Global Business Environment (MIN301J)


What is Globalisation?
· Shift toward a more integrated and interdependent world economy
· Includes globalisation of markets



Types of Globalisation?
· Globalisation of Markets
· Merging of historically distinct markets into one global market
· Globalisation of products
· Sourcing of goods and services from locations around the globe to take advantage of location specific advantages
· Cheaper labour, energy, land and capital



Drivers of Globalisation?
· Changes in political environment
· Creation of global economic/trade regulatory bodies
· Collapse of communism
· Changes in Technological environment
· Email and video conferencing
· The internet
· Company intranets and extranets
· Advances in transportation technology












Evolution of Globalisation

7 Phases:

1. International inquiries
· Company receives inquiry about one of its products directly from a foreign business person/ independent domestic exporter and importer
2. Export Manager
· Company’s exports expand
3. Export department and direct overseas sales
· Full-fledged export department established at same level as domestic sales department as company has difficulty coping with upward surge in sales
4. Overseas branches and subsidiaries
· Further growth requires establishment of sales branches abroad to handle sales and promotions – sales branch manager responsible to home office; branch sells directly to intermediaries in foreign markets
5. Overseas assembly
· Assembly occurs overseas (cheaper shipping costs, lower tariffs, cheaper labour)
6. Overseas manufacturing
· Establishment of production in host country
· Three methods:
· Contract manufacturing: 
· foreign producer produces and sells the company’s product, but the company continues to promote and distribute it
· Licensing:
·  foreign company pays a royalty to international company for patents, trademarks, trade secrets
· Investment in manufacturing: 
· after establishment in host country, company has a total business to manage
7. Integration of overseas subsidiaries
· Foreign subsidiaries lose autonomy once parent company decides to integrate into one multinational enterprise











Market entry modes

Exporting 
· Manufacturing firms in particular often begin their international expansion by exporting and only later switch to another more appropriate entry mode 
· Indirect exporting: 
· Firm is in the hands of a domestic export agent and has little/ no control over the process 
· Direct exporting: 
· Firm is in control of exporting process and gains exporting experience through this involvement 
· Firm has no control over what happens in foreign market 
· Advantages: 
· Cost avoidance of setting up manufacturing facilities in another country 
· Increased production in the home country results in higher domestic employment 
· export sales generate valuable foreign currency 
· low risk market-entry mode 
· little/ no capital requirements 
· Disadvantages: 
· High transportation costs 
· Trade barriers to imports in the foreign country 
· Problems with foreign marketing agents 

Turnkey projects 
· Generally found in engineering and processing industries and allow firms to transfer their know-how to countries that may restrict FDI 
· Contractors design, construct and commission large industrial and infrastructure-related projects 
· Agreements normally include training of staff for the project. On a specified date, the “key” is handed over to the client, which then ends the contractors involvement in the project 
· Advantages: 
· Less risky than conventional FDI especially in politically unstable countries 
· Substantial income may be earned; valuable foreign exchange for the home country 
· Disadvantages: 
· Limited duration with no permanent market presence 
· Firm may create a future competitor 

Licensing 
· Licensor grants the rights to intangible property to the licensee (foreign licensed firm) 
· Advantages: 
· Licensee pays a license fee or royalty to the licensor and bears all the costs and risks of opening foreign markets 
· No capital investment in facilities or operations is required by the licensor 
· Disadvantages: 
· Licensor has no control over the licensee to promote and market its products 
· Global co-ordination of activities is difficult 
· Risk of losing technological know-how to the licensee, thus creating a potential future rival 


Franchising 
· Somewhat similar to licensing; does involve longer term commitments 
· Advantages: 
· Low development costs 
· Franchisee bears the risks of opening up a foreign market 
· Disadvantages: 
· Maintenance of standards and quality control of distant foreign franchise operations difficult 
· Global strategic co-ordination is often difficult 

Strategic alliances 
· Collaborative agreements between two firms, often in the same industry but not necessarily in the same country, working towards a common purpose 
· In many countries, because of political considerations this and joint ventures are the only feasible entry mode 
· Advantages: 
· Allow firms to benefit from a local partners knowledge of country conditions 
· Allow alliance partners to share risks and costs associated with R&D, including new product development 
· Disadvantages: 
· Firms may relinquish control over its technology 
· May not have sufficient control over its subsidiaries which operate under the alliance agreement 
· Incompatible management styles, organisational cultures and control systems may lead to conflicts 
· Difficult to co-ordinate diverse global operations 

