CHAPTER 3 –
COMPETING IN GLOBAL MARKETSPRIVATE 

LEARNING GOALS

After you have read and studied this chapter, you should be able to:

1.
Discuss the importance of the global market and the roles of comparative advantage and absolute advantage in global trade.

2.
Explain the importance of importing and exporting, and understand key terms used in global business.

3.
Illustrate the strategies used in reaching global markets and explain the role of multinational corporations in global markets.


4. 
Evaluate the forces that affect trading in global markets.


5.
Debate the advantages and disadvantages of trade protectionism.


6.
Discuss the changing landscape of the global market and the issue of offshore outsourcing.

LEARNING THE LANGUAGE

Listed below are important terms found in this chapter. Choose the correct term for each definition and write it in the space provided.

	Absolute advantage
	Embargo
	Joint venture

	Balance of payments
	Exchange rate
	Licensing

	Balance of trade
	Exporting
	Multinational corporation 

	Common market
	Foreign direct investment
	North American Free Trade Agreement (NAFTA)

	Comparative advantage theory
	Foreign subsidiary
	Strategic alliance

	Contract manufacturing
	Free trade
	Tariff

	Countertrading
	General Agreement on Tariffs and Trade (GATT)
	Trade deficit

	Devaluation
	Importing
	Trade protectionism

	Dumping
	Import quota
	World Trade Organization (WTO)


1.
A long-term partnership between two or more companies, a ______________ is established to help each company build competitive market advantages.

2.
A tax known as a ___________ is imposed on imports.

3.
The practice of selling products in foreign countries at lower prices than you charge for the same 
products in the producing country is known as  ___________________.

4.
A country has a(n) ____________________when it has a monopoly on the production of a specific product or is able to produce it more efficiently than all other countries.

5.
The difference between money coming into a country and money leaving the country

plus money-flows from other factors such as tourism, foreign aid, military expenditures and foreign investment is the __________________________.

6.
A(n) _______________is a  complete ban on the import or export of a certain product or when all trade with a particular country has been stopped.

7.
When there is a limit on the number of products in certain categories that a nation can import, a(n) ________________has been established.

8. 
An unfavorable balance of trade, or _______​​​__________occurs when the value of a country’s imports exceeds that of its exports.

9.
A nation’s _________________is the total value of a nation’s exports compared to its imports measured over a period of time. 

10. 
The _____________________ is the value of one currency relative to the currencies of other 
countries.

11.
A country is involved in __________________ when it is buying products from another country.

12.
In a ___________________ a partnership has been formed in which two or more companies, often from different countries, have joined to undertake a major project.

13. 
A global strategy known as  _____________________ is one in which a firm allows a foreign company to produce its product in exchange for a fee (a royalty).

14.
The European Union is an example of a ______________________, a regional group of countries that have no internal tariffs, a common external tariff and a coordination of laws to facilitate exchange between countries. It is also known as a trading bloc.

15.
A company is involved in _________________when it is selling products to another country.

16.
An organization that manufactures and markets products in many different countries and has multinational stock ownership and multinational management is a(n) _______________________.

17.
The theory of _________________states that a country should sell to other countries those products that it produces most effectively and efficiently, and buy from those other countries those products that it cannot produce as effectively and efficiently

18.
___________________ occurs when a foreign country produces private-label goods to which a domestic company then attaches its brand name or trademark.

19.
Lowering the value of a nation's currency relative to other currencies is known as ____________.

20.
There is ______________ when the movement of goods and services among nations occurs without political or economic barriers.

21.
The use of government regulations to limit the import of goods and services is considered to be_______________________.

22.
A complex form of bartering known as _________________________ occurs when several countries each trade goods for goods or services for services.

23.
Many countries today are involved in ___________________, which is the buying of permanent property and businesses in foreign nations.

24.
A ______________________is a company that is owned in a foreign country by another company called the parent company. 

25.
This organization, known as the ________________, replaced the GATT agreement and was 
assigned the duty to mediate trade disputes among nations.

26.
The agreement known as the _________________created a free trade agreement between the United States, Canada, and Mexico.

27.
The agreement signed in 1948 called the _______________________established an international forum for negotiating mutual reductions in trade restrictions.

ASSESSMENT CHECK

Learning Goal 1

The Dynamic Global Market

1.
What are three reasons why countries trade with each other?


a. __________________________________________________________________

b. __________________________________________________________________

c. __________________________________________________________________
2.
What are the pros and cons of free trade? 




Pros











Cons

a. ____________________________________

a. ________________________________________

b. ____________________________________

b. ________________________________________

c. ____________________________________

c. ________________________________________

d. ____________________________________

d. ________________________________________

e. ____________________________________

3.
How does the comparative advantage theory benefit the United States and its trading partners?

Learning Goal 2

Getting Involved in Global Trade

4.
Where may the real job potential be when evaluating global markets?

5.
Explain how many individuals and entrepreneurs have become involved in the global marketplace through importing and exporting.

6.
How would you describe the impact exporting has had on the U.S. economy?

Measuring Global Trade

7.
What is the difference between a favorable balance of trade and an unfavorable balance of trade? 

8.
Why do countries prefer to have a favorable balance of trade?

9.
Explain the difference between the balance of trade and the balance of payments. What is the goal regarding the balance of payments?


Balance of trade is:_______________________________________________________________________


Balance of payment is:____________________________________________________________________


The goal is:______________________________________________________________________________

10.
Does the United States have a favorable or unfavorable balance of trade?

11.
How can we explain that while the U.S. has an unfavorable balance of trade (trade deficit) the U.S. is still one of the world’s largest exporters?

