
  MNI3701/201/1/2015 
 

 
 
 
 
Tutorial Letter 201/1/2015 
 
 
 
 
 

Global Business Environments 
 
 

MNI3701 
 
 
 
 

Semester 1 
 
 
 
 

Department of Business Management 
 
 
 

IMPORTANT INFORMATION 

 This tutorial letter contains impotant information  

 about your module. 

 

 

 

 

 

 

 

 

 

 

 



     MNI3701/201/1 

2 
 

TABLE OF CONTENTS 

 

 

1 INTRODUCTION………….................................................................................................2 

 

2 COMMENTS ON ASSIGNMENT 01…………………………………………………………..2 

 

3 SOLUTIONS TO ASSIGNMENT 01……………………………………………………..........3 

 

4 CONCLUSION…………………………………………………………………………............17 

 

 

1 INTRODUCTION  

 

This tutorial letter seeks to provide guidelines on how you were expected to answer the multiple 

choice questions set for this assignment. There are thirty multiple choice questions in this 

assignment. The purpose of these questions is to cover a wide range of the material that 

appears in the prescribed textbook. You are urged to study these guidelines together with the 

corresponding references in your textbook and study guide. Should you have any queries, 

please take the liberty of contacting your lecturers. 

 

 

2 COMMENTS ON ASSIGNMENT 01 

 

This assignment comprises 30 multiple choice questions. They have been designed to give you 

maximum exposure to the material contained in the prescribed textbook. In so doing you are 

required to cover a significant portion of the syllabus for this module. These questions must, 

therefore, be treated as a thorough preparation for the forthcoming semester examination. In the 

case of this assignment, you were required to answer thirty multiple choice questions, in the 

case of the examination you will be required to answer twenty multiple choice questions. 

 

The proposed answers provided in this tutorial letter seek to confirm the correct answer, per 

question, and to point you to the relevant material in the textbook which justifies the choice of 

the correct distractor. You must, therefore, be comfortable with the respective answers and the 

corresponding motivation for the choice of the particular answer, per question. 
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You must, furthermore, make a careful study of the material cited in the textbook in support of 

the chosen distractor, as the correct answer. 

 

 

3 SOLUTIONS TO ASSIGNMENT 01: Questions 1 – 30 

 

Question 1 

 

For a multinational enterprise that has entered the phase of overseas manufacturing, what 

does contract manufacturing entail: 

 

Distractor number 1 is the correct answer.  

 

Contract manufacturing hinges on the ability of manufacturers to gain location economies in 

overseas markets. To this end, a foreign manufacturer is contracted to produce certain goods, 

which are then reimported in the host country. This, it is argued, is the most effective way of 

securing economies of scale. 

If you refer to page 264 of the textbook you will note that: “With this mode of entry, a foreign 

manufacturing concern is contracted to produce certain goods which are then re-imported and 

sold in the host country, or exported to other countries”. 

Therefore the correct answer is distractor number 1. 

 

Question 2 

 

Which ONE of the following statements BEST describes the concept of economic integration? 

 

Distractor number 4 is the correct answer.  

 

Economic integration involves agreements among countries in the same geographic region to 

reduce and, ultimately, remove tariff and non-tariff barriers to the free flow of goods, services 

and factors of production between each other. Accession to regional economic integration is 

through membership. Economic integration manifests itself at three levels, namely, global, 

regional and bilateral. Therefore, “the grouping of countries by agreement or treaty to eliminate 

trade barriers” best describes the concept of economic integration. 

Therefore the correct answer is distractor number 4. 
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Question 3 

 

With regard to the legal environment, multinational enterprises need to consider the 

following three legal dimensions: 

 

Distractor number 4 is the correct answer.  

 

Managers must be aware of the legal systems in the countries in which they operate and the 

nature of the legal profession, both domestically and internationally. Indeed, the legal system of 

a country is of immense importance to international business. A country’s laws regulate 

business practice, define the manner in which business transactions must be conducted and set 

down the rights and obligations of those involved in business transactions. This applies, even 

though the legal systems of different country usually differ from one another. 