Joint ventures 
· Broadly classified under strategic alliances 
· Differ in that they involve establishing a firm that is jointly owned by more than one firm in a permanent arrangement with equity holdings by all joint venture partners 
· Similar advantages and disadvantages to strategic alliances 


Wholly owned subsidiaries 
· Firm owns 100% of its shares 
· Can be established in foreign markets in two ways: 
· Firm can set up a new venture – green-field venture 
· Firm can acquire/ take over an established firm in the foreign country 
· Advantages: 
· Retaining effective control over the firms core capabilities, especially in high technology industries 
· A means of effective control over the forms operations in various countries, which simplifies global strategic co-ordination 
· Possibility for the MNE to locate its subsidiaries in the most cost-effective countries/ regions 
· Disadvantages: 
· Most costly foreign entry mode 
· Risk of loss is significant, especially for green-field ventures in unproven markets 
· [bookmark: _GoBack]In acquiring established firms, the merging of different cultures could give rise to further problems 
The PESTEL Model

· Political forces
· trade barriers
· recognition of intellectual property rights
· move towards privatisation
· Economic forces
· increasing world trade
· rising income levels
· efficient financial markets
· growing free-market forces
· Social forces
· growing consumerism
· increasing affluence converging consumer tastes and improving lifestyles
· education and skills
· Technological forces
· continuing industrialisation of nations
· improved transportation networks
·  information and telecommunications revolution
· Environmental forces
· Climate change and the laws relating to it
· Legal forces
· Consumer laws
· Antitrust laws
· Labour laws

Political Spectrum

Collectivism vs Totalitarianism
· Collectivism
· Emphasizes collective goals as opposed to individual goals. 
· Ties between individuals are tight
· Totalitarianism
· Form of government in which one person or political party exercises absolute control over all spheres of human life and opposing political parties are prohibited
· Systems which emphasize collectivism tend to be totalitarian






Individualism vs democracy.
· Individualism
· Emphasizes importance of guaranteeing individual freedom and self-expression
· Ties between individuals are loose and individual achievement is highly valued
· Democracy
· Political system where government is by the people either directly or by elected representatives


Legal Dimensions the MNEs needs to consider

Importance of the international legal environment
· Managers must be aware of the legal systems in the countries they operate,
· Nature of legal profession – both domestic and international
· Legal relationships that exist between countries
· Partly derived from political climate, 3 dimensions:
· Domestic laws of exports country
· Domestic laws of each of the exporting country’s foreign markets
· International law
· Vary from country to country
· Domestic laws govern marketing within and advertising a country

Importance of legal contracts and international law.
· Legal contracts
· Central to all commercial activities – specifies specific rights and obligations of parties to an agreement and outline specific procedures or actions that must take place
· Reduces possibilities of disputes between parties
· Vital role in international business – principle legal arrangement underlying an export transaction
· International law
· Body of rules which regulate relationships between countries or other international persons
· Principle sources:
· Treaties, conventions – forms of contracts between countries who reach an agreement on certain matters. Failure to comply represents a equivalent to a breach of contract
· Other sources: 
· custom, general principles of law recognised by civilised 
· And defaults can bring about sanctions

Economic integration

· Move where countries align themselves economically with their neighbours through the creation of trade blocs of one sort or the other
· Free Trade Zone
· Relates to designated areas established within a single customs authority or country
· Free Trade Area
· Initial stage of economic integration – allows for customs duty free movement of goods between contracting parties
· Customs Union
· In addition to the customs duty free movement of goods, also has and external customs tariff
· Member countries of Union do not pay custom duties on imports; non-member countries do
· Common Market
· in  addition to economic stages of Customs Union, provides for free movement of people and capital (capital, technology, management/ know-how and labour)
· Economic Union
· Next stage from Common market
· Member countries give up some of their sovereignty in pursuit of economic unity 
· Political Union
· Ultimate form of economic integration
· Sovereignty of member countries is resident in that of the Political Union

