Global Business

Globalisation

e NATURE AND TRENDS
Globalisation is the creation of a single world market, in one borderless world

International Business is a business that is mainly based in a single country but
acquires a significant share its revenue or resources overseas.

Multinational Business is based in a home location but operates in a
worldwide marketplace.

Global Business one that extends across international boundaries and is not
restricted to any one home country.

Transnational Business a combination of a multinational and global business.
Growth of the Global Economy

Late 19 to early 20™ Centuries

o Rapid growth in world trade with falling transport costs, reduced tariffs
and major inventions (telephone, steamship and telegraph)

o Expansion of exports resulting in massive flow of capital from Europe to
America & Australia.

1914 to 1950

o 2 world wars and great depression gave rise to protectionism and halted
globalisation

The post 1950 period

o Trade barriers such as
gradually reduced
o Advances in technology
o Rise in standard of living and improvements in health and education.
#+ The era of Multinational economy many businesses became
multinational and set up subsidiaries in other countries to gain
access to markets. These business then dominated the
international economy
4 The era of Global economy reduction in protection, this enabled
businesses to access global markets without the need to have
production in that country.
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+ They began to specialise in order to take advantage of low labour
and then market globally. Transnational corporations grew
rapidly supplying world with low cost quality goods.

Changes in Markets

Financial/Capital is globally available as a result of rapid developments in
technology and growth in standard of living.

+ |INTEREST RATES
Can be decreased or increased to suit government policies.

+ GOVERNMENT POLICIES
Government tries to control the economy by introducing new taxes and
policies. If it wants to make more revenue it makes new regulations and
increases taxes

o DEREGULATION of domestic financial markets has made it
easier for money to flow around globally

& EXCHANGE RATES
When firms convert currency in order to finance operations globally, the
exchange rate is used to determine the total amount of the transaction.
A change, impacts the value of money.

+ GLOBAL RECESSIONS AND BOOMS
A change in the any influential countries economy will subsequently
impact the countries associated in its financial market.

Labour due to political barriers, the flow of people between countries is now
more restricted, especially on low and unskilled labour. Transnational
corporations freely move highly skilled labour to their sites of operations.

Consumer increase in westernisation of many cultures is resulting in want for
similar wants and needs worldwide. So countries are specialising in products
they can produce efficiently, resulting in cheaper prices due to mass
consumption

e TRENDS IN THE GLOBAL TRADE SINCE WORLD WAR Il

The Dominance of the United States 1945 — 1960
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After WWII only America had the economy to be able to produce goods on a
large scale. 70% of world’s largest businesses were US based.

Japanese and Europe re emerge 1960 -1980

o Japan and Europe were largely resurrected and restructured, with new
and efficient infrastructure. Their firms were now well set to seek
international markets, and do so aggressively.

o US dominance was weakening slightly. With 64 of the worlds 100 largest
companies US based. And with Japan dominating financial system.

1980 — 1995

o Japan’s emphasis on quality and efficiency has made it leader in
technology and electronic manufacturing

o Governments have tried to eliminate tariffs.

o Asian Tigers China, Taiwan, Singapore and South Korea cemented
themselves as new world leaders. APEC was created as Australia realised
its potential to trade in the region.

The Global Economy 1995 to present

e Growth of bilateral and regional trade was well recognised

e Australia had many trade agreements

e The global marketplace is now a reality, the movement of resources
across national borders is now common.

e Improved technologies

e World population is growing therefore trade continually grows
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DRIVERS OF GLOBALISATION
Role of Transnational Corporations

Provide the framework and motivation for globalisation. Transnational
corporations in an increasingly competitive business environment seek new
market opportunities along with cheap and efficient production methods. To
maximise profit TNCs expand operations globally and develop relations with
subsidiaries in each country to increase sales and reach greater market. This in
turns creates globalisation.

Global Consumers

Consumer power is shown when they desire and are prepared to buy the
products produced by TNCs. This increasing convergence of consumer
preferences and purchases are similar no matter which country consumer may
be from. They all want to buy the same products from the impact of the media
such as television, film, books and the internet.

