THE ECONOMIC ENVIRONMENT.
· What is the most fundamental change in the world economy since WWII?
The world economy has changed dramatically since World War II. Perhaps the most fundamental change is the emergence of global markets; responding to new opportunities, global competitors have displaced or absorbed local ones.

The integration of the world economy has increased significantly. Economic integration was 10 percent at the beginning of the 20th century; today, it is approximately 50 percent.

· In what areas of the world is global integration most striking?
Integration is particularly striking in the two regions of the European Union (EU) and the North American Free Trade Area. For example, the world’s largest automakers have, for the most part, evolved into global companies.

During the past two decades, the world economic environment has become increasingly dynamic; change has been dramatic and far-reaching.  To achieve success, executives and marketers must take into account the following new realities: 
a) Capital movements have replaced trade as the driving force of the world economy. Global capital movements far exceed the dollar volume of global trade.

b) Productivity has become “uncoupled” from employment. The second change concerns the relationship between productivity and employment. To illustrate this relationship, it is necessary to review some basic macroeconomics.  Gross domestic product (GDP) , a measure of a nation’s economic activity, is calculated by adding consumer spending (C), investment spending, (I), government purchases,(G), and net exports (NX):

C+I+G+NX = GDP

Economic growth, as measured by GDP, reflects increases in a nation’s productivity.  
a) The world economy dominates the scene; individual country economies play a subordinate role.

b) The struggle between capitalism and socialism is largely over. The Cold War is over; communism is not an effective economic system.
c) Finally, the growth of the personal computer and the advent of the Internet have diminished the importance of national boundaries. 
ECONOMIC SYSTEMS
· What are the four main types of global economic systems?
Traditionally, there are four main types of economic systems: market capitalism, centrally planned socialism, centrally planned capitalism, and market socialism. 

· Upon what is this classification scheme based?
This classification was based on the dominant method of resource allocation (market versus command) and the dominant form of resource ownership (private versus state) (see Figure 2-1).
Market Capitalism                                       
· Define ‘Market Capitalism.’
Market capitalism is an economic system in which individuals and firms allocate resources, and production resources are privately owned. Consumers decide what goods they desire, and firms decide how much to produce; the state’s role is to promote competition.
Market capitalism is practiced worldwide, especially in North America and Western  

Europe, but all market-oriented economies do not function in the same manner.

The U.S. is distinguished by its competitive “wild free-for-all” and decentralized initiative whereas Japan is a tightly run, highly regulated economic system that is market oriented.

Centrally-Planned Socialism                                      
· What is ‘Centrally-Planned Socialism’?
At the opposite end of the spectrum is Centrally-planned socialism. Centrally-planned socialism gives the state broad powers to serve the public as it sees fit.

State planners make “top-down” decisions about the goods and services produced and in what quantities; consumers spend money on what is available.

Government ownership of industries and individual enterprises is characteristic. Demand exceeds supply, and there is little reliance on product differentiation, advertising, or promotion. To eliminate “exploitation” by intermediaries, the government controls distribution. 

Because of market capitalism’s superiority, many socialist countries have adopted it; the ideology developed by Marx and perpetuated by Lenin has been resoundingly refuted. 
For decades, the economies of China, the former Soviet Union, and India functioned according to the tenets of centrally planned socialism. All three countries are now engaged in economic reforms characterized, in varying proportions, by increased reliance on market allocation and private ownership.

Centrally-Planned Capitalism and Market Socialism   

 

In reality, market capitalism and centrally-planned socialism do not exist in “pure” form. Command and market resource allocation are practiced simultaneously, as are private and state resource ownership. The role of government in modern market economies varies widely.                                                                  

· Define ‘Centrally-Planned Capitalism’ and ‘Market Socialism.’
Centrally-planned capitalism is an economic system in which command resource allocation is used extensively in an environment of private resource ownership (e.g., Sweden).                                                                                       

Market socialism permits market allocation policies within an overall environment of state ownership (e.g., China gives freedom to businesses/individuals to operate in a market system).
Market reforms and nascent capitalism in many parts of the world are creating opportunities for large-scale investments by global companies. For example, Coca-Cola returned to India in 1994, two decades after being forced out by the government. A new law allowing 100 percent foreign ownership of enterprises helped pave the way. 
THE WORLD TRADE ORGANZIATION AND GATT
· What is GATT?
The General Agreement on Tariffs and Trade (GATT) was treaty among nations whose governments agreed to promoted trade among members. 

GATT was intended to be a multilateral, global initiative which liberalized world trade and handled 300 disputes over fifty years; however, GATT lacked enforcement power.                                           
The successor to GATT, the World Trade Organization (WTO), born in 1995, provides a forum for trade-related negotiations among its 150 members and mediates trade disputes.

