Topic 1: An Overview of Global Business

Study Unit 1.1: Globalisation of business

1. Which businesses will be able to compete successfully in the emerging global market?

· Successful businesses will be those that compete internationally to meet supply and demand requirements

2. What are the new key factors that have contributed to the recent prominence of globalisation and the globalisation of business?

· The opening of new markets for business and new communication and transport technology
· The crumbling of ideological edifices that came into existence after the Second World War
· Trade barriers are becoming more and more obsolete as the countries of the world seek to achieve the expansion of international trade and investment through dialogue in international bodies such as the World Trade Organisation
3. Do you believe that the managers of companies that seek to compete internationally will have to understand what globalisation is and which megatrends will influence globalisation? If so, why?

· Yes, because the economic landscape has undergone massive change over the past two decades and the pace of global economic change is quickening

· They would need to understand the concept of globalisation, the influential megatrends and the underlying driving factors or be left behind
4. Why is it important for managers to develop a global mindset?

· In order for them to not be left behind in the fast paced global economic change
5. Write down a definition of the term globalisation as we usually encounter it in the international business context.

· Globalisation refers to the shift toward a more integrated and inter-dependent world economy, including the globalisation of markets and production
· Globalisation of markets refers to the merging of historically distinct and separate national markets into one global marketplace
· Globalisation of production refers to the sourcing of goods and services from locations around the globe to take advantage of differences in cost and quality of labour, energy, land, capital etc.
6. Make a list of the various modes of international business referred to in the prescribed book and provide two different examples of South African companies that meet the criteria for one or more of these modes

· Merchandise exports and imports
· Service imports and exports
· Tourism and transportation
· Use of assets
· Investments (foreign portfolio and direct investments, licensing concessions and turnkey investments), co-operative agreements
· Multinational enterprises
Study Unit 1.2: Macroeconomic theories of international business

1. Explain the term “macroeconomic theories”.

· Refers to the theories on macroeconomic factors that influence global business expansion
2. Define the theory of comparative advantage.

· All countries possess various resources in various quantities and forms – results in different cost structures and different prices for exploiting and converting these resources into manufactured products
· Because of these differences, one country has a comparative cost benefit when it comes to the exploitation of a resource or the manufacturing of a product
· Countries therefore tend to export products with the greatest comparative advantage benefit, and import those with the smallest comparative benefit
3. Explain in your own words the interaction between technological renewal and production expertise.

· Technological renewal makes it possible to expand peoples skills – training and traditional expertise in a certain industry means that peoples skills grow
· Over the past 50 years there have been massive technological changes worldwide – particularly evident in the radical renewal or improvement of the technology that governs communications, transportation and information processing
4. Explain why FDI is important especially in a developing country like South Africa.

· Foreign direct investment is usually the outcome of a company moving beyond the borders of its home country to purchase and control a business activity in another country (host country)
· General theory of capital flow: capital will move from countries where it is abundant to countries where it is scarce (low rate of return on investment to high)
· Developing countries also benefit from these flourishing economic ties which create wealth and jobs
5. What is the oligopoly model and does it have any relevance for South Africa?

· Helps us understand the characteristics of large scale FDI when an industry or business sector is controlled by a small number of companies
· Shifts the focus of theories on the international movement of capital to an analysis of the motivation and behaviour of businesses and their role in the movement of international capital
6. Identify an example of the international transfer of resources that has benefited South Africa. Consult the media and the Internet.

· International business is influenced by the transfer of resources over national borders (resources include technology, management expertise, capital, labour and natural resources)
· Geographic distribution of resources is not evenly balanced
· These distribution differences (differentials), create opportunities for multinational enterprises by causing economic pressure which facilitates the movement of resources between the countries concerned
· Governments can also influence the movement of resources
Study Unit 1.3: Internationalisation and the development of multinational enterprises

1. Define a multinational enterprise

· A firm that owns or controls productive business activities in two or more countries – comes into existence as a result of FDI
2. List, discuss and evaluate the different strategies that companies use for internationalisation.

· Various companies in different industries find themselves at different levels of internationalisation from low to high international involvement

· Different strategies are therefore necessary for companies to operate successfully and to honour international commitments

a. Impetus for International business

· Passive response to proposals → active search for opportunities

b. Internal vs. External handling of foreign operations

· Other firms handle external contracts → company handles its own foreign operations

c. Mode of operations

· Limited foreign functions, usually import/ export → limited foreign production and multiple functions → extensive production abroad with FDI and all functions

d. Number of foreign countries in which a firm does business

· One → several → many

e. Degree of similarity between foreign and domestic countries

· Quite similar → moderately similar → very dissimilar
3. Evaluate the different phases of evolution through which a domestic company could progress to become a multinational enterprise (MNE).

· Phase 1: International inquiries
· Company receives inquiry about one of its products directly from a foreign business person/ independent domestic exporter and importer
· May use domestic export intermediate (export merchant, export commission house, resident buyer, broker combination export manager)
· Phase 2: Export Manager
· Company’s exports expand
· Export manager with a small staff employed to actively search for foreign markets for the firms products
· Phase 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
· Company drops domestic export intermediary and sells directly to importers/ buyers located in foreign markets
· Phase 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
· Sales branch gradually evolves into a sales subsidiary – incorporated and domiciled in foreign country – enjoys greater autonomy than it had as a sales branch
· Phase 5: Overseas assembly
· Assembly occurs overseas (cheaper shipping costs, lower tariffs, cheaper labour)
· Phase 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
· Phase 7: Integration of overseas subsidiaries
· Foreign subsidiaries lose autonomy once parent company decides to integrate into one multinational enterprise – strategic decisions now made by top management at the company headquarters
Topic 2: Globalisation and international trade

Study Unit 2.1: Globalisation and international trade theories

1. Evaluate globalisation as a frame of reference for international trade.

· Globalisation is the economic restructuring of the world economy
· Industrial and service activities are geographically dispersed
· Companies network across borders
· Ideally, globalisation should be reshaped so that all countries have a voice in policies affecting them and that rewards are equitably shared
2. Explain what international trade is.