12.
Why do countries use the tactic of dumping?

Learning Goal 3

Strategies for Reaching Global Markets

13.
List six strategies for reaching global markets 

a._________________________________


d._________________________________

b._________________________________


e._________________________________


c._________________________________


f._________________________________

14.
What are the advantages and disadvantages of licensing?

Advantages: 
a. ________________________________________________________________________






b. ________________________________________________________________________






c. ________________________________________________________________________

Disadvantages:
a. ________________________________________________________________________






b.________________________________________________________________________






   ________________________________________________________________________

15.
What is an Export Assistance Center? What are export-trading companies?

16.
When they go global, franchisers must be careful to: 


17.
Describe the benefits of contract manufacturing.


a.
______________________________________________________________________________


b.
______________________________________________________________________________

18.
What are the reasons companies enter into international joint ventures?

19.
What are the benefits and drawbacks of international joint ventures?



Benefits











Drawbacks

a. ____________________________________


a.
____________________________________







b.  ___________________________________


b.
____________________________________

c. ____________________________________


c.
____________________________________

20.
What do strategic alliances provide for participating companies?  How is a strategic alliance different from a joint venture?

21.
How does a foreign subsidiary operate? What is the advantage of a subsidiary? What is the major disadvantage?

22.
Describe sovereign wealth funds.

Learning Goal 4

Forces Affecting Trading in Global Markets

23.
Four forces affecting trading in global markets are:

a. _________________________________________________________

b.__________________________________________________________

c.__________________________________________________________

d.__________________________________________________________

24.
What elements are included in a description of the term “culture”?

25.
What is meant by the term “ethnocentricity” and how does it relate to U.S. businesspeople?

26.
Identify two major elements of the socio-cultural environment that have significant impact on business operations, according to the text.  Give examples

27.
A sound philosophy to adopt in global markets is __________________________________________


______________________________________________________________________________________

28.
Give examples of how economic conditions will affect consumption of goods that might seem to have great global opportunity.

29.
What is meant by a “high value of the dollar”? 
What impact does a “high value of the dollar” have on U.S. businesses?

30.
What is meant by a “low value of the dollar”?  What impact does this have on U.S. businesses?

31.
What is a floating exchange rate”? How is supply and demand for currencies created?

32.
Why would a country devalue its currency?

33.
When a country has an especially weak currency the only possibility of trade is often through bartering, which is: ________________________________________________________________

34.
What characteristics of legal and regulatory forces make conducting global business so difficult?

35.
What does the Foreign Corrupt Practices Act prohibit? What is the impact on American firms?

36.
Give some examples in the area of technology that pose challenges for doing business in global markets.

Learning Goal 5

Trade Protectionism

37.
According to the text, advocates believe trade protectionism allows______________________________


_________________________________________________________________________________________


Countries often use trade protectionism measures to___________________________________________


_________________________________________________________________________________________

38.
Describe the economic philosophy that led governments to impose tariffs.

39.
List five forms of trade protectionism

a. _________________________________
d. __________________________________

b. _________________________________
e. __________________________________

c. _________________________________

40.
Distinguish between a revenue tariff and a protective tariff.

41.
What are non-tariff barriers? Provide examples of non-tariff barriers.

42.
 What was the purpose of the GATT? What two areas are covered by the Uruguay round of the GATT, passed in 1994?

43.
How was the World Trade Organization created, and what is the primary task of the WTO?

44.
What are some of the continuing problems and challenges faced by the WTO?

a.
_________________________________________________________________________________


b.
__________________________________________________________________________________

45.
What is the EU?

46.
The euro is: ___________________________________________________________________________

47.
What countries are parts of the Mercosur? 

48.
What countries are parts of the ASEAN?

a.
_______________________



f.
_________________________




b.
_______________________



g.
_________________________




c.
_______________________



h.
_________________________

d.
_______________________



i.
_________________________

e.
_______________________



j.
_________________________

49.
What does NAFTA stand for? What three countries are parts of the NAFTA agreement?

50.
The objectives of NAFTA were:

a. __________________________________________________________________________

b. __________________________________________________________________________

c. __________________________________________________________________________


d. 
__________________________________________________________________________


e.
__________________________________________________________________________


f. 
__________________________________________________________________________

51.
Has NAFTA been successful? 

52.
Describe the CAFTA? What are the issues surrounding this agreement?

Learning Goal 6

The Future of Global Trade

53.
Describe the importance of the Chinese market in today’s global trade environment.

54.
What is meant by the term “China price”?

55.
 What are some concerns about entering the Chinese market?


a.
___________________________________________________________________________________


b.
___________________________________________________________________________________


c.
___________________________________________________________________________________


d.
___________________________________________________________________________________

56.
What is the potential for markets in India and Russia and other parts of Asia?  What are the concerns?

57.
What is “offshore outsourcing” and why has it become a major issue?

58.
What are the concerns regarding outsourcing, other than loss of jobs?

CRITICAL THINKING EXERCISES

Learning Goal 1

1.
How does the theory of comparative advantage relate to the development of free trade agreements around the world, such as NAFTA and the EU?

Learning Goal 2

2.
Re-read the example of the ice factory in Africa, and the other examples of opportunities found in international markets.  How do they illustrate the importance of entrepreneurship, capitalism and Adam Smith’s “invisible hand” theory in the international market?  How can you take advantage of the opportunities?

