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MGMT1101		
Global	Business	Environment		

1. International	Business		
2. Multinational	firms	in	a	globalised	world		
3. Political	and	Legal	environment	(State	vs	firm)	
4. Socio-cultural	environment	
5. Economic	environment	(Does	size	matter?)	
6. Technology	diffusion	and	innovation	(Digital	divides)	
7. Foreign	exchange	(Money	makes	the	world	go	round)	
8. International	trade	policy	(WTO	and	regional	economic	integration)	
9. Corporate	responsibility	for	international	business		
10.Doing	business	in	transitional	markets	and	course	review	
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[PREVIEW OF TOPIC 5 AND 6] 



5.	Does	size	matter?	The	economic	environment		
- To understand the relevance of demand and factor conditions to international business 
- To assess the economic development of countries 
- To analyse and compare national economies in terms of risks/attractiveness 
- Chapter 7. Main focus: examine the economic factors and conditions that a fir would consider in 

evaluating a country’s potential as a location for production and as a market for its products. 
Also, how differences in economic conditions and systems influence the benefits, costs and risks 
associated with doing business in different countries, and how they influence management 
strategy and practice. 

PEST: Political/legal, Economic, Sociocultural, Technological 

Economic endowments - natural and created 
General economic characteristic that enter into a firm’s preliminary assessment of a country: its 
size, its endowments (geography, people and infrastructure) and its competitiveness. 

GDP= consumption + investment + government purchases + net exports  
Given these components, it is easy to understand how to increase GDP

GDP is good as a measure of economic well-being and volume of economic activities, but there 
are limitations, particularly with regards to human well-being and sustainability. 

GDP does not measure: quality of life, things that take place outside markets (childcare by parents, 
volunteer work, things produced at home), quality of the environment, distribution of income 

Economic performance - macroeconomic stability 
Compared to the process of economic development (a long term phenomenon), 
macroeconomic stability focus more on the state of the current economic conditions of an 
economy. A stable economy occurs when an economy grows without persistent and major 
fluctuations in the levels of economic activity, inflation rates, unemployment and balance of 
payments imbalance. 

Size • National income and production 
• Its population 
Gross national income: the total value of income accusing to a nation’s residents 
Gross domestic product (GDP): earned from production that occurs within a nation’s 
borders.. GDP is the market value of all final products produced within a country in a 
given period of time. 
GNI per capita: average income of a nation derived by dividing GNI by the total 
population 

Geography The natural resources and features of a country affect the level and patterns of market 
demand and production. Proximity has been a factor in the formation of taking 
agreements

People Population size, growth, and population distributions according to age, gender and 
location can provide general indicators of the potential market size for a firm’s product. 
Also analysis the socioeconomic characteristics- income growth, income distribution, 
education distribution and occupational distribution

Infrastructure 
and institutions 

Infrastructure: the created assets 

Productivity 
and 
competitivenes
s 

Competitiveness: any economic advantage in a market place 
External economies: cost efficiencies in production and marketing that a firm enjoys as 
a result of the action of other external to the firm 
Productivity: the ratio of output to the factors of production 



Characteristics of economic instability: recession, high inflation rates, rising interest rates and 
volatile foreign exchange rates, among other indicators 

Current economic conditions reflect the stage of the business cycle. Business cycle: the tendency 
of economies to move in sequence through phases of expansion and contraction of economic 
activity in a somewhat regular pattern. 
General government have four main stabilisation goals: 
1. Low inflation 
2. Low level of unemployment 
3. Positive economic growth 
4. Balance of international payments and receipts 

Fiscal (budget) and monetary policy are main instruments of policy that national governments use 
to establishes the economy. 
Fiscal policy: involves making adjustments to governments expenditure and taxes to stimulate or 
slow down economic activity. 
Monetary policy: involves manipulation of interest rates and the money supply by the nation’s 
central bank for similar purposes. 

The macroeconomic variables of economic growth, inflation, current account balance and foreign 
debt are essential factors to consider when assessing the business potential of a country. High 
inflation, increasing current account deficits and foreign debt are portents of economic risk.