Consequently, the following dimensions are noteworthy: 

 The laws of the respective domestic country. 

 The laws of the foreign(host) country where business is conducted. 

 International law. 

Hence the correctness of the answer; namely, distractor number 4. 

 

Question 4 

 

Certain conditions are necessary for the proper and smooth functioning of a market 

economy. Which of the following conditions would form the basis of a market economy? 

 

Distractor number 3 is the correct answer.  

 

A market economy presupposes little, if any, intervention in a country’s economy. The forces of 

supply and demand determine prices in the market place. This highlights the practical 

application of this economic system, which espouses the operation of the forces of supply and 

demand as the best determinant of price flexibility. This vindicates the importance of consumer 

sovereignty and an entrepreneurial spirit of competition. 

This is the essence of a market economy. In this economic system, consumers are sovereign 

and free and fair competition is encouraged between private producers, in the interest of 

promoting free enterprise. 

Therefore distractor number 3 is the correct answer. 
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Question 5 

 

A mixed economy differs from a market or command economy. A mixed economy is an 

economic system characterised by: 

 

Distractor number 1 is the correct answer. 

 

A mixed economy is situated between a market economy and a command economy. In a mixed 

economy certain sectors of the economy are left to private ownership and free market 

mechanisms, while other sectors are infused with significant state ownership and government 

planning. The plural ownership of economic resources, in terms of a mixed economy, is 

tantamount to their equitable distribution between private and government sectors of the 

economy. 

Hence the correct distractor is number 1.  

 

Question 6  

 
South Africa can be classified as a developing country due to: 
 

Distractor number 3 is the correct answer.  

 

South Africa has relatively efficient technological systems. Therefore, South Africa can be 

classified as a developing country. 

One of the characteristics of developed countries is a high level of innovative and 

entrepreneurial activity. Another characteristic is active involvement in international business 

and foreign trade. Whereas, one of the characteristics of less developed countries is to exhibit a 

strong emphasis on agricultural and mining activities. 

Therefore distractor number 3 is the correct answer. 

 

Question 7 

 

The gross domestic product (GDP) is a measure of economic growth. The steps in 

calculating the annual GDP are: 

 

Distractor number 2 is the correct answer. 
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GDP (Gross Domestic Product), as a measure of economic growth and development, implies 

that its realistic measurement is subject to: “calculating nominal GDP, then the annual 

percentage change in real GDP, and, finally, real GDP.” 

This can only be done by building the effect of CPI (consumer price index) changes into the 

calculation. This means taking annual changes in inflation into account. By using the CPI index, 

cognizance can be taken of differences in the cost of living across a given time period. This 

information is used to compute annual percentage changes in real GDP, with a view to finally 

computing real GDP.  

 

Question 8 

 

Privatisation of state-owned assets has been applauded for yielding so many benefits, which 

may include ONE of the following: 

 

Distractor number 2 is the correct answer. 

 

Privatisation, which involves the transfer of ownership of state property into the hands of private 

individuals, frequently by the sale of state assets, is seen as a way to stimulate gains in 

economic efficiency by giving the new private owners a powerful incentive. 

 

This incentive is the prospect of greater profits, in the quest for increases in productivity, to enter 

new markets and to exit losing ones. 

To this end, privatization, through the advantages of: 

 Improving enterprise efficiency and performance; 

 Accessing capital, know-how and markets that permit growth; 

 Achieving effective corporate governance; 

 Securing the best price possible for the sale of affected assets; 

confirms the benefits of privatization as set out in distractor number 2.  

 

Question 9 

 

The balance of payments (BOP) reflects demand both at home and abroad. Which ONE of the 

following statements about the BOP is TRUE? 

 

Distractor number 4 is the correct answer. 
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International trade involves the sale of goods and services to residents in other countries 

(exports) and the purchase of goods and services from residents in other countries (imports). 

A country’s balance of payments (BOP) accounts keep track of the payments to and receipts 

from other countries over a particular time period. 

