GLOBAL BUSINESS 3e, Chapter 1: Globalizing Business 


BEFORE YOU GET STARTED…

We wanted to let you know about some innovative new resources available to you with the Third Edition of Mike Peng’s Global Business.

New Video Set on DVD
In response to your request for current, “real world” examples that bring concepts to life, we’ve chosen a new set of video clips from BBC News featuring a range of global business topics from manufacturing and real estate development to goat farming and mining. These short video clips make excellent discussion starters, and we’ve provided discussion questions in the book and corresponding answers and discussion guides here in this Instructor’s Manual. If you prefer to use the video clips as homework assignments with assessment, your students who are using CengageNOW or CourseMate will have access to Media Quizzes built around this same video set. Be sure to order your Global Business 3e DVD today so you can start sharing these informative videos with your students. 
CengageNOW

You’ve told us how important it is for your students to develop critical thinking skills and to expand their cultural and geographical knowledge. So we’ve developed several exciting new features available in CengageNow to help you achieve these objectives. Students can purchase access to CengageNOW for a moderate fee in addition to the price of the print book, or they can purchase CengageNOW exclusively, which will give them access to the Global Business 3e ebook. As always, this product offers a diverse range of useful homework and assessment tools, such as quizzes and study aids, but there are a number of new features we wanted to highlight:
First, CengageNOW features a new set of dramatically enhanced Interactive Maps. There are six maps in total, and each map offers a wealth of information on such topics as Political and Cultural Systems, CSR and Ethics, International Trade, Regional Integration, Global Operations, and Foreign Exchange and FDI. 
Students can use these Interactive Maps for research projects, and you can assess their understanding of the maps with our Interactive Map Quizzes. Each quiz—one per chapter—contains eight multiple choice questions that will require students to read and interpret data on one or more maps and to connect this data to the concepts presented in the text.

Another exciting feature in CengageNOW is the new set of Guided Cases, an essential tool for helping students learn to critically analyze business cases. There are four Guided Cases available, and each case contains a series of multiple choice questions that guide students through the five phases in the case analysis process: framing, labeling, summarizing, synthesizing, and concluding. Once students master the analytical process shown in the following diagram (developed by Dr. Paul N. Friga), they can work through any business case on their own—a valuable tool for their entire education.
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And as mentioned earlier, there is a new set of Media Quizzes available in CengageNOW. Each of the 17 Media Quizzes features four or five multiple choice questions based on one of the BBC News video clips covering recent stories in China, India, Brazil, Dubai, and beyond.
CourseMate
As always, students who choose to purchase CourseMate (available for an additional fee with the purchase of a book) will have access to a host of valuable study tools, such as quizzes and key term flashcards. However, the Global Business 3e CourseMate also features the Interactive Maps, which students can use for research projects. Students will also be able to access the video set through the related Media Quizzes.
Global Economic Crisis Resource Center

Another constantly refreshed, up-to-the-minute resource you’ll want to be aware of is the Management Blog found under Community Resources in the Global Economic Watch/Global Economic Crisis Resource Center. Nearly every day, management instructor Gemmy Allen combs the news headlines and posts business-related stories to the blog that you can bring into the classroom to spark discussion and illustrate concepts. You’ll want to check the blog daily for fresh insights you can use with your students. And of course, the Watch is still loaded with many other valuable teaching aids on business and economics as well.

Contact your Cengage Sales Representative today for more information on all of our Global Business resources.

INTRODUCTION TO THE INSTRUCTOR’S MANUAL

This Instructor’s Manual has been prepared for Mike Peng’s Global Business, Third Edition. Each chapter in this manual has the following contents.

· Learning Objectives

· General Teaching Suggestions

· Opening Case Discussion Guide

· Chapter Outline: Key Concepts and Terms

· An End of Chapter Guide which contains the following:
· Review Questions and Answers

· Critical Discussion Questions and Answers

· Global Action

· Video Case

· Closing Case

Discussion guides and answer keys to the Integrative Cases have also been provided to enhance student understanding.

