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industries from foreign competition. This trend can lead to reduced global
trade and economic growth, as well as increased geopolitical tensions.

2. Digital Economy: The rise of the digital economy has created new
challenges for international trade and investment theories. Digital goods and
services can be difficult to regulate, and countries may need to develop new
policies and regulations to address these challenges.

3. Environmental Concerns: Environmental issues, such as climate change and
sustainability, have become increasingly important in international trade and
investment. Countries may need to consider the environmental impact of
trade and investment policies, and work together to address global
environmental challenges.

4. Income Inequality: International trade and investment can lead to increased
income inequality, as some industries and workers may benefit more than
others. This can create social and political tensions, and may require new
policies and regulations to address.

5. Intellectual Property Rights: Intellectual property rights have become a
major issue in international trade and investment, particularly in the digital
economy. Countries may need to develop new policies and regulations to
protect intellectual property rights and encourage innovation.

6. Geopolitical Tensions: Geopolitical tensions, such as trade disputes and
conflicts, can create uncertainty and instability in the global economy.
International trade and investment theories may need to consider the impact
of geopolitical tensions on global trade and economic growth, and develop
strategies to mitigate these risks.
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Chapter 3
Political And legal System

Political System:

A political system refers to the set of institutions, laws, and policies that govern a
country or a society. It is the framework that defines how power is distributed, how
decisions are made, and how conflicts are resolved within a society. The political
system of a country can take many forms, including democracy, monarchy,
dictatorship, and communism. In a democratic system, power is held by the people
through their elected representatives, while in a monarchy, power is held by a
single ruler, such as a king or queen. The political system can have a significant
impact on the quality of life of citizens, as well as on the country's economic and
social development.

Legal System:

A legal system is a set of rules and regulations that govern behavior within a
society. It is the framework that defines how disputes are resolved, how crimes are
punished, and how rights are protected. The legal system of a country can takes
many forms, including civil law, common law, and religious law. In a civil law
system, laws are codified and based on written statutes, while in a common law
system, laws are based on precedent and judicial decisions. The legal system plays
a vital role in maintaining order and justice within a society, and it is essential for
protecting the rights and freedoms of citizens.

Important political systems and ideologies

1. Capitalism: Capitalism is an economic and political system that emphasizes
private ownership of the means of production and distribution of goods and
services. It emphasizes free markets, competition, and individual economic
freedom. Capitalists argue that a free-market system leads to economic
growth and prosperity, and that government intervention should be limited.

2. Socialism: Socialism is a political ideology that emphasizes collective
ownership of the means of production and distribution of goods and
services. It seeks to create a more equal and fair society by eliminating
economic and social inequalities. Socialists support a planned economy, and
universal access to essential services like healthcare and education.
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3. Monarchy: Monarchy is a form of government where a monarch, usually a
king or queen, is the head of state. Monarchies can be constitutional or
absolute, where the monarch has unlimited power. Monarchies can exist
alongside other political systems, such as parliamentary democracy.

4. Communism: Communism is a political and economic ideology that seeks to
create a classless society by eliminating private property and establishing
collective ownership of the means of production and distribution of goods
and services. It emphasizes the need for a planned economy and the
abolition of the market system. Communist governments have historically
been authoritarian.

5. Dictatorship: Dictatorship is a form of government where power is
concentrated in the hands of one person or a small group of people. Dictators
often use repression and violence to maintain power, and there is limited
political freedom and civil rights. Dictatorships can take many forms, such
as military juntas or single-party states.

Based on the political ideologies, there are different political systems which
may be
discussed in two categories:

Collectivism vs. Individualism:

Collectivism and individualism are two contrasting approaches to understanding
society and human nature.

Collectivism emphasizes the importance of the collective group or community over
individual desires or interests. In collectivist societies, people prioritize the needs
and goals of the group, such as the family, community, or nation, over personal
ambitions. Cooperation, social harmony, and solidarity are valued, and individuals
are expected to conform to societal norms and expectations.

On the other hand, individualism places a greater emphasis on the autonomy and
rights of the individual. Individualistic societies prioritize personal freedom, self-
expression, and individual rights. They emphasize the pursuit of personal goals,
achievements, and happiness, and individuals are encouraged to make choices
based on their own desires and interests.

Democracy vs. Totalitarianism:
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Democracy and totalitarianism represent two distinct forms of government and
governance.

Democracy is a system of government where power is vested in the people or
exercised on their behalf through free and fair elections. It emphasizes the
principles of political equality, majority rule, protection of individual rights, and
respect for the rule of law. In a democratic system, citizens have the right to
participate in decision-making, express their opinions, and hold their leaders
accountable.

Totalitarianism, on the other hand, is a form of government where power is
concentrated in the hands of a single ruling party or leader, and individual
freedoms and liberties are severely restricted or eliminated. Totalitarian regimes
exercise strict control over all aspects of public and private life, suppressing
dissent, curtailing civil liberties, and often employing propaganda and coercion to
maintain control. The ruling authority has unchecked power, and there is typically
no meaningful political opposition or avenues for citizens to challenge the regime.

In summary, collectivism vs. individualism refers to the balance between
prioritizing the group or the individual in society, while democracy vs.
totalitarianism relates to the distribution and exercise of political power and the
extent of individual freedoms and rights within a government system.

Legal System

1. The legal system of a country refers to the rules, or laws, that regulate
behavior along with the
processes by which the laws are enforced and through which redress for
grievances is obtained.
There are three main types of legal systems
Common Law: Common law, also known as case law or precedent-based
law, is a legal system that relies on judicial decisions and principles
established through court cases and legal precedents. It originated in
England and has been adopted by many countries, including the United
States.

In a common law system, legal rules and principles are developed and interpreted
by judges through their decisions in actual cases. These decisions become binding
precedents that guide future legal proceedings and serve as a source of law. The

key characteristic of common law is its emphasis on the principle of stare decisis,
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which means that lower courts are bound to follow the legal principles established
by higher courts.

Common law is characterized by its flexibility and adaptability to changing social,
cultural, and technological circumstances. It allows judges to interpret laws in light
of specific cases and circumstances, leading to the development of legal doctrines
and principles over time.

2. Civil Law: Civil law, also known as civilian law or Roman law, is a legal
system derived from ancient Roman law and codified legal principles. It is
prevalent in many countries around the world, including most of continental
Europe, Latin America, and parts of Asia.

In a civil law system, legal rules and principles are codified into comprehensive
legal codes or statutes. These codes provide a detailed framework of legal rules and
procedures that govern various aspects of civil society, including contracts,
property, torts, family law, and more. Judges in a civil law system play a more
limited role compared to common law systems, as their primary task is to apply
and interpret the law rather than create new legal principles through judicial
decisions.

Civil law systems emphasize the role of legislation and legal codes in governing
society, with less emphasis on judicial precedents. They prioritize legal certainty
and predictability by providing clear and precise rules that can be applied
uniformly across cases.

3. Theocratic Law: Theocratic law is a legal system that is based on religious
principles and governed by religious authorities. In a theocratic state,
religious doctrine and laws derived from religious texts serve as the primary
source of legal authority and govern both religious and secular matters.

Theocratic legal systems can vary depending on the dominant religion and the
interpretation of religious texts. The laws and regulations are based on religious
teachings, rituals, moral values, and religious authorities' interpretation of divine
will. In such systems, religious leaders or religious institutions often hold
significant power and influence in shaping and enforcing the law.

Countries that have implemented theocratic law include Saudi Arabia (based on
Islamic Sharia law), Iran (based on Islamic law), and Vatican City (based on
Catholic canon law). Theocratic legal systems can present challenges in terms of
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balancing religious doctrine with individual rights and freedoms, as they may
prioritize religious values over secular principles.

Actors of Political and legal system

In a political system, actors are individuals, groups, organizations, or institutions
that have the power and influence to shape and participate in the decision-making
process. These actors can vary in terms of their roles, interests, and levels of power
and influence. Here are some of the common actors in a political system:

l.

Government: The government is the most important actor in any political
system. It is responsible for making and enforcing laws, regulating the
economy, and providing essential services to citizens.

Political parties: Political parties are organizations that represent different
ideologies and interests and compete for power through elections. They play
a crucial role in shaping public opinion and policies.

. Interest groups: Interest groups are organizations that represent specific

interests, such as business, labor, environmental, or social issues. They lobby
the government to influence policies that affect their members.

Media: The media plays a crucial role in shaping public opinion by
providing information and analysis on political issues. It acts as a watchdog,
holding government officials and other actors accountable for their actions.

. Civil society organizations: Civil society organizations are independent

groups that operate outside of the government and represent the interests of
citizens. Examples include non-governmental organizations (NGOs),
advocacy groups, and community-based organizations.

International organizations: International organizations such as the United
Nations, World Bank, and International Monetary Fund play a critical role in
shaping global policies and regulations. They have the power to influence
national policies through their policies and funding.

Regional economic blocs are groups of countries in a geographic region that
have formed a trading bloc, usually through a free trade agreement or
customs union. They play a significant role as an actor in the political
system, as they can have a substantial impact on regional economic
development and political stability. Regional economic blocs promote
economic cooperation, free trade, and investment within the bloc, which can
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lead to increased economic growth, job creation, and overall prosperity for
member countries. They can also act as a vehicle for achieving regional
political goals and promoting regional integration, which can help to reduce
trade barriers, increase innovation, and develop shared regional policies on
various issues.