Therefore, for the sake of expediency, it is true to say that the BOP accounts are divided into 

two sections, the current account and the financial account. Suffice to say that in the light of this 

description of the composition of the BOP, distractor number 4 is the correct answer, confirming 

as it does, the dichotomy between the current account and the financial account. 

 

Question 10 

 

A possible goal of mercantilist policies is to achieve: 

 

Distractor number 1 is correct. 

 

Mercantilism, in terms of international trade theory, advocates fostering trade promotion, 

through maintaining a trade surplus, with the aid of state interventionist policies. 

The aim of such policies was to ensure the state’s security and prosperity. One of the goals to 

this end, remain: “high employment through encouraging trade”.  

Hence, distractor number 1 is the correct answer. 

 

Question 11 

 

Free trade through globalization has the following implications: 

 

Distractor number 3 is the correct answer. 

 

Free trade refers to a situation in which a government does not attempt to restrict what its 

citizens can buy or sell from another country. The consequences of free trade include both static 

economic gains (free trade supports a high level of domestic consumption and more efficient 

utilization of resources), and dynamic economic gains (free trade stimulates economic growth 

and the creation of wealth). With reference to pages 22-23 of the prescribed textbook, free 

trade, through globalization, implies:  “increases in the technological and economic development 

of countries”. 

For these reasons, free trade through globalization tends to increase the technological and 

economic development of countries. Therefore, distractor number 3 is the correct answer. 
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Question 12 

 

National competitive advantage is determined through a combination of four broad attributes in 

the domestic environment, in which organisations compete. These attributes are often referred 

to as the so-called Porter’s diamond of national competitive advantage. Which ONE of the 

following is NOT a determinant in this regard? 

 

Distractor number 2 is the correct answer. 

 

Porter’s diamond of national competitive advantage encompasses the following attributes.  

He contends that there are FOUR attributes of a nation that shape the environment in which 

local firms compete. 

 

These attributes either promote or inhibit innovation and the creation of competitive advantage. 

They include: 

 Factor conditions. 

 Demand conditions. 

 Related and supporting industries. 

 Firm strategies, structures and rivalry. 

These four attributes constitute Porter’s diamond of national competitive advantage.  

 

Porter argues that firms are most likely to succeed in industries or industry segments where the 

diamond is most favourable. Moreover, the diamond is a naturally reinforcing system. In short, 

the effect of one attribute is contingent on the state of the others. Consequently, favourable 

demand conditions, for instance, will not result in competitive advantage, unless the state of 

rivalry is sufficient to cause firms to respond. 

 

The rationale for this answer lies in the fact that the “state of domestic industries and operational 

synergies between them”, does not refer to the notion of “rivalry or competition”, whether 

internationally or domestically. Consequently, distractor number 2 does not encompass one of 

the four broad attributes, which make up Porter’s diamond of national competitive advantage. 

 

Question 13 

 

There are many trade characteristics of the European Union. Which ONE of the following would 

BEST describe these trade characteristics? 
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Distractor number 4 is the correct answer. 

 

The European Union (EU), as a coalition of EU countries and regional trade groups, is the 

product of a single European Act, which resulted in close cooperation in trade, foreign policy 

and the environment. This has given rise to bilateral trade agreements between member states. 

These agreements have spawned distinct trade characteristics. One of these characteristics is 

that member states have developed substantial labour capacity and manufacturing skills, which 

have enabled them to attract trade and investment opportunities.  

 

Therefore, distractor number 4 is the correct answer. 

 

Question 14 

 

The Index of Economic Freedom is deemed to include the broadest array of institutional 

factors or determinants of economic freedom, which includes: 

 

Distractor number 2 is the correct answer. 

 

Therefore, economic freedom can be gauged, in terms of the application of an empirical 

measurement instrument, which ranks countries world-wide, in terms of economic freedom, 

based on certain economic criteria. This is known as the index of economic freedom. These 

criteria include the regulatory efficiency peculiar to participating countries. Such efficiency is a 

reflection of the regulatory burdens which such countries have to contend with. The prevalence 

of such regulatory efficiency is a key determinant of economic freedom.  

