct investment
· Protection of intellectual property rights
· Application of national environmental standards
· Advantages
· Cheaper production costs
· Focus on competitive and comparative advantages between nations
· Disadvantages
· Loss of jobs to Mexico 
· Could hurt the Mexican economy because of new competition
· Loss of national sovereignty
· Increased pollution
· Andean Pact
· Established in 1969
· Faced a great deal of political and economic problems
· Established a free trade area, customs union, and common market by 1995
· MERCOSUR
· Initial aim to establish a free trade area
· Between South American countries
· Association of Southeast Asian Countries (ASEAN)
· Foster freer trade between member countries and to achieve cooperation in their industrial policies
· Financial crisis swept through ASEAN in 1997
· Asia Pacific Economic Cooperation (APEC)
· Maintains countries that have 41% of the world’s population
· 56% of global GDP
· Should commit itself to the ultimate formation of a free trade area
· Generally lead to nothing



Chapter 9 – The Foreign Exchange Market
· Foreign exchange market: is a market for converting the currency of one country into that of another country
· Provides some insurance against the risks that arise from changes in exchange rates 
· Currency movements can change import and export opportunities
· Exchange rate: is simply the rate at which one currency is converted into another
· Foreign exchange risk: the risk that changes in exchange rates will hurt the profitability of a business deal
· Functions of the foreign exchange market
· The payments a company receives for its exports, the income it receives from foreign investments, or the income it receives from licensing agreements with foreign firms may be in foreign countries
· International businesses use foreign exchange markets when they must pay a foreign company for its products or services in its countries currency
· International businesses use foreign exchange markets when they have spare cash that they wish to invest for short terms in money markets
· Currency speculation involves short term movement of funds from one currency to another in hopes of profiting from shifts in exchange rates
· The Canadian dollar is recognized as a currency associated with raw materials
· Most Canadian businesses use US dollars
· When the dollars reach parity it is not good for Canadians because it erodes exports and increases unemployment
· Spot exchange rates: the exchange rate at which a foreign exchange dealer will convert one currency into another that particular day
· Forward exchange: occurs when two parties agree to exchange currency and execute a deal at some specific date in the future
· Forward exchange rate: the rates governing forward exchange transactions
· Currency swaps: simultaneous purchase and sale of a given amount of foreign exchange for two different value dates
· Arbitrage: the purchase of securities in one market for immediate resale in another to profit from a price discrepancy
· The law of one price: in competitive markets free transportation costs and barriers to trade, identical products sold in different countries must sell for the same price when their price is expressed in the same currency
· Purchasing power parity
· Efficient market: a market where prices reflect all available information
· Relatively efficient markets: one in which few impediments to international trade and investment exist
· The price of a basket of goods should be roughly equivalent in each country
· The exchange rate should change given that the relative prices will change
· Predicts that changes in relative prices will result in a change in exchange rates
· The growth rate of a country’s money supply determines its likely future inflation rate, thus we are able to use growth in money supply to forecast exchange rate movements
· A country with a high inflation rate will see a depreciation in its currency exchange rate
· Predicts that exchange rates are determined by relative prices, and that changes in relative prices will result in a change in exchange rates. 
· Poor short term predictor of exchange rates
· It assumes away transportation costs and barriers to trade
· International Fisher Effect: for any two countries the spot exchange rate should change in an equal amount but in the opposite direction to the difference in nominal interest rates between countries
· Increasing evidence reveals that psychological factors play an important role in determining the expectations of market traders as likely to future exchange rates
· Influenced by political factors, microeconomic events
· The efficient market school argues that forward exchange rates do the best job for forecasting future spot exchange rates and therefore investing in forecasting services would be a waste of money
· Inefficient market school argues that companies can improve the foreign exchange market’s estimate of future exchange rates by investing in forecasting services
· One in which prices do not reflect all available information
· Fundamental analysis: draws on economic theory to construct sophisticated econometric models for predicting exchange rate movements
· Technical analysis: uses price and volume data to determine past trends, which are expected to continue in the future.
