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Unit 1

Introduction to International
Business

Learning Focus
» Master the definition of international business.
» Comprehend various aspects of international business.

» Understand the trend of economic globalization.

Q Text A

Introduction to International Business

1. What Is Business?

Traditionally, business simply meant exchange or trade for things people wanted
or needed. Today it has a more technical definition, which is the production,
distribution, and sale of goods and services for a profit. Business includes production,
i.e. the creation of services or the offer of services, distribution, sale and profit. One
good example is the conversion of iron ore into metal machine tool parts. The machine
tool parts, made up of the various parts, need to be moved from a factory to a
marketplace or a machine dealership, which is known as distribution. The sale means
the exchange of goods or services for money. For example, a machine tool is sold to
someone in exchange for money or a mechanic offers a service by repairing a machine
tool for money, which we call sale.

From the above, we can say, business is a combination of all these activities:
production, distribution, and sale, through which profit or economic surplus will be
created. The major goal in the functioning of any business company is to make profit,
the money that remains after all the expenses are paid. Therefore, creating profit or
economic surplus is a primary goal of business activities.
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2. What Is International Business?

International business as a field of management training deals with the special
features of business activities that cross national boundaries. 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 a separate branch of management training, because the growing scale and
complexity of business transactions across national boundaries give rise to new and
unique problems of management and -governmental policies that have received
inadequate attention in traditional areas of business and economics.

Business transactions that extend between different sovereign political units are
not new phenomena on the world economic scene. Some business firms have had
foreign direct investments and foreign operations for many years, predominantly in
(but not limited to) the fields of mining, petroleum, and agriculture. Foreign trade,
moreover, has a venerable history dating back to the emergence of the nation-state.
But since the end of World War II a dramatic change has occurred in the patterns of
international business activities. Thousands of business firms in many nations have
developed into multinational enterprises with ownership control or other links that
cross national boundaries. These firms take a global view of all aspects of business
from markets to resources and they integrate markets and production on a world scale.
Traditional international trade in the form of transactions between independent firms in
different nations has continued to grow. But the relative importance of trade in the total
picture has declined to other forms of cross-border business transactions which have
expanded more rapidly.

The international business field is concerned with the issues facing international
companies and governments in dealing with all types of cross-border business
transactions. The field encompasses international transactions in commodities,
international transfers of intangibles such as technology and data, and the
performance of international services such as banking and transportation. It gives
special attention to the multinational enterprise which is an enterprise based in one
country and operating in one or more other countries and the full range of methods
open to such enterprises for doing business internationally.

3. The Scope of International Business Activities.

The scope of international business covers a wide range of significant business
sectors. International transactions in physical goods involve products from mining,
petroleum, agriculture, and manufacturing activities. Transactions in services are
extensive in the construction, hotel, tourism, business consulting, and retailing and

wholesaling sectors; in financial areas such as commercial and investment banking,
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securities, and insurance; in air and ocean transportation; and in communication
media such as radio, television, telegraph, telephone, magazines, books, newspapers,
news services, and movies. Transactions in intangibles occur in fields such as
technology, trademarks and cross-border data transmission.

International business activities also include an extensive range of optional
methods available to firms for doing business internationally that involves different
degrees of foreign direct investment commitments. Even where it assumes an
ownership position in foreign facilities, the firm has options ranging from the
construction of sales offices, warehouse, and packaging and assembly operations to
full-scale production facilities.

4. International Risk

The special risk elements confronted in international business activities include
financial, political, regulatory, and tax risks. They arise from causes such as the
existenqc of different currencies, monetary standards, and national goals; but they are
all measurable through their effect on profitability or ownership.

The financial risk elements involve balance-of-payments considerations, varying
exchange rates, differential inflation trends among countries, and divergent interest
rates. In the political area, the risk of expropriation or lesser harassment directed
toward the foreign firm must be considered for many years ahead then heavy capital
investments are being contemplated. The regulatory risks arise from different legal
systems, overlapping jurisdictions, and dissimilar policies that influence such
conditions as the regulation of restrictive business practices and the application of
antitrust laws. In the tax field, unforeseen changes in fiscal policies can affect
significantly the profitability of the multinational corporation. Furthermore uncertainty
as to application of tax laws frequently creates a risk of double taxation.