Therefore, distractor number 2 is the correct answer, inasmuch as it highlights this factor in the 

index of economic freedom.  

 

Question 15 

 

Which ONE of the following BEST describes the annual measure of economic growth? 

 

Distractor number 1 is the correct answer. 

 

The annual measure of economic growth in a country is best described by the annual 

percentage change in that country’s real GDP. Annual, incremental changes in real GDP, reflect  
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the application of the purchasing power parity principle. Purchasing power parity reflects 

fluctuations in a country’s cost of living, relative to other countries.  

 

Changes in the cost of living are driven by changes in a country’s inflation rate, which form the 

basis for adjustments to a country’s GDP growth, in real terms. 

Indeed, this is an important measurement, as it indicates differences in the standard of living in 

a country, relative to other countries. Percentage changes in real GDP indicate the size of a 

country’s economy and the rate of growth of that economy.  

Therefore, distractor number 1 is the correct answer. 

 

Question 16 

 

There are many roles of language capability in international business, these include: 

 

Distractor number 3 is the correct answer. 

 

The roles played by language in international business, manifests itself inter alia, by the way 

members of society verbally respond to the world around them, according to their perceptions. 

Moreover, language also provides important information about the cultural values of society. 

This helps managers to understand the finer nuances of a society’s cultural milieu and values 

when dealing with people from other cultures. For instance, their attitude towards income levels, 

work ethic and other demographic values. 

 

Therefore, we can confidently conclude that the role of language in international business, 

includes the gathering and evaluation of information which provides access to local society.  

Hence, distractor number 3 is the correct answer. 

 

Question 17 

 

Ronen and Shenkar’s cultural cluster approach makes use of the following classifications to 

analyse culture. Which ONE of the following BEST describes these classifications: 

 

Distractor number 2 is the correct answer. 

 

It is important to understand that Ronen & Shenker’s international, cultural research, focused on 

employees’ in 50 countries, and their response to questions pertaining to the dynamics  
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governing the work place. This enabled them to cluster the responses across countries, 

grouping them according to those clusters.  

 

Similarities between clusters and countries focused on: culture, language, religion, geographical 

location, ethnicity and degree of economic development. All of these attributes focused on the 

workplace, particularly the dichotomy between autocratic and democratic management styles. 

The implication for international business is that management should expect few differences 

relating to these attributes when moving within one of the clusters as opposed to moving 

between clusters. Therefore, distractor number 2 is the correct answer. 

 

Question 18 

 

According to Hofstede’s cultural dimensions, a person who prefers situations regulated by laws 

and rules on safety and security can be classified under the dimension. 

 

Distractor number 1 is the correct answer. 

 

Hofstede focused on the relationship between culture and values in the workplace. Indeed, he 

contended that management process and practices may need to vary according to culturally 

determined work-related values. His research enabled him to isolate four dimensions that he 

claimed summarized different cultures: power distance, uncertainty avoidance, individualism 

versus collectivism and masculinity versus feminity.  

Consequently, “uncertainty avoidance” measures the extent to which different cultures socialize 

their members into tolerating uncertainty. Members of high uncertainty avoidance cultures place 

a premium on job security, career patterns, retirement benefits and so on. They also have a 

strong need for rules and regulations.  

Therefore, distractor number 1 is the correct answer. 

 

Question 19 

 

Balance of payment (BOP) statistics send warning signals to international managers about 

the performance of economies in which they have invested. Which ONE of the following signals 

should be heeded as a warning sign for future economic disasters? 

 

Distractor number 2 is the correct answer. 
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Balance of payments (BOP) statistics can provide appropriate warning signals with regard to 

possible future economic difficulties in the affected country.  

 

When BOP statistics indicate a projected increase in production costs in a particular country, 

where an MNE has a manufacturing facility, this must be taken as a serious warning which, if 

not heeded, could impact the profitability of an MNE’s involvement in that country. 

