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Part One

Introduction to International Business






Unit 1

Studying International Business—an Introduction

1. What Is International Business?

International business consists of business activities that are
conducted across national boundaries. Such activities generally
involve the transfer of resources, goods or services from nation to
nation. Sometimes business across the borders of different customs
areas of the same country is also considered as international business,
such as import and export between Hong Kong and Taiwan.

We call the transfer of resources international investment, and
the transfer of goods, or services international trade.

International trade, for example, involves movements of
products, commodities, or services from sellers located in one nation
to buyers located in another nation, while international investment
involves the transfer of resources, such as capital or technological

know-how.
2. International Business Activities

(1) International trade
Historically, international business activity first took the form of
international trade, which mainly covers exporting and importing.

Exporting is the selling of products made in one’s own country
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for use or resale in other countries.

Importing is the buying of products made in other countries for
use or resale in one’s own country.

Trade in goods, that is, tangible products such as clothing,
foodstuffs and machinery is called merchandise export and import
in the U.S. and visible trade in Great Britain.

Trade in services, that is, intangible products such as travel,
banking, consultancy, education, transportation, and insurance is
called service export and import in the U.S. and invisible trade in
Great Britain.

(2) International investment

The second major form of international business activity is
international investment, which is divided into the following
categories: foreign direct investments (FDI), joint ventures, and
portfolio investments.

Foreign direct investments (FDI): They are investments made
for the purpose of actively controlling property, assets, or companies
located in host countries (The country in which the parent company’s
headquarters is located is called the home country, any other country
in which it operates is known as a host country). An example of FDI
is Motorola (China) Electronics Co. Ltd. in TEDA (Tianjin
Economic-Technological Development Area), Tianjin.

Joint ventures: Joint ventures are created when two or more
firms agree to work together and create a jointly owned separate firm
to promote their mutual interests. Many joint ventures are owned
equally by the founding firms, although unequal ownership is also
common. A typical example of this kind is a Chinese-American

jointly owned pharmaceutical company in Tianjin—Tianjin Smith
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Kline & French Laboratories Ltd.

The joint venture agreement sometimes may provide for
changes in ownership shares. For example, initial ownership of the
joint venture Beijing Jeep was divided equally between its owners,
American Motors Corporation and the city owned Beijing
Automotive Works. However, the joint venture agreement allows
American Motors to increase its ownership stake in Beijing Jeep to
70% by using its share of the profits to purchase additional shares.

Portfolio investments: They are purchases of foreign financial
assets (stocks, bonds, and certificates of deposit) for a purpose other
than control and in anticipation of returns. Companies, individuals,
private groups, or public bodies can all invest in foreign locations
through such purchases.

(3) Other forms of international business activities

Besides the activities discussed above, international business
activity can take several other forms, and the most important of them
are licensing, franchising, management contracts, contract
manufacturing, and turnkey project.

Licensing: A firm in one country licenses the use of some or all
of its intellectual property (patents, trademarks, brand names,
copyrights, or trade secrets) to a firm in a second country in return
for a royalty payment. For example, the Walt Disney Company may
permit a Shanghai clothing manufacturer to make children’s pajamas
embroidered with Mickey Mouse’s smiling face in return for a
percentage of the company’s sales.

Franchising: A firm in one country (the franchiser) authorizes a
firm in a second country (the franchisee) to use its brand narmes,

logos, and operating methods in return for a royalty payment. For
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example, McDonald’s Corporation franchises its fast-food restaurants
worldwide. Franchising can be viewed as a special form of licensing.
In comparison with the relation between the licensor and licensee,
the franchiser has more control over and provides more support for
the franchisee.

Management contracts: A firm in one country agrees to send
some of its managers to assist a firm in another country and to train
its personnel to take managerial positions for an agreed-upon fee.
Management contracts are common, for example, in the international
hotel industry.

Contract manufacturing: To reduce their overhead costs, many
types of organizations will offload the machining of various
components to other companies in a process called contract
manufacturing. This method benefits both companies as the
outsourcing company employs less labor, uses fewer raw materials,
saves on space, and receives finished or semi-finished components
that can be processed further or directly used.

Mutual trust needs to be established with clear terms and
conditions put in place. The outsourcing company provides the
required drawings and lays down the process to be followed. It may
even offer special tools, tooling, jigs/fixtures, machinery, and skilled
personnel to help and monitor the process.

Turnkey project: For an international turnkey project, a firm
signs a contract with a foreign purchaser and undertakes all the
designing, contracting 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