The Impact of Technology

The speed of worldwide transport and communication has increased while the
costs have been widely reduced. Therefore it is now easier for businesses to
coordinate their activities worldwide. The introduction of the internet has also
enabled businesses to reach a wider market. Use of CAD and CAM has sped up
manufacturing. New forms of packaging have enabled perishable goods to be
exported with ease. Telecommunications allows for increased convenience to
customers.

Role of Government

With formulation of there has
been a reduction in trade barriers. A number of trade agreements between
nations has further supported globalisation. Privatisation of industries and
deregulation of sectors has further assisted global business.

Deregulation of Financial Markets

There are no controls over amount of funds, types of loans and purposes of
loans due to deregulation of the financial markets. Australia allows the
operation of foreign banks here, allows value of SA to be determined by forces
of international supply and demand and removing controls on the operation of
Australian banks. Now easier and cheaper to access variety of loan able funds.

Global Business Strategy
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e METHODS OF INTERNATIONAL EXPANSION
Export

Is the selling of goods in overseas markets. Exporting is a comparatively low
level entry strategy into foreign markets. It is low risk and low cost way of
starting a global business. Through exporting a business can gain some
experience in international markets and see how these markets vary from their
own.

Foreign Direct Investment

Foreign direct investment occurs when a business makes an investment in a
foreign country that allows it to gain control of the foreign business or assets.

Examples

o An Australian business buys an existing business in another country
o An Australian business builds and owns something in another country

THREE MAIN TYPES

¢ a wholly owned subsidiary when a business is established that is
entirely owned and controlled by parent company

e ajoint venture where there is a partnership between one business and
one or more other businesses

e a strategic alliance where there are arrangements between two or more
businesses with a common objective.

Relocation of Production

It occurs when a business moves production from its domestic base to
facilities in another country. It could occur to

v" reduce labour costs

v’ get around trade barriers

v’ get closer to customers

v' technology, resources, political stability, infrastructure, regulation.
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Management Contracts

Management contracts enable businesses to provide services overseas. These
contracts are agreements to provide service. Often the intention of this will be
for the recipient business to gain additional skills such as managerial
assistance, technical expertise or another specialist service.

The contract is usually made with a business in a developing county that
lacks skilled labour and technical expertise

Licensing/Franchising
Licensing

Is when a formal permission is given for a particular activity. It’s when a
business (the licensor) sells another business (the licensee) the right to use

the licensor usually receives a loyalty payout.
Licensing has several Advantages over international expansion

o minimise expenditure and risk
o eliminates the cost of establishing overseas production
o can reduce international pirating

Disadvantages

o lead to a loss of control over quality and geographic distribution
o create future competitors

Franchising

Is a specialised form of licensing where the franchisor not only sells the
intangible property to the franchisee but also insists that the franchise agrees
to abide by strict rules on how it does business.

Advantages

o Product quality is maintained by duplicating production process around
the world

o Well known brand

o Low risk and low cost was of entering new market
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o Due to strong bargaining power franchisors can negotiate good deals
with suppliers

e REASONS FOR EXPANSION
Increase Sales/Find New Markets

The potential to increase sales can increase dramatically with expansion
onto overseas markets, especially when the domestic market is saturated.
Expansion allows a business to find new opportunities elsewhere, which
may inturn increase the lifecycle of a product, as the product that is mature
in the domestic economy could be relatively new in an overseas market.

Acquiring Resources

o Labour, business may seek high skilled or low cost labour

o Materials , may acquire raw materials or partially processed materials that
are cheaper or of higher quality

o Capital, a business could expand internationally by seeking local equity for
part of its expansion requirements.

Access to Technology

Can provide major competitive advantage, international expansion through
strategic alliance or joint venture can give a business access to overseas
technology. Direct investment could also allow access to greater forms of
technology.

