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Chapter 3: Competing in the Global Marketplace

Section 3.1 Global Trade in the United States

	Title
	Source
	Length
	Slides

	The Big Mac Index
	YouTube: Investor Training Academy
	1:11
	4, 5



Synopsis: Can the price of a Big Mac around the world help compare and even predict the relative purchasing power of each currency?

Video 1: https://youtu.be/_vCK6QZTVlc 

As stated by Travelex, the creator of this video: “Twice a year The Economist publishes the Big Mac index. It is a fun guide to the world's currencies that attempts to adjust them all to an equitable level through the great equalizer known as the Big Mac.” Since the Big Mac can be purchased in essentially the same form in over 120 countries, it’s a good way to compare prices around the world, which helps to also estimate the relative “purchasing power” of each currency. 

For example, per the January 5, 2020 currency comparison data published by The Economist, a  Big Mac costs £3.39 in Britain and US$5.67 in the United States. The implied exchange rate is 0.60. The difference between this and the actual exchange rate on that day (01/05/2020), 0.77, indicates that the British pound is 22.2% undervalued, using the prices of Big Macs as the point of comparison. Remember that exchange rates are in constant flux, so one day’s currency comparison won’t be exactly the same most probably on another day.

It’s not an exact science but using the Big Mac Index does indicate that the citizens in certain nations can buy more or less for their money than others, which can help or hurt global businesses, domestic consumers and world travelers.  

Check out the most recent chart referenced above, and then decide whether as a resident of the USA you would find products from which Scandinavian nation more affordable to purchase with your dollars, products from Norway or Sweden? (Hint: Norway’s Krone is overvalued by 5.3% and Sweden’s Krona is undervalued by 4.0%).

Section 3.2 Why Nations Trade

	Title
	Source
	Length
	Slides

	Comparative Advantage and Absolute Advantage
	YouTube: Khan Academy
	10:15
	7,8



Synopsis: The concepts of absolute and comparative advantage help explain the benefits of global trade.

Video 2: https://youtu.be/xN3UV5FsBkU

Watch this video from Khan Academy which explains in more detail two different kinds of trade advantages discussed in Section 3.2 that a nation might have in the production of certain goods or services: Comparative and Absolute.

Then, consider this hypothetical example comparing two nations that each can produce both beef and vegetables, the United States and Mexico:

	
	Production Without Trade
	Production Without Trade
	Production With
Trade
	Production With
Trade

	
	Beef
	Vegetables
	Beef
	Vegetables

	USA (tons)
	2,000
	20,000
	4,000
	0

	Mexico (tons)
	1,000
	30,000
	0
	60,000

	Totals
	3,000
	30,000
	4,000
	60,000



From what you learned in Section 3.2 and from viewing the Khan Academy video, how might you explain the reasons production with trade is higher? What are the apparent advantages that a nation can gain from specializing in the production of specific products?  (Hint: some nations have comparative advantages in the production of one product over others, facilitated by the unequal distribution of the Factors of Production introduced in Section 1.1).  

Section 3.4 Fostering Global Trade

	Title
	Source
	Length
	Slides

	WTO sides with US in Airbus subsidy case, allowing US to target $7.5B in EU imports
	YouTube: CNBC
	2:59
	11, 12



Synopsis: What is unfair competition between nations, and what can organizations like the WTO do to regulate global trade so it is more fair?

Video 3: https://youtu.be/REbUCTxBMfE 

As explained in Section 3.4, the United States has had mixed results in bringing disputes before the WTO, having won less than half of these cases. The U.S. has also won about one-third of the cases brought against it by other countries.  

The October 2019 video linked above from CNBC reports a news story about the WTO taking the side of the U.S. airplane maker Boeing against European competitor Airbus. The decision permitted the United States to impose tariffs (taxes on imports) of over $7 billion as a consequence of the WTO ruling that illegal subsidies were paid to Airbus.  Now subsidies are direct or indirect payments from a government in cash or tax breaks.

Watch the video and then do a little research on the Internet about the ongoing quarrel between these two companies. You will learn that the case reported in the video is just part of a long dispute between the two large aircraft manufacturers over special privileges of one kind or another claimed to be unfair, per the rules and regulations to which nations agree when they join the WTO. 

