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Module Three Lecture
Exploring Global Business

Global Business Today		International Business 	Globalization  

The following videos will be useful in reviewing this module: 

Theoretically, international trade is as logical and worthwhile as, say, trade between California and Washington. Yet, nations tend to restrict the import of certain goods for a variety of reasons. In spite of such restrictions, international trade has increased almost steadily since World War II.
	I.	THE BASIS FOR INTERNATIONAL BUSINESS. International business encompasses all business activities that involve exchanges across national boundaries.
A.	Absolute and Comparative Advantage
1.	An absolute advantage is the ability to produce a specific product more efficiently than any other nation. Saudi Arabia and Siberia have an absolute advantage in the production of crude oil and petroleum products, South Africa in diamonds, and Australia in wool.
2.	A comparative advantage is the ability to produce a specific product more efficiently than any other product. Goods and services are produced more efficiently when each country specializes in the products for which it has a comparative advantage.
B.	Exporting and Importing
1.	Exporting is selling and shipping raw materials or products to other nations. 
2.	The top 10 merchandise-exporting states are shown in Figure 3.1.
3.	Importing is purchasing raw materials or products in other nations and bringing them into one’s own country.
4.	A nation’s balance of trade is the total value of its exports less the total value of its imports, over some period of time. If a country imports more than it exports, its balance of trade is negative and is said to be unfavorable.
5.	A trade deficit is an unfavorable balance of trade. (See Figure 3.2.)
6.	A nation’s balance of payments is the total flow of money into the country less the total flow of money out of the country over some period of time. Balance of payments is thus a much broader concept than balance of trade.
	II.	RESTRICTIONS TO INTERNATIONAL BUSINESS. Specialization and international trade can result in the efficient production of want-satisfying goods and services on a worldwide basis. Yet, the nations of the world continue to erect barriers to free trade.
A.	Types of Trade Restrictions
1.	Tariffs. Perhaps the most commonly applied trade restriction is the customs (or import) duty.
a)	An import duty (or tariff) is a tax that is levied on a particular foreign product entering a country. This tax has the effect of raising the price of the product in the importing nation.
(1)	Revenue tariffs are imposed to generate income for the government.
(2)	Protective tariffs are imposed to protect domestic industry from foreign competition.
b)	Dumping is the exportation of large quantities of a product at a price lower than that of the same product in the home market. Thus, dumping drives down the price of the domestic item.
2.	Nontariff Barriers. A nontariff barrier is a nontax measure imposed by a government to favor domestic over foreign suppliers. Types of nontariff barriers are as follows:
a)	An import quota is a limit on the amount of a particular good that may be imported into a country during a given period of time.
b)	An embargo is a complete halt to trading with a particular nation or in a particular product. The embargo is used most often as a political weapon.
c)	A foreign-exchange control is a restriction on the amount of a particular foreign currency that can be purchased or sold. This has the effect of limiting imports from the country whose foreign exchange is being controlled.
d)	Currency devaluation is the reduction of the value of a nation’s currency relative to the currencies of other countries. Devaluation increases the cost of foreign goods, while it decreases the cost of domestic goods to foreign firms.
e)	Bureaucratic red tape can be one of the most frustrating trade barriers of all.
3.	Cultural Barriers. Cultural barriers can impede acceptance of products in foreign countries. When customers are unfamiliar with particular products from another country, their perceptions about the country might affect their attitude toward the products and help to determine whether they will buy them.
B.	Reasons for Trade Restrictions. Reasons for restricting trade include the following:
1.	To equalize a nation’s balance of payments
2.	To protect new or weak industries
3.	To protect national security
4.	To protect the health of citizens
5.	To retaliate for another nation’s trade restrictions
6.	To protect domestic jobs (however, protecting these jobs can be expensive)
C.	Reasons Against Trade Restrictions. Trade restrictions have immediate and long-term economic consequences—both within the restricting nation and in world trade patterns. These include the following:
1.	Higher prices for consumers
2.	Restriction of consumers’ choices
3.	Misallocation of international resources
4.	Loss of jobs
	III.	THE EXTENT OF INTERNATIONAL BUSINESS. Restrictions or not, international business is growing. Although the worldwide recessions of 1991 and 2001–2002 slowed the rate of growth, and the global economic crisis of 2008–2009 caused a sharp decline, globalization is a reality of our time. As trade barriers decrease, new competitors enter the global marketplace, creating more choices for consumers and new opportunities for job seekers. Use of the Internet will result in additional growth in international business.