· Trading of goods and services with international firms for other countries
3. Identify and explain the international trade theories.

i. Mercantilism
· The use of state power to build up industry, obtain and to increase the surplus of exports over imports and to accumulate stocks of precious metals

· Centred on the nation state, which was viewed as being in competitive struggle with other nations
ii. Absolute advantage
· Each country specialises in one product for which it is uniquely suited

· Countries could produce more products in total and trade in the goods that were cheaper than those produced locally
iii. Comparative advantage
· A country could specialise in the production of those goods it produces most efficiently and buy the goods it produces less efficiently, even if it could produce them more efficiently than another country

· Potential world production is greater with unrestricted trade than with restricted trade
iv. Heckscher-Ohlin theory
· Expands on comparative advantage theory by introducing the concept of ‘the factors of production’ and their availability in a given country

· A country should export products which make use of its relatively abundant factors intensively and import products that use its relatively scarce factors intensively

· Theory assumes that same technology or production is used for the same goods in all countries
v. The Leontief paradox
· Assumed that USA was relatively abundant in capital than other countries, and would be an exporter of capital-intensive goods

· Not the case – theory became known as paradox
vi. Product life-cycle theory

· For most of the 20th century, a large proportion of new products have been developed and sold in the USA - due to size and wealth of USA market,  producers have incentive to develop new products

· While demand grows in USA, demand in other advanced countries is limited to high-income groups

· As demand grows over time in other advanced countries, feasible for USA to set up production facilities in those countries

· As markets mature, price becomes main ‘competitor’, producers might start exporting to USA

· Developing countries become more price-competitive and start producing for advanced nations and USA

· USA switches from being an exporter of the product to being an importer
vii. New trade theory

· Theory resulted due to economists questioning the assumption of diminishing returns to specialisation used in international trade theory – argued that increasing returns to specialisation might exist in certain industries
· Economies of scale represent a particular source of increasing returns
· However, for certain products economies of scale might not be achievable with the country borders, but rather across national borders
· Such cases also rely on government support in the form of subsidies and other measures
viii. National competitive advantage (Porter)
· Innovations are the driving and sustaining force of competitiveness
· The success of nations and their individual firms were closely linked and that national competitive advantage originates from internationally successful organisations that innovate and continually improve their processes and international product and service offerings
· National competitive advantage is determined in combination by four broad attributes in the domestic environment in which firms compete – Porter’s diamond of national competitive advantage
1. Factor Conditions:

· Basic factors – natural resources, climatic conditions, basic skills in the workforce
· Advanced factors – high-level skills in workforce, infrastructure, advanced technologies
2. Demand Conditions:

· National competitive advantage strengthened by strong local demand – conditions provide primary drivers for innovation, quality improvement and competitiveness in t he domestic market and provide a springboard for expanding internationally

3. Related and supporting industries:
· Presence of related and supporting industries (suppliers) that are internationally competitive can help firms attain increased competitive advantage through innovation and quality improvement

4. Organisational strategy, structure and rivalry:
· Nations do well in those industries characterised by intense rivalry where management practices and strategies are closely aligned to the industry’s sources of competitive advantage
2. Explain the forces driving globalisation.
i. Political forces
· Factors such as trade barriers, recognition of intellectual property rights, move towards privatisation, closer regional cooperation and establishment of trading blocs and common technical standards
ii. Economic forces
· Includes increasing world trade, rising income levels, efficient financial markets, growing free-market forces, increasing competition and reducing government involvement
iii. Social forces
· Includes growing consumerism, increasing affluence, converging consumer tastes and improving lifestyles, education and skills
iv. Technological forces
· Includes continuing industrialisation of nations, improved transportation networks and the influence of the information and telecommunications revolution, including the Internet and e-commerce
3. Define and describe 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
Study Unit 2.2: Trade regulation and South Africa’s road to globalisation

1. Discuss, evaluate and explain tariff barriers in the context of international trade.

· Created when government puts financial levies on the import of goods
· May be used to generate revenue or discourage importation of goods
· Are arbitrary and discriminatory
· Require constant admin and supervision
· Add to inflammatory pressures
· Encourage special interest privileges
· Increase government control in economic matters
· Give rise to the number of tariffs
· Dilute the balance-of payments position of a country
· Weaken supply and demand patterns
· Undermine the international standing of a country by encouraging reprisals and trade wars
· Curb manufacturers supply sources
· Limit the choices available to consumers
· Restrict competition
· Custom duties:
i. Tax on an imported good destined for consumption in the country of importation

i. Ad valorem (no value) duties:

· Rate of customs duty applied to the value of the imported good

ii. Specific duties:

· Rate is payable on unit of imported good

iii. Formula or rated duties:

· Combination of above

· Imposed to address disruptive competition by increasing the price of the imported good to that pf the local ex-factory selling price

· Levels of duties:
i. 4 categories
i. Applied rates:

· Current or presiding rate of duty

ii. Bound rates:

· Highest rate of duty a country can impose on imported goods – country commits itself to WTO not to exceed

iii. Nominal rates:

· Rate reflected in Harmonised Customs Tariff Book

iv. Effective rates:

· Effective protection accorded to a domestic manufacturer of a final product when the product of the imported goods are accounted for

· Other forms of customs duties:
i. Ad valorem customs duties (luxury tax):

· Payable in addition to normal custom duty on value of imported goods (normally luxury goods)

ii. Specific customs duty (sin taxes):

· Payable in addition to normal duty on volume/ unit of products

iii. Surcharge:

· Additional charge levied by government to derive additional revenue

· In SA – abolished 01/10/1995 – can be introduced should need arise

iv. Environmental levies:

· Introduced in 2004

v. Fuel levies and Ordinary levies:

· Introduced in 2004

· Fuel levies imposed on petrol, aviation kerosene, illuminating kerosene, distillate fuel
2. Discuss, evaluate and explain non-tariff barriers in the context of international trade.

· More refined than tariff barriers, but more effective in restricting trade or free flow of goods
· Described as all measures besides tariffs that affect international trade through quantifiable restrictions on imports through the use of cost levies of subsidies or price, as well as through the imposition of standards and regulatory or admin requirements
· Even though rate of duty is free, flow of goods is still restricted
· Less obvious and more difficult to accommodate in a company’s international business strategy
· Usually result from economic policies designed to protect sectors competing with imports or to support export sectors
i. Import and export control:
· A product, based on its tariff classification (Harmonised Customs Tariff), is unable to be imported/ exported
· In SA, controls employed iro second hand goods, certain machinery and equipment
· Controls generally administered by means of permits, issued once an application has been made to government – application subject to compliance of governments stipulated provisions and requirements
ii. Import licenses:
· Certain products only allowed into imported country with necessary import licenses
iii. Quotas (quantitative restriction):
· Absolute limit on quantity or amount of goods allowed to enter the country

· Ultimate form is an embargo – complete ban on import of a product
iv. Prohibitive goods:
· Normally products of a military nature that can result in life endangerment or loss of life
v. Restricted goods:
· May be restricted due to nature of goods (e.g. second hand goods)
vi. Standards (quality and health):
· Government could specify standards on goods such as edible, mechanical, electrical
vii. Embargoes and sanctions:
· Effective when used to isolate a country from the world, to force compliance to certain specifications stipulated by the country imposing embargo/ sanction
viii. Other:
· Excessive import documentation requirements, delays with customs procedures, restrictions on advertising, customs valuation procedures, labelling requirements, taxes on employment of foreign personnel
ix. Environmental trade barriers:
· Factors that firms are likely to encounter in the global business environment which represent definitive barriers to trade
· Different- Cultures, languages, education levels, beliefs, behaviours||political, economic, legal systems || levels of technological development and infrastructure || geographies, physical landscapes, climates, means of accessibility
x. Infrastructural trade barriers:
· Barriers not imposed by foreign governments; arise from within country/ company
· Insufficient skills, capacity, finances, lack of knowledge
3. Explain and critically evaluate the case for and against government intervention in international trade.
i. Protecting jobs and industries
· Protects certain industries from foreign competition
· Government has policies at its disposal to ensure achieving its stated tariff and trade policy
ii. The ‘infant industry’ argument
· Encourages the establishment of new industries in a country until they are strong enough to compete with established international firms

