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LLesson 1

International Business

International business refers to! transaction 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 invoives more factors and thus is more
complicated than domestic business. The followings are some ma-
jor differences between the two.

1. The countries involved often have ditferent 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 convertion etc. Uncertainties and
even risks are often involved in the use of a foreign currency.

3. Cultural differences including language, customs, tradi-
tions, religion, value, behavior 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, mak-
ing international business more complex than domestic business.

With the development of economic globalisation, few people

or companies can completely stay away from international business.
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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,
1. 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 different kind of
trade in the form of transportation, communication, banking, in-
surance, consulting, information etc. gradually became more and
more important. This type of trade is called invisible trade. Today,
the contribution of service industries® of the developed countries
constitutes over 602 of their gross domestic products’ and account
for an increasing proportion of world trade.

Another important form of international business is supplying
capital by residents of one country to another, known as interna-
tional investment. Such investments can be classified into two cate-
gories, The first kind of investments, foreign direct investments or
FDI for short is made for returns through controlling the enterpri-
ses or assets invested in in!® a host country. The host country is a
foreign country 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 invest-
ment, 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 amounts, say 25 thousand US dollars.

Besides trade and investment, international licensing and fran-
chising are sometimes taken as a means of entering a foreign mar-
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ket. In licensing, a firm leases the right to use its intellectual
property” to a firm in another country. Such intellectual 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 royalty. Besides, they can benefit from locational ad-
vantages 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 protection since the licensor may
have difficulty in enforcing licensing agreement.

Franchising can be regarded as a special form of licensing, Un-
der franchising, a firm, called the franchisee, is allowed to oper-
ate 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
licenser and the licensee, the franchiser has more control over and
provides more support for the franchisee'’.

The franchiser'® can develop internationally and gain access to
useful information 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 popular especially in ho-
tel and restaurant business.

Other forms for participating in international business are
management contract, contract manufacturing, and turnkey pro-
ject,

Under a management contract, one company offers managerial
or other specialized services to another within a particular period
for a flat’® payment or a percentage of the relevant business vol-
ume. Sometimes bonuses based on profitability or sales growth are
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also specialized in management contracts. Government policies of-
ten have a lot to do with management contracts. When a govern-
ment forbids foreign 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 contrac-
ting 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, contrac-
ting and facility equipping before 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 origi-
nal 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 pro-
ject, a firm operate a facility for a period of time after building it
up before finally transferring it to a foreign company. Making prof-
it 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.



Words and Expressions

transaction - . n.
customs area

in compliance with
conversion n.
visible trade

resale n.
invisible trade
gross domestic product
for short

account for
headquarters n.
trap n.

portfolio investment

stocks n.
bonds n.
maturity n.

certificate of deposit

other than
licensing n.
franchising n.
trademark n.
advisable a.
patent n.
royalty n.
copyright n.
licensor n.
licensee n,
franchiser n.
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franchisee n. BEZFFRA

logo 7. R, i

management contract cgtift e

expertise . AR

bonus n. af, e, Hly

flat a. —R/, TN

value chain YHEH%

contract manufacturing R

turnkey project “THRL” L

BOT g, 258, B3 (Build, Operate,
Transfer)

stand for =, 1UFR

variant  n. A, B
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