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Part One

Introduction to International Business






Unit 1

Studying International Business—an Introduction

1. What Is International Business?

International business consists of business activities that are conducted
across national boundaries. Such activities generally involve the transfer of
resources, goods or services from nation to nation. Sometimes business
across the borders of different customs areas of the same country is also
considered as international business, such as import and export between
Hong Kong and Taiwan.

We -call the transfer of resources international investment, and the
transfer of goods or services international trade.

International trade, for example, involves movements of products,
commodities, or services from sellers located in one nation to buyers
located in another nation, while international investment involves the

transfer of resources, such as capital or technological know-how.
2. International Business Activities

(1) International trade

Historically, international business activity first took the form of
international trade, which mainly covers exporting and importing.

Exporting is the selling of products made in one’s own country for
use or resale in other countries.

Importing is the buying of products made in other countries for use or

resale in one’s own country.
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Trade in goods, that is, tangible products, such as clothing, foodstuffs
and machinery, is called merchandise export and import in the U.S. and
visible trade in Great Britain.

Trade in services, that is, intangible products, such as travel, banking,
consultancy, education, transportation, and insurance, is cailed service
export and import in the U.S. and invisible trade in Great Britain.

(2) International investment

The second major form of international business activity is
international investment, which is divided into the following categories,
foreign direct investments (FDI), joint ventures, and portfolio investments.

Foreign direct investments (FDI): They are investments made for
the purpose of actively controlling property, assets, or companies located
in host countries (The country in which the parent company’s headquarters
is located is called the home country, any other country in which it
operates is known as a host country). An example of FDI is Motorola
(China) Electronics Co. Ltd. in TEDA (Tianjin Economic-Technological
Development Area), Tianjin.

Joint ventures: Joint ventures are created when two or more firms
agree to work together and create a jointly owned separate firm to promote
their mutual interests. Maﬁy joint ventures are owned equally by the
-founding firms, although unequal ownership is also common. A typical
example of this kind is a Chinese-American jointly owned pharmaceutical
company in Tianjin—Tianjin Smith Kline & French Laboratories Ltd.

The joint venture agreement sometimes may provide for changes in
ownership shares. For example, initial ownership of the joint venture
Beijing Jeep was divided equally' between its owners, American Motors
Corporation and the city owned Beijing Automotive Works. However, the
joint venture agreement allows American Motors to increase its ownership
stake in Beijing Jeep to 70 percent by using its share of the profits to

purchase additional shares,
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Portfolio investments: They are purchases of foreign financial assets
" (stocks, bonds, and certificates of deposit) for a purpose other than control
and in anticipation of returns. Companies, individuals, private groups, or
public bodies can all invest in foreign locations through such purchases.

(3)‘ Other forms of international business activities

Besides the activities discussed above, international business activity
can take several other forms, and the most important of them are licensing,
franchising, management contracts, contract manufacturing, and turnkey
project.

Licensing: A firm in one country licenses the use of some or all of its
intellectual property (patents, trademarks, brand names, copyrights, or
trade secrets) to a firm in a second country in return for a royalty payment.
For example, the Walt Disney Company may permit a Shanghai clothing
manufacturer’ to make children’s pajamas embroidered with Mickey
Mouse’s smiling face in return for a percentage of the company’s sales.

Franchising: A firm in one country (the franchiser) authorizes a firm
in a second country (the franchisee) to use its brand names, logos, and
operating methods in return for a royalty payment. For example,
McDonald’s Corporation franchises its fast-food restaurants worldwide.
Franchising can be viewed as a special form of licensing. In comparison
with the relation between the licensor and licensee, the franchiser has more
control over and provides more support for the franchisee.

Management contracts: A firm in one country agrees to send some
of its managers to assist a firm in another country and to train its personnel
to take managerial positions for an agreed-upon fee. Management
contracts are common, for example, in the international hotel industry.

Contract manufacturing: In order to reduce their overhead costs,
many types of organizations will offload the machining of various
components to other companies in a process called contract
manufacturing. This method benefits both companies as the outsourcing
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company employs less labor, uses fewer raw materials, saves on space,
and receives finished or semi-finished components that can be processed
further or directly used.

Mutual trust needs to be established with clear terms and conditions
put in place. The outsourcing company provides the required drawings and
lays d;)wn the process to be followed. It may even offer special tools,
tooling, jigs/fixtures, machinery, and skilled persbnnel to help and monitor
the process. )

Turnkey project: For an international turnkey project, a firm signs a
contract with a foreign purchaser and undertakes all the designing,
contracting and facility equipping before handing it over to the latter upon
completion. Such projects are often large and complex and take a long
period to complete. Payment for a turnkey project may be made at fixed
total price or on a cost plus basis. The latter way of payment shifts the
burden of possible additional cost over the original budget onto the

purchaser.
New Words and Expressions

1. portfolio n. a collection of different business shares owned by a
particular person or company ( AA XA E A EFFRF ) A
PriEfs; RoEE; RTRER

2. share n. any of the equal parts into which the ownership of a

‘ company can be divided, which are offered for sale to the public .
B, &b BRE

3. stock #. money lent to a government or company, on which interest 1s

- paid AME; iEH; BE

4. provide (for) v. (of a law, rule, agreement, etc.) to state a special
arrangement that must be fulfilled (&4, T, HlF ) AL

5. bond ». an official paper promising to pay a sum of money to the
person who holds it, esp. one by which a government or company
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10.

