Chapter 6: The Global Context
What is Globalization?
· Global context-one that involves many more players than local business and its domestic markets
· Involve many stakeholders, domestic and foreign competitors, workers, industries, governments, national cultures and economies
· How business is conducted in light of trade agreements and the global arrangements is a key issue for our entire society 
· Globalization is the process involving integration of world economies: trade blocs reflect accelerating pace with which nations are integrating their economies
· Globalization is a process involving the integration of the world markets: reflects the notion that consumer preferences are converging around the world
· Can be considered a process that is expanding the degree and forms of cross-border transactions among people, assets goods, services
· Refers growth in FDI in regions across the world
· Reflects the shift toward increasing economic interdependence: the process of generating one, single world economic system
Sources Encouraging Global Business Activity
· Pull Factors: the reasons a business would gain from entering the international context
· Push Factors: the forces that act upon all business to create an environment where competing successfully means competing globally
· Pull Factors:
· Potential for Sales Growth:
· Help a business to expand its markets
· Increase sales = aim behind company's expansion into international business
· Position of sales among world's largest firms is generated from outside the home country
· Obtaining Needed Resources:
· Business may choose to engage in global business activity in order to obtain resources that are unavailable or too costly in domestic borders
· Acquire foreign imports is the case of obtaining resources needed
· Decision to locate business or plants in developing or underdeveloped nations may be a means to access inexpensive labour
· Push Factors:
· The Force of Competition:
· Seeks to grow, considers markets beyond domestic borders: where new potentially untapped markets exist
· Domestic econ are being filled with foreign competitors 
· Compete domestically and with foreign competitors
· A business may be pushed into becoming global because it is forced to compete with foreign competitor
· May seem absurd not to compete globally
· First Mover Advantage: philosophy that underscored the benefits among the first to establish strong positions in important world markets
· Later entrants may have hard time establishing themselves to be effected by blocks from competitors
· Shift Toward Democracy:
· Contributed to the creation of new market opportunities
· Reduction in Trade Barriers:
· Global activities have been growing at a faster rate than in previous years
· Due to general push toward freer trade
· Encouragement in increased international business is the reduction in trade and investment restrictions
· Improvements in Technology:
· Influence in globalization
· Efficiently facilitated cross-border transaction
· Innovations in information technology, transportation have made is easier to transfer information, products, capital, HR and services
· E-commerce that been free from government control, contributed to rate of globalization and the generation of virtual global org
· Virtual organization increasingly exist at the global level, where the geographic sources of the product or service and the location of the workforce and unimportant
Channels of Global Business Activity
· The degree of involvement of a business with a foreign country can vary
· Lower level of interconnectedness a business can export or import goods or services to and from other countries, may choose to license some aspects or arrange for a franchise operations in foreign territory
· Forming strategic alliance with foreign company requires business to become fully entrenched in global context through directly investing in a foreign country
· Exporting and Importing:
· More likely to be involved in exporting and importing more than other types of global business activity
· Canadian businesses may also purchase goods or services from foreign countries for resale to Canadians
· Might deal with service exports or imports
· Exporting offers additional profit for business and the business opportunities available through exporting are significant
· Outsourcing and Off shoring:
· Outsourcing involves hiring external organizations to conduct works in certain functions of the company
· Countries can be contracted for the production of finished goods or component parts, these goods or parts can be subsequently imported to the home country or to other countries for further assembly or sale
· Licensing and Franchising Arrangement:
· Licensing: an arrangement whereby the owner of a product or process is paid a fee or royalty from another company in return for granting permission to produce or distribute the product or process
· Feed paid to foreign firms in return for the performance of a service would constitute service imports
· Fees earned by providing such services would constitute service exports
· Franchising is also low risk in global business
· Global activity when franchises are scattered in different locations around the world
· Involves drafting a contract between supplier (franchiser) and dealer (franchisee) that stipulates how the suppliers product or services will be sold
· Franchisee is the dealer who is allowed to see goods or services to the franchiser for money
· Direct Investment in Foreign Operations:
· FDI: involves the purchase of physical assets or amount of ownership in a company from another company in order to gain a measure of management control
· Capital can be invested in goods or other assets
· Control of company is not necessarily when owning 100%
· Can be done through an existing business or one from scratch
· If a better business is in a home country may prove more efficient than starting up a business from scratch 
· Majority of FDI from developing countries given that they have money to invest overseas
· Companies can obtain access to larger markets or needed resources through FDI
· Was a substitute for trade
· Could produce more competitively and invest in countries where they needed to secure their source of raw material or manufacture their products inside domestic market avoiding tariffs or other import barriers
· Joint Venture, Strategic Alliance:
· Joint Venture: involves arrangement between two or more companies from different countries to produce a product or service together in the research and development or marketing of this product or service
· Develop and arrangement where they share managerial control over specific venture
· Level of ownership and responsibilities are unique
· Failure: inability to find partners that fit in regard to their approaches and managerial styles
· MNC quick entry into a new foreign market through the joint venture with an already established local business
· International JV has been proven to be an efficient way of entering foreign markets and easy entry
· Mergers and Acquisitions:
· Company could merge with a foreign company and create new jointly owned enterprises that operate in at least two countries 
· Drive to merge: obtain new markets for the business and the effort to obtain new knowledge and expertise in an industry
