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COURSE GUIDE ENT 419: INTERNATIONAL BUSINESS

ENT 419: International Business is a one semestectedit unit course. It is available
for all 400 levels under graduate programmes ilgkbf business and human resources
management. The courses consist of sixteen (16Yy stoits and subdivided into three
modules covering such areas as: an overview afnatenal trade and business;
international business strategies and ethical anash¢ial aspects of international
business.

This course guide tells you briefly what the coussabout, relevant textbooks to consult,
and how you can work your way through this coursg¢emal. It also contains some
guidelines on your tutor marked assignments avdedlsas self assessment exercises.

What you will learn in this Course

The major aim of international business is to egdearners to the basic concepts in
international trade, international business andotss of entering world business
markets. The field of international business idlenging, most so we are a dynamic
world where modern technologies have made the vmriihess as a global village.
International business can be embarked upon bynéenested persons provided rules
and ethics of the business are adhered to. Ieisaanf extending domestic market abroad.
Therefore in order to achieve maximum usage oféBeurces, there is a need to studies

some variables that affect such business activities

Course Aims
The course aims to give you a broad knowledge sinass and how this knowledge
gained would be used in planning, coordinating aeg necessary activities at the
international business process. This would be a&eli¢hrough studying:

1. International business and international trade

2. Theories of international trade
3. World business environment
4

. Globalization
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Foreign Direct Investment

Political Economy of international trade
Modes of entering international markets
International marketing

Distribution strategies

10. Exports and Imports practice

11. Multinational corporations

12. Ethical issues in international business

13. Financial influence on international business

14.International Monetary Fund system

15. International liquidity and

16. International finance and lending institutions

Course Objectives

| order to achieve the aims set out above, theseosets overall objectives. You will also

realize that each course unit objective s is alvilagisided at the beginning of each unit.

Hence, you are encouraged to kindly read througlspiecific objectives before studying

through the unit. However, the following are soméhe broad objectives of this course.

Thus, after thorough studying of the course, yoaughbe able to:

1.
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Differentiate between international business amerirational trade

Explain mode of entering world markets

Explain globalization

Explain foreign direct investment (FDI)

Explain exports and imports practice

Describe mode of operations of multinational coghions (MNCs)

Explain some ethical issues on international bissine

Explain international monetary fund and its inflaeron international business

Explain international liquidity

10. Explain International finance and lending instibuts and host of others



Working through this Course
It is important that you patiently read through timéts and consult the suggested texts
and other related materials. The units consiselbfassessment exercises and tutor

marked assignments to help your studies.

Course Material

The major components of these course materials are:
Course Guide

Study Units

Main text

Activities and Tutor marked assignments

a c 0 DdPE

References and Further reading

Study Units
There are sixteen (16) study units in this cour$es are
Module One: An Overview of International Trade andInternational Business
This module examined the fundamental factors thadtroe considered before going into
international business. This is very imperativerder to avoid losing huge resources
invested in international business by interestelviduals. This module composes of:
1. Introduction to international business
Basis of international trade
World market environment

Globalization
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Foreign Direct Investment (FDI) and

6. Political Economy of international Trade
Module Two: International Business Strategies
This module which comprises of five units examigadtegies necessary to maintain fair
market shares of the international business. Bhimportant because of the dynamism of
the international business, changes in internaltionsiness practice This module thus

comprises of:



Mode of entering international markets
International marketing
Distribution strategies

Exports and imports practices and
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Multinational corporations (MNCS)

Module Three: Ethical and Financial Aspects of Intenational Business
This module also comprises of five units. It disas ethical issues on international
business; financial influence on international hass activities and lending institutions.
This module therefore composes of:

1. Ethical issues on international business
Financial influence on international business
International Monetary Fund Systems

International liquidity and
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International finance and lending institutions

Textbooks and References
You should note that there are no compulsory teoétbdor the course. However, you are

encouraged to consult some of the listed textfuidher readings at the end of each unit.

Assignment File
The assignment file will be made available to yblous, you will find all the details of
the work you must submit to your tutor for markifitne marks you obtained in these

assignments will count towards the final mark yall @btain for the course.

Assessment
Your performance in this course will be based oo tmajor components. These are tutor

marked assignments (TMAS) and written examination.

The tutor marked assignment ------------ - 30%
Final Examination------ e 70%
Grand total 100%



The self assessment exercises are designed toaidtydies. They are not required to

submit for grading; however they are very importduat you attempt them.

Tutor Marked Assignment

At the end of each unit, there is a tutor markesigasnent which you are encouraged to
do. The centre director will inform you the numloétutor marked assignments to be
submitted.

Final Examination and Grading

At the end of the course, you are expected tmsia final examination of three hours
duration. The final examination grade is 70 pereemte the remaining 30 percent is
from TMAs. The final examination is a reflectionwhat you have read and previous
TMAs encountered.

How do get the most from this course

The distance learning system of education is glifferent from the traditional university
system. Therefore you are encouraged to studyritie thoroughly. The physical
absence of the teacher has been replaced witlhgt&ep studying of the units and the
necessary built in self assessment exercises. Hencw read and understand the

course, not reading the units like novel.

Facilitators/Tutoria Is

Detailed information about learning support sersioetutorial contact hours will be
communicated to you through the centre directorgoaf respective centres. Other
academic counseling will be offered to you by thademic counselors at the centre.
However, you are encouraged to study the courserialitinits before attending any
tutorial. This will help you to gain added advargaghile the facilitator discusses such
units being discussed. This will also enable yoadwtribute effectively on the
discussion.

Summary

International business is a discipline that dwefignternational business practices. It
concerned itself with environmental variables, atat differences, language differences,

economic differences, ethical differences, andosthf It aimed to create opportunities to



interested individuals and groups beyond domestiviges. Therefore, it is imperative

to study the key variables that shape such a@suiti

Conclusion
Welcome to the world of international business hivig you a successful study
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UNIT 1: Introduction
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1.0Introduction

Trading is no longer limited to some selected irdlials and countries again. Trade cut
across nations and individuals of the world nowsddtyis more challenging and
appreciated than before. This is because theréuisdamental shift in the world
economy. We moving away from a world in which naéibeconomies were relatively
self-contained entities, isolated from each othebdriers to cross-border trade and
investment, by distance, time zones and languag@aional differences in government
regulation, culture and business systems. Andresen@ving toward a world | which
barriers to cross- border trade and investmentiecening and perceived distance is
shrinking due to advances in transportation arettehmunication technology. This unit

examines international trade/business versus danmstiness
2.00bjectives

On successful completion of this unit you shouldabke to:

a. Explain international business

18



b. Explain domestic business

c. State the need for international business

d. State differences between domestic trade and etierral business and

e. State reasons for international trade and barnteirsternational trade
3.0Main Text
3.1 International Business
International, business is the study of transastiaking place cross national borders for
the purpose of satisfying the needs of individaald organizations. These economic
transactions consist of trade as in the case ajrérg and importing and foreign direct
investment as in the case of companies fundingocations in other countries.
International business consists of transactionsatteadevised and carried out across
national borders to satisfy the objectives of indlilals, companies and organizations and
as well as countries.
International trade is the exchange of goods andcss across international borders and
is also known as export and imports. Exports amg@nd services produced by a firm
in one country and then sent to another countryekample, many companies in Dubai
export clothing and other textile products to NigeWhile imports are goods and
services produced in one country and brought iarmther country. For example, Japan
is a major importer of petroleum because it mdggen outside suppliers for all of its
energy needs.
Domestic/home trade is the study of transactiokisggplace within a country. That is,
all transactions that took place among Nigericestét refers to as home trade. Home
trade aids international business. Information xjpoets and imports is important to the
study of international business, namely:

2. Trade is the historical basis of international hass and trade activities
help us understand multinational enterprises (MNfagtices and
strategies

3. Trade helps better understand the impact of intenma business on
world economies

4. Exports and imports are the main drivers of intéomal trade
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Czinkota et al (2002) states that internationalitess could be and are always
interrelated; they are export and import tradeiad foreign investment. International
business could take a form of owning a subsidiammany fully, joint ventures,
licensing, and franchising or management contiaefinition of international business
bordered on two issues, namely.

a. National borders

b. Transactions

Nations have borders; it therefore means trangadbnsiness across borders is an
international business, whether the business fsimitations in the same region or across
two different regions.

3.2 Brief History of International Business

The field of modern international business begaateteelop in the 1950s. At this time,
there were not great number of Multinational Entisgs (MNES) and most of them were
American. World War 1l had ended less than a det&fiere and many nations including
Japan and European countries were more concerrtiedeluilding than overseas
investing. Early international business textbooksemvritten by American professors
and offered a general descriptive approach toiéhe. fThere were few international
research studies to provide substantive informatiernational companies that served
as teaching examples were often those with intematdivisions’ rather than true
MNEs

During the 1970s and 1980s the field of internaldyusiness changed greatly. The
economic growth of Europe and Japan, coupled wethtgstrides by newly industrialized
countries, resulted in more and more attentiong®nused on international business
The 1990s saw the emergency of a strategic managéawals for drawing together the
field of international business. The descriptiveas of the 1950s and 1960s, and the
analytical ideas of the 1970s and 1980s were nomglmmbined into an integrative
approach. Historical and quantitative research meag being incorporated into models
for describing, explaining and helping predict whvais happening in the international
arena

3.3 Need for International Business
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International business as a course and a studydsssary for students of business
management and others because every business redntmdake advantage of the
following.
a) You need international experience to equally aganyour business at home, simply
because the whole world is now a global village.
b) The Chief executive officers and managing doestneed courses in international
business to cope with human resources management
c) International business is needed for managebetome familiar with other markets,
culture and customs of other business markets.
d) It will equally increase the involvement of tfiem in international business, thus its
procedures and practices need to be studied.
Self Assessment Exercise
List five Nigeria businesses abroad
3.4  Differences in International Business
International business and domestic business difethe fact that international business
has three forces to content with once it operatside the shore of its country. They
include:
<> Domestic
X Foreign
X International

While domestic business contends only with one groti problem which is
domestic All the same, domestic business sometooetends with issues of competing
with foreign business that establish their busimveigisin the country. This are discussed

in details under world business environment ingillgsequent units.

3.5 Reasons for Going Abroad

Many company and business executives go abroaliir reasons as discussed below:
A) Increase profit and sales

A lot of companies’ managers are under pressuisc@ase their company’s sales and

profits. Because of that, they continue to seaocméw market. Because of this they look
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for market with growth in GDP and population oresonomy with high growth rate and
their business is not growing at the same rate.
While increasing your companies profit and salas ymst be able to.
1. Create New Market- This is created where the @BRcapital is increasing.
2. Know where there are preferential trading areamgnts.
Seek for an agreement by a small group of Nationsstablish free trade among them
while maintaining trade restriction with all othidations. ECOWAS is a good example.
3. Faster Growing Market- Is another way of increggrofit and sales. Because of the
fast growing marketing, local companies may beimglto invest there to improve on the
profit example is Liberia.
4. Improved Communication- It is a supporting gragor opening up new markets
oversea because certainly the ability to commueicapidly and less
expensively with customers and subordinates by ectnic mail and video
conferencing has given managers confidence inlihigéyao control foreign operations.
Improving on profits is by obtaining greater revesuTo obtain greater revenues, you
need to simultaneously introduce product in forengarkets and as well as domestic
markets or they are move toward greater globabtmatif their operations. In addition to
going international is to reduce cost of goods smd higher overseas profits as an
investment motive.
Test market is another way of increasing profitause test marketing a product in a
foreign location is less important to the compahgnt its home market and major
overseas markets.

B) Protect Markets Profit and Sales
Some of the reason of going international is to
Protect Domestic Market- By so doing the companio¥es its customers abroad. A
company that has its customers scattered aroundldbe, it goes international in order
to protect such markets that it is serving andnitdtiplier effect is that it protect both the
profit and sales.
Protects Foreign Market- This implies that compantically examines the economic
activities, whereby in the domestic market, theee a

a) Less/Lack of Foreign Exchange
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b) Local Production by competitors
C) Down Stream Markets- like NNPC buildimgga stations.
d) Protectionism- erecting import barriers to reglaompetition.
Protecting companies Profit, Sales and markets,cihild be achieved by
1 Guarantee Supply of raw materials
2 Acquire technology and management know-how
3 Geographic Diversification
4

Satisfy Management desire for expansion

Self Assessment Exercise

List factors that you considered could influencgédia manufacturer to relocate abroad

while there are existing customers at home.

3.6 Reason for International Trade

International trade is an indispensable and inbigtactivity in modern business. Here

are some factors which accounted for this:

4  Factor Endowment: International trade owes it origi the varying resources of
different regions. Resources are not evenly disted across the globe. Some areas
are blessed with abundant supply of minerals skeAfrica, while others have
little or nothing. Some of these resources areebetilized outside its origin place.

5 Climatic condition: Some commaodities can only bevgunder particular climatic
condition and on certain soil. Because of theskerdihces in climatic conditions,
this call for international trade among nationshef world.

6 Level of Technical Know-How: Developed countriesdafrope and America have
acquired special skills due to their developmertieahnology and technical know-
how. They produced machines and other advancegmegui which are not
obtainable in the less developed countries , SkehNigeria, Ghana, etc In order for
the less developed nations to benefits from thdsareced technologies, this calls

for international trade.

Barriers to International Trade

Some of the barriers to international trade areflyrexplained below:
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. Government interference: Government of many natiotesferes in the free flow
of goods and services across the country’s boréersinstance, a country can
impose import duties, import quota, tariffs etcislim no small measure woks
against the attainment of principles of comparasisteantage/cost and thus serves
as a impediment to international trade

. Currency differences: Each country has its ownenay and before a country can
trade with other countries, it must obtain the enaies of it trading partners.
Language Problem: Language problem make interredticade difficult.
Communication is vital for any successful transacto take place

Legal system: The legal system of a country retfetbe rules or laws that
regulate behavour along with the processes by whiehaws are enforced and
through which redress for grievances is obtainegl [Egal system of a country is
of immense importance to international trade/bissne

. Cultural difference: A culture is defined as systaihnules and norms that are
shared among a group of people and that when takgether constitute a design
for living. Cultures vary from community to communiThese differences

account for barriers in international business ficac

4.0Conclusion

International business is an aspect of modern bsasirit is very important especially

when the whole world is linked together as a glaliage. For international business

manager to succeed he/she should equip himselftithequirements of the business.

It is equally important to examined how internatibtrade has be carried out in such

area. This will go along in aiding such internatibbusiness.

5.0 Summary

In this unit, international business and intermadidrade were both defined and

differentiated. History of international businesasibriefly discussed. The need for

international business and reasons for internativade were discussed. Barriers to

international trade were looked into.

6.0 Tutor Marked Assignment
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List factors that you considered could influencgedia manufacturer to relocate abroad
while there are existing customers at home.
7.0 References/Further Reading
Adam Smith (1776): ‘Wealth of Nations’ Irwin, Homead
Charles, W.L.H (2008) Global Business Togd& Edition,
New York, McGraw-Hill Companies.
Onkvisit, S and Shaw, J. J (1997) Internationalhdtng-Analysis and Strategg'd
Edition, New Jersey, Prentice-Hall.

Answers to self assessment exercises
1 Some of the Nigeria businesses abroad are
a. Nigeria gas
b. Nigeria cruse oil
c. Dangote flower mill
d. Dangote Cement and
e

. Cocoa seeds

2 Factors that could influence Nigeria business ho relocate abroad include:

A) Increase profit and sales
A lot of companies’ managers are under pressuisc@ase their company’s sales and
profits. Because of that, they continue to seaocméw market. Because of this they look
for market with growth in GDP and population oremonomy with high growth rate and
their business is not growing at the same rate.

A) Protect Markets Profit and Sales
Some of the reason of going international is to
Protect Domestic Market- By so doing the companio¥es its customers abroad. A
company that has its customers scattered aroundldbe, it goes international in order
to protect such markets that it is serving andnitdtiplier effect is that it protect both the
profit and sales.
Protects Foreign Market- This implies that companiically examines the economic

activities, whereby in the domestic market, theee a
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1.0 Introduction

Whenever a buyer and seller come together, eacgtcexpp gain something from one
another. The same expectation applies to natiatdrdded with each other. It is
virtually impossible for a country to be completsbif-sufficient without incurring

undue costs. Therefore, trade becomes a necessatyathough, in some cases, trade
does not always work to the advantage of the natiovolved. Notwithstanding, too
much emphasis is often placed on the negativeteftédrade, even though it is
guestionable whether such perceived disadvantagesa or imaginary. The benefits of
trade, in contrast are not often stressed, nothayewell communicated to workers and
consumers? The question is- Why do nations trade?

A nation trades because it expects to gain songefhom its trading partner(s). Then one
may ask whether trade is like zero-sum game, iséimse that one must lose so that

another will gain. The answer is no, because, thamng does not mind gaining benefits
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at someone else’s expense, no one wants to engageansaction that includes a high
risk of losses. For trade to take place, both natend individuals must anticipate gain
from it. It is a positive sum game. This unit exaes some theories with respect to

nations and individual’s trading.

2.0 Objectives
After studying through this unit, you should beeatu:
1. Explain basis for trade among nations and indivMslaad
2. Explain some theories in respect of internatiorading.
3.0 Main Text
3.1 Production Possibility Curve
Without trade, a nation would have to produce athmodities by itself in order to
satisfy all its needs. Table 1 below, shows a hygttal example of a country with a

decision concerning the production of two productsnputers and automobiles.
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Units of
Computer

v

Units of Automobile B

(Production Possihility Curve: Constant Opportunity Cost)

Source: Onkvisit, S and Shaw, J. J (1997) Inteonati Marketing-Analysis and Strategy

& Edition, New Jersey, Prentice-Hall.

This diagram shows the number of units of compaoitetutomobile a country is able to
produce. The production possibility curve showsrtteximum number of units made
when computers and automobiles are produced inwsgombinations, since one
product can be substituted for the other withinltimé of available resources. The
country may elect to specialized or put all itoorgses into making either computers
(point A) or automobiles (point B). At point C, phact specialization has not been
chosen, thus, a specific number of each of thepmeducts would be produced.
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Because each country has a unique set of reso@aes country possesses its own
unique production possibility curve. This curve wlanalyzed provides an explanation
of the logic behind international trade. Regardid@sshether the opportunity cost is
constant or variable, a country must determineptioper mix of any of the two products
and must decide whether its want to specializenmaf the two. Specialization will

likely occur if specialization allows the countryitnprove its propensity by trading with
another nation. These principles of absolute acgenand relative advantage explained
how the production possibility curve enables a ¢guto determine what to export and

import.

3.2 Principles of Absolute Advantage

Adam Smith in his book titled ‘Wealth of Nationssed the principles of absolute
advantage as the justification for internationatiz. According to him, a country should
export a commodity that can be produced at a loa@sttthan can other nations.
Conversely, it should import a commodity that cafydoe produced at a higher cost than
other nations.

Consider for example, a hypothetical productionifigg for Nigeria and Ghana as shown

in table 2 below.

Table 2: Possible Physical Output

Product Nigeria Ghana
Casel Computer 20 10

Automobile 10 20
Case 2 Computer 20 10
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Automobile 30 20

Case 3 Computer 20 10

Automobile 40 20

From the table above, case 2 shows that givenicegsources and labour, Nigeria can
produce twenty computers or ten automobiles or stongbination of both. In contrast,
Ghana is able to produce only half as many comp\fter. Ghana produces ten for every
twenty of Nigeria produces). The disparity mightthe result better skills by Nigerian
workers in making this product. Therefore, Nigdrés an absolute advantage in
computers. However, Ghana has an absolute advaintagéeomobiles.

At this point, it should be clear why trade shotakle place between the two countries.
Nigeria has an absolute advantage for computetsbsaolute disadvantage for
automobiles. For Ghana, absolute advantage ewristaifomobiles and absolute
disadvantage for computers. Therefore, if each wgwpecializes in the product for
which it has an absolute advantage, each can ussoiirces more efficiently while
improving consumer welfare at the same time.

This implies that since Nigeria would use fewenrgses in making computers, it should
produce these products for its own consumptionelkas for export to Ghana. Base on
this arrangement, Nigeria should import automolilesy Ghana rather than
manufacture them itself. While for Ghana, autonmegbivould be exported and computers
imported.

Thus, for practicability each person should con@aton and specialize in the craft that
person has mastered. Similarly, it should not laetpral for consumers to attempt to
produce all the things they desire to consume. shield practice what one does well

and leave the production of other things to peagie produce them well.

Self Assessment Exercise
Briefly explain the term *absolute disadvantage’

3.3 Principles of Comparative Advantage
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One problem with the principle of absolute advaateghat it fails to explain whether
trade will take place if one nation has absoluteaathge for all products under
consideration. Case 2 of table 2 above shows t@ti®n. Note that the only difference
between case 1 and case 2 is that Nigeria in sasable of making thirty automobiles
instead of the ten incase 1. In the second insiatigeria has advantage for both
products, resulting in absolute disadvantage faar@tfor both. The efficiency of Nigeria
enables it to produce more of both products at taest.

At first glance, it may appear that Nigeria hashirtg to gain from trading with Ghana.
However, nineteenth-century British Economist, DiaRicardo, perhaps the first
economist to fully appreciate relative cost assidfor trades. He argues that absolute
production costs are irrelevant. More meaningfalratative production costs, which
determine whether trade should take place and wteats to export and import.
According to his principles, a country may be hettv@n another country in producing
many products, but should only produce what it poas best. Essentially, it should
concentrate on either a product with the least @atfve disadvantage. Conversely, it
should import for which it has the greatest comppagadisadvantage or one for which it
has the least comparative advantage.

Case 2 shows how the relative advantage varies roatuct to product. The extent of
relative advantage can be found by determiningdahie of computers to automobiles.
The advantage can be found by determining the cdttmmputers to automobiles. The
advantage ratio for computers is 2:1 (i.e. 20:hGavour of Nigeria. Also, in favour of
Nigeria to a lesser extent is the ratio for autoiesh1.5:1 (i.e. 30:20). These two ratios
indicate that Nigeria possesses a 100 percentag@mtadie over Ghana for computers,
but only a 50 percentage advantage for automolfllessequently, Nigeria has a greater
relative advantage for the computer products. TthezeNigeria should specialize in
producing computer products. While Ghana havindehst comparative disadvantage in

automobiles indicates that it should make and itngotomobiles.
3.4Factor Endowment Theory

The principles of absolute and relative advantageige a primary basis for trade to

occur, but the usefulness of these principlesngdid by their assumptions. One basic
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assumption is that the advantage, whether absotutdative, is solely determined by
labour in terms of time and cost. Labour then detees comparative production costs
and subsequently product prices for the same contynod
However, if labour is indeed the only factor of guation or even a major determinant of
product content, then countries with high labowtahould be in serious trouble.
It is misleading to analyse labour costs withosbalonsidering the quality of that labour.
A country may have high labour cost on an absdiatas, yet this cost can be relatively
low if productivity is high. Furthermore, the prioéa product is not necessarily
determined by the amount of labour it embodiesam#igss of whether the efficiency of
labour is an issue or not. Since product priceotsdetermined by labour efficiency alone,
other factors of production must be taken into a@ersition, including land and capital.
In conclusion, since countries have different faetadowments, a country would have a
relative advantage in a commodity that embodiesome degree that country’s
comparatively abundant factors. A country shoulgstbxport that commaodity that is
relatively plentiful within the relatively abundafatctor.
It should be noted that there are other theorieb as production life cycle, Leentief
paradox and so forth that you can read on your own.
3.5 Limitations
In sum, trade theories provide layout explanataimsut why nation’s trade with one
another, but such theories are limited by theirautyihg assumptions. Most of the
world’s trade rules are based on a traditional rhtid# assumes that:

1. Trade bilateral

2. Trade involves products originating primarily iretexporting country

3. The exporting country has a comparative advantagd ,

4. Competition primarily focuses on the importing ctyis market.
However, today'’s realities are quite different, redyn

1. Trade is a multilateral process

2. Trade is often based on products assembled fronpaoemts that are produced in

various countries
3. Itis not easy to determine a country’s comparadigreantage as evidenced by the

countries that often export and import the sameyet and

32



4. Competition usually extends beyond the importingntoy to include the

exporting country and the third countries.

Self Assessment Exercise

State three limitations of theories of internatidnade

4.0 Conclusion

For countries to want to trade with one anothexy tmust be better of with trade than
without it. The principles of absolute and relatagvantage explained how trade enables
trading nations to increase their welfare througgcgalization. Trade of products with
the best potential fir its own consumption as \aslfor export. Trade theories, in spite of
their usefulness, simply explain what nations st@d rather than described what
nations actually do.

5.0 Summary

This unit explained basis of trade, and some tesaf trade among nations.

6.0 Tutor Marked Assignment
Should there be trade if a country has an absalliantage for all products over its

trading partner?

7.0 References/Further Reading

Adam Smith: ‘Wealth of Nations’ (1776); Irwin, Homveod, 1963.

David Ricardo: The Principles of Political Econoarnd Taxatior(1817), Penguin,
Baltimore, 1971.

Onkvisit Sak and Shaw John,_J: International Mankefnalysis and Strateq;?’d

edition, New Jersey, Prentice-Hall, 19997.

Answers to Self Assessment Exercises
1. Absolute advantage simply means when a countrydtasadvantage on the

goods traded in with another country.