3.
There are several terms used in global trade:


a.
Balance of trade


b.
Trade deficit


c.
Balance of payments


d.
Dumping


Match the term with the description below:

___________
An unfavorable one means that there is more money flowing into the country than flowing out of the country

___________
Japan, Brazil, Russia and Canada have all been accused of this in the U.S. market.

___________
A favorable one occurs when the value of the country’s exports exceeds the value of the country’s imports.

___________
Another name for this is an unfavorable balance of trade.

Learning Goals 2, 3

4.
There are several strategies to reach global markets: 

Licensing



Contract manufacturing

Exporting



International Joint ventures




Franchising



Foreign Direct Investment

Match the term with the situations below:

a. ____________

This partnership with a Japanese food concern gave Campbell Soup a chance to increase its low market share in Japan's soup market, which is very difficult to enter. 

b. ____________

In this kind of agreement, also known as outsourcing, Nike gives it's name to shoes manufactured overseas and distributed in the United States.

c. ____________

Companies such as Subway, McDonalds, and Dunkin Donuts have agreements to operate in foreign markets using this form of arrangement, after allowing the local operators to change their product to suit local tastes. 

d. ____________

In 2007, a French firm purchased Lucent Technologies, a U.S. based firm.  The new firm was named Alcatel-Lucent. 

e.  ____________
GE has a number of bilingual workers with advanced degrees in its trading department to help the corporation with this kind of international trade, selling their product to foreign markets.

f. ____________

Coke and Pepsi often enter foreign markets by allowing a foreign manufacturer to use its trademark and pay them (Coke and Pepsi) a royalty for that right.

Learning Goal 4

5.
Discuss the issues of the value of the dollar relative to other currencies.  What is the impact of a lower value of the dollar?  How would American businesses be affected if the dollar were devalued, as the Mexican peso was a few years ago?

6.
The everyday difficulties of doing business at home are compounded by a variety of differences between U.S. and foreign markets.  Difficulties can stem from cultural and social differences, economic problems, legal and political regulations and physical and environmental forces such as technology. Keep those ideas in mind in completing the following.

You have a successful ice cream/frozen yogurt business in the United States, and are especially interested in opening a store in South America, probably Argentina or Chile. You market your product thorough free- standing buildings in the U.S., but are unsure of how to start up in South America. You have begun to seriously think about the possibility, but are concerned about some of the problems you may encounter.  What are forces affecting trade in global markets will you need to consider before going ahead with your plan?

Learning Goal 5

7. 
Governments have developed a number of ways to protect their domestic industries from what they        
would consider the potentially negative impact of foreign trade:

Protective tariffs 


Embargoes

Revenue tariffs 



Non-tariff barriers

Import quotas





 

Match the correct type of trade protectionism to each of the following:

___________
a. 
The amount of Argentine beef brought into the United States is limited by this              form of agreement

____________
b. 
Mexico has several of this type of tariff, designed to raise money for its                           government.

____________
c. 
The U.S. imposed this type of "restriction" on Chinese textiles, in retaliation for the pirating of U.S. made products by Chinese manufacturers.  The effect of this "restriction" was an increase in the cost of Chinese textiles sold in the United States.

____________
d. 
The U.S. has refused to allow the products of Cuba and some other countries to be sold in the U.S. under one of these programs.

____________
e. 
Denmark requires margarine to be sold in cubes, cutting off those companies that         manufacture margarine in tubs. 

Learning Goals 4, 6

8.
Look at the website for Coca-Cola (www.coke.com). How has today’s technology enabled this company to reach a much larger marketplace?  What has this company done to address the issues involved in taking an “American” company global?

Learning goal 6
9.
Visit this website http://www.chinadaily.com.cn/index.html

Search the paper for business articles.  What does it indicate about the current market conditions in China?  Is the market growing?  Are foreign companies still finding China to be an attractive market?
PRACTICE TEST

MULTIPLE CHOICE – Circle the best answer

Learning Goal 1
1.
Buying products produced in another country is known as:


a. 
importing.






.


b.
trade protectionism.







c.
comparative advantage


d.
exporting.

2.    All of the following are reasons for countries to participate in foreign trade except


a. 
it is just as easy to start a business overseas as it is in the U.S.


b.  
no nation can produce all of the products its people want and need.


c.
even if a country were self-sufficient, other nations would seek to trade with that country in order to meet the needs of its own people.


d.
some nations have resources, but not technological know-how; while others have know-how, but lack resources.

3.
Many clothing items sold in the U. S. are imported from Asia because workers there can produce the items more efficiently than we can in the United States.  This is an example of:


a.
absolute advantage.







b.
free trade.







c.
international marketing.
d.
comparative advantage theory.
Learning Goal 2
4.
When the value of exports from a country exceeds the value of imports into that country, there is a          
 _______________

a. 
trade deficit.









b.
balance of payments.






c.
favorable balance of trade.

d.
unfavorable balance of trade.

5.
The difference between money coming into a country from exports and money leaving a country due to imports, plus money flows from other factors, is known as the:


a.  
balance of trade
.







b.
free trade.







c. 
balance of payments.

d.
trade deficit.

6.
The United States exports:


a. 
less volume, but a greater percentage of our products than other countries.


b.
greater volume than other countries, and a greater percentage of our products.


c.  
about the same volume  as other countries , but a lower percentage of our products.


d.
a greater volume than other countries, but a lower percentage of our products.

7.
In global trade, the term “dumping” refers to:

a. a situation that exists when a country exports more than it imports.

b. the buying of permanent property and businesses in foreign nations.

c. the practice of selling products in a foreign country at lower prices than those charged in the producing country.

d. a foreign company’s production of private-label goods to which a domestic company attaches its own brand name.