Economic growth and employment fluctuations
Economic growth is an increase in the productive capacity and national output of a country, 
measured but the rate of increase of GDP. 

A common measure of economic growth: the quarterly or annual percentage change in a country’s 
real GDP: a measure of the dollar value of GDP after account has been taken of the changes in 
value due to price changes. ‘Real’ meaning that the impact of changing prices on changes in the 
dollar value of production has been removed. 
- In long term, an increase in real GDP or trend GDP signifies economic growth. In short term, real 
GDP tends to fluctuate at rates of growth above and below the long-term trend. 

Sources of economic growth: increase in the quantity and quality of resources and increased 
productivity 
Qualitative changes that lead other more productive use of those resources, such as enhanced 
labour skills, new technologies, innovative products, an depending markets ad scale economies. 

Lower levels of economic growth tend to be accompanied by higher unemployment rates. High 
unemployment saps consumer confidence and reduced consumer expenditure, which in turn can 
undermine business and investor confidence going forward. 

Inflation is an increase in the general price level. It becomes a matter of concern to management 
and policymakers when the increases are persistent and sizeable. 

External viability: Whether or not a country is able to pay its way international affects a number of 
macroeconomic variables, such as interest rates and exchange rates, which in turn affect the 
market or investment potential of the country. 

Balance of payments: a statement that accounts all both payments to and receipts from 
foreigners. 



Economic performance - Economic development 
Economic development is not the same as economic growth. It is a multidimensional process 
that includes dimensions like: 
• provides life-sustaining basic needs
• raises general standards of living
• expands the range of economic opportunities and political choices
• attains sustainable development. 

The derivation of the Human Development Index as a measure of economic development reflects 
this notion. Human development index: a composite measure of development that attempts to 
account for a number of factors that affect the quality of human life in a country. 

Sources of economic growth and development, including the quantity and quality of resources and 
the factors increasing the productivity o resources, are also the features of an economy that attract 
a firm to operate in a foreign economy. 

Assessing Economic Risks
Economic risks
The likelihood that economic mismanagement will cause drastic changes in a country’s business 
environment that adversely affect the operations of a firm in the country. 

Economic risk analysis involves assessing economic indicators for strengths and weaknesses. 
When assessing economic risks/attractiveness, look for:
• Economic stability: economic growth rate, business cycle, inflation, unemployment, productivity, 

gross domestic investment, business/consumer confidence 
• Role of government: fiscal policy, monetary policy, institution framework 
• International economic relations: balance of payments, current and capital accounts 

The cost of doing business in a country tend to be greater where macroeconomic instability exists, 
where supporting infrastructure is lacking or underdeveloped, and where adhering to local laws 
and regulations is adhoc and costly. 

The risks of doing business in a country tend to be greater in countries that are politically unstable, 
subject to economic mismanagement and lacking a legal system to provide adequate safeguards 
in the case of contract or property rights violations. 

Dealing with Economic Risk and Opportunities 
• Change investment level/timing 
• Change marketing strategies, e.g. products, prices, target group
• Rationalise operation e.g. reduce employee numbers 
• Exit market 
• Expand/bargain hunt 

Group Presentation: There are several macro-economic indicators for MNEs to use to evaluate the 
economic environment of a foreign country (market). Some of them include GDP, inflation, 
unemployment, and government deficit. Are they useful in assessing a country’s economic 
attractiveness? Discuss. 

Memo form boss: A Japanese multinational automobile company is considering establishing a 
plant in Brazil to produce cars for the local Brazilian market. Would you recommend the company’s 
investment in the country, given Brazil’s current inflation, unemployment, and economic growth 
rates? Why/why not? 



