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Chapter 1
INTERNATIONAL BUSINESS;
AN OVERVIEW

International business includes any type of business activi-
ties that cross national borders”. These activities may be
movements of goods, services, capital, or personnel; transfers

* of technology, information. or data; or even the supervision®
of employees. International business has emerged as "4 sepa-
rate branch of study® and management training, because the
growing scale and complexity of business transactions across
*national boundaries® “give rise to® new and unique® problems
of management and government policy that have received inad-
equate attention in ‘traditional areas® of business and eco-
nomics. International business differs from domestic business
*in that® a firm operating accross borders must deal with the
forces of three kinds of environments—domestic, foreign, and
international. In contrast, the company whose business activi-
ties are carried out within the borders of one country needs to

be concerned essentially with only the domestic environment.
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Even in this case, however, no domestic firm is entirely “free
from™ the foreign or international environmental forces because
the possibility of having to face foreign competition from im-
ports or foreign competitors who set up operations in its own

market is always present.

Motivation® For International Business

There are three major motivations for firms to pursue in-
ternational business. These are to expand sales, to acquire re-

sources, and to diversify® sources of sales and supplies.

1. Sales Expansion

Sales are limited by the number of people interested in a
firm’s products and services and by the customers’ capacity®
to make purchases. Since the number of people is larger and
the degree of their *purchasing power® is higher for the world
as a whole than for a single country, firms may increase their
sales potentials® by defining markets in international terms®.

Ordinarily larger sales mean higher profits. If, for exam-
ple, each sales unit has the same mark-up®, more volume

translates® to more profits. International sales are thus a major
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motive for firms’ expansion into international business. A
United Nations study indicated that among the largest industri-
al firms in the world, about 40 percent of their sales come from

outside their *home markets®.

2. Resource, Technology and Know-how® Acquisition®

Few nations possess sufficient domestic supply of all the
resources needed by their firms. Sometimes, firms of devel-
oped countries procure resources from developing countries to
reduce their costs, thus increasing their *market shares® and
profits. An important reason often cited® by firms of develop-
ing countries investing in developed countries is the acquiring of

advanced technology and management know-how.

3. Geographical Diversification

Companies usually prefer to avoid *wild swings® in their
sales and profits; so they seek out foreign markets and procure-
ment *as a means to this end®. Many Western firms "take ad-
vantage of @ the fact that the *timing of business cycles Gitters
among countries. Thus while sales decrease in one country that
is experiencing a recession@®, they increase in another that is

undergoing recovery®. Also, by depending on supplies of the
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same product or component from different countries, a compa-
ny may be able to avoid the full impact of price swings or short-
ages in any one country that might be ‘brought about™, for

example, by a strike.

Types of International Business

An international company can achieve its international
_ business aims via. different forms of activities—ranging from
imports and exports of merchandise through contrctual ar-

rangements to direct investment.

1. Merchandise Imports and Exports

Merchandise exports are goods sent out of a country,
whereas merchandise imports are goods brought in.

Exporting and importing of goods are the major sources of

international revenue® and expenditure® for most countries.

Among companies engaged in some form of international busi- -

ness, more are involved in importing and exporting than in any
other type of transaction.

Importing and/or exporting is usually, but not always,
the first type of foreign operations in which a firm gets in-

volved. This is because at an early stage of international in-
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