Learning Goal 3
8. 
In recent years the Nestle Company has acquired several U.S. firms, such as Carnation.  Carnation now operates in the U.S. as a(n):


a.
exporter.









b.
subsidiary.








c.
licensing agent.

d.
franchise.

9.
Coke and Pepsi often enter foreign markets by allowing a foreign manufacturer to use their 
trademark and pay them (Coke or Pepsi) a royalty for that right.  This is an example of:


a. 
a joint venture.









b.
exporting.









c.
licensing.

d.
a strategic alliance.

10.
In franchising to foreign markets, companies such McDonald’s and KFC have had to:


a.
be careful to adapt to the countries they are attempting to enter.


b.
find franchisees with money they can afford to lose if the franchise fails.


c.
be sure not to alter their products for the foreign countries, so that consumers know



exactly what they are getting.


d.
find opportunities for joint ventures, as franchising doesn’t seem to work in foreign 





markets.

11.
Multinational corporations:

a. are typically extremely large corporations.

b. are companies that simply export everything they produce.

c. do not necessarily have manufacturing capacity in other nations.

d. are predominantly small companies that export their products to many different countries.

Learning Goal 4
12.
Americans are often been accused of ethnocentricity.  This means that:


a.
Americans feel their culture is superior to others.


b.
Americans welcome diversity in their workforce.


c.
U.S. firms are actively seeking international markets.


d.
U.S. businesses are pursuing a policy of multiculturalism.

13.
Guillermo Martinez was concerned that his new boss Donald Darr didn’t know his job very well.  Donald is continually asking Guillermo and the other workers in the company’s plant in Mexico City to give him their opinions before he makes a final decision.  Guillermo’s concern stems from ___________differences between Donald and him.


a.
economic








b.
cultural








c.
language

d.
regulatory

14.
The makers of Whirlpool washers and other electrical appliance manufacturers need to be concerned about the kind and availability of electricity in the global marketplace. If there were a compatibility problem, it would be the result of a _____________difference.


a.
cultural









b.
technological






c.
economic


d.
societal 

15.
The law that specifically prohibits “questionable” or “dubious” payments to foreign officials in an          
effort to secure business contracts is called the:


a.
North American Free Trade Agreement


b.
General Agreement on Tariffs and Trade


c.
Securities and Exchange Act


d.
Foreign Corrupt Practices Act

16.
A low value of the dollar would mean:


a.
your American dollar is worth more when purchasing a foreign made good. 


b.
a dollar could be traded for less foreign currency than normal.


c.
you could trade in your money for gold.


d.
costs of foreign manufacturing would be higher.

17.
When Mexico devalued the peso, the peso became ___________valuable relative to other currencies.


a.  
more











b.
less











c.
equally

d.
significantly more

Learning Goal 5
18.
Using government regulations to limit the import of goods and services is called:


a.
mercantilism.









b.
regulating the balance of trade.




c.
global marketing.

d.
trade protectionism.

19.
When the Vietnamese government imposes a tax on imported electronics products to help their relatively young electronics industry compete in the global marketplace, a(n) ____________ is being levied.


a. 
protective tariff










b.
import quota









c.
embargo

d.
revenue tariff

20.
The EU is an example of a trading bloc, or a______________, which has a common external tariff, no internal tariffs and the coordination of laws to facilitate trade between member countries.


a.
strategic alliance


b.
common market


c.
joint venture


d.
multinational export assistance center

21.
The ___________ is assigned the task of mediating trade disputes.


a.  
WTO









b.
EU









c.
GATT

d.
NAFTA

22.
NAFTA has:

a. been totally successful, with no difficulties.

b. decreased exports from the U.S. to its NAFTA partners by 25%.

c. greatly increased trade flows between the member nations.

d. reduced concerns about illegal immigration.

23.
There are those who hope that the ______ is a stepping stone to the creation of a Free Trade Area of the Americas.  The agreement is between the United States and several Central American countries.


a.
NAFTA


b. 
EU


c.
Mercosur


d.
CAFTA

24.
Which of the following is not considered to be a concern when evaluating trade with China?


a.
The one-party political system





b.
Human rights policies








c. 
A shrinking market

d.
A growing trade imbalance

25.
The term “China price” means:


a.
the price that would be charged in China for a good sold there.


b.
the price that China charges it’s U.S. manufacturers.


c.
the price that companies think customers will want to pay.


d.
the lowest price possible.
TRUE-FALSE

Learning Goal 1
1. _____

One reason that companies trade is because no nation, not even a technologically advanced nation, can produce all the products it’s people need.

Learning Goal 2
2. _____

Many foreign firms find it hard to sell their products in the United States because most U.S. 

firms produce products more efficiently that most foreign firms.

3. _____

When the country of Monrovia is buying less from the United States than it is 




selling to the United States, a favorable balance of trade exists for Monrovia.

4. _____

Even today, most large businesses are not involved in global trade.

5. _____

Exporting does not provide a big boost to the U.S. economy, because we still have a balance of trade deficit.

Learning Goal 3
6. _____

An example of contract manufacturing is when Dell contracts with a computer company to manufacture PCs, on which Dell puts the Dell name.
7. _____

One disadvantage of licensing is the cost to the company of licensing its product or 





trademark (the licensor) to the foreign firm (the licensee).

8. _____

Export Assistance Centers serve the role of matching buyers and sellers from 







different countries and of providing other services to ease the process of exporting.