2. Three limitations of international trade theories:a
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a. Trade involves products originating primarily iretexporting country
b. The exporting country has a comparative advantagd ,
c. Competition primarily focuses on the importing ctoyis market.
UNIT 3: World Business Environment
Table of Contents
1.0 Introduction
2.0  Objectives
3.0 Main Text
3.1 Knowledge of global Markets
3.2 Demographic Environment
3.3 Natural Environment
3.4  Political-Legal Environment
3.5  Socio-Cultural Environment
3.6  Technological Environment
3.7 Economic Environment
4.0 Conclusion
5.0 Summary
6.0  Tutor Marked Assignment

7.0 References/Further Reading

1.0 Introduction

Knowledge of world business environment is impem#specially the environment
prospective companies want to trade with. Some emmeg products fail at the world
market not because the products are not qualityginar the target markets do not need
them, but they fail to study such environment f@it business operations. Some
business persons confused the world market envigahmith home market environment
by considering them to be one and the same. Thigxamines the world business
environmental variables as they affect marketirtyiies.

2.0 Objectives

After studying through this unit, you should beeatn:

2. Explain world business environment
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3. Explain the variables at the world business enwirent, and

4. Explain its marketing implications

3.0 Main Content

3.1 Knowledge of Global Markets

One of the characteristics that distinguish hunmaehkiom the rest of the animal

kingdom is the ability to devise ways to overcoime harshness of the environment.
Geography, the study of earth’s surface, climatatinents, countries, people, industries,
and resources, is an element of the uncontrolkhlalieconfronts every business manager
but which receives scant attention. The tendenty ssudy the aspects of geography as
isolated rather than as important causal agerttseedbusiness environment.

A significant determinant in shaping the cultureacfociety and its economy is the on-
going struggle to supply its needs within the Isnihposed by a nation’s physical make-
up. Thus, the study of geography is important eetialuation of business and their
environments.

Let examine this exampleLACK OF BUSINESSENVIRONMENT KNOLEDGE’

“A major food processing company had productiorbfgm after it built a pineapple
cannery as the delta of a river in Menico. It bthik pineapple plantation upstream and
planned to barge the ripe fruit downstream for aagyioad them directly on ocean
liners, and ship them to the company’s various eigtkVhen the pineapples were ripe,
however, the company found itself in trouble: crogturity coincided with the flood
stage of the river. The current in the river duriihg period was far too strong to permit
the backhauling of barges upstream; the plan &rsporting the fruit on barges could not
be implemented. With no alternative means of trartsghe company was forced to close
the operation.”

This case has explained itself, no need for furéxglanations.

3.2 Demographic Environment

Knowledge of the world business population is pent to an international business
manager. Markets may exist at the world marketjstite population big enough to
break-even, talk less of making profits? Answer inlngsprovided for this question;

otherwise going world market is nothing but visaat
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Knowing the gross population is not even enougéntinternational business manager.
For the manager to efficiently plan and implemesadymarketing programmes, the
population has to be broken down into geographistibution, density, mobility trends,
age distribution, birth and death rates, and mgerrates. The international business
manager that carefully considers and understamdsdimponents of the demographic
environment will likely performs a better marketijodp than the one that jumps into the
market with the assumption that the markets arsdnge with the home market.
3.3 Natural Environment
By nature, some countries are endowed with natasalurces such as oil, sand, water,
minerals, mountains, rivers, streams, and so tbeh the others. While some countries,
who are less blessed with these natural resowneste these artificially to their own
advantage. It therefore calls for critical studytlodse resources as impetus for world
Business opportunities and threats.
3.4 Political-Legal Environment
Business decisions are strongly affected by dewveops in the political and legal
environment. This environment is composed of Igwdicies, government agencies,
regulations, and pressure groups that influencdiamtvarious organizations and
individuals. Sometimes, these laws create new appibies for business, and as well as
threats which must be critically studied most egdlcfor those business executives who
desire to engage in international business.
To assess a potential business environment, amatienal business manager should
identify and evaluate the relevant indicators ditjwal difficulty. Potential sources of
political complication include social unrest, thtétade of nations, and the policies of the
host government.
Much like the political environment explained abptreere are multiplicities of laws that
international managers must content with. Theskiaec

a. Varying laws of nations

b. Bribery and corruption

c. Exchange rate policies
d. Profits repatriation issues
e

Issues of employment at the subsidiaries/branches
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f. Intellectual property rights, and so forth.

3.5 Socio-Cultural Environment

The society in which people grew up shapes theiefsevalues, and norms. Culture, an
inclusive term can be conceptualized in many diifiémways. The concept is often
accomplished by numerous definitions. In any caggmod basic definition of the
concept is that ‘culture’ is a set of traditionalibfs and values that are transmitted and
shared in a given society. Culture is also thd ey of life and thinking patterns that
are passed from generation to generation. Cult@@nsimany things to many people,
because the concept encompasses norms, valuesnsustt, and mores. Therefore, a
worldwide business success requires a respeabdal tustoms.

For example, consumption patterns, living styled thie priority of needs are all dictated
by culture. In addition to consumption habits, Ky processes are also affected by
culture. Food preparation methods are also dictayezilture preferences. For instance,
Asian consumers’ prefer their chicken broiled oitdzbrather than fried. Consequently,
the Chinese in Hong Kong found American —styledficdicken foreign and distasteful.
Cultural universals, when they exist, should noinberpreted as meaning that the two
cultures are very much alike. Too often, culturaligrities at first glance may in fact be
just an illusion. Thus, an international businessager must therefore guard against

taking such markets for granted.

Self Assessment Exercise
Gives examples of political-legal laws as it affexternational business
3.6 Technological Environment
One of the most dramatic forces shaping peoplesslis technology. The pace of
technological development among nations are nosdhee, thus, an international
business manager must study each nation’s technal@tgvelopment independently.
Some of the issues, he/she must content with ieclud

a. Mode of production of goods and services

b. Mode of delivery of services
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Packaging systems
Mode of payments

Time consideration

-~ ® o o

Availability of expected technology

Cost of technology, and

Q@

h. Accessibility of technology.
3.7 Economic Environment
Markets requires purchasing power as wells as pedjple availability of purchasing
power in an economy depends on current incomegpo€ goods and services, savings,
debt and credit availability. Thus, an internatidmasiness manager must pay close
attention to major trends in income and consunsgshding patterns, in addition to
economic situation of the world markets.
Self Assessment Exercise
Does culture influence mode of consumption?
4.0 Conclusion
A complete and thorough appreciation of the dimamsiof world business environment
may well be the single most important gain to @iigm market. Necessary marketing
research need to be carried out into world busioelsre, political-legal system,
technological advancement and so forth.
5.0 Summary
In this unit, you learned about world market enmirent as it affect international
marketing activities.
6.0 Tutor Marked Assignment

Why should a foreign business manager be concevitedhe study of culture?

7.0 References/Further Reading:

Eze, B.I1 (1999) International Marketing, Bauchi, BT, 1999
(Unpublished)

Kotler, P(1997): Marketing Management-Analysis,nRiag,

Implementation ar@ontrol 9" Edition, New Jersey, Prentice-Hall, Onhvisit, S
and Shaw, J.J (1997): International Marketing-Assyand
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Strategy3® Edition, New Jersey, Prentice-Hall

Answers to Self Assessment Exercises
1. Examples of political-legal laws are:
Varying laws of nations
Bribery and corruption
Exchange rate policies
Profits repatriation issues

Issues of employment at the subsidiaries/branches a

-~ 0o o 0 T p

Intellectual property rights, and so forth.

2. Culture is a set of traditional beliefs and valtrest are transmitted and shared in
a given society. Culture is also the total wayifef &nd thinking patterns that are
passed from generation to generation. Culture mesamy things to many people,
because the concept encompasses norms, valuesnesusit, and mores.
Consumption patterns, living styles and the pryooitneeds are all dictated by
culture. In addition to consumption habits, thirkjprocesses are also affected by

culture. Food preparation methods are also dictayezilture preferences.
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UNIT4: Globalization
Table of Contents
1.0Introduction
2.00bjectives
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3.1Globalization
3.1a Globalization of markets
3.1b  Globalization of production
3.2 Benefits of Globalization
3.3  Short comings of Globalization
4.0 Conclusion
5.0 Summary
6.0  Tutor market assignment

7.0 Reference / further Readings

1.0 Introduction:

We are in the world economy where business a@s/iire being carried out with ease.
People no longer travel distances before carryingleeir business activities. Goods and
services of other Nations are easily made availabléemand. This is because there is a
fundamental shift in the world of economy trade. &Ye moving away from a world in
which national economies were relatively self cored entities, isolated from each other
by barriers to cross- border trade and investnintlistance, culture and business
systems. And we are moving towards a world in whuafriers to cross border trade and
investment are declining; perceived distance iskhlnmg due to advances in
transportation and telecommunications technologytenmal culture is starting to look

similar the world over; and national economiesragzging into an inter dependent,
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integrated global economy system. The process lighvthis is occurring is commonly
referred to as globalization.

People are no longer threat by the four — walla pétion policy. Business activities and
opportunities are widening as a result of globaira This is the world we live. Itis a
world where the volume of goods, services and itneest crossing national borders has
expanded faster than world output consistentlyriore tham half a century. For
businesses, this process has produced many oppiegufirms can expand their
revenues by selling around the world and redude tsts by producing in nations
where key inputs, including labour are cheap. Tinis examined the benefits and short-

comings of globalization on business activitiesrldie- over.

2.0 Objectives:

On successful completion of this unit, you showddble to:
a. Define globalization
b. Itemize benefits of globalization
c. List the short coming of globalization

d. Mention drivers of globalization

3.0 Main Text:

3.1 Globalization:

During 1920s and 1930s, many of the nation-stdtéseownorld erected formidable
barriers to international trade and investment. Waifrthese barriers took the form of
high tariffs on imports of manufactured goods. Tycal aim of such tariffs was to
protect domestic industries from foreign competitiBlowever, after World War I, the
advanced industrial nations of the west, underlea8erships committed themselves to
the good of removing barriers to the free flow obds, services and capital between
nation. The goal of removing barriers to the frefeow of goods was enshrined in the
treaty known as General agreement on Tariffs aadkt(GATT) under the umbrella of
GATT, there has been a significant lowering ofrieas to free — flow of goods in the

half- century since world war Il. Extension hasiegade recently on GATT to include
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services. Hence, many countries have been progefgssemoving restrictions on capital
inflows and outflows.

These trends facilitate both the globalization efkets and globalization of production.
The process by which this occurs is commonly refkto as globalization. Thus
globalization then refers to the shift towards aenategrated and interdependent world
economy. Globalization has several faects suchaakats, production, etc. Foe example,
IKEA is a Sweden global retailer. IKEA'’s target rkar is global middle class, who are
looking for low-priced but attractively designedriture and household items. The
company applies the same basic formula world — widspite its standard formula, to
achieve success, IKEA had to adopt its offeringdhéotastes and preferences of

consumers in different nations.

3.1a. The globalization of markets

The globalization of markets refers to the mergihdistinct and separate national
markets into one — huge global marketplace. Inghigsation, the tastes and preferences
of consumers in different nations are beginningdoverge on some global norm.
Therefore, it is no longer meaningful to talk abthgé German market, the American
market or the Japanese market. All these marketaked as a single market. For
example coca cola company is most part of the wanddiucing and selling soft-drink as
coke even the taste change from one country tdhanot

It should however be noted that a company doebtang to be the size of these
multinational giants such as coca- cola, Sony, Kodg. to facilitate, and benefit from
the globalization of markets. The most global megkeirrently are not markets for
consumer products — where national differenceastes and preferences are still often
important enough to act as a brake on globalizabahmarkets for industrial goods and
materials that serve a universal need the world. dveese include the markets for
commodities, such as aluminum, oil and wheat fadustrial products such as
MICroprocessors.

In global markets, the same firms frequently comfr@ach other as competitors in nation
after nation. For example, coca-cola’s rivalry wipsi cola, just as Ford and Toyota. As

firms follow each other around the world, they lgrimith them many of the assets that
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served them well in other national markets — inicigdheir products, operating
strategies, marketing strategies and brand naneagitg some homogeneity across
markets. Hence, greater uniformity replaces drivers

3.1b The Globalization of Production:

The globalization of production refers to the sauyaf goods and services from
locations around the globe to take advantage abmatdifferences in the cost and
guality of factors of production (Land, Labour, tapetc). By so doing these companies
hope to lower their overall cost structure or imggohe quality of functionality of their
product offering, thereby allowing them to competere effectively.

For example, Lenovo Thinkpad laptop computer . iven@ Chiness company, acquired
Ibm’s personal computer operations in 2005. Thekibad is designed in United States
because Lenovo believes that the country is thelbestion in the world to do the basic
design work. However, keyboard and hard drive aadenin Thailand; the display screen
and memory in South Korea; the built in wirelessida Malaysia; and the Micro
processor in the United States. In deciding on w/i@manufacture each component,
Lenovo assessed both the production and transjporiadsts involved in each location.
These components were then shipped to a plantxicmevhere the product is
assembled before being shipped to the united Statéisal sale.

Lenovo located located the assembly of the thinkpadexico, because of low labour
costs in the country. The marketing and salesegjyafior North America was developed
in the United states, primarily because Lenovodvels that U.S personel possess better
knowledge of local market place than people batsivbere. It is also important to note
that globalization of production is not limitedlayge firms like coca — cola, Pepsi — cola,
general motors, Toyota. It also applies to othealEnfirms, who are willing to take

advantage of opportunities offered by globalization

Self- Assessment Exercise
Briefly define globalization.

3.2 Benefits of globalization:
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The question is: Is the shift towards a more irdégt and interdependent global
economy a good thing? Many influential economigtditicians and business leaders
seem to think so. They argued that falling barrernsternational trade and investment
are the twin — engines driving the global econoawards greater prosperity.

1. They believe that globalization stimulates econognawth raises the income of
consumers and helps to create jobs in all countinegsparticipate in the global
trading system.

2. The lowering of trade barriers enables firms tawibe world as a market. This
therefore enables firms to based individual produncactivities at the optimal
location for that activity, serving the world matkem that location. Thus a firm
might design a product in one country , producemament parts in two other
countries , assemble the product in yet anothentcpand then export the
finished product around the world; a case studyesiovo company mentioned
earlier.

3.2 Short — comings of Globalization:
The anti-globalization protesters are of the vi¢hg globalization of the world market
has adverse effects on the individuals and natibmsy argued that:
1. The following barriers to international trade degtmanufacturing jobs in
wealthy advanced economies such as United StatetharUnited Kingdom.
The critics ague that falling trade barriers allimms to move manufacturing
activities to countries where wages rates are nmwhr. For example in the
case of Lenovo company, Thinkpad was produced ixiddebecause of low
labour costs. This is exactly the Chinese compatoas Nigeria. They
relocate their plant to Nigeria, especially on preitbn of CDS, electrical
cables, etc where it has been established thab€psbduction is much lower
than in China. Hence, selling such products lowantNigeria made products.
Even though, the quality of Nigerian company’s prad were much superior,
consumers still prefer Chinese products.
2. Free trade encourages firm’s advanced nations t@ mmanufacturing
facilities to less developed countries that lac&cadhte regulations to protect

labour and the environment from abuse by the upstous. This is the case

44



in Nigeria where Lebanese, Chinese and India corapdnired Nigeria —
middle class and lower class labourer much moretdhan the amount /
wages paid by Nigeria’'s companies. Simply becafiserme defeats in
Nigeria’s International laws and policies. Globatinn critics often argued
that adhering to labour and environment regulatisigmifically increases the
costs of manufacturing enterprises and puts thearcampetitive
disadvantage in the global market place visa aivims based in developing
nations that do not have to comply with such retijuta. They therefore
suggest that free trade would lead to an increapeliution and result in
firms from advanced nations exploiting the labassl developed nations.

3. Another concern of the critics of globalizatiorthat today’s increasingly
interdependent global economy, shifts economic p@away from national
governments and toward super national organizasanl as the world trade
organization, the European union, and the unitetioNs. They argued that
unelected bureaucrats now impose policies on theodatically elected
governments of nation states, thereby under-mittiagsovereignty of those
and limiting the nations ability to control its owdestiny, Nigeria a case
study.

4. Critics of globalization argue that despite thepged benefits associated,
with free trade and investment, over the past heshglears or so, the gap
between the rich and the poor nations of the wioalsl gotten wider. Critics
argue that if globalization is such a positive degment this divergence

between the rich and the poor should not have oedur

Drivers of Globalization
Globalization does not just appear on its own tlaeeesome factors / innovations which
facilitated its application. This unit take a loaksome of the innovations which took
place and which contributed towards globalizatieality.
(a) Declining Trade and Investment Barriers:
During the 1920s and 30s many of the worlds natistates erected

formidable barriers to international trade and iigmedirect investment.
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However, after World War, the advanced industratlans of the west
committed themselves to removing barriers to the # flow of goods
services and capital between nations. In additmneducing trade barriers,
many countries have also been progressively rergaestrictions to foreign
direct investments. Such trends have been drivatly the globalization of
markets and the globalization of production. (Thelence also suggests that
foreign direct investment is playing an increagiolg in the global economy
as firms increase their cross -border investments).

(b) The role of Technological change:
The lowering of trade barriers made globalizatibmarkets and production a
theoretical possibility, but technological changad® it a tangible reality.
Since the end of World War li, the world has witse$ major advances in
communication, information processing, and trangpian technology,
including the explosive emergence of the intermet\&orld wide web.
Telecommunication is creating a global audienceteartsportation is
creating a global village.

Implications of globalization of production and rkets are:

1. As transportation costs associated with the glababn of production declined,
dispersal of production to geographically sepal@tations become more
economical. As a result of the technological inrimres, the real costs of
information processing and communication woulddienfg, thus make it
possible for firms to create and then manage aagjldispersed production
system.

2. In addition, technological innovations would fat@te the globalization of
markets. Low — cost global communization such astorld Wide Web would
help to create electronic global market places.

Self Assessment Exercise

State drivers of globalization system

4.0Conclusion:
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An international business is any firm that engdgesternational trade or investment.
The mode of handling international business is @a@psdue to changes lin the global
economy. That is we are moving away from econoltystesn in which national markets
are distinct entities, isolated from each othetrbyle barriers and barriers of distance,
time and culture, and toward a system in whichomatl markets are merging into one
huge global marketplace. Thus, the tastes andrprefes of consumers in different

nations are beginning to coverage on some norms.

5.0Summary:

This unit discussed globalization system as it@$felomestic and informational trade. It
looks into globalization of markets and productitirg drivers of globalization and its
implications global production and markets.

6.0 Tutor Marked Assignment

Briefly explain two (2) implications of Globalizatn.

7.0References / Further Readings

Charles W.L It (2008) Global Business Tod#yEdition, McGraw-Hill/,
New York Irwin

Charles, W.L. H. (1994) International Business aPeting in the Global Marketplace
29 Edition, Trwin: Australia

James, G (2004) “T he Winners and the Loses” ircise against the global

Economy, New York: Time Warner Books.

Answers to self Assessment Exercises
1 Globalization simply means the remove of restid on trade activities among nations
and individuals, which was facilitated by modermeounications.

2 Drivers of globalization are:

a) Declining Trade and Investment Barriers:
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During the 1920s and 30s many of the worlds natigtates erected formidable barriers
to international trade and foreign direct investimetowever, after World War, the
advanced industrial nations of the west committesiriselves to removing barriers to the
free — flow of goods services and capital betweaions. In addition, to reducing trade
barriers, many countries have also been progrdgsemoving restrictions to foreign
direct investments. Such trends have been drivatly the globalization of markets and
the globalization of production. (The evidence aaggests that foreign direct
investment is playing an increasing role in thebgleeconomy as firms increase their
cross -border investments).

b) The role of Technological change:
The lowering of trade barriers made globalizatibmarkets and production a theoretical
possibility, but technological change made it gjthle reality. Since the end of World
War li, the world has witnessed major advance®mraunication, information
processing, and transportation technology, inclgde explosive emergence of the
internet and world wide web. Telecommunicationresating a global audience and

transportation is creating a global village.
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1.0

2.0

3.0

a0 o W

Introduction:

The breakthrough in modern technological advancésreve made both
domestic and international business much easierlibfore. The innovations in
tele communication and transportation system, $MoHd Wide Web, internet,
jets, Railways etc has turn the whole world infi@bal village. Business
executives are no-longer limited to their own basgenvironment, there are also
concerned about international environment. Thizisause they can invest in the
international business as obtainable at home. Vécitgeving this they partake in
foriengn direct investment. Foreign direct investin@DI) occur when a firm
invests directly in new facilities to produce aghuot ina foreign country or it may
occur when a firm buys an existing enterprise faraign country. This unit
defined foreign direct investment, the aims of ifgmedirect investment and

examining some theories of foreign direct investmen

Objectives:

On successful completion of this unit, you showddble to:
Describe foreign direct Investment (DI)

Give reasons for foreign direct Investment

Example two theories of FDI

State benefits of F.D.|

Main Text:

3.1  Foreign direct Investment (FDI) occurs when a finwests directly in
facilities to produce or market a product in a fgnecountry. According to
the U>S Department of Commerce, FDI occurs whenavelS citizen,
organization or affiliated group takes an intedstO percent or more in a
foreign business entity. Once a firm undertakes, Klblecomes a

multinational enterprise. FDI is classified intootw
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1. Foreign direct Investment (FDI) occurs when a finwests directly in
facilities to produce or market a product in a fgnecountry.. It is
important to note that the flow of FDI refers te tamount of FDI
undertaken over a given period (usually a year)il&\the stock of FDI
refers to the total accumulated value of foreigmedassets at a given

time.

Self Assessment Exercise
a. Define Foreign Direct Investment
b. Briefly explain the two types of FDI.

FDI Starbucks Experience:

For you to understand the application of FDI ingticge, starbucks experience is
cited below. Thirty years ago, starbucks was alsisre in Seattle’s pike place
marketing , selling premium roasted coffee. Todlaig, a global roaster and
retailer of coffee with over 11,300 stores, mor@ti3,300 of which are to be
found in 37 foreign countries. Starbucks corporaset out or its current course
in the 1980s when the company’s director of manketHoward Schalte, came
back from a trip to Italy, enchanted, with theidalcoffee house experience.
Schultz, who later became CEO, persuaded the coyigpawner to experiment
with the coffeehouse experience. Schultz, who la¢eame CEO, persuaded the
company’'s owners to experiment with the Coffeehdasmat and the Star Bucks
experience was born. The strategy was to selldhgany’s own premium
roasted Coffee and Freshly brewed express-o styleecbeverages, along with a
variety of pastries, coffee accessories, teas #raf products in a tastefully
designed coffeehouse setting, etc.

By 1995, with 700 stores across the United St&es, bucks began exploring
foreign opportunities. It first target market wapdan. The company established a
joint venture with a local retailer, Sazaby Incck@ompany held a 50 per cent
stake in the venture, star buck coffee of Japaar. [&tcks initially $10 million in
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this venture, the first licensed to the venturechihwas charged with taking over
responsibility for growing star bucks presenceapah

After Japan, the company embarked on an aggrefesizign investment
program. By 1998, it purchased Seathe Coffee, isBiCoffee chain with 60
retails for $84 million. By 2002, Starbucks wassuing an aggressive expansion
in mainland Europe. As at its first entry, the camyp choose Surtzerland.
Drawing on its experience in Asia, the company reaténto a joint venture with
a Swiss company, Bon Appretit Group, Switzerlaafgest food service
company. Bon Appetit was to hold a majority stakéhie venture, and star bucks
would license its format to the Swiss company usirggmilar agreement to those
it had used successfully in Asia. This was follovagda joint venture in other

countries.

Source: Charles, W. L. H (2008) Global Business Tag, 5" Edition,
New York : McGraw-Hill, PP. 223-228

Charles (2008) reports that the past 30 years $e@e a marked increase in both the flow
and stock of FDI in the world economy. The avergegrly outflow of FDI increase

from $25 billion in 1975 to a record of $1.2 tilhi by 2000.

FDI has grown more rapidly than world trade andldioutput for several reasons,
namely:

1. Despite the general decline in trade barriees tive past 30 years, business firms still
fear protagonist pressures. Business executiveSBeas a way of circumventing future
trade barriers.

2. Much of the recent increase in FDI is beingelni by the political and economic
changes that have been occurring in many of thédisateveloping nations.

3. The globalization of the world economy is dtswing a positive impact on the
volume of FDI. Firms such as Star bucks now seenthole world as their market and
they are undertaking FDI in a attempt to make theg have a significant presence in

many regions of the world.
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3.2 Form of Foreign Direct Investment (FDI)

FDI can take the form of a Greenfield investmera imew facility or an acquisition of or

a merger with an existing local firm. However, moktross-border investment is in the

form of mergers and acquisitions, rather than Grelehinvestment. Some of the reasons

why forms prefer acquisition or merger instead oféénfield are given below:

Mergers and acquisitions are quicker to execute Gr@enfield investment. This
Is an important consideration in the modern businesrld, where markets
evolve vary rapidly. Many firms apparently belighat if they fail to acquire a
desirable target of the firms; then global rivalf.w

Foreign firms are acquired because those firms kakeble strategic assets,
such as brand loyalty, customer relationships gtradrks or patents, distribution
systems production systems and so on. It is betiesait is (easier and perhaps
less risky) to acquire those assets than to bodchtafresh through a Greenfield
investment.

Firms make acquisition as the favourable choicabge they can increase the
efficiency of the acquired unit of transferring tajy technology or management
skills.