· High tariffs result in prices which are high enough to help new industries cover costs, invest in research and make other investments that they need in order to eventually be able to support themselves
iii. Protecting consumers
· Protect consumers from unsafe products
· Genetically modified foods, hormone-treated beef, untested medicines
iv. Protecting foreign exchange reserves
· A country’s foreign exchange is an important measure of its financial wellbeing – imports paid for in foreign exchange – leech country’s foreign exchange reserves – impact on its wealth
· Countries may limit imports to protect foreign exchange reserves
v. Trade remedies
· Used in instances of unfair trade practices or disruptive competition due to increased imports
vi. Retaliation
· Country may perceive tariffs imposed by another country as unfair and implement or threaten to implement counter tariffs
· Or: developed countries can employ them in such  a way as to put pressure on developing countries to behave in a desired manner
vii. National security
· Countries generally ten to protect industries that are important to its national security (defence, military)
viii. Food security
· To ensure the country remain self-sufficient as far as food is concerned
· Lack of food production and reliance on imported food could be dangerous to a country’s autonomy
2. Explain and evaluate the role of trade remedies.
· Unfair trade remedies
i. Anti-dumping:
· Product sold overseas at a lower price than it would have been sold in the country of origin

· If products cause material injury to the domestic manufacturer of similar products, they ca appliy to their trade remedies authority for the initiation of an ant-dumping investigation

· If favourable, result in imposition of a definitive anti-dumping duty

ii. Countervailing:

· Customs duty imposed to offset the benefit conferred by a subsidy

· Fair trade remedies

i. Safeguards (industrial safeguards):

· Remedy to procure for use in response to disruptive competition due to substantially increased imports of industrial products

ii. Agricultural safeguards:

· For use in response to disruptive competition due to substantially increased imports of agricultural products

iii. Special safeguards (Chinese concessions):

· For use in response to substantially increased imports of industrial and agricultural products from China
3. Discuss and evaluate South Africa’s road to globalisation.

Topic 3: Economic integration, regional trade blocs and free trade agreements

Study Unit 3.1: Economic integration

1. Define the term “economic integration”

· Refers to the groupings of countries by agreement or treaty, usually on a regional basis, to form a trade bloc that secures benefits for the participating member states through the tariff-free or tariff-reduced cross-border movement of goods, services, capital and labour between them
2. Evaluate the relative value of trade creation and trade diversification for economic integration.

· Jacob Viner - While a free trade area  would increase the bilateral trade flow between two or more countries, does not mean that this would yield an economic efficiency gain
· Whether an increase in trade was desirable or not depended on the source of the increased trade
i. Trade creation:
· Involves a shift in domestic consumption from a high cost domestic source to a lower cost partner source as a result of the abolishment on intra-union trade
ii. Trade diversion:
· Involves a shift in domestic consumption from a low cost world source to a higher cost partner source as a result of the elimination of tariffs on imports the partner country
· Closure of high cost home country industries because of trade creation 
· would be advantageous to the home country 
· because it would release resources for use in industries where the home country had a comparative advantage
· partner country would gain – free trade area as a whole would be better off

· non-member countries not affected

· world as a whole would gain

· trade diversion 

· damaging to home country

· higher costs of imports

· partner country would derive no benefit

· free trade area could be worse off

· no compensating gain to non-member countries

· world as a whole would lose

· welfare assessment of the effects of a free trade area formation depends on the balance between trade creation and trade diversion

· a predominantly trade creation free trade area would be desirable, whilst a trade diversion one damaging
2. List the different forms of trade bloc and assess their characteristics.
· Free trade area (FTA):
· Most common form of a trade bloc
· All tariff and trade barriers are removed and goods and services are freely traded between the member countries
· Customs union:
· More advanced form of economic integration where tariff and trade barriers are removed as with FTA

· There is a common trade policy that is formulated by the member countries as far as non-member countries are concerned

· Tariff revenues are shared by member countries on a predetermined basis
· Common market:
· Like customs union – no barriers to trade amongst member countries and implements a common trade policy towards non-member countries
· Mobility between member countries – no restrictions on immigration, emigration and cross-border investment
· Economic union:
· All criteria of above are met
· Member countries harmonise monetary policies, taxation, government spending
· Also set up fixed exchange rates or create a common currency
3. Explain in your own opinion, the most important benefit of a free trade area. Give reasons?
· Wherever globalisation has taken place, there has been a measurable improvement in incomes and working conditions
· The competition that accompanies globalisation provides an incentive for local employers in developing countries to improve their practices
· As foreign-owned businesses move into a country they provide a superior working environment in order to attract the best workers
· Local employers are forced to improve conditions and pay if they are to survive
· Western businesses know that treating workers poorly is bad for business back home
· American consumers demand that US countries producing abroad respect workers rights
· US companies working abroad pressurise their local suppliers to do the same
· Without globalised trade. This beneficial consumer pressure evaporates
· FTA’s are engines of growth and progress
· They exploit country comparative advantages, accommodate specialisation and division of labour, expand the size of export markets and promote efficiency and competition within the free trade area
4. List a significant disadvantage of a free trade area. Give reasons

· Jobs can be lost in the home country to producers in the other member countries

· Lower wages, lower environmental standards

· When a free trade agreement is launched, there are shifts in resource allocation and trade patterns. Each region begins to specialise in its comparative cost advantage
Study Unit 3.2: Regional trade blocs

1. Define a regional trade bloc.

· Groupings of countries by regional basis to form a trade bloc that secures benefits for the participating member states through the tariff-free or tariff-reduced cross-border movement of goods, services, capital and labour between them
2. Evaluate the implications of the euro for South African businesses

· Since 2002 the performance of the euro has been robust and it is a strong competitor to the dollar in terms of euro-dollar distributions in the international market place
· A number of countries outside of the European Monetary Union have decided to index their currencies to the euro
· South African businesses would now have to also join other countries in recognising the euro as it is a powerhouse currency that compares to the dollar
3. Summarise the relative importance of the euro and dollar zones in the global context.

· The euro zone is made up of at least 12 EU member countries. It is also the official currency of former overseas territories of EU member countries

· It is also linked officially to 14 African francophone countries

· Apart from the US, 14 countries have their currencies officially linked to the dollar, and 13 countries partially linked. There are also 3 which have floating currencies, but ‘dollarised’ economies

· Expressed in the euro, the GNP of the dollar zone is only slightly higher than that of the euro-zone
4. Discuss the relative importance of the Cairns group and the Indian Ocean Rim Association for South Africa.

