MACRO ECONOMIC ISSUES IN INTERNATIONAL BUSINESS
	Purchasing Power Parity


	Economic growth
	Innovation & entrepreneurship
	Impact of inflation

	To accommodate those shortcomings of GNP & GDP per capita – purchasing power parity [PPP] is introduced
	Economic growth:

Increase in an economy’s capacity to produce goods and services over long period o time
	Innovation & entrepreneurship are drivers of economic growth
	Inflation:

Continuing general increase in prices of goods and services over time

	Purchasing power:

Value of goods and services

That can be purchased with 

1 unit of country’s currency
	Rising levels of output

Increasing either quantity and or quality of production factors [labour/capital]
	Innovation:
Concerns new products, services, processes, organisations, systems and strategies
	2 causes for inflation:

1. Demand pull

Excess demand in economy  [result of inexpensive borrowing, tax cuts]

2. Cost push

Excessive production cost drive up prices  - wages are element of cost element – rising labour costs = higher prices

Wage price inflationary spiral

	PPP is :

Relative ability of 2 countries currencies to buy the 

same basket of goods

In those 2 countries
	
	Political economy and associated economic system in country will largely determine extent of entrepreneurial orientation in that country
	Measures of inflation:



	
	To measure economic growth effects of price changes must be eliminated – holding prices constant – base year
	
	CPI [Consumer Price Index]

Average price level of all goods and services bought by consumer or household changes over time [expressed in %]

	If GDP increases from 1 year

To the next

BUT 

Quantity of output remains the same

The higher GDP value is attributed to general price increase
	
	
	PPI [Production Price Index]
Indicates average level of prices of all produced goods NOT SERVICES change over period of time

PPI includes:

i. Price of goods sold by 1 producer to another for further processing

ii. And prices of goods imported from other countries and sold to local producer or dealers

iii. Price of capital goods such as equipment and machinery used in production

	
	
	
	Implications of inflation for International business:

Investors turn to countries with lower inflation rates because of reasons which include:

High inflation tends to force interest rates higher

High interest rates due to high inflation reduces domestic demand and adversely affects economic growth



	
	
	
	High inflation causes interest rates to rise – for 2 reasons:

Banks need to offer high interest rates to attract money

Governments raise interest rates to slow down economic growth in order to dampen demand

	
	
	CONCLUSION:
MARKET ECONOMY

BASED ON FREE MARKET PRICIPLES AND DEMOCRACY

WITH STRONG PROTECTION OF PROPERTY RIGHTS

WILL PROVIDE IDEAL CLIMATE IN WHICH

INNOVATION AND INTREPRENEURIALSHIP WILL FLOURISH AND

CONTRIBUTE TO ECONOMIC GROWTH
	


	Balance of payments
	External debt
	Privatisation



	Balance of payments:
Reflect value of country’s economic relations with the outside world
	Amount of money obtained from foreign public or private sector banks
	Movement of ownership from public to private sector

	Systematic record of all transactions between residents of country and the rest of the world during given period
	
	Adopted to reduce internal debt levels within a country

	Characteristics:
Reflects demand at home and abroad

Helps understand performance of economies of individual countries


	External debt in measured in following 2 ways:
1. Total monetary amount of debt

2. Debt as percentage of GDP
	Advantages of privatisation
Attracting foreign direct investment from abroad

Providing foreign entrepreneurs and their skills access to local markets

Acquiring managerial expertise and technology from abroad

	Reasons for international managers to pay attention to BOP:
	The larger these 2 measures for a country the more unstable the economy – given that all factors stay the same
	More specific benefits:
· Improving enterprise efficiency & performance

· Developing competitive industry that serves consumers well

· Accessing capital know how and markets that permit growth

· Achieve effective corporate governance

· Broadening & deepening capital markets

· Securing best price possible for sale

	Helps identify emerging markets for a company products and services
	
	

	BOP stats could serve to warn international companies of policy changes that could affect countries business climate and possibly profitability of company’s involvement
	Monitor extent of external debt
	

	BOP can signal increasing riskiness of lending in particular country
	
	

	Can indicate reductions in country’s foreign exchange reserves
	
	

	Reflects relative costs of domestic production
	
	

	
	
	

	Keep in mind:

BOP relates to specific time period

Records transactions between residents of country and resident of all other countries

[residents could be business, individuals, government, non profit organisations]

BOP is double entry system 


	
	

	BOP is divided into following 2 accounts:

Current account

Financial account [capital account]
	
	

	Current account:

· Merchandise trade balance = measure of country’s trade deficit or trade surplus

Deficit = imports exceed exports

Surplus = exports exceed imports

· Transactions in service

· Measures income [receipts and payments]
	
	

	Financial account:

Reflects all transactions in real assets or financial assets such as investment in shares
	
	


