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Lesson One

TEXT

Forms of International Business

The international business organization in following its cor-
porate strategy is continually adjusting to the dynamics of its
changing external/internal environments. In so doing, its struc-
ture should likewise respond to these changes. Firms can either
import or export goods. They can sell or buy technology or
property rights through licensing and franchising agreements.
They can invest in foreign firms around the globe or they can fi-
nance transactions arising from trade or international invest-
ment. As the firm progresses through its internationalizing
process, its international activities may range from single export
to wholly mwned subsidiaries. The most common forms or w ys
of doing international business would include: importing and ex-
porting, licensing and franchising, industrial cooperation and
support agreements, joint ventures, or wholly owned subsidiar-

ies.



Entry Through Exports and Imports

Most firms enter international business through exports, for
it is the simplest and least risky way. Export problems center a-
round the marketing function. Major concerns are the design of
an effective marketing mix, getting channels of distribution es-
tablished, and analysis and compliance with trade/business stat-
utes. Because of low asset exposure to political risk and stabili-
ty, the firm retains the maximum flexibility to switch its geo-
graphical target areas with minimum disruption. Of course, host
country “middleman” agencies are the key to exporting success,
and how well they respond to market pressures and home coun-
try supervision is important. The next step is usually the estab-
lishment of a local national sales office followed by a direct in-
vestment in production facilities in selected host country sites.
The major means by which a firm may engage in export activities

are;

+ Deal through an export management company (EMC).
This is the simplest means because all foreign problems are han-
dled by the export house. This is often a good way to begin ex-
porting but consideration should be given to other potentially
more profitable channels as the market grows.

+ Deal through a foreign import house. This is also a good
way to break into export. The trick is to find a reliable importer
who will effectively market your product. The information serv-
ices available through the regional offices of the U. S. Department
of Commerce and the international departments of major banks
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can be very helpful in this regard.

+ Deal through a manufacturer’s representative abroad.
This is a similar situation to the import house, but one may ex-
pect more individual effort in pushing his or her own product.
The nature of the product may well determine which is better.

+ Set up a marketing subsidiary abroad (either wholly
owned or a joint venture). This course is not usually undertaken
unless the market potential has been established through export
or careful market research. The exception is the firm with con-
siderable multinational experience. The marketing subsidiary
provides maximum sales potential, but considerable volume is re-

quired to make it profitable.

The import structure is quite similar to the export struc-
ture, and in the flow of international trade, imports move toward
a balance with exports. The import structure includes import
merchants, import representatives, and consumer-owned import
establishments.

The import merchant today is represented by the import
trading company that specializes in the products it imports and
their particular distribution patterns.

Import representatives serve as international brokers, nor-
mally performing exporting as well. They are of two types: (1)
commission houses that strictly serve as agents for local consum-
ers, buying abroad and making all delivery arrangements but as-
suming no financial responsibility, and (2) resident representa-
tives of foreign exporters perform the selling and distributing

functions for the foreign exporters.



Consumer-owned import establishments provide more direct
control over the importing process and over the establishments
carrying it out. Large retailers have set up their own import u-

nits, which deal directly with the foreign exporters.
Licensing and Franchising

Licensing involves granting a license to a foreign firm to
produce and market a product for which the foreign firm pays
royalties to the parent firm. The rights that can be licensed in-
clude patents, trademarks, copyrights, production processes.,
and brand company names and insignia. It may be used to enter
and cultivate a foreign market, which cannot otherwise be tapped
by export or some other entry form or way. Sometimes licensees
develop quality control problems and can possibly prevent the
parent firm from entering the foreign market at a later date. The
parent firm may also be creating its own competitor in the
licensee’s or in third country markets. The licensee can provide a
low-cost, low-risk way of entering a foreign market, but in many
instances its ability to provide technical know-how for a new
market is welcomed.

Franchising is primarily used in the fast food industry and
allows the franchisee to exploit the franchisor’s trademark and
working system and to be obligated to buy certain of the
franchiser’s imports in the process and receive management de-
velopment assistance. Normally a front-end lump sum is paid to

the franchiser in addition to receiving royalty payments.
Industrial Cooperation and Support Agreements

Technical aid and management contracts often accompany li-
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censing, franchising, or investment agreements. These agree-
ment contracts are written for specific services or consulting ar-
rangements as opposed to the all-inclusive blanket licensing a-
greement. Most often, they involve the use of technical or man-
agerial personnel from the country of the parent headquarters,
and these services may be requested on a continuing basis by the
recipient firm until the technical “know-how” or expertise has

been assimilated.
The Turnkey Project

The turnkey project involves a complete package where com-
plete facilities are provided in another country to include the
training and education of workers and managers. Many engineer-
ing and heavy construction projects in developing countries are
accomplished with these type agreements. When personnel and
facilities are fully functional, the contracting firm turns over the
key for the entire project and moves on to the next project. Some
countries use this industrial policy to avoid foreign direct invest-
ment in a particular sector in their country.

