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Unit One

INTERNATIONAL BUSINESS

1.1 What Is Internatlonal Business?
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International business refers to the transactions that are devised and carried out across na-
tional borders to satisfy the objectives of individuals and organizations. Exports are goods trades
sent out of a country, while imports are goods purchased abroad and brought into a country. A
country also can export and import talent, patents, know-how® and skills.

In other words, international business refers to the business whose activities involve the
crossing of national borders. It includes not only international trade and foreign manufacturing
but also the growing services industry in such fields as transportation, tourism, banking, adver-
tising, construction, retailing, wholesaling, insurance, education, mass communication and

other related activities.
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MBasic Concepts of International Business

The rationale for international business between nations centers on specialization, absolute
advantage, and comparative advantage.

According to Adam Smith, trade between two nations is based on absolute advantage,
When one nation is more efficient than (or has an absolute advantage over) another in the pro-
duction of one commodity but is less efficient than( or has an absolute disadvantage with respect
to) the other nation in producing a second commodity, then both nations can gain by each spe-
cializing part of its output with the other nation for the commodity of its absolute disadvantage.
By this process, the resources of both nations are. utilized most efficiently and the output of both
commodities will rise. The increase in the output of both commodities measures the gains from
specialization in production available to be divided or shared between nations through trade.

If a country is less efficient than another in the production of both goods, there is still ba-
sis for mutually beneficial trade according to the theory of comparative advantage® introduced
and developed by David Ricardo and other economists in the 19th century. It states that if each
country specializes in the products in which it has the greatest comparative advantage, trade
will be beneficial to all concerned. For this theory, some points should be mentioned: the first
is that trade will only take place if the opportunity costs differ. If they were identical, the ex-
change rate that would benefit both countries would not exist. The second is that we should take
transport costs into consideration, and in practice they may be large enough to offset any poten-
tial gains due to the existence of different opportunity cost ratios. And what is more is that the
comparative advantage is not a static concept. In the 19th century, the UK had a substantial
comparative advantage in textiles, but this had disappeared by the middle of the 20th century.

There is a further example of comparative advantage and absolute advantage. Oranges are
grown in Florida but not in Iowa. On the other hand, Iowa is hot, humid summers are ideally
suited for growing corn. Each place specializes because of its unique soil and climate. But peo-
ple in Jowa and Florida want both corn and oranges. In lowa one could try to create an artificial
environment for citrus trees, but the cost involved would make the fruit too expensive. Here, an
economic theory is mentioned, that is opportunity cost. The decision to produce any goods or
service has an opportunity cost, which is the amount of another goods or service that might oth-
erwise have been produced. Given a choice of producing one goods or another, it is more effi-

cient to produce the good with the lower opportunity cost, using the increased production of that

®© comparative advantage: B Yo 05 H 7= AR & (O RA ML, — A B R A 7= 1 R S A 1 5 —
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goods to trade for the goods with the higher opportunity cost. So lowa’ s decision to produce or-
ange has a higher opportunity cost. The best solution is that each specializes in its own product,
growing enough to meet the local needs and exporting the rest. Thus, people in both areas end
up with more total products that if each tried to raise both corps.

In the real world, it is found that it is rare that a country has the pure absolute advantage
in the production of a product, so the theory of comparative advantage is more reasonable and

useful in dealing with the international business.

Reasons for Recent International Business Growth

Expansion of Technology

By increasing the demand for new products and services, technology has tremendous im-
pact on international business. As the demand increases, so does the number of international
business transactions. But conducting business on an international level usually involves greater
distances than conducting domestic business, and greater distances increase operating costs and
make control of a company’ s foreign operations more difficult. Improved communications and
transportation speed up interactions and improve managers’ ability to control foreign opera-
tions. Lucasfilm could control its far-flung production of the Star Wars films because it was able
to move quickly from country to country and transport videos overnight from foreign shooting lo-
cations back to its production headquarters. When Lucasfilm completed production, transporta-
tion permitted it to distribute the films efficiently worldwide.

Liberalization of Cross -Border Movements

Every country restricts the movement across its border of goods, services and resources,
such as workers and capital. Such restrictions make international business more expensive to un-
dertake. Because the regulations may change at any time, international business is also risky.