Do you think could they both be right depending upon the point of view, or do you agree with either Boeing or Airbus that the other was guilty of using subsidies to help them compete unfairly? Is it right for governments to protect domestic industries, and therefore the jobs of their citizens, or should the principles of Free Trade be more important?

Section 3.6 Participating in the Global Marketplace

	Title
	Source
	Length
	Slides

	Target Pulling Stores Out of Canada
	YouTube: City News Toronto
	2:39
	20, 21



Synopsis: There are a number of ways to enter global trade, so organizations must carefully select the most appropriate method of entering the world marketplace.

Video 4: https://youtu.be/E8IPqMPrAjM 

As explained in this Section, a company has a variety of ways to enter global trade, including Exporting, Licensing and Franchising, Contract Manufacturing, Joint Ventures, and Direct Foreign Investment.   Direct foreign investment is described in Section 3.5 as having at the same time both the greatest potential reward and risk of all the various methods to expand a business beyond the shores of the home country.   One example provided of the potential risks in this Section was the failure of Walmart in Germany.  

View the video link, above, which reports on a similar failure of Target to expand from the USA to Canada.  Compared to Walmart, which has over 6,000 stores outside the U.S., Target was new to global expansion since Canada was the first global location attempted.  Evaluate the challenges Target faced related to those Walmart had to overcome in Germany that were described in Section 3.5.  

In relation to difficulties in Germany such as legal limitations on operating hours, would you agree or disagree that entering Canada should have been easier for Target?  After all, English is one of two official languages in Canada and is widely spoken, and transportation of inventory could be accomplished via truck or railroad, whereas Walmart needed to either use water or air methods to move products to Germany from the USA?  After watching the video, and perhaps doing some additional research on your own, would you think that Target had lower risk expanding to Canada than Walmart’s direct investment in Germany? 


Section 3.8 The Impact of Multinational Corporations

	Title
	Source
	Length
	Slides

	Top Global Brands: 2019
	CNBC
	5:14
	25, 26



Synopsis: Globalization includes the growth of international brands, with technology companies leading the way.

Video 5: https://www.cnbc.com/video/2019/10/17/here-are-interbrands-top-picks-for-best-global-brands-of-2019.html

A list of The World’s Top 11 Largest Multinational Corporations from Fortune Magazine is displayed in Table 3.3, ranked by revenue, with Walmart topping out at number one.  The next three corporations on this list are all from China, and it’s not until number 6 does another U.S. company show up.  Compare this to the list from Interbrand, as discussed in the video, and presented here: https://www.interbrand.com/best-brands/best-global-brands/2019/ranking/

Why do you think Apple is number one on this list (7 years running) and Walmart doesn’t even show up in the top 100?  Certainly, Fortune is using revenue only and Interbrand is valuing the “brand” not only the sales made by the company.  

One of the aspects discussed in the video is the changing nature of what brands are growing in value.  Most prominent seems to be that technology brands have experienced the most upward movement.  Reproduced below are the top 20 companies from Interbrand’s 2009 and 2012 lists.  Review these lists and perhaps compare them to the 2019 rankings.  What can you learn from this?  If you were providing business advice to an entrepreneur who was undecided about the most promising industries to establish a new brand, what would the evolution of the top names on these lists indicate?





                        2009					      2015
 (
1
Apple
2
Google 
3
Coca-Cola
4
IBM
5
Microsoft
6
General Electric
7
Samsung
8
Toyota
9
McDonald's
10
Mercedes Benz
11
BMW
12
Intel
13
Disney
14
Cisco
15
Amazon
16
Oracle
17
HP
18
Gil
l
ette
19
Louis Vuitton
20
Honda
) (
1
Coca Cola
2
IBM
3
Microsoft
4
General Electric
5
Nokia
6
Toyota
7
Intel
8
McDonald's
9
Disney
10
Google
11
Mercedes Benz
12
Hewlett Packard
13
BMW
14
Gillette
15
American Express
16
Louis Vuitton
17
Cisco
18
Marlboro
19
Citibank
20
Honda
)
Ini
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