Chapter 6: Unit 1.6 Multinational Companies (MNCs) (continued)

3.

4.

Analyze the ethical challenges faced by multinational companies when operating in
developing countries.

Evaluate the advantages and disadvantages of operating as an MNC in terms of
resource allocation and global strategy.

Discuss the role of multinational companies in the global supply chain and their influence
on local economies.

Short Response Answers:

Chapter 1: Unit 1.1 What is a business?

1.

A business is an organization or entity engaged in commercial, industrial, or professional
activities to provide goods and services to customers for profit.

Two main objectives of a business are to maximize profit and ensure long-term
sustainability.

The four factors of production are land, labor, capital, and entrepreneurship.

Goods are physical, tangible products, while services are intangible offerings that
provide value.

Entrepreneurship plays the role of innovation, risk-taking, and driving business growth by
identifying opportunities and solving problems.

Chapter 2: Unit 1.2 Types of Business Entities

1.

2.

A sole proprietorship is a business owned and operated by one individual, where the
owner has full control and unlimited liability.

A partnership is a business structure where two or more individuals share ownership and
management responsibilities, with shared profits and liabilities.

A limited liability company (LLC) is a business structure that provides the liability
protection of a corporation and the tax benefits of a partnership.

A private limited company restricts ownership to a small group of shareholders, whereas
a public limited company can sell shares to the public.

The main advantage of forming a corporation is that it offers limited liability protection to
its shareholders, limiting personal financial risk.

Chapter 3: Unit 1.3 Business Objectives

1.

A business objective is a specific, measurable goal that a company sets to guide its
operations and achieve success.

2. Afinancial business objective could be increasing revenue by a certain percentage over

a specified period.



A mission statement defines the company's purpose and overall goal, while a vision
statement describes the desired future state or long-term aspiration of the business.
SMART objectives are important because they provide clarity, focus, and measurable
milestones that guide business operations and strategy.

Ethical objectives are important because they help businesses align their activities with
societal values, improving brand reputation and customer loyalty.

Chapter 4: Unit 1.4 Stakeholders

1.

A stakeholder is any individual or group who has an interest or concern in the activities
and performance of a business.

Two internal stakeholders of a business are employees and managers.

Internal stakeholders are directly involved in the business, while external stakeholders
are outside parties that are impacted by the business, such as customers and suppliers.
A supplier might be affected by the success of a business through changes in demand
for their products or services, influencing their profitability.

Stakeholder conflict occurs when the interests of different stakeholders, such as
employees and shareholders, clash, creating tension or disputes.

Chapter 5: Unit 1.5 Growth and Evolution

1.

Organic growth refers to the expansion of a business through internal means, such as
increasing sales, expanding product lines, or entering new markets.

Economies of scale refer to the cost advantages that businesses gain as they increase
in size, leading to a reduction in per-unit costs.

A merger is the combination of two or more companies into a single entity, often to
increase market share or achieve other strategic benefits.

Vertical integration involves a company expanding into its supply chain, while horizontal
integration occurs when a company merges with or acquires a competitor.

Franchising is a method of business expansion where a franchisor grants the right to use
its brand, systems, and processes to a franchisee in exchange for fees and royalties.

Chapter 6: Unit 1.6 Multinational Companies (MNCs)

1.

2.

A multinational company (MNC) is a business that operates in multiple countries,
managing production or delivery of goods/services across borders.

Two advantages of being an MNC include access to larger markets and the ability to
leverage economies of scale.

Globalization refers to the increasing interconnectedness of businesses and markets
across the world, which enables MNCs to expand their operations internationally.
MNCs can contribute to host country economies by creating jobs, enhancing
infrastructure, and increasing local production capacities.

MNCs face challenges such as cultural differences, local regulations, and political
instability in the countries where they operate.



Long Response Answers:

Chapter 1: Unit 1.1 What is a business?

1.

Businesses play a crucial role in modern economies by producing goods and services
that meet the needs of consumers, generating employment, and contributing to the
economic growth of a region or country. They drive innovation, create wealth, and
facilitate the exchange of products and services within and across national borders.
The factors of production (land, labor, capital, and entrepreneurship) are essential for the
creation of goods and services. Land provides raw materials, labor is the workforce,
capital is the financial investment required for production, and entrepreneurship is the
driving force behind innovation and business operations.

For-profit organizations aim to maximize financial returns for their owners or
shareholders, while non-profit organizations focus on providing societal benefits, such as
charity, education, or healthcare, rather than generating profit. Both types contribute to
economic development, but non-profits may rely more on donations or government
funding.

Businesses contribute to economic development by creating jobs, fostering competition,
increasing tax revenues, and promoting trade. As businesses grow, they can attract
investment and stimulate technological advancements, which can lead to higher
productivity and improved living standards.

Ethical considerations in business are important because they help businesses build
trust with customers, employees, and stakeholders. Ethical practices can lead to
long-term success by fostering customer loyalty, ensuring legal compliance, and
promoting social responsibility.

Chapter 2: Unit 1.2 Types of Business Entities

1.

Sole proprietorships are simple and cost-effective to set up, with the owner having
complete control. However, the owner assumes all risks and liabilities, meaning personal
assets can be at risk.