5. Make a critical analysis of the importance of regional trade blocs for the South African economy.

Topic 4: The international cultural environment

Study Unit 4.1: The concept, characteristics and elements of culture

1. Define the concepts of culture, society and nation state.

· Culture: an integrated system of values and norms that are shared among a group of people and when taken together constitute a design for living
· Society: constitutes a group of people that share a common set of values, norms and beliefs – and therefore a common culture (difficult to exactly define)
· Nation-state: a workable substitute for a society
2. Understand the importance of culture in international business.

· Together with politics, legal and economic systems, culture creates and influences the environment in which international business operations are conducted

· Explains and determines many aspects of individual and group behaviour

· Cultural competence regarded as a key managerial competency

· Managers need to:

· Understand and work with members, teams, groups from other cultures

· Recognise the role culture plays in human behaviour to achieve organisational goals in foreign cultural settings
3. Identify and describe the characteristics of culture.

· Culture is learned:
· Acquired through learning and experience – not inherited or biologically based
· Transgenerational when transmitted from one generation to another
· Intergenerational when transmitted from one member of society to another
· Culture is shared:
· People as members of  a nation, society, group or organisation share culture – not specific to individuals
· Everyone in the group understands the values, attitudes, beliefs, norms, and behavioural patterns
· Culture is relative:
· no standard culture exists
· different from one another, with not being superior/ inferior, right/ wrong
· Culture is inter-related:
· Various elements/ components are inter-related – a change in one element will bring about a change in another
· Culture is adaptive:
· Based on human capacity to change
· Culture is symbolic:
· Based on human capacity to symbolise one thing to represent another in behavioural patterns that are understood by the entire group
· Culture is pervasive: 
· Affects the society in almost everything people do, see, feel, and achieve
4. Identify, describe and evaluate the elements of culture.

· Political philosophy
· Economic philosophy
· Social structure
· Religion and ethical systems
· Language and communication
· education
5. Identify and discuss the implications of culture for international business.

· International business is different from domestic business because countries are different
· Four 
6. Describe and evaluate the levels of culture.

· National culture:
· Dominant culture within the borders of a country and is represented by the majority of the population, or the population group with the greatest political or economic power
· Dominant culture has the greatest influence on international business as a result of its political and economic ideologies and the legal systems of the country
· Educational systems transmit values, norms, attitudes and beliefs that basically manifest themselves in the way business ethics is perceived and practised in a country
· Religious beliefs influence the work ethic, way of life, moral standards and consumer behaviour in the country concerned
· Business culture:
· Involves values, norms, attitudes, beliefs, etiquette that manifests itself in all areas of doing  business in a specific culture
· Cannot be separated from nation culture iro:
· Importance of age/ seniority
· Role of women
· Supervisor-subordinate relationships
· Influences all aspects of work and organisational involvement. Includes:
· Cross-cultural leadership and management
· Employee selection and promotion

· Leading and motivating employees

· Structuring organisations

· Structuring rewards systems and remuneration

· Conducting business negotiations

· Formulating, deciding and implementing strategies

· Deciding on a strategic alliance

· Knowing and understanding the code of conduct and acceptable business etiquette in a specific culture is a minimum requirement for international management behaviour

· Organisational and occupational culture:

· Organisational culture

· Develop around organisations and occupational cultures around work roles

· Definition: the norms, values and beliefs concerning the organisation and shared by members of the organisation

· Discovered and emerge when members of the organisation learn to cope with internal/ external problems

· Observations are of extreme importance to managers of MNE’s – organisational culture is subordinate to the deeply imbedded national cultural values
Study Unit 4.2: Implications of cultural differences for business

1. Describe and discuss culture in the workplace.

2. Explain Hall’s approach to the contextual of culture.

· Classification of cultures into low-context and high-context cultures
	Low-Context Culture
	High-Context Culture

	· Speakers words explicitly convey message to listener
	· Context in which conversation takes place as important as spoken words – emphasis on non-verbal communication

	· 
	· Value long term relationships and regard trust as sufficient grounds to conduct negotiations

	· Advertising is factual
	· Advertising is more emotion-orientated

	· More importance placed on specific terms of agreement and transactions
	· More inclined to establish trust as basis for negotiation

	· Decision making impersonal, conflicts of interest avoided
	· Good emotional social setting is cultivated for decision making


3. Explain Ronen and Shenkar’s approach to cultural analysis.

· Nearly 50 countries grouped on basis of how employees in each country responded to 4 sets of questions:
· Importance of various work goals

· Extent to which various needs at work were satisfied

· Autocratic versus democratic management styles

· Work roles and interpersonal relations

· 8 country clusters indentified; 4 indentified which did not fit into any cluster

· Management should expect fewer differences moving within cluster, opposite for moving from cluster to cluster
4. Explain Hofstede’s approach to cultural dimensions.

· Study on national culture and how culture relates to values in the workplace
· Countries surveyed differently along four cultural dimensions
· Power distance
· Extent to which less powerful members accept that power is distributed unequally
· Countries which follow orders blindly – high power distance
· Individualisation vs. Collectivism
· Focuses on relationship between individual and fellow beings
· Individualistic societies: individuals take care of themselves and individual freedom and achievement is highly rated
· Collectivist societies: ties between individuals are tight
· Uncertainty avoidance
· Measures extent to which a society accepts and prepares itself for ambiguous situations and uncertainty
· High uncertainty: uncomfortable in unstructured situations, prefer situations regulated by laws and rules on safety and security, including job security
· Low: people more likely to take risks, less likely to change, comfortable with fewer rules and regulations
· Masculinity vs. Femininity

· Masculine end describes culture where men are assertive, sex and gender roles clearly differentiated, wealth and material passions important
· Feminine end: sex roles less sharply distinguished, greater equality between genders exist, little differentiation is made between men and women in the same job
· Time orientation

· Reflects extent to which members of a culture adopt a long-term opposed to short-term outlook on life, work, other societal aspects

· Long-term orientation: value dedication, perseverance, hard work

· Work remains most comprehensive of its kind

· Criticisms:

· Dimensions identified reflect tendencies within cultures and are not absolute

· Within any culture, likely to find people at every point on continuum representing dimensions
5. Understand, discuss and evaluate culture and competitive advantage

· Connection between culture and competitive advantage in the market place
· Cultural values, norms and beliefs of a country influence the costs and risks of doing business in that country

· The firm that manages these costs and risks related to cultural differences between countries should have a competitive advantage over its competitors in the global market place
6. Understand, discuss and explain culture and business ethics

· Although many ethical principles are universal, many are culturally bound
· Guidelines that firms should follow are those embedded in the Universal Declaration of Human Rights of the United Nations:
· Donaldson: firms facing ethical problems should be guided by three principles:
· Respect core human values

· Respect for local tradition

· The belief that context matters when deciding what is right and wrong

7. Understand, discuss and culture and entrepreneurship.

· Some cultures are more inclined towards entrepreneurial behaviour than others, largely due to cultural factors
· These have potential for entrepreneurial development with the associated benefits of enhanced economic growth, increased employment opportunities and increased global competitiveness
8. Discuss and evaluate the implications of culture for business and management.

