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PREFACE TO THE SECOND EDITION

International economic scenario including global and regional economic crisis and turbulences, in addition
to shifts in career and global human resource movements enabled most of the human resources of various
countries to be highly volatile. In addition, emergence of transnational companies necessitated the employees
of various transnational/multinational companies to move across the globe on various assignments. The
increased rate of mobility of human resources provided an opportunity to expatriates and the business, but
posed challenges to the national governments and other stakeholders. Transnational companies started
formulating and revising human resource policies and strategies to meet the challenges efficiently in order
to derive maximum value addition from the free movement of human resources.

These developments in global human resource management practices along with good response to the
first edition of the book on International Human Resource Management made me and my publishers to bring
this revised edition.

Many students particularly from Business Schools in India and Papua New Guinea provided me an
opportunity to revise this book. I immensely thank them for their support and encouragement. I am grateful
to the teachers who provided to me the comments for revising the book. Particularly, I would like to express
my gratitude to the students and teachers of the University of Papua New Guinea (UPNG).

My special thanks are due to Mr. Niraj Pandey, who initiated and continuously followed up this project.
Mrs. Ujjwala Pandey, Mr. Anuj Pandey, Mr. Vijay Pandey, Mr. Krishna Poojari, and Ms. Nimisha of Himalaya
Publishing House Pvt. Ltd. have provided immense support in bringing this revised edition. I thank all of
them immensely.

My wife Mrs. Pulapa Rama Devi, daughter Hima Bindu and son Tej Kumar were put in inconvenience
during the period of revising this book. I express my gratitude to them.

I request the students, teachers and other readers to write to me with their comments and suggestions
via e-mail.

Mumbai,                                                                                                                PULAPA SUBBA RAO
21st July 2015       pulapas@rediffmail.com
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Learning Objectives

After studying this chapter, you should be able to –

• Differentiate between International Business and International Trade
and International Marketing;

• Discuss the drivers of globalization;

• Know why global business is a crucial venture;

• Understand why business firms go global;

• Explain the basis for International Business;

• Explain the stages of Internationalization;

• Identify the sources of Competitive Advantages from International
Business.
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INTRODUCTION
The beverages you drink might be produced in India, but with the collaboration of a USA

company. The tea you drink is prepared from the tea powder produced in Sri Lanka. The spares
and hard disk of the computer you operate might have been produced in the United States of
America. The perfume you apply might have been produced in France. The television you watch
might have been produced with the Japanese technology. The shoes you wear might have been
produced in Taiwan, but remarketed by an Italian company. Your air-travel services might have
been provided to you by Air-France and so on so forth.

Most of you have the experience of browsing internet and visiting different websites, knowing
the products and services offered by various companies across the globe. Some of you might
have the experience of even ordering and buying the products through internet. This process
gives you the opportunity of transacting in the international business arena without visiting or
knowing the various countries and companies across the globe.

You get all these even without visiting or knowing the country of the company where they
are produced. All these activities have become a reality due to the operations and activities of
international business.

Thus, international business is the process of focussing on the resources of the globe and
objectives of the organizations on global business opportunities and threats, in order to produce,
buy, sell or exchange of goods/services worldwide.

 (A) EVOLUTION  OF  INTERNATIONAL  BUSINESS
The origin of international business goes back to human civilization. Historically, periods of

greater openness to trade have been characterized by stronger but lopsided global growth. The
concept of international business — a broader concept relating to the integration of economies
and societies, dates back to the 19th century. The first phase of globalization began around 1870
and ended with the World War I (1919) driven by the industrial revolution in UK, Germany and
the USA. The import of raw materials by colonial empires from their colonies and exporting
finished goods to their overseas possessions was the main reason for the sharp increase in the
trade during this phase.

The ratio of trade to GDP was as high as 22.1 in 1913. Later, various Governments initiated
and imposed a number of barriers to trade to protect their domestic production that led to decline
in the ratio of trade to GDP to 9.1 during 1930s. The international trade between two World
Wars has been described as “a vast game of beggar-my-neighbour”.

Advanced countries experienced a severe setback consequent upon the imposition of trade
barriers as they produced in excess of domestic demand and a decline in the volume of international
trade. Added to this, the breakdown of the gold standard resulted in vacuum in the field of
international trade. Then the world nations felt the need for international cooperation in global
trade and balance of payments affairs. These efforts resulted in the establishment of the
International Monetary Fund (IMF) and the International Bank for Reconstruction and Development
(IBRD – popularly known as the World Bank).

The prolonged recession before the World War II in the West, led to an international
consensus after the World War II that a different approach towards international trade was
required. Consequently, 23 countries conducted negotiations in 1947 in order to prevent the
protectionist policies and to revive the economies from recession aiming at the establishment of
the International Trade Organization. This attempt of the advanced countries ended with the
General Agreement on Trade and Tariffs (GATT) that provided a framework for a series of
‘rounds’ of negotiations by which tariffs were reduced. Efforts to convert the General Agreement

International
business focuses
on global
resources,
opportunities to buy/
sell worldwide.

The first phase of
globalization began
around 1870 and
ended with the
World War I.
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on Trade and Tariffs (GATT) into World Trade Organization (WTO) were intensified during
1980s and ultimately GATT was replaced by the WTO on 1st January, 1995, envisaging trade
liberalization. The efforts of IMF, World Bank and WTO along with the efforts of individual
countries due to economic limitations of the closed economies led to the globalization of business.
Globalization gave fill up to international business particularly during 1990s.

In fact, the term international business was not popular before two decades. The term
international business has emerged from the term ‘international marketing’, which, in turn, emerged
from the term ‘international trade’.

International Trade to International Marketing: Originally, the producers used to export
their products to the nearby countries and gradually extended the exports to far-off countries.
Gradually, the companies extended the operations beyond trade. For example, India
used to export raw cotton, raw jute and iron ore during the early 1900s. The massive
industrialization in the country enabled us to export jute products, cotton garments and steel
during 1960s.

India, during 1980s could create markets for its products, in addition to mere exporting.
The export marketing efforts include creation of demand for Indian products like textiles,
electronics, leather products, tea, coffee, etc., arranging for appropriate distribution channels,
attractive packaging, product development, pricing, etc. This process is true not only with India,
but also with almost all developed and developing economies.

International Marketing to International Business: The multinational companies which
were producing the products in their home countries and marketing them in various foreign
countries before 1980s, started locating their plants and other manufacturing facilities in foreign/
host countries. Later, they started producing in one foreign country and marketing in other
foreign countries. For example, Unilever established its subsidiary company in India, i.e., Hindustan
Lever Limited (HLL). HLL produces its products in India and markets them in Bangladesh, Sri
Lanka, Nepal, etc. Thus, the scope of the international trade is expanded into international marketing
and international marketing is expanded into international business.

The 1990s and the new millennium clearly indicate rapid internationalization and globalization.
The entire globe is passing at a dramatic pace through the transition period. Today, the international
trader is in a position to analyze and interpret the global, social, technical, economic, political and
natural environmental factors more clearly. Fig. 1.1 presents international business model consisting
influencing environmental factors, stages, approaches, and modes of entry, goals of and advantages
of international business.

 (B) DRIVERS  OF  GLOBALIZATION
Various economies including the former communist and socialist countries opened their

economies to the rest of the globe. The shifts in globalization and international business have
been at a fast rate after 1990s. The external environmental factors have been contributing
significantly for the remarkable strides in global business. The drivers of globalization/factors
contributing to the globalization include establishment of WTO, emergence and growth of regional
integration, decline in trade barriers, decline in investment barriers, increase in FDI, technological
changes and growth of MNCs.

The efforts of IMF,
World Bank and
WTO to liberalize
the economies led
to globalization.

Shift from
exporting/importing
to International
marketing.

Shift from
international
marketing to
international
business.
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u—————————————–———————————————————————–––——

—————————————–———–––——————————————————————u

Establishment of World Trade Organization: Governments of the member countries of
General Agreement on Trade and Tariff (GATT) concluded the Uruguay round negotiations on
the 15th December, 1994. The ministers expressed their political support to the outcome of the
meeting by signing the Final Act in Marrakesh, Morocco on the 15th April, 1994. According to
the Marrakesh declaration, the results of the Uruguay round would, “strengthen the world economy
and lead to more trade, investment, employment and income growth throughout the world”. The
World Trade Organization was established with effect from 1st January, 1995 in order to facilitate
the implementation, administration and operation and further the objectives of this agreement and
on the Multinational Trade Agreements and shall also provide the framework for implementation,
administration and operation of the Plurilateral Trade Agreements.

The value of exports increased by 487% and import increased by 480% after the establishment
of WTO, i.e., during 1995 and 2013 despite the negative effect of global economic recession of
2007-2010.

REGIONAL INTEGRATION
The regional integration of the countries of the same region or areas increases the size of

market, aggregate demand for products and services, quantity of production, employment and
ultimately the economic activity of the region. Further, the people of the region get a variety of
products at comparatively lower prices. This factor, in turn, enhances the purchasing power and
living standards of the people. The significant regional integrations include European Union, NAFTA,
ASEAN, SAARC, EFTA, APEC, MERCOSUR and ANDEAN. These regional integrations are also
known as trade blocks and are discussed in detail in Chapter 12.