A.	The World Economic Outlook for Trade. While the global economy continued to grow robustly until 2007, the growth in advanced economies slowed and then stopped in 2009 while emerging and developing economies continued to grow. Looking ahead, the International Monetary Fund (IMF) expects gradual growth to continue in 2012 and 2013 in both advanced and emerging developing economies.
1.	Canada and Western Europe. Canada has projected growth of 1.7 percent in 2012 and 2.0 percent in 2013. The euro area is expected to grow 0.8 percent in 2013. The United Kingdom is expected to grow 0.6 percent in 2012 and 2.0 percent in 2013.
2.	Mexico and Latin America. Mexico suffered its largest recession ever in 1995, and in 2009, but its growth rate in 2012 and 2013 is expected to be 3.5 percent. In general, the Latin American and Caribbean economies are recovering at a robust pace. 
3.	Japan. Japan’s economy is regaining momentum after multiple crises in 2011. The estimated growth is 1.7 percent in 2012 and 1.8 percent in 2013.
4.	Other Asian Countries. The economic growth in Asia remained strong in 2010 and 2011 despite the global recession. Growth was led by China, where its economy expanded by 9.2 percent in 2011, and is expected to grow at 8.2 percent and 8.8 percent in 2012 and 2013, respectively. Growth of 5.2 percent and 5.6 percent in 2012 and 2013, respectively, is expected in the ASEAN-5 countries—Indonesia, Malaysia, the Philippines, Thailand, and Vietnam. In short, the key emerging economies in Asia are leading the global recovery. 
5.	Commonwealth of Independent States. These independent states are expected to continue to grow at 3.7 percent in 2012 and 3.8 percent in 2013. The countries that made the transition from communist to market economies quickly have recorded positive growth for several years—those that did not continue to struggle. Table 3.1 shows growth rates for most regions of the world.
6.	Exports and the U.S. Economy. In 2008, U.S. exports supported more than 10.3 million full- and part-time jobs during a historic time, when exports as a percentage of GDP reached the highest levels since 1916. Table 3.2 shows the value of U.S. merchandise exports to, and imports from, each of the nation’s10 major trading partners. Figure 3.3 shows the U.S. goods export and import shares in 2011.
	IV.	International Trade Agreements 
A.	The General Agreement on Tariffs and Trade and the World Trade Organization. At the end of World War II, the United States and 22 other nations organized the General Agreement on Tariffs and Trade that came to be known as GATT. GATT is an international organization of 153 nations dedicated to reducing or eliminating tariffs and other barriers to world trade. (See Figure 3.4.) GATT has sponsored several rounds of negotiations including the following:
1.	The Kennedy Round (1964–1967). In 1962, the U.S. Congress passed the Trade Expansion Act. This law gave President Kennedy the authority to negotiate reciprocal trade agreements that could reduce U.S. tariffs by as much as 50 percent.
2.	The Tokyo Round (1973–1979). In 1973, representatives of approximately 100 nations gathered in Tokyo for another round of GATT negotiations—the Tokyo Round, which was completed in 1979. The participants negotiated tariff cuts of 30 to 35 percent, which were to be implemented over an eight-year period.
3.	The Uruguay Round (1986–1993). In 1986, the Uruguay Round was launched to extend trade liberalization and to widen the GATT treaty to include textiles, agricultural products, business services, and intellectual-property rights.
a)	The Uruguay Round also created the World Trade Organization (WTO) on January 1, 1995. The World Trade Organization is a powerful successor to GATT that incorporates trade in goods, services, and ideas.
b)	The WTO’s 153 member nations must observe GATT rules and resolve any trade disputes under the provisions of the Uruguay Round.