11.

borrows money from the public with the promise of paying it back
with interest at a fixed time %, iE&, AME; AHRRIES, 4#
KT

return #. an amount of money produced as a profit A (£ ); K
#, BA |

logo n. a small pattern or picture that is the sign of a parti.cular
organization #FiR, & :
franchise v. to give or sell a franchise to %+ A HFiFAR, Hyeeeees
H B AR

royalty n. money paid to the owner of a copyright for permission to
publish copyright material, and to the owner of a patent for
permission to use a patented design; usu. at an agreed percentage of
the selling price of the product B&A4E A%, FHER K, %in>
ik A%

franchiser ( franchisor ) #. a person or company that grants a
franchise % FHRHFZERMAR L]

franchisee n. a person or company to whom a franchise is granted

BIHFZERHAZ L)

Special Terms and Phrases

1. international business B %

2. customs area ##HK

3. international investment B FREF

4, international trade & F7 ‘Bf B

5. exporting (export) H w2

6. importing (import) #

7. merchandise import and export  # it th o (£ )
8.visible trade AHHH (%)

9. service import and export  F#dth o (£)

10. invisible trade AHFTH (%)
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11. foreign direct investment ¥} E & 44 %
12. joint venture AR Z &, &bk

13. portfolio investment #EFHI& %

14. hostcountry BREHAE, FiEH

15. joint venture agreement &~ £ & Hix
16. licensing W T4 %

17. franchising %%+ &

18. management contract & H A F

19. contract manufacturing K €L 4 =

20. turnkey project X 4R LFE

21. intellectual property %232 = A

22. patent % #|

23. trademark 4%

24. brand-name S }¥

25. copyright  JRAL

26. royalty payment  %eif A9 85 £ 44

A RIES

27. certificate of deposit (CD) A2 AE(HFH A TTHIF] &
AHERFRH A BRAE, SFTRAREME F 4, iz

— A& oy B Sk ARAT AT
Notes

1. licensing #T4#7%E

HTRER-ENIALHF—RANAERCH IR, X
REBCT AR TR, M, 4 BRREIE K, — %8 aBFT4
&, BARNTTRAABKRERERERR, MR IAAREELEFH

LIEZ
2. franchising ##F+%

HAFTERZA_Z+FRELBERERG—FHBH LE K
it, BAEERE—ROEBRERDEHHSL, FELTH, ATEL
%\m%ﬁ&\%ﬂ\%ﬁ&*u&%fﬁﬁﬁfékﬁﬁﬁﬁ
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— R B —RABE KL R, EEAREANE G BHAR. BT L4,
4, BEARE, PARRRBETELE, BEAVE M —EL
M. :

BFEEHANETERER, EMAR-FT LA FEE
S ARE AL ELEY, HERAGLLTZRBANS L
PAHMEF AT, LRRSAMRIALH § GRS, ENHARILE
ARBFTHAL:; BFARRIERBAL L —FREFFAHE, ﬂﬁA
L BT AT

3. management contract ‘& %.4F

FRAFARAAFEASARGL LB ELF LSRRI
ERARINS—ANEMLREZETHMLS, FERR—ZHER
¥, PRARAEGRER-FHEARRENETERAT S, IREGRLHE
R, TAATFERIAMDLGLREEES, LCTARRETEEH
PHE—RHEHREARE, WwAEFRTH, LATELELAR

B, ARFEGERZRGROLEARFAMAR, CRIAHNIALESH
ﬁ%i%%ﬁﬁ,%%ﬁﬁﬁui@i&ﬁ,Wuﬁ%%ﬁ%%,&
TAE B R BRZ I F o gL,

4. turnkey project AR LAE

RPARIEAF AN AFRERER L) AT HEAR,
—BiREER IRER, GEREEE. READTRPAMEH
J, BPRE T ROR B TR AR AR AR T
B, wFFHEE, THPRIB T — BT 6 LMK,
LT AL FFERAL LAl —Z R A, B—aF X RTAALE
THI M AR T £ 5,

Exercises

1. Match the words and expressions on the left with the explanations on

the right.
(1) resources a) a paper in which a government or
industrial firm promises to pay back with
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interest money that has been lent
(2) know-how b) a piece of writing from a government

(3) merchandise

(4) insurance

(5) portfolio
(6) property

(7) stock
(8) bond

(%) patent
(10) trademark
(11) copyright

(12) royalty

Patent Office giving someone the right to
make or sell a new invention for a certain
number of years ;

¢) possessions of a country, in the form of
wealth and goods

d) a special sign, word etc., marked on a
product to show that it is made by a
partipular producer, and may not be used
by other producers

e) practical ability or skill

1) the right in law to be the only producer,
seller, or broadcaster, of a book, play,
film, record, etc., for a fixed period of
time _

g) things for sale; goods for sale

h) money paid to the owner of a copyright
for pérmission to publish copyright
material, and to the owner of a patent for
permission to use a patented design, usu.
at an agreed percentage of the selling
price of the product

i) agreement by contract to pay money esp.
in case of illness, death or accident

j) the list of shares in business owned by a
person or a company

k) intangible property that is the result of
creativity, such as patents, copyrights, etc.

1) that which is owned and has some value
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(13) logo m) a symbol or other small design adopted
by an organization to identify its products,
uniform, vehicles etc. _

(14) intellectual property .  n) the legal capital of a company divided
into shares

2. Put the following words and terms into Chinese.

(1) international business

(2) international trade

(3) international investment

(4) importing

(5) exporting

(6) merchandise import and export

(7) visible trade

(8) service import and export

(9) invisible trade

(10) foreign direct investment

(11) joint venture |

(12) portfolio investment

(13) franchising

(14) licensing

(15) management contract '

(16) contract manufacturing

(17) turnkey project

(18) royalty payment ,

3. Explain the following words or terms in English.

(1) international business

(2) international trade

(3) international investment

(4) importing

(5) exporting