Stages
• Domestic
• International
• Multinational
• Global
• Transnational

Influence
• Social and Cultural
• Technological
• Economic
• Political

Domestic
Business

Approaches
• Ethnocentric
• Polycentric
• Regiocentric
• Geocentric

Influence
• Export
• Direct Investment
• Licensing
• Franchising
• Turnkey Projects
• Joint Ventures
• Mergers and

Acquisitions

International
Business

Goals
• Market Share
• High Profit
• Risk Avoidance
• Resources Acquisition
• Expand Business

Capacities

Advantages
• Low Price
• Variety of Goods
• High Living Standards
• Economic Growth
• Competitive

Advantages

Problems
• Political Risks
• Foreign Debt
• Exchange Instability
• High Cost

FIGURE 1.1 :

International
Business Model
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DECLINING TRADE BARRIERS
Another significant driver of globalization is the declining trade barriers. International trade

occurs when the goods flow across the countries. Governments used to impose trade barriers
like quotas and tariffs in order to protect domestic business from the competition of international
business. Advanced countries after World War II agreed to reduce tariffs in order to encourage
free flow of goods. The member countries of the General Agreement on Trade and Tariff (GATT)
in various rounds of negotiations agreed to reduce the tariff rates. The Uruguay round of
negotiations contributed to further reduction of trade barriers and extension of GATT to cover
manufactured goods and services.

 Consequently, the USA reduced the rate of tariffs from 44% in 1913 to 14% in 1950, to
4.8% in 1990, to 4.0% in 2003 and further to 3.5% (bound) and 3.4% (MFN) in 2013. Similarly,
Japan reduced the rate of tariff from 30% in 1913 to 5.3% in 1990 to 3.8% in 2003 and to 3.5%
in 2013. France reduced from 21% in 1913 and to 4% in 2003. Germany and Sweden reduced
from 20% in 1913 to 4% in 2003. Thus, most of the advanced countries reduced the tariff rates
to less than 4% in 2013. The growth of international trade between 1950 and 2013 was about
35-fold. These reductions in tariff and other trade barriers contributed for the growth of global
trade.

DECLINING INVESTMENT BARRIERS
Global business firms invest capital in order to establish manufacturing and other facilities

in foreign countries. Foreign governments impose barriers on foreign investment in order to
protect domestic industry. But various countries have been removing these barriers on foreign
direct investment in order to encourage the growth of global business. Various governments
made more than 1,238 changes in the laws governing foreign direct investment between 1991
and 2009. Out of these amendments, more than 95% were in favour of foreign direct investment.
In addition, bilateral treaties increased from 181 as of 1980 to 1,856 as of 2000 among 160
countries. These treaties, which were designed to promote and protect investment among
countries, enabled the fast growth of globalization of not only trade, but also production.
Consequently, the global production increased by 9.5-fold between 1950 and 2009.

GROWTH IN FOREIGN DIRECT INVESTMENT
The investment made by a company in new manufacturing and/or marketing facilities in a

foreign country is referred to as Foreign Direct Investment (FDI). There are a number of reasons
for the growth of FDI in recent years. These reasons include: increase in sales and profits, enter
into rapidly growing markets, reduce costs, consolidate trade blocs, protect domestic markets,
protect foreign markets, and acquire technological and managerial know-how.

FDI flows have increased dramatically during the last 25 years, with a rapid growth
during 1990s. The outflow of FDI was more than 15 times after 1990s compared to that during
1970s. It increased from US$ 564 billion in 1980 to US$ 2,864 billion in 2008, but declined to
US$ 1391 in 2012. The inflow of FDI also declined from US$ 1940.9 billion in 2007 to
US$ 1351 billion in 2012.

Advanced countries were the major players in the flow of FDI. They were the predominant
providers and recipients of FDI as 82.21% of FDI was provided by advanced countries and they
received 70% of the FDI in 2007. But the share of advanced countries in providing FDI declined
from 82.21% in 2008 to 65.34% in 2012 and in receiving FDI declined from 70% in 2007 to
41.52% in 2012. It indicated that developing countries provided 34.66% of total FDI and received
58.48%% of total global FDI in 2012. The USA was the largest provider as well as recipient of
FDI in 2012. China was the second largest FDI receiver and Japan was the second largest
provider of FDI after USA in 2012.
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Emerging economies are now receiving high FDI than what they received in 1980s. However,
a few countries like China, Hong Kong, Brazil, Mexico, India and Singapore are receiving over
50% of FDI among developing countries. Growth and spread of FDI enlarged the globalization
of production and marketing.

STRIDES IN TECHNOLOGY
Technological change is amazing and phenomenal after 1980s. In fact, it is like a revolution

in case of telecommunication, information technology and transportation technology. Companies
spread latest technology throughout the globe and technology itself makes the global company
possible and fastens the process of globalization. In addition, the latest developments in information
technology have enabled the global company to develop into a virtual global company.

Microprocessors and Telecommunications: The development of microprocessors paved
the way for the growth of high-power, superior-speed low cost computing and handling vast
amount of information. These have been revolutionary changes in global telecommunications
consequent upon the developments in microprocessors. The development in microprocessors
and telecommunications improved the speed and efficiency of coordinating the operations of
global business firms.

The Internet and World Wide Web: The internet and World Wide Web will be the backbone
of future global business. The activities of the global companies across the globe are coordinated,
monitored and controlled with the help of Internet. The various facilities of the internet and
World Wide Web like e-mail; voice mail, data, and real-time video communications such as
videoconferencing enable the global business companies to operate efficiently. For example,
the executives of a new automobile company in India can visit the home page of the Japanese
and the US automobile companies by using WWW search engine and download information on
product designs, specifications, models, price, service to the customers, market information,
etc. This new Indian automobile company can make use of the information in designing its cars
and pricing them. Similarly, people across the globe speak to each other at lowest cost using
Yahoo Voice Mail, Skype, MSN voice messenger, etc.

Online Globalization: The companies with manufacturing facilities throughout the globe
can send information regarding changes in raw material, customer preferences, changes in product
designs, etc., through the internet all over the globe. Even the customer enquiries and complaints
can be received and redressed through internet.

Thus, the information technology enabled the globalization process at a faster rate with
more efficiency at low cost.

Transportation Technology: The significant development in transportation technology
reduced the distance among the countries drastically. The important developments in the transport
technology include: commercial jet aircraft, super fighters, containers, etc. These developments
made the transshipment from one mode to another easy and reduced the travel time from one
country to another drastically.

TRENDS IN WORLD TRADE VOLUMES AND PRICES
World trade in terms volume increased significantly during 2010 as the growth rate of

world trade in terms of volume was 12.8% during this period. This percentage was 7.0% during
1995-2004 and varied between 7.6% and 9.2% during 2005 and 2007. World trade in terms of
value was as low as 2.7% in 2012. However, the world trade prices declined in 2012. In fact,
world trade in terms of volume declined (–10.6%) in 2009 due to decline in prices
(–6.7%) consequent upon global economic recession. The projections indicate that the volume of
world trade will increase by 4.9% in 2014. Table 1.1 presents trends in world trade and prices
during 1995 and 2014.
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TABLE 1.1: TRENDS IN WORLD TRADE VOLUMES AND PRICES (ANNUAL PERCENTAGE CHANGE)

World Trade/Price 1995-2004 2006 2009 2012 2014 (Projection)
World Trade – Volume 7.0 9.2 –10.6 2.7 4.9

Exports – Volume 7.5 8.9 –11.6 2.0 4.7

Imports – Volume 7.4 9.9 –9.8 3.1 5.3

World Trade Prices (in US$) 0.98 18.55 –15.47 –8.6 2.7

Source: Calculated from World Economic Outlook: Transitions and Trends, International Monetary Fund, October 2013.

Region-wise Trends in Exports Volume
Emerging economies recorded higher growth rate of volume of exports during 1995 to

2006 and in 2012 compared to that of advanced economies. In fact, Central and Eastern European
countries recorded higher growth rate compared to that of emerging market and developing
economies and advanced economies. Above all the developing Asian countries recorded highest
growth rate of volume of exports except in 2012. The projections also indicate that developing
Asian countries will have highest growth rate of volume of exports in 2014. Table 1.2 depicts
region-wise trends in export volume.

TABLE 1.2: REGION-WISE TRENDS IN EXPORT VOLUME (ANNUAL PERCENTAGE CHANGE)

World Trade/Price 1995-2004 2006 2009 2012 2014 (Projection)
Advanced Economies 6.3 8.9 –11.6 2.0 4.7

Emerging Market and
Developing Economies 8.8 10.3 –8.1 4.7 5.7

Central and Eastern Europe 11.1 12.2 –8.9 5.1 5.0

Commonwealth of Independent
States 7.0 7.8 –13.4 3.7 3.4

Developing Asia 12.4 16.9 –8.3 4.3 6.9

Latin America and the Caribbean 7.1 5.7 –8.9 3.4 5.0

Middle East, North Africa,
Afghanistan and Pakistan 4.0 3.3 –4.3 7.4 4.9

Sub-Saharan Africa 6.8 3.2 –5.2 3.5 5.8

Source: Calculated from World Economic Outlook: Transitions and Trends, International Monetary Fund, October 2013.

