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When his farming businesses went into decline, Raymond Coyle was forced
to sell up. He used the money from the sale of his farm to clear his debts and
had just enough money to set up a modest new enterprise, Largo Foods,
making potato crisps. At the time the market was dominated by big players
like Tayto, and Largo captured just a small share.

Raymond’s big break came when he won the contract to make own-brand
crisps for SuperQuinn and expanded to employ nine people. He then bought
the Perri brand name from a company that had closed down. He used this
name to launch a range of ‘Supercrisp’ in a bigger foil pack, which set its
packaging distinctly apart from that of Tayto, its main rival.

Raymond Coyle went on to create new brands, such as Hunky Dory's, Sam
Spudz, Kezzil and McCoy’s. His ability to put together a very effective
marketing mix for each brand means that all these products have proved to
be very successful.

Largo Foods continued to expand using a range of organic and inorganic
expansion strategies. It eventually took over its main Irish rival, Tayto, which
made it the largest snack food company in Ireland with dozens of different
product lines including crisps, popcorn, peanuts and other snacks.

The company employs nearly 1,000 people with plants in Meath, Donegal
and the Czech Republic. Sales run into many millions of euro and the firm
now exports most of its output.
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Raymond Coyle is well known for visiting international trade fairs to promote
the company and win export orders. He now supplies supermarkets in Britain
with own-brand crisps and also exports to many countries, including Lebanon,
Singapore, Iceland, Dubai, Malta, Russia and Canada.
As the Irish market is small, access
3 0UT OF 4 PEOPLE PREFER TAYTO to international markets has been
p— e critical to the growth of Largo Foods
and exports are essential to its future
success. From his farming experience,
Coyle has learned not to be dependent
on any one single market.

1. What is infernational {rade?

By exporting crisps, Largo is engaging in international trade. International trade
refers to the buying (importing) and selling (exporting) of different products between
countries. International trade has existed for thousands of years but the last 50 years
has seen a huge increase due to improvements in transport and telecommunications
technology.

Over the past 75 years, Ireland has gone from being a country with very little
foreign trade to being one of the most open economies in the world. An open
economy is an economy that engages in international trade. For most European
countries today, international trade accounts for about a quarter of all business
activity in their economies. However, in Ireland, nearly 60% of all the goods and
services produced in the economy are now exported.

Imports are goods/services bought from other countries and they can be visible or invisible.
Imports must be paid for using foreign currency.
» Visible imports are physical goods, such as cars, books and computers.

> Invisible imports are services, such as banking, insurance and tourism, that are
provided to Irish customers by foreign firms.

Ireland buying products from abroad = visible imports
Ireland buying services from abroad = invisible imports

Why import? Ireland imports goods because it is a small country and we do not
have the resources, skills or economies of scale to produce all of the goods that
consumers or businesses need. Importing provides oil, machinery and components
needed by industry. It also provides consumers with a wider variety of goods to
choose from when shopping. However, importing costs money. To earn the money
needed to pay for imports, Ireland must export products that customers in other
countries want to buy.
Exports are goods or services sold by Irish firms to customers in other countries. Exporting
goods and services brings foreign currency into the country and benefits the national
economy. Exports are also important as they allow us to earn the foreign currency we
need to pay for the imports we want.

» Visible exports are physical goods, such as food, pharmaceuticals and engine

components.

» Invisible exports are services that can be sold to foreign customers, such as
financial services or selling holidays in Ireland to foreign tourists.

O
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Ireland selling products abroad = visible exports
Ireland selling services abroad = invisible exports

Why export? Ireland needs to export to earn the money to pay for imports. Exporting ~ "éland’s main exports
also generates economies of scale and increased employment in the firms producing ~ €

goods and services for export. * Medical equipment
¢ Chemicals and
Import or Export? pharmaceuticals
Ask yourself which way is the money going? * Electronics

* Software
* Food and drink
e Financial services

» If the money is coming into Ireland, it’s an export.
> If the money is going out of Ireland, it’s an import.

Rest of
EU 7%

oL

Belgium
13% OL Short @1, 3
OL Long Q1, 2, 3

Fig. 1 Destination of Ireland’s exports (goods and services) HL

HL Short @2

2. How is infernational trade measured?

How a country is performing in international trade is measured using the balance
of payments. The balance of payments is the total difference between all the flows of
money into and out of a country in a year.

A balance of payments surplus is favourable as it means Ireland is earning more than
it is spending internationally.

A balance of payments deficit is unfavourable as it means the country is paying out
more than it is earning.

Sample Balance of Payments (in € billions)

Visible Trade Exports of goods €100
Less imports of goods €(80)
Balance of trade €20 surplus
Invisible Trade Exports of services €25
Less imports of services €(30)
Balance of invisible trade €(5) deficit
Balance of Payments €15 surplus
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The balance of payments is made up of the balance of trade and the balance of

oL invisible trade:
» The balance of trade refers to the difference between all visible imports into and
OL Short 02, 4, 5 visible exports out of a country. Invisibles are excluded. In the example above,
OL Long 04, 5 the country has a balance of trade surplus of €20 billion.

» The balance of invisible trade refers to all the money flowing into the Irish
economy (from tourist revenues, EU grants, foreign loans, etc.) and flowing out
of the economy (from Irish people taking foreign holidays, repayments of
foreign loans, etc.).

3. What are the benefits o Ireland of free infernational
frade?

Free trade occurs when trade between countries is not restricted in any way by barriers such
as tariffs (import taxes) or quotas. It is based on the theory that countries will be better
off if each specialises in the goods it is most efficient at producing. Free trade exists
between members of the EU. This means firms like Largo Foods can freely export
their goods to other EU markets without having to deal with obstacles like tariffs or
quotas.

Benefits for businesses

» Access to raw materials: Firms can import raw materials (e.g. oil) and
essential finished goods (e.g. machinery) that are not available in Ireland.

HL

HL Short @1, 3

» Increase sales: Firms like Largo Foods can expand their sales and profits
beyond the domestic market through exporting.

> Economies of scale: Exports help firms to gain economies of scale and
become more efficient, such as lowering per-unit costs and prices. This
improves their ability to compete and survive against multinational rivals.

» Spreads business risk: Exporting spreads a firm’s business risk by reducing
its reliance on sales in a single country.

Benefits for consumers

» Choice: Imports of goods can lead to more competition and a wider choice
of goods for consumers.

» Quality: A wider choice of goods for consumers puts pressure on domestic
firms to ensure their products can match or exceed the quality of imports at
competitive prices.

Benefis for the economy
oL » Jobs: Successful exporting generates jobs and incomes in Ireland.
OL Short @6 » Foreign exchange earnings: Ireland must export goods to earn the foreign
OL Long 06, 8 currency needed to pay for imports.

> International understanding: International trade encourages communication,

HL understanding and co-operation between countries and was one of the major
HL Short 04 reasons for the establishment of the EU. Countries that trade a lot with each
HL Long Q1 other are far less likely to go to war.
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&%. what is protectionism?

Case Study: China copies Japan

After the Second World War, Japan adopted protectionist policies to
discourage imports into the country. This allowed Japanese firms to grow and
develop free from foreign competition in their home market. When the
Japanese economy was rebuilt and its firms were large enough to compete
internationally, the government relaxed some of the protectionist policies.
However, from time to time the Japanese government still uses protectionist
policies to safeguard Japanese firms and jobs, especially in new or still-growing
sectors of the economy.

Today, China has copied Japan’s example and is using many protectionist
policies to protect its industries from foreign competition. This allows it to build
up strong companies with the economies of scale needed to compete
internationally. It is using protectionism as part of its strategy to become an
economic superpower.

Protectionism refers to barriers imposed by governments to prevent free trade.
Governments are often tempted to introduce protectionist policies, especially against
imports, for the following reasons:

» Business growth: Protectionism can help shelter young and growing
firms (infant industries) from cheap foreign competition.

»Example: the US government imposed tariffs on imports of Japanese
motorbike brands such as Yamaha in order to protect the US Harley-
Davidson brand of motorbike. ©

» Business survival: Protectionism can protect essential industries such

as agriculture, media, steel and transport from being undermined
or destroyed by cheaper foreign competition.

P Example: The removal of protectionist policies when Ireland joined the
EU meant that thousands of jobs in traditional industries like footwear and
clothing were lost due to cheaper European imports.

> Protect employment: Protectionism can be used to protect employment in

industries under threat from cheap imports. This can be important if // ‘
competition is coming from countries with cost advantages such as low wages // /
(e.g. China) or large government subsidies (e.g. South Korea).
» Improve balance of payments: Protectionism can improve a country’s
balance of payments by reducing the amount of money flowing out of the

country to pay for imports. Protectionist measures such as tariffs can also
raise tax revenue for a government.

Methods of protectionism

» Tariffs are taxes put on imported goods. This makes imports more expensive and
less competitive against the products and services of domestic firms.

»Example: If Largo Foods tried to export goods to China, it would find a
tariff tax of between 25-35% being placed on its crisps before they could be
sold.
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oL

OL Short @8, 9
OL Long Q9

HL

HL Short @5, 6, 7

Quootas establish a limit on the quantity of certain goods that can be imported. The
aim of a quota is to discourage imports and promote sales of domestically
produced goods.

»Example: The EU has imposed a limit on the quantity of bananas that can
be imported from non-EU member countries.

Embargoes are bans preventing the importation or export of specified goods.
»Example: Ireland and other EU countries were forced to place an embargo
on the import of cattle and meat from the UK because of the very high levels
of BSE (‘mad cow’ disease) in that country.

Rules and regulations: Governments can restrict international trade by
imposing rules and regulations on the import or export of goods. There may be
good health, safety or environmental reasons for these rules but governments
sometimes use them as a concealed method of deliberately frustrating the
importation of foreign goods.

»Example: If Largo Foods tried to export their products to China, it could be
forced to wait up to three years before the Chinese government would issue a
licence allowing the goods to be imported. By setting up its own factory in
China, Largo Foods could bypass this protectionist barrier.

Subsidies are money paid by governments to help firms cover their operating costs and
keep their prices competitive. They can take the form of grants or special low-
interest loans.

» Example: The EU has given subsidies to help European aircraft manufacturer
Airbus to compete internationally on price against rival US firms such as
Boeing. This allowed Airbus to grow and achieve the economies of scale needed
to become a major aircraft producer.

Retaliation: The introduction of protectionist policies by one country can
provoke retaliation from another country that introduces similar policies in
response. Both countries then miss out on the benefits of free trade.

5. What are the main {rends in international {rade?

The huge increase in international trade over the last 50 years is due to a number of
interrelated factors.

>

>

R

Improvements in transport and ICT: Modern shipping and air transport have
made exporting and importing cheaper and faster. Improvements in
information and communications technology (ICT) allow businesses to
communicate globally with staff, customers and suppliers. Goods can also be
bought and sold over the Internet, with payments made electronically.

Development of global advertising using television and the Internet. This
allows firms to develop global brands that can be promoted globally for a
global audience.

The emergence of trading blocs: A trading bloc is a group of countries that agree
to remove protectionist barriers to free trade between themselves. However, they impose
tariffs and other protectionist barriers on all imports coming in from countries that
_are not members of the bloc. The European Union (EU) started as a trading bloc,
and the USA, Canada and Mexico have come together to form the North

= Wmerican Free Trade Agreement (NAFTA).

=

Emergence of new markets: Eastern Europe is a growing market. Further east, the

—Pacific Rim region is a fast growing economic region and includes China, Japan,

South Korea, Taiwan, Singapore, Thailand, Malaysia and Indonesia.