· Achieve econ of scale in production, generate world-scale volume in more cost effective way
· Econ of scale-when higher level of output spread fixed cost over more produced units and reduce per unit cost
· Establishment of Subsidiaries:
· Through which enterprise can market goods and services
· Business may choose to maintain total control of its products or services by either establishing a whole own subsidiary or by purchasing an existing firm in the host country
· Acquisitions allow entry into a market with well know products
· More at stake when invested in subsidiary: political instability 
Multinational Corporations
· Such corporations are breaking down borders among countries and creating borderless corporations
· MNC: business that has direct investments in at least 2+ countries 
· Global Business: engages directly in some form of international business activity
· MNC are business enterprises that control assets, factories operated as either branch offices in 2+ countries
· Generates products of services through several countries and maintains control over the operations of them
· Large organizations
· Should be referred to as Multinational Enterprises (MNE) because they possess partnership status
· Globally integrated companies integrate their geographically diverse operations through decisions centralized at the head office
· Multi-domestic company permits its geography diverse components to operate relatively autonomously
· Borderless Corporation:
· Increasing ability of MNC to ignore international boundaries and set up business anywhere
· More MNC taking this appearance
· More orgs referred as TNC and are used interchangeably  
· This is because of increase tendency of not setting up branch plants in foreign countries by of organizing management, investment, production and distribution as if world was one country
· Multinational-not specific nationality but rather planning and DMing to global markets
· Top managers can be composed of international members
· Borderless corporation: notion that an enterprise can be global company without any clear nationality
· Mobile across borders regarding their transfer of financial capital, martial etc
· Set up business where it is profitable rather than creating a branch plant in the corner of the world
· Pledge no allegiance with ONE country or location, business is set up wherever profit it made
International Trade
· Involves the purchase, sale or exchange of goods and services across countries
· Many nations of the world promote this
· The Logic of Trade:
· Since some countries can produce certain goods or services more efficiently than others, global efficiency and wealth can be improved though free trade
· Some say trade barriers should be permitted to continue according to market forces and not artificially restrict through trade barriers
· Freer trade allow countries to trade as they deemed appropriate rather than trying to produce goods domestically
· Countries should produce their advantage and trade to obtain good and services they acquire
· Free trade is based on the objective of open markets
· Each country takes advantage of the other strength
· Mercantilism:
· The trade theory underlying economic thinking from the period ranging from 1500-1800
· View that a countries wealth depended on its holdings of treasure, in gold
· Accumulate wealth through trade surplus
· Ensure surplus by imposing tariffs or quotas, subsidize domestic industries to encourage growth in their exports
· Colonization: acquiring less developed regions around the world as sources of inexpensive raw materials, would serve as market for finished products
· Large profits, colonies paid low for raw material and paid high for finished products
· Become self-sufficient in regard to domestic production of goods and services
· Trade Protectionism:
· About protecting a country's domestic economy and business through restriction on imports
· Low prices foreign good that enter the country could compete with goods produced domestically and take business away from domestic producers
· A country that imports more than it experts will have negative trade balance, more money flowing out of country than in
· Tariff: tax placed on imported goods
· Raise prices of imported products to ensure they're not less expensive that domestically produced goods
· Import Quota: limits the amount of a product that can be imported
· Ensure that domestic producers have adequate share of consumer demand for this product
· Promoting International Trade:
· General Agreement on Tariff and Trade: GATT – agreement among 100 countries to reduce the level of tariff on worldwide basis
· World Trade Organization: WTO – took over management of the global trade system from GATT – develop and administer agreed-upon rules for world trade and discourage protectionist laws that restrict international trade
· Facilitating Global Business: Regional Economic Integration:
· Bringing different countries closer together by the reduction or elimination of obstacles to the international movement of capital, labour and products of services
· Collection of countries within an integrated region: regional trade bloc
· Trading blocs increase international trade and investment to improve standard of living and economy, want to max benefits of international trade
· Free Trade Area: involves removal of tariffs and non-tariff tide barriers on international trade in goods and services among the member countries. Greater member autonomy with regard to how to deal with non-members and what type of barriers should construct against non-member countries
· Customs Union: involves the removal of trade barriers on international trade in goods and services among member countries. Less autonomy with regard to how to deal with non-members and what type of barriers should construct non-member countries
· Common Market: builds in elements of two previous. Members of common market will typically generate a freer flow of labour and capital across their borders, more hard to achieve that two previous
· Economic Union: builds on previous three forms, involves coordination of economic policies among its member countries. Higher level of integration than common market, common currency, less autonomy compared to lesser forms of economic integration.
· European Union:
· 27 nations of Europe, single currency a free flow of money, people, products and services within member countries
· Common Market: refers to a group of countries who remove all tariff and non tariff barriers to trade
· Borderless Europe, can create protectionist policies for its members
· Asian Trading Bloc:
· Population of 2 billion, greater economic integration and free trade
· ASEAN: Association of South-East Asian Nations. Promote greater co-operation in areas and industries, protected by trade barriers from non-members
· APEC: Asia-Pacific Economic Cooperation: promote economic cooperation among members in the areas of trade and investment, countries effort to counter the narrower regionalism of EU and NAFTA
· North American Trading Bloc and NAFTA:
· FTA: reducing tariff barriers on all goods and services traded between Canada and the US
· Agreement offered better access to huge American market for Canadian G+S
· NAFTA: remove barriers between Canada, US and Mexico
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