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Unit 1

International Business

Background

International Business refers to all commercial transactions that take place
between two or more regions, countries and nations beyond their political
boundaries. The transactions, which can be private or governmental, involve
sales, investments, logistics, and transportation. Usually, private companies
undertake such transactions for profit while governments undertake them for

profit and for political reasons. It also refers to all the business activities which

involve cross border transactions of goods, services, resources between two or
imore nations. Transaction of economic resources include capital, skills, people
letc. for international production of physical goods and services such as

ifinance, banking, insurance, construction etc.

__maa i

This article introduces the WTO (the World Trade Organization),

Overview

which is a UN organization founded in 1995 and deals with the

issues and rights concerning international business and trade in



the world. It also provides general knowledge on Trade-Related
Intellectual Property Rights, Trade-Related Investment Measures,

and the General Agreement on Trade in Services.

The World Trade Organization

0 As new protectionism took hold, GATT became increasingly constrained
by the narrow tariff-focused agenda. Since its inception in 1947, trade issues had not
only advanced but negotiations were taking longer to arrive at recommendations
acceptable to the members. The Uruguay Round, for example, took eight years to
reach completion in 1994. However, significant steps were taken towards expanding
the coverage of GATT under the auspices of a new body, the World Trade
Organization. The WTO came into being on 1 January 1995 with 81 founder
members, the number increasing to 134 members by 1999, of which 100 were
developing countries. Whereas GATT was a provisional treaty and concerned only
with trade matters, the Geneva-based WTO has official status and increased scope.

e The Uruguay Round set out a number of WTO Agreements, binding on
the WTO members, which cover a continued commitment to the elimination of
tariffs, plus the protection of intellectual property rights, trade in services, the
promotion of liberalized unfair trade standards, harmonization of health and an attack
on safety standards, rules of-origin and government procurement and the elimination
of technical standards as barriers to trade. The decision-making process inside the
WTO seeks to achieve decision by consensus, but if this fails, a three-quarter majority
voting procedure on a one-country, one-vote basis is applied, subject to time limits
and the right of appeal.

Q Members of the WTO have agreed not to take unilateral action against
rule violations. To discourage such action a dispute resolution process, in which a
panel of the WTO’s Dispute Settlement Body investigates complaints, was designed

to settle disputes quickly, that is, within one year. In the event of non-compliance

with a panel’s decisions, the aggrieved country may apply tariffs on imports from the
offending country or region to provide compensation for damages sustained. But the
WTO has no power to stop countries procrastinating or taking unilateral action—
opportunities that have been exploited to the full by the triad countries.

e Opponents of the WTO, who feel that the WTO contributes to the
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widening gap between developed and developing countries, favour their version of
fair trade, which includes improved market access for developing countries, proactive
discrimination in favour of female labour ethical tourism and trade discrimination
against abuses of child labour and human rights. But the WTO does not accept this
contentious concept of fair trade, which seriously challenges the backbone of the
WTO, namely, a commitment to trade liberalization, reciprocity and the most
favoured nation clause as the basis for equitable treatment for all countries, so that
the WTO will not even sanction trade discrimination against countries that abuse
human rights. For example, the WTO argues that countries with high labour
standards cannot use these to prevent imports from countries with lower standards,
such as the payment of below-subsistence wages and the employment of child labour.
The WTO's view is that standards will improve with the increases in economic growth
and development that will be the consequence of a more liberal international trade
and investment regime.

e A major advance in the scope of the GATT /WTO agenda has been the
introduction of measures to regulate Trade-Related Intellectual Property Rights
(TRIPS) , Trade-Related Investment Measures ( TRIMS) and the General Agreement
on Trade in Services (GATS). Despite the emphasis on trade in the descriptors of
these agreements, the fact is that foreign direct investment is part and parcel of these
agreements because such investment is a primary vehicle through which international
trade, via intra-firm trade, and technology transfer ( at the heart of intellectual
property issues) take place. For example, the opening up and internationalisation of
the telecommunications industry owes a debt to the provisions for investment made in
the GATS, and motor manufacturers can now source components from abroad
without meeting local content requirements as a consequence of TRIMS.