Diversification

Growth of a business can occur through selling more of the existing product
or by moving into a new area of business, which is seen to have long term
growth. Expanding production and activities overseas enables a company to
expand via diversification. This reduces the risk a business faces by relying
on a limited market and range of products.

Minimising Competitive Risk

International expansion can allow a firm to operate in a variety of markets
and spread the competitive risk. As well as reduce the risk faced by internal
competition.
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Economies of Scale

Is a term used to describe the reductions in a per unit cost of production,
which occur when a business is able to increase it amount or scale of
production. These reductions occur because of advantages the business
gains from growth.

These advantages might include a

o reduction in price of raw materials because more is purchased

o reduction in the cost of running equipment as factory may operate 24
hours

O or saving in waste management

Cushioning the Economic Cycle

All economies experience variations in economic growth. Where one
country may be in a recession with falling demand and sales another country
may be in a boom period. A business in both these markets will see the lose
made in bust country be levelled out with the profit made in boom country.

Regulatory Differences

Business may want to take advantage of different laws that are present
overseas. They may not be that strict compared to domestic laws. E.g. OH&S
laws

Tax Minimisation
Tax rates vary greatly between countries.

o Tax paradises countries that have no corporative taxes

o Tax shelters are countries where profits from foreign sources have
low taxes or are not taxed at all

o Financial centres give special tax privileges to certain types of
companies.

Tax havens seek foreign companies to boost their economies.
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Specific Influences on Global Business

e FINANCIAL INFLUENCES
Currency Fluctuations

When dealing with overseas markets they expect to be paid in own currency.
As many businesses have

Risks to business from foreign exchange fluctuations:

o Transaction exposure when currency fluctuations affect the financial
costs of revenue. E.g. contract may be made in January with payment to
be made in June, by the time June comes the AUD could be of lesser
value than January, hence more will need to be paid and less profit
obtained.

o Translation exposure is when currency fluctuations affect the value of
the firm’s foreign assets and liabilities. This occurs when businesses need
to report the performance of foreign assets in financial statements E.g. If
something is purchased for S10 AUD in US then it will be worth
something else in terms of US dollars.

o Economic exposure is when unexpected exchange rate fluctuations
affect the value of a firm’s operations. It refers to the impact on the
demand for a product, demand fluctuates price and inturn changes
exchange rates. E.g. if a country’s dollar is depreciated then other
country’s will come along and take advantage.

Currency Fluctuations can affect international business in the following ways:

e INTERNATIONAL COMPETITIVENESS is strongly influenced by exchange
rates. Depreciation can increase competitiveness and make exports
cheaper. An appreciation will do vice versa.

e PRODUCTION will be determined on the exchange rates. A business may
shift to a country with cheap exchange rate. This will mean lower costs
for labour and materials

o FINANCIAL DECSIONS like the source of finance, costs of profit and
amount earned.
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Interest Rates
Represent the cost of borrowing money.

» Low interest rates lower the cost of borrowing

» High interest rates raise the cost of borrowing.

» Interest Rates also effect exchange rates. If interest rates are high
exchange rates will depreciate. Interest rates are also effected by
inflation, low inflation means low interest rates

Overseas Borrowing

Businesses may finance activities from debt and equity finance. When
borrowing overseas they access international capital market. It has three parts

o International Bond Market
Is where the sale of
issued by organisations outside their own
country . Lenders receive a bond in exchange foe their money, specifying
amount and time of repayment.
» FOREIGN BONDS issued outside the issuers country, in currency of
the country where it was issued
» EURO BONDS is issued outside the issuers country, in issuers
currency.
o Eurocurrency Market is where any currency that is banked outside
home country.
o Offshore Financial Centres provide large amounts of money in
currencies other than own.
e POLITICAL INFLUENCES

Tensions between Protectionism and Free trade

Protectionism is the belief that domestic industries of nation must be
protected from imports. Through:

= Tariffs- tax on imported goods and services.

