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chapter 4

competing in global markets

Learning Goal 1:  Competing in Global Markets.

Key Terms:

Exports
Imports

Class Discussion Notes:

1. Understanding international trade

a. Exports are domestically produced products sold in other countries (U.S. exports exceed $950 billion per year).

b. Imports are foreign products purchased by domestic customers (the U.S. imports in excess of $1.4 trillion worth of products annually).

c. International trade has doubled in just the last ten years.

d. As domestic markets mature and sales growth slows, companies in every industry recognize the importance of developing markets in other countries.

2. International sources of factors of production

a. Business decisions to operate abroad depend on:

i. The availability, price and quality of labor.

ii. Natural resources.

iii. Capital.

iv. Entrepreneurship.

b. Trading with other countries also allows a company to spread risk.

3. Size of the international marketplace

a. Only 1 in 5 of the world’s population lives in relatively well-developed countries.

i. Birthrates are higher in less-developed countries than in well-developed countries.

ii. Both China and India have populations in excess of 1 billion.

b. Size alone is no guarantee of economic prosperity (see, Table 4.1).

i. However, the sheer number of households may still represent significant and growing markets.

ii. Many developing countries have economies that are growing relatively fast.

4. Major world markets

a. North America.

b. Latin America.

c. Europe.

d. The Pacific Rim.

e. Major emerging markets include Mexico, Brazil, Poland, Turkey, India, Malaysia, and Vietnam.

Learning Goal 2:  Discuss the relationship between absolute and comparative advantage to international trade.

Class Discussion Notes:

1. Why trade?

a. Few countries can produce all the goods and services their people need.

b. Trading has long been the way that countries can meet the demand for products not produced domestically.

c. If a country can focus on producing what it does best, it can export surplus domestic output and import what it cannot produce.

2. Absolute advantage

a. A country has an absolute advantage if it has a monopoly on producing a product or can produce it at a lower cost than any other nation.

b. Absolute advantages are rare today.

3. Comparative advantage

a. A nation can develop a comparative advantage in a product if it can supply it more efficiently and at a lower price.

b. China has long had a comparative advantage in the production of such goods as toys, shoes, and clothing due to low labor costs.

c. Japan has been able to maintain a comparative advantage in producing electronics due to production efficiency and technological expertise.

d. Ask students to think of some products where the U.S. has a comparative advantage (one is motion pictures).

Learning Goal 3:  Describe how nations measure international trade and the significance of exchange rates.
Key Terms:

Balance of trade
Balance of payments
Exchange rate

Class Discussion Notes:

1. Measuring trade

a. Balance of trade is the difference between exports and imports (the U.S. balance of trade is negative meaning we import more than we export).

b. Balance of payments is the overall flow of money into and out of a country.

i. Affected by more than just the balance of trade.

ii. Also included are international loans and investments, and profits from international investments (see Figure 4.3).

2. Major U.S. exports and imports

a. Goods

i. The U.S. imports more than it exports.

ii. Major goods imported include vehicles, computers, clothing, and electrical machinery.

iii. Major goods exported include airplanes, telecommunications equipment, and industrial machinery.

b. Services

i. The U.S. exports more services than it imports.

ii. Major service exporters include AOL, Citibank, Walt Disney, and a number of retailers.

c. The U.S. is the world’s largest importer, by a wide margin, and one of the world’s largest exporters.

3. Exchange rates

a. The rate at which one currency can be exchanged for another.

i. Most countries allow exchange rates to move up and down depending on supply and demand.

ii. If supply of one currency exceeds demand, its value will fall; if demand exceeds supply, its value will rise.

iii. Exchange rates can vary substantially.

b. Factors affecting exchange rates

i. Balance of trade/payments.

ii. Relative rates of inflation.

iii. Interest rates.

iv. Government intervention.

c. Impact of changes in exchange rates—assume the euro rises in value relative to the U.S. dollar (meaning more dollars are required to buy a fixed amount of euros).

i. U.S. firms with European operations will benefit (euro profits will translates into more dollars).

ii. European firms with U.S. operations will be hurt (dollar profits worth fewer euros).

iii. U.S. visitors to Europe will be hurt but European visitors to the U.S. will benefit.

iv. U.S. exporters will benefit; European exporters will be hurt.

v. Changes in exchange rates can quickly create, or wipe out, a comparative advantage.

Learning Goal 4:  Identify the major barriers that confront global businesses.

Key Term:
Tariff
Class Discussion Notes:

1. Social and cultural differences

a. Language

i. English is the second most widely spoken language in the world (after Mandarin Chinese).

ii. Potential communication barriers include more than mistranslation.

b. Values and religious attitudes.

2. Economic differences

a. Infrastructure.

b. Currency conversion and shifts.

i. As noted, changes in exchange rates can help or hurt exporters and importers.

ii. Some nation’s currencies are difficult to convert.

3. Political and legal differences

a. Political climate.

b. Legal environment (and presence of corruption in business and government).

c. International regulations.