The objective is to support and simplify your challenge of presenting the exciting and increasingly relevant study of international business.  The Instructor’s Manual goes beyond typical manuals.  It does not simply provide an outline but it also shows the concepts and terms that apply to each portion of the chapter – those ideas and the relevant vocabulary that you will want to bring out as you cover that portion. In every part of the manual there are ideas as to how to cover the cases, questions, videos, etc.

Enjoy!

Chapter 1

GLOBALIZING BUSINESS

Learning Objectives

After studying this chapter, you should be able to:

1.
explain the concepts of international business and global business, with a focus on emerging economies.

2.
give three reasons why it is important to study global business.

3.
articulate one fundamental question and two core perspectives in the study of global business.

4.
identify three ways of understanding what globalization is.

5.
state the size of the global economy and its broad trends and understand your likely bias in the globalization debate.
General Teaching Suggestions 

Begin with motivation: help students see how the course relates to them regardless of whether they are convinced that they will never be involved in international business. (That should be challenged by pointing out that even if they work for a company that only does business in the local area that company could be acquired by an overseas based firm, that if they work for a local government that they might eventually need to work with overseas controlled contractors and firms that serve that government entity, etc.)  Help them to see applications to the goods and services they buy and the nation’s economy.  Suggestion: break the class up into groups that are given the task of showing the relevance of the course in a variety of situations.

Opening Case Discussion Guide

Emerging Markets: Mahindra & Mahindra versus John Deere can be used to help students understand the importance of niche marketing and adaptation to local cultures. Mahindra & Mahindra, a company based in India but unknown in the U.S. found a way to compete in the tractor business with giant John Deere in its home market.


Chapter Outline: Key Concepts and Terms

Sections I through VI of Chapter 1

I.
WHAT IS GLOBAL BUSINESS?
1. Key Concept

International Business is typically defined as (1) a business (firm) that engages in international (cross-border) economic activities and (2) the action of doing business abroad. Global business is defined in this book as business around the globe. This book goes beyond competition in developed economies. It devotes extensive space to competitive battles waged in emerging economies and the base of the global economic pyramid.

2. Key Terms

· Base of the pyramid is part of the view of the global economy as a pyramid. The vast majority of humanity, about four billion people, lives at the base of this pyramid making less than $2,000 a year.

· BRIC stands for Brazil, Russia, India, and China.
· Emerging economies (emerging markets) are countries that are starting to emerge as new players in the world economy. 
· Foreign direct investment  (FDI) is direct investment in, control, and management of value-added activities in other countries.

· Global business is defined in this book as business around the globe. The activities include both (1) international (cross-border) activities covered by traditional IB books and (2) domestic business activities.
· Gross domestic product (GDP) A nation’s total output of goods and services.

· Gross national product (GNP) GDP plus income from nonresident sources abroad.

· Gross National Income is GDP plus income from nonresident sources abroad.

· International business (IB) is defined as (1) a business firm that engages in international (cross border) economic activities and/or (2) the action of doing business abroad.
· Multinational enterprise (MNE) is defined as a firm that engages in foreign direct investment by directly investing in, controlling, and managing value-added activities in other countries.
· Purchasing power parity (PPP) is an adjustment to reflect the differences in cost of living in various countries.

· Reverse innovation—an innovation that is adopted first in emerging economies and then diffused around the world.

· Triad refers to the developed economies in the three regions that consist of North America, Western Europe, and Japan.
II.
WHY STUDY GLOBAL BUSINESS?
1. Key Concept

Reasons for reading this book and taking this course: to better compete in the corporate world that will require global expertise and to enhance your understanding of what is going on in the global economy.

2. Key Terms

· Expatriate Manager (expat): A manager who works abroad, or “expat” in short.
· Group of 20 (G-20): The group of 19 major countries plus the European Union (EU) whose leaders meet on a biannual basis to solve global economic problems.
· International premium: Managers who work abroad (expats) often command a significant pay raise when working overseas.
III.
A UNIFIED FRAMEWORK

1. Key Concept

Our most fundamental question is: What determines the success and failure of firms around the globe? The two core perspectives are (1) the institution-based view and (2) the resource-based view. We develop a unified framework by organizing materials in every chapter according to the two perspectives guided by the fundamental question.