= Subsidies- payments made by governments to support domestic
producers

= Quotas- restrictions on the quantity of some goods that can be imported
into country.
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» Protectionism aims to

» protect industries

» promote domestic employment

» prevent international business dumping their products they can’t sell
elsewhere at below production cost

Free Trade is the opposite, it refers to trade free of government restrictions,

» encourages each country to concentrate on producing one product in
which the greatest efficiency and low cost product is produced.

» Greater competition stops the development of local monopolies.

» Higher standard of living occur from enabling consumers to purchase
cheaper goods and services.

International Organisations and Treaties

GATT- (General Agreement on Tariffs and Trade) is a multilateral free trade
agreement that aims to reduce tariffs and other trade barriers .Established in
1948

WTO(world trade organisation) also a multilateral treaty, but it aimed to
ensure that trade flows are smoothly and predictably and freely as possible.
Established in 1995

» Agreements are negotiated and then signed by majority of nations and
then their parliaments ratify them.

» Acts as a forum for trade negotiations

» Protects intellectual property when trade in involved

» Settles disputes

Trade Agreements
BILATERAL between two countries

CLOSER ECONOMIC RELATIONS (CER) between NZ and Australia it provides
free movement of goods, services, capital and people between nations.

MULTILATERAL between more than two countries

GATT and WTO.

REGIONAL TRADE AGREEMENTS members are of a particular global region.

ASSOCIATION OF SOUTHERN ASIAN NATIONS (ASEAN) reducing barriers
between member coutries
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EUROPEAN UNION (EU)

Regionalism

Is when countries in a geographic area work together to reduce trade barriers.
Types of regional agreements include:

* Free trade area- this is the lowest level economic integration, where all
trade barriers between members are removed

=  Customs union- no trade barriers between members, but there is a
common trade policy.

= Common market- no barriers to the movement of trade, labour and
capital between members. But there is a common barrier to non
members

= Economic union — establishes polices of a common market and then
coordinates the economic policies.

War and civil unrest

Can cause great disruption to trade and can result in immerse financial loss to
businesses. An extreme case could involve the loss or confiscation of assets,
while minor cases could involve campaigns against foreign goods.

e LEGAL INFLUENCES
Contracts

Is a legally binding agreement between two or more parties in which the
parties agree to provide each other with something of value. When a business
operates internationally, it must ensure that is uses a detailed contract so that
all parties to the contract knows exactly what is expected of them.

Dispute Resolution

Resolving disputes can be very complicated. Dispute resolution needs three
qguestions to be answered:
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Which country’s law apply?

1. In which country should the dispute be resolved?
2. What methods are to be used to resolve the dispute (litigation,
arbitration, negotiation and mediation)?

Disputes between businesses can be brought before the courts under civil law
and this is known as litigation where case needs to be proved in balance of
probabilities. The principle comity means that a decision of a foreign court that
is handed down to another country will be enforced so long as

> |s does not break the laws of the country
» There is agreement between the countries involved
» There is proper notice given to the defendant.

Intellectual Property

It refers to the creations of the mind: inventions, literary and artistic works,
symbols, names, images and designs used in commerce. TRIPS (Trade related
aspects of intellectual property rights) sets out minimum standards for
intellectual property rights .Many problems in protecting copyright.

SOCIAL/CULTURAL INFLUENCES
Languages

It is very difficult to engage in another country without effective
communication. Luckily English is the international language of business, so it
is widely spoken. But still there maybe businesses that will need accurate
translators in order to work together

Tastes

Local taste preferences must be taken into consideration in regards to
products, colours, size and packaging. Marketing and advertising need to
reflect local values and traditions.

Religion

Religious beliefs are very strong in countries around the world and influence
the types of products that can be sold there.
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E.g. Islamic countries have pork and alcoholic products banned and they don’t
believe interest should be paid on loans.