The Dispute Settlement Body (DSB) mediates complaints concerning unfair trade barriers; during a 60-day consultation period, parties engage in good-faith negotiations (see Table 3 -1). 
Failing that, the DSB convenes a panel and acts on the panel’s recommendations; if after due process, the losing party violates WTO rules, the WTO can impose trade sanctions. 

WTO trade ministers meet annually to work on improving world trade, but politicians in many countries resist the WTO’s plans to move swiftly in removing trade barriers.

The current round of WTO negotiations began in 2001; the talks collapsed in 2005, and attempts to revive them in 2006 were not successful. 

PREFERENTIAL TRADE AGREEMENTS 
The GATT treaty promotes free trade on a global basis; in addition, countries in each of the world's regions are seeking to liberalize trade within their regions. 

· What is a ‘preferential trade agreement’?
A preferential trade agreement is a mechanism that confers special treatment on select trading partners. By favoring certain countries, such agreements frequently discriminate against others.
Free Trade Area
· How is a free trade area formed?
A free trade area (FTA) is formed when two or more countries agree to eliminate tariffs and other barriers that restrict trade. Example (NAFTA). 

A free trade area comes into being when trading partners successfully negotiate a free trade agreement (also abbreviated FTA), the ultimate goal of which is zero duties on goods that cross borders between the partners.

Rules of origin are used to discourage the importation of goods into the member country with the lowest external tariff for transshipment to one or more FTA members with higher external tariffs.

To date, dozens of free trade agreements, many of them bilateral, have been successfully negotiated.

Customs Unions

A customs union represents the logical evolution of a free trade area. 

In addition to eliminating internal barriers to trade, members of a customs union agree to the establishment of common external tariffs (CETs). 

Some of the customs unions discussed in this chapter are the Andean Community, the Central American Integration System (SICA), Mercosur, and CARICOM.
Common Market
A common market is the next level of economic integration. 

In addition to the removal of internal barriers to trade and the establishment of common external tariffs, the common market allows for free movement of factors of production, including labor and capital.

Economic Union
An economic union builds upon the elimination of the internal tariff barriers, the establishment of common external barriers, and the free flow of factors.  It seeks to coordinate and harmonize economic and social policy within the union to facilitate the free flow of capital, labor, goods, and services from country to country. 
· The full evolution of an economic union would involve what?

The full evolution of an economic union would involve the creation of a unified central bank, the use of a single currency, and common policies on agriculture, social services and welfare, regional development, transport, taxation, competition, and mergers. 

A true economic union requires extensive political unity, which makes it similar to a nation. The further integration of nations that were members of fully developed economic unions would be the formation of a central government that would bring together independent political states into a single political framework. 

The European Union is approaching its target of completing most of the steps required to become a full economic union.
NORTH AMERICA
North America, which includes Canada, the United States, and Mexico, comprises a distinctive regional market.

 The U.S. has more industry leaders than any other nation, dominating the computer, software, aerospace, entertainment, medical equipment, and jet engine industry sectors. 

· In what year did CFTA formally come into existence?
The U.S.-Canada Free Trade Area (CFTA) came into existence in 1989, resulting in over $400 billion per year trade between the two countries.

· Who are the top three trading partners of the U.S.?

Canada is the number one trading partner of the U.S.; Mexico is second, and China ranks third. 

American companies have more invested in Canada than in any other country.
The North American Free Trade Agreement (NAFTA) became effective in 1994; the result is a free trade area with a combined population of 430 million and a total GNP of roughly $14 trillion (see Table 3-4 and Figure 3-2). 
· Why does NAFTA create a free trade area as opposed to a customs union or a common market? 

The governments of all three nations pledge to promote economic growth through tariff elimination and expanded trade and investment. At present, however, there are no common external tariffs nor have restrictions on labor and other factor movements been eliminated.

Illegal immigration from Mexico remains a contentious issue. 

NAFTA allows for discretionary protectionism (e.g., California avocado growers won protection, allowing Mexican avocados into the U.S. during the winter only in the northeast at a quota).
LATIN AMERICA: SICA, Andean Community, Mercosur, CARICOM

Latin America includes the Caribbean and Central and South America; the market is sizeable, has a huge resource base, and Latin America has begun economic transformation. 

Balanced budgets are a priority, and privatization is underway. Free markets, open economies, and deregulation are replacing past policies; tariffs are now reduced to 10 to 20 percent.

Global corporations see import liberalization, prospects for lower tariffs within sub-regional trading groups, and the potential for more efficient production. Many envision a free trade area throughout the hemisphere. 
· What are the most important trading arrangements in Latin America?

Important trading arrangements include: 

· Central American Integration System (SICA)

· Andean Community

· The Common Market of the South (Mercosur)

· The Caribbean Community and Common Market (CARICOM).

ASIA-PACIFIC: The Association of Southeast Asian Nations (ASEAN)

The Association of Southeast Asian Nations (ASEAN) was established in 1967 as an organization for economic, political, social, and cultural cooperation among its member countries. 