Overall, the actors in a political system can influence the decisions and policies
that affect individuals and societies, and their actions can have significant
consequences.

Factors responsible for political risk

Several factors contribute to political risk, which refers to the potential for political
events or conditions to impact the stability and profitability of businesses,
investments, or operations in a particular country. Here are some key factors
responsible for political risk:

l.

Political Instability: Ongoing political instability, such as frequent changes
in government, civil unrest, protests, or political violence, can disrupt
business operations and create an uncertain environment for investors.

Legal and Regulatory Changes: Frequent changes in laws, regulations, or
policies can introduce uncertainties and affect business operations, contracts,
property rights, and investment returns. This includes changes in taxation,
trade policies, labor laws, or environmental regulations.

. Corruption and Bribery: High levels of corruption, bribery, or lack of

transparency in government and business practices can increase the risk for
companies operating in a particular country. Corruption can lead to unfair
competition, challenges in obtaining licenses or permits, and difficulty in
enforcing contracts.

Economic Policies: Government economic policies, such as fiscal or
monetary policies, can significantly impact businesses and investments.
Unstable or inconsistent economic policies, excessive government
intervention, inflation, or currency fluctuations can create uncertainty and
affect profitability.

Social Unrest and Conflict: Social and ethnic tensions, religious conflicts, or
regional disputes can escalate into violent conflicts or civil wars, leading to
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disruptions in business operations, infrastructure damage, and the loss of
investments.

6. Regulatory Barriers and Trade Restrictions: Imposition of trade barriers,
import/export restrictions, tariffs, or embargoes can limit market access,
disrupt supply chains, and impact the profitability of businesses.

7. Expropriation and Nationalization: The risk of expropriation or
nationalization, where a government seizes private assets or industries
without fair compensation, can be a significant concern for foreign investors.

8. Geopolitical Factors: Geopolitical dynamics, such as regional conflicts,
international sanctions, or political tensions between countries, can have
spillover effects on businesses operating in the affected regions.

9. Governance and Rule of Law: Weak governance institutions, lack of rule of
law, ineffective judicial systems, or inadequate protection of property rights
can increase political risk and hinder business operations.

10.Environmental and Social Factors: Increasingly, environmental and social
factors, such as climate change policies, sustainability requirements, or
human rights concerns, can impact business operations and reputation.

It's important to note that political risk can vary across countries and regions, and
its assessment requires careful analysis of the specific political and economic
conditions prevailing in a given context.

Assessment of political risk

1. National Security: Political risk arising from national security threats such as
wars, revolutions, and coups can lead to instability and economic disruption
in a country or region.

2. Expropriation and state ownership: Political risk arises when governments
expropriate or take control of assets owned by foreign investors, which can
lead to financial losses and reduced investor confidence.

3. Investment Guarantee and dispute settlement: Investment guarantees and
dispute settlement mechanisms can help mitigate political risk by providing
investors with legal protections and a means to resolve disputes with host
governments.
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4. Privatization: Privatization can lead to political risk when governments face
opposition from labor unions, political parties, or other stakeholders who are
against the sale of state-owned assets.

5. Political Embargoes and Sanctions: Political embargoes and sanctions can
limit business opportunities and harm trade relationships, creating significant
political risk for foreign investors.

6. Violence and Terrorism: Political risk arises when violent acts such as
terrorism and civil unrest disrupt business operations, causing significant
financial losses and potential harm to employees.

7. Hostilities: Political risk arises when there are hostilities between
governments or groups, such as border disputes or territorial claims, which
can lead to economic instability and potential conflict.

E-commerce And Intellectual Property Rights

E-commerce refers to the buying and selling of products or services online. It is
a rapidly growing industry due to the widespread use of the internet and mobile
devices. Some of the key features of e-commerce include:

1. Online storefronts: Businesses can create online stores to sell their products
or services directly to customers.

2. Digital payments: E-commerce transactions are typically conducted using
digital payment methods, such as credit cards or online payment systems
like PayPal.

3. Logistics and shipping: E-commerce businesses need to have a system in
place to manage the logistics of shipping their products to customers.

4. Customer support: E-commerce companies must provide customer support
through various channels, including email, phone, and live chat.

5. Marketing and advertising: E-commerce businesses use a variety of digital
marketing techniques to attract customers and promote their products, such
as social media marketing and search engine optimization (SEO).

E-commerce has many advantages over traditional brick-and-mortar retail,
including convenience, global reach, and cost savings. However, it also poses
some challenges, such as ensuring the security of online transactions and
dealing with the logistics of shipping products to customers.
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IPRs, or Intellectual Property Rights, refer to the legal rights that protect
creations of the human mind, such as inventions, literary and artistic works,
designs, symbols, and names used in commerce. These rights are meant to
encourage innovation and creativity by granting creators exclusive rights to use
and profit from their creations for a certain period of time.

The components of [PRs can vary depending on the country and legal system in
question, but they generally include the following:

1. Patents: A patent is a legal document that grants the owner exclusive rights
to make, use, and sell an invention for a certain period of time. To be eligible
for a patent, an invention must meet certain criteria, such as novelty, non-
obviousness, and usefulness.

2. Trademarks: A trademark is a symbol, word, or phrase that identifies and
distinguishes the goods or services of one company from those of another.
Trademark protection can be granted to logos, brand names, slogans, and
other distinctive marks.

3. Copyrights: A copyright is a legal right that protects original works of
authorship, such as books, music, art, and software. Copyright protection
grants the creator exclusive rights to reproduce, distribute, and display their
work for a certain period of time.

4. Trade secrets: A trade secret is any confidential business information that
provides a competitive advantage to its owner. Examples of trade secrets can
include formulas, processes, and customer lists.

5. Industrial designs: Industrial designs protect the visual aspects of a product,
such as its shape, color, and texture. Industrial design protection can be
granted for a limited period of time.

Overall, IPRs are an important part of modern economies, as they encourage
innovation, creativity, and investment in research and development.

Government Interventions and Investment Barriers

Government intervention in international trade often takes the form of tariff
barriers, which are taxes imposed on imported goods. Tariffs can be categorized
into different types, including import duties.
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Import duties refer to the taxes imposed on imported goods at the border. They are
a common tool used by governments to protect domestic industries, regulate trade,
or generate revenue. There are two primary types of import tariffs:

1. Ad valorem tariffs: Ad valorem means "according to value." Ad valorem
tariffs are levied as a percentage of the value of the imported goods. For
example, a 10% ad valorem tariff on a product with a declared value of $100
would require the importer to pay $10 in tariffs.

2. Specific duty: Specific duties are fixed amounts of money levied on a per-
unit basis. Instead of being a percentage of the product's value, specific
duties are based on the quantity or weight of the imported goods. For
instance, a specific duty of $5 per kilogram would result in a $25 duty on a
shipment weighing 5 kilograms.

In addition to primary import tariffs, there are secondary import tariffs imposed to
counter specific trade practices:

1. Countervailing duty: Countervailing duties are imposed when imported
goods benefit from subsidies in their country of origin. The duty aims to
offset the advantage provided by the subsidies, ensuring fair competition
with domestic industries.

2. Anti-dumping duty: Anti-dumping duties are levied on imported goods when
they are sold in the importing country at prices below their fair market value,
a practice known as dumping. Anti-dumping duties help protect domestic
industries from unfair competition and prevent damage to their markets.

It's worth noting that import tariffs can vary across products, countries, and trade
agreements. Governments may use tariffs strategically to protect domestic
industries, regulate trade flows, or negotiate trade terms with other countries. The
level and types of tariffs imposed can significantly impact international trade,
affecting prices, market access, and trade relationships between countries.