· Cross-cultural literacy
· Doing business in different cultures requires an intimate knowledge of such cultures and the ability to adapt and conform to the value systems and norms of the culture concerned
· Firms may be described as:
· Ethnocentric (home-country orientated)
· Firms should guard against this behaviour
· Polycentric (host-country orientated
· Employ foreigners on board of directors
· Use multi-cultural task teams whenever possible
· Selectively transfer home-country executives to foreign locations a t regular intervals – enhances process of attaining cross-culturasl literacy (geocentric approach)
Topic 5: Political, legal and technological environments

Study Unit 5.1: Political Environments

1. Define political systems and their functions.

· Designed to integrate the parts of society into a viable, functioning unit
· Has enormous impact on how business is conducted domestically and international – influenced by various factors
· Process functions: interest articulation, formulation of policy alternatives, implementation and adjudication of policies
· Interaction between process functions, inputs, outputs in any political environment
· Politicians, individuals, businesses and interest groups provide inputs through the process of interest articulation
· Inputs aggregated through process of ‘interest aggregation’ so that policy alternatives can be formulated that stand a chance of making it through the political process
· Alternatives are debated and policies are made usually by political structures (political parties, governmental bureaucracies, state and federal legislatures and courts)
· Policies are implemented; any controversial features adjudicated through the court process to determine if they are legal
2. Explain the relationship between collectivism and 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
3. Explain the difference between individualism and 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
4. Discuss political involvement and its impact.

· Political environment in which the firm operates will have significant impact on its international marketing activities
· A foreign company operates in a host country at the discretion of the government concerned, can either encourage foreign activities by offering attractive opportunities for investment and trade, or discourage by imposing restrictions
· Implications of government ownership might be that the company is obliged to sell directly to a state trading organisation – companies influence on the market is greatly reduced
· Political stability of the target country’s political system should be of great concern – frequent changes in regime could mean a change in policy towards business, which could impact harshly on the firm’s international marketing program
· Foreign products and investment seen to be vital to the growth of the economy are seen as favourable and are met with reduced taxes and exemption from quotas
· Products considered to be undesirable, non-essential, or threatening to the local industry are often subjected to import restrictions such as quotas and tariffs
5. Define and discuss political risk.

· The impact of political change on the export firms operations and decision making process
· Determined differently for each company as not all of them will be affected equally by changes
· Of a macro nature when politically inspired environmental changes affect all foreign investment
· Of a micro nature when environmental changes affect selected fields of business activity or foreign firms with special characteristics
· Risks in developing countries: civil disorder, war and expropriation
· Risks in industrialised countries: labour disruptions, price controls
· Checklist for assessing risk:
· Form of government and length of leadership in power

· Extent of leadership changes and history of government instability
· Volatility of electorate and popular support for leadership

· Role of military in politics and religious, ethnic or ideological splits

· History of coercion and regional political alliances

· Trade or labour disputes

· External threats to supplies or markets
6. Analyse and interpret the political spectrum.

· Two extremes are democracy and totalitarianism
· From these two, various degrees of participation have evolved. Change occurs rapidly around the world and many authoritarian regimes are being replaced by different forms of democracies

· Democracy:
· Pure form based on belief that citizens should be directly involved in decision making (originally practiced in ancient Greece

· Impractical in complex advanced societies

· Most modern democratic states practice representative democracy where individuals are periodically elected to represent them

· Elected representatives then form a government, function is to make decisions on behalf of electorate 

· Assumption is that if elected representatives fail to perform job adequately, will be voted down in next election – guarantees that they will be held accountable for their actions by the electorate

· Ideal representative has safeguards that are typically enshrined in constitutional law:

· Individual right to freedom of expression, opinion and organisation

· A free media

· Regular elections in which all eligible citizens are allowed to vote

· Universal adult suffrage 

· Limited terms for elected representatives

· Fair court system independent of political system

· Non-political state bureaucracy

· Non-political police force and armed service

· Relatively free access to state information

· Totalitarianism:
· Communist totalitarianism was most widespread form – 

· version of collectivism that advocates that socialism can only be achieved through totalitarian dictatorship

· Communism on decline worldwide

· Theocratic totalitarianism – second form

· Found in states where political power is monopolised by a party, group or individual that governs according to religious principles

· Most common form based on Islam – exemplified by states such as Iran, Saudi Arabia

· Tribal totalitarianism

· Found principally in African countries such as Zimbabwe, Tanzania, Uganda, Kenya

· Borders of most African states reflect administrative boundaries drawn by colonial powers, rather than tribal realities – typical African country contains a number of different tribes

· Occurs when a political party that represents the interests of a particular tribe monopolises power
Study Unit 5.2: Legal Environments

1. Assess the importance of the international legal environment

· Legal system another dimension of external environment that influences business
· Managers must be aware of the legal systems in the countries they operate, nature of legal profession – both domestic and international, and the 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
2. Define and describe the different legal systems.

· Grouped into common, civil (code) and theocratic law
· Common law based on precedents or past practices
· Code is a comprehensive set of volumes having statutory force, covers virtually whole spectrum of country’s law, established by arbitrary methods (speed limit, cooling off period for contract)
· South Africa’s commercial legal system influenced by English law – cases cited as authority where there is no domestic decision on the point, and the particular case involves as area of our law derived from English law
3. Discuss the 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
· Important to agree before negations that all agreements reduced to writing
· When an international dispute arises, problem must be resolved in one of the countries involved according to the laws and regulations of that country unless the contract states otherwise
· If dispute cannot be resolved, arbitration. If arbitration fails, litigation.
· 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 nations/ natural law
· No organised body to enforce; International Court of Justice (The Hague, Netherlands)
· Court decides matter submitted to it based on discretion of countries – voluntary 
· Country to sign treaty or convention before becoming liable to comply
· And defaults can bring about sanctions
· Another area of international law is the controlling of the use of the sea and environment outside of the territorial waters of a country
4. Assess the legal environment and its impact on investment strategies.

· Political and legal issues dealt with differently by companies based on business
· Exporting – firm not as concerned with legal and political systems as wodl be the case where direct foreign investment is the case
Study Unit 5.3: Technological Environments

1. Define the concepts of technology and technological innovation.

· Technology: method or technique for converting inputs to outputs in accomplishing a certain task
· Technological innovation: increase in knowledge, improvement of skills, discovery of a new/ improved way that extends people’s ability to achieve a given task
2. Discuss the classification of technology.