Region-wise Trends in Import Volume
Central and Eastern European countries recorded higher growth rate of volume of imports

during 1995 to 2006 followed by developing Asian countries compared to that of advanced
economies, emerging market and developing economies and all other countries. Middle East,
North African countries, Pakistan and Afghanistan recorded highest growth rate of volume of
imports in 2012 followed by Commonwealth of Independent countries recorded. Table 1.3 depicts
region-wise trends in import volume. Projections for 2014 indicate that developing Asian countries
will have highest growth rate of volume of imports in 2014.
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TABLE 1.3: REGION-WISE TRENDS IN IMPORT VOLUME (ANNUAL PERCENTAGE CHANGE)

Region 1995-2004 2006 2009 2012 2014 (Projections)
Advanced Economies 6.8 7.8 12.1 1.0 4.0

Emerging Market and Developing
Economies 8.2 11.5 –9.7 5.1 6.0

Central and Eastern Europe 11.9 12.8 –16.1 -0.1 4.7

Commonwealth of Independent
States 7.2 23.0 –27.6 9.4 6.3

Developing Asia 9.6 10.6 –2.6 4.9 6.8

Latin America and the Caribbean 6.1 12.8 –18.8 2.7 3.8

Middle East, North Africa,
Afghanistan and Pakistan 6.2 7.3 –2.2 11.2 6.2

Sub-Saharan Africa 6.8 8.1 –4.1 4.5 6.7

Source: Calculated from World Economic Outlook: Transitions and Trends, International Monetary Fund, October 2013.

GROWTH OF MULTINATIONAL COMPANIES
A multinational corporation/company is an organization doing business in more than one

country. Transnational company produces, markets, invests and operates across the world. MNCs
and TNCs have been growing and spreading their operations due to market, financial and other
superiorities and the expansion of international markets.

USA had 132 out of top 500 MNCs of the world in 2012 followed by China (89), Japan
(62), and United Kingdom (37). In fact, MNCs of developing countries have been increasing in
contrast to that of developed countries. China’s largest MNCs increased from 24 in 2007 to
46 in 2010 and to 89 in 2012. India’s largest MNCs increased from 6 in 2007 to 8 in 2012.

 (C) INFLUENCES  OF  INTERNATIONAL  BUSINESS
Conducting and managing international business operations is a crucial venture due to

variations in political, social, cultural and economic factors, from one country to another
country. For example, most of the African consumers prefer less costly products due to their
poor economic conditions, whereas the German consumers prefer high quality and high
priced products due to their higher ability to buy. Therefore, the international businessman should
produce and export less costly products to most of the African countries and vice versa to most
of the European and North American countries. High priced and high quality Palmolive soaps are
marketed in European countries and the economy priced Palmolive soaps are exported and marketed
in developing countries like Ethiopia, Pakistan, Kenya, India, Cambodia, etc. Characteristic features
of international business include:
 Accurate Information: International business houses need accurate information to make an

appropriate decision. Europe was the most opportunistic market for leather goods and
particularly for shoes. Bata based on the accurate data could make appropriate decisions to
enter various European countries.

 Timely Information: International business houses need not only accurate but timely
information. Coca-Cola could enter the European market based on the timely information,
whereas Pepsi entered later. Another example is the timely entrance of Indian software
companies into the US market compared to those of other countries. Indian software companies
also made timely decision in the case of Europe.
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 Size of the Business: The size of the international business should be large in order to have
an impact on the foreign economies. Most of the multinational companies are significantly
large in size. In fact, the capital of some of the MNCs is greater than our annual budget and
GDPs of the some of the African countries.

 Market Segmentation: Most of the international business houses segment their markets
based on the geographic market segmentation. Daewoo segmented its market as North
America, Europe, Africa, Indian sub-continent and Pacific markets.

Potentiality of Markets
International markets present more potentials than the domestic markets. This is due to the

fact that international markets are wide in scope, varied in consumer tastes, preferences and
purchasing abilities, size of the population, etc. For example, the IBM’s sales were more in
foreign countries than in the USA. Similarly, Coca-Cola’s sales, Procter & Gamble’s sales and
SATYAM Computers’ sales were more in foreign countries than in their respective home countries.

The population for the year 2014 indicates that: China’s population is estimated at
1,355 million, India’s 1,236 million, The USA’s population is estimated at 319 million, Russia
137 million, Japan 127 million, Mexico’s 117 million, Brazil’s 210 million, Indonesia’s 253 million,
Pakistan’s 196 million, Nigeria’s 179 million, Bangladesh’s 166 million, Germany 81 million,
Papua New Guinea 6.9 million. (Source: http://www.geoba.se/population.php?pc=world&type=
28&year=2014&st=rank&asde=&page=2).

The size of the population, sometimes, may not determine the size of the market. This is
due to the backwardness of the economy and low purchasing power of the people. In fact, the
size of Eritrea — an African country is roughly equal to that of the United Kingdom in terms of
land area and size of the population. But, in terms of per capita income, it is one of the poorest
countries in the world with an estimated per capita income of US$ 150 per annum.

Therefore, the international business houses should consider the consumers’ willingness to
buy and also ability to buy the products.

In fact, most of the multinational companies, which entered Indian market after 1991, failed
in this respect. They viewed that almost the entire Indian population would be the customers.
Therefore, they estimated that the demand for consumer durable goods would be increasing in
India after globalization. And they entered the Indian market. The heavy inflow of these goods
and decline in the size of Indian middle-class resulted in a slump in the demand for consumer
durable goods.

 Therefore, the international business houses should accurately estimate the size of the
customers who are willing and able to buy the products/services rather than just the size of the
population of the foreign countries.
 Wider Scope: Foreign trade refers to the flow of goods across national, political borders.

Therefore, it refers to exporting and importing by international marketing companies plus
creation of demand, promotion, pricing, etc. As stated earlier, international business is much
broader in its scope. It involves international marketing, international investments, management
of foreign exchange, procuring international finance from IMF, IBRD, IFC, IDA, etc.,
management of international human resources, management of cultural diversity, management
of international production and logistics, international strategic management and the like.
Thus, international business is broader in scope and covers all aspects of the system.

 Inter-country Comparative Study: International business studies the business opportunities,
threats, consumers’ preferences, behaviour, cultures of the societies, employees, business
environmental factors, manufacturing locations, management styles, inputs and human resource
management practices in various countries. International business seeks to identify, classify
and interpret the similarities and dissimilarities among the systems used to anticipate demand
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and market products.2 The system presents inter-country comparison and inter-continental
comparison. Comparative analysis helps the management to evaluate the markets, finances,
human resources, consumers, etc. of various countries. The comparative study also helps
the management to evaluate the market potentials of various countries.
The study also indicates the degree of consumer acceptance of the product, product changes

and developments in different countries. Managements of international business houses can group
the countries with similar features and design the same products, fix similar price and formulate
the same marketing strategies. For example, Prentice-Hall grouped India, Nepal, Pakistan,
Bangladesh, Sri Lanka, etc., into one category based on the customers’ ability to pay and designed
the same quality product and sold them at the same price in all these countries. Similarly,
Dr. Reddy’s Lab does the same for its products to sell in the African countries.

Differences in Government Policies, Laws and Regulations
Sovereign governments enact and implement the laws, and formulate and implement policies

and regulations. The international business houses should follow these laws, policies and regulations.
MNCs operating in India follow our labour laws, business laws and policies and regulations
formulated by the Indian Government. For example, international business is required to enter
into joint venture with the domestic company to enter Malaysia. Important among them include:
 Host Country’s Monetary System: Countries regulate the price level, flow of money,

production levels, etc., through their monetary systems. In addition, they regulate foreign
exchange rates also through the monetary system. The tools of monetary system include
bank rate, cash reserve ratio, statutory liquidity ratio, etc. Governments also regulate remittance
of the profit of international business houses to other countries. International companies
should obey these regulations. The Indian Government introduced full convertibility on current
account; in fact, many Governments introduced full convertibility on current account as a
part of economic liberalization.

 National Security Policies of the Host Countries: Every country formulates the policies
for its national security. Multinational companies should abide by these national security
policies. For example, the USA is a free economy as far as carrying out the business compared
to many other countries in the world. However, the USA also imposes restrictions regarding
business operations, which affect the national security.

 Cultural Factors: Cultural and custom factors vary widely from one country to the another.
These factors include dressing habits, eating habits, religious factors and the like. Multinational
companies should consider these factors of the host country while operating in that country.
For example, the culture of the Fiji people is that they attend to the family activities at least
three times a day. Therefore, the companies operating in that country allow their workers to
go home three times a day. (See Box 1.1 and Box 1.2).