· Convertibility and government policy
· Freely convertible: a country’s currency is freely convertible when the government of that country allows both residents and non-residents to purchase unlimited amounts of foreign currency with the domestic currency
· Externally convertible: a currency is not convertible when both residents and non-residents are prohibited from converting their holdings of that currency into another currency
· Externally convertible currency: non-residents can convert their holdings of domestic currency into foreign currency, but the ability of residents to convert the currency is limited in some way
· Capital flight: residents convert domestic currency into a foreign currency
· Countertrade: the trade of goods and services for other goods and services


Chapter 11 – Global Strategy
· Strategy – actions managers take to attain the firm’s goals
· The preeminent goal of most organizations is to generate a profit
· Profitability – a ratio or rate of return concept
· Two basic conditions determine a firm’s profit:
· The amount of value customers place on the firm’s goods or services
· More value = higher price
· Value creation – activities performed that increase the value of goods or services to consumers
· Lowering costs
· Improving product
· Market segmentation
· Value Chain activities can be categorized as primary activities or support activities
· Primary activities
· Research and development can create value by developing better products and can reduce production costs
· Production means delivering a higher quality product at a lower cost
· Marketing a product in the correct segment adds value and by discovering consumer needs it can communicate back to the organization
· Service provided to clients adds value
· Support activities
· Materials management
· Human resources
· Information systems/communication
· Infrastructure of the firm
· In order for a firm to be successful in international markets a firm must
· Reduce the costs of value creation
· Differentiate its product offering so that consumers value that product more
· Canada has been an exporter of raw materials and importer of finished goods since the post WWII era
· Shift from a branch plant economy it suffered from weak research and development time initiatives 
· Canada today exports 80% of its goods to the USA
· Immigration has made more business friendly policies for international business
· Firms that operate internationally are able to
· Realize location economies by dispersing individual value creation activities to those locations around the globe where they can be performed most efficiently and effectively
· Realize greater cost economies from experience effects by serving an expanded global market from a central location, thereby reducing the costs of value creation
· Earn a greater return from the firm’s distinctive skills or core competencies by leveraging those skills and applying them to other entities within the firm’s global network of operations. 
· Due to the differences in factor costs, certain countries have a comparative advantage in the production of certain products. 
· Trade barriers and transportation costs permitting, the firm will benefit by basing each value creation activity it performs at a location where economic, political, and cultural conditions, including relative costs, are most conducive to the performance of that activity
· Location economies – cost advantages from performing a value creation activity at the optimal location for that activity
· Can lower the costs of value creation and help the firm to achieve a low-cost position, and/or it can enable a firm to differentiate its product offering from those of competitors. 
· Global web – when different stages of value chain are dispersed to those locations around the world where value added is maximized or where costs of value creation are minimized
· Mexico’s advantages
· Low labour costs
· Low transportation costs due to proximity to large US market
· NAFTA has removed trade barriers between Mexico, Canada and the USA
· Be wary of international governments
· Experience curve – systematic production cost reductions that occur over the life of a product
· Learning effects – cost savings from learning by doing
· Management learns how to manage new operations
· Individuals learn the most efficient way to produce
· The more steps there are in a process the greater the learning effects
· Economies of scale – cost advantages associated with large-scale production
· Spread fixed costs over a large volume
· The ability of large firms to employ increasingly specialized equipment or personnel 
· Moving down the experience curve allows a firm to reduce its costs of creating value 
· Increase the volume of one plant as rapidly as possible
· A single location will help increase volume if in a global market
· Market and price aggressively
· Establish a low-cost position to act as a barrier to entry
· Core competencies – firms skills that competitors cannot imitate or match easily
· Exist in value creation activities 
· Global expansion is a way of further exploiting the value creating potential of their skills and product offerings by applying those skills and products in a larger market
· Skills are developed at home and then transferred over to foreign markets
· Managers must be able to recognize valuable skills that arise
· Must establish and incentive system to acquire new skills
