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Lesson One

International business refers to transactions between parties from different
countries. Sometimes business across the borders of different customs areas of the
same country is also regarded as import and export, such as business between
Hong Kong and Taiwan.

International business involves more factors and thus is more complicated than
domestic business. The following are some major differences between the two.

1. The countries involved often have different legal systems, and one or more

parties will have to adjust themselves to operate in compliance with the foreign

law.

’ 2. Different counties usually use different currencies and the parties concerned
will have to decide which currency to use and do everything necessary as regards
conversion etc. . Uncertainties and even risks are often involved in the use of a for-
eign currency.

3. Cultural differences including language, customs, traditions, religion,
value, behaviour etc. often constitute challenges and even traps for people engaged
in international business. :

4. Countries vary in natural and economic conditions and may have different
policies towards foreign trade and investment, making international business more
complex than domestic business.

With the development of economic globalization, few people or companies can
completely stay away from international business. Some knowledge in this respect

is necessary both for the benefit of enterprises and personal advancement.

International business first took the form of commodity trade, i.e. exporting
and importing goods produced or manufactured in one country for consumption or
resale in another. This form of trade is also referred to as visible trade. Later a dif-
ferent kind of trade in the form of transportation, communication, banking, in-

surance, consulting, information etc. gradually became more and more important.
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This type of trade is called invisible trade. Today, the contribution of service
industries of the developed countries constitutes over 60% of their gross domestic
products and account for an increasing proportion of world trade.

Another important form of international business is supplying capital by resi-
dents of one country to another, known as international investment. Such invest-
ments can be classified into two categories. The first kind of investments, foreign
direct investments or FDI for short is made for returns through controlling the en-

terprises or assets invested in in a host country. The host country is a foreign coun-

try where the investor operates, while the country where the headquarters of the
investor is located is called the home country. The second kind of investment,
portfolio investment, refers to purchases of foreign financial assets for a purpose
other than controlling. Such financial assets may be stocks, bonds or certificates of
deposit. Stocks are also called capital stocks or bonds. Bonds are papers issued by a
government or a firm with promise to pay back the money lent or invested together

with interest. The maturity period of a bond is at least one year, often longer, for

example five, or even ten years. Certificates of deposit generally involve large a-
mounts, say 25 thousand US dollars.

Besides trade and investment, international licensing and franchising are
sometimes taken as a means of entering a foreign market. In licensing, a firm lea-

ses the right to use its intellectual property to a firm in another country. Such intel-

lectual property may be trademarks, brand names, patents, copyrights or tech-
nology. Firms choose licensing because they do not have to make cash payments to
start business, and can simply receive income in the form of rdyalty. Besides, they
can benefit from location advantages of foreign operation without any obligations in
ownership or management. The use of licensing is particularly encouraged by high
customs duty and non-tariff barriers on the part of the host country. However it is
not advisable to use licensing in countries with weak intellectual property protec-
tion since the licensor may have difficulty in enforcing licensing agreement.
Franchising can be regarded as a special form of licensing. Under franchising,
a firm, called the franchisee, is allowed to operate in the name of another, called
the franchiser who provides the former with trademarks, brand names, logos,
and operating techniques for royalty. In comparison with the relation between the

licensor and the licensee, the franchiser has more control over and provides more

i



support for the franchisee.

The franchiser can develop internationally and gain access to useful informa-

tion about the local market with little risk and cost, and the franchisee can easily

get into a business with established products or services. Franchising is fairly popu-
lar especially in hotel and restaurant business.

Other forms for participating in international business are management con-
tract, contract manufacturing, and turnkey project.

Under a management contract, one company offers managerial or other spe-
cialized services to another within a particular period for a flat payment or a per-
centage of the relevant business volume. Sometimes bonuses based on profitability
or sales growth are also specified in management contracts. Government policies of-
ten have a lot to do with management contracts. When a government forbids for-

eign ownership in certain industries it considers to be of strategic importance but

lacks the expertise for operation, management contracts may be a practical choice
enabling a foreign company to operate in the industry without owning the assets.

