Study Guide – MIDTERM
Business 187 – Prof. Wood – Fall 2009

Ver. 1.1
The midterm will include roughly 25 to 28 True-False/Multiple choice questions and one essay.  This guide covers readings in the order in which we studied them.  (After Chapter 1, the chapters that outlined the Global Business System - that is, Session 2 through Session 5 - were presented in an order designed to give a rough chronological picture of our global business system and its development.)  

	From…
	know about…

	Chapter 1:

Globalization 
	What globalization is

Globalization of markets (especially for standard goods like wheat, microprocessors) and of production

Drivers of globalization – Decline in trade barriers; technological changes (know examples of tech changes that encourage globalism) 

Study the economic institutions that support globalization (discussed in Ch. 1) together with the history in Chs. 6 & 10 – Know functions of UN, GATT, IMF, World Bank, WTO 

	Chapter 3:

Differences in Culture
	What is culture? (Know Hofstede definition – but not everyone accepts it)
Values, norms (know the difference). Mores (norms seen as central). 

Social structure-a culture’s basic social organization 

   - group (collective) vs. individually oriented

   - stratification – castes and classes 

Hofstede dimensions of culture - individualism, power distance,
   uncertainty avoidance; their limitations

	Institutions (packet & lecture/slides) 
	Definition – ‘rules of the game;’ why institutions are central; 

Why change is hard; change through crisis

	Chapter 5

International Trade Theory 
	Mercantilism

Free trade – definition 

Arguments showing there are gains from trade: 
Absolute advantage theory – Adam Smith 
Comparative advantage – Ricardo – gains when one country is better at everything.  How to identify a nation’s comparative advantage (see slides)  Limitations of comparative advantage theory

“New” trade theory – specialization leads to just a few winners in many industries. Should governments try to promote winners?

	Chapter 2 - National Differences in Political Economy 
	Political economic systems provide key “rules of the game.” They differ enormously.  Be able to think about what are the rules in a country and problems of corruption and of unpredictable, undemocratic changes)

Collectivist vs. individualist systems; economic freedom

Democratic vs. totalitarian systems – a continuum; safeguards in successful (rich) democracies 

Market economy, command economy, mixed economy

Legal systems – property rights; Foreign Corrupt Practices Act  

Political vs. economic risks

Gross National Income, per capita GNI, GNI at purchasing power parity

	Chapter 6 

Political Economy of Trade
	Note:  While much of this chapter deals with ways of restricting trade, note that most economists oppose use of most of these tactics.

Ways of trade restriction: Import tariffs, quotas, administrative policies, antidumping rules and their effects 
Political reasons for restricting trade 
Plausible economic arguments for trade restriction:  

Infant industries

Strategic trade policy 
Development of world trading system, especially since Bretton Woods

The World Trade Organization and its work

	Chapter 8 

Regional Integration
	Free trade area (free trade is allowed inside the area:  NAFTA)

Economic union (free trade, common tariffs, free mobility of production factors, and common or harmonized economic rules: European Union)

	Chapter 9 & lecture

Foreign exchange 
	Key terms:  money, foreign exchange, exchange rate

Currency trading – London is most common site

Fixed, pegged, and floating exchange rates

Hedging: spot exchange rates, forward rates, and swaps 

	Chapter 10 
The International Monetary System
	History of international monetary system: Gold standard

Difficulties of fixed rates

How we got floating rates for major currencies

	Chapter 7
Foreign direct investment
	Definition of foreign direct investment 

Why some firms do FDI instead of exporting or licensing; costs

Arguments for and against acquiring an existing foreign firm as opposed to building a foreign business from scratch (“greenfield”)  

Recent trends:  Rapid growth over 20 years

Recent decline in FDI from one developed country to another

Growth in FDI to many developing countries
Benefits & costs of FDI to host countries; alternative possible policies

	The Global Financial System (Packet reading & lecture- see slides)
	‘Market makers’-commercial banks, investment banks

Risks of banking businesses; alternative ways of banking regulation:  free enterprise vs. more regulated

Global deregulation 1970s-2000s, rapid growth of global capital market; mania and crash 

	Chapter 4 - Ethics
	The only part of Ch. 4 that may be on the test is the “straw men” on pp. 141-144 – the wrong ways to approach ethics

	Chapter 11 
The Strategy of International Business
	What is strategy?  Big decisions; the goal of value creation; need to be explicit about choice of strategic emphasis.

Reasons firms that expand abroad tend to be more profitable and faster growing (leveraging, gaining location economies, experience effects, learning from abroad)

Basic strategic choices:  pressures for cost reduction, local responsiveness

Possible responses – basic strategies:  “international”, localization, global standardization, transnational strategies

	From Porter article, “Competitive Advantage of Nations”
	Competitive advantage of industries in nations and regions

The key driver: capacity to innovate and upgrade an industry

Four determinants:  factor conditions (specialized), demand conditions, related and supporting industries, firm strategy, structure & rivalry

Importance of pressure on firms

Clusters as the result 


