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OBJECTIVES OF CHAPTER 1

The main goals of this chapter are to:

1. 
Introduce the student to the contemporary issues in international trade and investment

2. 
define international business and its main components and illustrate the importance of technology in driving the globalization of products and markets.

3. 
identify the entities involved in international trade and investment and explore the changing nature of firms that do business outside their national borders 

4. 
highlight the benefits of globalisation and some of the concerns raised by critics of globalisation

5. 
explain to students the importance of studying international business

LECTURE OUTLINE OF CHAPTER 1

A. THE INTERNATIONAL ECONOMY AND THE NATIONAL INTEREST
1. The principle of national sovereignty gives each national government exclusive jurisdiction over the nation’s international relations. The European Union is an exception in that certain competences of the member-sates have been transferred to the Union’s super-national institutions (e.g. The European Commission).

2. The Mercantilists of the 17th century gave great weight to the role of the state in pushing exports and stopping imports.

3. The Classical Economists of the18th century advocated a free trade approach and they urged the state to abstain from regulating foreign trade, as the best way for maximising production and increasing welfare.

4. Modern economists measure the gains from trade in much the same way as the Classical economists, but they pay more attention to the role of government (See New Trade theory and Porter’s diamond theory in Chapter 3)

5. The world economy has suffered big changes in the Post-War 2 period. First Japan and then the Newly Industrializing Countries of East Asia and Latin America have gained market share in world production and trade from the older industrialized countries in North America and Western Europe.

6. The distinctive features of international trade and investment (e.g. different laws and policies, national monetary systems) are traceable to the nation-state system and its sub-systems. 

7. Foreign trade and investment pose hard problems as well as opportunities. In recent years a number of international economic issues have taken centre stage on the news. This text will attempt to provide the reader with the necessary background to understand them in the broader picture of a global economy.

B. THE SCOPE OF INTERNATIONAL BUSINESS

1. With the rise of global firms, companies can serve foreign markets in many ways other than traditional exporting. International firms can establish foreign production facilities that produce for local or third-country markets and thus substitute for home-country exports. Firms can licence foreign producers to manufacture goods that the licensing firm might otherwise export from its home country.

2. The scope of international business covers a wide range of business transactions.  There are three main forms of foreign involvement, which provide distinct forms of international business: Exports of goods and/or services; International Contracting; Foreign direct investment (e.g. Joint Ventures and Wholly owned direct investment)

3. Exports of goods are the oldest form of international economic activity. Exports represent an injection into the circular flow of income, serving to raise real income and output.

4. Contracting (e.g. leasing, franchising, turn-key) usually involves a greater international commitment of the company's resources than does exporting or importing" At the same time this operational form does not involve ownership and management of foreign property as foreign direct investment does.

5. A direct investment is one that gives an investor a controlling interest (e.g. at least 10%) in a foreign company. Foreign direct investment can take the form of a joint venture or a wholly owned company.

6. International contractors are any firms that do international business, ranging from exporters and importers, to franchisers, management contractors, and foreign direct investors.

C. THE GLOBALISATION OF THE INTERNATIONAL ECONOMY

1. The international economy is undergoing major changes that are popularly referred to as globalisation. This is characterized by closer economic integration and interdependence through the growth in international trade and investment.

2. By default, the pace of global integration has been explained and measured so far indirectly by a number of indicators covering particular aspects of international business, such as: 

trade/GDP ratio; share of FDI flows in GDP; the growth of Intra-Industry Trade; the declining concentration of international business flows etc.

3. As a result of globalisation, international trade appears to involve the exchange of a growing ratio of differentiated products of the same industry or broad based product group. That is, a growing share of international trade is intra-industry trade in differentiated products, as opposed to inter-industry trade in completely different products. The level of intra-industry trade can be measured by the intra-industry trade index (T).

4. A popular argument against globalisation is that there has been an in-built bias that led to a concentration of trade and investment flows among only a few countries, implying the marginalisation of others in world trade and investment. Low.P and others (1998) used a number of concentration indices and argued that marginalisation of individual countries from world markets can be mostly explained by inward-looking domestic policies and therefore that ‘marginalisation’ is not inherent to the globalisation process.

5. This book proposes a new indicator called “Aggregate international business” (AIB) and a new measure of globalisation through the share of AIB in GDP.

D. WHY STUDY THE AREA OF INTERNATIONAL BUSINESS?

We need to study the international economy and the international business strategies required to deal with it because:

- about all of the large enterprises in the developed world are multinational in character.

- Many small and medium-sized firms are also involved in business transactions internationally. There is a strong chance for any prospective employer of the current students to be involved in international operations.

- Public policy issues often relate to international trade, investment and finance (Therefore many jobs in government will require knowledge of the international economy.)

- The globalisation of financial markets.


The study of the international economy is expected to endow students with broader horizons, to stimulate their imagination and creativity, assisting them to cope better with the complexities of an increasingly global marketplace

Revision:

Cover the page with a sheet of paper and uncover one question at a time.

