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International business activities range from exporting goods to other nations to establishing manufacturing operations in other nations. These activities present new challenges to managers. 
Although not all organizations are directly involved in international business activities, knowing and understanding the nature of international business activity is a must for all managers. 
The trading of goods and services across national boundaries results from the principle of comparative advantage. 

A country has a comparative advantage when it can produce goods and services more efficiently or cheaply than other countries. 

Factors determining a country’s comparative advantage include: 

· the presence of natural resources

· Adequate quality and quantity of labour and capital, 

· Available technology, and 

· The cost of these resources. 
1. INTERNATIONAL BUSINESS INVOLVEMENT

The decision to extend an organization’s operations to other countries has 2 main objectives: 

a) Profit – because international operations give organizations the chance to meet the increasing demand for goods and services in foreign countries

b) Stability - the new sources of demand from the other countries can have a stabilizing effect on the organization’s production process.  

There are 4 basic strategies for the internationalization of a company’s operations: 
1) Exploit a technological lead – when an organization creates a new product, it enjoys a distinct competitive advantage at first. As it becomes less unique this advantage erodes and the organization often attempts to build new markets elsewhere. 

2) Exploit a strong trade name – foreign brands are often considered better.

3) Exploit advantages of scale – larger organizations can more easily assemble the funds, physical assets and human resources needed to produce and distribute goods on a larger scale than can smaller organizations. 
4) Exploit low cost resource – when costs of production are a critical concern, an organization may set up international operations in areas where the resource and/or labour costs are relatively lower than they are domestically. 
2. EXPORTING AND IMPORTING
An organization may become involved in international business activities by:

· Exporting = selling an organization’s goods and/ or services in another country. 

· Importing = purchasing goods and/or services from foreign countries

· Manufacturing in a foreign country. 

Reasons for exporting and importing goods:
A) Reasons to export: 

a) If the production process requires high volume to reduce cost per unit, the home market may be too small to absorb the output so the output may be sold overseas. 
b) The demand for the firm’s products may be seasonal and irregular and by expanding to foreign markets production costs may be lowered by more effective production scheduling. 

c) The product’s life cycle: when the product is first introduced, there is a big demand and the introducing company is the only supplier. As the product reaches maturity, this competitive edge is reduces and can be maintained only by creating new markets where it reenters the growth stage. 

d) Less competition in selling overseas, so the company can reduce its costs and can increase its profits without risking new product development. 
B) Reasons to import

a) The goods may be needed but not available in the importing country (i.e. oil, gas)

b) Many foreign made products have prestige value and are demanded by the home market (French perfumes, German cars etc.)

c) Some foreign goods are less expensive due to lower production costs. 

Organizations that wish to sell their product overseas must decide how to organize their exporting/importing activities. 
· The organization may establish its own internal structure which requires special expertise in international accounting, finance, marketing and law. 

· Some organizations decide to contract an outside person who is sometimes called a combination export-import manager and who serves a group of import- export organizations and handles all activities involved in the exporting/importing of the organization’s goods and services.

In time, many organizations find that it is economically better to expand their production operations overseas than to continue exporting goods to their markets abroad.  The ways in which international organizations expand their production activities differ in the degree of control retained by the parent organization. 
The parent company may: 
- set up assembly operations in a foreign country

- contract with a foreign organization to produce its products but retain control over the marketing ot the product in that country. 

- conclude a license arrangement with a foreign organization to produce and market the parent organization’s product in return for a set of percentage of sales revenues. The parent company may provide technical and or managerial support.  

Terms: - Parent organization - the organization that extends its operations beyond its nation’s boundaries. 
· Host country – country in which a foreign organization does business. 

3. PROBLEMS IN INTERNATIONAL BUSINESS ACTIVITIES
Tariffs:  – government imposed taxes charged on goods imported into or exported from a country.  

- Scope: - Raise revenues of the country (budget)
- Protect the national economy (protect the producers from the foreign competition of imported goods)
Quotas: - establish the maximum quantity of a good that can be imported/ exported during a given period of time. 

- It can be set in physical or in value terms. 
- can be imposed unilaterally or it can be negotiated on a voluntary basis. 
Payment for international transactions –foreign exchange rates = the rate of exchange of one currency to anther currency present certain problems as the rates fluctuate in value. 
Government control over profits – the profits of the parent company are often controlled by the host country’s government which regulates the access foreigners have to its currency. 

Taxation – firms operating in another country are subject to that country’s laws and regulations. Taxes for foreign investments may be quite high in some countries. 

Cultural differences – language problems, differences in cultural values, tastes, attitudes. r social differences, economical, technical and political ones. 
4. MULTINATIONAL CORPORATIONS (MNCs) 
Multinational corporation = any business organization that maintains a production, assembly, sales or service presence in two r more countries. 
Problems facing MNCs: 
Besides the normal problems faced by all international business activities (tariffs, quotas, cultural differences, taxation, payment for international transactions and government control over profits) MNCs also face the following difficult and challenging problems: 
- Human rights and labour standards

- Terrorism 

- Marketing practices 

Managers in MNCs:
It seems preferable to use local nationals in management position in foreign operations as: 
a) this implies lower costs 

b) a thorough knowledge of the culture and the market. 
One problem with the use of local nationals as managers is that many of them may not be transferable to other company operations which may contribute to frustration and nationalistic feelings. 
Another problem is that poor communication can develop unless someone in the parent company knows the local environment. 
International managers must posses several traits to be successful: 

- They must be able to do the job

- Cultural empathy

- Language skills

- Personal adaptability and adaptability of the candidate’s family. 

5. LEARNING FROM FOREIGN MANAGEMENT
Peter Drucker has outlined 6 lessons which he feels can be learned from foreign management: 
a) Foreign managements increasingly demand responsibility from foreign employees. 

b) Foreign managements have thought through their benefits policies more carefully and structure benefits according to the needs of recipients. 
c) Foreign managements take marketing more seriously in that they attempt to know what is value for the customer. 
d) Foreign managements base their marketing and innovation strategies on the systematic and purposeful abandonment of the old, the outworn and the obsolete. 
e)  Foreign managements keep separate and discrete those areas where short-term results are the proper measurement and those where results should be measures over long time spans – innovation, product development, product introduction, manager development etc. 
f)  Managers in large Japanese, German and French companies see themselves as national assets and leaders responsible for the development of proper policies in the national interest. 

Questions
1. In what ways may an organization enter into international business activities?

2. What are the 4 basic strategies used by organization that decide to move into international operations? 
3. What is exporting?

4. What is importing?

5. What is a parent organization?
6. What are tariffs and what is their scope?

7. What are quotas? 

8. What in a Multinational Corporation?
9. Describe some unique problems faced by MNCs

10. Outline 6 lessons that can be learned from foreign management.   
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