Official Prices:

They are included in the customs tariff of some nations, so that they are the basis
for calculating ad valorem duty whenever the actual invoice price of the imported
goods is lower. So, the practice is that the importer sends the difference between
the false invoice price and the true price of the commodity.
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Non-tariff Barriers

— They are all forms of discrimination against imports other than the import duties.
— Two broad types:

i. NTBs with Direct Price Influence

a. Subsidies: Countries sometimes make direct subsidies (payment) to the
national industries, so they

can sell at cheaper or competitive prices abroad.

b. Aids and Loans: Governments also give aid and loans to other countries to
make their products

competitive in those recipient countries.

c. Customs Valuation: Since it is difficult for customs officials to determine if
invoice prices are honest,

they may arbitrarily increase value, and so design other valuation procedures that
they control the

trade.

ii. NTBs with Quantity Control Effect

a. Quotas: An import quota limits the quantity of a product that can be imported
in a given period, e.g. year. Voluntary Export Restraint (VER) is an export quota
maintained by a country on the request of another country.

b. Border Regulations and Standards: The importing country’s government can
also impose its rules and regulations on the border administration. Such regulations
mostly include: ISO certificates,

Sanitary and phyto-sanitary standards, eco-label, etc.

c. Buy-local Legislation: BY introducing such “buy local” laws, governments
sometimes implement laws for giving preferences for domestic products, i.e., they
specify a content restriction — that a certain percentage of the product is of local
origin.

d. Specific Permission Requirements and Exchange Controls: The government
can make it mandatory for importers or exporters to obtain specific permission e.g.
import license or export license, before it can do so. Foreign trade is impeded as
some importers/exporters are denied the license, denied the renewal of license, or
their licenses are cancelled too. One typical example is foreign-exchange control,
1.e. importers are required to apply for foreign currency required in international
trade.

e. Administration Delays/ Procedures: are bureaucratic rules designed to make it
difficult for imports to enter a country. It has been argued that the Japanese are the
masters of this trade barrier.
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f. Reciprocal Requirements: Government sometimes requires exporters/importers
to make actual payments in goods not in cash, i.e. barter/reciprocal buying/counter
trade/offsets. For example, Russia’s commercial airline, Aeroflot, has exchanged
Russian crude oil for Airbus aircrafts.

g. Restrictions on Services: Countries may restrict foreign sale of certain services
like transportation, insurance, consulting and banking due to 3 reasons, i.e.
essentiality

Socio cultural Environment

The sociocultural environment refers to the collective social and cultural factors
that influence individuals, groups, and communities within a specific society or
region. It encompasses various elements, including social norms, values, beliefs,
customs, traditions, language, education, religion, and demographics.
Understanding the sociocultural environment is crucial for businesses,
policymakers, and individuals as it shapes behaviors, attitudes, and interactions
within a society

These cultural factors are significant in international organizations where people
from different
culture backgrounds co-exist and flourish

Why culture matters in IB

Culture plays a significant role in international business due to its impact on
various aspects of business operations and interactions. Here are some reasons why
culture matters in international business:

1. Communication and Language: Culture influences communication styles,
non-verbal cues, and language preferences. Understanding cultural nuances
in communication is essential for effective business negotiations, building
relationships, and avoiding misunderstandings.

2. Consumer Behavior: Culture shapes consumer preferences, buying habits,
and attitudes towards products and services. Adapting marketing strategies
and product offerings to align with local cultural values and preferences
increases the chances of success in international markets.
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3. Business Etiquette and Customs: Different cultures have distinct business
etiquette and customs. Familiarity with these practices helps in building
trust, respecting local traditions, and forging strong business relationships.

4. Management and Leadership Styles: Culture influences management and
leadership styles, decision-making processes, and the expectations of
authority and hierarchy. Adapting leadership approaches to align with
cultural norms improves team dynamics and fosters a positive work
environment.

5. Negotiation and Conflict Resolution: Cultural differences impact negotiation
styles, approaches to conflict resolution, and the importance of relationships
in business dealings. Understanding cultural norms and adapting negotiation
strategies accordingly enhances the likelihood of successful outcomes.

6. Legal and Regulatory Compliance: Culture can affect legal and regulatory
frameworks in different countries. Understanding the cultural context helps
businesses navigate local laws, regulations, and compliance requirements
more effectively.

7. Ethical Considerations: Culture shapes ethical standards and practices,
including perceptions of bribery, corruption, and corporate social
responsibility. Being aware of cultural norms and expectations regarding
ethical conduct is crucial for maintaining a positive reputation and avoiding
legal and ethical pitfalls.

8. Competitive Advantage and Market Entry: Understanding the cultural
dynamics of a target market provides a competitive advantage. Companies
that invest in cultural intelligence and adapt their strategies to local cultures
have a higher likelihood of successful market entry and sustainable growth.

Regional Economic Integration

Economic regional integration refers to the process of countries in a particular
geographic region coming together to promote economic cooperation and
integration. It involves the removal of trade barriers, the establishment of
common economic policies, and the coordination of economic activities among
member countries.

Economic regional integration aims to foster economic growth, enhance
competitiveness, and increase trade among member countries. By removing
tariffs, quotas, and other trade barriers, it promotes the free movement of goods,
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services, capital, and labor within the region. This integration allows countries
to take advantage of economies of scale, attract foreign direct investment, and
participate more effectively in the global economy.

Levels of integration

Regional economic integration can occur at different levels, with each level
representing a deeper form of integration and a higher degree of economic
cooperation among member countries. The levels of integration in regional
economic integration are as follows:

1. Preferential Trade Agreement (PTA): At this level, countries within a region
agree to reduce or eliminate tariffs and other trade barriers on a selective
basis for goods and services traded among member countries. PTAs aim to
promote trade within the region but do not involve a comprehensive
integration of economic policies.

2. Free Trade Area (FTA): An FTA goes a step further than a PTA by
eliminating tariffs and trade barriers on a wide range of goods and services
among member countries. In an FTA, countries maintain their own external
trade policies and tariffs with non-member countries. Examples include the
North American Free Trade Agreement (NAFTA, now replaced by the
United States-Mexico-Canada Agreement or USMCA) and the ASEAN Free
Trade Area (AFTA).

3. Customs Union: A customs union combines the elimination of tariffs within
the region with a common external tariff (CET) on imports from non-
member countries. Member countries adopt a unified trade policy toward
non-members, which requires coordination and harmonization of customs
procedures and regulations. The Southern Common Market (Mercosur) is an
example of a customs union.

4. Common Market: A common market builds on the foundations of a customs
union by allowing the free movement of not only goods and services but also
factors of production such as labor and capital. Member countries remove
restrictions on the mobility of labor and capital within the region. The
European Union's single market is an example of a common market.

5. Economic and Monetary Union: This is the highest level of integration,
where member countries adopt a common currency and establish a central
bank to manage monetary policy. Economic and monetary union entails a
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high degree of coordination and harmonization of economic policies,
including fiscal policy and monetary policy. The European Union's
Economic and Monetary Union (EMU), which includes the Eurozone
countries, is the most prominent example of this level of integration.

It is important to note that not all regional integration initiatives progress
through all these levels. Some may remain at a lower level of integration, while
others may aspire to achieve higher levels of integration over time. The level of
integration depends on the goals, willingness, and capacity of member countries
to deepen their economic cooperation.

Regional Economic Blocs

Regional trade blocs are agreements between multiple countries within a specific
geographic region to promote trade and economic cooperation. These blocs aim to
reduce barriers to trade, such as tariffs and quotas, among member countries and
often include provisions for deeper integration, such as the free movement of
goods, services, capital, and labor. Here are the objectives of some prominent
regional trade blocs:

European Union (EU):
1. Establishing a single market:

« Promoting the free movement of goods, services, capital, and labor
among member states.

« Removing barriers to trade, such as tariffs and quotas, to facilitate
economic integration.

2. Creating a common trade policy and customs union:

« Formulating a unified approach to trade negotiations and external
relations.

« Implementing a common customs territory to streamline trade
procedures and reduce trade barriers.

3. Harmonizing regulations and standards:

« Ensuring consistent rules and standards for products and services
within the EU.
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« Enhancing consumer protection and safety through unified
regulations.

4. Promoting regional development and cohesion:

« Implementing financial assistance programs to support less-developed
regions.

« Facilitating infrastructure development and economic convergence
across member states.

5. Enhancing political cooperation and stability:

« Fostering closer diplomatic ties and coordination among member
countries.

« Promoting peace, stability, and security within Europe.
North American Free Trade Agreement (NAFTA):
1. Eliminating trade barriers:

« Reducing or eliminating tariffs on goods and services traded between
the United States, Canada, and Mexico.

« Facilitating the movement of goods and services across borders.
2. Expanding market access:
« Opening up new opportunities for businesses to access larger markets.
« Encouraging foreign direct investment within the region.
3. Protecting intellectual property and promoting fair competition:
« Establishing mechanisms to safeguard intellectual property rights.

« Encouraging fair competition and preventing anti-competitive
practices.

4. Enhancing cooperation in specific sectors:

« Promoting cooperation in areas such as agriculture, energy, and
telecommunications.

« Aligning regulations and standards to facilitate trade in these sectors.
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Mercado Comun del Cono Sur (MERCOSUR): AKA Southern Common Markets
(SCCM)

1. Creating a common market:

« Establishing a common external tariff and eliminating barriers to trade
among member countries.

« Promoting the free movement of goods, services, and factors of
production.

2. Strengthening economic cooperation:

« Fostering collaboration in areas such as industry, agriculture, and
energy.

« Facilitating investment flows among member countries.
3. Promoting social development and convergence:

« Implementing social policies and programs to reduce social
inequalities among member countries.

« Enhancing cooperation in education, health, and labor rights.
4. Expanding regional integration:
« Seeking to integrate other South American countries into the bloc.

« Establishing partnerships with other regional and international
organizations.

Association of Southeast Asian Nations (ASEAN):
1. Establishing an integrated economic region:

« Facilitating the free movement of goods, services, investment, and
skilled labor.

« Reducing barriers to trade, including tariffs and non-tariff measures.
2. Promoting economic development and competitiveness:

« Encouraging cooperation in sectors such as manufacturing,
agriculture, and tourism.
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« Enhancing regional infrastructure and connectivity to support
economic growth.