· Hard technology: blueprints, machinery, capital goods
· Soft technology: management know-how, finance, marketing, administrative techniques
· Labour  intensive: relatively primitive technology used in production process
· Capital-intensive: highly advanced technology used
· Technology categories:
	Category
	Description
	Investment Level

	Base
	· Technological foundation of business

· Widely available to competitors
	Needs little investment

	Key
	Technologies with greatest impact on competitive performance
	Systematically built

	Pacing
	Technologies in early development which have the demonstrated potential to alter the basis of competition
	Selective investment

	Emerging
	Technologies with long-term promise to alter the basis of competition
	Monitored investment


3. Discuss and explain the economic importance of technology.

· Critical factor in economical development
· Transfer of technology important to industrialised and developing nations because of:
· advances of international communication 
· increasing economic interdependence of nations
· scarcity of vital natural resources
· vital that firms stay abreast of technological changes – allows them to incorporate new and innovative designs into their products and give them a firmer base from which to anticipate and counteract competition
4. Discuss and explain the reasons for technology transfer

· Essential for attaining a high level of industrial capability and competitiveness
· Multinational corporations are playing an increased role in transfer because they invest abroad to expand production, marketing and research activities
· Also growing consciousness amongst governments for increase of transfer to developing countries to stabilise their economic and social conditions
· Complex, time consuming and costly process, needs communication and co-operation between all parties to be successful
· Cannot be effective if it conflicts with the economic and social needs of the recipient country
· Can be transferred between people, industries, governments – government generally plays the most important role in facilitating or impeding the process
· MNE’s play an important role in the transferring information and technology from the parent company to subsidiaries in other countries and training foreign employees
Topic 6: The international economic environment

Study Unit 6.1: Economic systems and macroeconomic issues

1. Define the 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 
2. Explain the importance of the international economic environment.

· The economic environment of a country a business 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

· Absence of rule and law and inefficiency of law enforcement

· 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
3. Define the concept of an economic system.

· Encompass all the mechanisms and institutions that have been established to facilitate the making and implementation of decisions within an economic framework concerning production, consumption, expenditure and income in a country

4. Define and evaluate the concept of economic freedom

· Defined as absence of government coercion or constraint on the production, distribution, consumption of goods and services beyond the extent necessary for citizens to protect and maintain liberty itself
· Heritage foundation and wall street journal publish annually since 1995, goal: to develop a systematic empirical measure to rank countries worldwide in terms of economic freedom, based on objective economic criteria
· Broad categories of the determinants of economic freedom:
· Corruption of judiciary, customs, service, and government bureaucracy
· Non-tariff barriers to trade, such as import bans and quotas as well as strict labelling and licensing requirements
· Fiscal burden of government, encompasses income tax rates, corporate tax rates, trends in government expenditure as a per cent of output
· Rule of law, efficiency within judiciary, ability to enforce contracts
· Regulatory burdens on business, including health, safety, environmental regulation
· Restrictions on banks regarding financial services, such as selling securities and insurance
· Labour market regulations, such as established work weeks and mandatory separation pay
· Informal market activities, including corruption, smuggling, piracy of intellectual property rights, and the underground provision of labour and other services
· Final index grouped and classified into one of four broad categories of economic freedom:
· Free – average overall score <= 1.99
· Mostly free – 2.00 – 2.99
· Mostly unfree – 3.00 – 3.99
· Repressed - >=4.00
· Countries with the most economic freedom have:

· Higher rates of economic growth

· Higher standards of living

· Relatively more prosperous
5. Define, evaluate and compare economic systems.

· Three broad types exist

· A market economy:
· System where 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

· Consistent with values of individualism and the ideology of democracy

· Conditions necessary for functioning:

· Freedom of choice: few restrictions on consumers regarding decision making on alternative purchase options

· Free enterprise: freedom of enterprise to operate in market and decide what goods and services to produce

· Price flexibility: allows for prices to change in line with supply and demand – implies that does not allow for monopolistic interventions and manipulation of supply and the price mechanism

· Governments should have little direct involvement in business activities

· Should however:

· Enforce anti-trust laws

· Enhance competition policy

· Preserve human rights

· Provide a stable fiscal and monetary environment

· Preserve political stability

· 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

· Command economies have stagnated due to failure to:

· Create economic value

· Provide incentives for innovative or entrepreneurial behaviour

· Measure up to achievements of other systems (market economies)

· Satisfy consumer needs and improve overall quality of life

· 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
6. Describe levels and phases of economic development.

· Reflected by a country’s economic freedom, economic growth and size of population
7. Discuss the classification of countries.

· Important step in overall economic analysis of countries
· Classification by 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
· Categorised as:
· Developed countries:
· Correspond with high income and possibly upper middle income countries per world bank classification
· Political stability
· Highly educated and literate
· High levels of innovative and entrepreneurial activity
· High levels of both industrial and information technology
· High levels of industrialisation
· High standards of living of citizens
· Well developed infrastructure, transportation, communication and utilities
· Active involvement in international business and foreign trade
· Well developed financial institutions and monetary networks
· Sophisticated social systems (education, healthcare)
· Less developed countries:
· Low income category
· Political instability and often anarchy
· Government inefficiencies
· Very low standards of living
· Low levels of economic wealth
· Shortage of investment capital
· Inadequate education, healthcare and housing
· Underdeveloped financial services sector
· High rates of illiteracy and low levels of employment skills
· Strong emphasis on agricultural and mining activities
· Foreign trade largely involving export of agricultural products, unprocessed natural and raw materials, basic manufactured goods
· 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

· Increasingly involved in international business, trade less dependent on agricultural and resource related exports
8. Discuss and evaluate macroeconomic issues in international business

· Purchasing power parity
· Value of goods and services one unit of a country’s currency can purchase
· Relative ability of two countries to buy the same basket of goods in those countries
· Measure of GDP and GNP per capita do not make provision for differences in the cost of living in those countries – misleading
· Adjusted by introducing PPP, allows for a more accurate comparison of living standards and therefore also economic growth in different countries
· Economic growth
· GNP and GDP even when adjusted for PPP, provide static data at a specific point in time
· Growth rates need to be calculated over a period of time (trend/ time series analysis), to determine whether the difference between two countries growth is increasing or decreasing over time
· Innovation and entrepreneurship
· Drive economic growth in a country
· determined by political economy and related economic system
· certain elements of a country’s culture will either encourage or discourage its entrepreneurial orientation
· Impact of inflation
· The continuing increase in the prices of goods and services over time
· Affects interest rates, exchange rates, cost of living and general political and economic confidence in  a country
· Occurs when aggregate demand increases faster than aggregate supply 
· Important that managers assess in terms of their economic policies
· Monetary values must be adjusted for inflation to determine a country’s real disposable income
· Balance of payments
· Systematic record of all transactions between the residents of a country and the rest of the world during a given period of time
· Current account: trade in goods and services and income from assets abroad
· Financial account: all transactions in real assets between countries
· Important component of a country’s national accounts, reflects the value of a country’s economic relations with the rest of the world
· External debt
· Amount of money obtained from foreign private or public sector banks
· Measured in one two ways: total monetary amount of debt, debt as a percentage of GDP
· Privatisation
· Involves movement of ownership from the public to private sector
· Advantages:
· Improving enterprise efficiency and performance
· Developing a competitive industry that services consumers well
· Accessing the capital, know-how and markets that permit growth 
· achieving effective corporate governance
· broadening and deepening capital markets
· securing the best price possible for the sale
Study Unit 6.2: Transformation to a market economy