Eating is inseparable element of life. But, in many
countries, it’s something more than just appeasing
energetic demands.

It’s the people in Poland who have 3 meals a day,
eat a lot of meat, fat, potatoes (like Germans), etc.
But in comparison with Mediterranean regions, eating
habits and kitchens are totally different in Poland.

Italy is from a point of view of climate condition
and nature, a typical Mediterranean country. In the
morning, Italians used to eat nothing or a light meal
that consists of biscuit, milk, juice, etc. In the

afternoon, they eat pasta, beef with some vegetables
and drink some white wine.

There is a difference between meal timetables in
Poland and Italy. Italians use to eat during the night.
In al fresco restaurants, situated usually close to the
sea, eating is a way of spending time with friends and
family. Kitchen in Italy is an element of culture. The
most famous Italian dishes are Pizza — a masterpiece
from oven, and pasta — the symbol of Italy.

In Poland, nowadays, eating became just a routine.
Italians are still cultivating their tradition in day-by-
day meals.

BOX 1.1: EATING HABITS IN ITALY AND POLAND
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BOX 1.2: IMPACT OF CULTURE OF SWITZERLAND HOUSEWIVES ON MARKETING OF DISHWASHERS

In Switzerland, foreign dishwasher manufacturers
expected the same rapid sales as they had first
obtained in other West European markets; but sales
in Switzerland were so slow that research had to be
done to find out why (this research should, of course,
have been done before, not after market entry). The
research showed that the Swiss housewife had a
different set of values compared to her French and
English counterparts; she was very conscious of her
role as strict and hardworking and her responsibility
for the health of her family. To the Swiss housewife,

dishwashers simply made life easy, and this conflicted
with her Calvinistic work ethic. As a result of this
research, dishwasher manufacturers had to change
their advertising — promoting, instead of ease and
convenience, hygiene and health. They did this by
emphasizing that because dishwashers used
temperature higher than hand-hot, the process was
more hygienic than washing up by hand. Thereafter,
they had no problem selling automatic dishwashers
in Switzerland.

Source: Edgar P. Hibbert, “International Business”, Macmillan, p. 70.

 Language: Language is an important factor in international business. Even though ‘English
language’ is a major language in business operations in the world, there are still a large
number of ‘non-English’ speaking countries. Therefore, international business houses should
train their employees in the local language of the host country. Added to this, there would be
many languages in use in many countries like ours. Therefore, the business houses should
train their employees in the local languages also.

 Nationalism and Business Policy: Nationalism is a dominating factor of the social life of
the people of the host countries. In fact, nationalism also affects the business operations of
the multinational corporations dramatically and drastically. The US people used the slogan,
‘Be American and Buy American Made’, when the US automobile industry failed to meet the
competition of Japanese automobile companies operating in the USA. Similar incidents are
also observed in developing countries. Therefore, international business houses should be
cautious of nationalism and its after effects.

Changing Scenario of International Business
The scenario of international business has been changing at a fast rate after 1990s. Many

factors contributed to the changing scenario of international business. These factors include:
 Globalization of various economies including the former communist countries and socialist

pattern of societies.
 Establishment of World Trade Organization on the 1st January, 1995 in place of General

Agreements on Trade and Tariffs.
 Information technology revolution and its wider applications to business across the globe.
 Higher growth rate of transport technology and consequent reduction in cost, increase in

speed and efficiency.
 Enlargement of European Union from 15 members to 28 members in 2013.
 Higher growth rate of GDP of China, India, South Korea, Singapore, Malaysia, Thailand,

Brazil and Mexico.
 Spread of production activities of multinational companies in the newly globalized

economies in addition to the developed economies.
 Increase in business alliances in degree and variety like alliances, joint ventures, mergers,

amalgamations and takeovers.
 Increased globalization of culture.
 Increase in educational opportunities and career-orientation among the people of developing

countries particularly China and India.
These factors resulted in enhancement of opportunities for higher value addition in developing

countries. Consequently, developing countries started attracting multinational companies to establish
their manufacturing facilities in their countries.
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 (D) STAGES  OF  INTERNATIONALIZATION
The above stated factors contributed for the significant change in the scenario of international

business and resulted in the variations in the operations of international companies. These variations
in the scenarios generally categorized into five stages, viz., domestic company, international
company, multinational company, global company and transnational company. Now, we study
each scenario in detail.

STAGE - 1: DOMESTIC COMPANY
Domestic company limits its operations, mission and vision to the national political boundaries.

This company focuses its view on the domestic market opportunities, domestic suppliers, domestic
financial companies, domestic customers, etc.

These companies analyze the national environment of the country, formulate the strategies to
exploit the opportunities offered by the environment. The domestic companies’ unstated motto is
that,“if it is not happening in the home country, it is not happening”.

The domestic company never thinks of growing globally. If it grows, beyond its present
capacity, the company selects the diversification strategy of entering into new domestic markets,
new products, technology, etc. The domestic company does not select the strategy of expansion/
penetrating into the international markets.

STAGE - 2: INTERNATIONAL COMPANY
Some of the domestic companies, which grow beyond their production and/or domestic

marketing capacities, think of internationalizing their operations. Those companies who decide to
exploit the opportunities outside the domestic country are the stage two companies. These companies
remain ethnocentric or domestic country oriented. These companies believe that the practices
adopted in domestic business, the people and products of domestic business are superior to those
of other countries. The focus of these companies is domestic but extends the wings to the
foreign countries.

These companies select the strategy of locating a branch in the foreign markets and extend
the same domestic operations into foreign markets. In other words, these companies extend the
domestic product, domestic price, promotion and other business practices to the foreign markets.

Normally, internationalization process of most of the global companies starts with this stage
two process. Most of the companies follow this strategy due to limited resources and also to
learn from the foreign markets gradually before becoming a global company without much risk.

The international company holds the marketing mix constantly and extends the operations to
new countries. Thus, the international company extends the domestic country marketing mix and
business model and practices to foreign countries.

STAGE - 3: MULTINATIONAL COMPANY
Sooner or later, the international companies learn that the extension strategy (i.e., extending

the domestic product, price and promotion to foreign markets) will not work. The best example is
that Toyota exported Toyopet cars produced for Japan in Japan to the USA in 1957. Toyopet was
not successful in the USA. Toyota could not sell these cars in the USA as they were overpriced,
underpowered and built like tanks. Thus, these cars were not suitable for the US markets. The
unsold cars were shipped back to Japan.

Toyota took this failure as a rich learning experience and as a source of invaluable intelligence
but not as failure. Toyota based on this experience designed new models of cars suitable for the
US market. The international companies turn into multinational companies when they start

Stages of
International
Business are:
• Domestic
  Company
• International
  Company
• Multinational
  Company
• Global Company
• Transnational
  Company

Domestic company
limits its
operations to
national, political
boundaries.

International
companies focus
on domestic
practices, but
extend the wings
to foreign
countries.
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responding to the specific needs of the different country markets regarding product, price and
promotion.

This stage of multinational company is also referred to as multidomestic. Multidomestic
company formulates different strategies for different markets; thus, the orientation shifts from
ethnocentric to polycentric. Under polycentric orientation, the offices/branches/subsidiaries of a
multinational company work like domestic company in each country where they operate with
distinct policies and strategies suitable to the country concerned. Thus, they operate like a domestic
company of the country concerned in each of their markets.

Philips of Netherlands was a multidomestic company of this stage during 1960s.
It used to have autonomous national organizations and formulate the strategies separately for
each country. Its strategy did work effectively until the Japanese companies and Matsushita started
competing with this company based on global strategy. Global strategy was based on focussing
the company resources to serve the world market.

Philips strategy was to work like a domestic company, and produce a number of models of
the product. Consequently, it increased the cost of production and price of the product. But the
Matsushita’s strategy was to give the value, quality, design and low price to the customer. Philips
lost its market share as Matsushita offered more value to the customer.

Consequently, Philips changed its strategy and created “industry main groups” in Netherlands
which are responsible for formulating a global strategy for producing, marketing and R&D.

STAGE - 4: GLOBAL COMPANY
A global company is the one, which has either global marketing strategy or a global strategy.

Global company either produces in home country or in a single country and focuses on marketing
these products globally, or produces the products globally and focuses on marketing these products
domestically.

Harley designs and produces super heavy weight motorcycles in the USA and markets in the
global market. Similarly, Dr. Reddy’s Lab designs and produces drugs in India and markets
globally. Thus, Harley and Dr. Reddy’s Lab are examples of global marketing focus. Gap procures
products in the global countries and markets the products through its retail organization in the
USA. Thus, Gap is an example for global sourcing company.

Harley Davidson designs and produces in the USA and gains competitive advantage as
Mercedes in Germany. The Gap understands the US consumer and gets competitive advantage.

STAGE - 5: TRANSNATIONAL COMPANY
Transnational company produces, markets, invests and operates across the world. It is an

integrated global enterprise that links global resources with global markets at profit. There is no
pure transnational corporation. However, most of the transnational companies satisfy many of the
characteristics of a global corporation. For example, Coca-Cola, Pepsi-Cola, etc.