O
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» Increasing power and influence of transnational corporations (TNCs):
Transnational corporations are companies that produce and sell goods or
services in many different countries. Since the Second World War, the number
and size of TNCs has increased and many are now huge global companies
that treat the world as one single market for their products. These companies
can lobby governments for greater free trade policies and fewer restrictions on
their activities.

» Deregulation refers to the removal of government rules and regulations from the
workings of business, including the ability to trade freely internationally without
any protectionist barriers.

pExample: In Ireland the deregulation of air travel allowed new operators
like Ryanair to enter the market and sell tickets up to 80% cheaper than Aer
Lingus. Deregulation normally means increased competition in markets and
lower prices. However, jobs in the previously protected firms and industries
may be threatened. Countries that do not comply with demands for
deregulation can be subject to fines or other sanctions, for example from the
EU or World Trade Organisation (see below).

» The level of international competition is becoming intense. As a result,
firms must be constantly vigilant about business developments and strive to
adapt and compete to the highest possible international standards.

» More businesses are relocating production and other activities to lower-
cost countries. They can avail of the lowest taxes, labour and other costs to
save money but this can undermine existing jobs in the higher-cost countries.

pExample: Toymaker Hornby, maker of model trains and Scalextric,
relocated all its manufacturing to China to save on labour and other costs.

> Businesses can relocate production to countries with more lax regulation
to avoid strict labour, environmental or other laws that apply in their home
countries.

P Example: Many American companies have relocated factories across the
border to Mexico to take advantage of very cheap labour as well as very low
environmental and safety standards.

» Increasing power of the World Trade Organisation (WTO). National
governments have less national control as organisations such as the WTO
now make the trade rules. The World Trade Organisation (WTO) is
responsible for setting the rules of international trade among its 150 member
countries. It does this by organising negotiations between member countries to
reduce protectionism and allow free trade. Once rules are agreed, every member
is expected to comply.

»Example: The EU banned the importation of genetically modified food
from the USA because of health concerns. However the USA complained to
the WTO which decided that it was a form of protectionism and imposed a
fine of $150 million a year on the EU. Under WTO rules, free-trade rules take
precedence over national health concerns.

» Globalisation. The result of the massive growth of international trade and
communications is globalisation. Globalisation refers to the emergence of the
world as one single interconnected marketplace. Decisions or events in one part
of the world can now quickly affect people in other parts of the globe. The
main effects of globalisation on Ireland are:

e Greater consumer choice as Irish consumers have increasing access to
goods and services from a globalised marketplace.
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¢ Intense price competition. Global businesses can achieve economies of
scale necessary to provide quality goods and services at low prices. This

Globalisation refers to makes it harder for smaller Irish firms to compete. Cheaper imports can
the emergence of the cause domestic industries to go into decline.
world as one single ¢ Increased opportunities for Irish firms to expand and compete in the
interconnected global marketplace.
marketplace. e Niche marketing becoming essential. Irish firms have to identify

profitable niches in the global market where they can excel. This also
requires more investment in research and development (R&D) to
oL compete against larger global competitors.

e More jobs available in global companies who are attracted to this

OL Short 7 country by IDA Ireland. These companies are a major source of
OL Long Q7, 12

employment and tax revenue. Indirectly, they also create further spin-off
jobs among Irish suppliers and service providers.

HL . . o .
e Greater international mobility of labour. The labour market is affected
HL Short @8, 9, 10 as it becomes easier for Irish workers to emigrate and for immigrants to
HL Long @5 come to Ireland to fill job vacancies in growing sectors of the economy.
o )
6. Where are the major global markets in the 21st
?
’
cerfury
European Union - As a very successful trading Russia and former Soviet Union - The collapse of
bloe, the EU has reduced the barriers, expense and communism at the end of the 20th century means
risks involved in international trade for member that markets in these countries are now open for
countries. This gives Irish firms relatively easy business to Irish firms. However, doing business
access to markets in all EU in these countries can be difficult, as government
countries. inefficiency and corruption

384

remain a problem.

~
4

n

Middle East -

North 0Oil wealth has
America - ﬂJ increased demand
The United A and opportunities for
States is the L Irish exports to the
biggest exporter ' /¢ Middle East, especially
and importer of s food,
goods in the world. ‘&— healthcare
Together with Canada — ‘\’ products and
and Mexico, the North professional
American region has services.
massive consumer ‘

buying power. The main China & the Pacific Rim - s Y
drawbacks for Ireland The Pacific Rim countries are /

are the distances and growing very fast and the region is becoming the
trans-Atlantic transport most economically important in the world in the
costs involved. 21st century. Obstacles to trade in the Pacific Rim
for Irish firms include long-distance transport costs,
Developing countries - Other Asian  language and cultural barriers. Furthermore, many
countries, along with those of Africa Asian governments such as China operate ‘hidden
and most of South America have yet  barriers’ to discourage foreign goods.
to develop significant export
opportunities, partly because they
are handicapped by corruption, bad
economic management and huge
inequalities of wealth.
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7. What are the main opportunities for Irish businesses
i infernational trade?

Ireland is a small island in the Atlantic Ocean on the edge of Europe. However,
despite this peripheral geographical position, we have a number of distinct
advantages that can be used by businesses like Largo Foods to survive and prosper
in the global economy of the 21st century. These advantages are:

» EU membership: Ireland is a member of the EU trading bloc, which allows
us free access to a market of 480 million high-income consumers. This
provides us with the opportunity to develop the economies of scale that
would not be possible selling to a domestic market of just four million.
Ireland’s EU membership has also attracted hundreds of non-EU companies
to set up operations here.

» Euro currency makes trade within the eurozone easy. As the euro is a very
stable currency, the risk of exchange rate fluctuations with countries outside
the eurozone is reduced.

» Advances in technology are making doing business internationally faster
and easier. Video conferencing and online communications reduce the need
for, and expense of, international business travel.

» Educated citizens: Ireland’s relatively well-educated population provides us
with a huge resource in terms of intelligent and adaptable entrepreneurs and
workers. This is one of the main reasons why so many foreign hi-tech firms
have located their factories in Ireland.

» Language/culture: As a predominantly English-speaking country, Ireland
speaks the international business language. Furthermore, our ancient Gaelic
and Celtic heritage - in terms of art, music and literature - provides us with a
unique and attractive selling point to distinguish Irish products in a global
market.

» Green image: To date, Ireland has had a unique image as a relatively green,
unspoilt and pollution-free country. This has benefited us in terms of rapidly
growing tourism, food products and the environmental services industries
but needs to be protected for the future.

» Low corporation taxes on company profits attract many foreign firms to locate
in Ireland even though they export most of their output to other countries.

» Government assistance to business such as grants, training and advice helps
to reduce the cost and risk to TNCs of locating here. IDA Ireland has many
years of experience in attracting TNCs to locate operations in this country
and has a global network of contacts. Trade missions occur when a group of
business people visit a foreign country to meet with potential customers and
distributors and to negotiate deals and sales. Trade missions from Ireland are
often organised by Enterprise Ireland.

Case Study: A high-flying global niche

Joining the EU brought many opportunities for Ireland. However, the arrival of
free trade and the removal of protectionist barriers also led to the rapid
decline of once-large Irish indigenous firms in areas such as furniture, textiles,
clothing and footwear manufacturing because they could not compete with
lower-cost European imports.

oL

OL Short Q10
OL Long Q10

HL

HL Long Q6
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One textile firm that has survived and prospered in the new global market
is the Botany Weaving Mill in Dublin’s Liberties. This firm traditionally produced
fabric to cover chairs and other furniture. To survive in the global marketplace,
Botany could no longer compete on price so the firm changed its marketing
strategy. With help from Enterprise Ireland, it saw an opportunity to become
the global experts in producing specialist fabric for aircraft seats. This is a very
technical area because, for safety reasons, aircraft seat covers have to be
flame resistant, tough and extremely lightweight. They also need to be
comfortable to sit on, pleasing to the eye, have extremely low static and also
be stain-resistant. The firm used international trade
fairs and trade missions to contact new customers.

Botany’s strategy worked and the firm’s customers
~ now include over eighty airlines such as Aer Lingus,
Virgin Atlantic, British Airways, Gulf Air and Quantas.
Before entering the specialist aviation niche of the
textile market, the business was struggling against
competitors from dozens of lower-cost countries.
Now it has just one competitor, a Swiss firm, and
business is booming.

Recall and Review

1. Explain the terms in bold.

2. List the challenges that face a firm like Botany Weaving when trying to
sell to international markets.

8. What are the main challenges for Irish business in
infernational {rade?

To survive and fully avail of the opportunities presented by the global marketplace,
Irish firms like Botany Weaving and Largo Foods must successfully overcome certain
barriers to trading successfully in this marketplace. These include the following:

» High costs: As an island on the edge of Europe, Ireland has higher transport
costs than most other EU firms doing business in Europe. We also have very
high labour costs and so Irish firms must operate as efficiently as possible to
remain competitive.

» Competition: Irish firms tend to be small by international standards but still
need to be able to operate competitively to the highest international
standards. This may mean concentrating on filling niches in the global
marketplace (such as fabric for airline seats) and competing on the basis of
superior design, quality, branding or after-sales service, rather than price.

» Lack of economies of scale: Because the Irish market is small, Irish firms
tend to be small by international standards. This makes it very difficult to
develop the economies of scale needed to compete against larger firms
producing mass-market products. Most Irish firms need to concentrate on
niche markets where price is not the most important consideration for
customers.
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P Example: By concentrating on a specialist niche with few international
competitors, Botany Weaving has survived and thrived in the global
marketplace.

» Foreign languages: To sell successfully to foreign customers, Irish businesses
need to be able to speak their language

»Example: Language problems caused difficulties when the US company
General Motors launched the Opel Nova car in Spanish-speaking South
American countries. In Spanish, Nova means ‘Won’t go" and the car was a
flop. Similarly, Largo Foods must be careful about the brand name it uses
for its products in foreign markets.

» Cultural differences between countries can present challenges and even
result in lost sales or offended customers.

P Example: Using images of cows in advertising and packaging in India
could cause offence to some Hindus who regard the cow as a sacred animal.

» Product designs and standards may need to be adapted to suit the safety
laws and different requirements of foreign markets, especially those outside
the EU.

P Example: A British car manufacturer tried to export cars to Saudi Arabia
but failed miserably as the cars were not equipped with air conditioning,
essential for a hot country.

» Payment difficulties: Collecting debts from customers in other countries is
more difficult than at home, especially if they are far away or have a very
different culture or legal system.

»Example: If a Taiwanese customer does not pay Largo Foods the money
owed, it can be very difficult and expensive to go to Taiwan and try to collect
the money.

» Exchange Rates: Further difficulties can be caused by fluctuations in
exchange rates for different currencies.

» Example: When an American customer is buying goods from Largo Foods,
they must buy euro currency to pay for them. If the value of the euro rises
against the dollar on foreign exchange markets, it will cost the American
customer more to pay for the Irish exports. For firms such as Largo Foods, this
can result in lost sales and possible job cuts.