1. Describe and explain economic transition.

· Refers to countries with economies in transition changing from command and mixed to free-market economies

· Transformation process involves:
· Deregulation
· Privatisation
· Creation of legal systems to protect property rights
· Transition to a market economy does not guarantee economic success

· Factors that affect growth:

· Educational levels

· Quality and distribution of economic resources

· Degree of national competitiveness

· Access to investment capital

· Extent of existing industrial structure

· Entrepreneurial experience among the population

· Development of infrastructure
2. Explain the transition of command economies to market economies.

· Importance lies in accessibility of previously closed markets, given that these economies are not all transforming at the same rate nor are they characterised by the same types of transformation or same types or levels of risk
· Implications for international businesses:
· Opportunities for expansion into new markets

· Access to natural/ other resources not previously accessible or deployable

· New opportunities for information, knowledge, and technology transfer

· New destinations for foreign direct investment, given the potential for adequate reward and acceptable levels of risk

· New opportunities for expatriate managers to acquire cross-cultural literacy

· New opportunities for international collaboration through international joint ventures and strategic alliances

· Process is time-consuming, painful and enduring; the abolition of a centrally planned economy does not itself create a market economy

· Change in attitudes required regarding concepts of market economy based on free market forces
3. Define a market economy

· System where 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

· Consistent with values of individualism and the ideology of democracy

· Conditions necessary for functioning:

1. Freedom of choice: few restrictions on consumers regarding decision making on alternative purchase options

2. Free enterprise: freedom of enterprise to operate in market and decide what goods and services to produce

3. Price flexibility: allows for prices to change in line with supply and demand – implies that does not allow for monopolistic interventions and manipulation of supply and the price mechanism

· Governments should have little direct involvement in business activities

· Should however:

1. Enforce anti-trust laws

2. Enhance competition policy

3. Preserve human rights

4. Provide a stable fiscal and monetary environment

5. Preserve political stability

· Widely accepted that market economies perform better than others especially command economies
4. Discuss and explain the role of privatisation in economic transition.

· Can take two forms:
· Divestiture
· Selling of assets to outsiders (management-employee buyouts)
· Constitutes major trend
· Government transfers legal title and ownership
· Relatively fast and easy to implement
· Contract management
· Government transfers operating responsibilities to private sector without transferring the legal title and ownership
· Benefits of potential for increased efficiency and increased competition in the market place
· Risk: often involves  inward FDI – potential investors need to consider the risks of committing themselves to privatisation 
5. Discuss and evaluate the requirements for successful transition to a market economy.

· Underlying reasoning behind transformation is that command and mixed economies have failed to live up to expectations, leaving their people comparatively poorer
· Conditions required:
· Development and implementation of sound fiscal, monetary and economic policies
· Sustained macro-economic stabilisation and control of inflation in particular
· Extensive liberalisation of prices, trade-regimes, protectionism, and barriers to entry
· Commitment to privatisation and development of an effective system to ensure property rights
· Development of sound and effective legal and financial systems for reforms to succeed
· Commitment to development of human capital to cope with the challenges of a market economy
· Accepting that delayed reforms will defer recovery and increase the risk that economic growth can be reversed and expectations jeopardised
· Accepting there is no single formula for success, requires countries to adapt the transformation process to their own unique situations
Topic 7: The global monetary system and foreign exchange markets

1. Describe the evolution of the international monetary system

· The gold standard (1875-1944)
· First formal international monetary system
· Countries concerned had to determine rates at which their paper/ coin currency could be converted to a specific weight in gold

· Confidence undermined by distortions in international markets from WWI until almost end of WWII, due to:

· Inadequate monetary policies in many countries

· Competitive currency devaluations

· Deliberate speculative actions in international markets

· Gradually phased out – exchange rates determined by the value of each country’s currency in terms of gold
· The Bretton Woods Agreement (1944-1973)
· Provided for a dollar based monetary system and establishment of IMF and WB
· All other currencies pegged to dollar; countries had to obtain prior permission from IMF before embarking on any significant currency devaluation
· Came under pressure due to:

· Differing monetary policies adopted by various countries
· Different inflation rates between countries
· An increasing inflation rate and continuous BOP deficits in the USA
· The floating exchange rate system (1973-2002)
· Formalised during 1976 – Jamaica Agreement
· Made exchange rate fluctuations more unpredictable than before
· Gave rise to further uncertainty in the foreign exchange market, intensified by ‘oil crisis’ and volatility in commodity prices
· Value of dollar increased against other currencies – negative consequences for US exports
· G5 deliberated -  Plaza accord to allow major currencies to appreciate against the dollar and finance ministers of G5 countries to intervene in foreign exchange markets where necessary
· Dollar then declined – Louvre Accord – allowed governments to intervene in international markets by selling or buying currency as required
· Because of Plaza and Louvre Accord interventions, referred to as ‘managed float system’ or ‘dirty money float system’ – ongoing debate regarding merits of fixed as against floating exchange rate systems
· Contemporary currency arrangements
· Many different currency arrangements exist today
· IMF classifies currency arrangements in seven categories:
· Pegged to another currency
· Pegged to a basket
· Flexible against a single currency
· Joint float
· Adjusted according to indicators
· Managed float
· Independently floating
2. How do foreign exchange markets function?

· Worldwide financial market that provides the physical and institutional structure for foreign exchange transactions
· Not an organised exchange like many stock/ futures markets and has no fixed location; market participants located in mostly in major commercial banks around the world
· Transactions conducted electronically from all over the world – authorised traders connected by means of advanced telecommunication and electronic networks
· Dealing can also take place through currency brokers – who handle roughly half the transaction volume in these markets
· Worldwide market operates 24 hours a day because of time differences
· Specific functions:
· Transfer of purchasing power
· Provision of credit
· Minimising foreign exchange risk related to exchange rate movements
3. Differentiate between “spot” rates and “forward” rates. In what respect do “forward contracts” serve as an insurance against exchange rate volatility?

· 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
4. What are “currency swaps”?

· Sophisticated type of forward exchange rate
· 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
5. What are some of the factors underlying exchange rate determination?