Benefits of Economic integration

· Short-term-effects (shift of production)
· Trade creation
· Shift from high-cost domestic source to lower cost member source
· Imports from lower-cost producers in member countries
· Trade diversion
· Shift from lower-cost world source to higher-cost member source
· Dynamic or long-term -effects
· Increase competition among member nations that produce similar goods and services
· Exploitation of economies of scale
· Process that improves production capacity and therefore reduce unit cost
· Improved market size (PP of customer)
· Attracting foreign direct investment





Objectives of Southern Africa Development Community (SADC)
· To create a southern Africa common market
· Dedicated to ideals of:
· free trade
· free movement of people
· a single currency
· democracy
· respect for human rights
· Member states include:
· Angola, Botswana, DRC, Lesotho, Madagascar, Namibia, South Africa, Swaziland, Tanzania, Zambia and Zimbabwe

Economic and Investment environment
Concept economic environment.
· Refers to the totality of economic factors:
· employment, income, inflation, interest rates, productivity and wealth that influence the buying behaviour of consumers and institutions
· Dynamic and complex in nature; keeps on changing 

Explain the importance of the international economic environment.
· The economic environment of a country a company wants to do business in is important because:
· Level of economic development
· Extent of economic freedom
· Current wealth of the population
· Their  economic policies and strategies
· Future economic prospects
· Potential benefits of doing business/ investing in another country:
· Market size (size of population)
· Current wealth (purchasing power)
· Future of economic prospects
· Risks of doing business in another country:
· Extent of political instability
· Government attitudes towards nationalisation and expropriation of assets and private property
· Potential of social unrest
· Holistic approach to country analysis on both national/ international level requires:
· Understanding of the level of economic development and economic performance of a country
· Extent of a country’s economic freedom
Economic Systems
· A market economy:
· Majority of nations land, productive facilities, and other economic resources are privately owned, either by individuals or businesses as opposed to being owned by the state
· Economic related decisions (who produces what, in what quantity, cost of production factors), are determined by the interaction of supply and demand
· Supply and demand dictated by price-mechanism – as supply and demand for a good changes, so does the selling price
· Based on belief that individual interests should come before group interests – groups bound to benefit when individuals are rewarded for initiative and achievement
· Widely accepted that market economies perform better than others especially command economies
· A command economy:
· Nations land, production facilities and other economic resources are owned by the government, which also plans most of the economic activities
· Goods and services produced, quantities, prices are all planned by government – allocates resources for the “good of society”
· Concept consistent with value of collectivism and political ideology of totalitarianism
· Government assumed to be a better judge of how resources should be allocated than businesses, consumers and private individuals
· Aim is for government to achieve a wide range of political, social and economic objectives by controlling the allocation, production and distribution of resources
· Origin in belief that group welfare is more important than individual well-being
· Mixed economy:
· Land, productive facilities and other economic resources are more equitably distributed between private and government ownership compared to command economy
· Government tends to control certain sectors of the economy that it considers to be of importance in national interest (energy, security, healthcare, transportation sectors), while others are left to the private sector
· Governments do influence economic activities by means of incentives and special concessions to certain industries
· Many countries are moving towards market economies as they are finding it difficult to remain competitive in the global marketplace





World Bank Country classification

Classification according to World Bank
· Classifies countries according to their GNI per capita
· Low-income
· Middle-income
· Lower-middle-income
· Upper-middle-income
· High-income
· Low and lower middle income referred to as developing or less developed
· Upper middle and high income referred to as developed or industrialised
· Countries in various stages from command to market based economies referred to as countries with economies in transition (CEIT’s)
· Should be used in conjunction with the index of economic freedom when evaluating attractiveness of doing business in a country

Classification according to phases of economic development
· Economic development generally represents an upward trend in the long term
· Countries broadly categorised according to phases of development:
· Developed countries:
· high income and possibly upper middle income countries
· Political stability
· Highly educated and literate
· High levels of innovative and entrepreneurial activity
· High levels of both industrial and information technology
· Less developed countries:
· Low income category
· Political instability and often anarchy
· Government inefficiencies
· Very low standards of living
· Low levels of economic wealth
· Developing countries:
· Lie somewhere between developed and less developed countries
· In process of evolving to developed countries
· Enjoy relative political stability and tend towards market based economies where this was previously not the case
· Improving education systems, literacy rates and work skill levels
· Relatively efficient technological systems

Economic Growth

· Economic growth trends of any given country is one of the most important tools that international businesses are always interested in when planning their investments. 
· Economic growth is a percentage change in the real GDP of a country measured on year-on year basis. 
· The nominal GDP is converted into a real GDP by adjusting for general price increase - Inflation 
· Inflation, therefore becomes a core of economic growth – why? 


