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UNIT ONE

UNIT ONE
IMPORTANCE OF INTERNATIONAL TRADE

Ever since the first national borders were formed, international business has been
conducted by nations and individuals., In many instances, international business itself
has been a major force in shaping borders and changing world history.

As an example, international business played a vital role in the formation and de-
cline of the Roman Empire, whose impact on thought, knowledge, and development can
still be felt today. Although we read about the marching of the Roman legions, it was
not through military might that the empire came about. The Romans used as a major
stimulus the Pax Romana, or Roman peace. This ensured that merchants were able to
travel safely on roads built, maintained, and protected by the Roman legions and their
affiliated troops. A second stimulus was the use of common coinage, which enabled bus-
iness transactions to be carried out and easily compared throughout the empire. In addi-
tion, Rome developed a systematic law, central market locations through the founding
of cities, and an effective communication system; all of these actions contributed to the
functioning of the marketplace and a reduction of business uncertainty.

International business flourished within the empire, and the improved standard of
living within the empire became apparent to those outside. Soon city-nations and tribes
that were not part of the empire decided to join as allies., They agreed to pay tribute and
taxes because the benefits were greater than the drawbacks. Thus the immense growth
of the Roman Empire occurred mainly through the linkages of business.

The fact that international business was one of the primary factors that held the em-
pire together can also be seen in the decline of Rome., When “barbaric” tribes overran
the empire, again it was not mainly through war and prolonged battles that Rome lost
ground. Rather, outside tribes were attacking an empire that was already substantially
weakened at its foundations because of infighting and increasing decadence. The Roman
peace was no longer enforced, the use and acceptance of the common coinage had de-
clined, and communications no longer worked as well. Therefore, affiliation with the
empire no longer offered the benefits of the past. Former allies, no longer seeing any
benefits in their association with Rome, willingly cooperated with invaders rather than
face prolonged battles.

Similar patterns also can be seen during later cycles of history. The British Empire
grew mainly through its effective international business policy, which provided for effi-
cient transportation, intensive trade, and an insistence on open markets, More recently,
the United States developed a world leadership position largely due to its championship
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of market-based business transactions in the Western world, the broad flow of ideas,
products, and services across national borders, and an encouragement of international
communication and transportation. One could say the period from 1945 to 1990 was, for
Western countries, characterized by a Pax Americana, an American peace.

World trade and investment have assumed a heretofore unknown importance to the
global community. In past centuries, trade was conducted internationally but not at the
level or with the impact on nations, firms, and individuals that it has recently achieved.
In the past 20 years alone, the volume of international trade has expanded from $ 200
billion to more than $ 4 trillion. The growth in both the volume and value of trade has
greatly exceeded the level of overall world growth,

During the same time, foreign direct investment grew tenfold, from $ 211 billion to
more than $ 2. 13 trillion in 1993. Multiriational corporations have invested in countries
around the globe, with more than 800 of them having sales of more than $1 billion.
Countries that have never been thought of as major participants have emerged as major
economic powers. Individuals and firms have come to recognize that they are competing
not only domestically but in a global marketplace. As a result, the international market
has taken on a new dynamic, characterized by major change.

International business has forged a network of global linkages around the world that
binds us all — countries, institutions, and individuals —much closer than ever before.
These linkages tie together trade, financial markets, technology, and living standards in
an unprecedented way. They were first widely recognized during the worldwide oil
shock of the 1970s and have been apparent since then, A freeze in Brazil and its effect on
coffee production are felt around the world. The sudden decline in the Mexican peso af-
fected financial markets in the United States and in all emerging economies and reverber-
ated throughout Poland, Hungary, and the Czech Republic. Iraq’s invasion of Kuwait
and the subsequent Persian Gulf War affected oil prices, stock markets, trade, and trav-
el flows in all corners of the earth.

International business has also brought a global reorientation in production strate-
gies. Only a few decades ago, for example, it would have been thought impossible to
produce parts for a car in more than one country, assemble it in another, and sell it in
yet other countries around the world. Yet such global strategies, coupled with produc-
tion and distribution sharing, are common today. Firms are also linked to each other
through global supply agreements and joint undertakings in research and development.

Not only the production of products has become global. Increasingly, service firms
are part of the international scene, Banks, insurance companies, software firms, and u-
niversities are participating to a growing degree in the international marketplace.