2. Key Terms

· Institution based view suggests that the success and failure are enabled and constrained by institutions.

· Institutions are the structures that define the rules of the game.

· Institutional framework is the formal and informal institutions that govern individual and firm behavior in a country.

· Liability of foreignness is the inherent disadvantage that foreign firms experience in host countries because of their nonnative status.
IV.
WHAT IS GLOBALIZATION?
1. Key Concept

Some view globalization as a recent phenomenon, and others believe that it is a one-directional evolution since the dawn of human history. We suggest that globalization is best viewed as a process similar to the swing of a pendulum.

2. Key Terms

· BRIC is a newly coined acronym for Brazil, Russia, India, and China.

· Globalization can be viewed as a new force sweeping through the world in recent times, a long-run historical evolution since the dawn of human history, and a pendulum that swings from one extreme to another from time to time. The last  (pendulum) view suggests that globalization is the “closer integration of the countries and peoples of the world which has been brought about by the enormous reduction of the costs of transportation and communication, and the breaking down of artificial barriers to the flows of goods, services, capital, knowledge, and (to a lesser extent) people across borders.”
· Risk management: The identification and assessment of risk and the preparation to minimize the impact of high-risk unfortunate events.

· Scenario planning: Planning for multiple high or low risk scenarios.

· Semiglobalization avoids total isolation and total globalization and calls for more than one-way for doing business around the globe.

V.
GLOBAL BUSINESS AND GLOBALIZATION AT A CROSSROADS
1. Key Concept

MNEs, especially large ones from developed economies, are sizable economic entities.  Current and future business leaders need to be aware of their own hidden proglobalization bias. 

2. Key Term

· Nongovernment organization (NGO) is a term that includes environmentalists, human rights activists, and consumer groups.
VI.
ORGANIZATION OF THE BOOK
1. Key Concepts

· Part I is foundations. This part contains an overview of international business and the two leading perspectives—institution- and resource-based views.

· Part II covers tools. This involves trade, foreign investment, foreign exchange, and global and regional integration.

· Part III covers strategy. This includes strategy for small firms, ways to enter foreign markets, management of competitive dynamics, alliances and acquisitions, and strategizing, structuring, and learning.

· Part IV builds excellence in different functional areas. The areas include marketing and supply chain, human resource management, corporate governance, and corporate social responsibility.


End-of-Chapter Guide

*Review Questions and Answers

*Critical Discussion Questions and Answers

*Global Action
*Video Case
*Closing Case

Review Questions and Answers

1. What is the traditional definition of IB? How is global business defined in this book?

International business (IB) is defined as (1) a business firm that engages in international (cross border) economic activities and/or (2) the action of doing business abroad.

Global business is defined in this book as business around the globe. The activities include both (1) international (cross-border) activities covered by traditional IB books and (2) domestic business activities, particularly strategizing to compete with foreign businesses moving into a firm’s own domestic territory.

2. Compare PengAtlas Maps 2.1 (Top Merchandise Importers and Exporters), 2.2 (Top Service Importers and Exporters), and 2.3 (FDI Inflows and Outflows) and note that the United States is number one in all categories except one. What is it? Many people feel that is a big problem, do you? In your opinion, what – if anything – should be done about that? 
The U.S. is not the top merchandise exporter. One can argue that while it would be good to improve exports, the total wealth created for the U.S. does not consist only of exports of merchandise but also exports of services – in which the U.S. leads. (This is to be expected as the U.S. economy has been shifting from a manufacturing to a services economy.) Furthermore, when overseas firms invest in U.S. production facilities, wealth is created in this country. The important thing is the overall picture and the overall trend of all forms of wealth creation, not just one form.