CHARACTERISTICS OF A TRANSNATIONAL COMPANY
The characteristics of a transnational company include: geocentric orientation, scanning or

information acquisition, long-run visions, etc. We discuss these characteristics in detail.
(i) Geocentric Orientation: A transnational company is geocentric in its orientation. This

company thinks globally and acts locally. This company adopts global strategy but allows value
addition to the customer of a domestic country. This company allows adaptation to add value to
its global offer. Table 1.3 presents stages of international business.

The assets of a transnational company are distributed throughout the world, independent and
specialized. The R&D facilities of a transnational company are spread in many countries, but

MNCs formulate
different
strategies for
different markets.

Global companies
either produce in
one country and
market globally or
produce globally
and market
domestically.

Transnational
company
produces,
markets, invests
and operates
across the world.
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specialized in each country based on the local needs and integrated in world R&D project. Similarly,
the production facilities are spread but specialized and integrated.

In case of Caterpillar, manufacturing and assembly facilities are located in many countries.
Components are shipped for assembly and the assembled product is shipped to the place of the
customer.

TABLE 1.4: STAGE OF INTERNATIONAL BUSINESS

Stage and 1 2 3 4 5
Company Domestic International Multidomestic Global Transnational

Strategy Domestic International Multidomestic Global Global
Model NA Coordinated Decentralized Centralized Integrated

Federation Federation Hub Network

View of World Home Country Extension National Global Markets Global Markets
Markets Markets or Resources and Resources

Orientation Ethnocentric Ethnocentric Polycentric Mixed Geocentric

Key Assets Located in Core Decentralized All in Home Dispersed
Home Country Centralized, and Self- Country except Interdependent

Others sufficient Marketing and Specialized
Dispersed or Sourcing

Role of Single Country Adapting and Exploiting Local Marketing Contributions to
Country Units Leveraging Opportunities or Sourcing Company

Competencies Worldwide

Knowledge Home Country Created at Retained within Marketing All Functions
Centre and Operating Units Developed Developed Jointly
Transferred Jointly and Shared and Shared

Source: Warren Keegen, op. cit., p. 52.

Units of the transnational corporation in different countries create and develop the knowledge
in all functions and share among them. Thus, knowledge and experience are shared jointly.
Transnational gains power and competitive advantage by developing and sharing knowledge and
experience. Development of dishwashing by using video camera by the French subsidiary of
Colgate and sharing of the knowledge among all Colgate operating companies across the globe is
an example here.

(ii) Scanning or Information Acquisition: Transnational companies collect the data and
information worldwide. These companies scan the environmental information regarding economic
environment, political environment, social and cultural environment and technological environment.
These companies collect and scan the information regardless of geographical and national boundaries.

(iii) Vision and Aspirations: The vision and aspirations of transnational companies
are global, global markets, global customers and grow ahead of other global/transnational companies.

(iv) Geographic Scope: The transnational companies scan the global data and information.
By doing so, they analyze the global opportunities regarding the availability of resources, customers,
markets, technology, research and development, etc. Similarly, they also analyze the global challenges
and threats like competition from other global companies, local companies of host countries,
political uncertainties and the like. They formulate global strategy. Thus, the geographic scope of
a transnational company is not limited to certain countries in analyzing opportunities, threats and
formulating strategies.

(v) Operating Style: Key operations of a transnational are globalized. The transnational
companies globalize the functions like R&D, product development, placing key human resources,
procurement of high valued material, etc. For example, the R&D activity of Proctor & Gamble,
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and key human resource activity of Colgate are the joint and shared activity of the units of these
companies in various countries. (See Table 1.4).

(vi) Adaptation: Global and transnational companies adapt their products, marketing strategies
and other functional strategies to the environmental factors of the market concerned. For example,
Mercedes Benz is a super luxury car in North America, luxury automobile in Germany, standard
taxi in Europe.

(vii) Extensions: Some products do not require any change when they are marketed in
other countries. Their market is just extension. For example, Casio calculators of Japan, Hero
pens of China, and BIC’s line of pens, butane lighters and razors.

(viii) Creation through Extension: Transnational companies create the global brand through
extending the product to the new market. Rothman's Cigarettes extended its product to many
European countries and African countries and created it as global and national basis.

(ix) Human Resource Management Policy: The transnational company’s human resource
policy is not restricted by national, political or legal constraints. It selects the best human resources
and develops them regardless of nationality, ethnic group, etc. But the international company
reserves the top and key positions for nationals.

(x) Purchasing: Transnational company procures world-class material from the best source
across the globe.

The changing scenarios of international business also resulted in adopting various approaches
in doing the business by the multinational companies. Now, we study the approaches to international
business.

 (E) DIFFERENCES  BETWEEN  DOMESTIC
BUSINESS AND  INTERNATIONAL  BUSINESS

Basically, domestic business and international business operate on similar lines. But there
are certain differences between these two businesses. The significant differences between these
two emerge from foreign exchange, quotas, tariff, regulations of a number of governments,
wide variations in culture and the like. Table 1.5 presents the differences between domestic
business and international business.

TABLE 1.5 DIFFERENCES BETWEEN DOMESTIC BUSINESS AND INTERNATIONAL BUSINESS

  S. No. Domestic Business International Business

1. Approach:  Domestic business’s approach is
ethnocentric. It does mean that domestic companies
formulate strategies, product design etc. towards the
national markets, customers and competitors.

2. Geographic Scope: Domestic business geographic scope
is within the national boundaries of the domestic
country.

3. Operating Style: Domestic business operating style
including production , marketing, investment, R&D, etc.
is limited to the domestic country.

International business’s approach can be polycentric or regiocentric
or geocentric. International business under polycentric approach
enters foreign markets by establishing foreign subsidiaries. Under
the regiocentric, they export the product to the neighbouring
countries of the host country. Under the geocentric approach,
they treat the entire world as a single market for production,
marketing, investment and drawing various inputs.

Geographic scope of the international business varies from the
national boundaries of a minimum of two countries up to a maximum
of the entire globe.

Operating style of the international business can be spread to the
entire globe.
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4. Environment: Domestic business, mostly analyses and
scans the domestic environment

5. Quotas: The quotas imposed by various countries on
their exports and imports not directly and significantly
influence domestic business.

6. Tariffs: The tariff rates of various countries do not
directly and significantly influence the domestic business.

7. Foreign Exchange Rates: Foreign exchange rates and
their fluctuations do not directly and significantly affect
the domestic business.

8. Culture: Mostly, domestic culture of the country affects
the business operations including product design.

9. Export-import Procedures: Domestic business is not
normally influenced by export-import procedures of the
country.

10. Human Resources: Domestic business normally
employs the people from the same country. Therefore,
the task of human resource management is not much
complicated.

11. Markets and Customers: Domestic companies meet
the needs of the domestic markets and customers. As
such, it would be appropriate for them to understand the
domestic markets and customers.

International business analyses and scans the relevant international
environment.

The international business has to operate within the quotas imposed
by various countries on their exports and imports.

The tariff rates of various countries directly and significantly
influence the international business.

Foreign exchange rates and their fluctuations directly and
significantly affect the international business.

Mostly,  culture of various countries affects the business
operations including product design of international business.

International business is significantly influenced by export-import
procedures of various countries. They need to follow those
procedures.

International business normally employs the people from various
countries. Therefore, the task of human resource management is
much complicated.

International business should understand markets and customers
of various countries.

 (F) INTERNATIONAL  BUSINESS  APPROACHES
International business approaches are similar to the stages of internationalization or globalization.

Douglas Wind and Pelmutter advocated four approaches of international business. They are:
1. Ethnocentric Approach
2. Polycentric Approach
3. Regiocentric Approach
4. Geocentric Approach.

1. Ethnocentric Approach
The domestic companies normally formulate their strategies, their product design and their

operations towards the national markets, customers and competitors. But, the excessive production
more than the demand for the product, either due to competition or due to changes in customer
preferences push the company to export the excessive production to foreign countries. The domestic
company continues the exports to the foreign countries and views the foreign markets as an
extension to the domestic markets just like a new region. The executives at the head office of the
company make the decisions relating to exports and, the marketing personnel of the domestic
company monitor the export operations with the help of an export department.

The company exports the same product designed for domestic markets to foreign countries
under this approach. Thus, maintenance of domestic approach towards international business is
called ethnocentric approach. Fig. 1.2 makes the ethnocentric concept clearer.

This approach is suitable to the companies during the early days of internationalization and
also to the smaller companies.

Under ethnocentric
approach,the
domestic
companies view
foreign markets as
an extension to
domestic markets.
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2. Polycentric Approach
The domestic companies which are exporting to foreign countries using the ethnocentric

approach find at the later stage that the foreign markets need an altogether different approach.
(See Fig. 1.3).