3.3 Why do Acquisition Fail?

Acquisition fails for several reasons:

The acquiring firms often overpay for the assetthefacquired firm. The price of
the target firm can get bid up if more than onmfis interested in its purchase;
this is the case of NITEL and Nigeria Sugar Conydaachita..Besides, the
management of the acquiring firm is often too opdtra about the value that can
be created via an acquisition and is thus willi8mgnhay a significant premium
over a target firm’s market capitalization. Thic#dled the Hubris hypothesis of
why acquisitions fail. The Hubris hypothesis postes that managers typically
overestimate their ability to create value fromaaquisition, primarily because
rising to the top of a corporation has given thenexaggerated sense of their own
capabilities.

Many acquisitions fail because there is a clastvéen the cultures of the

acquiring and acquired firm. After acquisition, patquired companies
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experience high management turnover, possibly lsecéeir employees do not
like the acquiring company’s ways of doing thintyg is exactly what happened
to NITEL plc

lll.  Many acquisitions fail because attempts to reaizeergies by integrating the
operations of the acquired and acquiring entitfésnorun into
roadblocks/problems, and take much longer tharcéste Differences in
management philosophy and company culture can tslewntegration of
organizations. This what happened to mergers divenNigeria, and some
insurance firms. For example, Afribank and Unionlbplc were seriously
affected due to changed of leadership. Besidefgrdifces in national culture
may exacerbate these problems. Bureaucratic haggitween managers also
complicates the process.

IV.  Many acquisitions fail due to inadequate pre-adgjarsscreening. Many firms
decide to acquire other firms without thoroughlalgaing the potential benefits
and costs. They often more with undue haste toutgehe acquisition, perhaps
because they fear another competitor may pre-eMfigt. the acquisition, many
acquiring firms discovered that instead of buyinged run business, they have
purchased troubled organization.

Self Assessment Exercise

What are the factors responsible for the growtRDF?

3.4 Greenfield Investment/Venture

Many firms still prefer Greenfield investments désphe numerous advantages of

merger acquisitions. The arguments for such detssaoe:

Establishing a Greenfield venture in a foreign ¢opis that it gives the firm a much

greater ability to build the kind of subsidiary qoamy its wants. For example, it is easier

to build an organization culture of an acquired.uUimilarly, it is easier to establish a

set of operating routines in a new subsidiary tikaconvert the operating routines of

acquired unit.

This is a vary important advantage for many inteomal businesses, where transferring

products, competencies, skills and knew-how froengstablished operations of the firms

to the new subsidiary are principal ways of cregtialue. For example, when Lincoln
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Electric, the U.S manufacturer of arc welding equéit, first ventured overseas in the
mid-1980, it did so by acquisitions, purchasingwetding equipment companies in
Europe.

However, Lincoln’s competitive advantage in the tédiStates was based on a strong
organizational and unique set of incentives thabamged its employees to everything
possible to increase productivity. Lincoln foundulgh hilted experience that it was
almost impossible to transfer its organizationddure and incentives to acquired firms,
which had their own distinct organizational cultared incentives. As a result, the firm
switched its entry strategy in the mid-1990s angblpeto enter foreign countries by
establishing Greenfield ventures, building opersitrom the group up.

Disadvantages of Greenfield Venture

Greenfield ventures are slower to established yHne also risky. There is also a
possibility of being pre-empted by more aggresgiebal competitors that enter via
acquisitions, and build a big market presenceliimts the market potential for the
Greenfield venture.

In conclusion, the choice between making an acimsor establishing a Greenfield
venture is not an easy one. Both modes have theamtages and disadvantages. In
general, the choices will depend on the circum&sueonfronting the firm. If the firm is
seeking to enter a market in which enterprisesimmhich global competitors are also
interested in establishing a presence, acquisitiap be the better mode of entry. In such
situations, a Greenfield venture may be too sloestablish a sizeable presence.
However, if the firm is going to make an acquisitits management should be cognizant
of the risks discussed earlier.

On the other hand, if the firm is considering enig@a country in which there are no
incumbent competitors to be acquired, then a gliethventures may be the only viable
mode. Even when incumbents exists, if the competaidvantage of the firm is based on
the transfer of organizationally embedded compeatsnskills, routines and culture, it

may still be preferable to enter via a Greenfisdture.

3.5 Reasons for Foreign Direct Investment
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One may wonder why firms take the trouble of esshiblg operations abroad through
foreign direct investment when there are altereatiof entering and licensing their
goods. Exporting involves producing goods at honethen shipped them to the
receiving country for sale. While licensing invadvgranting a foreign entity the right to
produce and sell the firm’s product in return faogalty fee on every unit sold. If that be
the case, then why do firms apparently prefer [eér either exporting or licensing.
This will be address from the limitations of expogtand licensing as means for
capitalizing on foreign market opportunities.

A. Limitations of Exporting
The viability of an exporting strategy is often stmained by transportation costs and
trade barriers. When transportation costs are attlpobduction costs, it becomes
unprofitable to ship some products over a longadict. This applies to products with
low value do weight ratio and that can be produneaimost any location. For example,
cement. Soft-drink, etc. For such products, theetiveness of exporting decreases
relative to either FDI or licensing. In additiooy foroducts with high value -to-weight
ratio, transportation costs are normally a minanponent total landed cost. For
example, electronic components, personal computezdjcal equipment, computer soft
wares, etc, they have little impact on the relasilternatives of exporting, licensing and
FDI
Some firms undertake foreign direct investment sssponse to actual or threatened
trade barriers such as import tariffs or quotaspBging tariffs on imported goods,
governments can increase the cost of exportingjvelto foreign direct investment and
licensing. In addition, by limiting imports througjuotas, governments increase the
attractiveness of FDI and licensing. For examie wave of FDI by Japanese auto-
companies in the United States during the 1980s1880s was partly driven by
protection of Japanese congress and by quotaseamgortation of Japanese cars. These
factors decreased the profitability of exportingl amcreased that of foreign direct
investment. It should however be noted that traateidrs do not have to be physically in
place for FDI to be favoured over exporting.

B. Limitations of Licensing
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The international business theory of foreign difegestment seeks to explain why firms
often prefer foreign direct investment over licengsas a strategy for entering foreign
market. This theory states that licensing has thra@r drawbacks as a strategy for
exporting foreign market opportunities. These are:

1. Licensing may result in a firm’s giving valuablelmological know-how to a
potential foreign competitor (for example-duringsD8, RCA licensed its leading
Matsushita and Sony. At the time, RCA saw licengia@g way to earn a good
return from its technological know-how in the Jagsa market without the costs
and risks associated with foreign direct investmeliotvever, Mutsuhito and
Sony quickly assimilated RCA'’s technology and uséd enter the U.A. market
to compete directly against RCA. Hence, RCA is r@ominor player in its home
market while Mutsuhito and Sony have a much biggerket share)

2. That licensing does not give a firm the tight cohttver manufacturing,
marketing and strategy in a foreign country thay tm& required to maximizes its
profitability

3. That licensing arises when the firms competitivesadage is based not as much
as its products as on the management, marketidgnanufacturing capabilities
that produce these products. The problem heratsstich capabilities are often
not amendable to licensing.

3.6 Theories of Foreign Direct Investment (FDI)
There are so many theories underlying FDI, butréecansidered below:

a. The product Life Cycle Theory
Raymond Vermon was postulator of this theory. Hpiad that often times, firms that
pioneer a product in their home markets undertd)eté produce a product for
consumption in foreign markets. For example, Xentsoduced the photocopier in the
United States, and it was Xerox that set up prothgalities in Japan (Fuji-Xerox) and
Great Britain (Rank-Xerox) to serve those markidesargued that firms undertake FDI
at particular stages in the life-cycle of a prodbety have pioneered. They invest in other
advanced countries when local demand in those desargrows large enough to

developing countries when product standardizatimhraarket saturation gave rise to
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price competition and cost pressures. Investmedéueloping countries, where labour
costs are lower is seen as the best way to rechsts. c
However, the theory fail to explain why it is ptafole for a firm to undertake FDI at
such times rather continuing to export from its ledmase or licensing a foreign firm to
produce its product. Just because demand in ayfocaiuntry is large enough to support
local production, it does not necessarily followtttocal production is the most profitable
option. It may still be more profitable for therfirto produce at home and export to that
country. Alternatively, it may be more profitablar the firm to license a foreign country
to produce its product for sale in that countrydrict life cycle theory ignores these
options and instead, simply argues that once agiomarket is large enough to support
local production FDI will occur.

b. The Electric Paradigm
This was championed by the British economist, Joinming. Dunming argues that in
addition to the various factors discussed abowmtion-specific advantages are also of
considerable importance in explaining both theoredle for and the direction of foreign
direct investment. By location-specific advantagasnming means the advantages that
arise from utilizing resources endowments thatra finds valuable to combine with its
own unigque assets (such as technological capabilitharketing, or management
capabilities).
Dinming accepts the argument of internalizatiorotgighat it is difficult for a firm to
license its "own unique capabilities location-sfiecssets or resource endowments with
the firm’s own unique capabilities often requireseign direct investment. That is, it
requires the firm to establish production facitievhere those foreign assets or resources
endowments are located.
The only shortcoming of the theory may be the caland government policy which may
not work in favour of the firm’s operations.

c. The Radical View
The radical view traces its root to Marxist poki@and economic theory. Radical writers
argued that the multinational enterprises (MNEgnsnstrument of imperialist
domination. They argued that MNEs are tool for ekpig host countries to be exclusive

benefit of their capitalist-imperialist home coues: They stressed that MNEs extract
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profits from the host country and take them tortheme country, giving nothing of
value to the host country in exchange.

d. The Free-Market View
The free-market view traced its roots to classecalinomists and international trade
theorists of Adam Smith and David Ricardo. The fresket view argues that
international production should be distributed agoauntries according to the theory of
comparative advantage. Countries should speciaittee production of those goods and
services that they can produce most efficientiythWithis frame work, the MNE is an
instrument for dispensing the production of gooadls services to the most efficient
locations around the globe. Hence, FDI by MNEseaases the overall efficiency of the
world economy.
It should however be noted that no country has tdbine free market view in its pure
form. Countries such as Great Britain and Unitetest are among the most open to FDI,
but the governments of these countries both haeesterved the rights to intervene
Britain does so by reserving the right to stop/klfareign take-over’s of domestic’s
firms if the takeovers are seen as “contrary teonat security interests” Or if they have
the potential for “reducing competitors”. .

e. Pragmatic Nationalism
In pragmatic, many countries have adopted neitmadizal policy nor a free market
policy toward FDI, but instead a policy that castdee described as pragmatic
nationalism. The pragmatic nationalist view is thBf has both benefits and costs. FDI
can benefit a host country by bringing capitalillsktechnology and jobs, but those
benefits come at a cost. When a foreign compatmgrdahan a domestic company
produces products, the profits from that investngenabroad. Many countries are also
concerned that a foreign owned manufacturing piaay import many components for
the host country’s balance of payments problem.
Recognizing this, countries adopting a pragma#ioct, pursues policies designed to
maximize the national benefits and minimize theamat costs. Accordingly, foreign
direct investment should be allowed so long adb#reefits outweigh the costs.
In conclusion. There are other theories of FDI, éesv, the one to be adopted depend

son the business environment and the policy ofithres.
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4.0 Conclusion
Business is all about taking risk, the right risk&oosing which risks to accept and
which to avoid is at the heart of management. Thiske increase and become more

interesting with entry into foreign markets.

5.0 Summary

Business is longer domestic, duly local markets b@jnadequate for thr goods
produced at home or foreign markets offers betleaatage in terms of production costs
and sales. Hence, firms look for best way of enteforeign markets. One of such ways
is through FDI. This unit examines FDI on thr badfiusiness implications. Forms of
FDI were looked into, benefits of FDI and some tieof FDI were equally looked

into.

6.0 Tutor Marked Assignment
Why acquisition does fail?
Answer

Acquisition fails for reasons as:

1. The acquiring firms often overpay for the assetthefacquired firm. The price of
the target firm can get bid up if more than onmfis interested in its purchase;
this is the case of NITEL and Nigeria Sugar CompBRaghita..Besides, the
management of the acquiring firm is often too opdtra about the value that can
be created via an acquisition and is thus willi8mgnhay a significant premium
over a target firm’s market capitalization. Thic#dled the Hubris hypothesis of
why acquisitions fail. The Hubris hypothesis poste$ that managers typically
overestimate their ability to create value fromaaquisition, primarily because
rising to the top of a corporation has given thenexaggerated sense of their own

capabilities.
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2.

5.

Many acquisitions fail because there is a clastvéen the cultures of the
acquiring and acquired firm. After acquisition, matquired companies
experience high management turnover, possibly Isecéneir employees do not
like the acquiring company’s ways of doing thintyg is exactly what happened
to NITEL plc

Many acquisitions fail because attempts to reazeergies by integrating the
operations of the acquired and acquiring entitfésnorun into
roadblocks/problems, and take much longer tharc&ste Differences in
management philosophy and company culture can tslewntegration of
organizations. This what happened to mergers divenNigeria, and some
insurance firms. For example, Afribank and Unionlbplc were seriously
affected due to changed of leadership. Besidefgrdifces in national culture
may exacerbate these problems. Bureaucratic haggéitween managers also
complicates the process.

Many acquisitions fail due to inadequate pre-adgtjaisscreening. Many firms
decide to acquire other firms without thoroughlalgaing the potential benefits
and costs. They often more with undue haste toutgehe acquisition, perhaps
because they fear another competitor may pre-eMfigt: the acquisition, many
acquiring firms discovered that instead of buyingedl run business, they have
purchased troubled organization.
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a. Foreign direct Investment (FDI) occurs when a finwests directly in facilities to
produce or market a product in a foreign country.
b. Foreign direct Investment (FDI) occurs when a finvests directly in facilities to

produce or market a product in a foreign country.

2) Factors responsible for the growth of FDI are:

1. Despite the general decline in trade barriees tive past 30 years, business firms still
fear protagonist pressures. Business executiveBBkeas a way of circumventing future
trade barriers.

2. Much of the recent increase in FDI is beingelni by the political and economic
changes that have been occurring in many of thédisateveloping nations.

3. The globalization of the world economy is diswing a positive impact on the
volume of FDI. Firms such as Star bucks now seenthole world as their market and
they are undertaking FDI in a attempt to make theg have a significant presence in

many regions of the world.
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1.0 Introduction

The political economy is the study of how polititattors influence the functioning of an

economic system, such as the international traslystem. It describes how political

realities have shaped and continue to shape tamational trading system. Although

many nations are normally committed to free tradey tend to intervene in international

trade to protect the interests of politically imamt groups or promote the interests of

key domestic producers. When governments intertbieg,often do so by restricting

imports of goods and services into their nationilevadopting policies that promote

exports. Normally their motives are to protect detieeproducers and jobs from foreign

competition while increasing the foreign marketfpooducts of domestic producers. This
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unit concerned itself with political instrumentsedsby government for safeguarding

domestic trade against international trade.

2.0 Objectives
On successful completion of this unit, you showddble to:
1. Define political economy
2. Explain instruments of trade policy and
3. Explain political arguments for and against inteti@n in international business

3.0 Main Text

3.1 Instruments of Trade Policy

Political economy is the study of how political @& influence the functioning of an
economic system, such as the international tra@éml to describe how political realities
have shaped and continue to shape the internatiaakd system. Governments adopt
various policies to curb cross-border trade. Amthvege policies is the trade policy.
Trade policy concerned itself with instruments thaternment s used to control in-flow
and out-flow of goods within a country. The mostntnon among these instruments are

discussed below:

3.1a. Tariffs
Tariffs are the oldest form of trade policy, usyglaced on imports of foreign products.
They fall into two categories
1. Specific tariffs which are levied as a fixed charder each unit of a good
imported and
2. Ad valorem tariffs are levied as a proportion & thalue of the imported good.
An example of ad valorem tariffs is the 25 per d@ash’s administration placed
on imported on light trucks (Pick up trucks, Fouh®¢l-drive vehicles, etc.)
In most cases, tariffs are placed on imports tégotalomestic producers from foreign
competition by raising the price of imported goodbatiffs also serves as major source of
various nations. The federal republic of Nigeriegiges major source of revenue from

tariffs on various goods that imported to countnyaddition, the U.S government
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received most of its revenues from tariffs. T lsesof who suffers and who gains in
tariffs should be stress here. Governments’ gdihs is because the tariff affords them
some production against foreign competitors byaasmng the cost of imported foreign
goods. But the consumers lose. This is becausgntlist pay for certain imports. For
example, in March 2002, the US government placeal@em tariff of 8 per cent to 30
per cent on imports of foreign steel. The effecs wareduce the price of steel products in
the United States between 30 and 50 per cent.

However, by November 2002, the whole trade orgaioizaleclared that the tariffs
represented a violation of the WHO treaty, thus,Wited States consequently removed
them in December of that year. Nevertheless, twlasions can be draw from
economic analysis of the effect of import tariffs:

a. Tariffs are unambiguously pro-producer and antiscomers. While it protect
producers from foreign competitors, this restristad supply also raises domestic
prices. The case of Bush’s administration menticzatier is a good example.

b. Import-tariffs reduce the overall efficiency of therld economy. They reduce
efficiency because a protective tariff encouragesekstic firms t produce more
efficiently abroad. The consequence is an inefficigilization of resources. For
example the importation of tariff on band of riaeements, vehicles etc by federal
republic of Nigeria. These has made prices of tigesels to rise up, hence
consumers find it difficult to buy them. In the pnun, it is the citizens of such
countries where tariffs are imposed that suffercivesequences.

Self Assessment Exercise

Define Tariffs

3.1b Subsidiaries

A subsidy is a government payment to a domestidywer. Subsidiaries’ take many
forms, such cash grants, low-interest loans, teaks and government equity
participation in domestic firms. By lowering prodion costs, subsidiaries help domestic
producers in two ways: a) competing against impants b) going export markets.
Agriculture tends to be one of the largest benafies of subsidiaries in most countries.

In 2002, the European Union was paying $43 bildonually in farm subsidiaries. Also
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in May 2002, President George. W. Bush signedlawoa bill that contained
subsidiaries of more than $189 billion for US farmgpread out over 10 years.
Government of Nigeria has been threatening to gikesany attempt to remove
petroleum subsidiary.
Some scholars argued that subsidiaries can hélmacthieve a first move advantage in
an emerging industry. If this is achieved, furtbams to the domestic economy arise
from the employment and tax revenues that a madgdyag company can generate.
However, it ids observed that many subsidiaried terprotect the inefficient and
promote excess production. For example, agriculsusidiaries:

a. Allow inefficient farmers to stay in business

b. Encourage countries to over produce heavily subsidagricultural products

c. Encourage countries to produce products that doeligrown more cheaply

elsewhere and imported

d. And therefore reduce international trade in agtical products.
It has been observed that if advanced countriesdareed subsidiaries to farmers, global
trade in agricultural products would be 50 per degher and the world as whole would
be better off by $160 billion (Anderson, 2000).

3.1c Import Quotas

An import quota is a direct restriction on thegtity of some goods that may be
imported into a country. The restriction is usuahforced by issuing import licenses to a
group of individuals or firms. For example, US havgquota on cheese imported. The
only firms allowed to import cheese are certaiditig companies each of which is
allocated the right to import a maximum of pounfisleeese each year. Similar situation

occurs in Nigeria, it is only Dangote firms thatitowed to import rice and cements,

3.1d Local Content Requirements

A local content requirement is a requirement tloate specific fraction of ago be
produced domestically. The requirement can be agpreeither in physical terms (some
per cents) or in value terms. Local content reguiathave been widely used by

developing countries to shift their manufacturirag® from the same/simple assembly of
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products, whose parts are manufactured elsewhir¢hia local manufacturer of
component parts.

They are used by developed countries to proteel jobs and industry from foreign
competition. This is the case of oil and gas inguist Nigeria, where certain per cent of
local content is permitted to carried out by thealeexperts.

3.1e Administrative policies

Administrative trade policies are bureaucratic sudesigned to make it difficult for
imports to enter a country. A case study herepadalapan’s formal tariff and non-tariff
barriers have been among the lowest in the wortdvéver, charges the country imposed
through administrative barriers to imports are gr#ttan the lowest tariffs incentives. For
example, the Netherlands exports tulip bulbs taoalrevery country in the world except
Japan.

3.1f Anti-Dumping Policies

Dumping is defined as selling goods in a foreigmkatfor less than their cost of
production or below their market values. Dumpinthisrefore views as a method by
which firms unload excess production in foreign ke#s. Some dumping may be the
result of predatory behavior, with producers usingstantial profits from their home
markets to subsidize prices in a foreign marketwieéw to drawing indigenous
competitors out of that market. Once this has lestablished, the predatory firm can
raise prices and earn substantial profits. Thexactly what Chinese’s firms does to
Nigeria market with their substandard tires, eleatrcables and bulbs and
pharmaceutical drugs

Anti-dumping policies are designed to punish foneigms that engage in dumping. The

ultimate objective is to protect domestic produdesen unfair foreign competitions.

3.2 Political Argument for Trade Intervention
Some of the political arguments for trade interi@nare explained below:
I. Protecting jobs and industries- Perhaps the mastraan political argument
for government intervention is that this necessaryrotecting jobs and
industries from unfair competitions. For exampéeifts imposed by George

Bush on foreign steels.
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ii. National security- Countries sometimes argue thiatequally necssry to
protect certain industries because they are impbfta national security. For
example, defense related industries often gekihis of attention, such
aerospace, airports and seaports.

iii. Retaliation- A school thought argued that governtsishould use the threat t
intervene in trade policy as a bargaining tooletptopen foreign markets and
force trading partners to “play by the rules of ¢faene”. The US government
has used the threat of punitive trade sanctioty/tim get Chinese
government to enforce its intellectual propertydaw

iv. Protecting consumers- Many governments have lodgdwgulations to
protect consumers from unsafe products.

v. Protecting human rights- Protecting and promotiagnén rights in other
countries as an important element of foreign pdicymany democratic
governments. Sometimes, it is use as attempt toowepthe human right
policies of trading partners.

Self Assessment Exercise

Give any three reasons for political argument fadé interventions

3.3 Economic Arguments for Trade Intervention

With the development of the new trade theory aratesgic trade policy, the economic

arguments for government intervention have undexgorenaissance in recent years.

Nevertheless, two arguments will be considered:here

1. The infant industry arguments- The infant industrgument is by far the oldest

economic argument for government intervention. Ateder Humitton proposed it
in 1972. He argued that many developing countraa&la potential comparative
advantage in manufacturing, but new manufactumagstries cannot initially
compete with established industries in developeshtees. To allow
manufacturing to get benefits, the argument is goaernments should
temporarily support new industries, until they hgvewn strong enough to meet
international competition.

The argument has had substantial appeal for thergments of developing

nations during the past 50 years and the Genenaehgent on Tariff and Trade
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(GATT) has recognized the infant industry argunena legitimate reason for

protectionism.

However, many economists remain critical of thiguanent for two reasons,

namely:

a. Protection of manufacturing firms from foreign coetipon does no good
unless the protection helps to make the indusfigiefit. Protection seems to
have done little more harm to the development efficient industries that
have little hope of ever competing inn the worldrkeh

b. That firms are unable to make efficient long tenveistments by borrowing
money from the domestic or international capitatkea Therefore,
governments are required to subsidize long terrastments.

Il. Strategic Trade policy- The strategic tradei@ohas two components, these are:

a. It is argued that by appropriate actions, a gavemt can help raise national
income.

b. That it might pay a government to intervene inraustry by helping domestic
firms overcome the barriers to entry created bgifpr firms that have already
reaped first mover advantages.

In conclusion, if these arguments are true, theregonent should target technologies
that may be important in the future and use suases to support development work
aimed at commercializing those technologies.

In addition, government should provide export sdiasies until the domestic firms have
established firm-mover advantages in the world miark

Government support may also be justified if it batp domestic firms overcome the

first-mover advantage as viable competitors invibeld market.

4.0 Conclusion

There is no country al over the world that exighaut one law, Acts or
regulations/sanctions. As good as they may be,sheuld be oriented towards

development of man kinds.

5.0 Summary.
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This unit examined the political economic systena ofation as it applies to international
business. Various arguments for and against tradevention were extensively
discussed in this unit.

6.0 Tutor Marked Assignment

Give two reasons why economists are critical aleoohomic arguments for trade
intervention

Answer:

a. Protection of manufacturing firms from foreign cagtipon does no good
unless the protection helps to make the indusfigiefit. Protection seems to
have done little more harm to the development efficient industries that
have little hope of ever competing inn the worldrkeh

b. That firms are unable to make efficient long tenveistments by borrowing
money from the domestic or international capitatkea Therefore,
governments are required to subsidize long terrastnaents.

7.0 References/Further Readings
Charles, H., W, L (2008) Global Business ToddyF4lition, New York

McGraw-Hill Companies, Inc.

Answers to Self Assessment Exercises
1 Tariffs are the oldest form of trade policy, uguplaced on imports of foreign
products. They fall into two categories
a. Specific tariffs which are levied as a fixed charder each unit of a good
imported and
b. Ad valorem tariffs are levied as a proportion & thalue of the imported good.
An example of ad valorem tariffs is the 25 per d@ash’s administration placed

on imported on light trucks (Pick up trucks, Fouh®&gl-drive vehicles, etc.)
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Three political arguments for trade interventioe:ar

a.