Varying Business Practices and Ethics

Practices and ethics may be considered satisfactory in one culture and
unacceptable in another.

o Employee working conditions This is often a difficult issue for a business
in a cheap labour country. The business may have chosen to locate in
country because of low wages and may undermine poor work
conditions. Or they may acknowledge both aspects. So businesses need
to decide how much it will pay employees and their minimum working
conditions.

o Gift giving and hospitality This is often an important means of
communication and business in many cultures.

o InJapan, exchanging gifts in important part of the culture and in
necessary when developing a relationship. Hospitality is important in all
cultures and usually takes form of ding or entertainment, this would
differ in different societies.

o Bribes Although they are unethical and illegal in western countries, they
are part of normal business in developing countries.

o Negotiations Different styles are found in different cultures. E.g. a
strong personal relationship must be developed before business is
discussed. The concept of face to face meetings is very crucial in some
cultures

o Nepotism refers to benefits given in consideration of family relations.
Nepotism may be as simple as giving jobs to relatives.
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Managing Global Business

e FINANCIAL
Methods of Payment

Foreign trade is usually financed on credit, presenting risk to both exporters
and importers. Several methods of payment have been devised to help reduce
these risks:

o Advance payment paying before items arrive

o Open account payment is not received until the importer receives the
goods meaning that the supplier takes full responsibility.

o Documentary collection the importer’s bank makes a payment to the
exporter’s bank when trade documents are sighted, such as a BILL OF
EXCHANGE or BILL OF LADDING. The documents prove that goods have
been shipped, so risk is reduced. Exporter is in control.

o Letter of credit the importers bank guarantees the exporter payment on
receipt of documents and goods. Bank takes all the risk as it guarantees
that the importer will pay.

o Countertrade payment of goods by other goods. This is used when there
are currency shortages or problems with foreign exchange.

Hedging

Is a method of protecting a business from adverse changes in exchange rates.
It refers to the practice of reducing risk by transferring some of the risk to
businesses that specialise in risk. Currency hedging involves entering into a
contract today to buy or sell foreign exchange at a specified rate on a given
date in future. This then fixes the rate to ensure profit calculations will not be
eroded if currency falls in value after the trade deal is negotiated.

Derivatives
Is a contract dealing with the future price of an asset.

E.g. if a farmer thinks wools prices may fall in 6 months, he may take a
derivative to sell the wool in 6 months at today’s prices.

Most common form is a FOREIGN CURRENCY OPTION
(if the currency movement is favourable, the hedging option will not be taken)

(if the currency movement is unfavourable then business will use hedging
option)
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Insurance
When goods are exported they are insured for:

e Loss or damage
e Political risks
e Currency fluctuations etc.

provides insurance for
exporters against non payment and political risks.

Obtaining Finance

Finance to expand globally can be both debt or equity sources, and can be
obtained from domestic or international markets.

e MARKETING

Research of market
Some of the special factors that need to be considered are.

v’ culture of the country
v’ political system and level of stability
v’ legal system of country.

o Situational analysis involves SWOT, product, market and competitor
analysis.

o Establish marketing objectives

o ldentify target markets through data collection from primary and
secondary sources.

o Developing marketing strategies

o Implementation, monitoring and control establish budgets, set up
controls to monitor plan.

Global Branding

Global branding involves a brand name and product that is available all over
the world and is the same, but has slight variations to suit local language and
culture.
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E.g. Pepsi, McDonalds, Coca cola etc

Standardisation and Differentiation

Standardisation Occurs when a business has a common product throughout
the world.

ADVANTAGES

Economies of scale in production and marketing.
More effective R&D
Strong global presence

o O O O

DISADVANTAGES

o Increased cost of production
o Problems with local law
o May not attract wide market

Differentiation is when a business produces a marketing mix that is different
from its competitors. The differentiation can come from features in design,
quality and brand image.

e OPERATIONS
Sourcing

The producer of goods and services may require various raw materials,
component parts and services. When a set of policies and procedures is
established to acquire them it is called sourcing.