Generally, governments today impose fewer restrictions on cross-border movements than
they did a decade or two ago, but more than during the late 19th and early 20th century until
World War 1. With the enactment of the WTO in 1995, the restrictions will likely to continue to
diminish. Although the past decrease in restrictions has been erratic, governments have lowered
them for the following reasons: their citizens have expressed the desire for better access to grea-
ter variety of goods and services at lower prices; they reason that their domestic producers will
become more efficient as a result of foreign competition; they hope to induce other countries to
reduce their barrier to international movements.

Fewer restrictions enable companies to take better advantage of international opportunities.

However, with more competition, people have to work harder.




Other Reasons

Except the two reasons above, there are many other reasons, such as the development of
supporling services and the increase in global competition.

Companies and governments have developed services that ease international business. To-
day, most producers can be paid relatively easily for goods and services sold abroad because of
for example , bank credit agreements, clearing arrangements that convert one country’ s curren-
cy into another’s, and insurance that covers damage en route and non-payment by the buyer.

The pressures of increased foreign competition can persuade a company to expand its busi-
ness into international markets. Today companies respond rapidly to many foreign sales opportu-~
nities. They can shift production quickly among countries if they’ re experienced in foreign mar-

kets because they can transport goods efficiently from most places.

1.2 The Scope of International Business Activities
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m“lde in Goods and Trade in Services

International business activities concern about the trade operations of both import and ex-
port, which includes the purchase and sale of both visible and invisible goods, the former of
which is called trade in goods, while the latter of which is called trade in services.

Trade in goods involves products from mining, petroleum, agriculture and manufacturing
activities. Trade in services are extensive in construction, hotel, tourism, business consulting,
retailing and wholesaling sectors ; in air and ocean transportation ; and in communications 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.

mternational Investments

International investments have a crucial impact on a nation’ s balance of payments. Invest-

ments are the means by which nations utilize the capital of other nations to build factories and
develop mines for their own industrial base. When a foreign direct investment ( FDI) is
made, capital enters a country, enabling it to import manufactured materials to build a new
manufacturing plant and to pay workers to build it. It gives the investor a controlling interest in
a foreign company. Once the plant is operative, it provides both jobs and taxes for the host

country and, in time, produces new manufactured goods for export. In this way, investment acts



as a catalyst in economic growth for the developed countries of North America, Europe, Asia as
well as for developing countries throughout the world. In fact, FDI is now more important than
trade as a vehicle for international economic transactions, and no one explanation or theory en-
compasses all the reasons for such investment.

FDI flows to developing countries have been heavily concentrated in just three sectors:
manufacturing, services and utilities. Foreign investment in manufacturing connected to the
growing preponderance of manufacturing in world trade and in the export of developing countries
directly. Manufacturing has become increasingly globalized as multinational enterpnises obtain
the products that they sell from the countries where they can be produced most economically.
Developing countries endowed with the requisite transport and communications infrastructure
and with human capital and skills, and which have adopted enterprise-friendly policies, have
proved they are well placed to receive foreign investment in export-oriented manufacturing in-

dustry.

m}ultural Conflicts in International Business

Doing international business is a cross -cultural activity. In communicating with each other,
business people from different cultures bring their own cultures which might be in the way here
and there between them.

Cultural Conflicts in Negotiation

Negotiation is a common and necessary process in concluding an international transaction.
Businesspeople from different cultures may sometimes find themselves in an awkward position
owing to the cultural conflicts. As a matter of fact, when two parties of different cultures sit at
the negotiation table, two cultures are conflicting. Cultural conflicts may result in a failure of a
deal or loss of opportunity or loss of profits. For example, foreigners with some knowledge about
Chinese culture will avoid making an appointment with Chinese businesspeople to negotiate dur-
ing the traditional Chinese Spring Festival, especially on the New Year’s Eve and in the three
following days, as Chinese people think that it is not the time to make money during the Festi-
val. On the other hand, they need relaxation after a whole year’ s hard work.

Only when the negotiation process is conducted within the cultural context of both parties
does the transaction become possible. This quest is ongoing because negotiations are recurring
activities. Further, it is not the agreement but what happens afterwards that determines whether
the participants of the negotiation will satisfy their objectives. In this, the cultivation of cultural
compatibility not only makes the deal but also preserves it. Therefore, the art of cross-cultural
negotiation must not simply be learned and forgotten; it will of necessity support the foundation

of the commercial arrangement.
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Cultural Conflicts in Marketing

In order to export its produets, an international corporation has to make marketing strate-
gies and has them carried out. Marketing is one of the important elements for an exporter to
compete and survive.