Inflation

· Inflation affects some important issues that are of utmost importance for international business. These are: 
· Interest rates 
· Exchange rates 
· Cost of living 
· Political and economic confidence of the foreign country 
· High Inflation pushes interest rates higher to enable investors to achieve adequate, real return on investments. 
· High interest rates, in turn, reduce domestic demand and adversely affect economic growth. 
· Due to high interest rates, borrowing becomes more expensive and companies become reluctant to borrow for business expansion purposes. 
· Similarly, consumer spending decreases as well and ultimately the cost of living increases 


· Higher inflation rates in one country is relative to the inflation rates in other countries and hence the country’s currency depreciates relative to those of other countries 
· Banks offer higher interest rates to attract more money (economic confidence) while governments raise interest rates to slow down economic growth in attempt to dampen demand (political move). 
· Different economic policies affect international business financial decisions 
· Foreign currency- dominated loans versus local currency-dominated loans depending on which are more favourable. 
· Higher interest rates adversely affect international company involved in mainly importing and favourably affect international company involved mainly in exporting. 








Global monetary systems and foreign exchange
· Spot exchange rates
· The price at which one currency trades for another in a spot transaction
· Spot transaction: involves the purchase of foreign exchange with settlement (delivery and payment) to be completed within two days following the date of transaction
· Forward exchange rates/ forward contracts
· The price agreed upon today for the purchase or sale of foreign exchange at a future date
· When a firm enters into a forward exchange contract, it is taking out insurance against the possibility that future exchange movements will make a transaction unprofitable by the time that transaction is executed
Currency swap
· Trade involving two currencies by means of the simultaneous purchase and sale of a given amount of foreign exchange for two different value dates
· They allow moving out of one currency into another for a specific time period without incurring foreign exchange risk
· They allow companies to obtain long term foreign currency financing at lower costs than would have been possible with direct borrowing
· Hedging foreign exchange: firms accordingly avoid foreign exchange risk by matching the liability created by borrowing foreign currencies with the asset created by lending domestic currency, both to be repaid at a known future date
There are basically three factors that can influence the future movements of a currency. These are:
· Country’s inflation rate
· Relative interest rate
· Market psychology


Exchange rate & price levels
· Law of one price states that two identical products sold in different countries must sell at the same price when items are expressed in currency
· Purchasing Power Parity (PPP)
· FX rate between any two currencies adjust to reflect differences in price levels in the two countries
· Price of a basket of goods should be the same in each country and predicts that the exchange rate will change if price change 
· Differences in inflation rate are the main of changes in price of goods





Relationship between exchange rates, interest rates and inflation rates
· The Fisher effect
· Nominal interest = real interest rate + expected rate of return
· Supports economic theory in that interest rates reflect expectations about likely future inflation rates
· International Fisher effect (IFE)
· For any two countries the bilateral spot exchange rate should change in equal amount, but in opposite direction
· Expected SA interest rate of 7% is higher than the Swiss interest rate of 2%, this reflects relatively higher expected inflation rates for SA. The value of the R should therefore decrease by 5%.

The political economy of global trade
Government intervention and international trade.
1. Protection of Local jobs
· Shielded from foreign competition
2. Import substitution
· The more manufacturing activities take place locally the better the wealth distribution
3. Protection of infant industries
· Start up to immature to compete against established rivals
4. Reduction of reliance on foreign suppliers
· Economy becomes vulnerable to supplier influence
5. Attraction of local production and foreign investment
· Governments supports local investment
6. Reduction in balance of trade payments or deficits
· Trade policies implemented to achieve trade equilibrium 
7. Promotion of exports
· Helps with economic advancement
8. Antidumping remedies
· To avoid imported products being sold at a price lower than local market
9. Political objectives or retaliation
· Sanction against country with poor human rights record
10. Protection of national sovereignty
· Independent en free from external control





Instruments of trade policy