4. Types of trade restrictions

a. Reasons for trade restrictions

i. Protect national defense.

ii. Protect new or weak industries.

iii. Preserve domestic jobs.

iv. Retaliate for another country’s trade restriction.

b. Arguments against trade restrictions

i. Raises prices for consumers.

ii. Limits consumer choice.

iii. Invites retaliation by other countries.

iv. Causes inefficient allocation of international resources.

c. Tariffs

i. Taxes imposed on imported goods.

ii. Protective tariffs are designed to protect domestic industries.

iii. Revenue tariffs are designed to raise revenue for the government.

d. Non-tariff barriers

i. Quotas—limits to the amounts of particular products that can be imported.

ii. Quotas help to prevent dumping (selling products abroad at less than the cost of production).

iii. Embargo—a total ban on importing a specified product.

iv. Exchange controls—restrictions on the amount of a country’s currency that can be exchanged for other currencies.

Learning Goal 5:  Explain how international trade organizations and economic communities reduce barriers to international trade.
Key Terms:

World Trade Organization (WTO)
North American Free Trade Association (NAFTA)
European Union (EU)

Class Discussion Notes:

1. Organizations promoting international trade

a. World Trade Organization (WTO)

i. Responsible for monitoring GATT (General Agreement on Trade and Tariffs) agreements among member nations.

ii. WTO decisions are binding on all parties.

iii. WTO decisions have grown more controversial in recent years. (Here are two questions you could have your students discuss.  Does free trade increase pollution and human rights abuses?  Does it make it easier to export manufacturing jobs to low-wage countries?)

b. World Bank

i. Established at the end of the Second World War to lend money to developing nations.

ii. Primarily funds projects that build or expand a nation’s infrastructure.

iii. Often in exchange for loans, the World Bank imposes requirements intended to build the economies of borrower nations. 

c. International Monetary Fund (IMF)

i. Established shortly after the World Bank.

ii. Created to promote trade through financial cooperation and eliminate barriers.

iii. Makes short-term loans to member nations that are unable to meet budgetary expenses.

iv. Extracts significant commitments from borrowers to address the problems that led to the financial crisis.

v. Critics contend that the IMF often puts poor nations in impossible positions (financial reforms create severe social and political problems, owe more than they can repay, and so forth).

2. International economic communities

a. North American Free Trade Agreement (NAFTA)

i. Created in 1994 (U.S., Canada, and Mexico).

ii. Created the world’s largest free-trade zone.

b. European Union (EU)

i. Combines 25 countries with more than 450 million people.

ii. Goals include promoting economic and social progress, introducing the concept of European citizenship (as a complement to national citizenship), and giving Europe a significant role in international affairs.

iii. The EU is removing barriers to free-trade among its members.

iv. The EU also introduced the euro (adopted by 12 of its members) which eliminates the economic costs of currency exchange and simplifies price comparisons.

Learning Goal 6:  Compare the different levels of involvement used by businesses when entering global markets.

Key Term:

Multinational corporation (MNC)

Class Discussion Notes:

1. The decision to go global

a. Issues to consider:

i. Determining which foreign markets to enter.

ii. Analyzing the expenditures required to enter a new market.

iii. Decided the best way to organize the overseas operation.

b. These issues vary in importance depending on the level of involvement a company chooses.

i. Education and worker training would be a more important factor for say a bank planning to open a foreign branch.

ii. The choice of which markets to enter usually follows extensive research focusing on such factors as local demand, availability of needed resources, ability of the local workforce, and potential competition.

2. Levels of involvement

a. The general options

i. Exporting or importing.

ii. Entering into contractual agreements.

iii. Direct investment.

b. Importers and exporters

i. Low degree of risk and low degree of control.

ii. Exports are frequently handled by special intermediaries called export trading companies.

iii. Two types of exports:  direct (firm seeks to sell products in markets outside its own country) and indirect (firm produces a component that becomes part of a product sold outside its own country).

iv. Countertrade involves payments made in the form of local products, not currency.

c. Contractual agreements (more risk, more control)

i. Franchising.

ii. Foreign licensing.

iii. Subcontracting.

d. International direct investment (most risk, most control)

i. Acquisition (buying a foreign company).

ii. Joint venture with a foreign company.

iii. Overseas division.

e. Multinational corporations

i. Firms with significant operations and marketing activities outside their home countries.

ii. Expand overseas in the belief that domestic markets are peaking and foreign markets offer greater sales and profit potential.

Learning Goal 7:  Distinguish between a global business strategy and a multi-domestic business strategy.
Key Terms:

Global business strategy
Multi-domestic business strategy

Class Discussion Notes:

1. Global business strategy.

a. Specifies a standardized, worldwide product and marketing strategy.

b. The first sells the same product in essentially the same manner throughout the world.

c. Works well for products not bound by geographical differences such as products with nearly universal appeal and for luxury items.

2. Multi-domestic business strategy

a. The firm treats each national market in a different way.

b. It develops products and marketing strategies that appeal to the customs, tastes, and buying habits of particular national markets.
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