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A. Definitions (up to five will be chosen for the exam)
Flow of foreign direct investment with an example: The amount of FDI undertaken over a given period of time, typically a year.
Stock of foreign direct investment with an example: Total accumulated value of foreign-owned assets at a given time.
Common law system and how it differs from a civil law system: a system of law that is set in precedent, tradition and custom, it is up to the courts to interpret law according to these characteristics.
Civil law system and how it differs from a common law system: System of law based off a very detailed set of written laws and codes.
Factor endowments with two specific examples: A country’s natural endowment with factors such as land, capital and labor. i) Canada is naturally endower with land, ii) the US is naturally endowed with Capital.
Local content requirement with two specific examples: a requirement that some specific fraction of a good be produced domestically.
Heckscher-Ohlin Theory and how it differs from the Leontief Paradox: Countries will make intensive use of locally abundant factors of production and import goods that make use of locally scarce factors of production.
Purchasing power parity with an example: purchasing power parity is the theory that states that exchange rates between currencies are in equilibrium when their purchasing power is the same. For example, if it takes 100 japanese dollars to purchase the market basket, and 10 USD then the exchange rate at equilibrium is 10 JPN to 1USD.
Leontief Paradox and how it differs from the Heckscher-Ohlin Theory: the statistical finding that in contrast to the predictions of the Heckscher-Ohlin theory, US exports are less capital intensive than US imports.
Subsidy with two specific examples: financial aid or support extended to an economic sector by a government to promote economic and social policy. Bombardier and Canadian dairy farmers.
Political risk with two specific examples: the likelihood that political forces will cause drastic changes in a country’s business environment that adversely affects the profit and other goals of a business enterprise.
Greenfield investment with two specific examples: a form of FDI where the company builds it’s operation from the ground up in a foreign country, such as new facilities, distribution hubs, living quarters, etc.
Expropriation with an example: to deprive the possession of one’s land. In Fort McMurray, the government is expropriating land to build a sports centre.
Voluntary export restraint with an example: Government imposed limit on the quantity of some good that may be exported during some period of time.

B. Essay Questions (up to six will be chosen for the exam)

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 towards a more integrated and interdependent world economy. The term encompasses several facets including the globalization of markets and of production. From a business perspective, it refers to “the increased mobility of goods, services, labor, technology and capital throughout the world.”

The major drivers of globalization can be separated into two macro factors that underlie the trend; decline in barriers and technological change including improvements in communication, information and transport.

Generally speaking globalization is not a zero-sum game, that implies that where there is a winner there is a loser. Globalization comes with a host of benefits and costs that are different for each country but generally, both countries will benefit from international trade.

Benefits include: -increased economic activity
-job creation
-increased income
-better variety of choices for consumers
-possibility for a firm to increase revenues but decrease costs

Costs include: -destroying manufacturing in wealthier countries
-contributes to pollution
-falling trade barriers allow firms to outsource their production or operations to countries with lower wage rates
-companies may outsource to avoid more stringent laws in developed countries.

Canada is heavily connected to and dependent on other countries in more ways than just trade. The vast majority of Canadians use the internet, and also devote more time to foreign entertainment then Canadian TV, music and movies. Canada is one of the most attractive countries in the world for foreign direct investment and trade with the USA accounts for just under half of Canada’s GDP. Canada is a member of the most international organizations in the world behind only the US. While free trade has moved certain Canadian manufacturing jobs south to the US and Mexico, it has also largely benefited Canadians.

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?

Tarrifs which are a tax levied on imports and exports
Subsidies which is where a government will support a domestic producer
Import Quotas are a direct restriction on the quantity of a good that may be imported
Voluntary export restraints which are quotas on trade imposed by the exporting country, usually at the request of the importing countries government.
The government intervenes to:
-protect domestic jobs and industries against unfair foreign competition which may be able to operate at lower costs.
-National security may be at risk when foreign companies are involved in high tech industries like aerospace, there is potential that the government uses a certain company for national defense contracting
-Retaliation governments threaten to intervene in trade if they perceive another country to keep foreign markets open and force other governments to play by the rules.
-Protecting consumers
-Protecting human rights in other countries is an important element of foreign policy for many democracies

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?