The level of international investment is at an unprecedented high. Multinational
corporations conducting such investments have become corporate giants which, in terms
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of sales, can be bigger than entire nations. Ford's sales are greater than Saudi Arabia’s
and Norways economies. Philip Morris's annual sales exceed New Zealand's gross do-
mestic product. Global investment strategies have had major effects on the patterns of
trade. For example, many export and import flows are the result of multinational corpo-
rations shipping products to or from their subsidaries. Such global investment also
forces companies to recognize and play by new rules in areas such as business practices,
legal requirements, and ethics.

Concurrently, an increasing regionalization is taking place around the world, resul-
ting in the split-up of countries in somé areas of the world and the development of coun-
try and trading blocs in others. Over time, firms may find that the free flow of goods,
services, and capital encounters more impediments as regions become more inward-loo-
king.

Not only is the environment changing, but the pace of change is accelerating. “A
boy who saw the Wright brothers fly for a few seconds at Kitty Hawk in 1903 could
have watched Apollo II land on the moon in 1969. The first electronic computer was
built in 1946; today the world rushes from the mechanical into the electronic age. The
double helix was first unveiled in 1953; today biotechnology threatens to remake man-
kind, ”

These changes and the speed with which they come about significantly affect coun-
tries, corporations, and individuals, For example, the relative participation of countries
in world trade is shifting. It is reported that the relative market shares of Western Eu-
rope in trade has been declining. For the United States, the export share has declined
while the import share has increased. Concurrent with these shifts, the market shares of
Japan, Southeast Asian countries, and China have increased.

The composition of trade also has been changing. The role of primary commodities
has dropped precipitously while the importance of manufactured goods has increased o-
ver the past twenty years,

Times are changing. Individuals, corporations, and policymakers have awakened to
the fact that international business is a major imperative and opportunity for future
growth and prosperity. International business offers access to new customers, affords e-
conomies of scale, and permits the honing of competitive skills. Performing well in
global markets is the key to improved standards of living and higher profits. Knowledge -
about international business is therefore important to everyone, whether it is used to

compete with foreign firms or simply to add to an understanding of the world around us.

New Words and Expressions

the Roman Empire ¥ B7FEH
impact n. RW;RidE
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the Roman legions % S EH

Pax Romana % B E4IRT 8 fF
merchant n. FA

affiliate vt. B T;HAIER

affiliation n. HBRE,BKR;HEIWHKE
coinage n. BT ;TR BET

contribute to HHIT ;&R

flourish wi. JBRE%; M¢AE

city-nation n. RFCHMI B EERZHEH)
ally n. BEBE BE;EK

pay tributes and taxes Z4§TFIZH

drawback n.  RF| ;GG BB

immense adj. KK ;REH

linkage n. BR&S,BREE;BEED

barbaric tribes BfEE %

overrun vl f? o » R s B

prolong wvt. FEE;HEIE

infighting »n., PR, IKEME

decadence n. X ;W% ;FE

enforce vt. SCHE; N5 ; 38

invader n. REEH BRI

dueto HTF;HETF

assume vt. ZICFMR) ;BE

heretofore adv. QGEBEHE HE) B RHLE; LAAT
participant n. Z5&;JEH

forge wvt. EEFEHFTCBR) BE (A s Dk
domestically adv. [EPH; 4 EHib

take on 23 ,B I

dynamic n. BIZ

bind v, (E)EL ;M 48 R
unprecedented adj. JFTEEHH

peso n. HWERMITEMNEFZEZEHNRTEAL
emerging adj. BN HBE

reverberate wi. [0 ; B

invasion n. {ZB%

subsequent adj. JEXH;HEH

assemble vz, $EEL;EHE

couple with &4, &R
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joint undertaking F[E&AHE,IEFRBTF
software n. K

corporate giant A FET

annual sales E&EH

subsidiary n. MEAHE,FAH
ethic n. (3% EEFE
concurrently adv. [EIRTRAEN;ER—H
split-up 43,47

impediment n. [EE;§BY
accelerate wz. N

electronic age H,FAF4%

double helix JUSRGELRLEH

unveil vz, B{IF;AH

shift . B3, W% Tk
precipitously adv. BERH; REIHL
imperative n. WAFE;BHE

honing n. B

Notes

. *+it was not through military might that the empire came about.
HARBTEENEFLHFEABREKR.

