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Chapter 1

International Business

1. What Is Business?

Traditionally, business simply meant exchange or trade for things people
wanted or needed. but today it has a more technical definition, which is the
production, distribution. and sale of goods and service for a profit. Business’
includes production, 1. e. the creation of products or the offer of services.
distribution, sale and profit. One good example is the conversion of iron ore
into metal machine tool parts. The machine tools, made up of the various
parts, need to be moved {rom a factory to a market place or a machine
dealership, which is known as distribution. The sale means the exchange of
goods or services {or money. For example. a machine tool is sold to someone in
exchange {or money or a mechanic offers a service by repairing a machine tool
for money, which we call sales.

From the above, we can say, business is a combination of all these
activities: production. distribution and sale. through which profit or economic
surplus will be created. The major goal in functioning of any business company
is to make profit. the money that remains after all the expenses are paid. So.

creating profit or economic surplus is a primary goal of business activities.

2. What Is International Business?
|
International business as a field of management training deals with the
special features of business activities that cross national boundaries. These
activities may be movements of goods. services, capital, or personnel;

transfers of technology, information, or data. or even the supervision of
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employees. International business has emerged as a separate branch of
management training, because the growing scale and complexity of business
transactions across national boundaries gives rise to new and unique problems
of management and governmental policy that have received inadequate attention
in traditional areas of business and economics.

Business transactions that extend between different sovereign political
units are not new phenomena on the world economic scene, Some business
firms have had foreign direct investments and foreign operations for many
years, predominantly in (but not limited to) the fields of mining, petroleum,
and agriculture. Foreign trade, moreover, has a venerable history dating back
to the emergence of the nation-state. But since the end of World War [| a
dramatic change has occurred in the patterns of international business
activities. Thousands of business firms in many nations have developed into
multinational enterprises with ownership control or other links that cross
national boundaries. These firms take a global view of all aspects of business
— from markets to resources — and they integrate markets and production on
a world scale, Traditional international trade in the form of transactions
between independent firms in different nations has continued to grow. But the
relative importance of trade in the total picture has declined to other forms of
cross-border business transactions which have expanded more rapidly.

The international business field is concerned with the issues facing
international companies and governments in dealing with all types of cross-
border business transactions. The field encompasses international transactions
in commodities, international transfers of intangibles such as technology and
data, and the performance of international services such as banking and
transportation, It gives special attention to the multinational enterprise — an
enterprise based in one country and operating in one or more other countries —
and the full range of methods open to such enterprises for doing business

internationally.

3. The Scope of International Business Activities

The scope of international business covers a wide range of significant
business sectors. International transactions in physical goods involve products
from mining, petroleum, agriculture. and manufacturing activities.

Transactions in services are extensive in the construction, hotel, tourism,
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business consulting, and retailing and wholesaling sectors; in financial areas
such as commercial and investment banking, securities, and insurance; in air
and ocean transportation; and in communications media such as radio,
television, telegraph, telephone. magazines, books, newspapers, news
services, and movies. Transactions in intangibles occur in fields such as
technology, trademarks, and cross-border data transmission.

International business activities also include an extensive range of optional
methods available to {irms for doing business internationally that involve
different degrees of foreign direct investment commitments. Even where it
assumes an ownership position in foreign facilities. the firm has options
ranging {orm the construction of sales offices, warehouses. and packaging and
assembly operations to full-scale production facilities.

Foreign direct investments are defined as investments that give the
investor effective control and are accompanied by managerial participation. In
contrast. portfolio investments are undertaken for the sake of obtaining
investment income or capital gains rather than entrepreneurial income. The
dividing line between direct and portfolio investments is often difficult to
determine.

Direct investment may be financed in a number of ways other than through
capital movements abroad. Foreign investments may be {inanced by borrowing
locally, by reinvesting foreign earnings. by the sale to the foreign affiliate of
non-financial assets such as technology. or through funds generated by
licensing {ees and payments for management services to the parent company.
More accurately, direct foreign investment is not so much international capital
movement as capital formation abroad.

Without making foreign direct investment commitments, firms can engage
in international business through exporting and importing, licensing of
nonaffiliated foreign firms, sale of technology. foreign management contracts.,
and selling turnkey projects. In a turnkey project. the seller plans, constructs.
and places in operation a foreign facility that is then transferred to a local
owner, The seller receives a fee for its services but usually retains no
ownership interest,

In addition to options as to scale and type of foreign operations. the direct
investment approach offers a range of possibilities as to ownership patterns,
Foreign facilities may be wholly owned or may be a joint venture with one or
more partners. The partners may be private firms or governments in the host
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country or they may be other international {irms of different nationalities.

4. International Risk

The special risk elements confronted in international business activity
include financial, political, regulatory, and tax risks. They arise from causes
such as the existence of different currencies, monetary standards, and national
goals; but they are all measurable through their effect on profitability or
ownership.

The financial risk elements involve balance-of-payments considerations,
varying exchange rates, differential inflation trends among Countriés, and
divergent interest rates. In the political area, the risk of expropriation or lesser
harassment directed toward the foreign firm must be considered for many years
ahead when heavy capital investments are being contemplated. The regulatory
risks arise from different legal systems. overlapping jurisdictions, and
dissimilar policies that influence such conditions as the regulation of restrictive
business practices and the application of antitrust laws. In the tax field,
unforeseen changes in fiscal policies can affect significantly the profitability of
the multinational corporation. Furthermore uncertainty as to application of tax
laws frequently creates a risk of double taxation.

The need has become recognized for a continuing business intelligence
activity of considerable complexity to identify and predict international risks.
Ideally international risks should be analyzed for underlying causal forces, and
projections into the future should be formulated in terms of probabilities and

quantified in terms of potential costs,

5. On International Business Law

The international businessperson expands across different national borders
and operates in many foreign legal environments. Therelore, the world
businessperson. unlike the wholly domestic businessperson, has to take into
account complex and diverse legal constraints, In some cases, those constraints
are not only ambiguous but may be subject to recurring change.

What is international business law? Is it capable of definition? Where can
it be found? These are some of the questions that concern business managers as

they formulate international business policy.