Then, the company establishes a foreign subsidiary company and decentralizes all the
operations and delegates decision-making and policy-making authority to its executives. In fact,
the company appoints executives and personnel including a chief executive who reports directly
to the Managing Director of the company. Company appoints the key personnel from the home
country and all other vacancies are filled by the people of the host country.

u—————————————–———————————————————————–––——

Managing
Director

CEO
Foreign Subsidiary

(Uganda)

Manager Manager Manager Manager Manager
R&D Finance Production Human Resources Marketing

—————————————–———–––———————–———————————————u

The executives of the subsidiary formulate the policies and strategies, design the product
based on the host country’s environment (culture, customs, laws, government policies, etc.), and
the preferences of the local customers. Thus, the polycentric approach mostly focuses on the
conditions of the host country in policy formulation, strategy implementation and operations.

3. Regiocentric Approach
The company after operating successfully in a foreign country, thinks of exporting to the

neighbouring countries of the host country. At this stage, the foreign subsidiary considers the
regional environment (for example, Asian environment like laws, culture, policies, etc.), for
formulating policies and strategies. However, it markets more or less the same product designed

FIGURE 1.2 :
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Under polycentric
approach,
companies
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empowers its
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FIGURE 1.3 :
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Under regiocentric
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subsidiaries
consider regional
environment for
policy/strategy
formulation.
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FIGURE 1.5 :
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under polycentric approach in other countries of the region, but with different market strategies.
(See Fig. 1.4).
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4. Geocentric Approach
Under this approach, the entire world is just like a single country for the company. They

select the employees from the entire globe and operate with a number of subsidiaries. The
headquarters coordinate the activities of the subsidiaries. Each subsidiary functions like an
independent and autonomous company in formulating policies, strategies, product design, human
resource policies, operations, etc.

Fig. 1.5 helps to understand the concept of geocentric approach clearly.

u—————————————–———————————————————————–––——

Managing Director
Headquarters India

Subsidiary Subsidiary Subsidiary Subsidiary Subsidiary
India Namibia Kenya Lesotho Papua New Guinea

———————————–———–––———————–———————————————u

 (G)  MODES  OF  ENTRY
When a domestic company plans to engage in international business, the company has to

select the mode of entry into the foreign country based on all relevant factors like the size of
business, influence of environmental factors, attractiveness of the foreign market, market potential
costs and benefits and risk factors.

Different modes of entry to foreign markets include:
• Direct Exporting
• Indirect Exporting
• Licensing arrangements with foreign companies
• Franchising arrangements with foreign companies
• Contract manufacturing



International Business: An Overview  19

• Management contracts
• Turnkey projects
• Direct investment
• Joint ventures
• Mergers and acquisitions

These aspects are discussed in detail in Chapter 4 on ‘Modes of Entering International
Business’.

  (H)  GOALS  OF  INTERNATIONAL   BUSINESS
We have discussed the characteristic features of international business and the precautions

that the multinational companies should take while operating in foreign countries. Now, we study
the factors affecting international business.

 To Achieve Higher Rate of Profits: As we have discussed in various courses/subjects like
Principles and Practice of Management, Managerial Economics and Financial Management
that the basic objective of the business firms is to earn profits. When the domestic markets
do not promise a higher rate of profits, business firms search for foreign markets that hold
promise for higher rate of profits. Thus, the objective of profit affects and motivates the
business to expand its operations to foreign countries. For example, Hewlett Packard in US
earned 86.2% of its profits from the foreign markets compared to that of domestic markets
in 2007. Apple earned US$ 730 million as net profit from the foreign markets and only US$
620 million as net profit from its domestic market in 2007.

 Expanding the Production Capacities beyond the Demand of the Domestic Country:
Some of the domestic companies expanded their production capacities more than the
demand for the product in the domestic countries. These companies, in such cases, are
forced to sell their excess production in foreign developed countries. Toyota of Japan is an
example. (See Box 1.3 for Economies of Developed Countries).

 Severe Competition in the Home Country: The countries oriented towards market
economies since 1960s experienced severe competition from other business firms in the
home countries. The weak companies which could not meet the competition of the strong
companies in the domestic country started entering the markets of the developing countries.

 Limited Home Market: When the size of the home market is limited either due to the
smaller size of the population or due to lower purchasing power of the people or both, the
companies internationalize their operations. For example, most of the Japanese automobile
and electronic firms entered the US, Europe and even African markets due to the smaller size
of the home market. ITC entered the European market due to the lower purchasing power of
the Indians with regard to high quality cigarettes.
Similarly, the mere six million population of Switzerland is the reason for Ciba-Geigy to
internationalize its operations. In fact, this company was forced to concentrate on global
market and establish manufacturing facilities in foreign countries.

 Political Stability vs. Political Instability: Political stability does not simply mean that
continuation of the same party in power, but it does mean that continuation of the same
policies of the Government for a quite longer period. It is viewed that the USA is a politically
stable country. Similarly, UK, France, Germany, Italy and Japan are also politically stable
countries.
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Most of the African countries and some of the Asian countries are politically instable countries.

Business firms prefer to enter the politically stable countries and are restrained from locating
their business operations in politically instable countries. In fact, business firms shift their
operations from politically instable countries to politically stable countries.

BOX 1.3: ECONOMY OF DIFFERENT COUNTRIES

United States Economy

The United States economy has the world’s largest
gross domestic product (GDP), $ 13.21 trillion in 2006.
As of 2006, the gross external debt was nearly USD
10 trillion or 79% of GDP. The gross public debt is 65%
of GDP also known as national debt.

It is a mixed economy where corporations and other
private firms make the majority of microeconomic
decisions while being regulated by the government. The
economy also has a reasonably high GDP growth rate,
a low unemployment rate, and high levels of research
and development investment.

Canadian Economy

The Canadian economy is dominated by the service
industry and also has a sizeable manufacturing sector.
Two of Canada’s most important industries include the
logging and oil industries. International trade makes up
a large part of the Canadian economy, particularly of
its natural resources. Canada is a free market economy
and has traditionally had a lower per capita gross
domestic product (GDP) than the United States, but
higher than that of many Western European economies.

Australian Economy

The economy of Australia is a Western-style market
economy dominated by its services sector (68% of GDP),
yet it is the agricultural and mining sectors
(8% of GDP combined) that account for 65% of its
exports. Rich in natural resources, Australia is a major
exporter of agricultural products, particularly grains and
wool, and minerals, including various metals, coal, and
natural gas.

Japanese Economy

Japan’s industrialized, free-market economy is the
world’s third-largest purchasing power parity (PPP) after
the United States, and People’s Republic of China. It is
the second-largest by market exchange rates. Its
economy is highly efficient and competitive in areas
linked to international trade although productivity is lower
in areas such as agriculture, distribution, and services.
Government-industry cooperation, a strong work ethic,
mastery of high technology, and a comparatively small
defence allocation have helped Japan advance with
extraordinary speed to become one of the largest
economies in the world. GDP per worker has increased
steadily even through the nineties, given that from 1993
to 2007, 10% of the population distribution moved from
the “working age” to “elderly age”.

 Availability of Technology and Competent Human Resources: Availability of advanced
technology and competent human resource in some countries act as pulling factors for
business firms from the home country. The developed countries due to these reasons attract
companies from the developing world. In fact, American and European companies, in recent
years, depended on Indian companies for software products and services through their business
process outsourcing (BPO). (See Box 1.4).

 High Cost of Transportation: Initially companies enter foreign countries through their
marketing operations. At this stage, the companies realize the challenge from the domestic
companies. Added to this, the home companies enjoy higher profit margins, whereas the
foreign firms suffer from lower profit margins. The major factor for this situation is the
cost of transportation of the products.
Under such conditions, the foreign companies are inclined to increase their profit margin by
locating their manufacturing facilities in foreign countries where there is enough demand
either in one country or in a group of neighbouring countries.
For example, Mobil which was supplying the petroleum products to Ethiopia, Kenya, Eritrea,
Sudan, etc., from its refineries in Saudi Arabia, established its refinery facilities in Eritrea in
order to reduce the cost of transportation. Similarly, Caterpillar located its manufacturing
facilities at different centres in order to reduce the cost of transportation. This company
produces high-value-added parts in limited locations and less valued and non-critical
components and assembles the final products in a number of foreign countries.
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BOX 1.4: INDIAN SOFTWARE INDUSTRY: SOURCES FOR US AND EUROPEAN BUSINESS

Indian government followed protectionist policies
since independence. However, the 1990s foreign
exchange crisis led to globalization of the Indian
economy coupled with the information technology
revolution. India’s education system has been highly
successful in producing well qualified engineering,
medical and management graduates and scientists.
India is currently producing more than 2.5 million
graduates a year including around 120,000 IT related
programs. India’s middle-income group is highly
educated in IT related programs, biotechnology,
medicine, pharmaceutical and management.

India’s top educational institutions are world-class
educational institutions. In addition, 50% of the India’s
current population is in the age group of 25-30, which
is highly energetic. Added to this, this group of young

people is highly endowed with challenging and
competitive attitudes. India is the largest English
speaking country in the world. The cost of
professionals in India is 10 to 15 times less compared
to US and European labour markets.