-«:all of these actions contributed to the functioning of the marketplace and a reduction

of business uncertainty.

TR X B TR EEAREALOHLESFHARERE.

. The fact that international business was one of the primary factors that held the em-

pire together can also be seen in the decline of Rome.

MNP DHFEEREX—-IEELXPEATUEIERASEREF IFENSERAERE

WESE-BHNEERRZ—.

. When “barbaric” tribes overran the empire, again it was not mainly through war and

prolonged battles that Rome lost ground. Rather, outside tribes were attacking an

empire that was already substantially weakened at its foundations, because of infight-

ing and increasing decadence.

LEERERLTEN, FEFEZAUSGTREENMARRH TRANRSHERE
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. The British Empire grew mainly through its effective international business policy,

which provided for efficient transportation, intensive trade, and an insistence on open

markets.
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6. As a result, the international market has taken on a new dynamic, characterized by
major change.
Hit, BrdiHHA T UE BN FENRFTHS.

7. Such global investment also forces companies to recognize and play by new rules in
such areas as business practices, legal requirements, and ethics.
SERE ) R BR B YR LR BV 228 FTARBI I 545 — R PRI, o8 1 50 50 M 91, o 4 2%
KEGEREEN .

8. International business offers access to new customers, affords economies of scale,
and permits the honing of competitive skills,
HEASREEMFE OIS T REFAE I EEFHEB USSR,

9. One could say the period from 1945 to 1990 was, for western countries, characterized

by a Pax Americana, an American peace,

MFHTERMSE M 1945 3] 1990 £ R I EEHLKIB T B9 L8,
Exercises

I. Topics for discussion
1. What role does international business play in shaping borders and changing world
history? Give one example,
2. What is the significance of the two stimuli that the Rome used to develop its em-
pire?
3. What is the new trend of international business?
4. Why do we say that not only the environment is changing, but the pace of change
is accelerating?
5. What is the impact of global investments strategies on the pattern of trade? Give
one example,
6. Why has the composition of trade changed significantly?
II. Translate the following phrases and expressions into Chinese;

trading bloc insurance company

import share provide for efficient transportation

production and distribution sharing forge a network of global linkages

global reorientation . international investment

conduct international business use and acceptance of the common coinage
. Translate the following phrases and expressions into English

R 5 BH TERES
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IV. Translate the following passage into Chinese:

International business consists of transactions that are devised and carried out
across national borders to satisfy the objectives of individuals and organizations. These
transactions take on various forms, which are often interrelated. Primary types of inter-
national business are export-import trade and direct foreign investment. The latter is
carried out in varied forms including wholly owned subsidiaries and joint ventures. Ad-
ditional types of international business are licensing, franchising, and management con-
tracts,

As the definition indicates, and as for any kind of domestic business, “satisfaction”
remains a key tenet of international business. The fact that the transactions are across
national borders highlights the difference between domestic and international business.
The international executive is subject to a new set of macroenvironmental factors, to dif-
ferent constraints, and to quite frequent conflicts resulting from different laws, cul-
tures, and societies. The basic principles of business still apply, but their application,
complexity, and intensity may vary substantially.

The definition also focuses on international transactions. The use of this term rec-
ognizes that doing business internationally is an activity. Subject to constant change, in-
ternational business is as much an art as a science. Yet success in the art depends on a
firm grounding in the scientific aspects. Individual consumers, policymakers, and busi-
ness executives with an understanding of both aspects will be able to incorporate inter-
national business considerations into their thinking and planning. They will be able to
consider international issues and repercussions and make decisions related to questions
such as these;

» How will our idea, product, or service fit into the international market?
» Should we enter the market through trade or through investment?

» What adjustments are or will be necessary?

» What threats from global competition should be expected?

» How can these threats be counteracted?

« What are the strategic global alternatives?