Therefore, the prediction of rising production costs could be indicative of rising import costs, 

which can push up a country’s cost-push inflation rate, with its knock-on effect on production 

costs.  

Hence, the correctness of distractor number 2. 

 

Question 20 

 

Which ONE of the following BEST describes the premise that Adam Smith’s theory of 

absolute advantage rests on? 

 

Distractor number 4 is the correct answer. 

 

The theory of absolute advantage, according to Adam Smith, states that a country has an 

absolute advantage in the production of a product which it is more efficient in producing than 

any other country. 

Absolute advantage, according to Smith, is further reinforced by the concept of the “division of 

labour”, providing for the specialization of production tasks in the production process. 

Ultimately, Adam Smith extended the concept to the production process across countries, 

implying that each country should specialize in one product for which it was uniquely suited.  

Therefore, distractor number 4 is the correct answer. 

 

Question 21 

 

A number of factors affect the values and norms of culture as they evolve over time. According 

to the prescribed book, the elements of culture include: 

 

Distractor number 1 is the correct answer. 

 

The elements of culture are indicative of their influence on evolving cultural patterns of behavior 

in a society. 
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Therefore, an understanding of these elements and their impact on culture is invaluable for 

international managers as they respond to cultural differences.  

 

The reason for this is that prevailing political and economic philosophies and social structures, 

peculiar to a particular culture, determine the values and norms of that culture. They constitute 

the elements of culture. Such philosophies, in particular, clearly influence the value systems of a 

society. 

Therefore, distractor number 1 is the correct answer. 

 

Question 22 

 

Which ONE of the following statements BEST describes the concept of purchasing power parity 

(PPP)? 

 

Distractor number 1 is the correct answer. 

 

Purchasing power parity(PPP) provides a method of measuring the relative purchasing power of 

different countries’ currencies for the same basket of goods and services. Purchasing power is 

the value of goods and services that can be purchased with one unit of a country’s currency. 

In practice, GNI (Gross National Income), per capita, for a particular country, is adjusted in 

terms of its local purchasing power parity. This is a conversion process that adjusts the 

exchange rate so that an identical product in two countries, has the same price when expressed 

in the same currency. 

PPP (purchasing power parity), according to pages 104-106 of the textbook, refers to:  “the 

relative ability of two countries to buy the same basket of goods in those two countries”. 

However, it would be short-sighted to confine PPP to two countries only.   Rather, we should 

see it providing a direct comparison of living standards across different countries. 

PPP is the number of units of a country’s currency required to buy the same amount of goods 

and services in the domestic market that one unit of income would buy in the other country. This 

is well illustrated in Table 4.3 on page 105 of the textbook where a number of countries’ 

purchasing power is compared to each other.  
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Question 23 

 

The foreign exchange market is a worldwide financial market that provides the physical and 

institutional structure for foreign exchange transactions. The key functions of the foreign 

exchange market include the following, EXCEPT: 

 

Distractor number 2 is the correct answer. 

 

The key functions of the foreign exchange market include juxtaposing the purchasing power of 

one currency against another; the provision of credit to individuals and multinational firms 

globally, and minimising foreign exchange risk relating to cross-border trade and investments.  

 

Therefore, distractor number 2 is the correct answer.     

 

Question 24 

 

Hall developed a culture classification system. According to the classification, long-term 

relationships, trust and a good emotional social setting are regarded as: 

 

Distractor number 2 is the correct answer. 

 

Hall’s high-context cultural classification is characterized by; long-term relationships, trust, and a 

good emotional and social setting, which is conducive to decision-making. This is in stark 

contrast to his low-context cultural setting, which renders communication and inter-personal 

relationships far more explicit.  

Therefore, we may conclude that distractor number 2 is correct. 

 

Question 25 

 

Governments advance various justifications for the application of instruments of trade 

restrictions in the conduct of global business. All of the following are reasons for trade 

barriers, EXCEPT: 

 

Distractor number 3 is the correct answer. 