Learning Goal 4
9. _____

Religion is an important element of a society’s culture and should be considered in 





making many business decisions.

10. _____
Economic differences between countries can affect purchasing patterns, such as 






quantity purchased at a given time.

11. _____
A sound global philosophy is “always assume that what works in one country will




work in another”.

12. _____
E-commerce in some developing nations is difficult because computer and Internet use is negligible. 

Learning Goal 5
13. _____
Trade protectionism is based upon the idea that barriers will help domestic 







producers grow and create more jobs.
14. _____
Non-tariff barriers can be just as detrimental to free trade as tariffs.

15. _____
The WTO totally eliminated the internal national laws that impeded global trade expansion.

16. _____
The official monetary unit of the EU is the euro.

Learning Goal 6
17. _____
Investment in China is still considered to be too risky to invest a great deal of 






money.
18. _____
India and Russia are considered to be potentially lucrative markets for the future.



You Can Find It On The Net

Find the most recent trade statistics for 


a. 
The United States

Exports / Imports /  Balance of Trade (deficit ) (surplus)

b.
Your state



Exports/ Imports/ Balance of Trade 

What are the top ten countries with which your state trades?  What is the largest category of foreign sales? How does this affect businesses and jobs, in your area?

These statistics can be found on the Internet with just a bit of looking around.  A good place to start for the information regarding the U.S Trade Statistics is www.census.gov.

For the state data, use a search engine with the key words “exports” and the name of your state.  Several websites should appear, including your state’s department of economic development.
ANSWERS

LEARNING THE LANGUAGE

	1. Strategic alliance
	10. Exchange rate
	19. Devaluation

	2. Tariff
	11. Importing
	20. Free trade

	3. Dumping
	12. Joint venture
	21. Trade protectionism

	4. Absolute advantage
	13. Licensing
	22. Countertrading

	5. Balance of payments
	14. Common market
	23. Foreign direct investment 

	6. Embargo
	15. Exporting
	24. Foreign subsidiary

	7. Import quota
	16. Multinational corporation (MNC)
	25. World Trade Organization (WTO)

	8. Trade deficit
	17. Comparative advantage

      theory
	26. North American Free Trade Agreement (NAFTA)

	9. Balance of trade
	18. Contract manufacturing
	27. General Agreement on Tariffs and Trade (GATT)


ASSESSMENT CHECK

Learning Goal 1

The Dynamic Global Market
1. 
a. 
No nation can produce all of the products its people need and want

b. 
Even if a given country were self-sufficient, other nations would want to trade with that country to meet the needs of its people

c. 
Some nations have many natural resources but limited technological know how, while other countries have sophisticated technology but few resources. Trade allows nations to produce what they are capable of producing and to buy what they need from others.

2.
Pros










a. Global market has over 6.7 billion customers 

b. Productivity grows with comparative advantage

c. Global competition and lower-cost imports keep prices down

d. Free trade encourages innovation

e. Interest rates lower due to uninterrupted flow of capital

Cons

a. Domestic workers in manufacturing could lose jobs

b. Workers face pay-cut demands from employers 

c. Competitive pressure makes some jobs vulnerable to operations moving overseas

d.
Domestic companies can lose comparative advantage when competitors build operations in low wage countries

3.
The theory of comparative advantage states that a country should produce and sell to other countries those products that it produces most effectively and efficiently, and should buy from other countries those products it cannot produce as effectively or efficiently.  The United States has a comparative advantage in producing goods and services such as software and engineering services.  But we lack a comparative advantage in other areas such as growing coffee or making shoes, so we import those goods. Through specializing in certain areas, the U.S. and its trading partners can realize mutually beneficial exchanges.

Learning Goal 2
Getting Involved in Global Trade

4.
The greatest job potential in global markets may be with small businesses.  Today in the U.S. small businesses generate about half of the private-sector commerce, but account for only 30 percent of exports.

5.
Exporting and importing products have created a number of opportunities for individuals and entrepreneurs. Foreign students have noticed that some products widely available in their countries are not available in the U.S.  Some people see a lack in the U.S. of a particularly appealing product from elsewhere, such as that which Howard Schultz of Starbucks saw in Italy. 

Also, just about any good or service that is used in the U.S. can be used in other countries as well, and the competition abroad is often not nearly as intense for most providers of these products as it is at home.

6.
Exporting has been a terrific boost to the U.S. economy.  The Institute for International Economics estimates that every $1 billion in U.S. exports generates 20,000 jobs at home.

Measuring Global Trade

7.
A favorable balance of trade exists when the value of exports exceeds the value of imports. An unfavorable balance of trade occurs when the value of the country’s imports exceeds that of its exports.

8.
Countries prefer to export more than they import, or have a favorable balance of trade, because the country will retain more of its money to buy other goods and services.  As the example in the text illustrates, if I sell you $200 worth of goods, and only buy $100, I have an extra $100 available to buy other things.

9.
The balance of trade is a nation’s relationship of exports to imports.  

The balance of payments is the difference between money coming into a country from exports and money leaving a country for imports, plus money flows from other factors.  

The goal is always to have more money flowing into the country than flowing out of the country; in other words, a favorable balance of payments.

10.
The United States has bought more goods from other nations than it has sold to other nations every year since 1975.  So, the U.S. has an unfavorable balance of trade.

11.
Even though the U.S. exports the largest volume of goods globally, it exports a much lower percentage of its products than other countries do.  

12.
Dumping is sometimes used to reduce surplus products in foreign markets or to gain a foothold in a new market by offering products for lower prices than domestic competitors.