The need has become recognized for a continuing business intelligence activity of
considerable complexity to identify and predict international risks. Ideally international
risks should be analyzed for underlying causal forces, and projections into the future
should be formulated in terms of probabilities and quantified in terms of potential
costs.

5. On International Business Law

The international businessperson expands across different national borders and
operates in many foreign legal environments. Therefore, the world businessperson,
unlike the wholly domestic businessperson, has to take into account complex and
diverse legal constraints. In some cases, those constraints are not only ambiguous but
may be subject to recurring change.

What is international business law? Is it capable of definition? Where can it be
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found? These are some of the questions that concern business managers as they
formulate international business policies.

Business laws influence whether business activities can or can not take place
whenever an organization imports, exports, ships, invests, or contemplates an
international business activity. For example, it is necessary to consult the domestic law
in the home and the host states if a proposed activity requires the movement of people.
Items such as visas, work permits, employment agreements, and employment
termination clauses would be involved. On the other hand, the movement of goods
involves tax, antitrust, packaging, and advertising problems. Transfers of information
involve patent and trademark problems. Each international transaction raises the
possibility of the extraterritorial extension of the domestic laws of the home and the
host states, which may result in potential conflicts. International business activities may
also require consulting the trade rules of regional groups like the European Common
Market. Finally, there are multilateral and bilateral treaties between the home and the
host states that might impinge on international business.

China’s laws and regulations on international business mainly include “The Law
of the People’s Republic of China on Joint Ventures Using Chinese and Foreign
Investment” “Trademark Law of the People’s Republic of China” “Law on Foreign
Economic Contract of the People’s Republic of China” “The Law of the People’s
Republic of China Governing Wholly Foreign-owned Enterprises” “Customers Law of
the People’s Republic of China” “Import and Export Tariff Regulations of the People’s
Republic of China” “Rules for the Implementation of the Income Tax Law of the
People’s Republic of China Concerning Chinese-Foreign Joint Ventures” “Rules for the
Implementation of the Income Tax Law of the People’s Republic of China Concerning
Foreign Enterprises” “Regulations for the Implementation of the Law of the People’s
Republic of China Concerning the Chinese-Foreign Joint Venture” “Regulations of the
People’s Republic of China on the Inspection of Import and Export Commodities,” and
S0 on.

6. Commercial Credit

Remittance and collection belong to commercial credit. Letter of credit belongs
to banker’s credit. The word “credit” means who takes the responsibility of paying
money and surrendering the shipping documents which represent the title to the goods
in handing over the transacted goods and paying the above said money. In remittance
or collection transactions, the buyer is responsible to make payments, the seller to
surrender documents. In L/C transactions, the banker is responsible to pay money and
tender documents on behalf of both parties.

When remittance is adopted in international trade, the buyer on his own initially
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remits money to the seller through a bank according to the terms and time stipulated in
the contract. The buyer can adopt three different ways of remittance when he sends the
money.

1) Mail Transfer (M/T)

The buyer gives money to his local bank. The local bank issues a trust deed for
payment, then sends it to a correspondent bank at the seller’s end by means of mail and
entrusts him to pay the money to the seller.

2) Telegraphic Transfer (T/T)

At the request of the buyer, the local bank sends a trust deed for payment by cable
directly to a correspondent bank at the seller’s end and entrust him to pay money to the
seller.

This method is quicker than mail transfer. The seller can receive the money at an
early date. But the buyer has to bear more expenses.

3) Demand Draft (D/D)

The buyer buys a bank draft from his local bank and sends it by mail to the seller.
On the basis of the above bank draft, the seller or his appointed person takes the money
from the relative bank in his place.

Collection is the second mode of payment in international trade. The seller issues
a draft, to which the shipping documents are attached, forwards the draft to a bank in
his place (i.e., the remitting bank), makes an application for collection and entrusts the
remitting bank to collect the purchase price from the buyer through its correspondent
bank abroad (i.e., the collection bank).