Make or Buy

The business needs to decide if they are going to make resources or is going to
buy them from subcontractors. This choice is influenced by:

» Quality

» Price

» Nature of product

» Availability of technology

Vertical Integration
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When a firm acquires its input supplier it is called backward integration, when
it acquires firms in its output distribution chain it is called forward integration.
For example, a vertically integrated oil firm may end up owning oilfields,
refineries, tankers, trucks, and gas (petrol) filling stations

Global web [ components made in different countries ]

With increased specialisation and the development of transnationals, there is a
trend for businesses to locate subsidiaries in different countries. In order to
benefit from local production advantages

» Cheap labour

» Specialisation labour

» Low transportation costs

» Closeness to market

» Govt incentives

e EMPLOYMENT RELATIONS
Organisational Structure

Is the way a business sets up and coordinates its various activities so that it can
carry out its operations. A business with a parent company and subsidiaries in
many locations must consider its decision making process, span of control,
chain of command, flow of information, centres of power and delegation. Four
broad types of organisational structure:

¢ International division structure describe the structure in which an
international division is created by a business in order to coordinate its
global activities. Kee[s global operations separate form domestic.

¢ International area structure describes a structure in which the firm’s
entire global operations are organised into geographic areas.

e Global product structure describe a structure in which a business has
divided its operations into product areas and then into domestic and
international units.

Staffing

» Acquiring staff
» Training staff
» Retraining staff
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Ethnocentric business favours the appointment of home country nationals at
high level positions.

Polycentric preference given to the host country nationals filling in managerial
positions as they:

v Have better knowledge of markets
v Have good network with industry and govt

Geocentric Staffing business attempts to employ the best people for the job,
regardless of their nationality

Shortage of Skilled Labour

When a business moves location for cheap labour they will encounter the
problem of having a lack of skilled workers. The workforce will have

v Low productivity
v’ Lack of industry experience

Labour Law Variations

A business must always comply with legal variations in the host country. This
will include

» variations in contracts,

» fringe benefits,

> leave,

» OH&S

» superannuation

» EEOMinimum Standards of Labour

Countries of cheap labour are exploited of minimum standards of labour. They
are not allowed to freely assemble in trade unions, have set time off etc. they
have no protection against child labour and poor living standards and not
enough pay, discrimination etc.

e EVALUATION
Strategies with reference to a particular global market

A business must continually monitor and evaluate whether the business is
operating as forecasted in business report and see if it is achieving what it was
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supposed to due to globalisation. This can be done through the collection of
guantitative and qualitative data.

e MODIFICATION
Of strategies according to changes in global market.

Actual performance in compared to planned, and adjustments of corrections
are taken. reasons include

v' Business could experience problems with own performance
v Changes in global market must be adapted by business

Management responsibility in a global environment

e ETHICAL PRACTICE
Tax Haven

Is a country with little or no corporate income taxes. Examples include
Bahamas, Bermuda and Monaco.

A TNC can be set up wholly owned subsidiaries in high tax countries
while keeping its head quarters in a tax haven. By charging high prices for
goods and services sold to these subsidiaries, the corporation can reduce tax
over rall.

Transfer pricing

Is the price charged for a product that is traded among a business and it’s
subsidiaries. It can be used

» To decrease the price paid on components imported from a subsidiary
» To decrease overall company income tax through tax havens.

Also allows a business to transfer profits around the world and minimise tax,
but the business must address:

o Should it aim to maximise profit for shareholders
o Or support companies in which it operates by paying full taxes.

Minimum standards for labour

There have been international businesses that have exploited cheap labour to
reduce costs while ignoring standards of labour such as working conditions and
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sick leave. Some TNCs exceed the minimum standards of labour in the
countries they operate in.

Dumping of illegal products

Is when a business dumps another country a product such as pesticide or
pharmaceutical waste that is illegal in its own country. It has an effect on
reducing prices and affecting the viability of local production.

Ecological sustainability

Is when a business operates in another country. It needs to consider the
impact of its activities on the environment. Being environmentally aware
means having a regard for ecological sustainability. By ecological sustainability
it is meant that the needs of the present population but doesn’t endanger the
ability of future generations to meet their own needs. Eg recycling and disposal
of waste.
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