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CH1 – FOUNDATION CONCEPTS OF INTERNATIONAL BUSINESS: 
 
1.0.0. Introduction to International Business: 
International Business: Performance of trade and investment activities by firms across national borders 
(AKA: cross-border activities) 

• Firms organise, source, manufacture, market and conduct other value-adding activities on an 
international scale, seeking foreign customers and engaging in collaborative relationships with 
foreign business partners 

• Although international business is performed mainly by individual firms, governments and 
international agencies also conduct international business activities 

• International business is characterised by six major dimensions. These are: 
o Globalisation of markets 
o International trade 
o International investment  
o International business risks 
o Participants (firms, intermediaries, facilitators, governments) 
o Foreign market entry strategies  

• Although trading across borders has occurred for centuries, contemporary international business 
has gained much momentum and complexity over the past four decades 

• Business internationalisation gives access to products and services from around the world, and 
profoundly affects the quality of life and economic wellbeing of global individuals 

• Modern platforms such as Facebook and Instagram are considered expressions of ongoing 
economic integration and growing interdependency of countries worldwide, known as the 
globalisation of markets 

o Globalisation of Markets: Ongoing economic integration and growing interdependency 
of countries worldwide  

• A parallel trend to the globalisation of markets is the ongoing internationalisation of countless 
firms and dramatic growth in the volume and variety of cross-border transactions in goods, 
services and capital flows 

o Internationalisation: The tendency of companies to deepen their international business 
activities systematically 

o Internationalisation has led to the widespread diffusion of products, technology and 
knowledge worldwide 

• While globalisation both compels and facilitates firms to expand abroad, company 
internationalisation has simultaneously become more simplistic and accessible than ever before 

 
1.1.0. The Key Concepts of International Business: 
International Trade: The exchange of products and services across national borders, typically through 
importing and exporting 

• Both finished products and intermediate goods may be imported and exported 
 
International Investment: The transfer of assets to another country or the acquisition of assets in that 
country 

• Economists refer to such assets as factors of production; and these include capital, technology, 
managerial talent and manufacturing infrastructure  

• Trade implies that products and services cross national borders, yet by contrast, investment 
implies that the firm itself crosses borders to secure ownership of assets located abroad  

 
International Investment Portfolio: Refers to the passive ownership of foreign securities such as stocks 
and bonds to gain financial returns – this does not entail active management or control over these assets 

• The foreign investor has a relatively short-term interest in the ownership of these assets 
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Foreign Direct Investment (FDI): An internationalisation strategy in which the firm establishes a physical 
presence abroad through acquisition of productive assets such as land, plant, equipment, capital and 
technology 

• FDI is a foreign investment strategy that gives investors partial or full ownership of a productive 
enterprise typically dedicated to manufacturing, marketing or management activities 

• Investing such resources abroad is generally for the long term and involves extensive planning  
 
1.1.1. The Nature of International Trade: 
Overall, export growth has outpaced the growth of domestic production during the past few decades, 
illustrating the rapid pace of globalisation 

• Following a 27-year boom, world trade declined in 2009 due to the Global Financial Crisis, 
however trade revived and returned to normal levels by 2012 

o Trade was a key factor which helped to mitigate the impacts of this recession, and it is 
important to note that since 2008, the annual rate of growth in world exports has been 
nearly double that of GDP 

• There are three main factors which explain why trade growth has long outpaced GDP: 
1. The rise in emerging markets during the past three decades has led to an increase in the 

disposable income of the middle class in developing countries 
2. Developed economies such as the United States and European Union are now sourcing 

many of the products they consume from low-cost manufacturing locations like China 
and India 

3. Advances in information and transportation technologies, decline in trade barriers and 
liberalisation of markets have contributed (and continue to contribute) to the rapid 
growth of trade among nations  

• During the recent global recession, China surpassed the US to become the world’s leading 
exporter in total dollar terms 

o Trade accounts for approx. 45% of China’s GDP vs. 23% of the that of the US 
• Entrepôt: A French term meaning ‘intermediate depot’ 

o EG: Singapore is a major entrepôt for petroleum products it receives from the Middle 
East, which it then exports to China and other destinations in Asia  

 
1.1.2. The Nature of International Investment: 
As the most practiced foreign entry strategy by internationally active firms, FDI is the ultimate form of 
internationalisation, encompassing the widest range of international business involvement 

• Companies usually undertake FDI for the long term and retain partial or complete ownership of 
the assets they acquire 

o In this process, the firm establishes a new legal business entity in the host country, 
subject to the regulations of the host government 

• FDI is especially common among large, resourceful companies with substantial international 
operations 

o EG: Many European and US firms have invested in China, India and Russia to establish 
plants and take advantage of low-cost labour or natural resources available within those 
countries 

o At the same time, companies from these rapidly developing economies have begun to 
invest in Western markets 

 
1.1.3. The Internationalisation of Services as well as Products: 
Historically, international trade and investment were mainly the domain of companies that make and sell 
tangible merchandise, however today firms that produce services are key international players too 

• International trade in services accounts for about ¼ of all international trade, and is growing 
rapidly 