· Must act as facilitators for new skills
· Firms face pressures of cost reduction and to be locally responsive when acting in a global market
· Differences in consumer tastes and preferences
· Product and marketing messages need to be customized to meet the needs of the market
· Differences in structure and political practices
· Operations may need to change to meet country regulations
· Traditional practices vary across nations
· Standards are different 
· Differences in distribution channels
· Delegate to domestic subsidiaries
· Host government demands
· Local responsiveness
· Protectionism, nationalism, and local content rules
· International strategy
· Firms create value by transferring valuable skills and products to foreign markets where indigenous competitors lack those skills and products
· R&D at home and marketing/manufacturing in domestic markets
· Head office reigns tight control over the product strategy
· Makes sense if a firm has a valuable core competence that indigenous competitors in foreign markets lack and if the firm faces relatively weak pressures from local responsiveness and cost reductions
· There are high manufacturing costs
· Multidomestic strategy
· Oriented to achieving maximum local responsiveness
· Extensively customize their product offering and their marketing strategy to match different national conditions
· Establish a complete set of value add activities
· Unable to realize value from experience curve effects and location economies
· High cost structure
· Poor leverage of competencies within the firm
· Decentralized federations in which each national subsidiary functions in a largely autonomous manner
· High pressures for local responsiveness and low pressure for cost reduction
· Global strategy
· Focus on increasing profitability by reaping the cost reductions that come from experience curve effects and location economies
· Low cost strategy
· Concentrate value add sections in favourable locations
· Do not customize because of increase in costs
· Standardized costs in global markets with an aggressive pricing strategy
· Low cost and minimal local responsiveness
· Transnational strategy
· Global strategy – the flow of skills and product offerings from foreign subsidiary to home country and from foreign subsidiary to foreign subsidiary
· Plan to exploit experience-based cost and location economies, transfer core competencies with the firm, and pay attention to local responsiveness. 
· High pressures for cost reductions and high pressures for local responsiveness
· Customize product offerings and marketing in accordance with local responsiveness
· Reap benefits of global learning
· Difficult to implement due to organizational problems
· Strategic alliances
· Cooperative agreements between two or more firms
· Advantages
· May facilitate entry into foreign markets
· Allow firms to share fixed costs
· An alliance is a way to bring together complementary skills and assets that neither company could easily develop on its own
· Can make sense to form an alliance that will help the firm establish technological standards for the industry that will benefit the firm
· Disadvantages
· Gives competitors a low cost route to new technology and markets
· A good partner
· Helps achieve its strategic goals
· Shares the firm’s vision for alliance
· Unlikely to attempt to exploit for its own means
· Make difficult to transfer secret technology
· Create contractual safeguards 


Chapter 12 – Entering Foreign Markets
· The choice of which foreign nation to expand into is based on their long-run profit potential 
· Size of market
· Present wealth of consumers in the market
· Likely future wealth of those consumers
· Long run benefits depend on likely future economic growth rates, and economic growth rates appears to be a function of a free market system and a countries capacity for growth
· If international business can provide a product to a market that satisfies an unmet need the value of that product is greater
· Timing of entry – entry is early when a firm enters a foreign market before other foreign firms and late when a firm enters a market after other international businesses have established themselves
· First mover advantages – advantages accruing to the first to enter a market and establish a strong brand name
· Build sales volume in that country
· Ride down the experience curve ahead of rivals creating a cost advantage
· Tie in switching costs to lock in customers
· First mover disadvantages – disadvantages associated with entering a foreign market before other international businesses
· Pioneering costs – costs an early entrant bears that later entrants avoid, such as the time and effort in learning the rules, failure due to ignorance, and the liability of being a foreigner
· Entering the market on a large scale requires the commitment of significant resources
· A strategic commitment – a decision that has a long term impact and is difficult to reverse, such as entering a foreign market on a large scale
· Make it easier for the company to attract customers and distributors
· Few resources to expand into other viable options
· Small scale entry allows a firm to learn about a firm’s exposure while limiting the risks of the market, but there is a lack of commitment
· Entering a large developing nation such as China on a large scale is associated with high levels of risk
· Lack of experienced foreign entrants
· The potential long term associated are great