3. Compare PengAtlas Maps 2.1 (Top Merchandise Importers and Exporters), 2.2 (Top Service Importers and Exporters), and 2.3 (FDI Inflows and Outflows) once again and note the BRIC countries that are referenced in this chapter. Which of the BRIC countries is most often among the categories in those maps? Do you think that the long-term trend will be for that country to continue to become more important and perhaps surpass the United States, or do you that it may decline, and one of the other BRIC countries will become more important? Why?
China stands out among the BRIC countries. If the future is anything like the past, no country is dominant forever so it is possible that China’s GDP could eventually pass that of the U.S. but even if China’s GDP eventually became 100% greater than that of the U.S. it would still be smaller than U.S. GDP on a per capita basis – and China too might be eventually overtaken by some other nation.

4. ON CULTURE: Not all people in your country support globalization, and some say it is because they feel that globalization is an economic threat.  However, to what extent could it be they may also feel that it is a threat to their culture? What about you? To what extent do you feel that globalization is either an economic or cultural threat to your country?

The purpose of this question is not so much to resolve whether globalization is or is not a threat to any given country as it is to help students clarify their position in their own mind and then examine whether it can be justified. Answers may vary depending on the national and cultural background of the student.

5. Discuss the importance of emerging economies in the global economy. Use current news.

Emerging economies already command a significant part of global GDP. However, the improving economies of some countries are not keeping pace with their expanding populations. Current news examples will vary.

6. What is your interest in studying global business? How do you think it may help you succeed in the future?

Students should mention that it will help to prepare them to work in a global business, perhaps even as an expat.

7. If you were to work as an expatriate manager, where would you like to go, and what type of work would you like to do? Why?

Expatriate Manager (expat) is a manager who works abroad. The important thing is not so much the answer as the demonstration of thought.

8. How would you describe an institution-based view of global business?

Institutions are the “rules of the game.” Doing business around the globe requires intimate knowledge about the formal and informal rules governing 
competition in 
various countries.

9. How would you describe a resource-based view of global business?

The resource-based view focuses on a firm’s internal resources and capabilities.

10. After comparing the three views of globalization, which seems the most sensible to you and why?

The three views are as follows:

· A new force sweeping through the world in recent times.

· A long-run historical evolution since the dawn of human history.

· A pendulum that swings from one extreme to another from time to time.
The important thing is not so much the answer as the extent to which the student demonstrates thought in providing the answer to “why.”

11. What is semiglobalization, and what factors contribute to it?

Semiglobalization avoids total isolation and total globalization and calls for more than one-way for doing business around the globe. Trade, FDI, and barriers to market integration are all factors.

12. Do those who protest against globalization make any valid point(s) that all people, whether for or against globalization, should consider?

They do raise a valid point on the necessity of firms, especially MNEs, to have a broader concern for various stakeholders affected by their actions around the world. This view is increasingly moving from the periphery to the mainstream.

13. You may view yourself as objective and neutral regarding globalization, but do you sense any bias that you may have, one way or the other? What bias most likely exists on the part of other students taking this course?

The important thing is not so much the answer as the extent to which the student demonstrates thought in providing the answer. Anti-globals might mention anything from job loss in their home country to taking advantage of workers in developing economies. Pro-globals will probably frame their answers in terms of benefits, such as increased trade worldwide and opportunities to work for workers in developing economies.

14.  Given the size of the global economy and the size of some of the large corporations, do you think it is possible to carve out a niche that you can exploit as a small businessperson? Or do you feel that the most practical way to participate in the global economy is to do so as an employee or manager in a global corporation?
The student does not have to look far to find that small business people have indeed been successful by carving out a niche – that is an excellent strategy if one is to go into business for one’s self.  Also, many people today are finding opportunities in the U.S. and overseas with multinational corporations that need their capabilities.

Critical Discussion Questions and Answers

1. A classmate says: “Global business is relevant for top executives such as CEOs in large companies. I am just a lowly student who will struggle to gain an entry-level job, probably in a small domestic company. Why should I care about it?” How do you convince your classmate that global business is something to care about?

Refer to what was covered in the discussion and assignments related to the Opening Case Discussion Guide.