3. Strengthening regional peace and stability:
« Fostering dialogue and cooperation to resolve disputes peacefully.
« Enhancing security cooperation and promoting regional stability.
South Asian Association for Regional Cooperation (SAARC):
1. Promoting regional economic integration:
« Facilitating trade and investment among member countries.
« Reducing barriers to trade and promoting economic cooperation.
2. Enhancing cooperation in key sectors:

« Promoting collaboration in areas such as agriculture, energy, and
tourism.

« Encouraging joint projects and initiatives for mutual benefit.
3. Addressing common challenges:

« Collaborating on issues such as poverty alleviation, food security, and
climate change.

« Sharing best practices and knowledge among member countries.
4. Fostering cultural and people-to-people exchanges:

« Promoting cultural understanding and cooperation among member
countries.

« Facilitating tourism, educational, and research exchanges within the
region.

BIMSTEC:

The Bay of Bengal Initiative for Multi-Sectoral Technical and Economic
Cooperation (BIMSTEC) is a regional organization consisting of seven member
countries: Bangladesh, Bhutan, India, Myanmar, Nepal, Sri Lanka, and Thailand.
BIMSTEC aims to promote regional cooperation and integration among member
countries in South Asia and Southeast Asia. Its primary objectives include:
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1. Enhancing trade and economic cooperation: BIMSTEC seeks to promote
trade and investment within the region by reducing barriers and facilitating
the free flow of goods, services, and investments among member countries.
It focuses on enhancing connectivity, expanding market access, and fostering
economic growth.

2. Strengthening transport and communication linkages: BIMSTEC aims to
improve connectivity through the development of physical infrastructure,
including road, rail, air, and maritime transport networks. It also emphasizes
the establishment of reliable communication channels to facilitate better
coordination and information exchange among member countries.

3. Promoting technological cooperation: BIMSTEC encourages the sharing of
knowledge, expertise, and technology among member countries to foster
innovation and development. It promotes collaboration in various sectors
such as information technology, biotechnology, agriculture, energy, and
disaster management.

4. Facilitating people-to-people contact and cultural exchanges: BIMSTEC
aims to enhance cultural understanding and people-to-people contact among
member countries. It promotes tourism, educational exchanges, and cultural
cooperation to strengthen regional ties and foster mutual understanding and
appreciation of the rich cultural diversity in the region.

5. Addressing common challenges: BIMSTEC focuses on addressing common
regional challenges such as poverty alleviation, climate change, natural
disasters, terrorism, and transnational crimes. It facilitates cooperation in
these areas through sharing of experiences, best practices, and joint
initiatives.

Emerging foreign markets

Emerging foreign markets refer to countries or regions that are experiencing rapid
economic growth, industrialization, and increasing consumer demand. These
markets often offer new opportunities for businesses to expand their operations and
tap into growing consumer bases. Some notable emerging foreign markets include:

1. BRICS: The BRICS countries (Brazil, Russia, India, China, and South
Africa) represent a group of major emerging economies with significant
growth potential. These countries boast large populations, expanding middle
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classes, and rising purchasing power. They offer diverse investment
opportunities across sectors such as manufacturing, technology, and services.

2. ASEAN: The Association of Southeast Asian Nations (ASEAN) is a
dynamic region comprising ten member countries, including Indonesia,
Thailand, Vietnam, Malaysia, and the Philippines. ASEAN offers a rapidly
growing market with a combined population of over 650 million people. It
has become an attractive destination for foreign investment due to its robust
economic growth, favorable business climate, and increasing regional
integration.

3. Middle East and North Africa (MENA): The MENA region includes
countries such as Saudi Arabia, the United Arab Emirates, Qatar, and Egypt.
This region is witnessing substantial economic development, driven by
sectors like oil and gas, construction, tourism, and renewable energy. The
MENA market offers opportunities for infrastructure projects, real estate
development, and expanding consumer markets.

4. Sub-Saharan Africa: Sub-Saharan Africa is a diverse region with significant
untapped potential. Countries like Nigeria, South Africa, Kenya, and
Ethiopia are experiencing rapid urbanization, a growing middle class, and
increasing consumer demand. The region presents opportunities across
various sectors, including agriculture, telecommunications, infrastructure
development, and consumer goods.

5. Latin America: Latin American countries like Mexico, Brazil, Colombia, and
Chile are considered emerging markets with vast opportunities. These
countries possess abundant natural resources, a large consumer base, and
favorable demographics. The region offers potential in sectors such as
manufacturing, mining, energy, and technology.

6. Southeast Asia: Beyond the ASEAN countries, countries like Myanmar,
Cambodia, Laos, and Timor-Leste are emerging as attractive markets for
investment. These countries are experiencing economic reforms,
infrastructure development, and increased foreign investment, presenting
opportunities across various sectors.

7. Eastern Europe: Countries in Eastern Europe, such as Poland, Hungary,
Czech Republic, and Romania, have seen significant economic growth and
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integration with the European Union. These markets offer opportunities in
sectors like manufacturing, technology, automotive, and services.

Changing demographics in global economy

Changing demographics play a crucial role in shaping the global economy. As
populations evolve in terms of size, age distribution, and geographic distribution,
they significantly impact various aspects of economic activity, consumption
patterns, labor markets, and investment opportunities. As a student, understanding
these changing demographics is essential for comprehending the future dynamics
of the global economy. Here are some key points regarding changing demographics
and their implications:

1. Aging Population: Many countries are experiencing an increase in the
proportion of elderly individuals due to factors such as declining birth rates
and longer life expectancy. This demographic shift presents both challenges
and opportunities. The demand for healthcare, retirement services, and
senior-friendly products will rise, creating new industries and employment
opportunities. However, it also puts pressure on pension systems, healthcare
budgets, and labor markets.

2. Urbanization: Urban areas are witnessing rapid growth as people migrate
from rural to urban regions in search of better economic prospects. This
trend is particularly prevalent in developing countries. Urbanization impacts
various sectors, such as infrastructure, housing, transportation, and consumer
markets. Businesses need to adapt to the changing needs and preferences of
urban consumers, including increased demand for services, digital
connectivity, and sustainable urban development.

3. Emerging Middle Class: The rise of the middle class in developing
economies is a significant demographic shift. As more people move out of
poverty, their purchasing power increases, leading to greater demand for
consumer goods and services. This expanding middle class presents vast
opportunities for businesses to cater to their evolving needs and preferences.
It also fuels domestic consumption, drives economic growth, and attracts
foreign investment.

4. Migration and Cultural Diversity: Global migration patterns are reshaping
demographics in many countries. Migration contributes to labor force
growth, fills skill gaps, and drives innovation. It also brings cultural
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diversity, influencing consumer preferences and creating market niches for
ethnic products and services. Understanding the dynamics of migration and
cultural diversity is crucial for businesses to tap into these markets and cater
to the needs of diverse consumer groups.

5. Emerging Markets: Demographic changes in emerging markets, such as
China, India, Brazil, and Indonesia, have a significant impact on the global
economy. These countries boast large populations, expanding middle
classes, and a rising consumer base. Understanding the unique demographic
characteristics of these markets allows businesses to tailor their strategies
and seize opportunities for market expansion, investment, and cross-border
trade.

6. Skills and Labor Market: Demographic changes also affect the labor market.
As older workers retire, there may be a shortage of skilled labor in certain
industries or regions. This highlights the importance of investing in
education and skill development to meet the evolving demands of the job
market. Additionally, businesses need to adapt their recruitment and
retention strategies to attract and retain talent from different demographic
groups.

International monetary and Financial Environment

The international monetary and financial environment refers to the framework and
conditions that govern the global flow of money, currencies, and financial
transactions. It encompasses various institutions, policies, and mechanisms that
shape the functioning of the global financial system.

Financial environment consists of all financial surroundings that influence
international business. It includes foreign exchange market, foreign exchange
instruments, exchange rates.

Foreign exchange Market

Foreign exchange rates refer to the value at which one currency can be exchanged
for another currency in the global foreign exchange market. These rates determine
the relative value of different currencies and play a crucial role in international
trade, investment, and financial transactions
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Forex trade is carried out by banks and foreign exchange dealers. It is the world
wide market and
operates 24 hours a day.

Forex market has two major segments

A. Over the Counter (OTC) market: It is composed of commercial banks,
investment banks, other financial institutions and corporations. They have
separate foreign exchange trading rooms with technology and up-to-date
information. Most of the forex takes place in this market.

B. Security exchanges (Exchange traded market): Certain types of forex
instruments such as future and options are traded in this market (for eg.
Chicago exchange). The dealing is done through stockbroker.

Foreign Exchange instruments

1. Spot Transaction: A spot transaction is the simplest and most common type
of foreign exchange transaction. It involves the immediate exchange of one
currency for another at the current market exchange rate. The settlement
typically occurs within two business days, known as the spot date.

2. Forward Transaction: A forward transaction is an agreement between two
parties to exchange currencies at a predetermined exchange rate on a future
date. Unlike spot transactions, forward transactions allow businesses and
investors to hedge against future exchange rate fluctuations. The settlement
date for a forward transaction is typically beyond the spot date.

3. FX Swap Transaction: An FX swap transaction is a simultaneous purchase
and sale of two different currencies at two different value dates. It involves
the spot exchange of one currency for another, followed by a reverse
exchange at a predetermined future date and exchange rate. FX swaps are
commonly used by financial institutions to manage their short-term liquidity
needs and hedge against currency risk.