4.	The Doha Round (2001). In November 2001, in Doha, Qatar, the WTO members agreed to further reduce trade barriers through multilateral trade negotiations over the next three years. Some experts suggest that U.S. exporters of industrial and agricultural goods and services should have improved access to overseas markets, whereas others disagree. Negotiations between the developed and developing countries continued in 2012.
B.	World Trade and the Global Economic Crisis. According to WTO economists, world trade was set to rebound in 2010. Exports from developed economies increased almost 13 percent, whereas exports from the rest of the world increased by 16.5 percent in 2010.
C.	International Economic Organizations Working to Foster Trade. An economic community is an organization of nations formed to promote the free movement of resources and products among its members and to create common economic policies.
1.	The European Union. The European Union (EU), also known as the Common Market, was formed in 1957 by six countries—France, Germany, Italy, Belgium, the Netherlands, and Luxembourg. Its objective was to freely conduct commerce among these nations and others that might later join. As shown in Figure 3.5, more nations are now part of the EU.
2.	The North American Free Trade Agreement. The North American Free Trade Agreement (NAFTA) joined the United States with its first- and second-largest trading partners, Canada and Mexico.
a)	Implementation of NAFTA on January 1, 1994, created a market of over 462 million people.
b)	NAFTA is built on the Canadian Free Trade Agreement (FTA), signed by the United States and Canada in 1989, and on the trade reforms undertaken by Mexico since the mid-1980s.
c)	NAFTA gradually eliminated all tariffs on goods produced and traded among the United States, Canada, and Mexico and provided a totally free-trade area by 2008.
d)	Chile is expected to eventually become the fourth member of NAFTA.
3.	The Central American Free Trade Agreement. The Central American Free Trade Agreement (CAFTA) was created in 2003 by the United States and four Central American countries—El Salvador, Guatemala, Honduras, and Nicaragua. It became CAFTA-DR when the Dominican Republic joined in 2007. Costa Rica joined on January 1, 2009.
4.	The Association of Southeast Asian Nations. The Association of Southeast Asian Nations (ASEAN) was established in 1967 to promote political, economic, and social cooperation among its members. Currently, ASEAN’s 10 members represent America’s fifth-largest trading partner.
5.	The Commonwealth of Independent States. The Commonwealth of Independent States (CIS) was established as an association of 11 republics of the former Soviet Union.
6.	Trans-Pacific Partnership (TPP). The Trans-Pacific Partnership (TPP) is a partnership of nine countries—Australia, Brunei Darussalam, Chile, Malaysia, New Zealand, Peru, Singapore, Vietnam, and the United States. This partnership will boost economies of the member countries, lower barriers to trade and investment, increase exports, and create more jobs.
7.	The Common Market of the Southern Cone (MERCOSUR). The Common Market of the Southern Cone (MERCOSUR) was established in 1991 under the Treaty of Asuncion to unite Argentina, Brazil, Paraguay, and Uruguay as a free-trade alliance. Colombia, Ecuador, Peru, Bolivia, and Chile joined later as associates.
8.	The Organization of Petroleum Exporting Countries. The Organization of Petroleum Exporting Countries (OPEC) was founded in 1960 in response to reductions in the prices that oil companies were willing to pay for crude oil. The organization was conceived as a collective bargaining unit to provide oil-producing countries with some control over oil prices.
	V.	METHODS OF ENTERING INTERNATIONAL BUSINESS. A firm that has decided to enter international markets can do so in several ways. Typically, a firm begins its international operations at the simplest level.
A.	Licensing. Licensing is a contractual agreement in which one firm permits another to produce and market its product and use its brand name in return for a royalty or other compensation. The advantage of licensing is that it provides a simple method of expanding into a foreign market with virtually no investment.
B.	Exporting. A firm may also manufacture its products in its home country and export them for sale in foreign markets. Like licensing, exporting can be a relatively low-risk method of entering foreign markets. However, it opens up several levels of involvement to the exporting firm. At the most basic level, the exporting firm may sell its products to an export/import merchant, which is essentially a merchant wholesaler.