-The benefit for one group may come at the expense of another group
-free trade can allow dumping which is selling your goods in a foreign market below fair value
-there may be a loss of jobs
-environmental concerns; free trade can lead to higher production and thus more pollution of deforestation
-Ethical concerns some foreign countries allow what we would consider unethical labor standards (dangerous, child labor, unethical practices) due to lower costs

Canada may benefit as any other industrialized country might:
-cheaper cost of goods
-access to goods that are difficult to produce in Canada
-ease of exports for Canadian producers

Potential cost to stakeholders:
-a companies reputation may suffer
-other companies may be more able to take advantage the lower costs decreasing your profits
-potentially allows competition to enter your market from foreign countries where costs are lower

In any case where the above costs are evident I feel it is the duty of the government to intervene, whether it is to protect domestic jobs and are essential to the economy, protecting consumer or preventing production under unethical labor standards. Many think that government intervention should be kept to a minimum especially in the US but I think it is the government’s responsibility to look after the wellbeing of its citizens before the bottom lines of corporations.


4. 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?

-Tarrifs: Import tarrifs generally lead to higher prices on goods for consumers while protecting domestic producers
-Subsidies: The cost of aiding a corporation or even an industry segment comes right from the pockets of consumers.
-Quotas: will increase the price of a good, the domestic industry lacks the capacity to meet the demand thus the import quota will increase the price of the domestic and foreign good
-Local content requirements: consumers are the ones that foot the bill for imported components because producers will add the cost to the price

It could be argued that government policy protects consumers from the host of potential costs of free trade which include poorly made product, unethical labor standards and artificially low prices from dumping.

Government trade policy is typically put in place to protect and aid domestic producers, in doing so one could argue that domestic jobs are protected. 


5. 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 can be defined as a set of values and norms shared across a group of people, geographical, racial, religiously, etc. They define a design by which the members of this group live. It is important to keep local culture in mind when doing business both for your interest and the interest of the populous there.

1. Business culture in North America differs from most other cultures in that they prefer to close a deal with the utmost haste. Other places such as Asia (which is a generalization of many cultures) prefer to have essentially a courtship before agreeing to close a deal, they prefer to know the person they’re “getting into bed with” well.
2. Canadian are generally seen as polite and calm, these traits may become weaknesses when negotiating with more aggressive cultures.
3. The differences in cultures between French and English Canada may lead to difficulties in other countries entering the market in that one approach may not work in both places.
4. In some Asian countries, Japan being an example, there is a much more collectivist culture in that the needs of the corporation are as important as the needs of the businessman, in North America however, there is a generally individualist culture leading to a different set of challenges.

6. Trade (i.e. labour) 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.

(a) Corporations: generally, outsourcing some of their production or services to lower wage countries allows for corporations to lower their cost-structure. Trade barriers prevent corporations from moving product between borders decreasing their cost. They may also place a corporation at a disadvantage compared to the domestic producers in a country.
(b) Consumers: trade barriers will statistically raise the prices of goods because foreign producers have a higher cost and domestic producers have less competition. Policy such as tarrifs will inevitably lead to higher costs that corporations will leave consumers to pay for. However, since locally produced goods must be up to domestic standards, the consumer is likely to have a higher quality of goods.
(c) Union members: have the strongest argument for erecting trade barriers because it removes some incentive for corporations to move their production across borders. Job loss or pay/benefit cuts are very real possibilities when corporations can freely move their operations to lower wage countries.
(d) Country as a whole: governments can benefit from certain trade barriers such as tarrifs while also protecting jobs and national security in some cases. They also prevent the loss of independence, culture and sovereignty. However it may prevent foreign direct investment and the development of certain industries.

7. Assume that you are a buyer for a chain of retail stores which specializes in consumer electronics such as smart phones, tablets, computers, television monitors 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.

The Friedman Doctrine: the only social responsibility of a business is to utilize it’s resources and engage in activities designed to increase it’s profits so long as it stays within the rules of the game, that is to say engages in open and free competition without deception of fraud. While all in all I disagree with the statement, it’s ideology is not uncommon and in this case would allow you, as a business man, to feel no moral conflict here. The supplier is good to you and allows you to operate at a profitable level.