By contract manufacturing, a firm can concentrate on their strongest part in
the value chain, e. g. marketing, while contracting with foreign companies for the
manufacture of their products. Such firms can reduce the amount of their resources
devoted to manufacture and benefit from location advantages from production in
host countries. However, loss of control over the production process may give rise
to problems in respect of quality and time of delivery.

For an international turnkey project, a firm signs a contract with a foreign
purchaser and undertakes all the designing, contracting and facility equipping be-
fore 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.

BOT is a popular variant of the turnkey project where B stands for build, O

for operate and T for transfer. For a BOT project, a firm operates a facility for a
period of time after building it up before finally transferring it to a foreign compa-
ny. Making profit from operating the project for a period is the major difference be-
tween BOT and the common turnkey project. Needless to say, the contractor has

to bear the financial and other risks that may occur in the period of operation.

o]



Words and Expressions
£RAE5EIE

1 | transaction n. 25
2 | customs area FPiL X
'3 | in compliance with WM, R
4 conversion n. B2 b
5 | visible trade HILAS
6 | resale n. g
7 | invisible trade TR 5
8 | gross domestic product B A 7= Sl
9 | for short 45N
10 | account for oo LA -
1‘1 headquarters n. B
12 | trap n. RS
13 | portfolio investment HEFR %
14 | stocks i
15 | bonds fiis
16 | maturity (G 2, 3E
17 | certificate of deposit KA
18 | other than MAR
- 19 | licensing HAILE
20 | franchising WF2E
| 21 | trademark n. RitR
22 | advisable adj. ATFTHY, EH4H
23 | patent n. LH|
124 | royalty n. SRR, VA%, B
25 | copyright n RRAL |
| 26 | licensor n. BTN
27 | licensee n. BEZVFRTA
28 | franchiser n BTN
29 | franchisee n BZRRFHA
30 | logo n. iR, FRic
31 | management contract ZE A
32 | expertise 7. LI 1HHA
33 | bonus n. a7, %4, By
34 | flat adj. —R8, A
| 35 | contract manufacturing AL
36 | value chain Hr{EsE




| turnkey project ACHR TR

B | BOT (Build-Operate-Transfer) BER—Z2E B
| | stand for =, &
| variant n ¥, Ak

Explanations and Comments
T
This lesson offers an overall picture of international business, covering its
definition, features, and major types.
A VRN E PR 55 ROMER , EAEE L. FER R EEE,
Part One ( Paragraph 1) gives the definition of international busi-
ness. Attention should be paid to the fact that transactions between different cus-

toms areas are also regarded as import and export though they are not done inter-

nationally.

H—W GE—BD T ERRFE L. EEFE—EZNA RSB X
Z AR 45 3SR et 6 3l

L fE ]

[refer to). concerning, directed towards $§ FJ /&, It is also often used to
mean “consult, look up GE#, #M)”. e. g refer to the teacher IHH Efi; refer
to the dictionary ZF L, Remember to use the prep. “to” after “refer”. R ZhiA
“refer” J5THEIFA1E “to”,

[parties): M4FEAN. 2 5%, SEBIEM. A party can be a person, an or-
ganization or even a country. “Party” A[$§ A. ALK E XK. e g China was a
contracting party to GATT. HEEXFH L ERLGFLE .

[customs area): XPiX. A customs area is usually a sovereign country. But a
part of a country may also have independent customs and thus becomes a customs
area. e. g. Hong Kong, Macao, and Taiwan of China. &#i X — 2 —4~ ENE
K, HEN—ERO—IB BT ERE— N XBX, WHEREE. B,
am,

Part Two (Paragraphs 2 - 6) tells us the features of international business as
compared with domestic business. To put it simple, international business involves
more factors and is therefore more complicated as it is conducted in different legal

systems, cultural backgrounds, and natural and economic conditions, and the



parties concerned have to deal with different currencies.