	PRIVATE 

Answers
	
Questions

	
	1.
Define international business.

	1.
The field of study that focuses on business activities that cross national boundaries
	

	
	2.
What are the main forms of foreign involvement?

	2.
Exports; Contracting; Joint Ventures; Wholly owned direct investment.
	

	
	3.
Name several main forms of contracting.

	3.
Licensing; Franchising Turnkey project; Subcontracting.
	

	
	4.
What form is broader: Licensing or turnkey project?

	4.
Turnkey project (may include licensing).
	

	
	5.
What is foreign direct investment (flow)?

	5.
A measure of F.D.I. movement in a year.
	

	
	6.
What is foreign direct investment (stock)?

	6.
The book value of the accumulated investment flows.
	

	
	7. 
What is meant by foreign production?

	7.
The value of the goods and services produced abroad by multinationals
	

	
	8.
What is multinational enterprise?

	8.
 In brief, a firm with controlled affiliates in three or more countries.
	

	
	9.
What is ‘transnational corporation’?

	9.
A corporation whose owners are in more than one nation.
	

	
	10.
Which activity had a higher value in 1999: the production by foreign affiliates of the world’s multinational companies or the combined value of world exports of goods and non-factor services?

	10.
At US$ 15.7 trillion, the value of production by the world’s foreign affiliates was twice as high as the value of exports of goods and non-factor services
	


PRACTICE ACTIVITIES

True-False Questions 

	
	       T / F 

	1. Classical economists advocated the government’s intervention in international trade.
	

	2. Over the last 3 decades or so, the Newly Industrialising Countries such as the Republic of Korea, Singapore, Malaysia have increased their share of world exports, but have lost market share in world production.
	

	3. A turn-key project can combine exports of equipment and various services (e.g. technical services, training etc).
	

	4. Leasing and franchising involve giving a controlling interest to the Principal .o
	

	5. All 500 global corporations on Fortune’s list can be defined as multinationals.
	

	6. In developing Asia, South Korea has most global corporations on Fortune 500 list.
	

	7. Globalisation is characterised by an increasing concentration of trade and investment flows.
	

	8. The Australian company BHP started going global in 1984 through the acquisition of the US-based Utah International. 
	


Multiple Choice

1.
An Australian consortium, including Kinhill Engineers Pty Ltd, MDA Asia Pacific 
quantity surveyors and Stafford Moor Farrington architects, has been involved in a 
.............deal to finance and build all of a 15 billion yuan (US$2.4 Bn) international airport in the southern Chinese city of Guangzhou.


What sort of international business deal is this?

a.
joint venture;


b.
licensing;


c.
franchising;


d.
turnkey project.

2.
Pohang Iron and Steel Co., South Korea's top steel-maker, has signed an 
agreement with 
China National Ferrous Metal Materials Corp to set up a........  in China.  Under the 
agreement, Pohang, the world's second largest steel 
producer, would hold a 70 percent stake 
in the company which would produce 100,000 tonnes of continuous galvanising sheets a 
year.



In what sort of international investment is Pohang involved?

a.
direct investment (wholly owned company);


b.
portfolio (joint venture);


c.
direct investment (joint venture);


d.
portfolio (wholly owned company).

3. In relation to the intra-industry trade index, which statement is NOT correct:


a.
X and M represent, respectively, the value of exports and imports of a particular industry or commodity group. 


b.
If T=1 it means that the intra-industry trade is minimum.


c.
T=0 when a country only exports or only imports the goods in question


d.
If the exports an d the imports of a good are equal T=1


4. In relation to the trade/GDP ratio, which statement is NOT correct:


a. 
Trade growth has consistently outpaced overall economic growth for at least the last 250 years.


b.
Over the period 1970-1999, exports of goods and services have increased their share of GDP not only for the world as a whole, but also for the group of low and middle me countries and for the group of high income countries.


c.
Several countries in Africa and Central America have not managed to increase their exports in line with GDP.

d. One reason for the ‘marginalisation’ of the above countries is represented by the unfavourable long-term trends for the international prices of commodities, which dominate the product composition of their exports.

5. Which of the statements below is NOT a concern as identified by the International Labour Organisation (ILO) in relation to the agriculture of developing countries in the context of a fast pace of globalisation:

a. The fast pace of rural-urban migration of population, creating labour shortages in rural areas in developing countries.

b. Agriculture’s role as the largest employer of the labour force in the poorer countries.

c. The vast technology gaps between rich and poor countries

d. Domination of the food trade by a few multinational corporations.

SOLUTIONS TO PRACTICE ACTIVITIES

True-False Questions

1.
F

5.
F

2.
F

6.
T

3.
T

7.
F

4.
F

8.
T

Multiple Choice

1.
d

2.
c

3.
b

4.
a

5.
a
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