4. Currency Swap: A currency swap is an agreement between two parties to
exchange principal and interest payments of different currencies over a
specific period. The purpose of a currency swap is to obtain better borrowing
rates in a foreign currency or to hedge against exchange rate risk. Currency
swaps are often used by multinational corporations and financial institutions
to finance their international operations.

Visit at: Diginotenp.com




For more, visit diginotenp.com

5. Options: FX options are derivative contracts that give the holder the right,
but not the obligation, to buy or sell a specific amount of currency at a
predetermined exchange rate (strike price) within a specified period. FX
options provide flexibility and can be used for hedging purposes or for
speculative trading strategies. The buyer of an option pays a premium to the
seller for this right.

6. Futures: FX futures are standardized contracts traded on exchanges that
obligate the buyer to purchase or the seller to sell a specific currency at a
predetermined price (settlement price) and future date. Unlike options,
futures contracts have an obligation to buy or sell the underlying currency.
FX futures are popular among speculators and hedgers who want to lock in
future exchange rates.

Determinants of Exchange Rates

Floating Exchange Rate Theory: The floating exchange rate theory is based on the
belief that exchange rates should be determined by market forces, primarily supply
and demand. Under a floating exchange rate regime, the value of a currency
fluctuates freely in response to changes in economic fundamentals, such as interest
rates, inflation, trade balances, and investor sentiment. Central banks and
governments do not actively intervene to maintain a specific exchange rate. The
theory suggests that floating exchange rates allow for automatic adjustments and
can help promote economic stability by facilitating the adjustment of trade
imbalances.

b. Fixed Exchange Rate Theory: The fixed exchange rate theory advocates for a
system where the value of a currency is fixed or pegged to another currency, a
basket of currencies, or a commodity like gold. In a fixed exchange rate regime,
the central bank or government intervenes in the foreign exchange market to
maintain the predetermined exchange rate. This often involves buying or selling
foreign currency reserves to stabilize the exchange rate. The theory suggests that
fixed exchange rates can provide stability in international trade, promote investor
confidence, and reduce uncertainty for businesses engaged in cross-border
transactions.

c. Purchasing Power Parity (PPP) Theory: The purchasing power parity theory is
based on the concept that the exchange rate between two currencies should reflect
their relative purchasing power. According to this theory, in the long run, exchange
rates should adjust to equalize the prices of identical goods and services in
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different countries. For example, if a basket of goods is cheaper in Country A
compared to Country B, the theory suggests that the currency of Country A should
appreciate relative to the currency of Country B to equalize the prices. PPP theory
is often used as a benchmark for assessing whether a currency is overvalued or
undervalued. However, various factors such as trade barriers, transportation costs,
and non-tradable goods can limit the real-world applicability of PPP theory.

Mode of Payment in international trade

1. Advance Cash Payment: An advance cash payment refers to a transaction
where a buyer provides payment to a seller before the goods or services are
delivered or rendered. It is a way for the seller to secure funds and mitigate
the risk of non-payment, while the buyer may use it to demonstrate
commitment or secure a discount. (through bank)

2. Letter of Credit: A letter of credit is a financial instrument issued by a bank
on behalf of a buyer, guaranteeing payment to the seller upon the
presentation of specified documents, such as shipping documents or proof of
delivery. It offers security to both parties and ensures that the seller will
receive payment as long as the terms and conditions are met.

3. Open Account: Open account is a trade arrangement where goods are
shipped and delivered to the buyer before payment is due. Unlike other
payment methods, it relies on the buyer's creditworthiness and trust between
the parties. This method is common in established business relationships or
when the buyer has a strong financial standing.

4. Counter Trade: Counter trade refers to a form of international trade where
goods or services are exchanged directly between parties without the use of
cash. It can take various forms, such as barter, offset agreements, or bilateral
trade agreements. Counter trade is often used in developing countries to
overcome financial constraints, promote local industries, or facilitate trade in
the absence of a stable currency or financial infrastructure.

Global Financing System

It consists of the collective of financial institutions that facilitate and regulate
investment and capital flows worldwide. It includes following key components
Foreign exchange market system: discussed earlier

1. Currency exchange control system (managed by central bank): The NRB
strategically maintains stocks of different foreign currencies to avoid sudden
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fluctuations in exchange rates; such fluctuations are caused by mismatches in
demand and supply of these currencies.

2. Commercial banking system: They raise funds by attracting deposits, borrowing
money in the

interbank market, or issuing financial instruments in the global money market or
securities markets.

3. National stock exchanges: It is a facility for trading securities and other financial
instruments, including shares issued by companies, trust funds, pension funds, and
corporate and government bonds.

International Economic Institutions

1. World Bank and its associates

— It is composed of five organizations or affiliates:

a. IBRD (International Bank for Reconstruction and Development): aims at
assisting reconstruction and development of member countries by facilitating
investment of capital for productive purposes.

b. IDA (International Development Association): main object is to help the
under-developed countries in the task of raising their living standards. Provides
loans in terms of Special Drawing Rights (SDRs).

c¢. IFC (International Finance Corporation): main objectives are furthering
economic development by encouraging productive private enterprise in its member
countries and mobilizing capital in the international financial markets.

d. MIGA (Multilateral Investment Guarantee Agency): helps encourage foreign
direct investment in developing countries by providing guarantees to foreign
investors against losses caused by noncommercial risks, such as expropriation,
currency inconvertibility and transfer restrictions, war and civil disturbance, and
breach of contract.

e. ICSID (International Centre for Settlement of Investment Disputes): helps
encourage foreign investment by providing international facilities for conciliation
and arbitration of investment disputes, thereby helping foster an atmosphere of
mutual confidence between states and foreign investors.

2. International Monetary Fund (IMF)

The original role of IMF was to provide a pool of foreign currencies from its
member states that would be used to smooth out trade imbalances between
countries, thereby promoting a structured growth in world trade and encouraging
exchange rate stability.

Remarkably, the IMF’s role took a new turn from 1981. The IMF’s role in the
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world has been defines as below:

* Role of a Development Lender

* Role of a Market Borrower (borrow loans from the world’s capital markets and
invest in other

sectors)

Nepal has utilized the IMF finance to overcome difficulties of balance of
payments.

IMF also assisted Nepal in the reforms programme, Enhanced Structural
Adjustment Facility

3. Asian Development Bank (ADB)

— Is a multilateral development finance institution dedicated to reducing poverty in
Asia and the

Pacific.

— ABB’s Objectives:

* Reducing poverty in the Asian continent (Asia and the Pacific)

* Promoting economic growth

* Supporting human development

* Improving the status of women

— The ADB has extended assistance to Nepal on the nine focus areas:
1.Agriculture 2.Education

3.Water supply 4.Transport 5.Information and Technology 6.Energy 7.Public-
Private sector

management 8.Climate change 9.Social Protection

WTO

The World Trade Organization (WTO) is an international organization that deals
with global rules of trade between nations. Its main objective is to facilitate smooth
and predictable international trade while promoting economic growth and
development. The WTO provides a platform for member countries to negotiate and
establish trade agreements, resolve trade disputes, and promote fair trade practices.

Advantages of WTO for Nepal:

1. Market Access: Nepal, as a least developed country, benefits from
preferential market access granted by developed countries, allowing its
exporters to access larger markets with reduced trade barriers.
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2. Rules-Based System: WTO membership provides Nepal with a rules-based
trading system, ensuring transparency, predictability, and stability in
international trade.

3. Dispute Settlement Mechanism: Nepal can utilize the WTQO's dispute
settlement mechanism to resolve trade disputes with other countries,
ensuring a fair resolution and protection of its trade interests.

4. Technical Assistance: Nepal can access technical assistance and capacity-
building programs offered by the WTO, helping the country enhance its
trade infrastructure, improve regulatory frameworks, and build institutional
capacity.

5. Transits Rights: WTO membership grants Nepal the right to transit goods
through other countries' territories without undue restrictions. This facilitates
Nepal's landlocked trade, enabling smoother transit routes and reducing
trade barriers that would otherwise hinder the movement of goods.

6. Cost Minimization: Through WTO's trade liberalization principles, Nepal
can benefit from reduced tariffs and trade barriers imposed by other member
countries. This helps lower the cost of imports and exports, making
international trade more affordable and competitive for Nepalese businesses.

7. Benefits to Least Developed Country: As a least developed country (LDC),
Nepal receives special treatment and support from the WTO. The
organization recognizes the unique challenges faced by LDCs and provides
preferential treatment, technical assistance, and capacity-building programs
to enhance their participation in global trade.

Disadvantages of WTO for Nepal:

1. Unequal Bargaining Power: Nepal, being a small and least developed
country, may face challenges in negotiating trade agreements on equal terms
with more powerful and developed nations.

2. Competition with Imported Goods: Liberalization under WTO may expose
Nepal's domestic industries to stiff competition from imported goods, which
could negatively impact local industries and employment.