WESTERN, CENTRAL, AND EASTERN EUROPE
The countries of Western Europe are among the most prosperous in the world. Entering the first decade of the twenty-first century, the governments of Western Europe have achieved unprecedented levels of economic integration.
Today, the 27 nations of the EU represent 490 million people and a combined GNI of $15.0 trillion.

The 1991 Maastricht Treaty prepared the transition to an economic and monetary union (EMU) with a European central bank and a new currency, the euro. 

The euro brings the benefits of eliminating currency conversion costs and exchange rate uncertainty. 

In 2002, euro coins and paper money were issued to replace national currencies such as the French franc.

Marketing Issues in the European Union
The business environment in Europe has undergone considerable transformation since 1992, with significant implications for all elements of the marketing mix. (Table 3 -11). 
Marketing mix issues must be addressed in Europe's single market (e.g., content and other product standards that varied among nations must be harmonized). Harmonization means that content and other product standards that varied among nations have been brought into alignment. (Table 3-11). 


Direct comparability of prices in the euro zone forces companies to review pricing policies; the marketing challenge is to develop strategies to take advantage of a large, wealthy market. 

The enlargement of the EU will further impact marketing strategies and harmonized laws; food safety laws in the EU are different form those in Central European countries.
Because they are in transition, the markets of Central and Eastern Europe present interesting opportunities and challenges.

Global companies view the region as an important new source of growth, and the first country to penetrate a country market often emerges as an industry leader.
The Middle East
The majority is Arab, a large percentage Persian, and a small percentage Jews. The population is 95 percent Muslim and 5 percent Christian and Jewish. 

Despite apparent homogeneity, Middle Eastern countries fall into all categories of the index of economic freedom from “mostly free” (Bahrain, Kuwait, Saudi Arabia, United Arab Emirates) to “repressed” (Iran and, until the 2003 regime change, Iraq).

The Middle East lacks a single societal type with a typical belief, behavior, and tradition; each major city has many social groups, different in religion, social class, education, and wealth. 

The price of oil drives business. Bahrain, Iraq, Iran, Kuwait, Oman, Qatar, and Saudi Arabia hold significant world oil reserves which have widened the gap between rich and poor nations. 

Disparities contribute to political and social instability. Saudi Arabia is the main market in the region, with 25 percent of the worlds known oil reserves. 

During the Persian Gulf War against Iraq, Gulf Arabs broke unwritten rules including accepting help from the U.S., an ally of Israel. 

Anti-Americanism flared in 2003 during the invasion of Iraq to remove Saddam Hussein from power. Having returned sovereignty to Iraq in June 2004, Americans remain in Iraq.

Cooperation Council for the Arab States of the Gulf                
The Gulf Cooperation Council (GCC) was established in 1981. The six gulf countries hold about 45 percent of the world’s known oil reserves, but production is only about 18 percent of world oil output. (Table 3 -12 and Figure 3 -8). 
Saudi Arabia and other Middle Eastern countries post account deficits because they import most goods and services and depend on oil revenues to pay for imports. 

The organization provides coordination, integration and cooperation in all economic, social, and cultural affairs.

Committees coordinate trade development, industrial strategy, agricultural policy, and uniform petroleum policies and prices.

Goals include establishing an Arab Common Market and increasing trade ties with Asia.

In 1989, two other organizations were formed. 

· Morocco, Algeria, Mauritania, Tunisia, and Libya formed the Arab Maghreb Union (AMU).

· Egypt, Iraq, Jordan, and North Yemen created the Arab Cooperation Council (ACC).

Many Arabs see their regional groups as economic communities to foster the development of inter-Arab trade and investment. 
Marketing Issues in the Middle East
Connection is a key word in conducting business in the Middle East; developing relationships with key business and government figures are likely to cut through red tape.

Bargaining is culturally ingrained, and business people should be prepared for haggling; establishing personal trust, mutual trust, and respect are essential.

Decisions are not made by correspondence or telephone. The Arab businessperson does business with the individual, not the company.

Women are not part of the business or entertainment scene for traditional Muslim Arabs.

AFRICA
It is not really possible to treat Africa as a single economic unit. 

· What are the three unique regions of Africa?

The 54 nations on the continent can be divided into three distinct areas: 

· the Republic of South Africa, 

· North Africa, and 

· sub-Saharan or Black Africa

With 1.3 percent of the world's wealth and 11.5 percent of its population, Africa is a developing region with an average per capita income of less than $600.

The Arabs living in North Africa are differentiated politically and economically. 

The six northern nations are richer and more developed, and several—notably Libya, Algeria, and Egypt— benefit from large oil resources.

· For what does the acronym “Mena” stand?

The Middle East and North Africa are viewed as a regional entity “Mena”; the economies of non-oil, “emerging Mena” (Jordan, Lebanon, Morocco, Tunisia) have performed best. 

Trade Agreements in Africa:

Economic Community of West African States (ECOWAS)
East African Cooperation
South African Development Community (SADC)






