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Chapter 1

International Business

Section A

Introduction

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. International
business refers to the performance of trade and investment activities by firms across
national borders. Since the most conspicuous aspect of international business is the
crossing of national boundaries, we also refer to international business as cross-border
business.

International business encompasses all business activities that involve exchanges
across national boundaries. Thus a firm is engaged in international business when it buys
some portion of its input from, or sells some portion of its output to an organization that
is located in a foreign country. Some countries are better equipped than other countries to
produce particular goods or services. The reason may be a country’s natural resources, its
labor supply, or even custom or historical accident. Firms may develop expertise and firm
specific advantages based initially on abundant resources at home, but as resource needs
change, the stage of the product life cycle matures, and home markets become

saturated, these firms find it advantageous to invest internationally.
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Today, business is acknowledged to be international and there is a general
expectation that this will continue for the foreseeable future. International business grew
over the last half of the twentieth century partly because of liberalization of both trade
and investment, and partly because doing business internationally had become easier. In
terms of liberalization, the General Agreement on Tariffs and Trade ( GATT) negotiation
rounds resulted in trade liberalization, and this was continued with the formation of the
World Trade Organization ( WTO ) in 1995. At the same time, worldwide capital
movements were liberalized by most governments, particularly with the advent of
electronic funds transfers. In addition, the introduction of a new European monetary
unit, the euro, into circulation in January 2002 has impacted international business
economically. The euro is the currency of the European Union, membership in March
2005 of 25 countries, and the euro replaced each country’s previous currency. As of
early 2005, the United States dollar continues to struggle against the euro and the
impacts are being felt across industries worldwide.

Early civilizations in the Mediterranean, Middle East, Asia, Africa and Europe
have all contributed to the growth of cross-border trade over time. Globalization evolved
out of a common shared international heritage of all civilizations, no matter where they
developed, to reach out and touch one another. In essence, globalization leads to
compression of time and space. It allows many firms to internationalize and has
substantially increased the volume and variety of cross-border transactions in goods,
services, and capital flows. It has also led to more rapid and widespread diffusion of

products, technology, and knowledge.

« Forms of International Business

The most conventional forms of international business transactions are international
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trade and investment. International trade refers to an exchange of products and services
across national borders. Trade involves both product and services. Exchange can be
through exporting, an entry strategy involving the sale of products or services to
customers located abroad, from a base in the whole country or a third country. Exchange
can also take the form of importing, or global sourcing—the procurement of products or
services from suppliers located abroad for consumption in the home country or a third
country. Therefore, exporting is an outbound activity, while importing is an inbound flow
of products and services. Both finished products and intermediate goods, such as raw
material and components, are subject to importing and exporting.

Firms organize, source, manufacture, market, and conduct other value-adding
activities on an international scale. They seek foreign customers and engage in
collaborative relationships with foreign business partners. While international business is
primarily carried out by individual firms, governments and international agencies also
engage in international business transactions. Firms and nations exchange many physical
and intellectual assets including products, services, capital, technology, and
labor. While international business has been around for centuries, it has gained much
speed over the past two decades. Firms seek international market opportunities more
today than ever before, touching the lives of billions of people around the world. Daily
chores such as shopping and leisure activities like listening to music, watching a movie,
or surfing the Internet involve international business transactions that connect you to the
global economy. International business gives you access to products and services from
around the world and profoundly affect your quality of life and economic well-being. The
growth of international business activity coincides with the broader phenomenon of
globalization of markets. The globalization of markets refers to the ongoing economic
integration and  growing interdependency of countries  worldwide. While

internationalization of the firm refers to the tendency of companies to systematically
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increase the international dimension of their business activities, globalization refers to a
macro trend of intense economic interconnectedness between countries.

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

subsidiartes and joint ventures. Additional types of international business are licensing,

franchising, and management contracts.

* Challenges in International Business

Trade and investment can be examined in terms of the comparative advantage of
nations. Comparative advantage suggests that each nation is relatively good at producing
certain products or services. This comparative advantage is based on the nation’ s
abundant factors of production, and a country will export those products/services that
use its abundant factors of production intensively.

The concept of comparative advantage can also help explain investment
flows. Generally, capital is the most mobile of the factors of production and can move
relatively easily from one country to another. Other factors of production, such as land
and labor, either do not move or are less mobile.

Specialization and international trade can result in the efficient production of
satisfying goods and services, on a worldwide basis. And total international business is
generally increasing. Yet the nations of the world continue to erect barriers to free
trade. They do so for reasons ranging from internal political and economic pressures to

simple mistrust of other nations.
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Nations are generally eager to export their products and services. They want to
provide markets for their industries and to develop a favorable balance of trade. Hence,
most trade restrictions are applied to imports from other nations. Perhaps the most
commonly applied trade restriction is the customs duty, or import duty. An import duty is
a tax that is levied on a particular foreign product entering a country. This tax, which is
also called a tariff, has the effect of raising the price of the product in the importing
nations. Because fewer units of the product will be sold at the increased price, fewer
units will be imported.

The only meaningful measure of a nation’s competitiveness should be based on that
nation’s level of productivity where productivity “depend on both the quality and the
features of products and the efficiency with which they are produced” to maintain a high
level of productivity. Nations must continually upgrade their methods through seeking out
quality-improving practices and more efficient means of production. This quest leads
many national companies into the international arena.

