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CLOSING CASE: THE BANANA WAR

learning objectives OF CHAPTER 14
The main goals of this chapter are to:

1. Outline the main characteristics of industrial countries

2. Establish the relationship between the private sector and government sector in industrialized  

   countries as mixed economies

3. Outline the size and structure of the import market in industrialised countries
4. Identify some major marketing issues when exporting to industrialised countries
5. Explain some FDI trends in industrialized countries 
6. Identify the main considerations when several issues faced by Australian exports in this grouping of countries

LECTURE OUTLINE FOR CHAPTER 14

A. DEFINITION OF INDUSTRIALISED COUNTRIES 

1. In short hand, the industrialised countries are those that use a market-based economy and have achieved relatively high levels of per capita income and other measures of development

B. INDUSTRIALISED COUNTRIES AS MIXED ECONOMIES

1. By allowing markets to function and firms to compete, the industrial countries reap the gains from the efficient allocation of resources

2. The ratio between the private sector and the public (government) sector can vary widely from one country to the other, but the private sector is predominant in all industrial countries. The private sector in each country has a specific mix of domestic firms (small, medium, large) and MNE's (parent companies with subsidiaries in other countries or subsidiaries of MNE's headquartered in other countries). By the late 1990s, the ‘Triad’— the United States, The European Union (EU) and Japan— was home to nearly 50,000 TNCs, and host to nearly 100,000 foreign affiliates.

3. In general, government ownership in industrial countries is most common in electric and telephone utilities, banking and petroleum. For the most part, IC governments own fewer companies than governments in developing or transition economies. The government sector accounted in 2000 for about one third of economic activity in industrial countries. On top of this, it is estimated that government-owned companies account for another 10 percent of GDP/GNP

4. During the 1990s Australia was among the most active privatising countries in the world. Some A$85 billion of government owned assets were sold (e.g. State electricity and gas asset sales, telecommunications, banks and other finance sector businesses, airports, and other transport facilities.

C. DOING BUSINESS IN INDUSTRIALISED COUNTRIES

1. Doing business in industrialized countries is the main concern of most companies, because the industrialized countries dominate the world economy; In 1999,Industrialized countries represented only 14 percent of the world’s population, but they accounted for over three quarters of the world’s GDP and over 62 per cent of the world’s merchandise trade.

2. This chapter looks at industrialized countries from the perspective of a firm wanting to do business there, either through exporting or through direct investment.

3. Western Europe is the largest segment of the industrialized world import market, with a share of about 40 per cent of world merchandise imports. The share of non-European sources in Western European imports has declined from about 44 percent in 1963 to about 34 percent in 2000.Among the non-European sources, Asia has doubled its share over 1973-2000 supplying about 13 percent of Western European import requirements, due mainly to the strong performance of the six Asian traders and China. The product composition of European imports is dominated by manufactures, especially machinery and transport equipment.

4. Australia and New Zealand have lost market share in Western European markets, partly because of the trade barriers created by the Common Agricultural Policy and partly due to the lack of competitiveness in capital goods.

5. The share of North America (USA and Canada) in the world merchandise imports has steadily increased from about 15.5 per cent 1963 to over 23 per cent in 2000. Australia and New Zealand have an insignificant share in the North American market (under 1 per cent).

6. Japan’s merchandise imports had a steady increase up to the early 1980s and a slight decline thereafter, in line with the Japan’s recent deterioration in its general economic performance. Asian exporters have gained most market share in the Japanese market followed by Western Europe. North America lost market share. In commodity composition, Japan is the only industrialised market taking over a significant proportion of primary products. That’s why Japan is the most attractive industrialized market for Australia and New Zealand’s exports.

7. Australia and New Zealand have recorded a long-term drop in their share of the world merchandise imports from 2.6 per cent in 1948 to 1.3 per cent in 2000.It seems to be a  reflection of a slower globalization process undertaken by the two economies compared to other economies of the world. The product composition of the grouping‘s imports is dominated by manufactured goods, especially high-tech goods. The big change in the geographic sources for Australia and New Zealand is Asia (other than Japan) overcoming in 2000 both Western Europe and North America as the main import source.