Protecting jobs and industries- Perhaps the swsmon political argument
for government intervention is that this necessaryrotecting jobs and
industries from unfair competitions. For exampéeifts imposed by George
Bush on foreign steels.

National security- Countries sometimes argue thatequally necssry to
protect certain industries because they are impbfte national security. For
example, defense related industries often gekihis of attention, such
aerospace, airports and seaports.

Retaliation- A school thought argued that governtsishould use the threat t
intervene in trade policy as a bargaining toolefplopen foreign markets and
force trading partners to “play by the rules of ¢faene”. The US government
has used the threat of punitive trade sanctioty/tim get Chinese

government to enforce its intellectual propertydaw
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1.0: Introduction
Marketing opportunities exist in all countries redlass of the level of economic
development. To assume that only developed cogniffer more market potential is a
misconception that wills lead international busgiesgnager astray. A particular market
may initially seem attractive because of its pag¢rtemand and size in terms of the
number of consumers or their purchasing power.tif@market may be attracting more
than its share of competition. Since the markétus crowded by many competitors, it
may not be especially attractive after all. Assule Onkvisit and Shaw (1997) observed
that LDCs may provide a better return on investnbectiuse competitive expenditures
can be significantly less when sophisticated argergive marketing techniques are not
necessary.
A business manager usually discerns far more magkmtrtunities that a firm’s limited
resources permit to be pursued. It therefore imsghat a marketer must develop a
priority system so that available resources will ln@ spread too thin for the needed
impact. Countries must be screened based on ceelairant criteria for comparing
opportunities. Such criteria may include markeeptill, economic growth, political
risk, available resources, etc. In assessing maggbrtunities, there is no single ideal
criterion. A marketer must therefore employ a detriveria that is relevant to the market
opportunity under consideration. This unit examitesvarious alternatives of entering
international markets.
2.0  Objectives
After thorough study of this unit, you should béeato:

1. Explain modes of entering international markets

2. Select the best option for your business and

3. Advise clients on the modality of approaching aeiinational market.
3.0 Main Content
3.1 International Business Entry Decision
Once a company has analyzed the environment dfjforearket and concludes that it
represents an alternative opportunity, the next fiethe company is to take strategic

decisions on how to enter the market. A compantyttha this kind of decision to make
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usually have three strategic options to considdrsatect the most appropriate. In trying
to select the most appropriate strategic optios ctimpany has to consider the impact of
some the crucial factors such as the nature gbitheéuct, nature of the market, financial
capacity of the company, the management expedigkihe established objectives of the

company. These options are thus discussed below.

3.2 Export

This is the quickest and simplest way through wiaidompany can enter foreign
markets. With the option, the manufacturing faieitof the company will remain located
in the home country while the company simply makeangement on how to sell some
of its present products abroad. Exporting is aefrain which a company, without any
marketing or production or organization overseapp#gs a product from its home base
market abroad.

Exporting allows a company to enter foreign markéth a minimum of change in its
product line, company organization, investment@anpany mission.

The main advantage of exporting strategy is the casnplementing the strategy. Risks
are minimal because the company simply exporexitess production capacity when it
receives orders from abroad. The problem with uaimgxporting strategy is that it is not
always an optimal strategy. A desire to keep irggomal activities simple, together with
a lack of product modification, make a company'sketing strategy inflexible and
unresponsive.

However, any company that chooses to enter ineynational markets by only exporting
its products to the foreign markets can achieveotiective through two ways, namely
indirect export and direct export.

3.2:1 Indirect Export

Under this method or strategy, the firm does netha develop an oversea sale force. It
will only hire independent international middlemarthe countries concerned. Firms that
are stating export business for the first time Ugw@aopt this method. The method
involve less investment and less risks. The assom that the middlemen’s
established goodwill, marketing know-how and sesiwill enable the image of the

product and possibly increase the speed of itspa@oee in the market.
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Firms that adopt the indirect export method inrtiv@iernational business usually have
three options of domestic middlemen arrangemeittgsy Tan use any or combination of
the following:

(a): Domestic Based Export Merchants

Buys the manufacturers’ products and then sell tabroad. With this arrangement, the
exporting company only sells its products to theakmerchant in the home country.
After buying from the company, the export merchaititthen sell the product to foreign
markets on its own account. Because, the merchkes title to the product, it shoulders
all the burden and risks involved in exporting fineduct to foreign markets.

(b): Domestic-Based Export Agents

The agents seek and negotiate foreign purchasesramhid commissions. The agents
simply agree to seek for foreign buyers for the pany. Their job normally is to bring
foreign buyers into contact with domestic sellditsey receive commission on any
business done. However, the exporting firm will i@ whole risk involved in the
business. In selecting the agent to work with gtkgorting company has the option of
choosing any of the following:

i. Export Buying Agents.

They reside in the manufacturer’s country but repnés foreign buyers. Their functions
are to place orders with the manufacturers, take abthe

ii. Brokers

Their function is only to find buyers for the maaaturer. They do not handle the
product.

iii. Manufacturers’ Export Agents

These agents represent many manufacturers witltoimpeting interests. They render
selling and other marketing services to the marufacs.

(c) Cooperative Organization

The cooperative organizations serve many prodweinsnon-competing interests by
making careful plans on how to export the prodocatsheir behalf. Although, the
cooperative organization is independent, it iswloolly independent as the producers
have a remarkable influence on the administratorgrol of its activities.

3.2:2 Direct Exports
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The manufacturers concerned take responsibiligxpbrting their products instead of
using the services of middlemen. However, notredlmanufacturers can enter through
this method. The method is often employed by bigufecturers with enough quality of
products to sell to and by those whose market hasrgto sufficient size to justify the
burdens involved in it, for example the Coca-Cotarfpany.

Although, the method has a high probability of giety a profitable return, the level of
investment and risk associated with it is usuaiggnhNotwithstanding, manufacturers
that use this method as their entry strategy miernational markets, can adopt any of
the following options:

a). Domestic-Based Export DepartmentAn export sale manager carries on the actual
selling and draws on market assistance as neettedddpartment might evolve into a
self-contained export department performing alldbgvities to export and operating as a
profit centre.

b). Overseas Sales Branch or SubsidiaryAn overseas sales branch allows the
manufacturer to achieve greater presence and progpatrol in the foreign market. The
sales branch handles sales and distribution andtrhandle warehousing and promotion
as well. It often serves as a display and cust@®eice centre also.

c). Traveling Export Sales Representativesthe manufacturers concerned usually send
one or two of their home-based sales represensativioreign markets to canvas for
business and possibly get orders from buyers. Sthagegy is often employed by big
companies that are entering into a market newlytgnsimall companies with financial
handicap.

d). Foreign-Based Distributors or Agents The company can hire foreign-based
distributors or agents to sell the company’s godtiese distributors and agents might be
given exclusive rights to represent the manufactaréhat company or only limited

rights.

3.3 Joint Venturing

Foreign investors may join with local investorscteate a joint venture in which they
share ownership and control. That is, companigsath@pt this method as their entry
strategy into foreign market join hands with théoraals in the foreign countries to set

up production and marketing facilities abroad. &mmple, Kotler (1997) reported that
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Coca-Cola and the Swiss company Nestle are joiiorags to develop the international
market for “ready to drink” tea and coffee, whialrrently sell in significant amounts
only in Japan. Also Procter and Gamble has formethaiventure with its Italian arch-
rival Fater to cover babies’ bottoms in the Unikédgdom and Italy.

Some of the available options are:

3.3:1 Licensing:An export manufacturer will enter an agreemenhaiforeign

company authorizing the foreign company to useptioeluction process, trade mark,
patent, or trade secret of the exporting manufactiar a defined fee or royalty. Under
this consideration, the exporting manufactureheslicensor while the foreign partner is
the licensee.

The advantage of licensing is that the licensol gain entry into the market without
much difficulty and at a little risk while then &osee will gain production expertise or
well-known name without starting from the scratch.

However, the licensor will have less control ovex business activities unlike if it had up
its own production facilities. Besides, the licensw@y even find out that it has set up a
competitor. The licensee as well suffers from threign interference on it affairs.

3.3:2 Contract Manufacturing: In this strategy, the arrangement will be for ltheal
company in the foreign country to be in chargehefproduction of the licensed products,
while the marketing of the products will rest oe tompany. The export firm is only
exporting its marketing expertise. The advantagelsdisadvantages of this are similar to
that of licensing.

3.3:3 Management Contracting:In some cases, government pressure and restsction
force a foreign company either to sell its domesgerations or to relinquish control. In
such a case, the company may have to formulaté@negy to generate the revenue
given up. One way to generate revenue is to siga@agement contract with the
government or the new owner in order to mange tistless for the new owner. The new
owner may lack technical and managerial expertisenaay need the former owner to
manage the investment until local employees aneetdato manage the facility. Examples
are Aerk Airways, Ondo Oil, etc.

It should be noted that management contracts dbana to be only after a company is

forced to sell its ownership interest. Such consratay be used as a sound strategy for
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entering a market with minimum investment and mummypolitical risks. For example,
Club Med, a leader | international resort vacatian$requently wooed by LDCs with
attractive financing options because these coutvent tourism. Club Med's strategy
involves having either minority ownership or notely even though the firm manages
all then resorts.

3.3:4 Turkey Operations: A turkey operation is an arrangement by the sétlaupply
with a facility fully equipped and ready to be ogied by the buyer’s personnel, who will
be trained by the seller. The term is sometimed usést-food franchising when a
franchisor agrees to select a store site, buildthes equip it, train the franchisee and
employees and sometimes arrange for the finanbingternational marketing, the term
is usually associated with giant projects thatsaid to government or government run
companies. Large-scale plants requiring technotogy/large-scale construction
processes unavailable in local markets commonlyhisestrategy. Such large-scale
projects include building steel mills, Fertilizand chemical plants; etc.

3.4 Direct Investment: Direct ownership of foreign-based assembly or mfecturing
facilities is the ultimate form of foreign investnts. The foreign company can buy part
or full interest in a local company or build its macilities. When the firm feels that it
has mastered the market and there are opportynitiedi then establish its own
production facilities with full management and coht

Some of the advantages include: The company mayeseeal cost economies in the
areas of cheaper labour and raw materials. It earldp manufacturing and marketing
policies that will be in agreement with the cultofehe people and therefore enhance its
long-term international objectives. However, thenpany suffers from exposing a large
investment to certain risks, such as devaluatioruaiencies, keen competition, etc.

3.5 Free Trade ZonesWhen entering a market, a company should go begand
investigation of market entry modes. Another questhat should be asked is whether a
free Trade Zone (FTZ) is involved and needs comata®. The decisions concerning
market entry and FTZs are some what independenET&hcan be used regardless of
whether the entry strategy is exporting or locahuofacturing.

A FTZ is a secured domestic area in internationatrmerce, considered to be legally

outside a country’s customs territory. It is ansaglesigned by a government for the duty-
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free entry of goods. It is also a location wherpamts can be handled with few
regulations, and little or no customs duties antsextaxes are collected. As such, goods
enter the area without paying any duty. The dutyldde paid only when goods enter
the customs territory of the country where an F¥ bcated, for example Calabar,
Nigeria.
Variations among FTZs include free ports, tarifdrzones, airport duty free arcades,
export processing zones, and other foreign gradeszd-TZs are usually established in
countries for the convenience of foreign tradee Zbnes may be run by the host
government or by private entries.
FTZs offer several important benefits, both for teentry and for companies using
them. These include:
a) Job retention and creation- when better facilitied plants are provided to
attract MNCs, FTZs can generate foreign investraadtjobs.
b) Some countries offer superior facilities for lovesists.
c) Lower theft rate, lower insurance costs, delayagfgayment, and reduction of
inventory in transit.
d) It improves the cash flow for a company since Flidhi@ates the need to pay
duty immediately on docking.
e) An FTZ can eliminate the waiting period for theiaal of a product from an
overseas firm.
f) The firm can hold goods in an FTZ until the quapems up, making it possible
to move the goods immediately into the market atgérliest opportunity.
g) FTZs also provide a means to circumvent importictgins.
h) FTZs provide a means to facilitate imports and eigp@ome forth.
Self Assessment Exercise
Briefly define FTZ and explain its benefits.

3.6 Introducing a Product into International Market

Introducing a product into international markeh@t an easy task. The company has to
first of all research the market to such an extieat all the components and supportive
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attributes of the product have to be clearly deddBoth the market research and the
product introduction have to be done with caretuisideration of the following factors:
3.6:1 Time Scale

In interpreting the research findings, the firm tasake into consideration the dynamic
fashion environment in the market and rapidly chag¢astes and demands of the
consumers. Without that, the firm may discover thhas succeeded in introducing a
product that is already out-of-fashion and theretosis no demand in the market. This is
one of the tricky aspects of modern internationatkating. A tactful marketer must try
to combine facts with changing scenes.

3.6:2 Firms Resources and Goals

It is imperative to note that firms have to dedigeir products within the frame-work of
their economic realities, resources and goals.oigh, the aim is to attain the full
satisfaction of the consumers’ needs, the firmtbato it in such a way as to make profit
or attain other objectives.

3.6:3 Specified Markets

In designing the product, the firm has to havefandd target group at the back of its
mind. The target group can be a wide one, congistirtcountry or region or a small area
of few consumers. No matter the size, what is irtgmaris that the job must be carried
out with a definite buyer in mind.

3.7 Factors to be considered whether to Standardize to Differentiate

It should be recall that standardization and déffeiation have been looked into in the
earlier part of the course. Thus, there are macipia to be considered at any time a
decision is to be taken on the issue of standardizand differentiation. Some of these
are thus briefly examined below:

3.7:1 Corporate Objectives

An international firm that seeks to maximize pr®fiegardless of international market
penetration goals is more likely to strike towapdsduct standardization. This is because
by the nature of such strategy, the firm is likielygenerate a better profit performance in
the short-run that if differentiation is opted for.

3.7:2 The Market Usage of the Product
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Standardization is hereby recommended where theuooers’ usage of the product is
similar in all the markets. However, where it diffedifferentiation is considered as a
better option.

3.7:3 Company Resources

Differentiation involves consideration in productitacilities, inventory management and
marketing mix ingredients. Because of these firgneisources requirements, most weak
firms do not go for differentiation strategy, ratlpeefer standardization strategy option.
3.7:4 Level of Service Required

Products with high technical services either betorafter the delivery adopt
standardization strategy, for example electroraaspmobiles and so forth.

3.7:5 Base of Production

A product that requires intricate manufacturinggasses is likely to support
differentiation strategy than a product which camimnufactured with ease. Toilet soaps
and Aero-plane are two different products witheliéint skills, this thus call for different
strategies.

3.7:6 Legal Considerations

Legal systems can have a major impact on the desdigmproduct, its packaging and the
printed messages incorporated. For example, a patk&garette in Nigeria must contain
a warning about the health hazard of smoking.dughhowever be noted that the law is
not interested in the inconveniences that suchlaggns may impose on marketing
personals as it is their duty to assess the marieeknow which strategy is better option.
Self Assessment Exercise

Briefly examines factors considered whether todaadized or differentiate.

4.0 Conclusion

When a company considers marketing in foreign markeneeds to analyze such
economic characteristics as GNP, income, and pbpnla order to compare market
opportunities. Once a particular market is chosgamagement needs to decide on the
market entry strategy. However, such companiesldiaansider the feasibility of
operating all or some of its international business free trade zone, since such zone

can complement many of the market penetration ngtio
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5.0 Summary

This unit examined various modes of entering iragéamal markets.

6.0 Tutor Marked Assignment

What is an FTZ? What are its benefits?

7.0 References/Further Reading:

Eze, B.I: International Marketing, Bauchi, ATBU,94®(Unpublished)

Ketler, P:_Marketing Management-Analysis, Planningplementation and
_Contrgl 9" Edition, New Jersey, Prentice-Hall, 1997.

“Multinational Companies Step Up Pace of Investmeri2eveloping
Nations,” The Wall Street Journal, 15 Baber, 1995.

Onhvisit, S and Shaw, J.J: International Marke#glysis and Strategy
&P Edition, New Jersey, Prentice-Hall, 1997.

Answers to Self Assessment Exercises
1 AFTZ is a secured domestic area in internaticoaimerce, considered to be legally
outside a country’s customs territory. It is ansaglesigned by a government for the duty-
free entry of goods. It is also a location wherpams can be handled with few
regulations, and little or no customs duties andsextaxes are collected. Some of the
benefits of FTZ are:
a) Job retention and creation- when better facilitied plants are provided to
attract MNCs, FTZs can generate foreign investraadtjobs.
b) Some countries offer superior facilities for loveests.
c) Lower theft rate, lower insurance costs, delayagfgayment, and reduction of
inventory in transit.
d) It improves the cash flow for a company since Flidhi@ates the need to pay
duty immediately on docking.
e) An FTZ can eliminate the waiting period for theiaal of a product from an
overseas firm.
f) The firm can hold goods in an FTZ until the quapems up, making it possible

to move the goods immediately into the market atgérliest opportunity.
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g) FTZs also provide a means to circumvent importicgins.

h) FTZs provide a means to facilitate imports and etgp@ome forth.

2 Factors to be considered whether to standardidéferentiate the products are:

1 Corporate Objectivge

An international firm that seeks to maximize prefiegardless of international market
penetration goals is more likely to strike towapdsduct standardization. This is because
by the nature of such strategy, the firm is likielygenerate a better profit performance in
the short-run that if differentiation is opted for.

2 The Market Usage of the Product

Standardization is hereby recommended where theuooers’ usage of the product is
similar in all the markets. However, where it diffedifferentiation is considered as a
better option.

3 Company Resources

Differentiation involves consideration in productitacilities, inventory management and
marketing mix ingredients. Because of these firgneisources requirements, most weak
firms do not go for differentiation strategy, ratipeefer standardization strategy option.
4 Level of Service Required

Products with high technical services either betorafter the delivery adopt
standardization strategy, for example electroraospmobiles and so forth.

5 Base of Production

A product that requires intricate manufacturinggasses is likely to support
differentiation strategy than a product which camtmnufactured with ease. Toilet soaps
and Aero-plane are two different products witheliént skills, this thus call for different
strategies.

6 Legal Considerations

Legal systems can have a major impact on the dedigmproduct, its packaging and the
printed messages incorporated. For example, a patkeyarette in Nigeria must contain
a warning about the health hazard of smoking.dughhowever be noted that the law is
not interested in the inconveniences that suchlaégns may impose on marketing

personals as it is their duty to assess the marieeknow which strategy is better option.
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1.0 Introduction

Marketing is the process of planning and executivggconception, pricing, promotion,
and Distribution of ideas, goods and services &ater exchange that satisfy individual
believes. That is marketing basically is talkingoatb satisfaction on a daily basis.
Companies are striving to satisfy their custom#rat is why a lot of them follow their

customers abroad. The marketing managers on dadig lvork on their task on how to
satisfy their customers. He must work with his iing¢ and external environment. The
internal include the product, price, place and mbom. While his external are

technology, culture, and economy etc. once youngermational, the foreign countries
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factors equally affects your decision. As such thig focuses on strategies of marketing
internationally.
2.0  Objectives
At the end of this unit you should be able to:

1. Differentiate between target market selection aadketing management

from international scene.
2. Define international marketing.
3. Explain standardization and adaptation and

4. Explain international promotional policies.

7.1lInternational Marketing

Kotler and Armstrong (1996) defined marketing asllisiness function that identifies
customers needs and wants, determines which tex@dets the organization can serve
best, and designs appropriate products, servigkpragrammes to serve these markets.
Stanton (1981) defines marketing as a total systelusiness activities designed to plan,
price, promote, and distribute want-satisfying goadd services to present and potential
customers.
Kotler (1984) defined it as a social process byolvhndividuals and groups obtain what
they need and want through creating and excharmioducts and value with other.
Marketing is a profit making activity which involgehe co-ordination of various
functions aimed at facilitating the flow of the teiggd goods and services from the place
of production to the place of consumption. A brdakvn of this definition shows that
marketing involves:

a. Investigation

b. Designing, and

c. Selling
Having known the definition of marketing, it theve# means knowing what international
marketing is, is no problem, in essence it talksualtustomer’s satisfaction beyond the
shore in which you are operating in. That is, in&ional marketing involves the
extension of the analysis of planning and implemgo of marketing resources and

programmes to foreign markets. Once a firm extemsismarketing resources and
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programmes beyond its national boundary to othentees, that firm will be said to
been engaging in international marketing.
American Marketing Association (AMA) defined intetional marketing as “the
multinational process of planning and executingdbieception, pricing, promotion and
distribution of ideas, goods, and services to ereathange that satisfy individual and
organizational objectives. The inclusion of multinaal implies that marketing activities
are undertaken in several countries and such aetdhould somehow be coordinated
across nations.
It also means that the international marketing @ssds not a mere repetition of using
identical strategies abroad. The four Ps of mankefproduct, place, promotion and
price) must be integrated and coordinated acragstaes in order to bring about the
most effective marketing mix. In some cases, themmy have to be adjusted for a
particular market for better impact.
Cateora and Graham (1999) defined internationaketisng as the performance of
business activities designed to plan, price, prematd direct the flow of a company’s
goods and services to consumers or users in manectie nation for a profit.
Although, international marketing does not invoprenciples found in the domestic
marketing, it deserves special attention becaudieedfollowing factors:

a. Its growing importance as an era of marketing oppuoty and

b. Its greater level of risk and uncertainty steaninogn the marketer’'s

unfamiliarity with other cultures.

It therefore calls for critical studying and evdloa of economic, political, socio-cultural
and legal environments. In this regard, comparnatsgeek its fortunes in the global
markets, should carefully planned its marketingvéets abroad, this because its risks
are enormous. Likewise its rewards are unquantgiab
Thus, international marketers should criticallyde®n:

a. International marketing decisions

b. Market selection decision

c. Entry and operation decision
d. Marketing mix decision, and
e

Market organization decision.
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Reasons for International Marketing

Most companies would prefer to remain domestitheir domestic market were large

enough. This because, managers would not needro d&mother country’s language and

laws, deal with volatile currencies, face politieald legal uncertainties or redesign their

products to suit different customers’ needs ancetgtions. Besides, business would be

easier and faster at home.

However, Kotler (1997) gave several reasons thghtrdraw a company into

international marketing. Some of these are:

1.

Global firms offering better products or lower gscmight attack the company’s
domestic market. The company might want to couatiaick these competitors in
their home markets to tie up their resources.

The company might discover that some foreign margegsent higher profit

opportunities than the domestic market

3. The company might need a large customer base tevachconomies of scale.

4. The company might want to reduce its dependen@ngrone market so as to

reduce the risk

The company’s customers might be going abroad agbtmequire international
servicing

Differences in factor endowment- international &aave it origin to the varying
resources of different regions. Resources arevestlg distributed around the

globe, thus some countries are better in some ressthan the other.

3.3 Challenges in international Marketing

Most companies, if not all, they are compelled acaggroad, however, wish to limit their

marketing activities to home markets. Some of #asons why some of these companies

do not want to abroad include:

1. Unstable Government- High indebtedness, hightioh, and high unemployment

(most especially African countries, Nigeria in pautar) in several countries have

resulted in high unstable governments that expmsegn firms to high risks. Some

companies’ have to adopt strategy of sponsoringtivernment in power during

campaign processes, because of their investmentgincountries. These activities
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engaged by these companies, add to the marketstg which they have to content with.
For such reasons, most of the companies do nottwayhbbal.

2. High Foreign Indebtedness- Many companies andtdes have accumulated huge
foreign debts on which it is difficult to pay ba@&yen the interest. This indebtedness
could be attributed to loans taken, poor leadergraging employees abroad, paying
necessary taxes, etc, as stipulated by the goversrabroad.

3. Foreign Exchange Problem-High indebtedness eodognic-political instability
decreases the value of a country’s currency. Forgigns want payments in hard
currencies with profit repatriation rights. But sieeoptions may not be available in total
in markets.

4. Foreign Government Entry Requirements and Buaraay- Governments of most
countries places some regulations on foreign fioperations. These laws and regulations
most companies most especially in developing wibnid it difficult to meet up. Thus,
they find it difficult to go abroad.

5. Tariffs and other Trade Barriers- Governmentsroimpose high tariffs to protect their
domestic markets. They also resort to invisibldérbarriers, such as slowing down
import and approvals, requiring costly product atipents and slowing down inspections
or clearance of arriving goods mostly especiallthatports.

6. Corruption- Officials, who charged with the respibility of discharging one service
or the other, requires bribes before necessaryrdents are signed. Most often they
awards contract/business to highest bidders rédiarst bidders.

7. Technological Pirating- A company locating itarg abroad worries about foreign
managers learning how tom make its products arakbrg away to compete openly
either due to some disagreements, change in fogggarnment and policies, or inability
of the firms to meet up with the economic condisiamn intentional break-off. All these
challenged most companies to go global.

8. High Cost of Production and Communication Adapta A company going abroad
must study each foreign market critically and aaligf this because it must be sensitive
to its economics, laws, politics, and socio-culty@nd adapt appropriately its products
and communications to such markets.
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9. Shifting Border issues- Many international boames are in a state of flux. National
borders are fundamentals to marketing activitigs, hecause they dominate and shape
economic behaviour within the country’s bordersa@iing boundaries may mean

moving targets for international marketers.