2. ON CULTURE: Thomas Friedman in his book The World Is Flat (2005) suggests that the world is flattening—meaning it is increasingly interconnected by new technology such as the Internet. This can raise the poor from poverty, nurture a worldwide middle class, and even spread democracy. On the other hand, this presents significant challenges for developed economies whose employees may feel threatened by competition from low-cost countries. How does this flattening world affect you?

This would be a good assignment for a group to discuss and report their answer.

3.
ON ETHICS: What are some of the darker sides (in other words, costs) associated with globalization? How can business leaders make sure that the benefits of their various actions (such as outsourcing) outweigh their drawbacks (such as job losses in developed economies)? 
There should be a variety of answers, including some that are not practical. This is a question in which the answer is not as important as the thought process and the ability to clearly articulate.

4.
ON ETHICS: Some argue that aggressively investing in emerging economies is not only economically beneficial but also highly ethical because it may potentially lift many people out of poverty (see Closing Case). However, others caution that in the absence of reasonable hopes of decent profits, rushing to emerging economies is reckless. How would you participate in this debate?
The response to this question may depend on how the student perceives the purpose and capabilities of business.  Is lifting people out of poverty the purpose of firms and to what extent do firms have the capability of doing so?  Challenge people to explain their answers.

GLOBAL ACTION

1. Chemical companies are among the largest firms worldwide. Two approaches to evaluating operations of chemical companies are by capital spending and research and development (R&D) spending. Access a resource that provides this information about top global chemical producers. Then compare the top five capital-spending and R&D-spending chemical companies. Are any companies found on both lists? What insights does this information provide?


Exercise 1 Answers

One resource that can be used is “Chemical and Engineering News: Global Top 50 
Chemical Producers”. This website can be found by entering the search term “chemical 
and engineering” or “chemical producers” at the globalEDGE™ Resource Desk search 
box located at http://globaledge.msu.edu/resourceDesk/. Once at the Chemical and 
Engineering News website, click on the Global Top 50 Spending link (located on the 
right side). After accessing the data available, the top 5 capital-spending companies 
are: Sinopec, BASF, ExxonMobil, Air Liquide, and Dow Chemical. Meanwhile, the 
top 5 R&D-spending companies are: BASF, 
DuPont, Dow Chemical, Bayer, and DSM. 
Answers will vary, but students may indicate that capital spending may be a proxy for 
global presence while R&D-spending could be a proxy for innovative development. 
Regardless, some discussion may revolve around the two companies that are on both 
globally for the foreseeable future.


Search Term: “chemical and engineering” or “chemical producers”


Resource Name: Chemical and Engineering News: Global Top 50 Chemical 
Producers


Website: http://pubs.acs.org/isubscribe/journals/cen/87/i31/html/8731cover.html

globalEDGE™ Tags: Chemicals, Industries, Industry Specific

2.
An important aspect of globalization is the fundamental stability of the global economic order currently in place. Thus, FDI intentions can be influenced by its perceived sustainability to some degree. Identify the three most important issues related to global economic stability over the next 20 years. Be sure to discuss the sample surveyed to provide the appropriate frame of reference for discussion.


Exercise 2 Answers


One resource which can be used is “A.T. Kearney: FDI Confidence Index”. This website can be found by entering the search term “foreign direct investment intentions” at the globalEDGE™ Resource Desk search box located at http://globaledge.msu.edu/resourceDesk/. Once at the website, click on the Download the PDF link (found in the middle). Then, scroll to page 11 of the report where Figure 9 provides an overview of the most important challenges to the sustainability of the global economic order over the next 20 years. The three most important challenges are: 1) global competition for scarce energy reserves; 2) climate change; and 3) global competition for scarce nature resources (excluding energy). The respondents surveyed included senior executives of the world’s leading corporations. Responses from C-level executives as well as regional and business heads were included in the report.