3. Limited Policy Space: Nepal's ability to implement certain domestic
policies, such as industrial subsidies or trade restrictions, may be limited
under WTO rules, which prioritize free trade principles.
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4. Agriculture Concerns: Nepal's agriculture sector, which plays a vital role in
its economy, may face challenges due to agricultural subsidies provided by
developed countries, affecting the competitiveness of Nepalese agricultural
products.

5. Long-Term Revenue Loss to Government: Nepal's government may
experience long-term revenue loss due to reduced tariffs and trade barriers
mandated by the WTO. As a result, the government's ability to generate
revenue through import duties may be limited, impacting its fiscal resources
for public welfare and development projects.

6. Threat to Domestic Industry: WTO's principles of free trade and
liberalization can pose challenges to Nepal's domestic industries. Reduced
trade barriers may expose domestic industries to increased competition from
foreign companies, potentially leading to job losses, reduced market share,
and overall vulnerability for local businesses.

7. Threat to Social and Cultural Values: Nepal's unique social and cultural
values may face challenges under the WTO framework. The opening up of
markets and the influx of foreign goods and services may impact traditional
industries and practices, potentially leading to the erosion of cultural
heritage and local livelihoods.

Principles of WTO

1. Non-Discrimination: The principle of non-discrimination ensures that
member countries treat other member countries equally in trade matters.
This principle is embodied in two key agreements: the Most-Favored-Nation
(MFN) principle, which states that any advantage granted to one member
must be extended to all members, and the National Treatment principle,
which ensures that imported and domestically produced goods are treated
equally.

2. Free Trade: The WTO promotes the principle of free trade, aiming to remove
barriers and restrictions on the movement of goods, services, and intellectual
property between countries. It encourages member countries to reduce
tariffs, eliminate quotas, and avoid unfair trade practices, fostering open and
transparent trade relations.

3. Predictability: The WTO seeks to establish predictability and stability in
international trade by providing a rules-based system. Member countries are
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expected to abide by agreed-upon rules, regulations, and commitments,
which helps reduce uncertainty for businesses and investors engaged in
cross-border trade.

4. Promoting Fair Competition: The WTO aims to ensure fair competition
among member countries. It discourages practices such as subsidies,
dumping, and discriminatory measures that may distort trade or create an
unfair advantage for certain industries or countries. The organization
encourages members to adhere to fair and transparent trade practices.

5. Encouraging Development and Special Treatment for Developing Countries:
The WTO recognizes the importance of development and provides special
treatment and assistance to developing and least developed countries. This
includes technical assistance, capacity building, and special provisions that
allow developing countries more time to implement certain agreements or
obligations.

6. Transparency: The WTO emphasizes transparency in trade-related policies
and practices. Member countries are required to publish their trade
regulations, notify changes in trade policies, and participate in regular trade
policy reviews. Transparency helps ensure that trade measures are
predictable, accountable, and easily accessible to all stakeholders.
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Chapter 5
Global Production

Global production refers to the total output of goods and
services produced by all countries and regions around the
world. It is a measure of economic activity and is usually
expressed in terms of Gross Domestic Product (GDP), which
is the monetary value of all final goods and services produced
within a country or region in a given period.

IB managers should consider following factors:
a. Country factors
b. Technological factors
c. Product factors

Global manufacturing strategy depends upon four key factors
1e.4-C

Compatibility, Configuration, Coordination, and Control.
Outsourcing

Outsourcing is the practice of contracting specific business
functions or tasks to external third-party providers, often
located in different countries or regions. Instead of performing
these functions in-house, companies delegate them to
specialized service providers or suppliers who have the
expertise and resources to handle them more efficiently or
cost-effectively.

Benefits of outsourcing:

1. Cost savings: Outsourcing certain functions can help
companies reduce costs by leveraging economies of
scale, accessing lower-cost labor markets, and avoiding
investments in infrastructure, equipment, or technology.
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2. Increased focus on corggQrpRelanGEHBY,Qusourcing
non-core functions, companies can concentrate their

resources and efforts on core activities that directly
contribute to their competitive advantage and strategic
goals.

3. Access to specialized expertise: Outsourcing allows
businesses to tap into the specialized skills and
knowledge of external providers who have a depth of
experience in specific areas, such as IT, customer
support, or manufacturing.

4. Improved flexibility and scalability: Outsourcing
provides businesses with the flexibility to adjust their
operations quickly in response to changing market
conditions, demand fluctuations, or business growth.
External providers can often scale their services up or
down as needed.

Risks of outsourcing:

1. Loss of control: Handing over critical business
functions to external providers means relinquishing a
certain degree of control and oversight, which may
introduce risks related to quality control, data security,
and adherence to company standards.

2. Communication and cultural barriers: Working with
offshore or geographically distant providers can lead to
challenges in communication, cultural differences, and
time zone disparities, which may impact coordination,
collaboration, and efficiency.

3. Dependency on external providers: Companies relying
heavily on outsourcing may become dependent on their
providers, which can pose risks if the provider
experiences financial difficulties, operational
disruptions, or fails to deliver as expected.



4. Potential for a negative impact on internal workforce:
Outsourcing decisions can sometimes result in job
losses or workforce restructuring, which can create
internal morale and motivation challenges if not
managed effectively.

Logistics

It is the part of the supply chain process that plans,
implements, and controls the efficient, effective flow and
storage of goods, services and information from the point of
origin to the point of consumption to meet customer’s needs.

Managing Global Supply Chain

Supply chain management involves a series of value adding
activities that connect a company’s supply side with the
demand side. It is the management of suppliers and customer
relation too. It includes the consideration of;

a. Customer service requirement

b. Manufacturing and distribution network design

c. Inventory management

d. Information system

e. Outsourcing and third party logistics relationship
Global Marketing Strategy

It is to identify global market opportunities and market
potential through marketing research, specifying country and
developing appropriating marketing mix consisting of four
areas.

= Product strategy
* Pricing strategy
= Pr romotion trgt%gfy
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1. Global Branding

Global branding is the process of developing and
maintaining a consistent brand identity and image that
appeals to customers in various markets and cultural
contexts.

few considerations for developing global branding
strategies:

1. Cultural sensitivity: Understanding and respecting
cultural differences is crucial when developing a global
branding strategy. Cultural nuances, values, beliefs, and
consumer behaviors can vary significantly from one
market to another. Adapting the brand message,
imagery, and even product offerings to align with local
cultural norms can enhance brand relevance and
acceptance.

2. Language adaptation: Language plays a critical role in
global branding. Effective communication requires
translating and localizing brand names, slogans,
marketing materials, and website content to ensure they
are meaningful and resonate with local audiences. It's
important to consider linguistic nuances, idioms, and
potential language barriers to avoid unintended negative
connotations or misunderstandings.

3. Consistent brand positioning: Maintaining a consistent
brand positioning across different markets helps create
a unified brand identity and reinforces brand
recognition and trust. While adaptations may be
necessary, the core values, personality, and unique
selling propositions of the brand should remain
consistent to ensure a cohesive global brand image.



4. Local market research: Conducting thorough market
research is essential for understanding consumer
preferences, needs, and competitors in each target
market. Insights gathered through market research can
inform product customization, marketing messaging,
pricing strategies, and distribution channels that align
with local market dynamics and consumer demands.

5. Local partnerships and endorsements: Collaborating
with local influencers, celebrities, or industry experts
can help enhance brand credibility and visibility in
specific markets. Partnering with local distributors or
retailers who have established networks and market
knowledge can also facilitate market entry and
expansion.

2. New Product Development

Product development refers to the complete process of
creating a new product or modifying an existing one from
concept to market launch. It involves a series of activities
and stages aimed at transforming ideas and customer needs
into a tangible product that meets market demands. The
product development process typically includes the
following stages:

1. Idea Generation: In this stage, ideas for new products
or product improvements are generated. This can be
done through market research, customer feedback,
brainstorming sessions, or technological advancements.

2. Idea screening: Idea screening is a crucial step in the
product development process where potential ideas are
evaluated to determine their feasibility and suitability
for further development. During idea screening, ideas
are typically categorized into three categories:

rominent %1%9_(?5 marginal ideas, and reject ideas.

Prominent Ideas: These idggs shew sttonsRatential for
success and closely align with the organization's goals and

market needs. They are prioritized for further development.

Marginal Ideas: These ideas have some potential but may
require refinement or addressing certain limitations or
uncertainties before proceeding.

Reject Ideas: These ideas do not align with strategic goals,
lack market potential, or have significant challenges that
cannot be overcome. They are deemed unfeasible for
further development.

3. Concept Development: Once an idea is generated, it is
further developed into a product concept. This involves
defining the product's features, benefits, target market,
and value proposition. Initial feasibility studies may be
conducted to assess the viability of the concept.

4. Market Research: Market research is conducted to
gain a deeper understanding of the target market,
customer needs, and competitive landscape. This helps
validate the product concept and provides insights for
further refinement.

5. Design and Prototyping: The design stage involves
translating the product concept into detailed
specifications and creating prototypes. Prototypes allow
for testing and evaluation of the product's functionality,
usability, and aesthetics. Iterations and improvements
are made based on feedback from testing.

6. Testing and Validation: The product is tested
rigorously to ensure it meets the required quality and
performance standards. This may involve conducting
various tests, such as functionality testing, durability
testing, user acceptance testing, and compliance testing
with industry regulations.



