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Team A conducted a country risk analysis for the countries of India and Brazil to determine which country would be most beneficial for manufacture expansion considerations. The risk analysis includes 1) economic exposures 2) translation exposures 3) transaction exposures 4) political 5) socioeconomics and 6) environmental risk. 

Economic Exposure
Economic exposure occurs when a company is exposed to fluctuating exchange rates, which results in changes to earnings, cash flow, and foreign investments. Depending on the type of business, the effects of economic exposure will vary.

Translation Exposure

 
Translation exposure occurs when fluctuating exchange rates have an effect on a company’s equities, assets, liabilities, and income. That is if the company has equities, assets, liabilities, and income in a foreign currency.

Transaction Exposure


Transaction exposure is risking losses after a company has completed foreign transactions. Fluctuating exchange rates will cause the company to lose out on tons of money if rates do not move in the company’s favor.


The Indian economy has not been doing well like most economies but the economic hardships hit the country later than others did. According to Economy Watch, “the Indian economy, was hit in the latter part of the global recession and the real economic growth witnessed a sharp fall, followed by lower exports lower capital outflow and corporate restructuring” (n.d.). Luckily, the Indian government rose over $100 billion to start a stimulus program in the country. Thanks to the stimulus program, the Indian economy has taken a turn in the right direction.


Even though exchange rates fluctuate, Indian Rupee versus American Dollar is quite steady. In 2007, the exchange rate climbed slightly the first four months then stayed steady for the balance of the year. In 2008, the exchange rate declined and reached its lowest value in November. In 2009, the exchange rate had a slight dip February and March then increased and stayed steady for the balance of the year. For the first five months of this year, the Rupee gradually climbed but decreased in May.


The Brazilian economy was doing exceptionally well since 2003. They reduced their debt, kept inflation rates under control, and improved its macroeconomic stability (Economy Watch, n.d.). After seeing hefty growth in the economy, Brazil faced the financial crisis that many countries had already faced in the past. “Brazil’s currency and stock market saw huge fluctuations as foreign investments dwindled, demand for commodity exports dried up and external credit increased” (Economy Watch, n.d.). Even though Brazil was facing hard times, the country turned things around quite quickly bringing the economy back up.


In 2007, Brazil Real had a steady climb except for a dip in August and December. In 2008, the Real did terribly; Brazil Real versus American Dollar fluctuated tremendously this year and ended the year in a large decline. In 2009, the rate had a drastic increase and ended the year in a slight decline, which was still higher than the rates for most of the year. This year, the rate had a slight climb but dropped below January’s rate by May.


Whether a company is looking to expand to India or Brazil, they will experience the same problems because of  exchange rates moving in the same directions. The goal is to choose the country that has the least amount of movement even though movement will occur. Companies need to have some of their assets, liabilities, equities and income in their own currency if possible to decrease the chances of losing out on tons of money.

Political


When doing business in another country, it is important for the executive team of an organization to be educated before entering the country. Politics is a major factor that must be taken into consideration because the politics of another country may scare businesses away. Corruption is found in most governments around the world but some areas are just worst than others. With different types of governments, one being autocracy where a country is ruled  by one, another oligarchy in which a country is ruled by the minority, and democracy in which a country is ruled  by the majority, republic in which a country is ruled by law, and lastly anarchism in which no one rules the country.


India’s government type is democratic, which is a good mix when a democratic country is trying to do business with another. Just like the United States, India has a constitution and self-governing subunits. Brazil’s government type is also democratic (a federal republic), so both countries would be a beneficial choice when deciding to do business overseas.

Socioeconomic


The population of Brazil in 2008 was approximately 196 million, the annual growth rate was 1.05%, the literacy rate in the adult population was 88% and the workforce consists of 99.23 million people. The GDP (official exchange rate) was $1.573 trillion; the GDP (purchasing power parity) was $1.977 trillion, the annual real growth was 5.1%, the per capita GDP (official exchange rate) was $8,300, and the GDP (purchasing power parity) was $9,700.


The population of India in 2009 was 1.17 billion, the annual growth rate was 1.55%, the literacy rate was 61% and the workforce consists of 450 million people. The GDP for 2008 was $1.21 trillion, the real growth rate was 6.6%, and the per capita GDP (purchasing power parity) was $2,900.

Environmental


“Among India’s most pressing environmental problems are land damage, water shortages, and air and water pollution. During 1985, deforestation, which, especially in the Himalaya watershed areas, aggravates the danger of flooding, averaged 1,471 sq km (568 sq mi) per year” (Encyclopedia of the Nations, n.d.). 406 million livestock, deforestation, and the misuse of agricultural chemicals have destroyed the land. Due to India’s airborne acids the air pollution has caused extensive exterior damage to the Taj Mahal.


The major issue with Brazil’s environment is the deforestation of the Amazon rainforest. The amount of deforestation in the Amazon has declined, but it still goes on today. Another problem with Brazil’s environment is desertification, and occurs when “soils and vegetation of dry lands are severely degraded. In the early 1990s, it became evident that the semiarid caatinga ecosystem of the Northeast was losing its natural vegetation through clearing and that the zone was therefore running the risk of becoming even more arid” (Country Studies, n.d.). They also have problems with air pollution like other countries.


An abstract of both India and Brazil’s country risk has been carried out through research and analysis 1) economic exposures 2) translation exposures 3) transaction exposures 4) political risks 5) socioeconomic risks and environmental risks. One major concern found with Brazil was its environment that seems to be a deforestation of an Amazon rainforest and its desertification of soil and vegetation of dry lands. India also has major environmental challenges concerning its land damage, water shortages, and air, and water pollutions. Based on research India would be the most beneficial for manufacturing expansion.
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