Many of the turnkey contracts are in remote areas and re-
quire the importing of third country personnel and building an
entire infrastructure under arduous conditions. An international
engineering consultant firm head has identified five stages for e-
conomic development in developing countries: (1) expatriates do
all the work (2) local subcontractors develop, (3) small local
contractors start up, (4) local contractors take over local work.,
(5) local contractors go abroad. Developing countries such as In-
dia, Turkey, or Korea with their low labor costs are competing
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strongly in the more conventional, construction type, turnkey

projects.
Joint Ventures

In this form, the parent company owns only a part interest
in the foreign enterprise. Some countries require that the majori-
ty ownership interest must be held by the host country firm. Al-
though few executives prefer this type of shared ownership, it
does allow for reduced capital investment and associated risk in a
foreign market area. Its major advantage is that the host country
partners may provide special assistance in marketing and dealing
with governmental and political activities. Of course, cultural
differences must be dealt with and sometimes foreign partners
are a source of conflict. Among large multinationals, interna-

tional joint ventures have been steadily increasing.
Wholly Owned Subsidiaries

This is the most popular form for U, S. -based multinational
organizations. Traditionally, this form of direct investment a-
broad has been looked at as an international movement of capital
accompanied by managerial control, technology, and access to
resources that might not otherwise be available. Wholly owned
subsidiaries may be started from the blueprint or by acquisition
of an on-going firm in the host country. Many benefits arise from
the latter in the marketing, distribution, and servicing areas.

Two significant trends emerged in the 1980s. First, the
flow of capital in the form of economic development loans in-
creased much more rapidly to Third World countries than direct
foreign investment flow of multinationals in the form of wholly
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or majority owned subsidiaries. Second, different multinational
forms of investment (other than wholly or majority owned sub-
sidiaries) such as joint venture investments began to be used in
increasing amounts in the less-developed countries. These trends
indicate that U. S. firms are less concerned about majority or

wholly owned control than formerly.



General Trading Companies

The most developed of today’s trading companies are those
in Japan. The purpose of Japanese general trading companies
(GTCs) has been to consolidate domestic trading activities and
facilitate the export of domestic manufacturers into foreign mar-
kets. Basically, the GTC is a domestic company designed to gen-
erate synergy through internal cooperation and coordination of its
business units, which are diversified along product, area, and/or
function basis. During the 1970s and 1980s, governments in sev-
eral developing countries, such as Korea, Thailand, and Tur-
key. began to develop their own GTC capabilities to promote ex-
ports as major market countries began to expand their protection-
ist measures.

In 1982 the U. S. Congress enacted the Export Trading Com-
pany Act(ETC) to facilitate the promotion of international trade
and provide for the growth of ETCs. The ETCs are intended to
aid small to medium-size firms that are individually too weak to i-
dentify foreign markets, generate and conduct sales in these mar-
kets, or procure foreign products and technologies.

(From M. Reza Vaghefi et al. :
“International Business :

Theory and Practice”)

NEW WORDS & PHRASES

corporate [ 'koparit ] a. . licensing [ 'laisansin] n.

dynamics [ dai'n| miks] n. franchising [ 'fr| ntfaizig] n.



arise from  --+ee+ ,  eemess

subsidiary [ sab'sidjari] n.

venture [ 'vent[a ] n. s

compliance [ kom'plaians | n. s

statute [ 'st| tjuit ] n. ,

exposure [ iks'pauza] n.

flexibility [ fleksa'biliti] n. .

disruption [ dis'rapfon] n.

multinational [ malti'n| [onl] a. n.
@ HO)

specialize in s

broker [ 'brouka] n. s

deliver [ di'liva] «. (G

delivery [ di'livari] n. s .

assume [ 2'sjuim ] .

royalty [ 'roialti] n. [ )

patent [ 'peitant, 'p| tont ] n. s

trademark [ 'treidmak | n.

copyright [ 'kopirait ] n. )

insignia [ in'signia] n. ;

tap [tLp] . .

licensee [ laisan'si: | n.

know-how [ 'nou hou | ,
franchisee [ fr| ntfai'zi: ] n.
franchisor [ fr] ntfai'zo: | n.

lump [ lamp] 7. .

as opposed to  ------ ;
blanket [ 'bl| gkit] a. ,

expertise [ ekspa'tiiz] n. s

assimilate [ 2'simileit | v.

“

turnkey [ 'tamkiz] n. s

functional [ 'fapk[anl] a. .
infrastructure [ 'infraistraktfa ] n.
identify [ ai'dentifai] w. ; ;

expatriate [ eks'pl triit] »n.

subcontractor [ 'sabkan'tr| kta ] n.

access [ '| kses] n. ( )
( N )
acquisition [ | kwi'zifon ] n. ;



facilitate [ fa'siliteit ] w. s ( )

be designed to ) 3 (GEEN )
synergy [ 'sinad3i ] n. enact [i'nl kt] w. ; ;
diversify [ dai'vasifai] v. ;

PROPER NAMES

Department of Commerce ( Korea [ ka'ria | ( )

) Thailand [ 'tail[ nd] ( )
India [ 'indja] ( ) Congress ( )
Turkey [ 'taki | ( )

ECONOMIC TERMS & EXPRESSIONS

international business parent firm

wholly owned subsidiary technical know-how s
joint venture s

marketing mix turnkey project *

”

export management company
contracting firm

export house s s majority ownership
less-developed country

import house general trading company

commission house ,

NOTES

1. The international business organization in following its corporate strategy
is continually adjusting to the dynamics of its changing external/internal

environments.