1.	Exporting to International Markets. Some American companies make products in the United States and export them to foreign markets. A letter of credit is issued by a bank upon request of an importer stating that the bank will pay an amount of money to a stated beneficiary (exporter). A bill of lading is issued by the transport carrier to the exporter to prove that merchandise has been shipped. A draft is issued by the exporter’s bank, ordering the importer’s bank to pay for the merchandise thus guaranteeing payment once it is accepted by the importer’s bank. The exporting firm may ship its products to an export/import agent, which arranges for the sale of the products to foreign intermediaries for a commission or fee. An exporting firm may establish sales offices or branches in foreign countries. These installations are international extensions of the firm’s distribution system.
C.	Joint Ventures. A joint venture is a partnership formed to achieve a specific goal or to operate for a specific period of time. A joint venture may be used to produce and market an existing product in a foreign country or to develop an entirely new product.
D.	Totally Owned Facilities. A firm may develop its own production and marketing facilities in one or more foreign nations. This direct investment provides complete control over operations, but it carries a greater risk than the joint venture. The firm is really establishing a subsidiary in a foreign country.
1.	Direct investment may take either of two forms: the firm builds or purchases manufacturing and other facilities in the foreign country or the firm purchases an existing company under an arrangement that allows it to operate independently of the parent company.
E.	Strategic Alliances. A strategic alliance is a partnership formed to create competitive advantage on a worldwide basis. It is similar to a joint venture. Strategic alliances are growing at a rate of about 20 percent per year.
F.	Trading Companies. A trading company provides a link between buyers and sellers in different countries. It buys in one country at the lowest price and sells to buyers in another country.
G.	Countertrade. Countertrade is an international barter transaction in which goods and services are exchanged for goods and services.
H.	Multinational Firms. A multinational enterprise operates on a worldwide scale, without ties to any specific nation or region. The multinational firm represents the highest level of involvement in international business. It is equally “at home” in most countries of the world. Table 3.3 shows the 10 largest foreign and U.S. multinational corporations. Table 3.4 describes steps in entering international markets.
	VI.	SOURCES OF EXPORT ASSISTANCE. In August 2010, President Obama announced the National Export Initiative (NEI) to revitalize U.S. exports. Table 3.5 provides an overview of selected export assistance programs.
	VII.	FINANCING INTERNATIONAL BUSINESS. International trade compounds the concerns of financial managers. Currency exchange rates, tariffs, foreign-exchange controls, and the tax structures of host nations all affect international operations and the flow of cash. In addition, financial managers must be concerned both with the financing of their international operations and with the means available to their customers to finance purchases. Fortunately, a number of banks, along with business in general, have become international in scope.
A.	The Export-Import Bank of the United States. The Export-Import Bank of the United States, or Ex-Im Bank, is an independent agency of the U.S. government whose function is to assist in financing the exports of American firms. Ex-Im Bank also cooperates with commercial banks in helping American exporters offer credit to overseas customers.
B.	Multilateral Development Banks. A multilateral development bank (MDB) is an internationally supported bank that provides loans to developing countries to help them grow. The most familiar is the World Bank, which operates worldwide. Four other MDBs operate primarily in Africa, Asia, Central and South America, and Eastern and Central Europe.
1.	The Inter-American Development Bank (IDB)
2.	The Asian Development Bank
3.	The African Development Bank
4.	European Bank for Reconstruction and Development
C.	The International Monetary Fund. The International Monetary Fund (IMF) is an international bank that makes short-term loans to nations experiencing balance-of-payment deficits. This financing is contributed by its 188 member nations, and it must be repaid with interest. Loans are provided primarily to fund international trade.
D.	The Challenges Ahead. In 2012, the global economic recovery remained sluggish and financial challenges in some euro-area economies slowed economic growth. But WTO rules have assisted governments in keeping markets open. Trade growth is expected with improvement expected in the global economy.