Search Term: “foreign direct investment intentions”


Resource Name: A.T. Kearney: FDI Confidence Index


Website: http://www.atkearney.com/index.php/Publications/foreign-direct-investment-confidence-index.html

globalEDGE™ Tag: Rankings

VIDEO Case Discussion Guide and Answers

Title:
 

New Balance in International Trade Unbalance Shoe Co.
RT:

      2:45
Topic Key:
Emerging economies, Globalization, Institution-based view; Resource-based view, Pendulum view, Nongovernmental organizations, Profitability
According to the latest unemployment report, American manufacturing added 24,000 jobs last 

month but in Skowhegan Maine more than 300 manufacturing jobs at a New Balance shoes plant

could be on the line in the face of new competition overseas. Employees at the plant, like Skip

Bowman, know that the company would make more money if it would shut down the plant and 

move his job oversees. He says that every day he walks through the doors; he is part of the effort 

to keep the factory going. New Balance is the last major brand to produce athletic shoes in the 

U.S. About 25% of its manufacturing is still in New England where it has operated for nearly a

100 years. The privately owned company says it is committed to its American workers. In 

discussions with Pat Welch, plant manager for New Balance, he says that if they were thinking 

about the bottom line and only the bottom line, New Balance wouldn’t be here (Skowhegan 

Maine). In the backdrop of plant operations, Welch interacts with workers to indicate that that 

reality is not lost on the more than 300 people who work there. They work fast as 220 pieces 

move through 33 pairs of hands with efficiency. With 19 seconds to stitch and inspect each

piece and less time to glue the souls, the results are significant. In 2004, it took 8 days or 192 

hours to finish a pair of performance shoes. Today, this group finishes in less than 3 hours 

(2.75). Other employees, like Sarah Clark-Theraima say that the quicker they make the shoes the 

cheaper it is. Roy Ellis, plant worker, says that everyone continuously tries to improve the 

process so that we can do better.

But a new threat has emerged. A trade agreement being pushed by the Obama administration 

called the Trans-Pacific Partnership would open 8 developing markets to U.S. goods. The goal is 

to create jobs in the U.S. but it removes a steep import tax on Vietnamese made sneakers which

would threaten jobs at the Skowhegan, Maine New Balance plant. Welch says that if this tariff 

were lifted, it’s not going to help our business or the bottom line. American workers are 10 times

more costly than Vietnamese workers and the cost per shoe could be much lower. He says the 

trade agreement makes me and the associates nervous because it will reduce our competitiveness

in making shoes domestically. 

New Balance says it will stand by its workers by adjusting its production or its prices. The 

management has vowed to keep the plant open. John Wilson, Vice President for Manufacturing 

New Balance, says they would not layoff any of its associates. Ray Ellis, employee interviewed 

again, says they are out there on a limb all by themselves and we are their limb to hold them 

up—we have to do our part.

Also check out  http://bangordailynews.com/2012/03/07/business/snowe-wants-u-s-trade-ambassador-to-visit-new-balance-facility-in-skowhegan/
Suggested Discussion Questions and Answers
· What will determine the success or failure of New Balance? 
· Text: The success and failure of firms is infused in two core perspectives: an institution-based view and a resource-based view. An institution-based view suggests that the success and failure of firms are enabled and constrained by institutions or the rules of the game (formal and informal) or the external environment. A resource-based view suggests that the success and failure of firms occur because of their internal resources and capabilities and their uniqueness compared to competitors.
· Success or Failure: New Balance is faced with changes in the rules of the game or in its external environment by way of the Trans-Pacific Partnership. New Balance says it will continue to compete on price or its production if the partnership trade agreement impacts their business. With this said, New Balance has already begun to take a proactive approach toward their success. Having done so, they recognize that their production processes (resources) and capabilities to improve exist for making them more competitive against potentially low-cost labor from Vietnam. New Balance’s success will be determined through their continued approach toward a resource-based view and looking inward at opportunities to become unique and enviable to the competition. Without such action and being vulnerable and constrained by the external environment, New Balance is doomed for failure.
· What view of globalization is suggested through the New Balance Company?
· Text: The three views on globalization are: (1) it is a new force sweeping through the world in recent times, (2) it is a long-run historical evolution since the dawn of human history, and (3) a pendulum that swings from one extreme to another from time to time.