Learning Goal 3
Strategies for Reaching Global markets

13.
a. Licensing 





e.  International joint ventures and strategic alliances

  
b. Exporting 





f.   Foreign direct investment

   
c.  Franchising







   
d. Contract manufacturing

14.
Advantages of licensing are: 

a.
Additional revenue from a product that would not have generated in its home market. 

b.
Start-up supplies, materials and consulting services must be purchased from the licensing firm, which generates even more revenue and reduces costs of entering a foreign market.  

c.
Licensors spend little or no money to produce and market their products. Most costs are borne by the licensee.

Disadvantages with licensing include: 

a. A firm often must grant licensing rights to its product for as long as 20 years. Revenue from an especially successful product would then go to the licensee. 

b. If a foreign licensee learns the technology, it could break its agreement and begin to produce the product on its own. The licensing company loses trade secrets and royalties.

15.
An Export Assistance Center (EAC) provides hands-on exporting assistance and trade finance support for small and medium sized businesses that choose to export.  

Export trading companies are specialists in matching buyers and sellers from different countries and providing services to ease the process of entering foreign markets.  

16.
When going global, franchisers must be careful to adapt to the customs and tastes of the countries they serve. 

17.
Through contract manufacturing:

a. A company can experiment in a new market without heavy start-up costs, which reduces risk. 

b. A firm can also use contract manufacturing temporarily to meet an unexpected increase in orders.

18. There are many business reasons that joint ventures are developed, such as the opportunity to expand low market share in participating countries.  

19.
Benefits of international joint ventures include:

a. Shared technology and risk.

b. Shared marketing and management expertise.

c. Entry into markets where foreign companies are not allowed unless their goods are produced locally.

Drawbacks are:

a. One partner can learn the other’s technology and go off on its own as a competitor.  

b. Shared  technology may become obsolete

c. Joint venture may become too large to be flexible.

20.
Strategic alliances can provide access to markets, capital and technical expertise, but unlike joint ventures, they do not involve sharing costs, risk, management or profits. Strategic alliances can be flexible and they can effectively link firms of different sizes.  

21.
A foreign subsidiary operates much like a domestic firm, with production, distribution, promotion, pricing, and other business functions under the control of the foreign subsidiary’s management.  

The primary advantage of a subsidiary is that the company maintains complete control over any technology or other expertise it may possess.  

The major disadvantage of creating a subsidiary is that the parent company is committing a large amount of funds and technology within foreign boundaries.  If relations with the host country take a downturn, the firm’s assets could be taken over by the foreign government.  That kind of takeover is called an expropriation.

22.
Sovereign wealth funds are investment funds controlled by governments holding large stakes in foreign companies. These SWFs have purchased significant portions of many U.S. companies, and controlled $3 trillion in U.S. firms as of 2008.

Learning Goal 4
Forces Affecting Trading in Global Markets

23.
Four forces affecting trading in global markets are:
 

 
a. Socio-cultural 

 
b. Economic and financial 

  
c. Legal and regulatory 

  
d. Physical and environmental

26.
Culture refers to the set of values, beliefs, rules, and institutions held by a specific group of people.  

The term culture can include social structure, religion, manners and customs, values and attitudes, language, and personal communication.

25.
Many American businesspeople have been accused of ethnocentricity, the feeling that one’s own culture is superior to all others.  By contrast, foreign business people are very good at adapting to U.S. culture.

26.
Two socio-cultural elements of which it is important to be aware when working with individuals from other cultures are religion and religious customs, and management of employees.


An example of how religious customers can impact business operations is when McDonald’s and Coca-Cola put the image of the Saudi Arabian flag on their packaging, which offended the Muslim communities.


It is also important to be aware of customs when managing employees.  In Latin American countries, workers believe managers are in positions of authority to make decisions. A U.S. manager in Peru, who was unaware of this cultural characteristic believed he could motivate his workers to more productivity by including them in decisions.  When he instituted a more democratic way of managing, workers began to quit, believing that this manager was incompetent.

27.
A sound philosophy to adopt in global markets is “Never assume that what works in one country will work in another.”

28.
The text cites examples such as in Haiti, where customers can only buy small quantities of gum, for example because of their low incomes.  Cultural conditions as well as economic conditions affect companies like Hershey’s, Skippy peanut butter and Coca-Cola.  Indians only consume three soft drinks per person per year because they drink tea, and most people can’t afford chocolate or peanut butter.

29.
A high value of the dollar means that the dollar can be traded for more foreign currency than previously. When the dollar is high the products of foreign producers become cheaper, because it takes fewer dollars to buy them.  The cost of U.S.-produced goods, on the other hand, becomes more expensive to foreign buyers, because of the dollar’s high value.

30.
A low value of the dollar means that the dollar will buy or can be traded for less foreign currency than normal.  Therefore, foreign goods become more expensive in the U.S. because it takes more dollars to buy them; but American goods become cheaper to foreign buyers because it takes less foreign currency to buy American goods.

31. 
The floating exchange rate is a system in which currencies “float” according to the supply and demand in the market for the currency.  The supply and demand for currencies is created by global currency traders, who create a market for a nation’s currency based on the perceived trade and investment potential of the country.

32.
A country may devalue its currency in order to increase the export potential of its products.

33.
Bartering is the exchange of merchandise for merchandise or service for service with no money involved.  

34.
Some of the legal and regulatory difficulties in the global market stem from the fact that in global markets no central system of law exists, so different systems of laws and regulations may apply.  Laws and regulations in global markets are often inconsistent.  Legal questions related to antitrust rules, labor relations, patents, copyrights, trade practices, taxes, product liability, child labor, prison labor, and other issues are governed differently country by country. 