· Entering a large developed country such as Canada has limited risks
· Lower potential gains because of limited first mover advantage
· There is a lot to be known about those markets
· Exporting – this is how many manufacturing firms first enter global markets
· Advantages
· It avoids the often substantial costs of establishing manufacturing operations in the host country
· Exporting may help a firm to achieve experience curve and location economies
· Recognize substantial scale economies because of sales volume
· Disadvantages
· Exporting from a firm’s home-base may not be the best option given that there may be lower-cost options for manufacturing the product abroad
· High export costs can make it uneconomical for bulky products
· Should do bulk products regionally
· Tariff barriers can make it uneconomical
· Relaying marketing duties to a local agent, they may have divided alliances and not do a proper job
· Set up a local subsidiary to take care of market to exercise tight control over the marketing procedures
· Turnkey projects – a project in which a firm agrees to set up an operating plant for a foreign client and hand over the key when the plant is fully operational
· Common in chemical pharmaceutical, chemical, petroleum, and metal refining 
· Advantages
· Utilizing the knowledge and knowhow of setting up projects
· Less risky
· Disadvantages
· No long term interest in a foreign country
· Take minority equity in the venture
· It may inadvertently create a competitor
· Technology is a source of competitive advantage and they are selling it
· Licensing agreement – arrangement in which a licensor grants rights to intangible property to the licenses for a specified period and receives a royalty fee in return
· Advantages 
· A firm does not have to bear development costs and risks associated with entering a foreign market
· Good when there is a lack of capital for expansion
· Helps overcome barriers to investment
· Allows for expansion into other business forums
· Disadvantages
· Firm doesn’t have tight control over manufacturing, marketing, and strategy that is required for realizing experience curve and location economies
· Competing in a global market may require a form to coordinate strategic moves across countries by using profits earned in one country to support competitive attacks in another, licensing limits a firm’s ability to do this
· Sell away competitive advantage
· Cross-licensing agreement – an arrangement in which a company licenses valuable intangible property to a foreign partner and receives a license for the partner’s valuable knowledge
· Reduces risk
· Link interests of the licensee and the licensor 
· Franchising – a specialized form of licensing in which the franchiser sells intangible property to the franchisee and insists on rules to conduct business
· Primarily used for services firms
· Helps run the business 
· Pay royalty
· Advantages 
· Firms reduce the costs and risk of opening a foreign market on its own
· Can build global presence quickly
· Disadvantages
· Limits profits to support competitive attacks
· Cannot impact quality control
· Hurts reputation
· Joint venture – a cooperative undertaking between two or more firms
· Advantages
· A local partner’s knowledge of the host country’s competitive conditions, language, culture, political systems, and business systems.
· Sharing the costs/risk with a local partner
· Political considerations make it the only way
· Disadvantages
· Risks control of giving technology to its partner
· Minimize risk by holding majority or wall off technology 
· Doesn’t give a firm tight control over subsidiaries that it might need to realize experience curve or location economies it limits profits to combat global attacks
· Can lead to conflicts and battles for control between the investing firms if their goals and objectives change or if they take different views as to what the strategy should be 
· Wholly-owned subsidiary – a subsidiary in which the firm owns 100% of the stock
· Set up a new operation in the country
· Greenfield venture
· Advantages
· Reduces the risk of losing competitive advantage
· Tight control over operations in different countries
· Realize location and experience curve economies
· Have centrally determined decisions as to production initiatives
· Disadvantages
· Bears full costs and risk
· Should find host country knowledge
· Core competencies and entry mode
· Technological know how
· [bookmark: _GoBack]Licensing and joint venture agreements should be avoided if possible to minimizing losing control over that technology
· Should be able to structure to avoid 
· Use wholly owned subsidiary
· Management know how
· Do not use franchising or joint venture
· Use subsidiaries to control
· Uses local knowledge
· Reducing costs 
· Exporting with wholly owned subsidiaries
· Ability to control marketing
· Tight control over profits
· Acquisitions
· Advantages
· Quick to execute
· Rapidly build presence in foreign market
· Pre-empt their competitors
· Less risky
· Disadvantages
· Overpay for the assets of the purchased firm
· Too optimistic
· Clash of cultures between firms
· Attempts to realize synergies by integrating the operations of the acquired and acquiring often run into roadblocks and take too long
· Greenfield ventures
· Advantages
·  Ability to build the subsidiary it wants
· Establish routines not mend
· Less surprises
· Disadvantages
· Slower and risk to start