8. Import markets in industrialized countries are highly sophisticated and competitive. They have generally lower distribution channels than developing countries, high quality standards on products, and an acute price competition. Advertising is costly with expenditure per head of population varying in different industrialized countries between over US$ 100 and over US$ 400. It appears that on average, most advertising expenditure in industrialized countries is done for Print advertising followed by TV.

9. During 1998-2000, the Triad (North America, European Union and Japan)) accounted for three-quarters of global FDI inflows and 85 percent of outflows, and for 59 percent of inward and 78 percent of outward FDI stocks.

10. Investment in industrialized countries should take into consideration a number of factors, the most sensitive being: taxes and government incentives to foreign investors; personnel, labour and social considerations, exchange rates, government controls.

PRACTICE ACTIVITIES

True-False Questions
	1. Industrialised countries can be equated with High-income countries.
	       T / F 

	2 In 2000, the government sector accounted for about one third of economic activity in industrialised countries.
	       T / F

	3. Among industrialised countries, Australia has an above average central government expenditure as a percentage of GDP.
	       T / F

	4. Western Europe is the largest segment of the industrialized world import market, with a share of about 40 per cent of world merchandise imports.
	       T / F

	5.Over the last 3 decades or so Australia and New Zealand have gained market share in the Western European import market.
	       T / F

	6.In terms of product composition of imports by industrialised countries, Japan  has the largest share of primary products in its imports.
	

	7. As a rule of thumb, channels of distribution in industrialised markets tend to be longer than in developing markets. 
	       T / F

	8. The main principle infringed in the ‘Banana War’ case by the European Union was the ‘special treatment for developing countries’
	       T / F

	9. Industrialised countries have no industries where foreign investment is prohibited.
	       T / F

	10. Throughout Europe, national laws require payment of substantial severance benefits to employees who are retrenched. 
	       T / F


Multiple Choice

1.
In relation to the so-called ‘grey markets’, which statement is NOT correct?

a.
‘Gray markets’ refer to legitimately manufactured trademarks items that are produced and purchased abroad , but imported or diverted to high price markets such as the US and Japan by bypassing designated channels.

b.
A market-differentiation pricing policy can eliminate the main reason for the existence of grey markets

c.
‘Gray markets’ are also known under the name of ‘parallel importation’  

d.
The value of grey markets in the US has been estimated at US$6 to 10 billion at retail level.

2.
In relation to advertising in industrialised countries, which statement is NOT correct?

a.
In absolute terms, the US spends more money on advertising than 68 of the other major advertising nations combined.

b.
Among 11 industrialised countries surveyed by EUROMONITOR, Australia has an average level of advertising expenditure per capita.

c.
As far as expenditure per medium is concerned, on average the  11 sampled countries spend most in TV advertising.

d.     Despite the establishment of the European ‘Single Market’ in 1992, differences in advertising     regulations still exist among European Union countries.

3.
In relation to investment activities in industrialised countries, which statement is NOT correct?

a.
Foreign investment is encouraged by governments of industrialised countries

b.
The Triad (North America, European Union and Japan) represent jointly the largest provider and recipient of foreign direct investment in the world

c.
One of the advantages of integration in the European Union is represented by the common taxation regulations in all EU member countries.

d.
Among the industrialised countries, the US has only an average level in terms of FDI flows as a share of domestic investment (the so-called ‘gross domestic formation’).

4. 
In relation to Australia and New Zealand as partners in international business, one can find out that:

a.
The two countries have recorded jointly in the Post-War 2 period a substantial increase in their share of the world merchandise imports.

b. 
The product composition of this regional grouping is dominated by manufactured goods, especially high-tech goods.

c.
In terms of import sources of the grouping, in 2000, Asia(other than Japan) has overcome both Western Europe and North America as the main import source.

d.
In terms of FDI inflows into Oceania, one can note that in the late 1990s the number of investment projects has increased, while the average size of investment has decreased.
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