35.
The Foreign Corrupt Practices Act specifically prohibits “questionable” or “dubious” payments to foreign officials to secure business contracts. This type of legislation can create hardships for American businesses in competing with foreign competitors, because in some countries actions such as corporate bribery are acceptable, and sometimes the only way to secure a lucrative contract.

36.
Technological constraints may make it difficult to conduct business in developing countries.  Some developing countries have outdated transportation and storage systems that make international distribution ineffective. Technological differences also affect the nature of exportable products, such as electrical appliances.  Computer and Internet usage in many developing countries is also a concern, because it can be spotty or even non-existent in some countries.  This would make doing business and conducting e-commerce difficult.

Learning Goal 5
Trade Protectionism
37.
Advocates of trade protectionism believe it allows domestic producers to survive and grow, producing more jobs.  

Countries often use protectionist measures to guard against such practices as dumping.  Many countries are wary of foreign competition in general.

38.
Tariffs basically came out of the economic belief called mercantilism. The primary idea behind mercantilism is for a nation to sell more goods to other nations than it bought from them, or, to have a favorable balance of trade.  This should result in a flow of money to the country that sells the most globally. This led to government’s imposing tariffs, or taxes on imports, which makes imported goods more expensive to buy.

39.
Forms of trade protectionism are:
 
a. Protective tariffs 




d. Embargoes

   
b. Revenue tariffs




e. Non-tariff barriers

 
c. Import quotas

40.
A protective tariff is designed to raise the retail price of an imported good so the domestic product will be more competitive.  The revenue tariff is designed to raise money for the government and to help infant industries compete in global markets.

41.
Nontariff barriers take a variety of forms.  They are not as specific as other forms of protectionism but can be as detrimental to free trade. Countries have imposed restrictive standards that detail exactly how a product must be sold in a country, such as Denmark, which requires companies to sell butter in cubes. Japan for many years used the keiretsu as a way to keep out foreign manufacturers. The Japanese tradition of keiretsu was one in which corporate families forged semi-permanent ties with suppliers, customers, and distributors with the support of the government.

42.
The GATT established an international forum for negotiating mutual reductions in trade restrictions.  Countries agreed to negotiate to create monetary and trade agreements that might facilitate the exchange of goods, services, ideas, and cultural programs.


The Uruguay round of the GATT lowered tariffs by 38 percent worldwide and extended GATT rules to new areas such as agriculture, services and the protection of patents.

43. The World Trade Organization (WTO) was created by the Uruguay round of the GATT to assume the task of mediating trade disputes.  The WTO acts as an independent entity that oversees key cross-border trade issues and global business practices.

44.
Challenges faced by the WTO are

a.
 the legal and regulatory problems which impede trade expansion. 

b.
the wide gap which separates developing nations, 80% WTO membership, and industrialized nations such as the United States.

45.
The EU is a group of 27 nations in Europe that united economically and formed a common market.  

46. 
The euro is the currency commonly used in most member countries of the EU.

47.
The Mercosur consists of the countries of Brazil, Argentina, Paraguay, Uruguay and associate members Chile and Bolivia. 

48.
The counties that are part of ASEAN are:


a.
Indonesia




f.
Brunei


b.
Malaysia




g.
Cambodia


c.
Philippines




h.
Lao PDR


d.
Singapore




i.
Myanmar


e.
Thailand




j.
Vietnam

49.
NAFTA stands for the North American Free Trade Agreement.  The three countries that are part of NAFTA are the United States, Canada and Mexico.

50.
The objectives of NAFTA were to:

a. eliminate trade barriers and facilitate cross-border movement of goods and services between the three member countries.

b. promote conditions of fair competition in the free trade area.

c. increase investment opportunities.

d. provide effective protection and enforcement of intellectual property rights.

e. establish a framework for further regional trade cooperation.

f. improve working conditions in North America.

51.
NAFTA has had positive and negative consequences.  The value of U.S. exports to NAFTA partners, and trade have increased significantly since the agreement was signed.  


On the down side, it is estimated that the U.S. has lost 500,000 job, and some believe the number is much higher. Per capita income in Mexico still lags behind the U.S. causing illegal immigration to be a continuing problem.  Critics argue that working conditions in Mexico are less safe than before NAFTA.

52.
CAFTA is an agreement which created a free trade zone with the U.S. and several Central American nations - Costa Rica, the Dominican Republic, El Salvador, Guatemala, Honduras, and Nicaragua.


Supporters claim that the agreement will open new markets, lower tariffs, and ease regulations.  Critics argue that the agreement will cost American jobs in textiles and sugar industries.

Learning Goal 6
The Future of Global Trade

53.
China is the world’s third largest exporter, behind Germany and the United States.  China attracts more foreign investment than the United States.  China is the largest global consumer of steel, copper, coal, and cement, and is second only the U.S. in consumption of oil.  Companies such as General Motors and Wal-Mart have invested heavily in the Chinese market.

54.
The term China price is used by manufacturer to mean the lowest price possible.

55.
Concerns remain about 

a.
China’s one-party political system,

b.
 its human rights policies, 

c.
 increasing urban population growth.

d.
product piracy and counterfeiting 

56
India and Russia represent enormous opportunities because of their large populations.  The concerns stem from poverty, difficult trade laws, political, currency and social problems.