International trade compounds the concerns of financial managers. Currency
exchange rates, tariffs and foreign-exchange controls, and the tax structures of host
nations all affect international operations and the flow of cash. In addition financial
managers must be concerned both with the financing of their international operations and
with the means available to their customers to finance purchases. Fortunately, a number
of larger banks have become international in scope. Many have established branches in
major cities around the world, such as the Export-Import Band of the United States, the
Multilateral Development Banks, the International Monetary Fund, and the like.

The definition of international business focuses on transactions. The use of this term
recognizes that doing business internationally is an activity, not merely a passive
observation. Closely linked to activity is the term “satisfaction”. It is crucial that the

participants in international business are satisfied. Only if they feel they are better off
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after the transaction than they were before, will individual business transactions develop
into a business relationship. The fact that the iransactions are across national borders
highlights a key difference between domestic and international business. The
international executive is subject to a new set of macro environmental factors and to quite
frequent conflicts resulting from different laws, cultures, and societies. The basic
principles of business are still relevant, but their application, complexity, and intensity
vary substantially. Subject to constant change, international business is as much an art as
a science. Yet success in the art of business depends on a firm grounding in its scientific
aspects. Individual consumers, policymakers, and business executives with an
understanding of the aspect will be able to incorporate international business
considerations into their thinking and planning. Before making decisions, they will be
able to consider international issues and repercussions such as outputting ideas, goods or
services into the international market, the threats from global competition and so
on. When management integrates these issues into each decision, international markets
can provide growth, profit, and needs satisfaction not available to those that limit their

activities to the domestic marketplace.
NEW WORDS AND EXPRESSIONS

acknowledge [ ak'nalidz] vt. 7&iA; &Gt

advent [ 'aevont] n. F|3; HI
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EXERCISES

I. Reading comprehension.

The United States as a nation and as individuals must therefore seek more involvement in the
global market. The degree to which Americans can successfully do business internationally will be
indicative of their competitiveness and so help to determine their future standard of living.

Most U. S. firms are affected directly or indirectly by economic and political developments in the
international marketplace. Firms that refuse to participate actively are relegated to reacting to the
global economy. Consider how the industrial landscape in the United States has been restructured in
the past decade as a result of international business.

Many industries have experienced the need for international adjustments. U. S. farmers, because
of high prices, exchange-rate inequities, increased international competition, trade-restricting
government actions, and unfair foreign trade practices, have lost world market share. U. S. firms in
technologically advanced industries, such as semiconductor producers, saw the prices of their
products and their sales volumes drop precipitously because of global competition. As a result of
competition, many industries have adjusted, but with great pain. Examples abound in the steel,
automotive,, and textile sectors of the U. S. economy.

1. What are the factors that affect many American firms in the international marketplace?
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A. Economic and political developments
B. High unemployment and global competition
C. Foreign exchange rate and high prices
D. International competition and government actions
2. Which of the following statements is not true?
A. As a result of international business, the American industries have been restructured.
B. Because of global competition, many American industries have adjusted easily and
successfully.
C. Many industries have experienced the need for international adjustment.
D. The U. S. as a nation must seek more involvement in the international market.
3. Which of the following is not the reason that U. S. farmers have lost world market share?
A. High prices and exchange-rate inequities
B. Increased international competition
C. Foreign exchange control and unfair foreign trade practices

D. Trade-restricting government actions

II. Translate the following sentences into Chinese.

1. International business encompasses all business activities that involve exchanges across
national boundaries. Thus a firm is engaged in international business when it buys some portion of its
input from, or sells some portion of its output to an organization that is located in a foreign country.

2. Specialization and international trade can result in the efficient production of want satisfying
goods and services, on a worldwide basis. And total international business is generally increasing. Yet
the nations of the world continue to erect barriers to free trade.

3. Nations are generally eager to export their products and services. They want to provide markets
for their industries and to develop a favorable balance of trade. Hence, meost trade restrictions are
applied to imports from other nations. Perhaps the most commonly applied trade restriction is the

customs duty, or import duty.

Section B

Scope of International Business Activities

International business refers to the performance of trade and investment

activities by firms across national borders. International business has forged a
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network of global links around the world that binds us all countries, institutions and
individuals much closer than ever before. These links tie together trade, investment,

market, service, technology and many matters in an unprecedented way.

« International Trade

International trade is the exchange of capital, goods, and services across
international borders or territories. In most countries, such trade represents a significant
share of gross domestic product ( GDP). While international trade has been present
throughout much of history, its economic, social, and political importance has been on
the rise in recent centuries.

Industrialization,  advanced  transportation,  globalization,  multinational
corporations, and outsourcing are all having a major impact on the international trade
system. Increasing international trade is crucial to the continuance of
globalization. Without international trade, nations would be limited to the goods and
services produced within their own borders.

International trade is, in principle, not different from domestic trade as the
motivation and the behavior of parties involved in a trade do not change fundamentally
regardless of whether trade is across a border or not. The main difference is that
international trade is typically more costly than domestic trade. The reason is that a
border typically imposes additional costs such as tariffs, time costs due to border delays
and costs associated with country differences such as language, the legal system or
culture.

Another difference between domestic and international trade is that factors of
production such as capital and labor are typically more mobile within a country than

across countries. Thus international trade is mostly restricted to trade in goods and