These factors helped Indian software industry to
grow at a faster rate with world-class standards.
Added to this, satellite communications help Indian
business to serve the global business without going
globally. As such software firms and other companies
around the world depend on India by outsourcing
some of their business operations.

India's software and service exports crossed
23.4 billion dollars in 2006 and it targets to cross
60 billion dollars by 2010.

 Nearness to Raw Materials: The source of highly qualitative raw materials and bulk raw
materials is a major factor for attracting the companies from various foreign countries. Most
of the US based and European based companies located their manufacturing facilities in
Saudi Arabia, Bahrain, Qatar, Oman, Iran and other Middle East countries due to the availability
of petroleum. These companies, thus, reduced the cost of transportation.

 Availability of Quality Human Resources at Less Cost: This is a major factor, in recent
times, for software, high technology and telecommunication companies to locate their
operations in India. India is a major source for high quality and low cost human resources
unlike the USA, developed European countries and Japan. Importing human resources from
India by these firms is costly rather than locating their operations in India. Hence, these
companies started their operations in India, China and Thailand.

 Liberalization and Globalization:  Most of the countries in the globe liberalized
their economies and opened their countries to the rest of the globe. These changed policies
attracted the multinational companies to extend their operations to these countries.

 To Increase Market Share: Some of the large-scale business firms would like to enhance
their market share in the global market by expanding and intensifying their operations
in various foreign countries. Companies that expand internally tend to be ‘oligopolistic’.3

Smaller companies expand internationally for survival while the larger companies expand to
increase the market share. For example, Ball Corporation, the third largest beverage cans
manufacturer in the USA, bought the European packaging operations of Continental Can
Company. Then it expanded its operations to Europe and met the Europe demand which is
200% more than that of the USA. Thus, it increased its global market share of soft drink
cans.

 To Achieve Higher Rate of Economic Development: International business helps the
governments to achieve higher growth rate of the economy, increase the total and per capita
GDP, industrial growth, employment and income levels. (See Box 1.5).

 Tariffs and Import Quotas: It was quite common before globalization that governments
imposed tariffs or duty on imports to protect the domestic company. Sometimes Government
also fixes import quotas in order to reduce the competition to the domestic companies from
the competent foreign companies. These practices are prevalent not only in developing countries
but also in advanced countries.
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BOX 1.5: INTERNATIONAL BUSINESS: CONTRAST IN ECONOMIC DEVELOPMENT OF SOUTH KOREA AND GHANA

Ghana attained independence from UK in 1957 and
adopted Socialism Government established state-
owned enterprises including Cocoa Marketing Board.
Ghana followed a policy of self-dependency policy.
Ghana had the natural advantage in producing Cocoa
and it is the world’s largest exports of Cocoa before
1957. The Cocoa Marketing Board used to purchase
Cocoa from formers at price almost equal to 50% of
world’s price and at sell in the global market. Farmers
switched over to food crops due to less price offered
by the Cocoa Marketing Board. Consequently, the
country’s exports and foreign exchange reserves
declined by 1980s. Country faced with recession since
1990s. As such, the annual per capita income
increased from US$ 250 1970 to only US$ 390 in 1998.

In contrast, South Korea whose annual per capita
income was more or less equal to that of Ghana in
1970, i .e., US$ 260. Significantly increased to
US$ 8,600 in 1998. The reasons for this miracle
development of South Korea include: following free
trade policies, reduction in tariffs and quotas, reduction
in export subsidies, developing the educational
facilities, shift of the economy from agriculture sector
to industrial sector, shift from labour intensive industry
to capital intensive industry, creation of competition
among business and encouraging the business to
export.

Thus, the closed economic policy of Ghana led it
to a poor country and opened economic policy of
South Korea led it to a fast advanced country.

Source: Adapted from “Poor Man’s Burden” A Survey of the Third World, September 23, 1989, World Bank, World Development
Report, 2000.

For example, Japanese companies are tough competitors to the US companies. USA imposed
tariffs and quotas for import of automobiles and electronics from Japan. Harley-Davidson of
the USA sought and got five years of tariffs protection from Japanese imports. Similarly,
Japan places high tariffs on imports of rice and other agricultural goods from the USA.
To avoid high tariffs and quotas, companies prefer direct investment to go globally.
For example, companies like SONY, Honda and Toyota preferred direct investment in various
countries by establishing subsidiaries or through joint ventures in various foreign countries
including the USA and India. Similarly, General Electricals and Whirlpool also have foreign
subsidiaries. Xerox, Canon, Philips, Unilever, Lucky Gold Star, South Korean Electronics
Company, Pepsi, Coca-Cola, Shell, Mobil, etc. established manufacturing facilities in various
foreign countries in order to avoid tariffs, import duties and quotas.

Having discussed the need for international business, we shall discuss the stages of international
business.

  (I)  ADVANTAGES  OF  INTERNATIONAL BUSINESS
We shall discuss the competitive advantages of international business.

 High Living Standards: Comparative cost theory indicates that the countries which have
the advantage of raw materials, human resources, natural resources and climatic conditions
in producing particular goods can produce the products at low cost and also of high quality.
Customers in various countries can buy more products with the same amount of money.
In turn, it can also enhance the living standards of the people through enhanced purchasing
power and by consuming high quality products.

 Increased Socio-economic Welfare: International business enhances consumption level,
and economic welfare of the people of the trading countries. For example, the people of
China are now enjoying a variety of products of various countries than before as China has
been actively involved in international business like Coca-Cola, McDonald’s range of products,
electronic products of Japan and coffee from Brazil. Thus, the Chinese consumption levels
and socio-economic welfare are enhanced.
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 Wider Market: International business widens the market and increases the market size. Therefore,
the companies need not depend on the demand for the product in a single country or customer’s
tastes and preferences of a single country. Due to the enhanced market, the Air France, now,
mostly depends on the demand for air travel of the customers from countries other than France.
This is true in case of most of the MNCs like Toyota, Honda, Xerox and Coca-Cola.

 Reduced Effects of Business Cycles: The stages of business cycles vary from country to
country. Therefore, MNCs shift from the country, experiencing a recession to the country
experiencing ‘boom’ conditions. Thus, international business firms can escape from the
recessionary conditions.

 Reduced Risks: Both commercial and political risks are reduced for the companies engaged
in international business due to spread in different countries. Multinationals which were
operating in erstwhile USSR were affected only partly due to their safer operations in other
countries. But the domestic companies of the then USSR collapsed completely.

 Large-scale Economies: Multinational companies due to the wider and larger markets produce
larger quantities, which provide the benefit of large-scale economies like reduced cost of
production, availability of expertise, quality etc.

 Potential Untapped Markets: International business provides the chance of exploring and
exploiting the potential markets which are untapped so far. These markets provide the
opportunity of selling the product at a higher price than in domestic markets. For example,
Bata sells shoes in UK at £100 (` 8,000) whose price is around ` 1,200 in India.

 Provides the Opportunity for and Challenge to Domestic Business: International business
firms provide the opportunities to the domestic companies. These opportunities include
technology, management expertise, market intelligence, product developments, etc. For example,
Japanese firms operating in the US provide these opportunities to the US companies. This is more
evident in the case of developing countries like India, African countries and Asian countries.
Similarly, the MNCs pose challenges to the domestic business initially. Domestic firms develop
themselves to meet these challenges. Thus, the opportunities and challenges help the domestic
companies to develop. Maruti helped Telco to come up with Tata Indica. Foreign Universities
helped IIMs, IITs and Indian Universities to enhance their curricula.

 Division of Labour and Specialization: As mentioned earlier, international business leads
to division of labour and specialization. Brazil specializes in coffee, Kenya in tea, Japan in
automobiles and electronics, India in textile garments, etc.

 Economic Growth of the World: Specialization, division of labour, enhancement of
productivity, posing challenges, development to meet them, innovations and creations to
meet the competition lead to overall economic growth of the world nations. International
business particularly helped the Asian countries like Japan, Taiwan, Korea, Philippines,
Singapore, Malaysia, and the United Arab Emirates.

 Optimum and Proper Utilization of World Resources: International business provides for
the flow of raw materials, natural resources and human resources from the counties where they
are in excess supply to those countries which are in short supply or need most. For example,
flow of human resources from India, consumer goods from UK, France, Italy and Germany to
developing countries. This, in turn, helps in the optimum and proper utilization of world resources.

 Cultural Transformation: International business benefits are not purely economical or
commercial, they are even social and cultural. These days, we observe that the West is
slowly tending towards the East and vice versa. It does mean that the good cultural factors
and values of the East are acquired by the West and vice versa. Thus, there is a close
cultural transformation and integration.

Advantages of
international
business include:
• High living

standards
• Increase socio-

economic
welfare

• Wider market
• Reduced
  effects of

business cycle
• Reduced risks
• Large-scale

economies
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 Knitting the World into a Closely Interactive Traditional Village: International business,
ultimately knits the global economies, societies and countries into a closely interactive and
traditional village where one is for all and all are for one.

