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Unit 1 The Nature of International

Business
R R R R S R R R N N RNURARSUSRISRRSRRR

S

1. International business differs from domestic business in that a
firm operating across borders must deal with the forces of three
kinds of environments—domestic, foreign, and international.
EHrEF SENRSFNARIZALET , ETESREE KA F LA
AT =FARIM IR R — A EME SRR AMERR R,

2. Management has no direct control over these forces though
it can exert influences by lobbying for a change in a law,
heavily promoting a new product that requires a change in a
cultural attitude, and so on.

BREEET LI IS R R, 50, 8 ¥ 3K
Bk, SR HE B T DAX SCAC B 7 A R W S B
P BA R E SRR EEE,

3. For example, if the home country is suffering from a
shortage of foreign currency, the government may place
restrictions on overseas investment to reduce its outflow.
Bl , R A B M2 ESNCEE, BUS RS s
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4. Another problem with foreign forces is that they are frequently
difficult to assess, especially their legal and political elements.

HEBESMEF B R 0 5 — A R B8 ¥ LA T, LR
HRERMBOAAER.

5. Those who work in the international environment find that
decision making is more complex than in a purely domestic
environment.

MR, Brib B bR 35 55 h HEAT DO, Lo Sl AR BRI PR o B
RERER

6. Another example is the interaction between physical and
sociocultural forces. Barriers to the free movement of a
nation’s people, such as mountain ranges or deserts, heip
maintain pockets of distinct cultures within a country.
B—APTFRBAM AL B AR LA LERMPE
SERHE T —EERENE kR, ATiA B TE— B
BR B HARKICALE

7. Interestingly, American business moving overseas caused
similar consternation among Europeans that Japanese
investments in the United States cause today.

RN, EEAL SIS BIET R A SRR, X
He 44 B A 7E 3 R B BT SR IR R —

8. Global communication networks enable manufacturing
personnel to coordinate production and design functions
worldwide so that plants in many parts of the world may be
working on the same product.

LB E SR AT AR B A 2 7 MR i
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9.

T, 7= BT LA 2 A T HE R A T3 E A,

As a result of this expansion, foreign companys’ subsidiaries
have become increasingly important in the industrial and
economic life of many nations, developed and developing.
This situation is in sharp contrast to the one that existed when
the dominant economic interests were in the hands of local
citizens.

XY K, HEEA M FA R EEE (SRFEEAERAM
ERPER) NIV MAFHEEE A S, X 550K
O—Z T H i A HE RFh——E B T SRR

10. The expanding importance of foreign-owned firms in local

PR

economies came to be viewed by a number of governments
as a threat to their autonomy. However, beginning in the
19803’, there has been a marked liberalization of government
policies and attitudes toward foreign investment in both
developed and developing nations.

—SEBORFA R, S B £l 7 A b 22 B b 3 A R T 38 ok
FHAEWHBR TR, A&7, M 20 g 80 £RFH, kKixH
FRIRRE P EFKAEN RS ER B MAE T T
BH#Eh, ‘

lobby ik

gross national product(GNP) E A= 8K -

unit labor cost BA{; 37 B A

pemsonal consumption expenditure M AJH#3H
i



5. interest rate F %

6. inflation rate E R ER

7. topography HbJE ¥

8. member-country &5 H

9. import duty HEIXEL

10. home country £

11. preclude HEBR

12. shortage of foreign currency #MIL 4Gt
13. overseas investment ¥§5M%E
14. labor union T4

15. affiliaste XEKAF,HAR
16. subsidiary F/2 7]

17. backlog order FEiTH

18. defy B, BH

19. pragmatic SEEREY, HEELHM
20. tp A, BE

: Relevant Knowledge

Why Is International Business Different
International business differs from domestic business in that a
firm operating across borders must deal with the forces of three kinds
of environments—domestic, foreign, and international. In contrast, a
firm whose business activities are carried out within the borders of one
country needs to be concerned essentially with only the domestic
environment. However, no domestic firm is entirely free from foreign

or international environmental forces because the possibility of having
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to face competition from foreign imports or from foreign competitors
that set up operations in its own market is always present. Let us first
examine these forces and then see how they operate in the three
environments.

Forces in the Environments

“Environment” as used here is the sum of all the forces
surrounding and influencing the life and development of the firm.
These forces can be classified as external or internal. Management has
no direct control over them, though it can exert influences by lobbying
for a change in a law, heavily promoting a new produet that requires a
change in a cultural attitude, and so on. The external forces are
commonly called uncontrollable forces and consist of the following:

1. Competitive—kinds and numbers of competitors, their
locations, and their activities.

2. Distributive—national and international agencies available for
distributing goods and services.

3. Economic—ovariables ( such as GNP, unit labor cost, and
personal consumption expenditure) that influence a firm’s ability to do
business.

4. Socioeconomic—characteristics and distribution of the human
population.

5. Financial—variables such as interest rates, inflation rates,
and taxation.

6. Legal—many kinds of foreign and domestic laws by which
international firms must operate.

7. Physical—elements of nature such as topography, climate,
and natural resources.

8. Political—elements of nations’ political climates such as

. 5.



nationalism, forms of government, and international organizations.
9. Sociocultural—elements of culture ( such as attitudes,

beliefs, and opinions) important to international businesspeople.