» Protectionist barriers such as customs duties, tariffs, different regulations L
and other requirements exist when trying to export to countries outside of the OL Long @11
EU. This increases the cost of exporting and can make Irish goods less price
competitive against local competitors. HL
P Example: Largo Foods and Botany Weaving both have to factor in the HL ABQ

additional costs involved before deciding to export to customers in any HL Long 02, 3, 4
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Key Concepts & Business Terms: After studying this chapter the
student should be able to explain the following key concepts and

business terms

1. International trade 11. Protectionism

2. An open economy 12. Tariffs

3. Imports (visible and invisible) 13. Quotas

4. Exports (visible and invisible) 14. Embargoes

5. Balance of payments 15. Subsidies

6. Balance of payments surplus 16. Atrading bloc

7. Balance of payments deficit 17. Deregulation

8. Balance of trade 18. World Trade Organisation

9. Benefits of international trade 19. Globalisation

10. Free trade 20. Trade missions |
|

Useful Websttes

www.largofoods.ie
WWW.Wto.org
www.botanyweaving.com

Leaving Certificate Practice Questions

Ordinary Level

Ordinary Level — Section 1 - Short Questions (10 marks each)

1. Explain what is meant by the term ‘open economy’.

2. Distinguish between balance of trade and balance of payments. [LCQ]

3. Distinguish between firms exporting and importing goods. lllustrate with an example of each.
[LCQ]

4. |If visible exports are worth €16,000m and visible imports €13,000m, does the country have a
deficit or a surplus on its balance of trade?

5. Visible exports are €1,138 million, visible imports are €1,235. (a) Calculate the balance of trade.
(b) State whether it is a surplus or a deficit.

6. Identify two benefits of free international trade.

7. Explain what is meant by a trading bloc and illustrate your answer with an example.

8. List two examples of protectionist policies that can be used by the European Union.

9. What is a tariff?

10. Identify two advantages Ireland has in the international marketplace.

oL

388



Business Express = 23-25 and index_Layout 1 12/11/2015 12:37 Page @@

o

© ® N o

1.

12

© ® No o A

Chapter 83 Ireland & the Global Economy

Ordinary Level - Section &2 - Long Questions

What is international trade? (15 marks) [LCQ]
Explain what is meant by invisible exports and give two examples of invisible exports.

(25 marks) [LCQ]
Outline two reasons why goods are imported into Ireland and give two examples of imported
goods. (15 marks) [LCQ]
Describe what is meant by Ireland’s balance of payments. (20 marks) [LCQ]
Visible exports are worth €16,000m, invisible exports €4,000m, visible imports €13,000m and
invisible imports are €6,000m (a) Calculate the balance of trade. (b) Calculate the balance of
payments. (c) Is the balance of payments in surplus or deficit? (15 marks)
Explain what is meant by free trade. (20 marks)
Identify and explain two reasons for the growth of international trade.(20 marks)
Outline the benefits of free trade for (a) consumers and (b) businesses in Ireland. (20 marks)
Outline the actions a country can take to protect its own industries from foreign competition.

(15 marks)

Outline three opportunities faced by Irish firms engaged in international trade.

(20 marks) [LCQ]
Discuss three challenges faced by Irish business engaged in international trade.

(20 marks) [LCQ]
Describe three ways in which information and communications technology (ICT) has helped
international trade. Use an example in each of your answers. (15 marks) [LCQ]

Higher Level

Higher Level - Section 1 - Short Questions (10 marks each)
Explain what is meant by a country’s balance of trade.
lllustrate three types of invisible export.
Using the following information, calculate (a) the balance of trade and (b) the balance of
payments:
Total imports €16 billion Invisible exports €11 billion
Total exports €19 billion Invisible imports €9 billion
Identify three benefits of international trade to business.
Explain what is meant by the term ‘protectionism’?
Distinguish between (a) a quota and an embargo and (b) a tariff and a subsidy.
List four examples of protectionist practices that can be used by governments.
What is a trading bloc? State one example.
Define deregulation. [LCQ]
Explain the term ‘globalisation’.
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Higher Level — Section 2 — Applied Business Question

Case Study: Slievemore cheese company

The Slievemore Cheese Company is an agribusiness firm
producing high-quality cheese products. Currently, all of the <
firm’s sales are in Ireland. However, Lynn Keogh, the firm’s
managing director, feels that sales in Ireland have reached |
maturity and that continued business growth will have to |
come from export markets.

Lynn instructed Slievemore’s marketing manager to preparea Y
market research report on possible foreign market opportunities. . e
The report has now been completed and has identified a number of
large supermarket chains in the UK, France and Russia who may be interested in
stocking the firm’s products. However, the report pointed out that marketing staff
in the firm have very poor foreign language skills. The firm is also highly geared and
cannot afford to invest large sums trying to build up sales in a foreign market.

International trade has its risks and Lynn is keen to tackle just one foreign market
initially. However, she is unsure about what country to select first. The UK is
English-speaking, France is in the eurozone while Russia has the largest potential
market due to its population.

Lynn has heard lots of stories of big companies who have made expensive
mistakes when trying to sell goods to foreign countries. She is therefore keen to get
advice from Enterprise Ireland about how to successfully manage the move into
export markets.

1. Evaluate the main opportunities open to Slievemore for engaging in
international trade. (20 marks)

2. Analyse the possible barriers to trade that Slievemore could encounter when
trying to enter new export markets. Refer to the text in your answer.

(40 marks)
3. Describe the possible role of Enterprise Ireland in assisting Slievemore as it
prepares to trade internationally. (20 marks)
Higher Level - Section 2 — Long Questions
1. Outline the significance of international trade for Ireland. (15 marks) [LCQ]
2. Analyse the problems that Irish firms face when trying to compete globally. (30 marks)
3. Analyse the significance or otherwise of international trade for Ireland. Refer to the development
of trading blocs and transnational companies in your answer. (35 marks) [LCQ]
4. Discuss the changing nature of the international economy. Include in your response the effects it
has on Irish business. (30 marks) [LCQ]
5. Describe the role of the World Trade Organisation in promoting international trade.
(20 marks)
6. Identify and explain the advantages that Ireland has when competing in the global marketplace.
(20 marks)
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Case Study: Kingspan g

°
Kingspan PLC specialises in manufacturing insulation and KI n gs n@
energy-saving products used in the construction of
environmentally friendly buildings. Headquartered in
County Cavan, it started off as a small engineering business. However,
Ireland’s membership of the European Union provided the business with
opportunities to grow and develop.

Kingspan’s management took a strategic decision to reduce the risk of relying
just on the small and vulnerable Irish market. They put together a strategic
plan to sell their products to every country in the EU. By spreading the
company’s sales among many different countries, management wanted to
reduce the risk of relying on just one market.

Kingspan'’s strategic plan has proved very successful and today it sells its
products to customers in every country in the EU. This success has
encouraged the firm to think globally and it has continued to expand further
and now also sells its products in Russia, Canada, the USA and in the Far
East.

Kingspan is run by a board of directors that meets approximately once a
month to provide strategic direction to the business and to make important
decisions such as the appointment of senior managers, to approve large
investment decisions or to sell valuable assets. The board employ a chief
executive officer (CEO) to oversee the day-to-day management of the
business. Currently Kingspan uses a product organisational structure.

Kingspan PLC now operates in dozens of countries around the world, but the
EU is the most important market for its products. |
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Recall and Review

Explain the terms highlighted in bold.

1. What is the Evropean Union?

Ireland’s membership of the European Union has been very important to Kingspan's
success. The European Union is an international trading bloc and political alliance of
European nations designed to promote closer political, economic and social co-operation
among its member countries. Each member country contributes tax revenue towards
the cost of running the EU and, in return, shares economic and political policies

intended to benefit all the members.

2. How are EU policies and laws made?

~ Joined 1957 France, Germany, ltaly,
Netherlands, Belgium,
Luxembourg
5 3 B Joined 1973  Ireland, UK, Denmark
Q B Joined 1981 Greece
3 B Joined 1986  Spain, Portugal
¢ B Joined 1995 Finland, Sweden,
f Austria
B Joined 2004 Poland, Czech
Republic, Slovakia,
Hungary, Slovenia,
Latvia, Lithuania,
Estonia, Cyprus, Malta
M Joined 2007 Bulgaria, Romania
5 Joined 2013 Croatia
L " T . . .
)\ ' Who will join next?
- ﬁ l

EU policies and laws are made as a result of decisions taken by the EU’s ‘institutional

triangle’, composed of:

The Council of th-e Euroean
Union, which represents
national governments.

a type of EU civil service.

The EU Parliament, which
represents the citizens of

the Union.
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The Council of the Evropean Union (Council of Ministers)

The Council of the European Union (formerly the Council of Ministers) is the EU’s
most important decision-making body and is made up of representatives from each member .
state government. Its meetings are attended by the relevant minister from each ~ * Mostimportant
member state for the topic being discussed, e.g. if foreign policy is to be discussed, decision making
the foreign affairs minister from each country will attend. The government of each body in the EU'_
EU country takes turns presiding over the Council for a six-month period. The main ~ * Represents national

Council of the EU

functions of the Council are: (QQOVT;hrgent§. X
* Qualified majori
» Sets goals and plans for the EU. vt ortty
» Approves the budget for the EU together with the European Parliament. * Important decisions
» Approves laws drafted by the Commission and in conjunction with the must be unanimous.

European Parliament (known as 'co-decision').

The Evropean Conmmission

The European Commission is the institution responsible for the day-to-day management
of the European Union. The EU commissioners are the senior managers who are
appointed by national governments to run the European Union. Each commissioner is
allocated a different Directorate-General (DG), which is an area of responsibility
such as transport, competition, agriculture, social affairs, etc.

The main functions of the European Commission are:

» Proposing new laws: The Commission is the only EU institution that can
initiate new laws but must consult with interest groups and experts on any
proposed new legislation to ensure that the interests of the European Union
as a whole are served.

> Implementing EU laws and policies: The Commission supervises member
states to ensure all EU legislation is fully implemented. If member states do
not comply, the Commission can take a case against them to the European
Court of Justice.

» Managing the EU budget: The Commission decides on the amount of
money required to run the EU and manages spending.

The Evropean Parliament

The European Parliament is directly elected by EU citizens to act as a supervisory
‘watchdog’ over all aspects of the EU’s activities. It is made up of over 700 MEPs. MEPs
are Members of the European Parliament who are elected in EU-wide elections every five
years. The Republic of Ireland elects 13 MEPs. Unlike other parliaments, the
European Parliament does not have the power to draft its own legislation. This is
known as the EU’s ‘“democratic deficit. The European Parliament:

> Represents: MEPs are directly elected to represent the
views of the people of the EU.

> Legislates: The Parliament debates and votes on all
new policies and laws proposed by the Commission.
Without the Parliament's approval, proposals cannot
become law.

» Supervises: The Parliament supervises the running of
the EU such as:

¢ Funding and spending activities of the EU. This
includes approving the EU budget in conjunction
with the Council of the European Union.

The European Parliament
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Aid to
developing
countries

6%

Fig.

oL
OL Short Q1, 2

HL Short Q1
HL Long 02

The European
Court of Justice

The ECB sets
interest rates for
the eurozone.
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¢ Interviewing all candidates for the jobs as EU Commissioners and has the
power to dismiss the entire Commission if unhappy with its functioning.

Justice and
security Customs duties
1% on imports from

Administration outside the EU
6% 15%

A percentage
of VAT collected
in each country
16%

1 Where the EU spends its budget Fig. 2 How the EU is financed

The Court of Avditors

The Court of Auditors is responsible for ensuring that the EU budget is spent efficiently
and for the purpose intended. It checks that all the European Union'’s revenue has
been received from member countries and that all the expenditure incurred is lawful
and has been well managed. It can audit the accounts of any organisation that is
handling EU funds, and looks for areas where there may be possible waste,
mismanagement or fraud with EU funds.

