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Learning Objectives

When you finish this chapter, you should be able to:

1. Identify different forms of international business: trade, licensing, and
foreign direct investment.

2. Discuss risks associated with international business transactions.

3. Describe the participants and procedures of international trade.

Special Terms

international trade EPRBA 5 importing #

export trading company H I8 5/ 5] host country Z=iEE

export control H (1 &4 embargo 1525

multinational corporation EEE/AH] foreign direct investment XYNE %
subsidiary /A F] risk assessment A& IFAS

technology transfer £ R#&1F currency exchange rate J_ %

delivery risk 32 EI XU franchising FHFZEN

credit risk {5 FE XU non-tariff barrier JERXFIEELZ

forum JFIAHE hard currency FEE LR

application and enforcement of foreign legal jurisdiction 7= TEEHER
laws JNENERAGER S5H1T

Many economists and business experts believe that no business can be purely
domestic. The realities of the modern world make all business international. No longer
can an economic or political change in one country occur without causing reverberations
throughout the world’s markets. A change in interest rates in one country affects
investment flows and currency exchange rates in other countries. The world today is
more economically interdependent than at any other time in history, which has led to the
globalization of product, service, and capital markets.

This chapter introduces us to different forms of international business and risk
management of international transactions, and to the parties and procedures involved in
the international sale of goods.



ion 1 Forms of International Business

International business can be classified into three categories: trade, international
licensing of technology and intellectual property (trademarks, patents, and copyrights),
and foreign direct investment. These broad categories describe three important methods
for entering a foreign market. Each method brings a different set of problems to the firm
because the level of foreign penetration and entanglement in that country is different.
Trade usually represents the least entanglement, and thus the least political, economic and
legal risk, especially if the exporting firm is not soliciting business overseas or maintaining
sales agents or inventories there. An investment in a plant and operations overseas usually
represents the greatest market penetration and thus, the greatest risk to the firm.

Considerable overlap occurs among these different forms of doing business. A
business plan for the production and marketing of a single product may contain elements
of each form. To illustrate, a Chinese firm might purchase the rights to a trademark for
use on an article of high-fashion clothing made from fabric exported from France and
assembled in offshore plants in India for shipment to the United States and Europe.
Here, a business strategy encompasses elements of trade, licensing, and investment.
The following chapters will focus on the operation and practice of the sale of goods, or
exporting-importing.

1.1 Trade
Trade consists of the import and export of goods and services. Exporting is the term

generally used to refer to the process of sending goods out of a country, and importing is
used to denote when goods are brought into a country. However, a more accurate definition
is that exporting is the shipment of goods or the rendering of services to a foreign buyer
located in a foreign country. Importing is then defined as the process of buying goods from
a foreign supplier and entering them into the customs territory of a different country.
Every export entails an import, and vice versa.

1.1.1 Exporting

Trade is often a firm’s first step into international business. Compared to the
other forms of international business (licensing and investment), trade is relatively
uncomplicated. It provides the inexperienced or smaller firm with an opportunity to

- penetrate a new market, or at least to explore foreign market potential, without significant
capital investment and the risks of becoming a full-fledged player in the foreign country.

Export functions include foreign marketing, sales and distribution, shipping, and
handling international transfers of money. Firms accept varying levels of responsibility for
moving goods and money and for other export functions. The more experienced exporters
can take greater responsibility for themselves and are more likely to export directly to



their foreign customers. Firms that choose to accept less responsibility in dealing with
foreign customers, or in making arrangements for shipping, for example, must delegate
many export functions to someone else. As such, exporting is generally divided into two
types: direct and indirect.

Direct Exporting

At first glance, direct exporting seems similar to selling goods to a domestic buyer. A
prospective foreign customer may have seen a firm’s products at a trade show, located a
particular company in an industrial directory, or been recommended by another customer.
A firm that receives a request for product and pricing information from a foreign customer
may be able to handle it routinely and export directly to the buyer. With some assistance,
a firm can overcome most hurdles, get the goods properly packaged and shipped, and
receive payment as anticipated. Although many of these one-time sales are turned into
long-term business success stories, many more are not. A firm hopes to develop a regular
business relationship with its new foreign customers. However, the problems that can be
encountered even in direct exporting are considerable.

Direct exporting is often done through foreign agents who work on commission. A
foreign agent normally has authority to make commitments on behalf of the firm he or
she represents. Whether the agent does or does not have legal authority to obligate the
firm should be stated clearly in an agent agreement. Direct exporting also can be done
by selling directly to foreign distributors. The foreign distributor is a merchant who
purchases merchandise from, for example, a Chinese exporter, resells it at a profit, and
generally provides after-sales support and service. The distributor usually carries an
inventory of products and spare parts and maintains adequate facilities and personnel
for normal servicing operations. The Chinese exporter must screen carefully all potential
agents or distributors.

Indirect Exporting

Indirect exporting is used by companies seeking to minimize their involvement
abroad. Lacking experience, personnel or capital, they may be unable to locate foreign
buyers or are not yet ready to be handling the mechanics of a transaction on their own.
There are several different types of indirect exporting. Export trading companies,
commonly called ETCs, are companies that market the products of several manufacturers
in foreign markets. They have extensive sales contacts overseas and experience in air
and sea shipping. A manufacturer may sell its goods to an ETC. The ETC takes title to
the product and exports for its own account, and for the manufacturer the transaction is
essentially a domestic sale. Some special ETCs are organized and operated by producers.
These types of ETCs can be organized along multiple- or single-industry lines and can
represent producers of competing products.

An indirect exporting method similar to using an ETC is selling goods to an export
agent or remarketer. Export agents or remarketers purchase products directly from the
manufacturer, packing and marking the products according to their own specifications.