P CEBESHAB) WRERR S 5ENB SRR S, [
<, EERRSRERFERGRE . LB R, AREE. 2FRETF T,
HRETTHERARFRET, WENFSYROEEES, FLEEZ.

Lz

[in complianée with]: in accordance with regulations, laws etc. S )

[currency]: money in use in a country, generally a bit more formal than the
word “money”. $8i, —&#K “money” F—ik

Kconversion]: change of money #¢fi 5i#f:. The verb form is “convert”. Hzh
WJEJE “convert”, e. g.to convert Renminbi into US dollar AR T 54 5
EIT,

[conditions]; The word is used in the plural form as it refers to specific cir-
cumstances. X FIATEIAE RS, AT 84, BHE . However, it
is uncountable when used in the general sense. {H 45 2 M & iR A 7] %42 37
e. g. in good condition, in poor condition etc. .

Part Three (Paragraph 7) is a transitional paragraph, introducing the major
types of international business mentioned below.

B GELBD BAUER, 51T CERES M BB,

iz

[personal advancement] personal improvement, progress and promotion 4~ A
HgmE. #HE. B,

Part Four (Paragraph 8) is about trade which is further divided into commod-
ity trade or visible trade and service trade or invisible trade.

EIUES GEABD JHRRS, SNBERRS (IHRERAS) MRS RS
(XHEIERG) .«

[tz

[one ... another]: When the expression is used, three or more parties are gen-
erally involved. When it only involves two parties “the one ... the other” is to be
used. WK =TS LA “one... another”, ¥ K% HiFitH “the one ... the other”,

[banking)]: The business run by the bank. It is different from the word
“bank”. $88RFTIL. RTINS, 5 “bank” & UA[H.

[industries]: The word here means “# ), f7\l” instead of “T\k”. It is in

ni8h



plural form since it refers to various specific service industries such as transporta-
tion, banking, insurance, etc.. 83, W17, RESESFIRS L, BOAEE.

[gross domestic product (GDP)): Though translated into “[E P4 /= MME”, it
can be used to describe the total output of a province or even a county. A T3
H—EHEHE—-HKE{E . e. g The GDP of Guangdong Province is many times
larger than that of Qinghai Province. 7344 1) GDP L35 548 KiF24% .

Part Five (Paragraph 9) is on investment which is again classified into foreign
direct investment, FDI for short, and portfolio investment, and learners should
know the differences between them.

I GELBO PHRHE, WIFSMEEERE (R FDD FHEZR 85,
N R X B T F AR

i1

[for short): as a shorter form & #K. e. g. The World Trade Organization,
WTO for short, started operation in 1995. #5542, fH WTO, 1995 4EFF
hisfe.

[assets): The word is usually in plural form when used in the sense of things
with money value owned by a person or an organization. “Assets ” YEW=. %=
fife e 38 AR S

[in in): The two “in’s” in the sentence “

... through controlling the enterpri-
ses or assets invested in in a host country. ” i:)lay different roles and neither-can be
omitted. The first “in” is used together with the verb “invest”, with “enterprises”
and “assets” as its object. ANEJHF A in WIEFI AR, #AREY E. B —1 in fl
invest ., HZE1E R enterprises fll assets, &5 /" in [EIE 2 host country,
[host country): the country where foreign investment is made &% A< 18 [H .
[headquarters): %3, The word is always used in the plural form. “Head-
quarters” BJEAEFOEX .
[home country): the country where the headquarters of the investor is &% [,
[financial assets]: 4:fl%7=, referring to stocks, bonds etc. F5A%EE . ﬁ‘i#%“j:c
[bonds): papers issued by a company or a government as certificate for having
raised funds by way of borrowing with promise to pay back with interest when
due. The maturity period of a bond is usually quite long, for instance 10 or 20
years, or even longer. fiid%, HARIBBUNZFT, BIR—MBEK, 7k 10 48 20
F, EEEK,

vl