Trade-Related Intellectual Property Rights (TRIPS)

@ Among developed countries a serious issue concerns the rapid growth of
parallel imports and the emergence of grey markets. At the centre of the issue is the
adoption by firms of price discrimination strategies between cross-border markets to
exploit the monopoly power granted to them as owners of branded goods protected
by patents or trademarks. Parallel imports occur when retailers of branded goods in
high-priced market are able to buy in the cheap locations and sell at discounted prices
in their own outlets. A grey market is said to exist when the proprietors of the

3 EEerTTEEn
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branded goods disapprove of parallel imports in their products. Parallel imports and
grey markets are particularly prevalent in the EU with its mix of high-and relatively
low-priced markets for individual products. Solutions to the problem are typically
sought at national and regional level (for example, the EU), but whether parallel
imports give expression to free trade or are an example of “unfair” trade gives some
of the flavour of the more general concern for the potential abuse of intellectual
property rights.

o Issues between developed and developing countries concerning the abuse
of intellectual property rights cover a wider range of issues than parallel importing.
These include counterfeiting ( poor-quality counterfeiting or otherwise) of branded
products “protected” by trademarks, the illegal use of expropriated trade marks,
false country of origin claims and the pirating of industrial designs and manufacturing
processes. Badly affected sectors in western nations include the arts and
entertainment books, records, CDs, software, pharmaceuticals, perfumery, wines,
fashion-ware, industrial components and industrial goods.

@ The World Intellectual Property Organization ( WIPO ), established in
1967 to adjudicate on multilateral agreements on intellectual property rights, has been
recognized as a specialised United Nations agency since 1974. During the Uruguay
Round, most members of GATT felt that WIPO, not GATT, was the appropriate
arbiter of agreements and rules, but the EU, Japan and the USA were keen to have
intellectual property issues included in the Uruguay Round and succeeded in doing so.
When the TRIPS Agreement was introduced in January 1995, it signified a major, but
controversial, addition to the responsibilities of the WTO compared to GATT. The
developing countries are concerned that rules to strengthen intellectual property rights
serve to perpetuate the technological advantage that developed countries already
have. Many developing countries, lacking the innovative and entrepreneurial capacity
of the west, regard the stiffer protection of intellectual property as an obstacle to
economic development, which is dependent on cheap access to innovations and
technology. In western nations, protection of intellectual property, and therefore the
creation of temporary monopoly power, is seen as essential to encourage innovation
and entrepreneurial risk taking. In time, as the protection runs out, as with patent
protection, ownership takes on the characteristics of a universally free good. The
issue, therefore, concerns the optimum length of protection and encouragement of
commercial innovation versus the socially optimum timing of knowledge diffusion,

[ e
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over which there are serious differences of opinions between developed and
developing countries.

9 Whatever the differences, the TRIPS Agreement aims to strengthen,
protect and enforce intellectual property rights. WTO members are required to treat
nationals of other member states no less favourably than their own and, should
privileges be granted, treat all nations the same. In other words, the most favoured
nation clause is evoked. Members are expected to observe a policy of non-
discrimination when granting patents, to protect organizations and individuals against
the disclosure of commercial secrets and to offer compensation and legal remedies
against abuse. The basic purpose of the TRIPS Agreement is to enhance the flow of
technology and proprietary knowledge to the developing world via foreign direct
investment. Developing countries are encouraged to participate in technical
cooperation and training programmes organized by the WIPO to make their
economies more receptive to the inflow of western technology. Nevertheless, many
developing countries believe that they are not ready or strong enough to accept the
consequences of stronger and more effective intellectual property laws.

Trade -Related Investment Measures ( TRIMS)

@ The TRIMS Agreement, by specifically focusing on foreign direct
investment for the first time on the WTO agenda, introduced a timescale for the
elimination of trade-related investment measures that were already disallowed under
the GATT but generally ignored. The Agreement clarifies the investment measures
applying to manufacturing enterprises that are inconsistent with the liberalization of
international trade and investment and seeks their removal over two years for
developed countries, five years for developing countries and seven years for the least
developing countries. These include measures by governments to dictate the behaviour

of firms with respect to local content requirements and export /output ratios.

@ The attempt by the WTO, through TRIMS, to seek to free foreign direct
investment from controls that are not imposed on domestic firms is another
contentious issue between developed and developing countries. Note, for example,
how the failure of the Organization for Economic Cooperation and Development
(OECD) to construct a set of guidelines was effectively sidelined by the weight of
opposition to the proposals.



The General Agreement on Trade in Services(GATS)

@ Through the GATS, the WTO proposes to match in services the progress
made by GATT to eliminate tariff barriers to trade in manufactures and by TRIMS and
TRIPS to reduce controls on foreign direct investment in manufacturing. The supply
of many services requires the physical presence of the supplier in the market. Indeed,
the growth of foreign direct investment is growing more rapidly in services than in
other sectors. The purpose of the GATS is to increase the international mobility of
services and to remove cross-border obstacles to service providers which international
firms depend on to manage their multinational operations. Although not a specific
investment agreement, the GATS recognizes that foreign investment is one of
several ways in which a service can gain access to a market. The services covered in
the agreements include communications, professional services, business services

such as consulting and advertising, distribution, including franchising, and financial

services.