7. Manufacturing and Production: Once the product

design is finalized and validated, the manufacturing
process begins. This involves selecting suppliers,
sourcing materials, setting up production facilities, and
establishing quality control measures. Production
volumes are gradually ramped up to meet market
demand.

. Marketing and Launch: The marketing and launch

stage involves creating marketing strategies, developing
promotional materials, and planning the product launch.
Pricing, distribution channels, and sales strategies are
determined. The product is introduced to the market,
and initial sales and customer feedback are monitored.

Post-launch Evaluation and Improvement: After the
product is launched, its performance and customer
feedback are continuously monitored. Any necessary
improvements or modifications are identified and
implemented to enhance the product's competitiveness
and customer satisfaction.

3. Pricing

It is usually complex; it is even more difficult in international
business, because there are multiple currencies, trade barriers,
additional cost considerations, potential government
regulation, and typically longer distribution channels.

International prices are determined by factors both internal
and external to the firm that often cause prices to inflate in
some foreign markets.

Fair prices: is either low or high as long as it reflects
the perceived value of the product. Too high price
discourage buyers. Too low price incurs loss to the
marketing firm.
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* Price discrimination: gonsuwmets. i dbtksrentcountries
are charged different prices for the same product or

service. IB firms may use this to maximize their profits.

4. Marketing Communications
Also known as marketing promotion.

Companies use marketing communications to provide
information to, and communicate with, existing and
potential customers, with the ultimate aim of creating
demand.

» Communicating with customers in foreign markets is
more important in international marketing because
geographical and psychological distance separate a firm
from its intermediaries and customers.

» International communication strategy concentrates
more particularly on Advertising, since personal selling
is not much possible in international markets.

» However, there is some room for conducting direct
marketing and sales promotion tools.

5. Distribution

Distribution is an essential element of the marketing mix,
contributing value to products and services through various
channels. When businesses expand globally, distribution
becomes even more significant. International distribution
systems and channels serve as the link between
manufacturers and end consumers worldwide. However,
it's important to note that distribution channels can vary
significantly across regions and markets. Typically, an
international distribution system includes a wholesaler and
a retailer working together in a channel to facilitate the
flow of products.

Global E- Marketing Strategy



Global E-marketing strategy involves practicing global
marketing with the use of electronic media, especially
internet.

When internet is used to perform marketing activities
across the globe, i.e. assess the global customers’ wants,
market segmentation & targeting, product, pricing,
promotion, and distribution in various countries, it is
global e-marketing strategy.

Global e-marketing strategy has transformed the
concept of physical market place into virtual market
space, i.e. where buyers and sellers can interact online.

Global e-marketing Strategies

l.

Strategies on e-Business model

. Strategies on E-Documentation of Trade

2
3.
1

Alternative E-Business Strategies

. Strategies on e-Business model

a. B2B

Marketing activities between business organizations
between 2 or more countries. Most global e-marketing
takes place under this model.

B2C

Business organizations marketing to consumers across
the globe. 2" largest global e-marketing takes place
under this model.

C2B

many service professionals offer their services to
business organizations through online portals.
Individuals offer their services or products to business

wsdanibatioterthcongh online portals.

®

C2C

For more, visit diginotenp.com

Chat rooms and social media (face book or Twitter) are
used for this purpose

eBay is providing electronic auctions for online-real
time bidding.

B2G

Business organizations approaching government
agencies to offer their services, products, etc. e.g. for
public procurement, E-tenders

G2B

If the government takes the marketing initiative, it is the
case of G2B.

Strategies on E-Documentation of Trade

Electronic data interchange (EDI) between the
marketer and the customer will save cost and time in
marketing, i.e. order placement, order-processing,
distribution, and promotion activities.

. Alternative E-Business Strategies

Brick and mortar model
traditional model

company’s website is meant for only providing
information and promotion purpose not for selling. The
customer has to physically visit the shop to purchase
the product.

Brick and click model

the customer can buy either visiting the physical shop
or has the option of buying through online order
placement.



c. Pure click model

» The customer can buy the product only through online
order placement, i.e. he cannot visit the physical store.

Financial Management

» Financial management refers the proper allocation and
effective utilization of financial resources. It deals with
two major functions;

A. Acquisition of financial resources.

B. Allocation of financial resources at different
activities of org.

International financial mgmt involves six key functions.

International financial management encompasses several
key functions related to managing finances in a global
business context:

A. Deciding on capital structure (debt or equity): This
involves determining the optimal mix of debt and equity
financing for the company's international operations. It
requires evaluating factors such as cost of capital, risk
tolerance, regulatory requirements, and the availability of
funding sources in different markets.

B. Raising funds: Companies engage in various methods to
raise funds for their international operations, including
debt financing (e.g., borrowing from banks or issuing
bonds), equity financing (e.g., issuing shares to investors),
or intra-corporate financing (e.g., capital injections from
parent companies or subsidiaries).

C. Management of working capital and cash flow:
Effectively managing working capital, which includes
assets such as inventory, accounts receivable, and accounts

payable, is é;llr;gtce%l_cg%r maintaining liquidity and sustaining

daily operations. Monitoripg gash flowidsalse ydtal to
ensure sufficient funds are available to meet operational

needs in different countries and currencies.

D. Capital Budgeting for international operations: Capital
budgeting involves evaluating and selecting investment
projects in different countries or regions. It requires
considering factors such as project risk, potential returns,
foreign exchange rates, taxation, and regulatory
environments to make informed decisions about allocating
financial resources.

E. Management of Currency Risk: As companies engage in
international transactions, they face currency risk due to
fluctuations in exchange rates. Managing currency risk
involves implementing strategies to mitigate the potential
impact of exchange rate movements on the company's
financial performance, such as hedging techniques,
forward contracts, or currency derivatives.

F. Management of international accounting and tax
practices: International financial management includes
adhering to accounting standards and tax regulations in
different jurisdictions. It involves ensuring compliance
with international financial reporting standards, proper
consolidation of financial statements for multinational
companies, and navigating the complexities of
international tax laws to optimize tax efficiency.

Source of funds for international operations

* Global equity financing: It is selling shares to
investors, as a percentage of ownership in the firm as
well as dividend payments. Advantage-getting fund
without debt. Dis Ad- Whenever ownership is sold to
new one, risk of losing control.



Global debt market: Borrowing money from bank or
other financial intermediaries. Two sources: loan from

foreign country risk (e.g, gRySTNRERI ML eRtion, high
inflation, adverse exchange rate.)

financial institutions or the sale of corporate bonds to
individuals and institutions. Adva. Firm does not
sacrifice any ownership to obtain needed capital. Dis- » Government across the world have the authority to
adv. Too much debt can force companies into financial impose tax on the business firms in their country, or
Crisis. within their jurisdiction.

Tax Practices

Investment Decisions » Internationally, firms seek to minimize taxes, which

: : consist of direct taxes, indirect taxes, sales taxes, and

> (Le. tal B t ’ ’ ’
(Le. Capital Budgeting) value-added taxes.

» Investment decisions should maximize the corporate
financial value, i.c. total financial values of corporate

portfolios across the globe.

Tax Types

1. Direct Taxes are calculated on actual income, either
individual or firm income. Direct taxes are typically
imposed on income from profits, capital gains, intra-
corporate transactions, royalties, interest and dividends.

» The purpose of capital budgeting is to help managers
decide which international projects provide the best
financial return.

2. Indirect Taxes, such as sales taxes, tariffs, and value-
added taxes, are applied to the purchase prices, material

costs, quantities of natural resources mined, and so
forth.

Eliminating Multiple Taxations

» The decision depends on the project’s initial
investment requirement, its cost of capital, and the
incremental cash flow and ultimate cash flow to the
subsidiary and to the parent company headquarter,
or other advantages it can provide.

Net present value (NPV) analysis of capital investment a. Tax Treaties

projects » Every country has a sovereign right to levy taxes on all

» NPV is the difference between the present value of a
project’s incremental cash inflows and its initial
investment requirement (outflows).

» The investment abroad is justifiable if it has a positive
NPV.

» 4 complicated issues: Cash flows in foreign currency,
different tax rule in foreign location, foreign

government’s restriction of transfer of funds/inflows,
Visit at: Diginotenp.com

income generated within its borders. However, MNCs
run into a problem when their income is taxed in the
foreign country as well as in the parent country; it
results into double taxation. To avoid such double
taxation, countries sign double tax avoidance treaties or
agreements with one another.

. Foreign Tax Credits

Are an automatic reduction in domestic tax liability
when the firm can prove it has already paid income tax



abroad, when these two countries have a tax treaty. Or
the firm may be liable to pay tax in each country, but
the amount is ‘prorated’ so the total is no more than the
maximum tax in either country.

Currency Risk Management

» 1B manager face risk of adverse foreign currency while

2.

receiving or making payment in international business,
e.g. a Japanese stock might gain 15 percent in value,
but if the yen falls 15 percent, the stock gain is zero.

In international transactions, either the buyer or the
seller incurs currency risk.

