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International Trade
Q.) Prepare a critical report that considers all the factors that could potentially affect Bush-rich Plc in this potential contract with Pink-Apples.
Bush-rich plc is an international copper processing company based in the USA. The following report will be analysing the various factors which could potentially affect the joint venture between Bush-rich Plc and Pink-Apples. The contract which Bush-rich Plc is currently trying to acquire is essential to the company’s success. Therefore, being aware of the key areas and considering the impacts will be key to the application being successful. 
Bush-Rich plc will require a long-term source of finance to proceed with the joint venture with Pink-Apples; gaining this finance will be one of the most crucial aspects with a wide range of possibilities for the company. Firstly Bush-Rich plc will have to find out how much finance they will require for the venture and the most suitable type. 
It is a Public Limited Company which means it will be easier to source finance for the venture. It is a company which can obtain loans from outsiders by using their assets as a form of security. For this particular venture with Pink Apples, they will require a high amount of finance for the long term. The use of a bank loan would be most suitable for Bush-Rich plc because they are an established company and the interest rate will be much lower than sources such as an overdraft or venture capital (loss of ownership). 
There are specific areas which they must analyse that could potentially affect the finance which they choose. Firstly Bush Rich plc is concerned that the Chilean government will impose barriers to free trade. Although this may be a possibility the index of economic freedom 2017 states “Chile’s openness to Global trade and investment provides a solid basis for economic dynamism”. Trade is important to Chile’s economy. However, with a socialist government in power, there is a high number of state owned companies which can distort the economy. Inflation in Chile is currently at 10% and is expected to rise if the country becomes politically unstable. This means that the cost of borrowing money may increase for Bush Rich plc.      
On the other hand the current economic state of the USA is showing signs of growth. The tax reform which is currently being passed in the USA will shore up non-residential investment and will essentially keep businesses in an optimistic position for the next year. Firmer real estate prices will continue to boost consumers’ purchasing power, which indicates the degree to which inflation is affecting the current economy. The inflation rates are unlikely to affect Bush Rich plc in relation to sourcing finance. 
The area which I will be focusing on next is the systematic risks which the company will face and how it will affect the Beta of Bush Rich plc. If the company is going to achieve the venture with Pink-Apples they need to be aware of the possible risks for them. 
The Capital Asset Pricing Model (CAPM) can be used by a company like Bush Rich plc to determine what the company should be gaining from a business risk or asset. It can assist in making well informed decisions about adding to a business’s portfolio.   In this case, the company is dealing with an international venture which alters the risk making it unsystematic. An unsystematic risk essentially means that because Bush Rich plc is investing in the copper industry they cannot be certain about elements such as politics and currency. 
A company risk will have a discount rate which is defined as “The cost of equity capital invested in a business purchase.” (“ValuAdder”, 2015) Discount rate for a company will depend on two things, firstly whether the capital has been raised through equity or debt and secondly, how risky the project is. 
“In finance, the Capital Asset Pricing Model (CAPM) is a model used to determine a theoretically appropriate required rate of return of an asset, to make decisions about adding assets to a well-diversified portfolio.”(J, Traynor, 1962)   
Bush Rich plc must measure the systematic risk through the use of Betas. These are based from the CAPM, however if the Beta is not available to a company then an alternative is to use a beta from the stock exchange whereby a similar operation is happening. 
Copper is considered to be the most useful industrial metal in the world. The price of copper fluctuates according to the supply and demand however it has suffered greatly in recent years due to the lack of supply and demand. For Bush Rich plc a company based in the USA according to the “Mining stock report 2017” the industry will see some positive change.
“Another thing to consider is recent rumblings in the United States from their new President. Donald Trump made a proposed $1 trillion (over 10 years) in infrastructure spending a campaign platform, as well as a 40ft, 1900 mile concrete wall along the US – Mexico border.  This bodes well for coppers prospects domestically in the United States.” (C, Haugen, 2017)
 (
Figure 1
)[image: Chart of Copper Producing Companies from 1950 to 2015]There are various aspects of the importing of copper from Chile to the USA which Bush Rich plc will have to consider when pursuing the joint venture. The first element which I will be analysing is “Foreign exchange risk management”. Globalisation has dramatically increased the amount of foreign trade which in turn has presented companies like Bush-Rich plc with various risks. In this case because the copper is being sourced from Chile there is a risk that the exchange between dollars ($) and Pesos is not settled at the correct rate.    
“On the supply side, Chile is by far the world’s largest producer of copper, with China a distant 2nd place. In 2014, Chile produced 5,750,000 tonnes of copper, nearly 4x as much as China. There is currently enough production available to meet demand, but the problem is diminishing copper reserves”. (C, Haugen, 2017) Figure 1 shows Metric tonnes of copper produced yearly.
Another element which effects the importing of copper from Chile to the USA which must be considered is “Interest rate risk management” which arises from the fluctuating interest rates for borrowing. A company can borrow money at both floating interest rates and fixed interest rates. 
One of the few ways in which a company can protect themselves against the interest rate risk is through a tool called a “Forward rate agreement”. In this case it would require both Bush rich plc and Pink-Apples to make an agreement to protect themselves from alterations in interest rates. This would be hugely beneficial to both parties. 
As mentioned previously if Bush rich plc were unable to secure the joint venture with Pink-Apples it would be detrimental to them. They would in theory have to continue importing and processing copper. Although the joint venture is important it will come with both benefits and drawbacks for Bush Rich plc. 
The benefits of a joint venture (JV) are that if both companies are able to manage the affairs well then they will be providing their stakeholders with great value which is a huge benefit increasing interest for both companies. Another benefit is that Bush Rich plc and Pink-Apples will be able to manage their costs and risks more efficiently with resources coming from both parties. Companies often look for joint ventures for a variety of different reasons, for Bush rich plc it is for the access to resources (copper).  
The drawbacks of a joint venture are that firstly the business relations between two companies are not always harmonious. It is essential for these business relations to be managed well so that project schedule and decision making can remain efficient. The overall risk to non-operators is significant due to the lack of inclusion which can result in later negative affects for the company. 
In conclusion I feel the benefits for Bush rich plc and Pink-Apples to begin the Joint venture are evident. With both parties expanding and investing in a rapidly growing copper industry, Bush rich plc will not be restricted by sourcing and producing their own copper. With all factors put into consideration the potential contract looks feasible.   
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