When management integrates these issues into such decision, international markets
can provide growth, profit, and needs satisfaction not available to firms that limit their

activities to the domestic marketplace.
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UNIT TWO
EXPORTING AND IMPORTING

The location of the world’s natural resources, also called commodities, determines
the patterns of world trade. Some regions are abundant in resources; elsewhere, re-
serves are scarce or nonexistent. As far as the industrialized nations are concerned, the
United States and Canada enjoy the most favorable position. They are the dominant ex-
porters of grains. The United States and Canada also have vast coal and oil reserves, as
well as nonferrous metal deposits, such as copper, zinc, and lead, which these countries
export, The United States is also a heavy consumer of natural resources, and it is in-
creasingly reliant on certain imports, especially on oil. Japan, a highly industrialized na-
tion, is very dependent and has to import 99 percent of its primary commodities. West-
ern Europe produces nearly all of the grain it needs but lacks other commodities to a
great extent. The United States, Canada, Japan, and Western Europe all have to im-
port tropical agricultural products from the developing nations.

There are basically three commodity groups: minerals, such as coal, cil, copper,
zinc, and bauxite; tropical agricultural products, such as cocoa, coffee, sugar, tea, and
tobacco, which grow in tropical climates; and cereals, such as wheat, maize, and other
grains, which grow in colder climates. While world consumption of resources is increas-
ing at a fast pace, world reserves of many commodities are increasing equally fast. The
Brookings Institution in Washington, D. C., estimates that iron ore and bauxite re-
serves have recently doubled. The amount of world reserves has been determined by ex-
ploration. Although the earth contains extremely large mineral deposits, some of these
are not easily accessible. Also, in some cases, the quality of a mineral varies-from one
place to another. For example, in the nineteenth century half of the world’s copper ore
came from Cornwall, England, and had a 13 percent metal content. Today copper ore
mined in the United States has less than a 1 percent metal content. But over the last
seventy years, improved technology in exploration, production, and transportation now
makes mining of such ores with low-metal content a worthwhile venture.

A great part of the worlds reserves may still be unknown because they are inacces-
sible. However, new ways to discover and exploit these reserves may yet be found.

Efforts to conserve the environment sometimes clash with the advancement of tech-
nology. Environmentalists in the United States want to outlaw strip mining of coal, a
technique whereby land is scraped from above in order to find coal. At least they want
to force the mining companies to restore the scarred earth to its natural state after the

searches for coal have been made.
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Increased technology sometimes decreases the demand for natural resources. The
need for metals has been relieved by the development of plastics and synthetic fibers,
Solar energy may eventually lessen our dependence on oil, Increased recycling of paper,
metals, and other reusable materials will further reduce our demands for primary com-
modities. However, an offsetting factor to these new developments is the growth of the
world's population, which puts an even greater demand on natural resources.

Tropical agricultural products differ from minerals in the sense that they are renew-
able, that is, new crops can be harvested on the same land. Technology is not very ad-
vanced in many developing nations where tropical crops are grown, so production is very
dependent on manual labor, This is not a constraint, since these countries are densely
populated. However, the lack of capital (money to invest) may be a problem, It takes
five years for coffee trees to reach their peak of production and seven years for rubber
trees. Sugar processing facilities are expensive to build, Also, many developing nations
resict foreign investment in their industries, thereby restricting the growth of produc-
tion.

The availability of grain supplies depends on two factors;population growth and in-
creased production. For the past twenty years world grain production has grown 3 per-
cent annually. In the same period world population has grown by 2 percent. But by the
year 2000, six billion people are expected to live on earth, and grain production will
have to expand greatly. The industrialized countries achieved their production growth
without expansion of agricultural acreage; in developing countries acreage incr -ased 30
percent. Improved technology and increased cultivation should help alleviate some of the
food problems now lying ahead of us. In Latin America, according to a United Nations
study, the crop acreage could be quadrupled, and in North America it could be d' ubled.

International trade, where goods and services move across borders, often explained
by the theory of comparative advantage, also called the comparative cost theory. This
theory was developed by David Ricardo, John Stuart Mill, and other economists in the
nineteenth century. The theory emphasizes that different countries or regions have dif-
ferent production possibilities. A tropical climate is better suited for growing bananas
than a cold one. A country like Norway could produce bananas in hothouses, but it is
cheaper for Norway to import the bananas than to produce them. Thus, climate establi-
shes a trade pattern between a northern and a southern country. In other cases the avail-
ability of natural resources may be the trade factor.

The theory of comparative cost points out that trade between countries can be profi-
table for all, even if one of the countries can produce every commodity more cheaply. As
long as there are minor, relative differences in the efficiency of producing a commodity,
even the poor country can have a comparative advantage in producing it. The paradox is
best illustrated by this traditional example: the best lawyer in town is also the best typ-
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