»Example: The Court of Auditors discovered that the EU Commission gave money
to the Irish government to conserve a scientifically and ecologically important bog
in Co. Kilkenny. At the same time, however, another part of the Commission was
giving money for the same bog to be harvested for turf fuel.

The European Courf of Justice

The European Court of Justice is responsible for ensuring that EU laws are applied
correctly in all EU countries. It is made up of one judge from each of the member
states. It tries to iron out any differences between European and national laws. When
there is a dispute over EU law, governments, companies and individuals can bring
cases to the Court for resolution.

»Example: The EU Commission took the Irish government to the European Court
of Justice for improperly spending EU agriculture funds. Ireland has also been
prosecuted for ignoring EU laws requiring that the quality of fishing waters be
protected.

The European Cenfral Bank

The European Central Bank (ECB) is the central bank for all countries that have adopted
the euro as their common currency. Based in Frankfurt, its main roles are to keep
inflation low and to safeguard the value of the euro. It does this mainly by setting
the interest rates that apply in the eurozone. It also gives loans to Eurozone
governments who get into financial difficulties.

O
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3. How are new EU laws infroduced?

There are five stages involved in introducing new laws in the EU:

1. Proposal by the Commission
Proposals for new laws are prepared by the European Commission.

2. Consultation with the EU Parliament and relevant stakeholder groups

The proposal is sent for discussion to the European Parliament, national
governments and any other relevant bodies. At this stage considerable lobbying and
campaigning may be undertaken by people, such as national governments, MEPs,
and special interest groups. Lobbying refers to a deliberate effort to influence decision-
making by promoting a particular point of view. Many interest groups such as IBEC and
the IFA have staff based in Brussels specifically to influence EU legislators.

3. Redrafting by the Commission
Comments and feedback are received by the Commission which may make changes

to the original proposal in light of arguments made. « EU Regulations are
4. Approval by the Council immediately binding in
A final version of the proposed law is sent by the Commission to the European law.

EU Directives set out a
goal to be achieved by
all member countries
but methods of
achievement are left
to the discretion of

Council for approval or rejection.

5. Implementation by the Commission and national governments

If accepted, the Council of the EU (Council of Ministers) will also decide how the
law should be implemented. This can be done by issuing a regulation, a directive
or a decision.

» EU Regulations are legally binding decisions that become effective in law national governments.
immediately in all EU states and take precedence over national laws. Changes in  « EU Decisions only
Single Market rules are usually introduced as EU Regulations. apply to specific

» EU Directives set out a goal to be achieved by member states and a deadline for countries or
its achievement. However, each country is free to decide how best to achieve the organisations.

goal. This allows each country to introduce or amend its own laws to achieve
the goal. Directives aim to harmonise laws among EU members.

.. o . . ) oL
» EU Decisions are only binding on specifically named countries, companies or
organisations. OL Long @1, 2
»Example: In the past, the Commission has issued Decisions declaring that =
Irish companies such as CRH and Aer Lingus must pay fines for unfair ’ H'-
competitive behaviour. ”F}".‘." iy -

PR (N O kT e g g .. Fi o=
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Many different
interest groups try
to influence the
EU’s decision-
making process.
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&. What is the role of special inferest aroups in EU
decision-making?

Case Study: Harley-Davidson

The European Commission proposed a ban on Harley-
Davidson and similar motorbikes on the grounds that they

HARLEY-DAVIDSON

were ‘unsafe’. When motorbike enthusiasts heard of this proposal,

they formed an interest group and began lobbying MEPs and the Commission
to persuade them to drop the plans. The campaign succeeded as the
Commission dropped the proposal just before it was due to go to the European
Council for final approval.

EU laws can have major effects on governments, businesses, industries, organisations
and individuals. As a result, many interest groups try to influence these decisions to
suit their own members. These include:

>

\4

VVYVYVYVYYVYY

National governments, who will always try to get support for their own views
and to protect national interests.

Industry bodies representing particular industries such as chemicals,
automobiles or agriculture.

Employer organisations such as IBEC.

Trade unions representing workers.

Large transnational companies.

Consumer protection organisations.

Environmental organisations.

Regional groups representing specific regions of the EU.

Individuals or small groups with specific concerns, such as equality or health
issues.

Methods of persvasion used by irterest groups

Interest groups can influence EU decision-making in the following ways:

>

>

Lobbying the key decision-makers - these are the ministers, commissioners
and MEPs.

Setting up an office in Brussels and Strasbourg makes lobbying easier.
The larger interest groups have permanent staff working close to the
Commission and Parliament to monitor all EU developments and to stay
close to the decision-making process.

Using public relations and other information campaigns can help to
publicise an interest group’s views in order to win over public opinion and,
hopefully, influence the decision-makers.

Protests and public demonstrations are sometimes used by interest groups
to attract media attention and get publicity for their views.
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5. What are the main EU policies?

THE EU HAS A NUMBER OF IMPORTANT POLICIES TO HELP IT
ACHIEVE ITS OBJECTIVES

Policy Objective

Single European Market policy Promotion of free trade between member states
European Monetary Union policy Promotion and protection of the euro currency
Social policy Protecting worker, consumer and citizen rights
Common Agricultural Policy Developing agriculture and rural life

Common Fisheries Policy Developing and protecting fishing

Environmental Policy
Structural policy
Competition policy

Ensuring environmental protection
Promoting regional economic development
Promoting competition in the marketplace

Single Evropean Market policy

Before the EU’s Single European Market policy
was introduced, firms like Kingspan had to '
complete lots of paperwork when exporting Irish

goods to other EU countries. Different customs

forms in different languages had to be completed

for each country and the whole process was a very
slow and complicated affair. But the introduction of
the single market has eliminated most of the
paperwork involved and has made exporting much
simpler. There are no more document checks or
customs delays at frontiers, aside from occasional
searches for illegal goods. This allows imports and |
exports to reach customers faster and reduces !
business transport costs. ‘

Rest of World
13%

USA 18%

Rest of EU
69%

Fig. 3 Where Ireland’s exports go
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The purpose of the Single European Market (SEM) policy is to remove barriers to the
free movement of goods, services, people and capital between member states. It is intended
to boost free trade within the Union by allowing businesses to treat the entire EU as
their home market.

Benefits of the SEM for business

>

Creation of a huge market: Nearly 480 million consumers across the EU
can be easily accessed by Irish firms, allowing them to export and benefit
from economies of scale and reduced dependence on the small Irish market.

Free movement of goods: Trade barriers such as frontier controls, tariffs,
physical checks on goods at border crossings and regulations regarding
product testing have been removed. Standards are being harmonised on
thousands of products, ranging from chocolate and lawnmowers to cars and
bananas. These measures are intended to make it easier for a firm in one EU
country to do business in any other member state. However, governments
are still allowed to restrict the movement of some goods on health or security
grounds.

Free movement of capital: Firms and citizens can invest their money
wherever it can earn the greatest return within the EU. As a result, Irish
interest rates move in line with those in other EU countries, especially
Germany. For example, it is possible for Kingspan to buy foreign businesses,
open a French bank account or negotiate a loan from a Dutch bank.

Free movement of labour: EU citizens are free to travel, live and work in
most member countries without immigration or passport controls.

Tax harmonisation: EU governments have harmonised some of their tax
rates, especially on goods and services. For example, VAT in all EU countries
will eventually be at the same rate of 15%.

Protectionism for EU firms: For goods imported from outside the EU, a
common external tariff is applied. It helps to protect firms like Kingspan from
cheap competition from outside the European Union.

Foreign direct investment: Membership of the EU and access to the Single
European Market has made Ireland an attractive, low-tax European base for
many transnational firms. This has created thousands of jobs in Ireland.

Drawbacks of the SEM for business

>

Public procurement: Governments are not allowed to show favouritism
towards their own firms when buying goods. If the Irish government wants
to buy uniforms for the army it must buy from the most competitive source
and cannot try to protect Irish jobs by favouring an Irish firm if an Italian
firm is cheaper.

»Example: A ‘Buy Irish” advertising campaign run by the Irish government
was found by the European Court of Justice to be contrary to the Single
European Market and was declared illegal.
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European Monetary Union (EMU) policy

Before the European Monetary Union (EMU) policy was \y
introduced, firms like Kingspan that engaged in international trade = 59 '
had to use different currencies when buying goods in different *"“ '
countries. They also had to deal with changing currency exchange
rates, making financial planning more complicated and risky. The
EMU resulted in the introduction of the euro as a common
currency shared by most EU members. For businesses like
Kingspan, using the euro makes buying and selling goods among
countries very easy.

The Single European Market allows for the free movement of goods, money and
people within the EU. However, to work effectively, the single market requires a
common currency within the EU. European Monetary Union (EMU) refers to the
introduction of the euro as a common currency for EU members. Most EU countries have
become part of the EMU. The eurozone is the name given to those EU countries that
have replaced their national currencies with the euro currency.

To become a member of the eurozone, member countries must meet economic
conditions set by the European Central Bank. These include strict rules about having
low inflation and tight control over government spending and borrowing.

Benerrts of EMU policy for business

International payments within the eurozone are simpler, cheaper and free
from exchange-rate fluctuations.

» Increased trade within the eurozone has been stimulated creating
additional jobs for European workers.

» Low inflation. The ECB has a policy of maintaining low inflation and price
stability. Low inflation also makes business planning easier.

» Foreign direct investment and jobs are attracted to Ireland due to our
Eurozone membership.

» Price comparisons are easier to make. This makes it easier for firms to source
raw materials from the cheapest Eurozone suppliers.

> International travel within the eurozone is easier as people no longer need
to change currencies when moving between countries. Price comparisons
between different countries have also become easier.

» As a member of the Eurozone, the Irish government has to maintain
responsible taxation and spending policies. This helps to maintain a more
stable economic environment for businesses.

Drawbacks of EMU policy for business
» Ireland’s biggest export customers, the UK and the USA, are not in the
eurozone. If the euro increases in value against the pound sterling and the
US dollar, this makes Irish exports to the UK and USA more expensive and
uncompetitive.

EMU introduced the
euro as a shared
currency among many
EU countries.
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EU social policy (social charer)

Besides promoting international trade and business, the EU has also brought in
measures to protect the rights of workers and consumers, and to create a better
quality of life for all its citizens. EU social policy is intended to improve and harmonise
working conditions and consumer rights throughout the EU.

Benefits of EU social policy for business

» Improved work conditions through the implementation of minimum
standards of working hours, holiday entitlements, protection and safety of
employees, especially for children and adolescents at work.

» The European Social Fund provides funding to train and retrain workers and
increase their adaptability to change. Many third-level courses in Ireland have
been funded by the ESFE.

» EU social policy has also brought about greater equality of treatment for
men and women, especially in the area of employee rights. The European
Social Fund finances the training and retraining of workers and young
people.

» Consumer rights have been improved significantly as EU social policy
directives are implemented in Ireland through laws such as the Consumer
Protection Act and the Sale of Goods & Supply of Services Act.

Drawbacks of EU social policy

» Increased costs: To comply with rules and regulations resulting from the
social policy, businesses such as Kingspan are subject to greater costs and
expenses. This particularly affects smaller businesses.

==& EU Conmron Agricuftural Policy (CAP)

The Common Agricultural Policy (CAP) is designed to make the EU self-
sufficient in food and maintain the incomes of farmers and rural communities.
It achieves this by modernising farming practices and stabilising the
prices of agricultural produce. The Common Fisheries Policy aims to
improve the management of the community’s fishery resources. It is mainly
concerned with ensuring freedom of access to EU waters for member
states, modernisation of the industry and conservation of dwindling
fish stocks due to over-fishing.