3.3 Target Market Selection
Target market is that segment of the market thedrapany focuses its attention on so
that the consumers will be satisfied. In internagilobusiness when we discuss about
target market selection we are looking at countf@spossible target market within
which the companies are willing to satisfy. It thmgolves:

a. To identify potential markets for entry

b. Expanding selectively over time to those deemeaddiive
3.3.1 International Screening

Identification and screening has four stages ocegss. It starts with very general
criteria and ends with product specific market ge@s$. Data’s for screening are gotten
from secondary and primary data. The diagram bdlastrate this.
ALL COUNTRIES

g

PRIMARY screening
1. General country factors Reject
2. genetics produce specification Countries

Secondary
Data

Prospective target countries

!

Estimating market potentials Reject_
By product type = | Countries

1. Size of National market
2. Potential of national market
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High market potential countries

!
Estimating sales potential for company
product _ Reject
1. Product comparisons =—> | Countries

2. Competition

3 market structure
4. Channel structure
5. Final consume

i

Highest sales potential country|
(target market )

|
Identify segment in target
markets
!
Optimal segment mix in target Reject
market Segment

90



Adopted from Michael R (with) iikka A remind Mielel H moffe, inland business (

USA) smit westen thumpossom leaving each page 33c

The four processes of screening countries thatseile as target market include.

1. Preliminary Screening

It relies solely on secondary data to know the ganeuntry factors either favorable or
unfavorable to you and the generic product fadfoboth are positive on your side it
means you have gotten prospective target coundamesif unfavorable you reject the
countries and look for a more favorable country.

2. Estimating Market Potential

Market potential is the sales in physical or monetanits that might be available to all
firms in an industry during a given period undegigen level of industry, marketing
effort and given environmental condition.

The feeling of whether it is favorable or unfavdeahfter using the income, elasticity of
demand, market audit, analogy and longitudinalysigto measure the market you either
reject the market and if favorable you proceed twmtms call high market potential
countries.

3. Estimate Sales Potential

After studying the market and believing that thegrket has prospect, there is need for
estimating the sales potential of the target marKeu need data to help you look at
competition, market, consumer, product and chastnetture. If they are favorable you
then you can proceed to the next stage, that éshijhest sales potential control and if
not you can either reject the country or look &teotarget markets.

4. Identifying Segment

There is need to identify the most profitable targédying mostly on primary data, if it is
favorable you proceed to optimal segment mix igeamarket and if not favorable, you
may reject segment and look for a more favorabk on

Self Assessment Exercise

Discuss the steps taken in choosing an interndttarget market
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3.3.2 Concentration versus Diversification
.Diversification
Czinkota (2002) reported that concentration is alsnumber of market or
diversification which is characterized by growthaimelatively large number of markets
in the early stages of international market expandexpansion alternatives- have two
options. Concentrate in a small area i.e. a segoreydu go into a broad market if the
resources are available.
Expansion alternative depend on the following fexto

a. Market growth rate

b. Sales stability
c. Sales response function
d. Competition lead time
e. Spillover effects
f. Need for product adaption

Need for communication adaption

5 Q@

Economics of scale in distribution

i. Extents of constraints

J.  Program control requirement
3.3.3 Marketing Management
Czinkota etal 2002 believes that after target niarleee selected, the next step is the
determination of marketing efforts at appropriaeels. A key question in international
marketing concerned itself with the extent to whikbk elements of the marketing mix-
product, price, place and distribution should @ndardized. The market also faces the

specific challenge of adjusting each of the mixredats in the international market place.

3.2.4 Standardization versus Adaptation
Here are some factors to be considered under stiindton or adaptation.
1. Make no special provision for international markgace but rather identify
potential target markets and then choose prodbatscan easily be marketed with
little or no modification.
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2. Adapt to local condition in each and every targedrkat (multi domestic
approach).
3. Incorporate differences into a regional or glolehtegy that will allow for local
difference in implementation (globalization apprieogac
Factors Affecting Adaption
1. The market(s) targeted
2. The product and its characteristics
3. Company characteristics including factors sucleasurces and policy.
3.3.5 Product Policy
There are lots of factors that affect product aalamb in an international market; they are
broadly divided into three.
1. Regional ,Country or Local Characteristics
They may include government regulations non-td#friers, customer’s characteristics
(Expectations and preferences) purchase pattermsoetc status of potential users,
stages of economic development, competitive offgriclimate and geography.

2. Product Characteristics: They include, pobdoonsistent Brands, packaging,
physical form of appearance (e.g. Size, Style, @glé-unction, Attributes, Features,
method of operation or usage, durability, Qualigse of installation, maintenance, after
sales services, country of origin.

Product Line Management

International market product line must be locagjioeal and global brand.

Product Counterfeiting

Is a general problem worldwide, producing infepooduct to look like original one. The
four way of fighting it, is through legislative &b, bilateral and multinational

negotiations, joint private sector action and measallen by individual forms.

3. Company Consideration

These factors include profitability, market oppaoities, (e.g. market potential, product-
make fit) cost of Adapting, policies, (e.g. commidga consistency) organization

resources.

Self Assessment Exercise

State two factors that affects product adaptation
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3.2.6  Pricing Policy
Price is a critical element in international buske Here are four categories of
international pricing situation.
a. Export pricing —
Are dual pricing that differentiate product tha¢ @omestic
and international. In dual pricing, cost plus arafgmal cost
method are mostly used; while market differentigigding is
used base on demand oriented strategy. If notudbreise, it

can lead to price escalation or dumping.

b. Foreign Market Pricing
International product pricing for instance when thanufacturer operation is defined by
corporate objectives, costs, customer behavior matket conditions market structure
and environmental constraints.

c. Price Coordination

Call for price coordination of product in this hasrease
because of the introduction of Euro. Environmefaeator will
continue to affect price coordination worldwides, difficult to
coordinate prices worldwide.
d. Transfer Pricing
Transfer or intercompany pricing is the pricingsafes to
members of corporate family. It means charging aintize
same price for all products in the same industry.
3.3.7 Distribution Strategy
This is what connects the manufactures with theelsyyit takes time for a decision to be
arrived at. Distribution strategy takes into acdahe following.
- Channel design- The length and width of the chhangloyed is affected by so many

factors such as product, market, etc.
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Selection and Screening of Intermediaries- Youehs look for appropriate channel
members.

Managing the Channel Relationship- Conflict arisegng members because it is like a
marriage; you continue to manage these members oraduce conflict, if such conflict
is not settled it could affect the company.

Self Assessment exercise

Name two institutions that aid distribution in amernational business.

3.3.8 Promotion Policy

An international business man must think of the tnaggpropriate promotional mix for his

product. Basically, these include: Advertising, qmral selling, sales promotion and public

Relations. These are briefly explained below.

Advertising- Majorly, advertising decision focus iattention on which strategy to use.
the promotional messages and the organization efptbmotional program that must
conform with the market been served

Personal Selling- Is “one on one” selling in in@ional business. Industrial goods, high
priced items, require more of personal selling.

Sales Promotion- Any method of attracting custorioer more purchases apart from
advertising, personal selling or publicity is sal@®motion. They include, coupons,
sampling, premiums, point of purchase, direct nsadl good example of sales promotion.
Any of these could be used for international markgtiepending on the product and the
environment.

Public Relations. Czinkota etal (2002) observedt thRBublic Relation (PR) is the
marketing communication function, charged with ewsg programs to earn public
understanding and acceptance. Foreign companiek inéer more understanding, for
instance the oil companies in Niger Delta and Nigelta crises is a good example that
PR could have assisted if well utilized.

4.0 Conclusion

International business cannot succeed except niagkattivities are highly involved.
The marketing activities involve selecting the &rgharket and marketing management.
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Marketing management involvement monitoring and hapg the marketing mix

appropriately to satisfy consumers.

5.0 Summary

In this unit you studied how marketing and it aittes aids international business.
Standardization, adaption and diversification wexamined as a way of launching products
into an international market. The difference betweararket concentration and market

diversification was also looked into.

6.0 Tutor Marked Assignment
State main factors to be consider while screenirggsea markets
7.0 References/Further Reading
Charles, W.L.H (2008) Global Business Tod&{ Edition,
New York, McGraw-Hill Companies.
Czinkotta M R, lkka A R, and Michael H M. (2002)

International businesd" Edition, USA, Southwestern

Thompson learning.
Onkvisit, S and Shaw, J. J (1997) International Réting-Analysis and Strategg®

Edition, New Jersey, Prentice-Hall.

Answers to Self Assessment Exercises

Two factors that need to be considered for proddeptation are:

1. Product Characteristics: They include, prodactsestent Brands, packaging, physical
form of appearance (e.g. Size, Style, Colour) HonctAttributes, Features, method of
operation or usage, durability, Quality, Ease dftafiation, maintenance, after sales
services, country of origin.

2. Company Consideration

These factors include profitability, market oppaoities, (e.g. market potential, product-
make fit) cost of Adapting, policies, (e.g. commidga consistency) organization

resources.
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Two institutions that aid distributions for an imational business are:
a. Federal ministry of finance and commerce

b. Central banks
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UNIT 9: Distribution Strategy
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1.0 Introduction

A manufacturer can sell directly to end users athrbat this type of channel is generally
not suitable or desirable for most consumer golodfareign markets it is far more
common for a product to go through several paliefsre reaching the final consumer.
The purpose of this unit is to discuss the varichennels of distribution that are
responsible for moving products from manufactutersonsumers. The unit also
describes the varieties of intermediaries involweohoving products between countries
as well as within countries. It should be noted tw®atain types of intermediaries do not
exist in some countries and that the pattern ofagseell as the importance of each type
of intermediary varies widely from country to copntA manufacturer is expected to
make several decisions that will affect its charstedtegy, including the length, width,
and number of distribution channels to be used.

2.0 Objectives

After thorough studying of this unit, you should dtge to:
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1. Define a channel of distribution for goods or seegi
2. Explain channel members involved in moving goodsifimanufacturers to the
consumers, and

3. Explain the determinants of channel types

3.0 Main Text

3.1 Channel of Distribution

A channel of distribution for a product is the @tiken by the title to the product as it
moves from the producer to the ultimate consuméndwstrial user. It can also be
describe as a set of institutions which perforrhghal activities or functions utilized to
move a product and its title from production to semption. A channel always includes
both the producer and the final customer for tteglpct, as well as all middlemen
involved in the title transfer. Even though, ageddlemen do not take actual title to the
goods, they are included as part of the distrilbutioannel. This because,

they play such an active role in the transfer oherghip. A trade channel does not
include facilitating agencies in marketing. Thivecause they only assist in the
performance of distribution but neither takes tidegoods nor

negotiates purchases or sales.

3.2 Forms of Channel of Distribution

Companies use two principal channels of distributidien marketing abroad. These are
indirect selling and direct selling.

Indirect selling, also known as the local or domestic channelyipleyed when a
manufacturer in Nigeria, for example, markets itsdoict through another Nigeria’s firm
that acts as the manufacturer’s sales intermedsrgxporting through an independent
local middleman, the manufacturer has no needttopsan international department. The
middlemen’s, acting as the manufacturer’s exteempbrt organization, usually assumes
the responsibility for moving the product oversédse intermediary may be a domestic
agent if it does not take title to the goods, anay be a domestic merchant if it does take
title to the goods.

Some of the advantages to be gained by employingdirect domestic channel include:
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1. The channel is simple and inexpensive- the manufactncurs no start-up cost
for the channel and is relieved of the responsybdf physically moving the
goods overseas.

2. The intermediary very likely represents severarntk who can help share
distribution costs, the costs for moving the goacsfurther reduced.

An indirect channel does have some limitations,civhinclude:

1. The manufacturer has been relieved of any immediaidketing costs, but in
effect, has given up control over the marketingsoproducts to another firm.
This situation may adversely affect the produatiscess in the future.

2. The indirect channel may not necessarily be permtaBeing in the business of
handling products for profit, the intermediary @asily discontinue handling a
manufacturer’s product if there is no profit oaitompetitive product offers a
better profit potential.

Direct selling is employed when a manufacturer develops an cagrd®annel. This
channel requires that the manufacturer deal dyr@adth a foreign party without going
through an intermediary in the home country. Thaufacturer must set up the overseas
channel to take care of the business activitiewédxh the countries. Being responsible
for shipping the product to foreign markets its#ie manufacturer exports through its
own internal export department or organization.
Some of its advantages are:

1. There is active market exploitation

2. There is a greater control
However, it suffers from difficulty in managemerittbe channel, especially if the
manufacturer is unfamiliar with the foreign mark&lso, the channel is time consuming
and expensive.
3.3 Types of Intermediaries: Direct Channel
There are several types of intermediaries assakwitth direct channel of distribution.
Some of these include:
a) Foreign Distributor
A foreign distributor is a foreign firm that hasobxsive rights to carry out distribution

for a manufacturer in a foreign country or spediea. Orders must be channeled
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through the distributor, even when the distribuioooses to appoint a subagent or sub
distributor. The distributor purchases

merchandise from the manufacturer at a discountl@dresells or redistributes the
merchandise to retailers and sometimes final comssirkience, the distributor’s function
in many countries may be a combination of wholesahe retailer. But in most cases, the
distributor is usually considered as an importefiooeign wholesaler. In some situations,
the foreign distributor is merely a subsidiary loé imanufacturer.

b) Foreign Retailer

Foreign retailers are employed for consumers’ petsltather industrial products.

c) State-Controlled Trading Company

Some products are sold to state-controlled tradamgpany, before they are further resell
to individuals and institutions. These entail heagyipment and machineries.

d) End user

Sometimes, a manufacturer is able to sell dirgotfpreign end user with no
intermediary involved in the process. The dirdwrmnel is a logical and natural choice
for costly industrial products. However, it is dealging, for example, a consumer may
place an order without understanding his or hentrgis import regulations. When the
merchandize arrives, the consumer may not be aldiaim it. As a result, the product
may be seized or returned on a freight-collectd&ontinued occurrence of this
problem could become expensive for the manufacturer

Indirect Channel

For a majority of products, a manufacturer may finchpractical to sell directly to the
various foreign parities. Other intermediaries maiten than not, have to come between
these foreign buyers and manufacturer’s countryh\at indirect channel, a
manufacturer does not have to correspond withdarparties in foreign countries.
Agents can be further classified according to tiiecgpal whom they represent.

a) Export Broker

The function of an export broker is to bring a buged a seller together for a fee. The
broker may be assigned some or all foreign maiketeeking potential buyers. It
negotiates the best terms for the seller, but dacomeclude the transaction without the
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principal’s approval of the agreement. As a repredee of the manufacturer, the export
broker may operate under its own name or thatehtanufacturer.
b) Manufacturer’'s Export Agent or Sale Representatve
This is an independent business person who ustgéins his or her own identity by not
using the manufacturer’'s name. A sales represeatesin select when, where and how to
work within the assigned territory. Working methadslude presenting product
literature and samples to potential buyers. Theufzaturer’'s export agent works for
commission. The manufacturer’s export agent mageuresome problems to the
manufacturer because an agent does not offerraltes. An export agent may take
possession but not title to the goods and thusassmo risk- the risk of loss remains
with the manufacturer.
c) Export Management Company (EMC)
An export management company (EMC) manages, urmiéract, the entire export
program of a manufacturer. An EMC is also knowia @@mbination export manager
(CEM) because it may function as an export departrize several allied but non-
competing manufacturers. The EMC has greater freeattd consideration authority.
The EMC provides extensive services, ranging froommtion to shipping arrangement
and documentation. The EMC is responsible for fathe manufacturer’s international
activities.
d) Cooperative Exporter
A cooperative exporter is a manufacturer with ig1@xport organization that is retained
by other manufacturers to sell in some or all fgnanarkets. Except for the fact that this
intermediary is also a manufacturer, the coopegatiporter functions like any other
export agents. It operates as an export distridotasther suppliers. Tit takes possession
of goods but not title.
e) Others forms of agents include:

1. Purchasing/Buying Agent
Country-Controlled Buying agent
Resident buyer
Export merchant

o & WD

Export drop shipper
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6. Export distributor
7. Trading company; etc.
This can be summarized using the following figure 3

Figure 3.1  Types of Marketing Channels

1. Manufacturer Consumer or
redrial user
1. Manufacturer Retailer in Consumer or
Foreign country industrial user.
3. Manufacturer Wholesaler retailer Consumer or
in éogn in foreign industrialens
Countr country
4. Manufacturer_ Importing___ Do Do Do
Middlemen
In foreign
Country.
5. Manufacturer___ exporting Do Do Do
Middlemen

6. Manufacturer___ exporting__ Importing__ wholesale retailer_ con. or
Middlemen middlemeim foreign  in foreign indust.
Foreign country country  user.

country

3.4 Channel Adaptation

Because the standardization/globalized approasttémational marketing strategy may
not apply to distribution strategy in foreign maket is imperative that international
marketers understand the distribution structurelspatterns in those markets/countries.

Hence, comparative analysis should be conducted.
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Some channel adaptation is frequently a neces$sityexample, Avon has had to develop
other distribution methods in Japan and ThailafAdraditional distribution channel may
seem inefficient, inefficient, but it may maximittee utilization of inexpensive labour,
leaving no idle resources.

A manufacturer must keep in mind that, becauselaptation, a particular type of
retailer may not operate in exactly the same maimnait countries. A particular
distribution concept proven useful in one countyrhave to be further refined in
another.

3.5 Determinants of Channel Types

There is no single across-the-board solution flomahufacturers’ channel decisions.
However, there are certain guidelines that carstasnanufacturer in making a good
decision. Factors that must be taking into consitiiem include:

1. Objectives of the firm

The objectives of the firm are the corner-stoné dledermines the kind of channel to be
used in any given market. This is because it iothective that will determine whether
the channel to be selected should be long or short.

2. Legal Considerations

A country may have specific laws that rule outdise of particular channels or
middlemen. France, for example, prohibits the ds#oor-to-door selling. Although
private importers in Iraq may choose to deal throcgmmission agents, Iraqi legislation
prohibits state enterprises from dealing with tipedty intermediaries in obtaining
foreign supplies. Also, Saudi Arabia requires evfergign company which work there to
have a local sponsor who receives about 5 perd¢ertyocontract

The overseas distribution channel often has t@mbgdr than desired. This is because of
government regulations, a foreign company may itimécessary to go through a local
agent/distributor. Channel width may be affectedHgylaws as well.

3. Managerial Resources

The management of distribution channels depends argreat extent on the experiences
that vest in the firm’s mangers. A firm that isenmg an international market for the first
time, mighty lacks the expertise that is requiethe able to choose and control short

channels or the firm’s own local subsidiary. Suicim$ would prefer to give the job to
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middlemen. Sometime, even well-established firniero§eek the assistance of
middlemen in cases of involving new products or he@gments that calls for the
acquisition of a new type of experience.
3. Product Image
The product mage desired by a manufacturer caatdithe manner in which the product
is distributed. A product with a low-price imagejuéres intensive distribution. On the
other hand, it is not necessary or even desirabla prestigious product to have wide
distribution. For example, Waterford Glass hasagisvcarefully nurtured its posh image
by limiting its distribution to top-flight departméand specialty stores. Although
intensive distribution may increase sale in thatsham, it is potential harmful to the
product’s image in the long run.
4. Channel Availability
This is of course a major consideration as onemnatlexpect to selects a specific type of
channel in a given country if:

a. Such a channel does not exist

b. It belongs to a competitor

c. It does not wish to distribute your product.
5. Product Characteristics
The type of product determines how that productukhbe distributed. For low priced,
high-turnover convenience products, the requireraemfor an intensive distribution
network. The intensive distribution of ice creanamsexample.
For high-unit-value, low-turnover specialty goodsnpanufacturer can shorten and
narrow its distribution channel. Consumers ardyike do some comparison shopping
and will more or less actively seek information aiball brands under consideration. In
such cases, limited product exposure is not andinpent to market success
One should always remember that products are dynamd the specialty goods of today
may be nothing moiré than the shopping or even eoience goods of tomorrow. For
example,. Computers which were once an expense@aify product that required a
direct and exclusive channel, today they have becsimpping goods, necessitating a
long and more intensive channel.

6. Middlemen’s Loyalty and Conflict
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One ingredient for an effective channel is satisthannel members. As the channel
widens and as the number of channels increases, dit@ct competition among channels
members is evitable.

7. Local Customs

Local business practices, whether outmoded oraaot jnterfere with efficiency and
productivity and may force a manufacturer to emg@aghannel of distribution that is
longer and wider than desired. For example, Becatid3apan’s mutlitiered distribution
system, which relies on numerous layers of middigmempanies often find it necessary
to form a joint venture with Japanese firms.

Domestic customs can explain why a particular cbhisnn existence. Yet customs may
change or may b overcome\me, especially if constastes change. For example
Onkvisit and Shaw (1997: 486) reported that theeesame 82, 000 British pubs, 50,000
of which are owned by brewing companies; the proliieey face was the trend toward
beer consumption at home. The pubs have had tstdujlemulating trendy American
bars, selling more win and such food as hamburgers.

8. Control

If it has a choice, a manufacturer that wants teHzetter control over its product
distribution may want to both shorten and narraadistribution channel. However,
control to be administered depends on the natutieegbroducts and laws of such
countries, the products being marketed to.

In conclusion, there other factors that affect ctemlecisions. However, most of these

factors are inter-related.

Self Assessment Exercise

State determinants of channel types

3.6 Channel Management Decision
Whether then intermediaries are the employeeseofitim’s subsidiary or whether they
are totally independent, there is a mutuality eéiest between the supplying company

and its channels’ personnel and it is important tie best principles of management
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employed. After a company has determined its basannel deign, individual
middlemen have to be managed in such a way as to:
1. Create distributor loyalty
Ensure that distributors are adequately remunerated
Train and develop distributors

Determine standards of performance, and

o > 0D

Evaluate performance against standard.

Self Assessment Exercise

Motivation of channel members is necessary for wbasons?

4.0 Conclusion

A product, no matter how desirable, must be acbksgy buyers. A manufacturer my
attempt to use a direct distribution channel byirsgelirectly to end users abroad. The
feasibility of this channel depends on the typeroduct involved. Generally, the sales
opportunity created by direct selling is quite kied. Intermediaries are usually needed to
move the product efficiently from the manufactuiethe foreign users.

5.0 Summary

This unit examined various channel members involaedoving goods/services to the
end users. These channels are classified intoT$ie.channel chosen by marketing
executives depends of the nature of the productsrenexpertise of the channel
members. It also considered factors to be lookhetore selecting a channel.

6.0 Tutor Marked Assignment

What are the factors that affect the length, wattd number of marketing channels?

7.0 References/Further Reading

Bert, R and Trina, I. L: “International Channelsstribution and the Role of
Comparative Marketing Analysis,” Journ&lGlobal Marketing 4 (no.4, 1991):
39-42.

Eze, B. I International Marketing, Bauchi, ATBWB99. (Unpublished Lecture note).

Ketler, P:_Marketing Management-Analysis, Plannimgplementation and
_Contrh 9™ Edition, New Jersey, Prentice-Hall, 1997.
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Answers Self Assessment Exercises

1) Determinants of channel types include:
a. Objectives of the firm

b. Legal Considerations

c. Managerial Resources.

d. Product Image

e. Channel Availability

f. Product Characteristics

g. Middlemen’s Loyalty and Conflict and
h. Local Customs

2. Motivation of channel members is necessarydchseasons as to:
1. Create distributor loyalty

Ensure that distributors are adequately remunerated

Train and develop distributors

Determine standards of performance, and

o M 0D

Evaluate performance against standard.
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UNIT TEN 10: Export and Import Practice
Table of Content
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4  Objectives
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3.1 Export and Import
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3.4 Sources of Export Counselling
4.4.1 Export payment terms
3.5 Payment and Financial Procedures
3.9  Export Procedures
3.10 Pitfalls and Mistakes of New Exporters
3.11 Importing
6  Conclusion
7  Summary
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1.0 Introduction

Exporting and import is an important aspect of nmod®isiness.

Exporting is one of the ways of taking your gootsoad while importing is a way foreign
businessmen send their goods to your own countrig dnit discusses reasons for exporting
and importing. It also examines situation what ek@mnd import entails. It also explains
process and documents involve in export and impiogbods

2.0 Objectives

On successful completion of this unit, you showddble to:

1. Define export and import.

2. Describe people who are involved in export

3. Give reasons for export
4

. Mention procedure for import and export
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5. List documents involved in exporting and importofggoods/ and services

3.0 Main Text

3.1 Export and Import

Export —is a method of selling your goods abroad

Import-is purchasing of goods from outside coustrie your home country for example,

buying Gold from Ghana.

Who exports?

There was that believe that small companies ardlynosolve in exporting because they do

not have the money to establish companies abroaddhy’s research, both small and large
companies are involved in exporting. In essenad aflcompanies are involved in exporting

provided you are legally permitted to do so.