Developing nations of Indonesia, Thailand, Singapore, the Philippines, Korea, Malaysia and Vietnam also offer potential for U.S. businesses.

57.
Offshore outsourcing refers to the shift in outsourcing manufacturing and services from domestic businesses to countries with much lower wage rates.  The “second wave” of offshore outsourcing involves large numbers of skilled, well-educated, middle-income workers in service sector jobs such as accounting, law, financial and risk management, health care, and information technology that were thought to be safe from foreign market competition. This process is proving more disruptive to the U.S. job market, which primarily affected manufacturing.

58.
The concerns include the fact that China has a spotty safety record in manufacturing some products.

Also concerns are mounting that companies are shifting production of sensitive medical devices to China, and airlines are shifting maintenance to other countries.  Medical providers are shifting surgical procedures to India and other nations, and India is also able to provide more sophisticated services because of a large talent pool.

CRITICAL THINKING EXERCISES

Learning Goal 1

1.
The theory of comparative advantage states that a country should sell to other countries those products that it produces most effectively and efficiently, and buy from other countries those products it cannot produce as effectively or efficiently.  The development of free trade agreements such as NAFTA and the EU can enable trading partners not only to reduce prices of traded products within those countries, but enables these trading blocs to use comparative advantage to their benefit to realize mutually beneficial exchanges for all members by focusing their efforts on those products and services in which each member has a comparative advantage.  The trading blocs have an economic advantage that can make them a strong competitor in the global market, better able to take advantage of the theory of comparative advantage.

Learning Goal 2
2.
It was stated in chapter 2 that developing countries must allow entrepreneurship to flourish if their economies are to develop and become active participants in the global market. The same can be said for any part of the world.  Adam Smith's idea of the invisible hand was simply that when an individual is allowed the incentive to work hard by being allowed to keep the profits from his business, society will benefit by getting needed goods or services.  The story of the ice factory illustrates the invisible hand theory - the entrepreneur started the factory and gained a considerable return on his idea, the people in the country have a needed product and more jobs.  

The way to take advantage of these ideas is by doing research, traveling, finding a need either in the United States for a product that can be imported, or overseas for a product that can be exported. The key is to be creative.
3.
c – Balance of payments


d - dumping


a – balance of trade


b – trade deficit

Learning Goals 2, 3
4.
a.
International Joint venture. 




d. 
Foreign direct investment


b.
Contract Manufacturing 




e  
Exporting


c. 
Franchising 





 

f. 
Licensing

Learning Goal 4
5.
A lower value of the dollar means that a dollar is traded for less foreign currency than normal. Foreign goods would become more expensive because it would take more dollars to buy them.  It also makes American goods cheaper to foreign buyers because it would take less foreign currency to buy them. In the long run, this could benefit U.S. firms in foreign markets. Devaluing a currency means lowering the value of a nation’s currency relative to other currencies.  This can cause problems with changes in labor costs, material costs and financing.

American businesses would find their products less expensive in foreign countries, which could be beneficial for sales, but their cost of doing business in foreign countries could be negatively affected by devaluation.

6.
One of the first things that should be considered is how the South Americans feel about ice cream/frozen yogurt as a product. How it's eaten, their views on dairy products (some religions have different views on dairy products and how they should be handled), where it can be marketed ( do they have the same kind of grocery stores? do you open a free standing store?), even their familiarity with the product are all issues that must be addressed. There is a possibility that this may be a totally new product concept and you as a seller of the product will need to be aware of how to convince the South American people that this is a viable and acceptable product.

Social and economic differences from the American market must also be considered.  In the U.S. frozen yogurt and ice cream may be purchased on a trip to the grocery store, and stored at home in the refrigerator.  Is that a similar life style to the South Americans?  Is the type of equipment available which is needed to store the product before it is purchased?  Does a typical South American home have the type of storage needed, i.e. a freezer?  American families may go to an ice cream or frozen yogurt stand as a family outing.  Would that be true of a typical South American family?  We eat ice cream or frozen yogurt as a dessert or sometimes as a snack.  How would the South American population view the product?  When might they choose to eat it?

Although Argentina, for example, as a nation may be wealthy, does the average Argentinean have the money to buy a nonessential item like this?

Further questions to be answered revolve around legal and regulatory differences.  The way of doing business in South America is quite different from that of the U.S.  Laws and regulations will vary, and practices will be different there than at home. The manner of entering business in South America will be different from the U.S.

Additionally, will it be economically feasible to invest in South America?  How is the American dollar against the currency of the country you choose?  That may affect the ability and willingness of the South Americans to try your product should you simply decide to export your product to the country. Should you decide to attempt to produce and sell your product in South America, the value of the U.S. dollar will take on even more significance in light of the greater investment?
Learning Goal 5
7.
a. Import quotas 


d. Embargoes


b. Revenue tariffs 


e. Non-tariff barriers


c. Protective tariffs

Learning Goals 4, 6
8.
Coca-Cola has been able to reach their international markets conveniently through their website.  A website allows them to “advertise”, or promote, their product internationally because it is easily accessible to anyone with access to the Internet. It also allows Americans to see how their counterpart soft drink fans are slightly different.  The website has geared its various sites to local markets by using the native language and modifying the content of the page for the “local” international market.  Each page is different as they have modified each country’s page to fit to individual cultures.

Learning Goal 6
9.
Your findings for this exercise will depend upon what conditions are at the time you search.  When this book was being written, an article about U.S. firms investment in China indicated that U.S. firms were still finding the country to be an attractive investment, even in light of the global economic recession that was occurring at the time.
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