Cultural conflicts may occur in international marketing. Great attention must be paid to
this. Basically, exporters encounter culture at two distinct levels:

¢ The individual level: At this level, they negotiate and communicate with their direct
contacts in the market.

¢ The market level: At this level, they satisfy the needs of their customers by modifying
products and approaches to appeal to the population at large. Despite the influence of one on the
other, anticipating individual behavior premised entirely on the inclinations of society is to deny
the strong influence of one’s family, profession, social class, generation and many other influ-
ences. In the same way, anticipating market behavior based on single individual is equally spu-
rious, as the collective experience of the society might bear little resemblance to the model.

Cultural Conflicts in Business Administration

Cultural conflicts often occur in the administration of an international company where em-
ployees are from different cultures. As more and more investment goes to foreign countries, the
number of subsidiaries, joint ventures and other affiliated businesses is increasing worldwide.
Those businesses include people from different cultures at all levels. Especially the senior man-
agers might be made up of mixed cultures. In an international company, the general manager
may come from the UK where the headquarters of the company are located, the sales manager
may be from the host country, and the accounting manager may come from Japan. These manag-
ers may find themselves encountering conflicts resulting from culture. Besides, the foreign man-
agers may likewise encounter cultural conflicts when they deal with problems with employees.

Cultural Conflicts in Business Public Relations

The process of doing business is actually an art of how to deal with the relationship be-
tween people. This is especially true of doing international business because more than one cul-
ture is involved in the whole process. A businessman who is expert at dealing with public rela-
tions is more likely to succeed. But, when he is in a strange culture or when he is dealing with
public relations linked to different cultures, he has to be careful with the cultural conflicts. It is
quite likely for a man who is not familiar with the cultural conflicts to offend other people before

he can realize it.



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

The financial risk elements involve balance - of - paymentsQconsiderations, varying ex-
change 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 when heavy capital investment are being contempla-
ted. The regulatory risks arise from different legal systems, overlapping jurisdictions and dissim-
ilar 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 af-
fect 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 consider-
able 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.

1.4 Commercial Credit
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What Is Commercial Credit?

Commercial credit is sometimes referred to as business credit or commercial lending,
which is a measure of an organization’ s ability to obtain goods or services based on a promise to

pay for them later. Its main forms include purchased merchandise on account, advances on sales

@ balance of payment: HBRIE T, #§—MERE—BRH BN, B—MIHZRICREENER. FREEN
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and commercial bill.

The range of goods and services that are covered under the concept of commercial credit
extends beyond supplies and similar types of purchases. Commercial credit also has to do with
the securing of bank loans. When seeking a bank loan from a qualified lender, there are a num-
ber of different factors that go into determining the level of commercial credit that will be ex-
tended. Among those factors are the current worth of the holdings in the possession of the appli-
cant, the current ratio of cash assets to outstanding indebtedness, and the worth of assets that
could be converted into cash easily or used as collateral for the loan. The credit history of the
corporation will also be taken into account. Once the financial profile is complete, the lender

will determine the amount of commercial credit that can be extended to the corporation.

EEEY The Reason of Using Commercial Credit

In the commodity economy, every enterprise relies on each other within the industry cap-
ital process. However, there exists some inconsistencies in the time of the production and circu-
lation, so that it causes the situation between the circulation time of merchandise and currency,
which forms the main reason for the emergence of commercial credit. Therefore, with the emer-
gence of the commercial credit, the enterprises can offer each other credit, while solving the
problem of inconsistencies during the process. Then, the reproduction in society can be gnaran-

teed to run in a normal order.

IIE:CH The Main Bodies of Commercial Credit

The main bodies of commercial credit are business enterprises.

The goods, services or cash obtained using business credit are usually not personally guar-
anteed by the owner or the representative of the organization. Essentially, business credit allows
for borrowing against the assets of the organization, instead of the owner’ s personal property.
Unlike items and services obtained using personal credit, those acquired with business credit
are meant to be used for commercial reasons only. An organization may use business credit to
obtain everything from office furniture and supplies to manufacturing equipment and employee
uniforms. Often, businesses seek cash loans as well, using borrowed money to fund various
start-up and operational endeavors.

Using business credit may pose less of a risk than personal credit to the owner of a busi-
ness because he may not personally secure or guarantee any of the merchandise or services ob-
tained. However, this is not always the case, as a non-business credit check and owner’ s per-
sonal guarantee may be requested in some cases. Though such personal guarantees are more fre-

quently required of new entities, some creditors may require them of even the most