6.	Digital	divides?	Technology	diffusion	and	innovation		
Readings: 23-28, 298-304, 541-545 

Completing the PEST: economic, political/legal, social, technological 

1. To understand the ‘knowledge revolution’ (p. 23-28, p. 348-353)
2. To classify intellectual property (p. 298-301)
3. To understand the significance of IP protection and TRIPS (p. 153)
4. To mange technological risk 

The Knowledge Revolution 
• High-technology goods doubled their share of world merchandise exports from mid-1970s to 

mid-1990s. 
• More than half of GDP in developed countries is based on production and distribution of 

knowledge. 
• Rise of electronic commerce as a medium for cross-border transactions 
• Increasing importance of intellectual property assets 
• Role of MNEs as ‘international transmitters’ of knowledge 

The role of technological change 
Since the end of WWII, the world has seen major advances in communication, information 
processing and transportation technologies, including the explosive emergence of the internet and 
the WWW. Telecommunications is creating a global audience. Transportation is creating a global 
village. 

Microprocessors and telecommunications 
The internet and the world wide web
Transportation technology 
The most important are probably the development of commercial jet aircraft and super freighters 
and the introduction of containerisation, which simplifies trans-shipment from one mode of 
transport to another. 

Implications for the germination of production and markets
• In summary, with the technological advances in transport and ICT, it is no longer necessary to 

produce goods to where they are consumed resulting in a rapid increase in trade and FDI. 
• These advances also mean that many of the stages of production need not be performed in the 

same factory or in close proximity. When these stages are moved to another country, that is, 
offshore, the result is the fragmentation of global supply chains. 

• There is also a change in the composition of trade. There is an increase in the trade in 
intermediate inputs including series in contrast to the trade in final goods. 

• Low-cost jet travel has resulted in the mass movement of people between countries. This has 
reduced the cultural distance between countries an dis bringing about toms convergence of 
consumer tastes and preferences. 

Intellectual property (p. 298-301)
Intellectual property: property that is the product of intellectual activity, such as a computer 
software, a screenplay, a musical score, or the chemical formula of a new drug. 

Patent, copyrights, and trademarks establish ownership’ rights over intellectual property. 

in the high technology ‘knowledge’ economy of the 21st century, intellectual property has become 
an increasingly important source of economic value for businesses. Protecting intellectual property 
has also become very problematic, particularly if it can be rendered in a digital form and then 
copied and distributed at very low cost as pirated CDs, over the internet. 



The protection of intellectual property rights differs greatly from country to country. However these 
regulations has often been lax. This has been the case even among many of the 185 countries that 
are now members of the UN’s agency, World Intellectual Property Organisation (An international 
organisation whose members sign treaties to agree to protect intellectual property). 

Firms may choose to stay out of countries where intellectual property laws are lax, rather than risk 
having their ideas stolen by local entrepreneurs. Firms need to be on the alert to ensure that 
pirated copies of their products produced in countries with weak intellectual property laws do not 
turn up in their own home market or in third counties. 

Product safety and product liability 
Product safety laws are laws that set certain safety standards to which a product must adhere. 
Product liability involves holding a firm and its officers responsible when a product causes injury, 
death or damage to its users. 

Australia has the Competition and Consumer Act (CCA). This law regulates business to promote 
competition and protect consumers in Australia. 

Competition law is one means of promoting competition by preventing businesses from obtaining 
or using market power for anticompetitive practices. 

New product development 
New-product development is a high-risk, potentially high-return activity. To build a competent in 
new-product development, an international business must do two things: disperse R&D activities to 
those countries where new products are being pioneered, and integrate R&D with marketing and 
manufacturing. 

While global warning will impact negatively on most businesses, firms producing innovative 
technologies to manage climate change will have new business opportunities for wealth creation. 

Achieving tight integration among R&D, marketing and manufacturing requires the use of cross-
functional teams. 

Group presentation: The recent Eurozone crisis has been mainly attributed to the design and 
management of the euro (pp. 220-223). Identify flaws in the single currency’s design/management 
and discuss how they have contributed to the Eurozone crisis. Also, are the economic and human 
costs to the Greeks justified?

Memo from boss: The company is selling a piece of equipment to a buyer in India. The sale is for 
immediate delivery, but payment will only be due in 30 days time. What financial risks should we 
consider before deciding whether to go ahead with the sale? How to best protect ourselves? With 
this analysis, should we go ahead with the sale?