| inception an act, process, or instance of beginning 745 ; 3% .
_ under the auspice of with the support and approval of Z.----- WA (R EZH)T
. provisional serving for the time being V& rt 8y, & £ ¢
~ procurement the act or process of procuring something, especially the
obtaining of military supplies by a government 3% #%; 4%
 unilateral of, relating to, or affecting one side of a subject £ @#y, ||
” Ay, £ I
sanction to officially accept or allow something it , 4234
~ vehicle something you use to achieve a particular purpose 44~ ‘
. monopoly exclusive ownership through legal privilege, command of
supply, or concerted action £, & Fk, H 2
~ proprietor a person who has the legal right or exclusive file to |

something Ff A %, &%
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expropriate to depnve of possession or propnetory nghts s?l z—’? aﬁ}ﬂ , /;Uli

component a consfituent part #j &% ; R4

arbiter a person with power to decide a dispute 2B A., 35 # ‘

entrepreneurial one who organizes, manages, and assumes the risks of a i
business or enterprise 4~k K &5 ; LA 4k KHh4d 44

optimum greatest degree attained or attainable under implied or !
specified conditions % i& & #)

 diffusion the act of making knowledge or information known over a wide |
area or to a lot of people ¥ # ; 3%

privilege a right or immunity granted as a peculiar benefit, advantage, =
or favor 4 Ax :

A b

1. GATT: General Agreement on Tariffs and Trade, X8 & % 5 S ihE & —1
B (8] 45 45 1 A R B AN B 5 RN 4 22 300 [l B b s, TRT AR 6 B PV AE o

2. Uruguay Round: “ S5 [EI5" R ], 1986 45 9 A 7E &7 = i3 i kr 1 Il s
TTRABMEMER LW, R EHIT—3 BTEL T NEL R 5 G #H—R iR

H W R ShERE T RHA '

3. Dispute Settlement Body: WTO 4 iifi#t AL , & — 0 1 5 S i it bR AL 1, to
J& WTO Al —&p4r , B2 A B ILEI A, EL T 2R R PR,

4. TRIPS: Agreement on Trade- Related Intellectual Property Rights, { 5% 5 &
R FRF=AI) , 2R E( S A5 (BIERE MRS EN) A R FR=A
W), B TRIPS , i WMSCR U AR FIR = AR BT i — A 24, Tl H R R =AU
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5. TRIMS: Agreement on Trade- Related Investment Measures , { 5 51 5 & & H)$%
BERE R L) , 2 1986 4 10 A FF 4R i S E Bl SR A B 5 R Z — , B At 7
5y AR ARIAR R 1A DL B4 o

6. GATS: General Agreement on Trade in Services, { k45 5 BhE)  MEHN
WTO P A A 4331 i —3R 43, Hxd iR 55 52 5 1 8 S C 4 & [ 3 ok 422 52

7. WIPO: World Intellectual Property Organization, i 5% IRFEHQE,,\, BXTF
HRPEAURS BUR . BESEENE2RIBIE, - 1T AERESNEKSEHIIA.
2014 44 A4k, 35 187 PG .
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8. OECD: Organization for Economic Cooperation and Development, %8354 1E

HERBALA, MHREaHA,

I . Decide whether the following statements are true [ T | or false [ F].
1. In 1999 there were 134 member countries in WTO, of which more than two thirds

are developed countries. ( )
2. The difference between GATT and WTO is that WTO only deals with trade issues
whereas GATT focuses on tariff-based issues. ( )

3. A major advance in the scope of the GATT/WTO agenda is the introduction of the
regulation of Trade-related Intellectual Property Rights, Trade-Related Investment
Measures, and the General Agreement on Trade in Services. ( )

4. In case of failure to achieve decision by consensus, WTO will apply a three-
quarter majority voting procedure. ( )

5. If countries take unilateral action against rule violations, WTO has no power to
stop them. ( )

6. The promotion of liberalized unfair trade standards is covered in the WTO
agreements set out by the Uruguay Round. : ( )

7. Parallel imports and grey markets are two serious issues among both developed
and developing countries. ( )

8. Parallel importing covers a wider range of issues than the abuse of intellectual

property rights. ( )
II. Fill in each blank with an appropriate word. The first letter of each word has
been given.

As an emerging economy, China strives to facilitate South-South cooperation and
urges the G20 to pay more attention to the i 1  of the developing world. In the context
of South-South ¢ 2 |, at the sixth G20 s 3 in 2011 in Cannes, France, China

announced it would grant zero-tariff t 4  to 97 percent of the t 5 items exported to
China from the least developed countries that have diplomatic ties with China. Also
through the G20 platform, China has participated in a wide range of international f 6
bodies, such as the Basel Committee on Banking Supervision and the Financial Stability
Board, and through the membership ¢ 7  reform, funding and other means, China is

gaining more clout in major international bodies. Moreover, based on the G20 platform,

8