Because the remitting bank instructs the collecting bank not to part the documents
with a letter until the draft is accepted or paid, many of the difficulties mentioned in
“Shipment at First and Settlement Later” are removed by this method. Notably, the
buyer’s lack of commercial integrity is guarded against, for until the buyer accepts the
draft or pays it according to the terms of the contract, he will be unable to obtain the
delivery of the goods.

7. On Management of International Business

Management plays a vital role in any business or organized activity. It is
composed of a team of managers who are in charge of the organization at all levels.
Their duties include making sure company objectives are met and seeing that the
business operates efficiently. Regardless of the specific job, most managers perform
five basic functions. These management functions are planning, organizing, directing,
coordinating and controlling.

Planning involves determining overall company objectives and deciding how
these goals can be best achieved. Managers evaluate alternative plans before choosing
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a specific course of action and then check to see if the chosen plan fits into the
objectives established at higher organizational levels. Planning is listed as the first
management function because the others depend on it.

‘Organizing is the process of putting the plan into action. This involves allocation
resources, especially human resources, so that the overall objectives can be attained. In
this phase managers decide on the positions to be created and determine the associated
duties and responsibilities. Staffing, choosing the right person for the right job, may
also be included in part of organizing function.

Third is the day-to-day direction and supervision of employees. In directing,
managers guide, teach, and motivate workers so that they reach their potential abilities
and at the same time achieve the company goals.

Coordinating is to bring into proper relations among the various departments of
the company. To harmonize, adjust relative order by ongoing communication with
employees.

Controlling is the last; managers evaluate how well company objectives are being
met. If major problems exist and goals are not being achieved, then changes need to be
made in the company’s organizational or managerial structure. In making changes,
managers might have to go back and replan, reorganize, redirect, and recoordinate.

In order to adequately and efficiently perform these management functions,
managers need interpersonal, organizational and technical skills. Although all five
functions are managerial duties, the importance of each may vary with the situation.
Effective managers meet the objectives of the company through a successful
combination of planning, organizing, directing, coordinating, and controlling.

@~ ~ Words

distribution [.distri'bju:[an] n SE, HK, 4%, BKHF, HEE
conversion [ken'va:[an] n %%, #¥%

marketplace ['ma:kitpleis] n W, 59

dealership ['dizla,]ip] n RIEH, 24K, KRIER

surplus ['saiplos] n BAE, ME, TH

primary ['praimari] adi. HE&4, BAL, T2H
boundary ['baundari] n A5, HRE&

emerge [i'mo:d3] vii. ¥R, (FF) BBk
complexity [kam'pleksiti] n B#&, Ha4, LLEGEH
transaction [treen'zaek [ an] n X5, ‘¥, F5

unique [ju:'ni:k] adj. B4FE), B—R_H
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inadequate [in'&dikwit]
sovereign ['sovrin]
predominantly [pri'dominantli]
petroleum [pi'trouliom]
venerable ['venorabl]
dramatic [dra'metik]
decline [di'klain]
performance [pa'fo:mons]
significant [sigmifikant]
extensive [iks'tensiv]
securities [si'’kjuoritis]
insurance [in'[ uarans]
intangible [in'tand3abl]
transmission [treens'mi| an]
warehouse ['weohaus]
regulatory ['regjulatori]
profitability [,profita'biloti]
expropriation [.eks,proupri'ei[ n]
overlapping [suva'la&pin]
jurisdiction [,d3uris'dik[an])
taxation [tek'seifan]
ambiguous [2m'bigjuss]
formulate ['fo:mjuleit]
extraterritorial ['ekstra,teri'tomrisl]
bilateral [bai'latarsl]
regulation [,regju'leifan]
tariff ['tzerif]
implementation [implimen'teif on]
remittance [ri'mitans]