3.2 Why Exports
Companies export for the following reasons
- To increase profit and sales
- Protect their business from being eroded
By exporting, companies are likely to achieve these
- To serve markets where the firm has no productamilities or the local plant
does not produce the firm complete product mix
- To satisfy a host of government requirement.
- To test foreign market and foreign  competitioexipensively.
- To remain competitive in the home market
- To meet actual or prospective customer requeghéofirm to export
- To off set cyclical sales of the domestic market.
- To achieve additional sales, which allow the fitonuse its excess production
capacity to cover unit fixed costs
- To extend a products life cycle by exporting tmsties where technology is less
advanced
- To distract foreign competitions that is in thenf home market by entering their
home markets and

- To improve equipment utilization rates.
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3.3 Reasons why firms don’t Export
Some companies do not wish to export. Some of ¢éasans why they do not export
include:
1. Preoccupation with the home market
2. Reluctance to be involve in a new and unknown djmera
Some known exporting firms in US gives the follogineasons for not engaging in
international business
a. Payment and financing markets- The payments arahém involves in foreign
market is considered to be huge, and not easityuiesxd
b. Locating foreign markets- Locating foreign marketsolves a lot of research
which is capital intensive.
c. Export procedures- Export procedure vary from coutd country and this need

to be critically studied before embarking on foreigarket business

3.4  Sources of Export Counselling
Information about foreign market which an interoatl businessman wishes to go into
can be obtained through:

a. Trade information center
b. Department of Agriculture
(o} Small business Administration

In Nigeria, they’'re so many agencies where you geinyour export counseling from,
some of these include:

i. Central bank

ii. Ministry of foreign affairs

iii. Nigeria investment promotion council

iv. Nigerian export processing zone Authority

v. Customs and excise and a host of others.

Self Assessment Exercise

State four sources of export counselling
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3.4.1 Export Payment Terms

In US, there are basically five kinds of paymemini® offered by exporters to foreign
buyers, these are:

i.Cash Advance

When a buyer is not well known in terms of his dresfanding he is given cash in
advance. Its disadvantages are that it will tie midlve buyer’s capital because he needs to
receive the goods and sell first before paymenmeimes, what is ordered for may not
be received. Therefore buyers prefer paying casbltect their goods immediately.

ii. Open Account

An open account sales is offered to a reliablearnst where an economy is stable, the
seller takes the whole risk. The exporters’ capggafied down until payment has been
received, sometimes you can use letter of credihaaternative.

iii. Consignment

Goods ship to the buyer, and payment is not matiegoods are sold. The seller takes
all the risk. Multinationals are involved in thigpe of sales, for example lever brother
Nig. Ltd, UAC etc.

iv. Letters of Credit

Documents issued by the buyer bank in which the&k @momises to pay the seller a
specified amount under specified conditions. Lsttefr credit could be confirmed and
irrevocable

Confirmed- Is an act of correspondent bank in #lkeiss country by which it agrees to
honour the issuing bank letters of credit

Irrevocable- Is a stipulation that a letter of ¢t@adn not be cancelled.

Air way bill- is issued by the carrier which is pemted as proof that shipment has been
made.

Before you open a letter of credit, you as buyeusth frequently request for a pro-forma
invoice, which is seen, as exporter’'s formal guotaicontaining a description of the
merchandise, price, delivery time, method of shigpiterm of sale, and points of exit
and entry
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Letter of credit transactions- it means the rdateen by the merchandise, letter of credit

and documents in a letter of credit transaction.

V. Documentary Drafts

Ball etal (2002) opined that when the exporter énads that political and commercial

risks are not sufficient to require a letter of ditethe exporter may agree to use a
documentary draft basis, which is less costly eolihyer.

Export Draft- Is an unconditional order that iswnaby the seller on the buyer to pay the
drafts amount on presentation (sight draft) orratagreed future date (sight draft) and

that must be paid before the buyer receives shipgpatument

3.5 Payment and Financial Procedures

Different countries have different payment and ficiag procedure, this involves the
documents used in export procedures. This proceturfellows strictly before any
businessman is allowed to export to any country.

1. Foreign Freight Forwarders

These are special independent business that haexjpest shipments for compensation.
They are experts in this field they offered adviseterms of markets, import and export

regulations, and the best mode of transport, exgaarking and cargo insurance.

2. Export Financing

Export financing are both private and public. Thizate sources include:

3. Bankers Acceptance- A time draft with maturifyless than 270 days that has been
accepted by the bank in which the draft was dratvas becoming the accepting banks
obligation. May be document may be bought and swléd discount in the financial
market like other commercial paper.

Factoring- Discounting without recourse to an actaaceivable

Forfeiting —Purchasing without recourse to accawaceivable, whose credit terms are
longer than the 90 to 180 days usual in factorurdike factoring, political and transfer

risk are borne by the Forfeiter.
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Export- Import Bank- It is a bank own by federalygonment that aids its citizen who are
ready for exports by means of loans, guaranteesdoyance programmes- They grant:
. Direct and intermediary loans
. Working capital guarantees
. Guarantees
. Export credit insurance
Public Source
In America the have:
I.  Overseas private investment corporation
ii. Foreign sales corporation

lii. Foreign trade zone

Self Assessment Exercise

State why firms do not exports

3.6 Export Procedures
It means the documentation before exporting. Coestto countries have different
system. Nigerian government has a complex exposiysiem; of recent the federal
government is trying to correct the system, iteé#sgs 48 hours for clearing goods.
1. Export Documents
Export document are divided into two-
I. Shipping document
ii. Collection document
Shipping Document- they include
Shippers Export Declaration (SED) - This documentdquired by the Department of
commerce to control export and supply export gtesisit contains the following.
. Name and address of the shipper and consignee.
. US port of exit and foreign point of unloading.
. Description and Value of the goods
. Export license number and bill of lading number.

. Carrier transporting the merchandise
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ii. Export License- As any export license coveriegport commodities for which a
validated license is not required, no formal aggil@n is required. Strategic materials and
all shipments to unfriendly country validated exgmense are required.
iii. Export Bill of Lading- It serves as a contrdot carriage between the shippers and the
carrier, a receipt from the carrier for the gookipged and a certificate of owner ship.
iv. Insurance Certificate- It is evidence that tl@pment is insured against loss or
damage while on transit.
v. Automatic Export System (AES) - Is a one-stogpaet filling system- a single
information collection and processing center foe #ectronic filling of the export
shipments documentation required by the US govenhme
Collection Documents- They include
i. Commercial Invoices- They are just like domestigoice with additional
information such as origin of goods, export packmgrks and a string
attached that goods will not be diverted to anotioemtry.
il. Consular Invoice- These are export forms purchem® the consult written
in the language of the country.
iii. Certificate of Origin- Some countries like Nigerequires this to know from
which country the goods are coming from.
iv. Inspection Certificate- when goods are exportedaontainers, lighter abroad
ship (Lash) RoRo (Roll on — Roll off) and freighieaise to move goods from
one country to the US.

3.7 Pitfalls and Mistakes of New Exporter
These include among others:
1. Failures to obtain qualified export counseling a@edelop a master international
marketing plan before starting an exporting busnes
2. Insufficient commitment by top management to ovaereahe initial difficulties
and financial requirement of exporting.
3. Insufficient care in selecting overseas distribsitor
4. Chasing orders from around the world instead obldsthing a basis for

profitable operations and orderly growth.
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Neglecting export business when income market booms
Failure to treat international distributors on a&jua basis with domestic counter
parts.

7. Assuming that a given market technique and produtit automatically be
successful in all countries.

8. Unwillingness to modify products to meet the regjolas or cultural references of
other countries.

9. Failure to print service sale and warranty messagesocally understood
languages.

10. Failure to consider the use of an export manageownpany.

11. Failure to consider licensing or joint venture a&gnents

12. Failure to provide readily available servicing foe product

3.8 Importing

Importers are opposite of exporters, they buy abraad sell in the domestic market.
Importer can identify source of importers through:

. Retailers who import similar products

. You can contact all agencies that can assishporting

. In US you can use the electronic bulleting boarfdghe world trade center. In Nigeria
you can visit websites.

While importing you take note of customhouse brekerho are independent businesses
that handle import shipment for compensation. Taetyas agent for the importer once
they import goods, they put them in bonded wareéeus they can abandon them or
send them to another country.

Every importer should take note how this countoestoms calculate Import duties and
Importance of the product classification.

For any importer he needs to take note of theiolig

. Disclose to the customs all foreign and finanarahngements before passing the goods.
Penalties are always high.

. Ask the advice of a customhouse broker beforeimgatke transaction

. Calculate carefully the landed price in advance
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4.0 Conclusion

Export is necessary for a country so that balarfceadle will be favorable for your
country by so doing the economy of your countryl wiprove. You must locate the new
market and you need counseling before exportingl ¥bould always study export

procedures and export documents in order to acmesemum results in your business.

5.0 Summary
This unit examined export and import practicestaagpplies to international business.

Emphases were on America practice as a case study.

6.0 Tutor Marked Assignment

State five pitfalls of a new exporter

7.0 References/Further Reading
Ball. A D, et al (2002) International Business: Tieallenge of
Global Competitior8™ Edition, Irwin, McGraw-Hill

Answers to Self Assessment Exercises
Sources of export counseling include:
Central bank

Ministry of foreign affairs

Nigeria investment promotion council

Nigerian export processing zone Authority

® 2 0o T o B

Customs and excise and a host of others

N

Firms fail to exports due to:
a. Preoccupation with the home market

b. Reluctance to be involve in a new and unknown dpmera
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Unit 11: Multinational Corporations (MNCs)
Table of Content
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3.1 Multinational Corporation
3.2 Argument against Multinational Corporations
3.3 Forms of Multinational Operations
3.4 The Process of Internationalization
4.0 Conclusion
5.0 Summary
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7.0 References/Further Readings

1.0 Introduction

Firms going global are inevitable in modern bussnebhis is because there are both
challenges and threats which they have to contéht ®ome products are produced not
for the consumption of local markets but for inranal markets. International market
calls for critical studying of consumer’s preferenpurchasing power and socio-cultural
factors. Multinational corporations (MNCs) are nrajctors in the world business.
Modern communication and transportation systems haade international business
much easier than before. For instance, globalizadimd internet facilities have aided the
process of multinational corporations. This unibked into various definitions of
multinational corporations, argument against MNQsd aforms of multinational

corporations.

2.0 Objectives
On successful studying of this unit, you shouldabe to:
1. Define a multinational corporation
2. List the criticism for and against multinationakporation and

3. Classify forms of multinational corporations
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3.0 Main Text

3.1 Multinational Corporation

a. Definition by size

The term MNC implies bigness. But bigness also &@asumber of dimensions. Such
factors like market value, sales, profits and reton equity, when used to identify the
largest multinationals will yield varying resultor instance, Onkvisit and Shaw (1997)
report that General Motors is number thirty-sistéerms of market value; it is number one
in terms of sales and number two based on proétdaged. This goes to shown the
variance in the definition of MNCs by size.

It is not unusual for corporate size in terms désdo be used as a primary requirement
for judging whether or not a company is multinaibrAccording to the United Nations
Department of Economic and Social Affairs, companigth less than $100 million sales
can safely be ignored. Based on this definitiomual300,000 small and midsize German
companies do not qualify even though these firmstrdmute mightily to Germany’s
export success.

Many multinational corporations are indeed largec@ding to the World Investment
Report of the United Nations Conference on Tradk Bevelopment (UNCTAD), there
are some 40,000 transnational corporations (TNAH#) more than 250, 000 foreign
affiliates, altogether generating more than $&drilin annual sales.

Is corporate size a good indicator of internatiaréntation? According to conventional
thought, firm size should positively influence erpatensity. Onkvisit and Shaw (1997)
observed that recent study of the Italian manufagjuindustry has falsified the
proposition concerning the positive relationshipween firm size and export intensity.
Another study of 4,072 Canadian manufacturers foangositive but only modest
relationship between firm size and export propgnsiitshould be noted that International
Business Machine (IBM) did not become multinatiobatause it was large, but rather
that it became large s a result of going intermetioTherefore, corporate size should not

be used as the sole criterion for multinational.
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b. Definition by Structure

According to Aharoni, an MNC has at least threenificant dimensions: Structure,
performance and behavior. Structural requiremesrtsiéfinition as an MNC include the
number of countries in which the firm does businasd the citizenship of corporate
owners and top managers. For instance, Singer €dipo sells its Sewing Machines in
1% Centuries, thus satisfying the requirement witpard to the number of countries. In
addition, Citicorp satisfies the requirement forltimationals through the citizenship of
members of its top management. The company has denmuch as other major

American MNCs to diversify its management.

Self Assessment Exercise

Describe Multinational Corporation by size

c. Definition by Performance

Definition by performance depends on such charsties as earnings, sales, and assets.
These performance characteristics indicate thenextiethe commitment of corporation
resources to foreign operations and the amouneéwérds from that commitment. The
greater the commitment, then the grater would ba¢iward, and the grater the degree of
internationalization. Parker Pens with 80 per a#nits sales coming from overseas, is
more multinational than A.T. Cross, whose oversadss account for only about 20 per
cent of overall sales (United Nations Conferencd @mue and Development, 1995).
Human resources or overseas employees are cogstaatisidered as part of
performance requirements through the desirabilitgeparating lower lever employees
from top management, is questionable. A preferablysis would be to treat the total
extent of the employment of personnel in other toes as another indicator of the
structure of the company. In any case, the willegghof a company to use overseas
personnel satisfied a significant criterion for tmdtionals. Avon, for example employ’s
370, 000 Japanese women to sell its products Houseuse across Japan. Siemens, well
known worldwide for its consumer and industrial gwots has some 300,000 employees
in 124 countries. This therefore poses some ditfesi in defining multinationals by

performance.

120



d. Definition by Behaviour

This requirement concerns the behavior charadesistf top management. Hence, a
company becomes more multinational as its managetherks more internationally.
Such thinking is known as “ethnocentricity” whichasild be distinguished from poly-
centricity and egocentricity. Ethnocentricity issgong orientation toward the home
country. Markets and consumers abroad are viewedhtsniliar and even inferior in
taste, sophistication and opportunity. The usuattiee is to use the home base for the
production of standardized products for exportsdeo to gain some marginal business.
Centralization of decision making is thus a nedgssi

Poly-centricity is a strong orientation to the hostintry. The attitude places emphasis
on differences between markets that are causedabgtions within, such as income,
culture, laws and politics. The assumption is #wth market is unique and thus difficult
for outsiders to understand. Therefore, managesm fthe host country should be
employed and allowed to have a greater deal ofretisn in market decisions. A
significant degree of decentralization is so comraomss the overseas divisions.
Geo-centricity-It has been argued that this atétisl the most important of the three.
Geo-centricity is an orientation that considersimle world rather than any particular
country as the target market. A geo-centricity camp might be thought of as
decentralized or supranational. As such ‘intermetio or ‘foreign’ departments or
markets do not exist because the company doesesajriate anything international or
foreign about a market. Corporate resources aceatd without regard to national
frontiers and there is no hesitation in making diravestment when necessary.

There is a high likelihood that a geo-centric compaoes not identify itself with a
particular country. Hence, it is often difficult @etermine the firm's home country,
except through the location of its headquartersitndorporate registration. Geo-centric
firms are of the views that even though countrieay ndiffer, differences can be
understood and managed. In coordinating and cdingdhe global marketing effort, the
company adapts its marketing program to meet loeatls within the broader framework
of its total strategy. The approach combines aspaatentralization and decentralization

in a synthesis that allow degree of flexibility.
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To drive this point’'s home, the case of Europedic@i Structures illustrates the practice
of geocentric marketing. In order to attract custnfrom around the continent, the
company has decided to become a company withootiiatiy. Although incorporated in
Luxembourg, the firm’'s headquarters is in MunicheTcompany has research facilities
in England and a factory in Southern France. Watlpard to its board of directors, the
eight members come from seven countries

In conclusion, being international or multinatiomal matter of degree. It should not be
based on a single variable, but rather a combinatiovariables in order to accommodate

differences in personnel, sale volume, and otheyurees.

3.2 Arguments for Multinational Corporations (MNCs)

The existence of multinational corporations creadarther development on the globe.
More and more of them have been trying to be resptmmembers of the society. For
example, Onkvisit and Shaw (1991) reported thatot@yCompany has been supporting
American community projects. Also, multinational rgorations have power and

prestige; hence they create social benefits byititang economic balance.

3.3 Argument against MNCs

The mentioning of MNCs usually elicits mixed reaos. MNCs are considered as firms
associated with exploitation and ruthlessness. Ty often criticized for moving
resources in and out of a country as they strivepfofit without much regard for the
country’s social welfare. For example, Varity CogpCanadian Multinational firm was
criticized for its action in 1991 to relocate iteaaquarters from Toronto to the United
States (Buffalo) in order to take advantage ofuileCanadian Free Trade Agreement. In
addition, Indians referred to MNCs as “agent of awonialism”. They considered

MNCs such as Pepsi Cola, Coca Cola, and host efots “foreign devils”.

Self Assessment Exercise

Discuss argument against multinationals (MNCs)

3.3 Patterns of Multinational Corporations
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Multinational market group take several forms, wagysignificantly in the degree of
cooperation, dependence and inter-relationship gnpatticipating nations. There are
five fundamental groupings which are briefly expkd below:

1. Regional Corporation Groups
The most basic economic integration and cooperasotie regional cooperation for
development. In the regional cooperation for degwelent arrangement, governments
agree to participate jointly to develop basic irtdas beneficial to each economy. Each
country makes an advance commitment to participatde financing of a new joint
venture and to purchase a specified share of theubwf the venture. Most capital
intensive projects in Nigeria are carried out tiglothis form of cooperation between the
federal republic of Nigeria and necessary countncerned.

2. Free Trade Areas
A free trade area (FRA) requires more cooperatioth iategrations than the regional
cooperation groups. It is an arrangement among dwonore countries to reduce or
eliminate custom duties and non-tariff trade basriamong partner countries, while
members maintain individual tariff schedule for esxi@al countries. That is, an FTA
provides its members with a mass market withoutidrarthat impede the flow of goods
and services. For example, the United States lastfade agreements with Canada and
Mexico and separately with Israel.

3. Customs Union
A customs union represents the next stage in @smnoooperation. It enjoys the free-
trade area’s reduced or eliminated internal taafisl adds a common external tariff on
products imported from countries outside the uniime customs union is logical stage
of cooperation in the transition from an FTA to amenon market. Examples are
European Union and Economic Community of West AfnicStates (ECOWAS), and
host of others.

4. Common Market
A common market agreement eliminates all tariffsl aher restrictions on internal
trade, adopts a set of common external tariffsrantbves all restriction on the free flow
of capital and labour among member nations. It isndied economy and lacks only

political unity to become a political union.
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5. Political Union
Political union is the most fully integrated fornf @egional cooperation. It involves
complete political and economic integration, eitivetuntary or enforced. The most
notable (enforced) political unions was the Couoil Mutual Economic Assistance,

Commonwealths of Learning, Economic Community ofsi\&frica States (ECOWAS)

4.0 Conclusion

Engaging in international business these days ismger a choice, but compulsion. This
is because domestic markets may be inadequateyrtbocompetitors products and look
for new market and opportunities for the firm. Te bpecific to sell the excess of
domestic products and services, international ntaikeone of the best alternatives.
However, the more commitment company makes to easramarkets in terms of
personnel, sales and resources, the more likehjlibecome a multinational corporation
(MNC). This is especially true when the managemisntgeo-centric rather than

ethnocentric or polycentric.

5.0 Summary

This unit examined Multinational Corporation (MNCas an arm of international
business activities. Various definitions of multinaal corporations were discussed,;
argument for and against were explained, and fafmultinational corporation were

looked into.

6.0 Tutor Marked Assignment

Briefly explain arguments multinational corporason

Answer

MNCs are considered as firms associated with etgtlon and ruthlessness. They are
often criticized for moving resources in and outaotountry as they strive for profit

without much regard for the country’s social wedfaiFor example, Varity Corp, a

Canadian Multinational firm was criticized for itaction in 1991 to relocate its

headquarters from Toronto to the United StatesféBajf in order to take advantage of

the US Canadian Free Trade Agreement. In additnaiians referred to MNCs as “agent
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of neocolonialism”. They considered MNCs such agsP€ola, Coca Cola, and host of

others as “foreign devils”.

7.0 References/Further Reading

Rao, T.R and Naidu, G. M (1992)” Are the stages of
Internationalization Empirically Supportable
Journal of Global Marketing, 6, No 2, PP 1148

Onkuvisit, S and Shaw, J.J (1997) International Mé&rig-
Analysis and Strateg§® Edition, New Jersey,

Prentice-Hall, Inc.

Answers to Self Assessment Exercises
1. According to the United Nations Department of Ecqoimand Social Affairs,
companies with less than $100 million sales aresicemed not multinational
corporations. Therefore multinational corporaticer® those companies with

above $100 million sales

2. MNCs are considered as firms associated with etgtlon and ruthlessness.
They are often criticized for moving resources nd aut of a country as they
strive for profit without much regard for the cowys social welfare. For
example, Varity Corp, a Canadian Multinational fiwas criticized for its action
in 1991 to relocate its headquarters from Toroatthée United States (Buffalo) in
order to take advantage of the US Canadian FregeTA@reement. In addition,
Indians referred to MNCs as “agent of neocolonmlisThey considered MNCs

such as Pepsi Cola, Coca Cola, and host of otkéfsraign devils”.
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1.0 Introduction

Domestic business is not the same with an inteynatibusiness. Thus, the ethics that
governed domestic business are quite different ftbat of an international business.
Ethical issues arise because of the differencecamomic development, politics, legal

systems and culture. The term ethics refers topgedeprinciples of right or wrong that

governed the conduct of a person, the members mbfession, or the actions of an

organization. Business ethics are the acceptediplas of right or wrong governing the

conduct of business people. This unit examinesaithssues as it affects international

business.

2.0 Objectives

On successful completion of this unit, you showddble to:
a. State ethical issues in international business and
b. Explain ethical issues in international business

3.0 Main Text

3.1 Ethical issues in International Business
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Most of the ethical issues in international bussessare rooted in the fact that political
systems, laws, economic development and culturg sanificantly from nation to
nation. What is considered normal practice in oaton may be considered unethical in
another. Because they work for an institution thranhscends national borders and
culture, managers, especially for internationahfrneed to be particularly sensitive to
these differences. Some of these ethical issuehaseoriefly discussed below

i. Employment Practice
Working conditions vary from one nation to anothiom one firm to another. This
therefore raise some questions such as when waditaans in a host nation are clearly
inferior to those in multinationals home nation,avtandards should be applied? Those
of the home nation or those of the host nation tt@y apply something in between?
While some people may support that pay and worklitimms should be the same across
nation, how much divergence is acceptable? For pkgnigeria operates eight hours
day work, while some nations such like Britain @tes twelve hours day work. Also per
day or hourly pay vary among nations of the woHdr instance is considered as one of
the least pay country. Hence, it is extremely diffi to suggest standards that should be
applied. However, international business managdisuld endeavour to study
employment practices as they applies to thosedmsitries of their businesses.

ii. Human Rights

Questions of human rights can arise in internatibnginess. Some basic human rights
are not respected in some nations, especially &ydéveloping countries. For instance,
rights that we take for granted in developing natjosuch as freedom of association,
freedom of speech, freedom of assembly, freedomafement, freedom from political
repression and so on, are by no means universatpsed. For example, during days of
apartheid system in South-Africa, blacks were netnptted to participate in socio-
economic activities which were dominated by thetesiBut after the independence, this
practice was abolished. In addition, during miltaegime in Nigeria, many citizens
including journalists and human right activists exrongfully detained. However,
opposite exist nowadays in Nigeria.
The issue of foreign multinational firms doing mess abroad violates human rights is

critical in international business. For examplegéfia is a country where serious
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guestions have arisen over the extent to whichigorenultinationals doing business in
the country have contributed to human rights viot& For instance, the largest foreign
oil producer in the country —Royal Dutch Shell leen criticized in Niger Delta over
environmental pollution. Recently, Jonathan’s adstiation ordered Shell Company
should bear some environmental costs of their ¢ in Niger delta.
Notwithstanding, as international business managssses of human rights should be
critical studied and apply accordingly.

ii. Environmental Pollution

Ethical issues arise when environmental regulatinrisost nations are inferior to those
in the home nation. For instance, many developéma have substantial regulations
governing the emission of pollutions, the dumpifi¢goaic chemicals and so on. Some of
these regulations are often lacking in developiagoms, such like Nigeria. For example,
according to a 1992 report prepared by environneatasists in Nigeria in Niger Delta
region, it state that:

Apart from air pollution from the oil industry’srassions

flares day and night. Producing poisonous gasssatie

silently and systematically wiping out vulnerable

borne biota and endangering the life of plantsygand

man himself, we have widespread water pollutioth an

soil/land pollution that results in the death ajsh

aquatic eggs and Juvenile stages dffthef fin fish and

shell fish on the other hand, whilst, on the otiemd,

agricultural land contaminated with oil spills coenes

dangers for farming, even when...
The implication in this description is that polluti controls applied by foreign
companies in Nigeria were much laxer than thosdeweloped nations, such like UK.
Therefore, should a multinational feel free to ptlin a developing nation? Is there a
danger that a moral management might move produtti@ developing nation because
costly pollution controls are not required, and ¢benpany is therefore free to despoil the
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environment and perhaps endanger local peopls puiest to lower production costs and
gain a competitive advantage?

These questions take on added importance becamse garts of the environment are a
public good that no one owns but anyone can desNoilone owns the atmosphere or
the oceans, but polluting both, no matter wherepbldution originates, harm all. The
atmosphere and oceans can be viewed as a globahawmnfrom which everyone
benefits but for which on one is specifically resgible. In such cases, a phenomenon
known as the tragedy of the commons becomes apj#ic@he tragedy of the commons
occurs when individuals overuse a resources heldbmmon by all, but owned by no
one, resulting in its degradation. The phenomenas first named by Garrett Hardin

when describing a particular problem in six-terghtary in England.