· Pre-empted by more aggressive global competitors


Chapter 15 - Foreign Exchange Markets
· Materials management – the activity that controls the transmission of physical materials through the value chain, from the procurement through production and into distribution
· Logistics – the procurement and physical transmission of material through the supply chain, from suppliers to customers
· Functions
· Lower cost by dispersing activities around the globe
· Increase product quality by eliminating defective products from both the supply chain and manufacturing process
· Total quality management – management philosophy that takes as its central focus the need to improve the quality of a company’s products and services
· Improve supervision
· Don’t fear reporting problems or recommending improvements
· Work standards should be defined by quality
· Training must be met with the challenges in the workplace
· ISO 9000 – certification process that requires certain quality standards that must be met
· Manufacturing must be able to meet the demands of local responsiveness which arise from differences among nations
· Pressures to decentralize manufacturing activities to the major markets or to implement flexible processes that allow for customization
· Materials management must be able to respond quickly to consumer demand
· It is often unpredictable in large markets
· Country factors
· Look to take advantage of location economies
· Externalities can play an important role in country selection
· Political economy
· Relative factor costs
· Culture 
· Location
· Formal trade barriers 
· Exchange rate movements
· Technological factors
· Fixed costs
· Dispersing your manufacturing locations can allow for you to hedge against different markets 
· Minimum efficient scale
· As plant output expands unit costs decrease the minimum efficient scale of output is the scale of output a plant must operate at to realize all major plant level economies
· Large means great reason to have a single location
· Small manufacturing in several locations
· Flexible manufacturing for maximum customization
· Flexible manufacturing technology – manufacturing technologies designed to improve job scheduling, reduce setup time, and improve quality control
· Mass customization – the production of a variety of end products at a unit cost that could once be achieved only through mass production of a standardized output
· Long production runs create massive inventories 
· If settings were wrong it affected everything
· Short production runs limited mistakes and reduced costs
· Flexible machine cell – flexible manufacturing technology in which a grouping of various machine types, a common materials handler, and a centralized cell controller produce a family of products
· Product factors
· Value to weight ratio because of transportation costs
· Universal needs – needs that are the same all over the world such as steel and pharmaceuticals
· Locating manufacturing facilities
· Concentrating them in a centralized location and serving the world market from there
· Differences in countries have various costs and therefore should be reduced or eliminated
· Trade barriers are low and exchange rates of major players are stable
· Serves universal needs with a high value to weight ratio
· Decentralizing them in various regional or national locations that are close to major markets
· Differences in countries do not have substantial weight on manufacturing
· Trade barriers are high and exchange rates ar  e expected to be volatile
· Low value to weight ratio and the product doesn’t serve universal needs
· Often times the roles of manufacturing facilities change from a focus on the low cost production locations
· Increasing abundance of advanced factors of production
· Pressure to improve a factory’s cost structure and customize a product to the demand of the people of that particular nation
· Make or buy decisions
· Sourcing decisions – whether a firm should make or buy component parts
· The advantages of make
· Lowering costs
· If it is efficient in the production of that good
· Facilitate specialized investments
· When one firm must invest in specialized assets to supply another, mutual dependency is created
· Organizations may become to dependant on the supplier resulting in high costs
· Limited trust in the relationship
· Protect proprietary product technology 
· Unique to a firm and enables the firm to produce a product containing superior features, giving a competitive advantage
· Maintains control over its technology
· Improved scheduling
· Results in production cost savings because it makes planning, coordination, and scheduling of adjacent processes easier
· The advantages of buy
· Strategic flexibility
· Ability to switch orders between customers as the situation dictates
· Changes in trade barriers and rates
· Can circumvent political risks associated with buying from that supplier
· Lower costs
· Reduces that scope of the organization by focusing on core competencies, difficult to control
· Limits higher operating costs such as high transfer prices
· Do not have to worry about setting prices
· Offsets
· May help firm capture more orders for that country
· Trade-offs
· When highly specialized assets are involved, when technology must be protected, or efficiency is concerned, firms should keep in house
· Strategic inflexibility and organizational control are often issues for international business and should buy 