· New Balance View of Globalization: The pendulum view; While New Balance is faced with how to remain competitive, it appears the company has bounced back before through improving its processes. And according to its associates, they continue to find ways to make the company better. This kind of reaction is not equivalent to abrupt change or historical evolution exhibited by the other two views of globalization. 
· What impact will emerging economies and the Trans-Pacific Partnership have on New Balance?

· Text: Emerging economies contribute approximately 45% of the global GDP. The emerging BRIC economies generate 17% of world exports, absorb 16% of FDI inflows, and contribute 28% of world GDP. The BRIC economies contribute 62% of the GDP of all emerging economies and generate 8% of world FDI outflows.
· Impact: The Trans-Pacific Partnership, which includes emerging economies like Vietnam, will reduce the domestic competitiveness of New Balance because it will reduce tariffs on imported shoes from Vietnam (low-cost labor), thus, lowering their price in the US market. With American workers already 10 times more costly than Vietnam workers, New Balance is faced with losing domestic market share and production demand.
· With regard to New Balance, what are the costs and benefits of globalization?
· New Balance Costs of Globalization: 

· Constraints by other country institutional frameworks (formal and informal)

· Domestic job losses


· Risk

· Profitability

· New Balance Benefits of Globalization:

· Improved resources and capabilities

· More cultural integration

· Greater growth

· Profitability

· Is globalization the solution to profitability?

· Text: The global economy at the beginning of the 21st century is an approximately $60 trillion economy. Over 77,000 MNEs controlled at least 770,000 subsidiaries overseas. Total annual sales for the largest 500 MNEs exceed $20 trillion (about 1/3 of global output).
· Solution to Profitability?: Student answers may vary as they sort out their biases. However, they should reflect and be based on the costs and benefits of globalization. Students should consider social, political, and environmental costs associated with globalization alongside the seemingly significant sales and output.
Closing Case Discussion Guide and Answers

Emerging Markets: Direct Selling at the Base of the Pyramid can be used to help students see how problems can be opportunities in less developed areas of the world. In this case, direct sales firms such as Avon have many advantages in those areas that western firms such as Wal-Mart would not have.  If you have students with an interest in history (or if you have such an interest) you might note how direct sales were especially important in areas of the U.S. before the automobile came into common use in the 1900’s and especially before the railroad spanned the continent in the 1800’s.

1. What are the advantages to a consumer in the remote Amazon of buying a beauty product from a direct sales representative, over buying the product from a retail store in the nearest town?

If you like to assign questions to individuals or groups for class discussion, you might have someone report on the limited population density and dispersal in that region along with transportation challenges and use that information along with what was discussed in the case study to answer the question.

2. What are some of the “rules of the game” affecting an Avon representative in the remote Amazon?

Not all students may agree as to the answers to this question.  You might follow up on some of their answers by asking as to what extent the rules of the game may change as the Amazon undergoes development.

3. Natura and Avon are direct competitors in this market. Compare and contrast their resources and capabilities.

Students should find it easy to use the case to answer this question.  As they do so, ask them what strategy they would use if they were the CEO of a U.S. based company that is in direct competition with a local (in this case Brazilian) company – would that be an advantage or disadvantage and if a disadvantage how it could be turned into an advantage.

4. ON ETHICS: Avon knows that many of its sellers will not make large profits. Comment on the ethics of the business model.

Student opinions may vary. You might want to cover the issue of perspective – profits that might seem small in developed countries might be large in the Amazon. That would be especially the case, for those who have only limited alternatives.

5. ON ETHICS: Some critics question whether it is ethical to aggressively market “non-essentials” (such as cosmetics) to very low-income customers who may end up spending up to one-third of their income on such items. What do you think?

That is an issue that is raised regarding marketing in developed nations as well as the Amazon. Part of the problem in discussing the question is that it assumes an elitist position in which certain people decide for others regarding what is or is not needed. You might ask if the only needs people have are utilitarian needs regarding keeping their bodies alive? What about social needs and the need for self-esteem? Ask your students as to whether the Amazon woman who wants to smell good and feel happy is just as important (or more important) than being able to add a few extra years to her life?
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