Self Assessment Exercise

Describe tragedy of the commons

iv. Corruption

Corruption has been a problem in almost every gpaiehistory and it continues to be
one today. There always have been and always wiltdrrupt government officials.
International businesses can and have gained ec¢oroivantages by making payments
to these officials. For example, Carl Kotchian, gnesident of Lockheed, made a $12.5
million payment to Japanese agents and governnféaiats to secure a large order for
Lockheed’s TriStar Jet from Nippon Air. When theypents were discovered, US
officials charged Lockheed with falsification o$ itecords and tax violations. Although
such payments were supposed to be an acceptedessispractice in Japan, the
recreations created a scandal there too. The gowesnministers in question were
criminally charged, one committed suicide, the goweent fell in disgrace and the
Japanese people were outraged. Apparently, suelyragmt was not an accepted way of
doing business in Japan. The payment was officialsecure a large order that might
otherwise have gone to another manufacturer, ssicBaeing’. This case took place in
1970s.
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Recently, Senate Committee on Sale of Governmeaopdpties in Nigeria ordered
Bureau for Public Properties (BPP) for public hegriover the sale of government
properties during Obasanjo’s administration. Duritige public hearing, the civil
servants, and the communities where these propemere situated alleged that they
were not carry along, and the money collected fsaoh sales were not remitted to
government accounts. It was revealed also duriegptiblic hearing that the foreigners
who claimed to have bought these properties edpebiatels, corporations, estates, etc,
did not pay the actual money bided for these ptagsrand they have overused such
properties without remittance to the governmentigleria. The senate frown that this is
an illegal act in Nigeria and thus the concernedtims are being prosecuted
appropriately.
Research revealed that corruption reduces thensetur business investment and leads to
low economic growth. In a country, where corrupticm common, unproductive
bureaucrats who demand side payments for grartimgmnterprise permission to operate
may siphon off the profits fro a business activitiis reduces businesses incentives to
invest and may retard a country’s economic groath.r
There are countless examples that could be sitkrtheless, the message here that
international investors should know each countrgifess practice, especially where
he/she wish to do business.

V. Moral Obligation
Multinationals has power to control their resouraad to move production from country
t country. Nevertheless, this power is constrainetionly by laws and regulations, but
also by the discipline of the market and the coitiget process. Some moral
philosophers argued that multinationals should ¢i@ek something to the society where
they derived profits. This is refers to social @swbility
The concept of social responsibility refers to tdea that business people should
consider the social consequences of economic actidren making business decisions
and that there should be a presumption in favoudesfisions that have both good
economic and social consequences. Advocates ofaffpsoach argued that business,
particularly big successful businesses, such alf, 8habil, Total, etc need to recognizes
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their noblesse oblige and give something backecttieties that have mad their success
possible.
On the contrary, there are examples of multinat®ma Niger Delta of Nigeria, such
Shell, Mobil, etc that have abused their power bglecting social responsibilities. Most
often, the areas of operations by these comparaes heen polluted. But, companies
such as MTN, GLO, Airtel, etc in Nigeria have ackihedged a moral obligation to use
their powers to enhance social welfare in the comitims where do business, by
building schools, building hospitals, offering stdrships, etc.
In conclusion, as international business managers, pertinent to critically study the
ethics of the countries you wish to do business.
3.2 Theories of Business Ethics
This section examines some three theories of bssine

1. Stakeholder Theory
The stakeholder theory of the firm is used as #&shiasanalyse those groups to whom the
firm should be responsible. In this sense, the feam be described as a series of
connections of stakeholders that the managers effitim attempt to manage. A
stakeholder is any group or individual who can éffer is affected by the achievement
of the organization’s objectives. Stakeholders tgpcally analyzed into primary and
secondary stakeholders. Primary stakeholder greupne without whose continuing
participation in the corporation will survived agiigg concern. A primary group includes
investors, employees, customers and suppliersthteg&iith the public. The secondary
groups are defined as those who influence or affexbperations of the corporation but

not engaged in any transaction with the corporadioth thus not essential for its survival.

2. Social Contract Theory
The social contract theory has a long traditioetimcal and political theory. In general,
this theory considers the society as a seriesoofkcontracts between members of
society and society itself. The social contractotigein business ethics argues that
corporate rights and responsibilities can be ief@ifrom the terms and conditions of an
imaginary contract between business and society
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An integrated social contracts theory, as a wayni@nagers to take decisions in an
ethical context, has been developed. Here, digtiimds made between macro social
contracts and micro social contracts. Thus, a maomal contract in the context of
communities, for example would be an expectati@t business provides some support
to its local community and the specific form of alwement would be the micro social
contract. Hence companies who adopt a view of b@aatracts would describe their

involvement as part of social expectation.

3. Legitimacy Theory
Legitimacy is defined as a generalized perceptioassumption that the actions of an
entity are desirable, proper, or appropriate withome socially constructed system of
norms, values, beliefs and definitions. There hred types of organizational legitimacy:
Pragmatic, Moral and Cognitive.
It should be pointed out that legitimacy managemests heavily on communication.
Therefore, any attempt to involve legitimacy thedhere is a need to examine some
forms of corporate communications.

Self Assessment Exercise

Briefly differentiate between primary and secondstgkeholders

4.0 Conclusion

There is no society that exists without some gawgrmules and regulations. Likewise
business do not operates in isolation. Businesgpeoates under certain prescribed laws,
Acts, norms, culture, etc. This is refers as bussinethics. Business ethics are the
accepted principles of right or wrong governing tbenduct of business people.
Understanding of these ethical laws as they affetésnational business is inevitable in
modern business.

5.0 Summary

In this unit, you learnt about business ethicsicathissues in international business and
theories of business ethics.
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6.0 Tutor Marked Assognment

Explain legitimacy theory

Answer

Legitimacy theory is described as a generalizedgpgion or assumption that the actions
of an entity are desirable, proper, or appropnathin some socially constructed system
of norms, values, beliefs and definitions. There #nree types of organizational
legitimacy: Pragmatic, Moral and Cognitive.

It should be pointed out that legitimacy managemests heavily on communication.
Therefore, any attempt to involve legitimacy thedhere is a need to examine some

forms of corporate communications.

7.0References/Further Readings

Charles, H. W.L (2008) Global Business Today Edition,
New York, McGraw-Hill Companies

Peter, S (2002) “One World”, The Ethics of Globatian
New Haven: Yale University Press

Onkuvisit, S and Shaw, J.J (1997) International M&ng —
Analysis and Strateg 3 Edition, New Jersey,

Prentice-Hall, Inc.

Answers to Self Assessment Exercises
1. The tragedy of the commons describes when indilsdoneruse a resources held
in common by all, but owned by no one, resultingit® degradation. The
phenomenon was first named by Garrett Hardin whescribing a particular

problem in six-tenth century in England.

2 Primary stakeholder group is one without whose inaimg participation in the
corporation will survived as going concern. A primgroup includes investors,
employees, customers and suppliers, together wighpublic. The secondary
groups are defined as those who influence or affeet operations of the
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corporation but not engaged in any transaction wighcorporation and thus not

essential for its survival.
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UNIT 13: Financial Influence on International Business
Table o Contents
1.1Introduction
2. O Objectives
3.0 Main Text
3.1 Financial Force on International Business
3.2 Fluctuating Currency Values
3.3 Currency Exchange Quotation
3.4 Currency Exchange Control
3.5 Balance of Payment
3.6 Tariffs and Duties
3.7 Taxation
3.8 Inflation
4.0 Conclusion
5.0 Summary
6.0 Tutor Marked Assignment

7.0 References/Further Reading

1.0 Introduction

Financial influence on an international businessansuncontrollable factor and they

include foreign currency exchange Risks, Natioredabce of payment, taxation, tariffs,

national monetary and fiscal policies inflation anational business accounting rules.
Though all these are controllable variables lookitkg disadvantages to a business
concern, if well studied and apply accordingly tleeyld turn out to be an advantage to a
business concern. This unit examines financialuarite on international business

activities.

2.0  Objectives
After successful studying this unit, you shoulddbée to:
a. Explain factors that affect international businfasance.

b. Explain the implication of foreign currency on imational business.
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c. Explain balance of payment and
d. Explain tariff, taxation and Government regulatgpplicy on international

business activities.

3.0 Main Text

3.1 Financial Forces

These are some financial factors that a businesswi goes international struggles
with in order to be successful in an internatioralsiness. These factors are
uncontrollable, because as a businessman you deametcontrol over them however; if
you critically study them and take advantage of apportunity being created by them,

the sky may be your limit.

3.2 Fluctuating Currency Value

History has it that one of the major currenciese¥i@ depends on in term of exchange is
dollar. In early 90s and late 90, to be precisenduAbacha’s Regime, Nigeria Naira was
aboutAr0 to 75 per Dollar. But these days, that in 204iyerian currency has been
fluctuating betweer-N60 and-N180 per dollar.

The Essence of this account is to examine the tefbécthis on an international
businessman who operates in Nigeria at this pefiibd.cost of goods that are brought in
from outside Nigeria will continue to rise and fétlereby affecting business activities
either positively or negatively depending on situatat hand and the policies of the
Government.

In situation, where the currency fluctuation isteg central bank intervenes in selling
and buying the dollar. You must continue to lookexthange rate if you must go into an
international business. With a press of buttonaaoryset you can get the currency value
of naira against major currencies in the world. Youst bear it in mind that the rates are

not always stable

Self Assessment Exercise
List the values of dollars, pounds, and euro agdigerian currency.
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3.3 Foreign Exchange Quotations

Foreign Exchange Quotations- Is the price of omeeciey expressed in terms of another.
Ball et al (2002), in the worlds currency exchanggkets, the US dollar (US $) define it
as the common unit being exchange for other cuieen&ven if a holders of Japanese
Yen @)wants British pounds=jFthe trade particularly if it involves a large aummb,
usually will be to buy US $s with the ahd then to buy pounds with the US $s

3.4 Currency Exchange Controls

Ball et. al (2002) describes it as currency exclearuntrol limit or prohibit the legal use
of a currency in international transaction. Typigalthe value of the currency is
arbitrarily fixed at a rate higher than its valuethe free market and it is decided that all
purchase or sales of other currencies be made ghraugovernment agency, black
markets inevitably springs up, but it is of litilsse to a finance manager who usually
wants to avoid or break the laws of a country inclhthe company is operating. In
addition, the black market is rarely able to accadate transaction of the size involved
in a multinational business.

In Nigeria the currency exchange was highly cotgtblwith two different exchange
rates- Inter banks rate and FEM rate. FEM rateroheted at fortnightly auctions.
Borrowing from abroad is subject to finance minisapproval. To incoming direct
investment, approval is needed from finance miyisind ministry of internal affairs
limits on foreign equity varies, 100% ownershipnet allowed. Incoming Portfolio
Market requires finance ministry approval. Remit@mf dividends and profits, finance
ministry approval is required. Delays are frequewtceilings is paid out of current-year
after- tax profits. Remittance of interest and gpal, finance ministry approval is
required. Remittance of Royalties and fees, thanie ministry approval is required.
Reparation of capital, finance ministry approvalréjuired, followed by authorized
foreign dealer approvals. Documentation for remitais onerous and complex, transfer

via authorize dealers only is allowed.

3.5 Balance of Payments
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Balance of payments is described as a situatiorrevbeuntries export and import is
equal. If the balance of payment is slipping intefidt, government is probably
considering one or more market or non market meastw correct or suppress that
deficit. This can be achieved through:

1. Currency devaluation

2. Restrictive monetary or fiscal policies

3. Currency or trade controls.
In terms of export, government will encourage ekpurentives, tax holidays, lower cost
financing, or other advantages governments’ give irtternational businesses to
encourage them to export, buy goods and servidethdte and affect an international
business either positively or negatively.
Self Assessment Exercise
List two export incentives Nigeria has granted igmanvestors.

3.6 Tariffs and Duties
The word Tariffs or Duties are used interchangeabley are taxes usually imposed on
imported goods. Tariffs and Duties are imposedanesgoods for

i. Natural Defense

il. Protect infant industry

iii. Protect Domestic jobs from cheap foreign labour

iv. Scientific Tariff or fair competition
V. Retaliation
Vi. Other arguments in favour of tariffs and duties are

- Permit diversification of the domestic economy

-improve of the balance of trade.
3.7 Taxation
Taxes are collected from corporations by governmnserdis to provide social services to
its citizen. So many people believe that custonasr taxes through high price of goods
and the corporation transfers it to governmentmdétans a company with lower taxes,
charges its customers less for its product. Thig smaund truthful, but in practice is not

the case in Nigeria.
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International companies’ pay more taxes becausedperate in more countries; which

entail a lot of documentation and paying necestay.

There are different taxes in different countriédsydu study countries, you will discover

that the income tax is the biggest revenue eaoregdvernments especially in America.

There are other taxes like value-added taxes,alagain taxes, property taxes and social

security.

3.8 Inflation
Increase in prices of goods and services over mgeaf time is known as inflation.
History has it that inflation ended an economic rhom 1973 which was enjoyed
immediately after World War Il. Reasons for infatimay be because of

4. Rising demand

5. Increased money supplies
Inflation has a lot of effects on interest ratesehese companies borrow; the cost
borrowing is dependent on the rate of inflationc®mflation sets in, the borrower
looses because the value of money is reduced aruktison that borrows, gain, because
the value of money has gone down.
Inflation equally has an effect on a country’s ntamg and fiscal policies. (Monetary
policy is the amount of money in circulation, whiiecal policies are the collecting and
spending of money by governments). Inflation hath lpmsitive and negative effect to a
business especially the international businesduBinessmen, High inflation encourages
borrowing because on repayment it will be cheadagh inflation rate bring about high

interest rate and may discourage lending to busases

4.0 Conclusion

Financial influence on international business &ty is considered critical for the
success of international business. These includeafion, inflation, balance of payment,
currency exchange control, tariffs and duties, ifpreexchange and host of others. It
could have both negative and positive effect omginess, depending on how a business
man handles it.

5.0 Summary
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In this unit you learnt about factors that afféoternational business finance, importance
of foreign exchange currency on international bessnactivities, such as Tariff, taxation

and other government regulatory policies.

6.0 Tutor Marked Assignment
State two effect of inflation on business actiatie
Answer

1. Inflation has a lot of effects on interest ratesshese companies borrow; the cost
borrowing is dependent on the rate of inflationc®mflation sets in, the
borrower looses because the value of money is egtland the person that
borrows, gain, because the value of money has dowe.

2. Inflation equally has an effect on a country’s ntamg and fiscal policies.
(Monetary policy is the amount of money in circidat while fiscal policies are
the collecting and spending of money by governmefrifiation has both positive
and negative effect to a business especially thernational business. To
businessmen, High inflation encourages borrowingabse on repayment it will
be cheaper. High inflation rate bring about higteiiest rate and may discourage

lending to businesses.

7.0 References/Further Reading
Ball A D, et al (2002) International Business- Tieallenge of
Global Competitiar8" Edition, Irwin ,McGrow-Hill

Answers to Self Assessment Exercises
1 The value of Dollar and Euros to Naira variedoading to market demand in Nigeria

2 Two export incentives given to exporters are:itabkdays and lower cost financing

given to international businesses to encourage tbesrport, buy goods and services.
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UNIT 14: International Monetary System
Table of content
1.0 Introduction
2.0 Objectives
3.0 Main Content
3.1 International Monetary System Defined
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3.4 European Monetary System
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3.6 Suggestions for Monetary System Reform
4.0 Conclusion
8.0 Summary
9.0 Tutor Marked Assignments

10.0 References/Further Readings

1.0 Introduction

International monetary system is recognized adystir the
development of international trade and promotionwfency
movements across national frontiers. This unit glea

comprehensive analysis of the various monetaresysthat are
available in ensuring and facilitating internatibbasiness across the
globe. The systems discussed in this unit incl&detton Woods system

and European monetary systems.

2.0 Objectives

At the end of this unit, you should be able to:

1Trace the origin of international monetary systems
"IDiscuss the Bretton wood and European monetargsgsand
"lldentify the features of European monetary system
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3.0 Main Text

3.1 International Monetary System Defined
International monetary system refers to the sygiewailing in world
foreign exchange markets through which internatitnagle and capital

movements are financed and exchange rates aremietel

3.2 Bretton Woods System

During the period preceding World War | almostta# major national
currencies were on a system of fixed exchange tatéer the
international gold standard. This system had tal@ndoned during
World War I. There were fluctuating exchange rdtes the end of the
War to 1925. Efforts were made to return to thelgdandard from
1925. But it collapsed with the coming of the GrBapression. Many
countries resorted to protectionism and competierealuations-with
the result that world trade was reduced to almalt But depression
completely disappeared during World War II.

In July 1944, the allied countries met at Brettoodd¥s in the USA to
avoid the rigidity of the gold standard and theashaf the 1930s in
international trade and finance and to encouraggethade. The new
system was the present International Monetary KLMHB) which
worked out an adjustable peg system.

Under the Breton Woods system exchange rates betecmtries were
set or pegged in terms of gold or the US doll&3& per puce of gold.
This related to a fixed exchange rate regime whténges in the
exchange within a band or rage from 1 per cent @albo\l per cent
below the par value. But these adjustments weraveitable to US
which has to maintain the gold value of dollatthié exchange rate hit
either of the bands, the monetary authorities wbtged to buy or sell
dollars against their currencies. Large adjustmeoigd be made where

there were “fundamental disequilibrium” (i.e. pstent and large
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deficits or surpluses) in BOP with the approvalhef IMF and other
countries. Member countries were forbidden to ingp@strictions on
payments and trade, except for a transitional defibey were allowed
to hold foreign reserves partly in gold and pairtigollars. These
reserves were meant to incur temporary deficisugpluses by member
countries, while keeping their exchange rates stdblcase of a BOP
deficit, there was a reserve outflow by sellinglailoand reserve inflow
in case of a BOP surplus.

Reserve outflows were a matter of concern undeBthdon Woods
system. So the IMF insisted on expenditure redupoigies and
evaluation to correct BOP deficit. Temporary BORails were also
met by borrowing from the Fund for a period of Htgears. A country
could borrow from the Fund on the basis of the efzés quota with it.
The loans by the IMF were in convertible currencies

The first 25 per cent of its quota was in gold tfawhich was
automatic and the remaining under the credit trasathich carried
high interest rates. To provide a long-term loan\tforld Bank (or
IBRD) was set up in 1946 and subsequently it tviiages, the
International Finance Corporation (IFC) in 1956 &meérnational
Development Association (IDA), in 1960, for the @ral of trade
restrictions, the General Agreement on Tariffs @ratles (GATT) came
into force from January 1948. To supplement iteueses, the Fund
started borrowing from the ten industrialised coiestin order to meet
the requirements of the international monetaryesysinder General
Agreement to Borrow (GAB) from October 1962. Furthecreated
special Drawing Rights (SDRs) is January 1970 fipkament
international reserves to meet the liquidity regment of its members.
The Bretton Woods system worked smoothly from 1960wid 1960s.
During this period world output increase and wita teduction of
tariffs under the GAFT, world trade also rose.
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Self Assessment Exercise

Define International monetary system

3.3 Collapse of Bretton Woods System
The following are the principal causes sequencelseobreakdown of

the Bretton Woods system:

1. Built-in Instability

The Bretton Woods System had a built-in instabtligt ultimately led
to its breakdown. It was an adjustable peg systé@himplus or minus 1
per cent of the par value of $ 35. In case of fumelatal disequilibrium,
a country could devalue its currency with the apptof the IMF. But
countries were reluctant to devalue their currenbiecause they had to
export more goods in order to pay for their impémbsn other countries.
This led countries to rely on deflation in orderctae BOP deficits

through expenditure-reducing monetary fiscal peSci

2. The Tariff in Dilemma

Since the dollar acted as a medium of exchangeitaaccount and a
store of value of the IMF system, every country tedrto increase its
reserves of dollar which led to dollar holdingsatgreater extent than
needed. Consequently, the US gold stock continnelétline and the
US balance of payment continued to deteriorates hihe Tariff in
Dilemma which actually led to the collapse of thetBn Woods
System in 1971.

3. Lack of International Liquidity

There was a growing lack of international liquidilye to increasing
demand for the dollar in world monetary marketsthi/tthe expansion of
world trade, BOP deficits (and surpluses) of caestincreased. This

necessitated the supply of gold and of the ddBat.the production of
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gold in African was increasing every little. Thedito larger demand
and holdings of the dollar. Countries also wantetave more dollar
holdings because they earned interest. As the gupbplollars was
inadequate in relation to the liquidity needs dfiimies, the US printed
more dollars to pay for its deficits which otheuaotries accepted as

reserves.

4. Mistakes in US Policies

The BOP deficits of the US became steadily worg@en1960s. To
overcome them, the policies adopted by the US guonent ultimately
led to the world crises. Rising US government exitene in the
Vietnam War, the financing of US space programneethe
establishment of the “Great Society” (social wadjgsrogramme in the
1960s led to large outflow of dollar from the USitBhe US monetary
authority did not devalue the dollar. Rather, ibpidd monetary and
fiscal measures to cut its BOP deficit.

5. De-stabilising Speculation

Since countries with “fundamental disequilibrium’BOP were
reluctant to devalue their currencies and also took to get the
approval of the IMF, it provided speculators ananynity to resort to
speculation in dollars. When devaluations wereallstumade, there
were large doses of devaluation than originallycgpated. This was
due to de-stabilising speculation which made cdsiwuer capital flows

even through monetary-fiscal measures ineffective.

6. Crisis of Confidence and Collapse

The immediate cause of the collapse of the Braftmods System was
the eruption of a crisis of confidence in the U8atoThe pound had
been devalued in 1967. There was no control ovewttrld gold market

with the appearance of a separate price in the ppzeket. The
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immediate cause for the collapse of the Bretton #gd®ystem was the
rumour in 1971 that the US would devalue the doll&is led to a huge
outflow of capital from the US. The US in the ordth@nd, suspended the
conversion of dollars into gold when some smalldpean central banks
wanted to convert their dollar reserves into galtha US. It refused to
intervene in the foreign exchange markets to mairgachange rate

stability and imposed a 10% import surcharge.

3.4 European Monetary System

The European Monetary System (EMS) was officiadlyriched in 1979
under the sponsorship of German Chancellor Helrobtrdt and
French President Valery Giscard d’Estaing. The BEuspean
Community members who fully participate in the EM8lude: Britain,
Belgium, Denmark, France, West Germany, Irelandgeitbourg,
Netherlands and of course Italy also later agregstticipate in the
system under modified conditions due to difficidtieexperienced with
its currency. The European Monetary System, comyn@férred to as
the EMS, is an arrangement among the member natbdmsited
fluctuations in their currencies and achieves manyestability. It was
taught that international trade between the padiong nations would

be improved if exchange rates were stable and giedide.

3.5 Features of European Monetary System

The European Monetary System (EMS) consists ofnalbau of special
features, such as a common currency unit, detegigalation of
permissible currency fluctuations among membeionatimutual credit
facilities for participating countries, and theatien of a central reserve
fund consisting of Gold, Dollars, and the curres@éthe participating

countries.

3.6 Suggestions for Monetary System Reform
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Economists have suggested a number of measuredanto avoid the
excessive fluctuations and large disequilibriaxorange rates for

reforming the present world monetary system.

1. Coordination and Cooperation of Policies

Experts suggested that there should be internatoraperation and
co-ordination of policies among the leading devetbpountries for
exchange rate stability. The most industrializedntoes of the world
such as the US, Germany and Japan should havetinembdegree of
exchange rate stability by fixing the exchangesamong their

currencies at the equilibrium level based on thelpasing power parity.

2. Establishing Target Zones

A call had also been made for the establishmetdrget zones within
which fluctuations in exchange rates of major aucres may be
permitted. According to experts, the forces of dedhand supply should
determine the equilibrium exchange rate. There lshioe an upper
target zone of 10% above the equilibrium rate alohar target zone of
10% below the equilibrium exchange rate. The exghaate should not

be allowed to move outside the two target zonegfhgial intervention.

3. Improving Global Liquidity

The reform package of the present world monetastesy should
improve global liquidity. As a first step, both B@Eficit and surplus
countries should take step to reduce a persigtdrdlance through
exchange rate changes via internal policy measures.

Second, they should also cooperate in curbing ltoges of “hot
money” that de-stabilise their currencies. Thihgyt should be willing
to settle their BOP imbalances through SDRs rétiesr through

gold or dollar as reserve assets. Fourth, therelghee increasing flow

of resources to the developing countries.
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4. Leaning against the Wind

To reduce the fluctuations in exchange rates, Mfe Guidelines for the
Management of Floating Exchange Rate, 1974 sughéstedea of
leaning against the wind. It means that the cebtaks should
intervene to reduce short-term fluctuations in exae rates but leave

the long-term fluctuations to be adjusted by thekeiaforces.

5. Establishment of Global Central Bank
There should be a global central bank with a glabalency which

should be a global lender of last resort.

6. Creation of International Bankruptcy Court
It was also proposed by experts that Internati@aalkruptcy Court

should be created which should deal with countries.

7. Objective Indicators

To iron out exchange rate fluctuations, the IMFetimh Committee
suggested the adoption of such objective indicasrigflation
unemployment, growth of money supply, growth of Ggtal
balance, balance of trade and international reseiiige variations in
these indicators require the adoption of restrectivonetary-fiscal

measures to bring stability in exchange rates.