Benefits of the CAP for business

» A single market has been created for agricultural products with guaranteed
prices for farmer producers.

» EU farmers have been protected against low-cost food imports from

The CAP is very outside the EU through various protectionist measures such as quotas and
important to the tariffs.

primary sector of » The CAP has also encouraged the development of Irish agribusiness into a

the economy. major exporting industry. This has enabled food firms such as Kerry Group

and Glanbia to expand and become very large international businesses.

» Food production for the EU is more secure, while food quality has been
raised to very high standards. The Common Fisheries Policy is attempting
to conserve fish stocks from over-fishing.
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» Farmers’ incomes have increased, benefiting the national economy due to
the relatively large size of our agricultural industry.

» Large CAP payments to farmers by the EU have improved Ireland’s balance
of payments.

Drawbacks of the CAP for business

» Grants for the modernisation of agriculture and economies of scale has led
to the loss of many small farm businesses in favour of large-scale intensive
agriculture.

» Mechanisation and rationalisation of the industry has led to a reduction of
direct employment in agriculture.

» The CAP is the EU’s most expensive policy, costing EU taxpayers billions of
euro every year.

EU environment, policy

Case Study J

Before joining the European Union, building standards in
Ireland were very low and the market for insulation and
energy-efficiency products was very small. However, over
the years the EU has introduced regulations and directives
requiring member countries to improve their environmental
standards. This has led to increased demand for

environmentally friendly products across the EU and, as a

producer of insulation and energy-saving products, has

created business opportunities for Kingspan.

Increased foreign trade and economic growth have a number of serious
environmental side-effects, including increasing amounts of waste and carbon
emissions. EU environment policy aims to ensure that economic development within the
Union is ecologically sustainable and is not at the expense of the quality of Europe’s
environment. It does this by:

» Making governments and businesses responsible for their impact on the
environment through the ‘polluter pays’ principle.

» Ensuring that EU decisions and EU-funded projects take into account the
environmental consequences of the actions involved.

» Making sure that all large industrial or infrastructure projects are evaluated
in terms of their environmental impact before planning approval is given.

» Promoting the move towards the use of renewable sources of energy such
as wind and solar power instead of fossil fuels.

EU structural policies

EU structural policies are designed to improve the competitiveness and wealth of the EU’s
poorer regions and vulnerable industries. In the past, Ireland was a major beneficiary of
these funds but today most of this aid is directed towards the poorer regions of
eastern and southern Europe. Structural funds are provided to countries mainly
through the European Regional Development Fund, the European Social Fund
and the European Cohesion Fund.
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» The European Regional Development Fund aims to reduce differences between rich

and poor regions of the EU, especially areas lagging behind in development or those in
industrial decline. Finance is targeted at improving economic infrastructures (e.g.
roads, ports, sewerage systems and telecommunications), improving production
methods, developing new industries, reversing economic decline and tackling
unemployment.

» The European Cohesion Fund provides grants to economically poorer countries for

infrastructure and environmental improvement projects.

EU competition policy

The larger the number of firms competing in a market, the more likely consumers are
to benefit from a wider choice of high-quality goods and competitive prices. EU
competition policy sets out rules designed to ensure free and fair competition between firms
in the Single European Market. The European Commission only investigates complaints
of anti-competitive behaviour by large companies and where trade between EU member
states is affected. Firms found guilty by the EU of unfair practices can face large fines. EU
competition policy rules cover issues such as:

» Large mergers or takeovers: These must be approved by the EU Commissioner

for Competition to ensure they do not violate the EU’s competition policy.
»Example: The EU investigated Tesco’s takeover of an Irish supermarket chain
to ensure it conformed to the principles of free and fair competition.

Monopolies and cartels: Firms are not allowed to form anti-competitive cartels
to fix prices, share markets, or block new firms from entering the market.
Dominant firms in a market are not allowed to use their power to increase
consumer prices, restrict the growth of smaller firms or prevent new firms
entering the market.

»Example: Irish food company Greencore’s offices were raided by EU officials
as part of an investigation into unfair competition arising from its dominant
position in the Irish sugar market. It was subsequently fined €8m by the EU
Commission for abusing its monopoly position in the market.

Governments are prohibited from giving special aid, such as subsidies, to firms
if this is likely to give such firms an unfair advantage over their European
competitors.

»Example: The EU restricted the amount of cheap financial aid the Irish
government could provide to the Irish Steel Company when it was in financial
trouble.

Deregulation of monopolies: Governments are required to allow competition
into monopolies, whether state-owned or private.

pExample: Previously, no one was allowed to compete against state-owned
firms like ESB, RTE, VHI and Bus Eireann. Under EU rules, all these markets are
now open to competition.

6. What are the benefits of EU membership to Ireland?

Businesses
» Irish firms have easy access to a large and wealthy market. This helps firms to

grow, achieve greater economies of scale and offer lower prices.

» Single European Market rules mean that administrative costs and bureaucracy
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previously involved in international trade with other EU countries are
significantly reduced.

» Euro currency makes trade and travel within the EU far easier for businesses
and consumers.

\4

EU grants to industry have helped many Irish businesses to grow.

» Irish agriculture continues to receive large amounts of financial support
through the Common Agricultural Policy.

Employees
» Membership of the EU has encouraged many TNCs to invest in Ireland by
setting up their EU operations here. This has created thousands of direct
and indirect jobs and pumped billions of euro into the Irish economy.

» EU social policy has enhanced employees’ legal rights.

Consumers
» Consumers benefit from being able to use the same currency when travelling
in many other EU countries.
» Competition policy has provided increased choice and keeps prices low.

» EU directives have resulted in strong consumer protection legislation being
introduced.

Ecornomy and envirorment
» EU structural funds help to pay for investment in roads and public transport
infrastructure.

» Membership rules of the eurozone mean that Irish governments have to
follow more responsible taxation and spending policies. Large budget
deficits are not allowed among eurozone members.

» The Irish economy has benefited from billions of euro in CAP and structural
fund payments over the past few decades.

» EU policies have forced Irish businesses and the government to become oL
much more environmentally responsible. Renewable energy and greater oL Short G5
levels of recycling and waste reduction are promoted. 0L Long 06, 8

Case Study: Microsoft

The giant American transnational company Microsoft =. Microsoft
employs over 1,000 staff in its EU base in Dublin. Even

though most of the software products it produces in

Ireland are exported to other EU countries, it chose to locate its EU base in
Dublin because:

» lIreland’s access to the EU’s Single European Market makes exporting to
other EU countries easy.

» lIreland’s use of the euro as its currency makes paying and getting paid in
the EU easy.

» lreland has low corporation tax on company profits compared to many
other countries. \

> lreland has a skilled, computer literate workforce. |
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If Ireland was not a member of the EU, transnational companies like Microsoft
would not set up their European exporting bases in this country. This would
mean that there would be far fewer jobs, far less tax revenue for the
government to pay for State services, and Ireland would be a far less
prosperous country. |

Recall and Review

1. Explain the terms highlighted in bold.
2. Evaluate the benefits of the Single European Market to Ireland.
3. Evaluate the benefits of the European Monetary Union (EMU) to Ireland.

7. What challenges face Ireland and the EU in the
future?

Specific issves facing Ireland as a member of the EU

>

&IDA

IRELAND

Ireland needs to take greater advantage of the eurozone. Despite having
access to the EU's huge Single European Market, Ireland still does more than
half of its trade with non-eurozone countries, especially the UK and the USA.

Ireland needs to conform with EU rules regarding proper management of
the economy. Poor government regulation and excessive spending by Irish
governments in the past caused a major banking and property crisis. The
resulting collapse in tax revenues meant that the Irish government was forced
to request emergency loans from the European Central Bank. The ECB
provides the loans but with strict conditions attached about how Irish
governments manage the economy in future.

Net contributor to EU budget: Every member of the EU is required to
contribute a percentage of its annual income towards the EU budget. In the
past, for every €1 Ireland contributed to running the EU, we received €4 in
return in grants and other payments, mainly from the CAP and regional
policies. However, as Ireland has become wealthier, it has become a net
contributor of funds to the EU budget, that is, Ireland will pay in more than
we receive back.

Increased competition for investment: More recent EU member countries
from eastern Europe have much lower labour costs and low levels of
corporate taxation. This will make IDA Ireland’s job of attracting TNCs to
Ireland potentially much harder than before.

Issues facing the entire EU

>

>
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Protecting the stability of the euro currency by ensuring that all members
of the eurozone follow responsible economic policies.

Tax harmonisation means having the same rates of taxation in all EU countries.
Powerful, high-tax countries such as France and Germany do not like
countries such as Ireland having low corporation taxes which tempt TNCs
away from their own countries.
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» Institutional reform: With the expansion of the EU to over two dozen
countries there is a need to reform EU structures and institutions to ensure
greater democracy, accountability and transparency, as well as greater

decentralisation of power. oL
> Budget reform: Further reform of the very expensive Common Agricultural OL Short Q6
Policy will be necessary to reduce its cost to the EU taxpayer and to free up
funds for other areas, such as R&D, environmental protection, enterprise HL
development and the fight against international crime and terrorism. HL Short 08
» Tackling climate change and promoting sustainable development and HL ABQ

environmental protection across industry, agriculture and other areas of the ~ HLLlong @7, 9, 11
economy is a major priority for the EU.

Key Concepts & Business Terms: After studying this chapter the
student should be able to explain the following key concepts and
business terms
1. European Union (EU) 16. Eurozone
2. Council of the European Union 17. EU social policy
3. European Commission 18. EU Common Agricultural
4. EU Commissioners Policy (CAP)
5. European Parliament 19. EU Common Fisheries Policy
6. MEPs 20. EU environment policy
7. Court of Auditors 21. EU structural policies
8. European Court of Justice 22. European Regional
9. European Central Bank (ECB) Dty FU
10. Lobbying 23. European Social Fund
11. EU Regulations 24. European Cohesion Fund
3 B Eieshes 25. EU competition policy
1% [aUl Bedetons 26. Benefits of EU membership
14. Single European Market 27. Challenges facing Ireland and
(SEM) the EU
15. European Monetary Union |
(EMU) |
Useful Websites

www.kingspan.com
WWW.europa.eu
www.harley-davidson.com
www.idaireland.com
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Leaving Certificate Practice Questions

oL Ordinary Level
Ordinary Level - Section 1 - Short Questions (10 marks each)
Explain the role of the EU Commission.
Outline the role of the EU Court of Auditors.
Name two important EU policies.
Identify two effects of the Single European Market on Irish business. [LCQ]
List two benefits of EU membership for Irish business. [LCQ]

ROTRE I ORIV

List two challenges facing the future of the EU.

Ordinary Level - Section & - Long Questions
Describe the roles of the main EU institutions in the decision-making process. lllustrate your
answer using an example. (20 marks)
Explain the role of the Council of the European Union in EU decision-making. (15 marks)
List three EU policies and explain the role of one of them. [LCQ] (20 marks)
Outline three effects of the Single European Market on Irish firms. [LCQ] (15 marks)
lllustrate how having a single European currency assists firms exporting to other EU countries.
(20 marks)
6. Explain what is meant by ‘international trade’ and why the EU is important for Irish trade.
[LCQ] (20 marks)
7. Outline the purpose of the EU’s Competition Policy. (20 marks)
8. State three advantages to Ireland of membership of the European Union. [LCQ] (75 marks)

—

Sl by

HL Higher Level

Higher Level - Section 1 - Short Questions (10 marks each)
Identify the EU institution that can issue fines for breaches of EU law.
List three aims of the Single European Market.
Identify two disadvantages for Ireland of the Single European Market.
List one advantage and one disadvantage of the CAP to Ireland.
Explain what is meant by the free movement of labour in the EU.
The Single European Market helps business because it . . . [LCQ]
Outline the purpose of the European Union’s Competition Policy. [LCQ]
List two challenges facing Ireland as a member of the EU.