• Not all services can be exported, for example repair work on a car or the experience of eating a 
meal at a restaurant  
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o Although some services can be digitised and moved transnationally, most service 
providers operate internationally only be establishing a physical presence abroad 
through direct investment 

o Firms invest abroad to set up restaurants, retail stores and other physical facilities 
through which they sell billions of dollars’ worth of services annually, EG: In 2014 eBay 
earned more than $75 billion, more than 50% of which came from international sales 

 
1.1.4. The International Financial Services Sector: 
International banking and financial services are among the most internationally active service industries, 
where explosive growth of investment and financial flows has led to the emergence of capital markets 
worldwide 

• It resulted from two main factors: the internationalisation of banks and the massive flow of 
money across national borders into pension funds and portfolio investments 

• In the developing economies, banks and other financial institutions have fostered economic 
activity by increasing the availability of local investment capital, which stimulates the 
development of financial markets and encourages locals to save money 

• International banking is flourishing in the Middle East, where in Saudi Arabia the return on equity 
often exceeds 20% (compared to 15% in the US) 

 
1.2.0. The Difference Between International and Domestic Business: 
The economic environment of different countries and continents can vary sharply according to the 
distinctive economic, cultural and political characteristics of each region 
 
1.2.1. The Four Risks of Internationalisation: 
The four risks of internationalisation are cross-cultural risk, country risk, currency risk and commercial 
risk, and firms must manage these risks to avoid financial loss or product failures 

• Cross-Cultural Risk: A situation or event in which a cultural misunderstanding puts some human 
value at stake, usually arising from differences in language, lifestyles, mind-sets, customs and 
religions 

o Values influence the mind-set and work style of employees and the shopping patterns of 
buyers, and foreign customer characteristics often differ significantly from those of 
buyers in the home market  

o Miscommunication due to cultural differences gives rise to inappropriate business 
strategies and ineffective relations with customers 

o Cross-cultural risk most often occurs in encounters in foreign countries, however this 
risk can also occur in the domestic market with foreign customers who visit a 
business/its headquarters in the firm’s home country 

• Country Risk: Potentially adverse effects on company operations and profitability caused by 
developments in the political, legal and economic environment in a foreign country, including 
the possibility of foreign government intervention in business activities 

o EG: Governments may restrict access to markets, impose bureaucratic procedures on 
business transactions, and limit the amount of income that firms can take home from 
foreign operations 

o The degree of government intervention in commercial activities varies from country to 
country – EG: Singapore and Ireland are characterised by fairly liberal economic 
environments, while China and Russia regularly intervene in business affairs  

o Country risk also includes laws and regulations that potentially hinder company 
operations and performance, like intellectual property protection, product liability and 
taxation policies 

o Nations, and therefore companies, may also experience potentially harmful economic 
conditions, often due to high inflation, national debt and unbalanced international trade 

• Currency Risk: Risk of adverse fluctuations in exchange rates 
o The rising value of the US dollar during 2014/2015 relative to most currencies has cut 

into revenues of US multinational firms such as Apple, Caterpillar and Pfizer 
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• Commercial Risk: Firms’ potential loss or failure from poorly developed or executed business 
strategies, tactics or procedures  

o Although such failures also exist in domestic markets, the consequences are usually 
more costly when committed abroad 

o Commercial risk is often affected by currency risk because fluctuating exchange rates 
can affect various types of business deals 

o Although risk cannot be avoided, it can be anticipated and managed 
§ Experienced international firms constantly asses their environments and 

conduct research to anticipate potential risks, understand their implications, 
and take proactive action to reduce their effects 

 
1.3.0. The Participants of International Business: 
There are four major categories of participants: 

• Focal Firm: The initiator of an international business transaction; it conceives, designs and 
produces offerings intended for consumption by customers worldwide 

o Focal firms are primarily large multinational enterprises (MNEs/MNCs) and small and 
medium-sized enterprises (SMEs) 

• Distribution Channel Intermediary: A specialist firm that provides various logistics and marketing 
services for focal firms as part of international supply chains, both in the focal firm’s home 
country and abroad 

o Typical intermediaries include independent distributors and sales representatives, 
usually located in foreign markets where they provide distribution and marketing 
services to focal firms on a contractual basis 

• Facilitator: A firm or individual with special expertise in banking, legal advice, customs clearance, 
or related support services that helps focal firms to perform international business transactions 

o Facilitators include logistics service providers, freight forwarders, banks, and other 
assistive bodies (can be thought of as a travel agent for cargo) 

o Facilitators are found both in the home country and abroad  
• Governments/Public Sector: 

o State-owned enterprises account for a substantial portion of economic value added in 
many countries, even rapidly liberalising emerging markets such as Russia, China and 
Brazil 

o Governments in advanced countries such as France, Sweden and Australia have 
significant ownership of companies in telecommunications, banking and natural 
resources  

o The recent GFC led governments to increase their involvement in business, especially as 
regulators  

 
While focal firms, intermediaries and facilitators represent the supply side of international business 
transactions, customers comprise the demand side. Customers consist of: 

• Individuals 
• Retailers 
• Organisational Buyers: Businesses, institutions and governments that purchase goods and 

services as inputs to a production processes or as supplies needed to run a business or 
organisation 

 