 

The reasons for trade barriers include the protection of local jobs and the protection of infant 

industries. Local jobs are protected in an effort to increase local employment opportunities  
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where unemployment is high. The protection is for those industries not able to compete with 

rival industries.  

The protection of national sovereignty is also a reason for implementing trade barriers, as this 

helps to protect countries, by enabling them to choose which countries and which products or 

services they want to trade with.  

The attraction of foreign capital will be undermined if trade barriers are implemented. 

Therefore, it can be inferred that distractor number 3 is the correct answer.  

 

Question 26 

 

Religion can influence the social and business environments in many ways. Which ONE of the 

following BEST describes the way religion influences social and business environments? 

 

Distractor number 3 is the correct answer. 

 

Internationally, it is acknowledged that religion has a profound influence on life styles, values, 

beliefs, attitudes, moral, and ethical issues. It generally influences the social and business 

environments by influencing a person’s attitude towards initiative and work. Therefore, distractor 

number 3 is the correct answer. 

 

Question 27 

 

Confucianism has three central values that are important to business and economics. These 

central values are: 

 

Distractor number 1 is the correct answer. 

 

The central values of Confucianism are espoused in the following exposition. 

Confucianism represents three central values that are important to business. These values are 

enumerated as follows: 

- Loyalty, 

- Reciprocal obligations, and., 

- Honesty in dealings with others. 

These values confirm the fact that Confucianism is built around a comprehensive ethical code 

that sets down guidelines for relationships with others. High moral and ethical conduct and 

loyalty to others are central to Confucianism. 
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Loyalty has an important bearing on the relationship between management and labour which 

would lower the cost of doing business in such a culture. 

Reciprocal obligations stem from the notion that loyalty and other constructive relationships are 

embedded in Confucianism. 

Honesty, according to Confucianism, pays off in the long-term, despite the illusory benefits of 

being dishonest in the short-term. Therefore, distractor number 1 is the correct answer. 

 

Question 28 

 

Which ONE of the following is a trade characteristic of the North American Free Trade 

Agreement (NAFTA) as a regional trade bloc? 

 

Distractor number 3 is the correct answer. 

 

The North American Free Trade Agreement (NAFTA) exhibits the following trade characteristic 

common to all three member countries, notably, that they all have an entrepreneurial culture, 

although it is less evident in the case of Mexico.  

Therefore, distractor number 3 is the correct answer. 

 

Question 29 

 

The fact that the bilateral spot exchange rate for any two countries, should change in an equal 

amount, but in the opposite direction, to the difference in nominal interest rates between the two 

countries is referred to as: 

 

Distractor number 2 is the correct answer. 

 

The International Fischer effect states that 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 two countries.  

Therefore, distractor number 2 is the correct answer. 

 

Question 30 

 

Which of Hofstede’s cultural dimensions apply to a person who adopts a long-term 

outlook on work, life and other societal aspects? 
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Distractor number 3 is the correct answer. 

 

Hofstede’s cultural dimensions include: “time orientation”, which captures an employee’s 

attitude towards time, dichotomizing “long-term” orientation and “short-term” orientation. 

This dimension would apply to a person who adopts a long-term outlook on work, life and other 

societal aspects. Some Eastern cultures would exhibit this dimension.  

Therefore, distractor number 3 is the correct answer. 

 

 

 

 

 

4 CONCLUSION 

 

The above information provides guidelines as to the rationale for the correct answer for each 

multiple choice question making up assignment 01. It has sought to provide you with coverage 

of the relevant information in the textbook and other sources so as to clarify the reasons for the 

correct answers. You are, therefore, urged to familiarize yourself with this material and to be 

comfortable with the references to the prescribed textbook and other sources linked to the 

textbook, thereby reinforcing the reasons why a particular distractor has been chosen as the 

correct answer. 

 

As you work your way through this tutorial material you will, in essence, be preparing yourself 

for the forthcoming semester examination. We wish you success to this end and would 

encourage you to contact your lecturers should you have any queries as you prepare for this 

examination. 

 

 

Sincerely yours 

 

 

Your lecturers in Global Business Environments 
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