Gl B RC R S
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Higher Level - Section 2 - Applied Business Question 1

Case Study: Naturevite Healthcare

NatureVite Healthcare Ltd. was started by
Eugene Redmond when he identified a niche in 3

the market for an Irish producer of natural e
vitamin and mineral supplements. ‘The Irish Na'tu re Ite
market was dominated by brands from other EU

countries,” according to Eugene, who studied

biochemistry in university. ‘After conducting some market research | knew

there was room in the vitamins market for a quality Irish product.” So, with
help from Enterprise Ireland, he set up his own business.

NatureVite Healthcare began by selling to small grocery stores and
pharmacies before persuading the big supermarkets to stock their products.
The company now supplies all the leading Irish supermarkets. The company
does all its own R&D, manufacturing, quality control, marketing, distribution
and package design.

Eugene emphasises the importance of good product packaging. ‘In this
market | think using bright colours and a distinctive design is important to
give our company’s products a definite sense of identity and vibrancy.
‘NatureVite now has a sales turnover of nearly €15 million, a staff of 100 and
over 50 different products ranging from vitamin and mineral food supplements
to skin-care and baby-care products.

NatureVite is a member of a healthcare trade association that represents
the interests of all the Irish firms in this industry. Changes to EU laws
regarding permitted ingredients and labelling are having a big impact on the
vitamin and supplement market and Eugene is concerned about the possible
negative implications for his business of some of the changes proposed by
the European Commission.

Sales in the Irish market are now beginning to level out and Eugene is
aware that the firm will need to look abroad for new markets and business
opportunities. He is particularly keen for NatureVite to take advantage of the
opportunities offered by the EU’s Single European Market. He is considering
targeting France and the UK initially.

1. Compare the challenges NatureVite Heathcare will face in exporting to
Britain compared to France. (30 marks)

2. Explain how NatureVite’s trade association could influence EU decision-
making. Refer to the main EU decision-making bodies in your answer.

(30 marks)
3. Evaluate the potential implications for NatureVite Healthcare of two EU
policies. (20 marks)

Higher Level - Section 2 - Long Questions
1. Explain the decision-making process of the European Union. Include the relevant institutions in
your answer. [LCQ] (25 marks)
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10.

1.

Explain the functions of two of the following: (a) The European Parliament, (b) The Council of
Ministers/EU Council, (c) the European Commission. [LCQ] (20 marks)
Distinguish between an EU (a) regulation, (b) directive and (c) decision. (15 marks)

(a) Discuss the main elements of the EU’s Single European Market.

(b) Evaluate the significance of the Single European Market for Irish business.
[LCQ] (40 marks)

lllustrate with a relevant example the impact of a European Union policy on economic activity in

Ireland. [LCQ] (20 marks)
Discuss the importance for Ireland of any two of the following EU policies: (a) Common
Agricultural Policy, (b) Competition Policy and (c) Social Policy. (30 marks)

Evaluate the opportunities and challenges for Irish business in the EU market.
[LCQ] (20 marks)

Discuss the main reasons why a country would want to join the EU. (30 marks)

Explain the opportunities and challenges for Irish business as a result of new member states

joining the European Union. [LCQ] (25 marks)

With reference to the various EU policies, evaluate the pros and cons of EU membership for

Ireland. (40 marks)

Outline the possible implications for Ireland of the harmonisation of EU corporation tax rates.
(20 marks)




Business Express = 23-25 and index_Layout 1 12/11/2015 12:38 Page @@

Chapter 25

f
K

Global Business

N,

Contents

. What are transnational corporations (TNCs)? ........ 410
. What are the reasons for the development
of global companies? .............. ... ... ...... 410

. What are the benefits and risks for a business }
operating globally? .............. ... ..., 415
A These are also Key Study Questions A

Case Study: Unilever

Unilever is one of the world’s largest transnational m iﬁig
@ corporations (TNCs). It owns and controls over 500 «;2¢ ";‘.""‘
subsidiary companies worldwide, employs tens of thousands ¢ @ SF.-

of staff and sells thousands of different product lines, such as \‘3 T
detergents, dairy products, drinks, ice cream and hair care @x&aa
products. Among its well-known global brands are:

* Lynx deodorants * Vaseline UVV:.QWW

 Bird’'s Eye frozen foods * Timotei shampoo

* Domestos cleaners » Signal toothpaste

» Comfort fabric conditioner » John West tinned foods
» Knorr soups * Sunsilk

* Hellman’s * Dove soap

Unilever controls most of the global market for washing powders and
detergent products. Many brands which look like they are competing against
each other, such as Persil and Surf washing powders and Blue Band, Flora and
Stork margarines — are actually all owned by Unilever.

Every year the company spends millions of euro on advertising these
different brands of practically identical products. This advertising is designed
to capture different types of buyers such as parents, male shoppers or the
health conscious. With annual global sales of billions of euro, this single |
company sells more goods than every single Irish business combined.

Unilever’s annual budget is also larger than that of many national ‘
governments, including Ireland’s. In its pursuit of growth, the company |
purchased Ben & Jerry’s ice cream company in a deal worth €326m, adding the |
ice cream to its massive product range.
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Transnational
corporations
produce and market
goods in more than
one country.

-

The role of TNCs
in the Irish
economy is
covered in detail
in Chapter 18:
Industries and
Sectors in the
Economy

A global business is
the most
internationally
focused type of
transnational
corporation.

oL

OL Short Q1,2

HL

HL Short Q1

Global companies
now dominate
international trade
and most global
economic activity.

410

1. what are {ransnational corporations?

Transnational corporations (TNCs) are firms that produce and market goods in more
than one country, such as Unilever, Microsoft, McDonald’s, Ford and Toyota. Also known
as multinationals, these businesses have a global perspective, which means they see
the world as one giant market. TNCs do not have strong ties to any particular
country. Instead, they carry out research, raise finance, source raw materials and
manufacture wherever they can maximise their profits. Most transnationals have
their headquarters in the USA, Europe or Japan from where they are firmly
controlled. However TNCs are also emerging in countries like South Korea and
Taiwan. Some Irish companies, such as the Kerry Group and Greencore are also
expanding to become transnational businesses but are still small by international
standards.

-@@

.. Microsoft

TOYOTA

With the globalisation of the international economy, many TNCs are now behaving
like global companies. A global company treats the world as one single, giant production
location and marketplace. Specific characterisics of global companies include:

» Global market: A global company sees the world as a single marketplace,
regardless of geographic and cultural differences.

» Standardised products: Global businesses sell the same standardised
product in broadly the same way throughout the world with only minor
variations to accommodate unavoidable local differences such as language or
left/right hand drive.

> Economies of scale: By mass producing huge quantities of goods wherever
it is cheapest, huge economies of scale can be achieved. This reduces
production costs per unit to a very low level.

» Global branding: Global businesses invest heavily in developing distinctive,
globally recognisable brands. To build up and reinforce global branding, all
the elements of the marketing mix are similar throughout the world.

2.What are the reasons for the development of global
companies?

Since the end of the Second World War, the size and number of global companies
has grown rapidly. Reasons for the growth of global companies include:
» Own market saturation: Firms are forced to expand internationally when
their home markets become saturated and are unable to provide any further
increases in sales or profits.

» Spread risk: Selling globally reduces the risk associated with being too
dependent on any one country. This was the main motivation for Unilever to
expand internationally.

» Economies of scale: Firms are attracted to the economies of scale that can be
achieved by selling to very large markets.

» Deregulation and opening up of global markets as a result of free trade
agreements (e.g. European Union, World Trade Organisation).



Business Express = 23-25 and index_Layout 1 12/11/2015 12:38 Page ﬂ@

Chapter 25 Global Business

» Faster transport and telecommunications links have made it far easier for

businesses to communicate with subsidiaries, customers, and suppliers oL
around the world using information and communication technology (ICT) OL Short 3
such as email, Internet, electronic data interchange (EDI) and video OL Long Q1
conferencing.
> E-business: Firms can use the Internet to sell goods to a global market. HL
HL Short @2

3. What is a global marketing mix? HL Long a1

Case Study: Ford’s global marketing mix .@
Ford was one of the first global companies. The company’s

best-selling Fiesta, Focus and Mondeo car models were designed by

teams of engineers and designers spread across the USA, Europe and
Australia, all working together and communicating using information and
communication technologies (ICT). Ford deliberately tries to develop
standardised products that will be basically the same in all parts of the world
with only small variations. A global marketing mix is put together that will help
to maximise global sales. For example, its global marketing promotions have
included paying to have their cars featured in James Bond movies because
such films are popular with a global audience. By adopting a global approach
to marketing, Ford is able to keep production and marketing costs down and
achieve huge economies of scale. This helps to make the firm more \
competitive against other car producers.

Global marketing means marketing a product globally with broadly the same marketing
mix, as though the world were a single marketplace. Global companies, such as Ford,

Pepsi and Microsoft, brand their products with a common global image and global ¢4 marketing means
marketing mix. Having a global marketing mix provides two strong advantages to a having

company: * Global product
> Cost savings: Product design and advertising can be used globally with only  « Global pricing
minor adjustments for different countries. « Global
» Recognition: Global marketing builds global brand names. This level of distribution/place
recognition builds strong consumer loyalty to a brand. * Global promotion

Some transnationals use a standardised global marketing mix, while others use an

adapted global marketing mix.

> A standardised global marketing mix means using the same basic mix in
different countries. This approach is used by Unilever, Coca-Cola and
Microsoft. However, to ensure commercial success, global companies
sometimes have to take account of local market conditions and make some
adjustments to their marketing strategy for each country.

pExample: When first entering the Japanese market, Apple took a very
standardised approach and did not even bother to translate its computer
manuals into Japanese. As a result, its computers sold poorly compared to
other global competitors who used an adapted marketing mix.

» An adapted global marketing mix means adjusting the mix to take account of
cultural, geographic, economic and other differences in various countries.
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The Mondeo is one
of Ford’s most well-
known cars.

Product

marketing is
covered in detail
in Chapter 15:
Marketing

Pricing is
covered in detail
Chapter 15:

Marketing

Channels of
distribution are
covered in detail
in Chapter 15:
Marketing

412

»Example: Ford has to adapt its products by offering left/right hand drive
vehicles in different countries.

Global product

Typically a global marketing mix will offer a standardised global product to all
customers regardless of the country they are in. A global product is a product that is
the same all over the world. This makes it easier for consumers to recognise and trust
the brand when they travel abroad. Production sharing means that part of a product
is made in one country, then shipped to another for further assembly, with the finished
product sold in yet another country.

» Product design may need to be slightly adapted for some countries due to
differences in culture or climate.

pExample: Ford cars sold in the Middle East all have air conditioning as
standard. Wherever you go in the world, a Big Mac will taste exactly the same
but McDonald’s adjusts its global marketing mix for different cultures by, for
example, serving beer in Germany, wine in France and McSpaghetti in the
Philippines.

» Brand names may also need to be adapted to avoid confusion.

pExample: Kellogg's Bran Buds cereal means ‘burnt farmer’ in Swedish and
Esso means ‘breakdown’ in Japanese, so these names had to be changed for
those countries.