Cultural Relativism: here we must regard the principles of a culture from the view point of the culture itself. Therefore, we must not analyze someone who is part of another culture based on the values and norms of our own culture. This means that if it is acceptable in the culture which the supplier and it’s employees operate it is hypocritical of us to frown upon the behavior.

Naïve moralist: if a manager in a multinational sees that foreign managers are not following ethics from the host nation then neither should he. This point of view strays quite a bit from the other two because it is a pitfall that many can fall into. Just because something is viewed as acceptable in another culture does not absolve you from the moral obligation to analyze and act based on your own cultural morals as well.

Righteous moralist: a multinational’s home country standard are the appropriate one for the companies to follow in other nations. While this may seem appropriate, is it not unfair to analyze a situation through a lens which may not entirely encompass the situation?
 
As I imagine most would respond, I’m unsure what I would do in this situation. I agree that it isn’t right for me, someone who was raised in a developed country, with a strong and structured government and many government support systems to judge the situation in another country. The supplier doesn’t operate within the same cultural boundaries that I’m used to and as the manager says, the orphaned child has no other recourse. However, since the supplier claimed to be operating under the same policy as us, no child labor, when clearly this is not the case, it would be irresponsible of me to not to report this to my manager.

8. Identify the key tenets of absolute advantage, comparative advantage and national competitive advantage. Using examples, illustrate how they differ from each other.

Absolute advantage: when a country is able to produce a product more efficiently than any other country. France can make a wheel of cheese in 2 man hours, Germany, the next most efficient takes 3 man hours, France has an absolute advantage in the production of cheese.

Comparative advantage: the opportunity cost for a country to produce a good is lower than it is for other country’s. The example provided in class, Brad can mow his lawn in 2 hours or par Dan to do it in 4. In those 2 hours Brad can voice a cartoon movie and make 1 million dollars in an hour, Dan’s next best alternative is to work at the movie theatre for 8 dollars an hour. So long as Brad can compensate Dan more then he would make at the movie theatre but less then Brad makes during that same time, both are better off. This means that Dan has a comparative advantage in mowing Brad’s lawn.

National Competitive Advantage: Porter’s theory that stats four attributes of a nation shape the environment in which firm compete and these attributes either promote or impede the creation on competitive advantage.
(a) Factor endowments such has skilled labour, land, capital or infrastructure.
(b) Demand conditions: when there is more local demand for a good, local firms will invest more time and resources into it’s production than foreign firms will leading to an advantage. 
(c) Firm Strategy, Structure and Rivalry: Local conditions such as culture will affect firm strategy, German companies tend to have a more structured hierarchy whereas Italian companies function more as extended families. Local rivalry may affect the firm in that high local rivalry forces innovation and for firms to move beyond basic local advantages.
(d) Related and supporting industries: Local supporting firms that are competitive allow firms to enjoy more cost effective and innovative inputs. The more rivalry for suppliers, the better for the buyer.

9. What are the major recent trends in global foreign direct investment? Identify and briefly discuss the factors underlying these trends.

FDI has increased by 800% since the 1990s, world trade has more than doubled and world output has increased by nearly half. 
(a) FDI has grown more rapidly than world trade and world output: 
-fearing protectionism, foreign firms turn to FDI to prevent future trade barriers.
-Recent changes in the political and economic climate in major economic players has altered. 
-Globalization has created a mentality in firms that the entire world is their market and they therefor want to create presence in many major markets.
(b) FDI has shifted from extraction and manufacturing towards service based industries.
-This is reflected by the general shift from manufacturing to services in developed
countries.
-Since many services cannot be traded internationally, they must be produced where they are consumed.
-Many countries have liberalized their regimes governing FDI in services.
- The rise of internet-based global communication has allowed some service enterprises to relocate some of their value-creation activities to different nations to take advantage of favorable factor costs.

10. Discuss how globalization can be the tide that raises all ships? How can it result in a race to the bottom? Use six examples to illustrate your answers.