Three Types of Currency Exposure

. Transaction Exposure

Transaction exposure is the possibility that changes in
exchange rates can affect the financial results of
business transactions conducted in different currencies.
When a company deals with foreign currencies, there is
a risk that the exchange rates may fluctuate, leading to
gains or losses in the value of the transactions.

If US firm purchase from India (to pay in Indian
currency) for 3 month credit purchase, the rate then
$1=Rs. 100, but after 3 month while making payment if
the rate is $1=Rs. 90; US firm loses Rs. 10.

Such gains or losses are real gains or real losses. They
affect the firm’s value directly by affecting its cash
flows and profit.

Translation Exposure

Translation exposure, also known as accounting exposure,
refers to the potential impact of fluctuating exchange rates
on a company's financial statements when converting
foreign currency transactions or the financial statements of

fordighesithgimdiarpemto the reporting currency. It arises

due to the need to translateforeign CHEGRE%ASIEES,
liabilities, revenues, and expenses into the reporting

currency for financial reporting purposes

» When translated into dollars, the quarterly net income
of the Japanese subsidiary of a U.S. MNE may drop if
the Japanese yen depreciates against the dollar during
the quarter.

Note that gains or losses in translation exposure are
“paper” or “virtual” gains or losses and do not affect
cash flows directly.

» This contrasts with transaction exposure, in which gains
and losses are real .

3. Economic Exposure
Economic exposure, also known as operating exposure,
refers to the risk of adverse effects on a company's cash
flows, competitive position, and long-term profitability
due to changes in exchange rates. It arises from the
exposure of a company's future revenues, costs, and
market share to fluctuations in exchange rates.

» Exchange rate fluctuations help or hurt sales by
making the firm’s products relatively more or less
expensive for foreign buyers.

Currency Risk Management

1. Hedging is a widespread practice used to reduce
currency risk. Forward contracts, currency options, and
currency swaps are used to lock in or limit the exchange
rate for future transactions or cash flows. Hedging
protects against negative currency swings by providing
certainty or minimizing potential loss.



. Diversification: Spreading activities and revenue
streams across multiple currencies and markets can help
to mitigate currency risk. Companies that operate in
multiple nations and currencies can offset losses in one
currency with earnings in another. This method reduces
the impact of currency changes on overall financial
performance.

. Netting is the process of balancing inflows and
outflows in different currencies inside a corporation or
across linked organisations. By subtracting the sums
owed or payable in different currencies, companies can
reduce their exposure to currency risk and minimize
transaction costs associated with multiple currency
conversions.

. Pricing and invoicing tactics: To manage currency risk,
businesses can use pricing and invoicing strategies.
Setting prices in the customer's local currency, for
example, or utilising currency provisions in contracts
might assist transfer currency risk to the buyer.
Invoicing in the company's reporting currency can also
help to reduce translation risk.

. Monitoring and forecasting: Effective currency risk
management requires regular monitoring of exchange
rates and macroeconomic factors that influence
currency fluctuations. Companies must keep up to date
on economic developments, geopolitical events, central
bank policies, and other factors that can affect currency
exchange rates. Forecasting exchange rates accurately
can help you make informed judgements and take
suitable hedging activities.

. Improved operational efficiency and cost-cutting
strategies can help to manage currency risk. indirectly.
Streamlining processes, reducing costs, and improving
productivity can help offset any negative impact from
gdyerse currency fluctuations on profitability.

iginotenp.

International human reseuyrcs managemenfzstaffing
policies

» Consideration of international workers and managers at

global dimension.

» Acquiring, developing, motivating and maintaining an

effective team of HR who come from diverse
background.

» Big challenge to the most MNCs.
Staffing Policies

Staffing policies, specifically the EPRG framework, refer to
the approach and strategies used by multinational companies

to select and deploy employees in their international
operations. The EPRG framework consists of four main
staffing approaches:

1. Ethnocentric Approach: This approach involves

filling management positions with individuals from the
home country of the company. The key idea is to rely
on employees who are familiar with the company's
culture, practices, and values. It assumes that home
country nationals have the necessary expertise and
understanding to manage international operations
effectively. However, it may limit diversity and local
responsiveness.

. Polycentric Approach: In the polycentric approach,

host country nationals are recruited and appointed to
managerial positions in the subsidiaries or operations
located in their respective countries. The belief is that
local managers possess the necessary knowledge,
language skills, and cultural understanding to operate
effectively in their own markets. This approach
promotes local responsiveness but may limit
coordination and integration across subsidiaries.



3. Regio-centric Approach: The regio-centric approach
prioritizes staffing positions with individuals from the
same geographic region as the company's headquarters
or main operations. It seeks to capitalize on regional
similarities in language, culture, and business practices.
This approach facilitates coordination and integration
within a specific region but may overlook the unique
characteristics of individual host countries

4. Geocentric Approach: The geocentric approach
focuses on hiring the best talent from anywhere in the
world, regardless of their nationality. It aims to select
employees based on their knowledge, skills, abilities,
and attitude (KASA) rather than their nationality. This
approach values diversity, global perspective, and talent
mobility, enabling the company to leverage a diverse
pool of expertise. It promotes a global mindset but can
be challenging due to immigration laws, work permit
restrictions, and cultural adaptation.

Diversity Management

Diversity management refers to the effective management
and acceptance (embracing) of diversity in attitudes,
cultures, faiths, race/ethnicity, languages, and educational
backgrounds within an organisation. It entails fostering an
inclusive and supportive work atmosphere that respects
and supports its employees' diversity.

Some guidelines for effective diversity management
include:

1. Promoting equality and social justice for women
workers: Ensuring fair treatment and opportunities for
women in the workplace, addressing gender biases, and
providing support for career development and
advancement.
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2. Careful selection of teagg, membersiGRnsidering
diversity factors when selecting team members, such as

their unique perspectives, backgrounds, and skills that
can contribute to a diverse and dynamic team.

3. Identifying group goals and values: Clearly defining the
goals and values of diverse teams, ensuring alignment
and shared understanding among members to foster
collaboration and a sense of belonging.

4. Cultural harmonization efforts and employee training:
Encouraging cultural understanding, promoting respect,
and providing training to employees to increase
awareness and sensitivity towards diverse cultures,
backgrounds, and perspectives.

5. Providing positive feedback on performance:
Recognizing and appreciating the contributions and
achievements of employees from diverse backgrounds,
offering constructive feedback, and creating a
supportive environment that encourages growth and
development.

6. Managing people through a balanced mix of ERRG
orientation: Considering the benefits of different
approaches to diversity management, such as the
Ethnocentric, Polycentric, Regio-centric, and
Geocentric orientations, and adopting the most suitable
approach for managing a diverse workforce.

Labor Relation

Labor relations refer to the interactions and relationships
between employers and employees or their representatives,
typically in the context of collective bargaining,
negotiations, and the establishment of terms and conditions
of employment. It involves the management of the



employer-employee relationship to promote fair and
productive workplaces.

Major labor relations issues commonly include:

1. Collective Bargaining: This is the process by which
representatives of employees, such as labor unions,
negotiate with employers to establish employment
terms and conditions, including wages, benefits,
working hours, and other workplace policies. Collective
bargaining aims to find a mutually beneficial agreement
between labor and management.

2. Grievance Handling: When conflicts or disputes arise
between employees and employers regarding workplace
1ssues, such as unfair treatment, violation of
employment contracts, or disciplinary actions,
grievance handling processes are used to address and
resolve these concerns. Effective grievance handling
helps maintain positive labor relations and prevent
conflicts from escalating.

3. Industrial Action: Industrial action, such as strikes or
lockouts, occurs when employees or employers take
collective action to express their grievances or push for
desired changes. Strikes involve employees withholding
their labor, while lockouts involve employers restricting
access to the workplace. Industrial action is a means for
employees to assert their bargaining power and
negotiate better working conditions or benefits.

4. Labor Legislation and Regulation: Labor relations are
influenced by labor laws and regulations established by
governments to protect the rights and interests of
employees and employers. These laws govern areas
such as minimum wages, working hours, occupational
health and safety, labor organizing rights, and dispute
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resolution procedures. eompliansewiihdahgrlaws is
crucial for maintaining fair labor relations.

5. Employee Participation and Engagement: Creating
mechanisms for employee participation and
engagement, such as employee representation on boards
or committees, can foster a positive labor relations
climate. Giving employees a voice in decision-making
processes and involving them in shaping workplace
policies can contribute to increased job satisfaction,
productivity, and overall employee well-being.

Preparing employees for repatriation

Repatriation is when someone returns home after
completing a foreign assignment. It can bring about mixed
emotions for the employees or expatriate managers. Even
in a span of two years, many things may have changed,
both in their home country and in how they perceive the
foreign environment.

Repatriation often leads to difficulties in various areas,
such as finances, work, and social aspects. To help
employees with repatriation and reduce problems that may
arise, several strategies can be employed:

1. Counselling: Providing guidance and support to
employees on the challenges they may face when
returning home.

2. Monitoring compensation and career path: The
company can keep track of the employee's
compensation and ensure that their career position is
equal to or better than what they held before going
abroad.

3. Interim financial support: The company can offer
temporary financial assistance, such as bridge loans, to
help the employee during the transition period.