Global price

Despite having a standardised product design, the prices charged may vary from
country to country due to factors such as:

» Different standards of living in different countries.
Different distances and transport costs involved in getting to the local market.
Different rates of import and sales taxes in different countries.
Different levels of competition and prices charged by local competitors.

Different adjustments needed to ensure products comply with local laws or
culture.

Global distribution/place

A global channel of distribution tends to be longer and more complex given the
many different countries involved. The channels of distribution available to global
businesses include:
» Export directly to customers from the factory. Example: Dell computers are
manufactured in Poland but sold online to customers all over the world.

vVVYVYY

» Use distribution agents: An agent is an independent person or firm who will sell
the goods in the target market in return for a commission on every sale.

P Example: Ford uses local car dealers in different countries as agents to
distribute their cars globally. Many global businesses will use local
wholesalers or retailers.

> Licensing: A foreign licensing arrangement is a deal that gives permission to
a local firm to manufacture or distribute a global firm's goods or services, or to use
their global brand name. In return the global business receives a commission on
sales.

»Example: Global cola brand Pepsi gave a licence to Britvic to produce and
sell Pepsi in Ireland. While this is a low-cost method, it involves some loss
of control over the product.

O
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» Joint venture with a local business that better understands the local market.
In a joint venture, resources and capital are invested by both companies and profits
are shared. Many countries, such as China, will only allow foreign firms to
invest if it is done as part of a joint venture with one of their own indigenous

firms. This approach suits many businesses as risks are shared. (
P Example: Irish food company Glanbia established a joint venture with a .
Hungarian partner to set up a cheese-making factory in Hungary. g la nb|a

NUTRITIONALS

» Set up a foreign subsidiary in the target country to manage the distribution
of the goods. If the market is big enough, some global companies set up a
manufacturing plant in the country concerned.

P Example: Unilever set up subsidiaries all over the world to produce and
distribute their products.

» Use an export trading house to handle the distribution in specific countries.
An export trading house is a company that buys goods in one country and then,
like an international merchant, resells the goods at a profit in another country.

Global promotion

Instead of designing different campaigns for each country, one standardised global
promotion campaign can be implemented. This can then be recycled from one
country to another at very little extra cost.

» Global advertising. Posters and websites can simply be translated

into local languages, and radio and television advertisements can be
dubbed.

pExample: Coca-Cola uses very similar advertisements in many
different countries.

» Global public relations can use a firm’s good reputation in one
part of the world to improve its image in others.

P Example: Global companies particularly like to sponsor global v
events such as the Olympics or the World Cup. Although these §§
events can cost hundreds of millions of euro to sponsor, they are
still regarded as value for money because a global audience of
billions will be watching.

» Internet: The Internet is a low-cost and highly effective media for
firms to advertise and sell their goods to a global market.

pExample: A company website can have different language pages for
different countries. Potential customers anywhere in the world can browse
through online catalogues and e-mail orders to the exporter's computer from
anywhere around the globe at very low cost.

» A trade fair is a business exhibition where suppliers in a particular industry (e.g.
food industry) display their products to potential customers, such as supermarkets,

wholesalers, etc. Trade fairs are very useful promotional tools as many ‘

customers are gathered together in one location. .
Marketing

»Example: Enterprise Ireland often provides grants towards the cost of Irish | promotions are

firms attending trade fairs and selling internationally. covered in detail
in Chapter 15:
Marketing
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Duh! Global promotional blunders

Effective global marketing requires being sensitive to local language and cultural
differences. Sometimes firms that try to go global ignore this advice and end up
making embarrassing and costly mistakes:

‘Come alive with Pepsi!’ was
translated in China into
advertising that proclaimed
‘Pepsi brings your
ancestors back from
the dead!’

In China, fast-food
chain KFC mistranslated
their slogan ‘Finger licking
good’ into posters that said
‘Eat your fingers off’.

A beer company

with the slogan Nissan launched a car called
“Turn it loose!’ mistranslated ‘Moco’ but did not realised this
their advertising into means ‘snot’ in Spanish.
Spanish as

‘Get diarrhoea!’

CERIE Y

From very modest beginnings in the south west of Ireland, the Kerry Group
Plc has become a transnational business with annual sales of billions of euro.
Over time, the firm changed its legal structure from being a private limited
company, to a co-operative and then, to raise finance for global expansion,
into a public limited company. Today the firm is a global business with
factories and offices on five continents, generating over 80% of its sales from
outside of Ireland.

The Kerry Group’s first international project was a dairy plant in the USA.
The firm then steadily expanded through a combination of organic growth and
acquisitions. It is now a major global supplier of food ingredients, selling
directly to large fast-food restaurant chains and food and drinks companies
such as Pepsi. It is following a highly successful expansion strategy that has
allowed it to become the world’s largest producer of cheese and dairy
ingredients for convenience foods. Another important element in the company’s

oL success is its continuous investment in R&D of new products and careful
market research.
OL Short @4, 5 Like any business expanding into international markets, the Kerry Group has |
OLLlong @3,4,5,6 come up against many different barriers to trade, such as foreign languages
and geographical distance. The company has also had to deal with many ‘
HL artificial ‘protectionist’ barriers imposed by foreign governments. However,
HL Short 3, 4 this has not deterred the company, which has seen its determination pay off in |
HL Long G2, 3, 4, 5, 6 terms of a growing global market share.
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Recall and Review

1. Explain the terms highlighted in bold.
2. Describe how a global marketing mix could assist Kerry Group when
launching a new brand of yoghurt.

&. What are the benefits and risks for a business
operating alobally?

For firms like Unilever and Kerry Group, there are both benefits and risks of
becoming a global company:

Benefits

» Access to a global market beyond Ireland and the EU means bigger sales
and potentially larger profits.

» Global companies can generate huge economies of scale by producing and
selling the same standardised product in broadly the same way throughout
the world. Cost savings can also be achieved by locating factories in low-cost
countries, or by subcontracting to low-cost firms in those countries.
Purchasing raw materials in massive quantities can generate very large
discounts from suppliers.

» Global brand recognition means cheaper global marketing. Global firms
can use the same advertising, public relations, sponsorship and other
promotional campaigns and materials (with minor changes) in different
countries.

» Expansion and business survival are more likely for firms that can compete
on a global basis.

Risks

» Customer needs may not be properly met by standardised products and
marketing mixes. Customers in different countries may prefer or need more
customised products and services even if it means higher marketing costs.
Some TNCs prefer to use well-established and successful local brands and
products in different countries rather than risk switching to a standardised,
global alternative. Example: Unilever's Lynx range of deodorants is sold
under the Axe brand name in France.

» Diseconomies of scale may also be incurred if a business becomes too big.
For instance, larger firms will have more complex organisational structures.
This can slow down communications and impede management decision-
making compared to smaller firms.

» Increased risk: If a global marketing campaign does not work, then the costs
can be huge.
pExample: Pharmaceutical companies deliberately avoid using global
branding for medicines to avoid the impact that negative publicity for a
brand in one country might have for sales of the same brand in other
countries.
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° ENTERPRISE
IRELAND

Helping Irish husiness to go globhal

Enterprise Ireland is the State agency responsible for assisting Irish-owned
firms to grow and expand by exporting internationally. Using its network of
overseas offices, it assists Irish firms to compete in the global market by:

oL
OL Long Q2 J
HL

HL ABQ °
HL Long Q7, 8

Providing market research information.

Assisting with international advertising and promotions.
Setting up international distribution channels.

Providing translation services.

Providing advice on dealing with export regulations and documentation,
methods of international payment and how to minimise foreign-exchange

risks.

Providing grants and venture capital investment to firms that want to

export.

Key Concepts & Business Terms: After studying this chapter the

student should be able to explain the following key concepts and
business terms

1. Transnational corporations
(TNCs)

2. Global companies

3. Reasons for the development
of global companies

4. Global marketing

5. Standardised global marketing
mix

6. Adapted global marketing mix
7. Global product

Production sharing

Agent

Foreign licensing arrangement
Joint venture

Export trading house

Trade fair

Enterprise Ireland

Benefits and risks of operating
globally

Useful Websites

www.unilever.co.uk
www.ford.com

www.kerrygroup.com
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Leaving Certificate Practice Questions

oL Ordinary Level
Ordinary Level - Section 1 - Short Questions (10 marks each)
Distinguish between a transnational company and a trading bloc. [LCQ]
Explain what is meant by a global company.
List two reasons for the development of transnational companies.
List the four Ps of global marketing.
List three examples of well-known global brands.

N BRCORIDES

Ordinary Level - Section 2 - Long Questions
1. TNCs now dominate global business. Explain why they have achieved this level of dominance.

(20 marks)

2. Explain the benefits to a firm of expanding to become a transnational or global company.
(20 marks)

3. Outline the factors that need to be considered when putting together a global marketing mix.

(20 marks)

4. Why might a global company adjust its marketing mix in different countries? (15 marks)

5. Distinguish between a standardised and an adapted global marketing mix. (20 marks)

6. Language skills are essential if Irish firms are to succeed internationally. Explain this statement.
(20 marks)

0 Higher Level
Higher Level - Section 1 - Short Questions (10 marks each)

1. List three characteristics of a transnational company.

2. |dentify one reason for the growth of transnational companies.

3. What is global marketing? Name two global businesses. [LCQ]

4. I|dentify one advantage of adopting a global approach to marketing.

Higher Level - Section 2 - Applied Business Question

Case Study: Soft-Tech, MediWorld and Cottonland

Soft Tech is a transnational firm employing hundreds of highly skilled
employees in an industrial estate located outside a small town on the banks of
the Shannon. Since setting up in Ireland it has signed contracts with many
local firms to supply goods such as computers, stationery, packaging, food
and services such as cleaning, security and insurance services. Every year it
also pumps millions in wages into the local economy, which further benefits
many local enterprises. As a result, the town is a thriving and prosperous place.

However, a downturn in the global economy and increasing low-cost
competition from Asia means that Soft Tech’'s head office in the USA is
considering relocating the factory to India where labour costs are a fraction of |
the costs in Ireland.
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At the same time in a nearby town, Medi-World, a local indigenous firm
producing medical equipment is looking at a more exciting future. With help
from Enterprise Ireland and linkages with the local Institute of Technology, it
has successfully developed a new life-saving product that it expects will be in

huge demand by hospitals and doctors worldwide.

™ The company is very excited about this development

o and is preparing a global marketing plan to ensure it
v . becomes a success.

However, the news is not so good at Cottonland,
\ an indigenous clothing company in the same town.
! Despite having award-winning fashion designs, this
long established local firm has been struggling to
survive in recent years due to low-cost competition
‘ e from foreign firms. The latest sales figures are very
W poor and the board of directors are meeting to

» v discuss the future of the business

1. Discuss the factors that the management of Soft Tech will consider when
deciding the future of their Irish operations within a global context. (30 marks)
2. Analyse how a global marketing mix can assist Medi-World in successfully

launching their new product. (20 marks)
3. Evaluate the challenges facing Irish industry within a globalised business
environment. Refer to the case study in your answer. (30 marks)

Higher Level - Section 2 - Long Questions

. Explain the reasons for the global spread of transnational corporations. (25 marks)
. Explain, using examples, the importance of global marketing for a global business.

[LCQ] (20 marks)

. ‘Marketing a product for the Irish market and marketing globally are basically the same.’ Evaluate

this statement using examples to illustrate your answer. (30 marks)

. Explain the term ‘global marketing’ and its role in international business. [LCQ] (25 marks)
. Describe how information technology can assist in the global marketing of products.