10. Labor—composition, skills, and attitudes of labor.

11. Technological—the technical skills and equipment that affect
how resources are converted to products.

The elements over which management does have some command
are the internal forces, such as the factors of production ( capital, raw
material, and people ) and the activities of the organization
( personnel, finance, production, and marketing ). These are the
controllable forces management must administer in order to adapt to
changes in the uncontrollable environmental variables. Look at how
one change in the political force—the passage of the North American
Free Trade Agreement—is affecting all of the controllable forces of

firms worldwide that 'do business in or with the three member nations,
the United States, Mexico, and Canada. Suddenly these companies
must examine their business practices and change those affected by
this new law. For example, some American concerns and foreign
subsidiaries in the United States are relocating part of their operations
to Mexico to exploit the lower wages there. There are European and
Asian companies setting up production in one of the member-countries
to supply this giant free trade region. By doing this, they will avoid
paying import duties on products coming from their home countries.

The Domestic Environment

The domestic environment is composed of all the uncontrollable
forces originating in the home country that surround and influence the
life and development of the firm. Obviously, these are the forces with
which managers are most familiar. Being .lomestic forces does not

.6-



preclude their affecting foreign operations, however. For example, if
the home country is suffering from a shortage of foreign currency, the
government may place restrictions on overseas investment to reduce its
outflow. As a result, managements of multinationals find that they
cannot expand overseas facilities as they would like to do. In another
instance from real life, a labor union striking home-based plants
learned that manag(;ment was supplying parts from its foreign
subsidiaries. The strikers contacted the foreign unions, which pledged
not to work overtime to supply what the struck plants could not. The
impact of this domestic environmental force was felt overseas as well as
at home.

The Foreign Environment

The forces in the foreign environment are the same as those in the
domestic environment except that they occur in foreign nations.
However, they operate differently for several reasons, including the
following ; )

Different Force Values. Even though the kinds of forces in the
two environments are identical, their values often differ widely, and at
times they are completely opposed to each other. A good example of
diametrically opposed political force values and the bewilderment they
create for multinational managers is the case of Dresser Industries and
the Soviet pipeline. When President Reagan extended the American
embargo against shipments of equipment for the pipeline to include
foreign companies manufacturing equipment under license from U. S.
-firms, the Dresser home office instructed its French subsidiary to stop
work on an order for compressors. Meanwhile, the French government
ordered Dresser-France to defy the embargo and begin scheduled
deliveries under penalty of both civil and criminal sanctions. As a
Dresser’s vice president put it, “The order put Dresser between a rock

. 7.



and a hard place. ”

Changes Difficult to Assess. Another problem with the foreign
forces is that they are frequently difficult to assess, especially their
legal and political elements. A highly nationalistic law may be passed
to appease a section of the population. To all outward appearances, a
govemment may appear to be against foreign investment, yet
pragmatic leaders may actually encourage it. A good example is
Mexico, which, until 1988, had a law prohibiting foreigners from
owning a majority interest in a Mexican company. However, a clause
permitted exceptions “if the investment contributes to the welfare of
the nation. ” IBM and others were successful in obtaining permission
to establish a wholly owned subsidiary under this clause.

Forces Interrelated. The forces are often interrelated. This in
itself is no novelty, because the same situation confronts the domestic
manager. Often different, however, are the types and degrees of
interaction that occur. For instance, the combination of high-cost
capital and an abundance of unskilled labor in many developing
countries may lead to the use of a lower level of technology than would
be employed in the more indusirialized nations. In other words, given
a choice between installing costly, specialized machinery needing few
workers or less expensive, general-purpose machinery requiring a
larger labor force, management will frequently choose the latter when
faced with high interest rates and a large pool of available workers.
Another example is the interaction between physical and sociocultural
forces. Barriers to the free movement of a nation’s people, such as
mountain ranges or deserts, help maintain pockets of distinct cultures
within a country.

The International Environment

The international environment is the interactions (1) between the

. 8-



domestic environmental forces and the foreign environmental forces
and (2) between the foreign environmental forces of two countries
when an affiliate in one country does business with customers in
another. This agrees with the definition of international business—
business that involves the crossing of national borders.

For example, personnel at the headquarters of a multinational or
global company work in the international environment if they are
involved in any way with another nation, whereas those in a foreign
subsidiary do not unless they too are engaged in international business
through exporting or management of other foreign affiliates. In other.
words, the sales manager of Goodyear-Chile does not work in the
international environment if he or she sells tires only in Chile. Should
Goodyear-Chile export tires to Bolivia, then the sales manager is
affected by forces of both the domestic environment of Chile and the
foreign environment of Bolivia and therefore is working in the
international environment. International organizations whose actions
affect the international environment are also part of it. These
organizations include (1) worldwide bodies (e. g., World Bank),
(2) regional economic groupings of nations (e. g. , North American
Free Trade Agreement), and (3) organizations bound by industry
agreements (e. g. , Organization of Petroleum Exporting Countries) .
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