The increase in competition that is caused by globalization will force underdeveloped and developing countries to strive for minimal costs and highest efficiency, which will stimulate economic growth within those countries along with allowing them to compete with stronger and more developed countries. The same drive for competition may also lead to countries making their regulations more lax on companies and thus creating a race to the bottom to attract business. 
1. When country A and B battle each other to provide the lowest costs by lowering their taxes, the one that manages to do so will attract more FDI but the governments of both countries lose potential tax revenue.
2. Lenders in the USA battled for the lowest lending standards and loosest credit policies where they would issue mortgages and charge higher fees to the less credit worthy resulting in the subprime mortgage crisis.
3. Workers in developed countries with higher wages and benefits will suffer as firms try and compete with competition that uses lower wage labor. This can result in recessions. 
4. Frequently corporations will become more wasteful and increase their pollution as they try and cut costs. Waste of finite raw materials and use of non eco-friendly transport and energy is an example.
5. Sometimes globalization will move the burden of taxation towards the consumer and away from the corporations to attract FDI. This increases the wage gap and can cause a recession when consumers aren’t left with enough to consume.
6. Corporations may attempt to get an export advantage to by devaluing the a countries currency, this can create major problems like an asset bubble, higher bond price and lower interest rates. This will increase costs all around for Government, corporations and consumers.

11. Identify and describe the main factors which determine the overall attractiveness of a country as a potential market or investment site for international business.

(a) Market Size: a large market for you investment industry or your venture if preferred.
(b) Transparency of Government Regulations and lack of Corruption: a fair and relatively un-corrupt government is more likely to make fair decisions and predictable ones.
(c) Tax rates and ease of tax payment: a lower tax rate on FDI or on sales, labor, etc. will attract more investment because it lowers their costs.
(d) General security environment: a safe and stable country will lead to predictable growth and income, companies that may be unstable are very unattractive.
(e) Cost of Labor: any venture will prefer lower labor costs so long as it does not take away from other important aspects such as safety, quality, etc.

12. Discuss the key economic implications of Islam. If Islamic banks cannot charge interest, how do they make money? 

Islam, being the second largest religion in the world and, constituting the majority of almost 40 countries, forbids the collection or payment of interest. This draw from the believe that it is immoral to gain profit by the exploitation of others. Banks make their money primarily off interest on loans and investment that yields interest for people with money in the bank.

To circumvent their religious imperative, Muslim banks have devised two different systems. Mudarabah which is similar to a profit sharing scheme in that the bank and the business or person agree to a ratio of the profit for each and a marabaha which is similar to a loan in the sense that the bank will purchase your desired item and give it to you but you have to pay them back the amount and a markup.

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

(a) Religion: Islam for example, Muslims constitute the majority of nearly 40 countries, they are a people that are critical of making profit through the exploitation of others.
(b) Language: Spoken language, unspoken language (body language, personal space, eye contact, bowing, hand shakes, etc.)
(c) Social Structure: Individualism vs Collectivism
(d) Education
(e) Political Philosophy
(f) Economic Philosophy 

14. 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?

(a) Does my decision fall into line with our typically accepted values and standards as decreed in the code of ethics or some other corporate statement?
(b) Am I willing to see this decision communicated to all stakeholders affected by it.
(c) Would the people with whom I have a significant personal relationship, such as family memebers, friends or associates approve of this decision?

15. Identify and briefly discuss the benefits and costs of foreign direct investment to the home country and the host country.

(a) Host Country benefits:
-Resource transfer effects
-Brings jobs back to host country
-Balance of payments
-Substitute for imports
(b) Host Country costs
-Adverse effects on competition when foreign subsidiaries have strong economic power
-Adverse effects on the balance of payments, against the intial inflow there is a constant outflow
-Sovereignty and autonomy
(c) Home country benefits
-Balance of payments inward from flow of foreign earnings
-Employment effects when subsidiary demands home country exports of capital equipment
-Home country team learns skills that are transferrable for use in home
(d) Home Country costs
-Balance of payment outwards for FDI
-Employment effect from FDI