(25 marks)

. Explain why firms may adjust their marketing mix in different countries. (25 marks)
. A business involved in global markets faces additional marketing challenges. Discuss these

challenges, using examples to support your answer. [LCQ] (30 marks)

. Evaluate the potential benefits and risks for a business of operating globally. (30 marks)

‘Once the game is over, the king
and the pawn go back into the

same box.’
Italian Proverb
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Chain of command 136
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Company chairperson 340
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Cost-of-living claim 44
Cottonland 441
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Desk research 251, 252
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Dividends 227
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E-mail 117

Embargoes 404
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Employers’ Pay-Related Social Insurance (PRSI) 192
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Employment Equality Act 1998 53
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Fanta 273
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Ford 77,433, 434 High debt:equity ratio 234

Foreign direct investment (FDI) 328 High gearing 234
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Functional structure 132 IDA Ireland 391, 392
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General Motors 409 Individual bargaining 45
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Global Electrics 39 Information and communication technology (ICT)
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Gold Medal Sports 19 Insurance agents 186
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Go-slow 46 Insurance policy 187
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Government budget terms 390 Interest groups 10, 418
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Graphic design 113 International trade 400

Green Dinners 332 Internet 117
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Irish Congress of Trade Unions (ICTU) 11, 43
Irish Farmers’ Association xxx
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ISO 140
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Jackie Skelly 235, 312
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Job description 149
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Job reference 151
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Job satisfaction 156

Job sharing 156

Joint venture 309, 435
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Just-in-time (JIT) 139
Kalamazoo Clothing 123
Kellogg's 309, 435

Kerry Group Plc 437

Key person insurance 183
Kingspan PLC 311, 413
Labour 320

Labour Court 49

Labour Relations Commission (LRC) 46, 48
Labour turnover 147
Laissez-faire leadership 86
Lamborghini 35

Land 320

Largo Foods 312, 399

Law of contract 22

Laws and regulations 393
LEADER 367

Leadership 82

Leasing 213

Legal structures available to entrepreneurs 291
Legality of form 25
Legality of purpose 25
Licensing 308

Life assurance 185
Lifestyle Sports 249
Limited liability 338

Line graph 112
Liquidation 232
Liquidator 237

Liquidity 231

Liquidity ratios 229
Loadings 187

Loan capital 7

Lobbying 10, 417

Local economy 361

Local Enterprise Offices (LEOs) xxx
Local pay bargaining 44
Local Property Tax xxx
Logistix Transport 242
Loss leader 273
Lough Erne 364
Low debt:equity ratio 234
Low gearing 234
Lunch Bites 302
Management 74
activities 75
control 137, 138
controller style of 89
skills 74
Managers 8, 74
facilitator 90
Managing director (MD) 340
Manchester United 308
Manpower planning xxx
Manufacturing industry 323
Maps 113
Margin of safety 257
Market niche 266
Market research 250
Market segmentation 265
Marketing 264
Marketing mix 267
Marketing strategy 265
Mark-up (cost-plus pricing) 272
Maslow’s Hierarchy of Needs 87
Maslow’s theory of motivation 87
Mass production 295
Matrix (or team-based) organisational
structures 134, 169
Mazda 215
McDonald's 434
McGregor’s theory of motivation 89
M-commerce 174
Medi-World 441
Mega Deal 41
Memos 107
Mercedes-Benz 126, 314
Merchandising 278
Merchantable quality 29
Mergers 310
Microsoft 91, 154, 426
Minutes 102
Mission statement 129
Molly Malone’s Irish Restaurant 352
Monopolies 425
Mortgage protection insurance 185
Mortgages 214
Motivation 87
Motor insurance 183, 185
Motor Tax 193
Moya Doherty 60
Mr Crumb 209
NASA 95
National wage agreements 45
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Nationalisation 349, 394, 395

Natural wastage 147

NatureVite Healthcare Ltd 429

Negative cashflow 206

Negotiating 16

Net profit 227

Net Profit Margin 229, 230

Networking 248

Neutral budget 390

Neutral gearing 234

New product development process 253

NIB Bank 376

Niche marketing 327

Nike 296

No claims bonus 187

Non-commercial businesses 6

North American Free Trade Agreement (NAFTA)
405

Not-for-profit enterprises 62

Notice 103

Notice of Tax Credits 194

Nutzwerk 156

Observation research 253

Offer 22

Office of the Ombudsman (for Public Services) 33,
34

Official disputes 45

Olive Tree Restaurant 205

Online banking xxx

Open economy 400

Operational plans 130

Ordinary shares 228

Organic Fanatic 5, 312

Organic growth 307

Organisational (or management) structures 132

Organisational charts 113, 136

Organising 132

Outsourcing 296

Overdrafts 212, 219

Over-insurance 189

Overtime bans 46

Owner’s capital 7, 215

Own-brand products 269

Partnership 290, 291, 336

Party Products 79

Patent protection 270

Penetration pricing 273

Pepsi 265, 266, 435

Performance appraisal 152

Permanent health insurance 183, 185

Person specification 149

Personal accident insurance 185

Personal Ethics Test 374

Personal selling 280

Pet Clinic 336

Physical needs 87

Picketing 46

Pictograms 112

Pie charts 112

Piece-rate pay 154
Pixar 27
Pizza Hut 247
Place (in the marketing mix) 274
Planning 127
PlayStation 130
Pobal 367
Positive cashflow 206
Post-It 247
Predatory pricing 273
Preference shares 234
Premium pricing 273
Press release 109
Price 272
leadership 273
skimming 273
Pricing strategies 272
Primary picketing 46
Primary sector 321
Principle of contribution 189
Principle of subrogation 189
Principles of insurance 188
Private label brands xxx
Private limited companies 290, 291, 338
Private sector 394
Privatisation 349, 394, 395
Producers 9
Product (in the marketing mix) 267
design and quality 268
life cycle 270
packaging 270
portfolio/range 268
Product liability insurance 184
Product positioning 266
Product screening 254
Product structure 133
Production process 293
Production sharing 434
Productivity 153
Productivity claim 44
Profit and loss (P & L) account 226
Profitability ratios 229
Profit-maximising pricing 273
Profit-sharing schemes 154
Promotion 278
Property insurance 183
Proposal form 187
Protectionism 403
Prototype 255
Proximate cause 188
PRSI (Pay Related Social Insurance) 183
Psychological pricing 272
Psychological segmentation 265
Public liability insurance 184
Public limited company (PLC) 314
Public relations (PR) 280
Public sector 393
Public sector employment 394
Public Service 63
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Public-private partnerships (PPPs) 394
Q mark 140

Quality assurance system 171
Quality circles 139, 171

Quality control 139, 171

Quest Computer Games 186
Quick Ratio 229

Quorum 102

Quotas 404

Ratio analysis 229

Ratner’s Jewellers 116

Realistic risk-takers 66
Receivership 237

Redundancy 51

Relativity claim 44

Renault 341

Report 109

Research and development (R&D) 247
Resolving conflict 16

Retailers 275

Retained earnings 215, 227
Return on Investment (ROI) 229, 231
Revenue Commissioners 192, 237
Ribena 282

Richard Branson 68, 86, 348
Rights Commissioner 48

Risk Management 181

Rosewood Perfume 261

Ruby Byrne 71

Ryanair 304

Saehan Media 377

Safety needs 87

Sahara Desert 378

Sale and leaseback 217, 312

Sale of Goods and Supply of Services Act 1980 28
Sales promotion 279

Savings 215

Seahorse Aquariums 387

Seaside Sailing Club 105

SEAT 265

Secondary picketing 46
Secondary sector 321, 322

Secret ballot 45

Secretary 102

Security xxx

Selection test 151
Self-actualisation needs 87
Self-Assessment Income Tax 193
Semi-State companies 394
Service industry 325

Service providers 9

Shareholders 338, 340
Share-ownership schemes 154
Shell Oil 372

Shop steward 43

Single European Market Policy 420
SIPTU 43

Skoda 265

Skype 118

Slievemore Cheese Company 412
Small Claims Court 34
Small Firms Association 10
SMART plan 131

Smart Watches 346

Social enterprises 62
Social media xxx

Social needs 87

Social partners 45

Social partnership 45
Society 9

Soft Tech 440

Sole trader 290, 291, 335
Solvency 231

Sony 129, 130

Sources of finance for business expansion 310

Sources of short-term finance 211
Sources of start-up finance 292
Span of control 136
Spar 382
Spiroz Chemical Corporation 385
Sponsorship 280
Sportz Clothing Limited 225
Spreadsheet software 118
Staff development 152
Staff training 152

off the job 152

on the job 152
Stakeholder relationships 12
Stakeholders 6, 236
Standard rate of tax 195
Standardised global marketing mix 434
Standing orders 102, 219
Star FM 93
State companies 394
State-owned companies 344
State-sponsored bodies 394
Steve Jobs xxx
Stock control 138
Stock market flotation xxx
Strategic alliances 309, 346, 349
Strategic plan 129
Stress 67
Strike 46
Subcontracting 296
Subsidiaries 309
Subsidies 404
Sugru 73
Sunway Holidays 353
Supermac’s 319
Suppliers 9, 237
Supply substitution 247
Sustainable development 378
Swissair 141
SWOT analysis 128
Tactical plan 129
Takeovers 309
Talamh Energy 160
Tariffs 404
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Taste Budz 203

Tax audit 193

Tax credits 194, 195

Tax harmonisation 427

Taxes 389

Tayto 399

Team-based structures 169

Teamwork 168

Telemarketing 280

Teoranta (Teo) 338

Term loan 214

Term-life insurance 185

Terms of reference 109

Tertiary sector 321

Tesco 376

Test marketing 255

The Articles of Association 338, 339
Theory X 89

Theory Y 89

Third-party, fire & theft motor insurance 183
Time management 67

Time-rate pay 154

Timoney Technology 326

Token stoppage 46

Total Quality Management (TQM) 170, 171
Tourism 325

Toyota 162

Trade Associations 10

Trade credit 211

Trade fair 436

Trade missions 407

Trade unions 11, 43

Trademarks 270

Trading bloc 405

Transnational companies (TNCs) 327
Transnational corporations (TNCs) 349, 405, 432
Udards na Gaeltachta 392

Ulster Bank 216

Under-insurance 189
Unemployment 356

Unfair Dismissals Acts 1977 to 2007 50, 51
Unilever 431

Unique selling point (USP) 254
Universal Social Charge 193
University of Limerick 155
Unofficial disputes 45

Upward communications 99

Utmost good faith (uberrimae fidei) 188

Value Added Tax (VAT ) 192, 193
Variable costs 256

Venture capital 216

Venus Chocolates 178
Video conferencing 118
Viking Splash Tours 184
Viral advertising xxx
Virgin 68, 348

Visible exports 401

Visible imports 400

Vision 66

Visual communications 111
Vit Hit 312

Vitz Drinks 5

Volkswagen 265

Voluntary redundancy 51
Volvo 341

Wages/salaries 153

Walsh, Willie 81

Warranty 27

Wave Technologies Limited 191
Whistleblowers 374
Whole-life assurance 185
Wholesalers 274

Wildcat strike 45

Willow Court Hotel 100
Word-processing 118
Worker directors 158
Working capital 228, 233
Working capital ratio 229, 232
Working conditions 156
Work-to-rule 46

World Trade Organisation (WTO) 406

WorldCom 376
Xtra-vision 308
Yamamoto (Ireland) Limited 144
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