- surrender [so'rends]
initiative [i'nif stiv]
remit [ri'mit]
allocation [.&lo'keif an]

adj. Ri&ELE), RAHH
adj. A IR, EHA LY
adv. &3, SHKHH, EEHRE
n. &k

adj. AR 8, KA
adi. ARG, FIAZE
v T8, &Y, R

n. R4, RR, BT

adi. €&49, HELH

adi. J7iZ&), JEE, KREH
n. BE, AMIEH

. R, REF

. ABHED, ABOH S
. Avdr, 454

. B, AR

adi. AFEH, TEMN

n ikEM, BARSD

n. B, AEIL

adj. €64, MEEEN

n. SEAR, EER, FHR
n. R, AEH

adj. BERBATE, SRINFH
v. #13T, MR

adj. #&INERE

adj. A

LA, AFE, FR

XM

. Rk, BAT, BFE

g

cikh, R

adj. Ty, R4

vt L, #R

n. o8, BE
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- Phrases & Expressions
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take into account
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be subject to VK sxmmms HEM, HT

regardless of TE, TR

be composed of oo 48 A%,

impinge on A&, ITE, A

on behalf of RE, ATt FH
Exercises

T e ST e L e D N

I . Answer the following questions according to the text

1. According to the passage, what is business?

2. According to the passage, what is international business?

3. What is the scope of international business activities?

4. What is the influence of business law?

5. What are the ways of remittance when one wants to send the money?
II. Fill in the blanks with the proper forms of the words below.

significant conversion  sovereign regulatidn -  insurance
 primary - idrarﬁatic rcom‘plexity - gllocation = distribution
1. The companies merged to optimize the of resources.
2. to gas central heating will save you a lot of money.
3. This is one of the most studies of the subject.
4. International law is a minefield for anyone not familiar with its
5. The two health schemes have nothing at all in common.
6. This would be your first foreign policy initiative.
7. The manager tried to even out the of work among his employees.
8. We regard husband and wife as the units of the family.
9. We celebrate our regained status as a and independent nation.
10. From now on any violation of the must be cruelly punished.
. Cloze

Directions: There is a passage with ten blanks. You are required to select one word for
each blank from a list of choices. You can not use any of the words in the
blank more than once.

Customs officers at a London airport yesterday found 500,000 pounds worth of
drugs which were being smuggled () into Britain in boxes marked “Urgent
Medical Supplies.” The authorities might have suspected for some time _ 1 _ drugs
were being brought into the country in this way. The operation is believed to be the
work of a __ 2 international group. Four men were arrested at the airport and help

for questioning, _ 3 it is unlikely that they are the organizers. In fact they declared
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that they were _ 4  of what the boxes contained and had acted in good faith in
bringing _ 5  into Britain. This is the third time _ 6  six months that attempts
have been made to smuggle illegal goods through Customs by declaring them to be
medical supplies. They are frequently _ 7  in special containers and a _ 8 is
given that they may be damaged if they are not handled with care. “We are determined
to put a stop to this practice,” said one of the Customs officers today. “ _ 9  is no
way these people are going to get away __10  this any longer. We have the full
co-operation of the international police who are as anxious as we are to track down the

main source of supply.”

1. A. what B. that C. although D. when
2. A. well-constructed B. well-designed
C. well-composed D. well-organized
3.A.but B.so C. because D. as
4. A. unconscious B. unaware C. unfamiliar D. unknown
5.A. all B.it C. them D. such
6. A. of B. for C. by D.in
7. A. parked B. picked C. passed D. packed
8. A. warning B. note C. symbol D. signature
9.A. It B. This C. There D. That
10. A off B.in C. for D. with
IV. Translate the following phrases into English

1. ZFER 2. EREHEHEE

3. ZHEAN 4. BT

5. SEEER R 6. T MArHE

7. Rl 8. MY

9. LAFKY 10. LR A

V. Translate the following sentences into Chinese

1. From the above, we can say, business is a combination of all these activities:
production, distribution, and sale, through which profit or economic surplus will
be created.

2. Business transactions that extend between different sovereign political units are
not new phenomena on the world economic scene.

3. The financial risk elements involve balance-of-payments considerations,
varying exchange rates, differential inflation trends among countries, and
divergent interest rates.