· Exchange rates determined by demand and supply of one currency relative to demand and supply of another currency
· This explanation does not tell us the inherent factors that affect demand and supply of a currency
· Exchange rates and price levels
· The law of one price
· Identical products sold in different countries must sell at one price, when the price is expressed in the same currency, provided that there competitive markets exist free from barriers of trade and transportation costs
· Purchasing power parity (PPP)
· Exchange rates between two currencies adjusts to reflect differences in price levels in the two countries
· National inflation rates cause changes in relative prices of goods and services, which in turn cause changes/ adjustments in exchange rates
· Absolute PPP: commodity or service costs the same regardless of where it is sold or what currency is used
· Relative PPP: does not serve as an indicator of the absolute level of exchange rates, but rather of the change in exchange rates over time
· Exchange rates, interest rates and inflation rates
· The Fisher effect
· A parity relation which holds that nominal interest rates (i) in a given country are equal to a real interest rate (r) plus the expected rate of inflation (h)

· Supports economic theory that interest rates reflect expectations about likely future inflation rates
· Since there is a link between inflation rates and exchange rates → Interest rates reflect expectations about future inflation → There should also be a link between interest rates and exchange rates
· The international Fisher effect
· 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 the two countries
· Confirms IFE theory that real interest rates are equal across countries
· Market effects and investor behaviour
· Various psychological factors have become important in determining the expectations of traders in the foreign exchange market 
6. Discuss and illustrate the composition of international capital markets.

· Money markets
· Relate to short term activities of issuing and trading of short-term securities
· Capital markets
· Concerned with long-term financial activities
· Primarily involved in equity and debt financing activities, where equity and debt are characterised by their own specific risk and return characteristics
· Eurocurrency market
· Any domestic currency banked or on deposit in another country
· Value identical to that of same currency at home
· Purposes:
· Deposits are an efficient and convenient money market device for holding excess corporate liquidity
· Eurocurrency market is a major source of short-term bank loans to finance corporate working capital needs

· Largely free from government intervention and interference – beneficial for borrowers and investors

· Drawbacks:

· Unregulated system; probability of banks causing depositors to lose their money greater than in regulated system

· Companies exposed to foreign exchange risks – international loans do not offer complete assurance against risk
· International bond market
· Constitute important means of corporate financing, fixed-rate bonds most commonly found
· Two types: 
· foreign bonds: sold outside of country of borrower
· denominated in currency of country of issue
· Eurobonds: 
· Normally underwritten by international banking syndicates or consortia
· Rapid growth of Eurobond market due to:
i. Absence of regulatory interference
ii. Less stringent disclosure requirements when compared to most domestic bond markets
iii. Relatively favourable tax status
· International equity market
· Reflects trend where investors take ownership in foreign countries where regulatory and other systems allow such practice
· Practice expanded to a situation where companies list their shares on stock exchanges in foreign countries
· Trend underlines the importance and continuous development of international capital markets for international business
Topic 8: International management and leadership: developing a global mindset

Study Unit 8.1: International management and leadership

1. Define the relevant concepts related to international management, leadership and strategy.

· International management
· The performance of the management functions of planning, organising, leading and controlling across national borders
· A process of accomplishing the international goals of a firm be effectively co-ordinating the procurement, allocation and utilisation of human, financial, intellectual and physical resources of the firm across and within national boundaries and effectively charting the path towards the desired organisational goals by navigating the firm through a global environment that is not only dynamic but also hostile to the firms very survival
· Leadership
· Involves the ability to inspire and influence the thinking, attitudes and behaviour of people
· To cope with the dynamic and rapidly changing international environmental and competitive forces, leadership has to be visionary, inspirational, motivational and dedicated
2. Compare and evaluate the concepts of management and leadership.

· Management
· Managers get the job done by working through people
· Managers act within a vision
3. Discuss international management in the context of its various environments.

· While the international environment comprises the total world environment, the relevant international environment for an MNE would be the sum total of the environments of each of its nation-states or countries with which the enterprise trades or in which it has invested
· Environmental forces that have a direct impact on a company’s understanding of the international business environment:
· Changing nature of the international business environment
· SG pg. 99
4. Define, discuss and evaluate risk in international business.

5. Discuss and evaluate the concepts of leadership and culture.

Study Unit 8.2: Developing a global mindset

1. Define a global mindset.

2. Identify and discuss the need for a global mindset.

3. Discuss how a global mindset is developed and cultivated.

4. Evaluate the relationship between a global mindset, culture and cross-cultural leadership.

5. Explain the importance of a global mindset for global leaders.

6. Discuss the need for and importance of training and development.
Topic 9: Global competitive strategies

Study Unit 9.1: Global business environment and competitive advantage

1. Explain why scanning the global business environment is an important step in the development of appropriate international competitive strategies.

2. Explain why industry analysis is an important component of the analysis of the macro business environment when identifying information for strategy development.

3. Define the concept of ‘competitive advantage’ and explain its importance for developing international competitive strategies.

Study Unit 9.2: International strategies and market entry strategies

1. Explain the importance of strategic orientation of an international firm with specific reference to the development and choice of international competitive strategies.

2. Discuss and evaluate the two pressures that impact on and largely determine the choice of international competitive strategy for a firm.

3. Compare the four international competitive strategies available to international firms on the basis of their characteristics and their appropriateness in specific circumstances.

4. Define foreign market entry modes and compare the various alternative entry modes in terms of their advantages, disadvantages and risks.

5. Develop an integrated international strategic management framework.
Topic 10: International financial management and strategy

1. Discuss and illustrate the constituents of the international investment decision.

2. How can capital budgeting aid the foreign investment decision process?

3. List and discuss the most important components of global money management.

4. Why is it important to understand the different foreign exchange risks?

5. What are the origins of these risks?

6. Differentiate between foreign exchange contracts, currency swaps and currency options. How can these instruments be used to counter foreign exchange risks?

7. What is the importance of external sources of funding in the foreign investment decision process?

8. What do you understand by the financial structure of an MNE and why is it important to try and optimise this?

9. Why is the financing of export-import transactions so complicated?
Topic 11: Global Collaboration and strategic alliances

Study Unit 11.1: Global Collaboration

1. Define the concept of global cooperation.

2. Describe the reasons for global cooperation.

3. Tabulate the various modes of entry into a foreign market.

4. Describe and evaluate the advantages and disadvantages of the various modes into foreign markets.

1. Study Unit 11.2: Strategic Alliances

2. Define the term “strategic alliance”.

3. Explain why you regard strategic alliances as important for South Africa.

4. Create a strategic alliances profile of South African companies.

5. List the reasons for entering into strategic alliances.

6. Describe the success of strategic alliances.

7. Tabulate and evaluate the factors to be considered when forming a strategic alliance.

Topic 12: Economic and social development initiatives for South Africa and Africa

Study Unit 12.1: Profile and growth potential of Africa

1. Discuss and explain the potential of the African continent.

2. Evaluate the status of Africa on the basis of socio-economic data.

3. Identify, evaluate and explain the causes of economic marginalisation of Africa

Study Unit 12.2: Socio-Economic Development Initiatives