Partnerships offer shared responsibility and pooled resources but may result in
disagreements or disputes between partners. Corporations have the benefit of limited
liability but face complex regulatory requirements and taxation.

Limited liability protects personal assets from business debts or lawsuits, which is
essential for entrepreneurs seeking to minimize risk. It is a key factor in the appeal of
LLCs and corporations.

Factors that influence the choice of a business entity include the desired level of control,
the need for liability protection, tax implications, and the ability to raise capital.
Government regulations, such as taxation laws and liability requirements, play a
significant role in determining the legal structure of a business. Regulations ensure that
businesses operate fairly and in compliance with legal standards.



Chapter 3: Unit 1.3 Business Objectives

1.

Setting business objectives is important because they provide direction and focus for the
company, helping managers and employees align their efforts with the company's
strategic goals.

Business objectives may change due to shifts in market conditions, technological
advancements, changes in consumer preferences, or a business's growth. Regular
review and adaptation of objectives are necessary to remain competitive.

Business objectives are closely tied to corporate strategy, as they help define the path a
company takes to achieve long-term success. Corporate strategy involves resource
allocation and decision-making to achieve these objectives.

Conflicting objectives can result in inefficiency, employee dissatisfaction, and decreased
performance. Balancing short-term and long-term objectives is key to maintaining
organizational harmony.

External stakeholders such as customers, investors, and regulators can influence
business objectives by demanding higher standards, ethical practices, or transparency in
decision-making.

Chapter 4: Unit 1.4 Stakeholders

1.

Stakeholder analysis is important because it helps businesses understand the needs
and expectations of different groups, allowing them to make informed decisions that
minimize risk and maximize stakeholder satisfaction.

Managing conflicting stakeholder interests requires negotiation, compromise, and
transparency. Businesses can address conflicts by establishing clear communication
channels and finding mutually beneficial solutions.

Employees play a key role in business performance by contributing skills, knowledge,
and labor. Their satisfaction and engagement are critical to productivity, morale, and
retention.

External stakeholders such as customers, the government, and the local community
influence business strategy by demanding higher quality products, environmental
sustainability, or compliance with regulations.

Businesses prioritize stakeholders by evaluating the impact of decisions on each group
and balancing their interests. Strategic decisions may prioritize stakeholders who have
the most influence on business success.

Chapter 5: Unit 1.5 Growth and Evolution

1.

Mergers and acquisitions can offer businesses greater market share, cost savings, and
access to new resources, but they also present challenges like cultural integration and
increased debt.

Diseconomies of scale occur when businesses grow too large and experience
inefficiencies, such as communication breakdowns, management challenges, or higher
operational costs.



3. Globalization has driven business growth by opening new markets, allowing companies

to tap into international demand. However, it also presents challenges such as cultural
differences and complex regulatory environments.

Innovation is vital for business growth, as it allows companies to differentiate themselves
from competitors and meet changing consumer demands.

Balancing growth and sustainability requires businesses to prioritize long-term
objectives, such as environmental responsibility and ethical labor practices, while also
pursuing profit.

Chapter 6: Unit 1.6 Multinational Companies (MNCs)

1.

MNCs can create opportunities for local businesses by fostering competition, providing
training, and stimulating economic activity. However, they can also dominate markets,
driving smaller businesses out of business.

Foreign direct investment (FDI) refers to the investment made by an MNC in another
country, often through setting up subsidiaries or acquiring local businesses. FDlI is
important for MNCs to expand operations and access new markets.

Ethical challenges faced by multinational companies in developing countries:
MNCs operating in developing countries often face ethical challenges such as ensuring
fair wages, improving working conditions, protecting the environment, and respecting
local cultures. These companies may be accused of exploiting cheap labor, causing
environmental degradation, or neglecting local communities. Balancing profit-making
with social responsibility can be difficult, especially in regions with weaker regulatory
frameworks.

Advantages and disadvantages of operating as an MNC:

Advantages:

o Access to new markets: MNCs can tap into foreign markets, increasing their
customer base and revenue potential.

o Economies of scale: Larger operations allow for cost reductions per unit of
production, improving profitability.

o Diversification: Operating in multiple countries reduces the risk of relying on a
single market, offering protection against economic downturns.
Disadvantages:

o Cultural and legal challenges: Understanding and adapting to local cultures
and legal systems can be costly and complex.

o Political risk: MNCs may face political instability or regulatory changes that can
disrupt operations.

o Reputation risk: Ethical or environmental lapses can harm an MNC'’s global
brand and customer trust.

Role of MNCs in global supply chains:

MNCs play a significant role in shaping global supply chains by sourcing raw materials,
components, and labor from various countries. This can lead to more efficient production
processes and lower costs. However, the complexity of global supply chains also raises
concerns about environmental impact, labor rights, and working conditions. MNCs can



influence local economies by creating jobs and fostering infrastructure development, but
they may also face criticism for contributing to unequal economic distribution.

Influence of MNCs on local economies:

MNCs can stimulate economic growth in host countries by investing in infrastructure,
creating job opportunities, and increasing tax revenues. They often introduce new
technologies and management practices, raising the standards of local businesses.
However, MNCs can also have negative impacts, such as displacing local companies,
leading to the exploitation of cheap labor, and creating dependency on foreign
corporations for economic stability. Balancing these influences requires careful
regulation and corporate social responsibility.