4, In L/C transactions, the banker is responsible to pay money and tender
documents on behalf of both parties.
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5. In making changes, managers might have to go back and replan, reorganize,
redirect, and recoordinate.

[ Text B

Economic Globalization

The term “economic globalization” is now being used with increasing frequency
in newspapers, magazines, seminars and international conferences. With the basic
feature of free flow of commodity, capital, technology, service, and information in the
global context for optimized allocation, economic globalization is giving new impetus
and providing opportunities to world economic development and meanwhile making
the various economies more and more interdependent and interactive. Economy is not
the only element involved in globalization since it also has an important bearing on
politics, cultures, values and ways of life. While many people are acclaiming the
benefits brought about by economic globalization, there are also loud voices of
opposition, since different countries and peoples do not enjoy balanced benefits.
Economic integration enables countries benefit from the boom of other countries but
also makes them more vulnerable to the adverse events across the globe. Maybe we
can say few topics are as controversial as globalization. But like it or not, it has
become an objective trend in world economic development. The best policy for us is to
follow the trend closely, availing the opportunities it offers to develop ourselves and
avoiding its possible impacts.

Such world organizations as the WTO, the World Bank and the International
Monetary Fund which we shall discuss in later lessons, are, in a sense, champions of
economic globalization, while the multinational corporations are directly engaged in
the trend and their operations constitute the major content of economic globalization.
Some knowledge of the multinationals will help us gain a better understand of the
global trend.

Before World War II there were already a number of companies that would be
described as multinationals. They were, however, comparatively small in number and
scale. The first step in the internationalization of business after the War was simply a
very rapid growth in fairly traditional terms, in the sense that more and more
companies in one developed country set up their own, or bought over existing,
manufacturing facilities in other countries.

As the development of such business activities grew rapidly, they were not only
variously defined in different studies, but also labeled with different names. However,

a typical multinational enterprise shall be defined as a business organization which
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owns (where wholly or partly), controls and manages assets, ofien including
productive resources, in more than one country, through its member companies
incorporated separately in each of these countries. Each member company is known
as a multinational corporation. Each MNC is purported to represent certain interests
(or to fulfill certain goals) of the enterprise and is linked to one another within the
organizational framework of the same multinational enterprise. If the MNC is the
original investing corporation it is known as the ;Sarent MNC, which is normally
the international headquarters of the MNE. Ifthe MNC is established as a result
of investments by the MNE, whether through the parent or through another of its
already established MNC, it is an affiliate MNC. An MNE may also have various
regional or operational headquarters, in addition to its international headquarters.

The multinationals have the following distinctive characteristics:

Firstly, MNEs are generally enormous in size. For instance, General Electrics
established in 1892 now has subsidiaries in over 100 countries and regions with more
than 300,000 employees. In China alone, it has 30 joint ventures or solely owned
subsidiaries with over 8,000 employees. There is little doubt that the size of an MNE
does indicate the amount of resources it controls even though the amount of resources
located in particular countries may be small.

Secondly, wide geographical spreadis also characteristic of MNEs. Such
geographical spread of MNEs enables them to have a wide range of options in terms of
decisions in areas such as souring and pricing. They are also able to take advantage of
changes in the international economic environment. Such multi-nationality also enables
MNEs to engage in worldwide integrated production and marketing giving rise to
extensive intra-MNE transactions which constitute a very significant proportion of total
international trade.

Another general characteristic of large MNEs is their longevity and rapid growth.
Some MNEs have a history of many years and their deuble digit growth rate of
revenue adjusted for inflation is higher than that of the GDP of many countries.

The behavior of MNEs is very much determined by their needs. These needs are
often identified as goals. The purpose of organization is to facilitate the MNEs’
operations and the purpose of its operations is to achieve its organizational goals,

Like most business organizations, MNEs are formed for profit. There is littie
doubt that the profit goal represents the basic need of the MNEs’ shareholders. It is also
the need of all groups interested in the continued survival of the MNEs. Yet this
interest in the continued survival of the MNE expresses a second basic need—that of
security.

The importance of security to any MNE cannot be doubted. Profit is useless if it