Self Assessment Exercise
Identify the factors responsible for the collap§&retton Woods

System.
4.0 Conclusion

In this unit you learned about the development i@t®n Woods and

European Monetary systems. The reasons for thesspear collapse of
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Bretton Woods’s monetary system were also expdtiasewell as the

common features of European Monetary System.

5.0 Summary

International monetary system is a system pre\aihirforeign

exchange market through which international trataapital
movements, in particular international businesdiasnced

Bretton Woods system exchange rates between cesintgre pegged in
terms of gold or the Unites States dollar. Howetlez,system collapse
for lack of international liquidity and the factatthe overall system was

built on instability.

6.0 Tutor Marked Assignment

Enumerate the features of European Monetary System.

7.0 References/Further Readings

Daniels, J.D; Radebaugh L.H; and Sullivan, D.PO@0International
BusinessNew Delhi: Pearson Education Ltd.

Jhingan, M.L. (1998): Principles of Economitéew Delhi: Vrinda
Publications Ltd.

Answers to Self Assessment Exercises
1 International monetary system refers to the sygteevailing in world
foreign exchange markets through which internatitnagle and capital

movements are financed and exchange rates aremietel

2 Some of the arguments advanced for the spectamllapsed of
Bretton Woods Monetary System include; Built-intaislity,
Tariffin Dilemma, Lack of International LiquidityMistakes in

US Policies, Destabilizing Speculation, Crisis @ndence and

Collapse.
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UNIT 15: International Liquidity
Table of Contents
1.0 Introduction
2.0 Objectives
3.0 Main Content
3.1 International Liquidity Defined
3.2 Problems of International Liquidity
3.3 International Liquidity Problem in Developin@@htries
3.4 IMF and International Liquidity
3.4.1 Concept of Special Drawing Rights (SDR s)
3.4.2 Features of SDRs
3.4.3 Workings of SDRs
4.0 Conclusion
5.0 Summary
6.0 Tutor- Marked assignment

7.0 References/ Further Readings

1.0 Introduction

International liquidity is crucial to the developntef country’s
economy as it is a yard-stick for participatinghe world monetary
system. This unit provides detailed analysis ofithgortance of

International liquidity as it affects internatiortalsiness activities.

2.0 Objectives

On successful completion of this unit, you showddble to:
IDefine the meaning of international liquidity

"lldentify the problems associated with internatidizalidity and

1Discuss the concept of Special Drawing Rights

3.0 Main Text
3.1 International Liquidity Defined
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International liquidity refers to the availabilibf internationally
acceptable means of payment. It comprises all tppgenerally
acceptable assets available to the countriesriantiing the deficits in
their international balance of payments. In comnamguage,
international liquidity means international resexviaternational
reserves have been defined to include official ingjsl of gold, foreign
exchange, special drawing rights (SDRs), resergéipo in the IMF.
Private holdings of foreign assets are not includedternational
liquidity.

Therefore, international liquidity is the sum totdlthe international
reserves of all nations participating in the warldnetary system. The
world’s need for international liquidity dependsoap the volume of
international business transactions, and the imisala

that characterize these transactions. Given thenwelof world trade and
payments, the greater the collective payments ianeals of the
participating countries, the more pronounced wellthe overall need for

international liquidity.

3.2 Problems of International Liquidity

The problem of international liquidity is concerneih the imbalances
in the demand for and supply of international ldityi. International
liquidity shortage (i.e., the demand exceedingstingply) leads to
recession in the world economy. On the contratgrirational liquidity
surplus (i.e., supply exceeding demand) tendsve hrdlationary
impact on the international business activitiesswer to the problem of
international liquidity relates to the attempt tesare that there exists
neither a liquidity shortage nor a liquidity surpli'he supply of and
demand for international liquidity must be balansedhat the
contraction or expansionary pressures do not dighe world trade.
The international liquidity should play a neutrale of lubricating

international business and the mechanism withoueigeing destructive
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forces of its own.

3.3 International Liquidity Problem in Developin@@htries

The liquidity problem is all the more serious asa@f different nature in
the developing and less developed countries. Ttmsatries experience
chronic deficiency of capital and technology andéhto depend largely
on the developed countries for their scarce ressurthey required
resources for; covering their short-term balancpayiments resources,
and for meeting long-term capital requirement afrexnic growth. The
liquidity problem of the developing countries hhs following features
which are quite different from those of the develdgountries.

1. Undeveloped Financial Markets

Domestic financial markets in the developing coestare undeveloped
and are subject to heavy government control. Thieaeacteristics have
the following effects:

JLending often takes place at artificially low ingst rates fixed by the
government to favour certain industries or seatbthie economy.

This means an implicit subsidy to the recipientthefloans and an
implicit tax on the banking system,

IFew and not very attractive assets are availalilegtsavers.
"JGovernment controls prevent domestic savers frolaitg foreign
assets all these effects indicate discouragemetudrtestic saving
which is already at the low level because of loaome levels.

2. Heavy Government Expenditures

Government spending in the developing countriesi$oa very high
percentage of national income. In order to finatebudget deficits, the
government resorts to the printing of new mones. @eficit financing)
which usually result in high rates of inflation.

3. Exchange Control

In the developing countries, exchange rates arleystte central bank

rather than determined in the foreign exchange ataR¢ivate
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international borrowing and lending are strictlgtrected. The residents
are allowed to purchase foreign exchange only éotain selected
purposes.

4. Primary Exports

Most of the developing countries mostly rely foeitrexport earnings
on a small number of natural resources or agricailforoducts.
Dependence on such primary products makes thesgr@suvulnerable
to shocks in the international markets becausetices of these goods
are highly variable relative to those of manufaetugoods.

5. Dependence of Foreign Borrowing

Since most of the developing countries have lovingarates and very
high investment opportunities, they largely relyaapital inflow from
abroad to finance their domestic investment. Régeahiese countries
have borrowed on a large scale from rich countieshave built up a

large debt to the rest of the world.

Self Assessment Exercise

State factors responsible for liquidity problemsieveloping nations.

3.4 IMF and International Liquidity

The International Monetary Fund (IMF) has beenl#isthed with an
objective of extending short-term financial assistato its members to
overcome the balance of payments difficulties alé agemergency
situations. It contributes to the internationalidjty in two ways: by
providing conditional liquidity; and by providinghaonditional
liquidity.

1. Conditional Liquidiy

The IMF provides conditional liquidity under itsn@us lending
schemes. The credit provide to the members is gipsubject to
certain conditions. Most of the IMF loans requireaajustment

programme to be undertaken by the member countryrioroving its

153



balance of payments position. Moreover, obtainingdé from the IMF
under agreed conditions increases the member'ssatoénternational
capital market.

Important credit facilities provided by the IMF almsic credit facility,
extended fund facility, compensatory financing liagibuffer stock
facility, supplementary financing facility, trusirid, and structural
adjustment facility amongst others. In order to entiie resources easily
and more adequately available, the IMF has beeoduating various
procedure changes from time to time.

2. Unconditional Liquidity

The supply of unconditional liquidity takes therfoof reserve assets
that can be used for balance of payments finandihg.IMF provides
unconditional liquidity through the allocation opé&cial Drawing Right
(SDRs), and also in the form of reserve positionhe Fund to member
countries without having to enter into policy contmmeénts with the
fund.

3.5 Concept of Special Drawing Righ

The establishment of the scheme of Special DraRiggt (SDRs) is a
significant attempt of the International Monetaynd (IMF) to reform
the international monetary system and to solveotbblem of
intentional liquidity. After the World War I, thgold standard was
replaced by the currency standard. But the contiruse of the pound
sterling and the U.S. dollar as the key reserveeagies proved
unsatisfactory because of the deficits in the ldarof payments of the
U.S. and the U.K. There was a serious problemefriternational
liquidity, i.e. the inadequate growth of monetaggerves. In such
conditions, the need arose for a new reserve taseteading to the
introduction of SDR as a new international resesget by the IMF.
The scheme for creating Special drawing Rights (§Dias outlined at
Annual Meeting of the IMF in October 1967 at RioJdeiro (Brazil).
The detailed proposals of the scheme were approyéde Board of
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Governors in April 1968 and the Special Drawing éwet came into
being on August 6, 1969. The basic idea behindstbR scheme was to
establish a new reserve asset whose quantity teuwbdnsciously
adjusted in response to the world’s need for irsteonal reserves. The
objective of creation of the SDR was to assuredayaate, but not
excessive, growth of monetary reserves.

Under this scheme, the IMF has the power to gr&RsSto member
nations on a specified basis. Allocation of SDRsi&le annually by the
collective decision of the participating countr@sthe basis of their
guotas. Possession of SDRs entitles a countryttiroa defined
equivalent of currency from other participating nties. The IMF can
create new SDRs from time to time in responseémted for
additional international reserves. The newly cr@&PRs are allocated
among member nations in proportion to their IMFtggsoWhen a
member’'s SDR balance falls below its total allomatit must pay
interest to the IMF on the difference. Similarlyetmembers are paid
interest by the IMF on SDR holdings in excess tfcations. Thus, by
creating SDRs, the IMF aims at increasing the atbdity of resources
to the member countries without putting additicmain on its own

resources.

3.6 Features of SDRs

The following are the salient features of SDR s:

1. Additional Reserve Asset

The SDRs scheme provides a new international aessatdition to the
traditional assets, i.e., gold, key currencies. Nihne member countries
of the IMF can hold and use SDRs along with gold ey currencies
as international reserves.

2. Cheque Book Currency

In the physical sense, SDRs are a cheaque-boodnmyrand are

created with the strokes of pen. They are simpbklid@eping entries at
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the IMF in accounts for the member countries ardRibnd itself. They
are just like coupons which can be exchanged foenuaies needed by
the holder of SDRs for making international paymsent

3. Transferable Assets

SDRs are transferable assets. The member couatdesquired to
provide their currencies in exchange for SDRs. Antoy can acquire
convertible currency in exchange for SDRs. A copnéin acquire
convertible currency from the designated countrgxohange for SDRs.
Designated country is that which has strong balafgayments or
large reserves.

4. Backing of SDRs

SDRs are a liability of the IMF and asset of thé&dkcs. There is no
backing for SDRs in the form of an asset like kegrency. The real
backing is the undertaking given by the member tr@sito abide by
the SDR regulations. The country which agreesécactkation of SDRs
is obliged to permit drawal and other countriesabiged to accept
them as unit of adjustment.

5. Basis of SDRS

The creation of SDRs is based on the fundamenitadipte of credit
creation in the banking system. The SDR scheme extension of this
principle to the international level. The IMF caieate new SDRs
without any increase in deposits of gold or curyemg the participating
countries. Thus, issue of SDRs means an increaserid’s monetary
reserves.

6. Allocation of SDRs

The SDRs are allocated to the member countriesopqption to their
guotas in the IMF. The lion’s share goes to thestiyed countries and
the developing countries get only about a quarter.

7. Special Drawing Account

Under the changed rules, the IMF maintains two is¢paccounts:

General Account which deals with the general trefisas of the IMF
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relating to quotas, subscriptions, ordinary drawjregc. and Special
Drawing Account which deals with SDRs are created percentage of
existing resources (quotas).

8. Paper Gold

Initially the scheme envisaged that the SDRs wbelé sort of paper
gold. Their value was fixed in terms of gold. Bsit)ce 1974, the SDR
has been valued on the basis of a currency basket.

9. Fiduciary Reserve System

The SDR scheme proposes a purely fiduciary resyrsiem. SDRs are
regularly created by the IMF, accepted by the nurabantries as paper
gold reserves and used for the settlement of iatemmal payments.

10. Interest-Bearing Asset

SDRs are interest-bearing assets. The IMF payeesit® the countries
holding SDRs and charge interest from the countrs&sg SDRS.

It should however be noted that there are featir&OR

Self Assessment Exercise

What are the reasons for inadequacy in Interndti@sarves?

4.0 Conclusion

In this unit you have learned about internatiorgalitity and it basic
compositions as well as the feature associatedthatiquidity problem
in developing countries like Nigeria. Special Drag/Rights (SDR) and

its features were also discussed

5.0 Summary

International liquidity consists of all total reges of all nations
participating in the world monetary system. Thedeguacy of
international liquidity is caused by inadequatevgioof reserves,

uneven expansion of reserves, slow growth of guid, the lack of
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solution by rising IMF Quota. However, the problefiquidity in
developing countries is caused by factors sucldsveloped financial
markets, heavy government expenditures, exchangeotaprimary
exports, dependency of foreign borrowing, form$oéign

borrowing and corruption

6.0 Tutor Marked Assignment
Identify the features of liquidity problems in Niigeas a developing

country.

7.0 References/Further Readings
Bello, L (2008) International Bankingl agos, National Open University of

Nigeria
Jhingan, M.L. (1998); Principles of Economitéew Delhi: Vrinda
Publications Ltd.
Paul, RR. (1996); Money, Banking and International Trade, New Delhi:
Kalyani Publishers.

Answers to Self Assessment Exercises

1 Factors responsible for liquidity problems in eleping nations are:
a. Undeveloped Financial Markets

b. Heavy Government Expenditures

c. Exchange Control

d. Primary Exports and

e. Dependence of Foreign Borrowing

2 Some of the reasons advanced for inadequacyeshational reserves includes:
inadequate growth of reserves, uneven expansicsefves, slow growth of gold, and

the lack of solution by rising IMF Quotas.
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UNIT1 6: International Finance and Lending Institutions
Table of Content
1.0 Introduction
2.0 Objectives
3.0 Main Content
3.1 International Monetary Fund
3.2 International Development Association
3.3 International Financial Corporation
3.4 African Development Bank
4.0 Conclusion
5.0 Summary
6.0 Tutor Marked Questions

7.0 References/Further Readings

1.0 Introduction

The need for financial assistance for developirtgona is great and
generates a higher degree of risk than normallg@emered in
traditional commercial lending situations. Intefaatl Lending
agencies have been established to fill the needs\adloping and other
countries. Although these agencies are numeroissytit traces the
origin, objectives as well as the working structafenajor ones among

them.

2.0 Objectives

On successful study of this unit, you should be &bi

"Jldentify the various International Financing andteg agencies.
_IExplain the working organization or structurestefde agencies and

"IState the objectives behind each of agencies

3.0 Main Text

3.1 International Monetary Fund
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International Monetary Fund (IMF) is an internagbmonetary
institution established by different countries attee World War Il with
an objective of providing exchange stability thrbagt the world and
increasing liquidity so that balanced multilatérade is promoted
through the cooperation of the member nations.o¢arhistorical
conditions and events that led to the establishrmeMF are
summarized below:

(i) Gold standard functioned with reasonable suseas provided a
medium of international payments before World War |

(i) The onset of World War | forced most of theuotries to

abandon gold standard and put restrictions on theement of

gold as well as goods.

(i) After the World War |, some countries cameckha@n the gold
standard but the gold standard could not work etiveen the
periods 1919 —-1931.

(iv) The world faced the Great Depression of thaids between

1929 and 1936. Prices, profits, share prices, mtiaiy

employment and income of the leading countriesviedy low.
Competitive devaluation, tariffs and exchange adsatwere

adopted by the nations.

(v) World War Il (1939-45) further disrupted thetfgan of
international trade and dislocated the economig¢kseotvorld.

After the world-wide depression and the World Waitiwas
recognised that; the gold standard could not hened in future; and
lack of any mechanism like the gold standard wa@dderate instability
of exchange rates and discourage internationat aad investment.
Therefore, the monetary authorities of the worlttfee need for
international cooperation to establish a stablerirdtional monetary
order. With this objective, a conference of 44 majountries was held
at Bretton Woods, New Hampshire, in 1944. The tesithis

conference was the establishment of the Internaltiglonetary Fund
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(IMF) and the International Bank for reconstructaomd Development

(IBRD). These two institutions are known as Bretf@oods’s twins.

Objectives of IMF

Basically, the purpose of the IMF was to; achieweinternational
advantages of the gold standard without subjectatgpns to its internal
disadvantages; and achieve internal advantagespef standard while
avoiding its international disadvantages. The nadjectives of the
Fund, as summarised in the Article of Agreemerdt,aar follows:

(i) To promote international monetary cooperatiomtgh a
permanent institution that provides the machinery f

consultation and collaboration on international etany

problems.

(i) To facilitate the expansion and balanced glouftinternational
trade, and to contribute thereby to the promotioth a

maintenance of high levels of employment and mabme and

to the development of the productive resourcedl oh@ambers as
primary objectives of economy policy.

(iif) To promote exchange stability, to maintairderly exchange
arrangements among members, and to avoid comgetitiv
exchange depreciations.

(iv) To assist in the establishment of a multilatesystem of
payments in respect of current transactions betwesnbers and

in the elimination of foreign exchange restrictiavisich hamper

the growth of world trade.

(v) To give confidence to members by the Fund’'sueses available
to them under adequate safeguards, thus provitamg twith
opportunity to correct maladjustments in their bataof

payments without resorting to measures destructivetional or
international prosperity.

(vi) In according with the above, to shorten theation and lesson
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the degree of disequilibria in the internationdbbae of

payments of members.

Organization of IMF

The IMF came into existence in December 1945 aadest functioning

in March 1947. It is an autonomous organization iaraffiliated to the
U.N.O. It has its main office in Washington. Inilya the IMF had 30
countries as its members. Nowadays, the membersresasing as more prospective
members are desiring to be part of the organization

The management of the Fund is under the contrdlofbodies: Board

of Governors and Board of Executive Directors. Board of

Governors is the general body of management camgist one

Governor and an Alternate Governor for each merobentry. The

Board of Governors has the responsibility of foratulg the general
policies of the Fund. The Board of Executive Diggstcontrols the day to-
day activities of the Fund. Currently, it consist22 directors; six of
these directors are appointed by the members h#vinigrgest quotas,
namely, the United States, the United Kingdom, V@&=stmany, France,
Japan and Saudi Arabia, and the remaining sixteentdrs are elected

by other nations. The Managing Directors is theraman of the Board

of Executive Directors as well as the head of th# sf the Fund.

Resources of IMF

The resources of the IMF are subscribed by the reesnhhe
subscription quota of each member is based oratterral income and

its position in the international trade/businesgely member nation must
contribute 25% of its quota in international regeagsets and the
remaining 75% in its own currency. The payments$foart of the
guota was originally in gold, but now it is in Sp@drawing Rights
(SDRs). SDRs are an international reserve assatect®y the IMF in

1969. The Fund may also enlarge its resources trpWwimg, by selling
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gold to the public and by receiving fee from therbwing members.

3.2 International Development Association

The International Development Association (IDA) vessablished in
1960 as an affiliate to the World Bank. As mattepdalicy, the World
Bank’s finance is conditional and inadequately mée¢ credit
requirements of the underdeveloped countrieso#tad are for specific
development purposes; bear relatively high ratetefest and are for
relatively short period. There are many projectgl(sas irrigation,
railway construction, education, public health, $iog etc.) in the
underdeveloped countries which are vital to genszahomic
development, which have longer gestation periodvamdh do not yield
sufficient returns to meet the amortisation chardesper rules of the
World Bank, loan cannot be given for such geneeaktbpment
projects. The IDA was started to supplement theltMdank’s
development assistance and to make available toahg developing
countries on softer terms and for longer periodige Main objectives of the IDA are as
follows:

(i) To provide development finance to the less tigved countries

on easy and flexible terms.

(i) To promote economic development, increase petidity, and

thus, raise the standard of living in the less tgyed countries.

(iif) To supplement the objectives and activitiéshee World Bank.

Organizational Structure of IDA

The membership of the IDA is open to all the memslodithe World
Bank. The members of the IDA are divided into tveotp. Part 1
countries are developed countries which are reduogay their
subscription in gold or freely convertible curressi Part Il countries are
less developed countries which are required togpad0% of their

subscription in gold or freely convertible curressiand the remaining
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90% is payable in their domestic currencies. Nagélls in Part I1.
Legally and financially, IDA is a distinct entitydm the World Bank,

but is administratively managed by the same staff.

Financing Policy of IDA

The IDA loans are different from the conventioradns, the following
are the distinctive features of the financing pobf the IDA:

(i) The IDA grants loans for protects whether tlaeg directly
productive or not.

(i) The IDA loans are interest free; only a nontiaanual rate of
3.4% on the amounts withdrawn and outstandingasggd to
meet the administrative expenses.

(iif) The IDA loans are for long periods, i.e., 60 years.

(iv) There is a 10 years of grace and no amourggayable during
this period of grace. After this only 1% of thermipal is to be
repaid annually for 10 years and 3% annually ferrdmaining

30 years.

(v) IDA loans are generally repayable in foreigrleange.

(vi) IDA loans are granted to the government of¢bantry

concerned.

3.3 International Financial Corporation

International finance Corporation (IFC) was estti@d in July 1956 as
an affiliate of the World Bank to provide finanaethe private sector.
The World Bank grants loans to the governments®iember
countries or provides loan capital to the privateegrises out of the
guarantee of the member governments. Moreover thdvBank does
not provide risk capital. The IFC was establishéith the specific
purpose of providing risk capital to the privatéezprises in the less

developed countries without government guarantee.

164



IFC Organization Structure

Though the IFC is affiliated to the World Bank, liuis a separate legal
entity with separate fund and functions. The mesitiprof the
Corporation is open only to the members of the W8&i&nk. The
organization of the Corporation is the same asdahtie World Bank.
The Board of Governors and the Executive Direatdthe World Bank
also function as the Board of Governors and thecttkee Directors of
the IFC. The Corporation started with the initiatieorised capital of
$100 million which has been increased from timértee. The
subscription quota of each member is proportiot@ates share of

subscription to the capital of the World Bank.

IFC Investment Policy

The following are the main features of the investolicy of the IFC:
(i) The IFC considers only those enterprises wihieh
predominantly industrial and contribute to economic
development of the country.

(ii) The project to be financed by the IFC musirb¢he private
sector and must be productive in nature

(iif) Before making any investment, the Corporatgatisfies itself
that the enterprise has experienced and competamgsment.

(iv) The IFC’s loan will not be more than half diet capital needed
for an enterprise.

(v) The minimum investment to be made by the IF@ 8ingle
enterprise is fixed at $ 100,000: no upper limfixed.

(vi) The rate of interest for the IFC loan is detered by mutual
negotiation, depending upon the degree of risklira®and other
terms of investment.

(vii) The IFC’s loans are disbursed in lump-sumoinstalments and
are repayable in a period of 5 to 15 years.

165



3.4 African Development Bank

The African Development was formed under the awespat the
Economic Commission for Africa. Although the agresmestablishing
the bank was signed in Khartoum, Sudan on 4th Aud963 and came
into force about a year later, the actual operatmmmenced only in
July, 1966. Its head office is located at Abidj@ote D’lvoire.
Functions

The bank’s main functions as set forth in the séasistablishing it are:
1To use the resources at its disposal for finanoingvestment
projects relating to the economic and social dgvalent of its
members.

1To undertake and participate in the selection,ysaudl preparation
of projects enterprises and activities contributmguch

development

1To mobilize both within Africa and outside Africaesources for the
financing of such investment programmes.

1To promote investment in Africa of public and pteaapital in
projects or programmes

1To provide such technical assistance as may beedandfrica for
the study, preparation, financing and executiodesfelopment
projects or programmes and

1To undertake such other activities and provide sbkr activities
as may advance its purpose

Sources of Finances: More specifically, the baoktinary capital
resources come from the following sources:

1Subscribed capital by members

JFund raised through borrowing by the bank

"JFund received in repayment of past loans

"JIncome derived from the bank’s loans and guarantees

"JAny other funds received that do not constitutecgpesources
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Self Assessment Exercise

State functions of African Development Bank

Organizational Structure of ADB

The consist of a Board of Governors , Board of @es, a President, at
least one Vice-President and other officers aridl. 4 powers of the

bank are vested in the board of governors appoimgeshch member of

the bank who exercises the voting power to whiel thember state is
entitled. Each governor is entitled to a five yeam, but can be reappointed

for another term.

Self Assessment Exercise
State the various Source of finance of African Depment
Bank.

4.0 Conclusion

The students have learned in this unit variousattgonal financing
agencies and their respective functions. We haeidentified the
various objectives the agencies are establishadhigve. One of such
objectives includes the provision of access foestment capital needed

for infrastructure development in the member caastr

5.0 Summary

In this unit we have discuss and provides comprsikierexplanation of
the various International Financing agencies ssctha International
Monetary Fund (IMF), International Finance Corparat(IFC),
International Development Association (IDA), and #frican
Development Bank (ADB). This analysis includes dbgctive,

working structure as well as the sources of fundivnailable.
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6.0 Tutor Marked Assignment

State main functions of African Development Bank
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Answers to Self Assessment Exercise
The bank’s main functions ADB are:

1. To use the resources at its disposal for finanoirigvestment
projects relating to the economic and social dgvalent of its
members.

2. To undertake and participate in the selection,ysardl preparation
of projects enterprises and activities contributmguch
development

3. To mobilize both within Africa and outside Africagsources for the
financing of such investment programmes.

4. To promote investment in Africa of public and pter@apital in
projects or programmes

5. To provide such technical assistance as may baedaa Africa for
the study, preparation, financing and executiodesfelopment
projects or programmes and

6. To undertake such other activities and provide sibkr activities
as may advance its purpose
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The African development Bank (ADB), source it ficas from;
subscribed capital by members, Fund raised thrboglowing
by the bank, Fund received in repayment of pastdpbncome
derived from the bank’s loans and guarantees, andother

funds received that do not constitute special ssirc
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