Competitive Advantage in a Global Setting
According to Pitts and Snow, competitive advantage is, “any feature of a business firm that

enables it to earn a higher return on investment, despite counter pressure from competitors”.7

They view that competitive advantage is gained at the corporate level through synergy and strategic
business unit level through market share. Large size of the business firms can grow further by
entering into new markets of various countries. Large firms have the following advantages:
 Large-scale economies like low cost of production, effective utilization of resources,

appointment of specialists and experts, etc.
 Ability to expand and diversify its activities.
 Ability to bear political and commercial risks.
 Paying lower rate of interest to its creditors and underwriters.
 Ability to bargain with the suppliers of inputs and achieve the agreement at favourable terms

for the company.
 Providing customer services efficiently and economically.
 Paying less taxes to the Government by shifting the funds from one business to another.
 Use portfolio planning to have synergistic advantage by allocating more resources to those portfolios/

products which have a high market demand and by reducing the resources to those products/
portfolios with low market demand. In other words, the company reduces or stops further
investment in dogs, diverts the income from cash cows10 to problem children and/or star portfolios.
Further, business firms can get the competitive advantage from the following sources:

 Economies of Scale: Companies achieve the economies of scale through division of labour,
specialization, automation, rationalization, computerization, forward integration and backward
integration.

 Latest Technology: Companies can adopt the latest technology either on their own and/or
through joint-ventures.

 Human Resources: Highly committed, skilled, and innovative human resources, employees
with positive attitude and high emotional quotient would also enhance the competitive advantage
to the company.

 Continuous upgradation of employees through learning and training.
 Computer-aided design, production process, e-commerce, business process re-engineering

and enterprise resource planning would also be sources for competitive advantage.
 Product and process innovation and development.
 Employees with diversified culture and cultural collaboration.
 Continuous organizational learning, capacity building and upgradation.
 Acquiring market power to understand, monitor and control suppliers of inputs, customers,

dealers or market intermediaries and competitors.
 Cheap sources of raw materials, finance, etc., in various foreign countries.
 Changing and varying tastes and preferences of customers at varying degrees across the

globe.
 Different levels of economic development, social and cultural development, technological

development of world countries.
 Mobility of labour force across the globe.

Competitive
advantage of a
firm is any feature
that enables it to
earn higher return
on investment.
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BOX 1.6: CONCERNS IN INDIA-CHINA RELATIONSHIP

India and China have committed to bilateral trade at
$ 16/person in their two countries for the next five years
from 2006. Science, space, agriculture, education,
tourism and nuclear energy are the main targets. Still
there are concerns between these two population giants.
Some of them are:

1. China’s dealing with India apart from its (China’s)
relations with Pakistan.

2. How China views the US-India nuclear deal?

3. How China handles India’s proposals of
co-ordination among Bangladesh, China, India and
Myanmar?

4. India’s claim to a permanent seat on the
UN Security Council.

Source: Panasianbiz, December 4, 2006

 Huge Foreign Indebtedness: The developing countries with less purchasing power are
lured into a debt trap due to the operations of MNCs in these countries. For example, Mexico,
Brazil, Poland, Romania, Kenya, Congo, and Indonesia.

 Exchange Instability: Currencies of countries are depreciated due to imbalances in the
balance of payments, political instability and foreign indebtedness. This, in turn, leads to
instability in the exchange rates of domestic currencies in terms of foreign currencies. For
example, Zambia, India, Pakistan, Philippines depreciated their currencies many times. This
factor discourages the growth of international busines.s (See Box 1.7).

  (J)  PROBLEMS  OF  INTERNATIONAL  BUSINESS
As is said that, “life is not a bed of roses”, international business is not all that lovely. It

has its problems. The important problems include:

 Political Factors: Political instability is the major factor that discourages the spread of
international business. For example, in the Iran-Iraq war, Iraq-Kuwait war, dismantling of
erstwhile USSR, Civil Wars in Fiji, Malaysia, and Sri Lanka, military coups in Pakistan,
Afghanistan, frequent changes of political parties in power and thereby changes in government
policies in India, etc., created political risks for the growth of international business. Also,
Indo-Pak Summit at Agra in July 2001, ended in a no compromise situation, which affected
international business. Though there are political problems between India and China, business
houses  of these two countries have developed opportunities for Indo-China business relations.
In fact, these two countries are also working in this direction. (See Box 1.6).

BOX 1.7: HIGHER RUPEE VALUE HITS IT SECTOR HARD

Companies forced to rethink strategies

The buoyancy in the Indian economy might have
accelerated growth in different sectors. But the
‘unprecedented’ rise in the rupee value against the
United States dollar has started hitting the Information
Technology and IT-enabled services sector hard.

IT companies are now forced to renegotiate the dollar
denomination contracts in addition to a host of other
measures to offset the adverse impact of the “rupee
rise”. The value of the rupee against the US dollar has

increased by over 15% in the past seven months forcing
the companies to rethink their strategies.

IT companies are now in negotiations with their
US counterparts for including a clause in the contracts that
will facilitate change in the contract rates whenever there
is a fluctuation in the value of the rupee vis-à-vis the dollar.

In addition to renegotiating contracts, the companies
are now focussing on reducing the bench period so that
maximum number of employees are put on productive

and billable works.

Source: Adapted from The Hindu, December 1, 2007.



International Human Resource Management26

 Entry Requirements: Domestic governments impose entry requirements to multinationals.
For example, an MNC can enter Eritrea only through a joint-venture with a domestic company.
However, with the establishment of World Trade Organization (WTO), many entry requirements
by the host governments are dispensed with.

 Tariffs, Quotas and Trade Barriers: Governments of various countries impose tariffs,
import and export quotas and trade barriers in order to protect domestic business. Further,
these barriers are imposed based on the political and diplomatic relations between or among
Governments. For example, China, Pakistan and the USA (before 1998) imposed tariffs,
quotas and barriers on imports from India. But the erstwhile USSR and present Russia
liberalized imports from India.

 Corruption: Corruption has become an international phenomenon. The higher rate bribes
and kickbacks discourage the foreign investors to expand their operations.

 Bureaucratic Practices of Government: Bureaucratic attitudes and practices of Government
delay sanctions, granting permission and licenses to foreign companies. The best example is
Indian Government before 1991.

 Technological Pirating: Copying the original technology, producing imitative products, imitating
other areas of business operations were common in Japan during 1950s and 1960s, in Korea,
India, etc. This practice invariably alarms the foreign companies against expansion.

 Quality Maintenance: International business firms have to meticulously maintain quality of
the product based on quality norms of each country. The firms have to face server
consequences, if they fail to conform to the country standards. Consumers’ forums/
associations also inspect quality in addition to the government machinery in various foreign
countries. (See Box 1.8).

BOX 1.8: TINNED FISH WARNING

The Independent Consumers and Competition
Commission (ICCC) acting commissioner Thomas Abe
issued the warning after the commission received
several reports and complaints from consumers who
had found foreign objects in the 777 brand of
mackerel tinned fish. The commission suspects
wrongful packaging of sardines in the standard
mackerel cans in the imported product. Mr. Abe said
the commission had kept a record of complaints where
sardines were packed in 425-gram mackerel cans,
and where worms or maggots were found in some of
the 425 g of 777 mackerel cans in tomato sauce.
ICCC had conducted investigations and was told by
the manufacturer that because of the shortage in the
supply of mackerel from Mexico, the manufacturer
had used mackerel from other regions like China,
which were smaller in size than the normal mackerel.
The commission also carried out investigations into
worms found in some cans by collecting 20 cans of

777 mackerel — both in tomato and oil from various
supply outlets in the National Capital District. The tins
showed no evidence of bacteria after tests were
carried out at the Port Moresby General Hospital’s
Central Public Health Laboratory (CPHL). The
commission was advised by the laboratory that the
worms found in the cans were actually round worms
known as nematode, which are present in marine fish
such as mackerel, and were no harm to humans as
they were cooked in their larval stages. Investigations
are, however, continuing in regard to the report on
January 17, 2005 about maggots found in a 425 g
can of mackerel. Mr. Abe said the commission had
written to the supplier concerned to recall the batches
that were ordered together with the cans that
allegedly contained worms and maggots. Consumers
have been warned to check for expiry dates and to
alert the commission about the sales of expired goods.

Source: Adapted from Postcourier

 High Cost: Internationalizing the domestic business involves market survey, product
improvement, quality upgradation, managerial efficiency and the like. These activities need
larger investments and involve higher cost and risk. Hence, most of the business houses
refrain themselves from internationalizing their business.
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CONCLUSION
However, the benefits of international business outweigh the problems. Added to this, globalization

is the order of the day. Most of the countries eliminated the barriers and paved the way for the
growth and expansion of international business. In fact, international business, during the third
millennium (2001 and beyond) is just an extension to inter-regional business within a country.

POINTS TO BE REMEMBERED

• International business is evolved from international trade and international marketing.
• International business is a crucial venture due to the influence of varied social, cultural,

political, economic, natural factors, and government policies and laws.
• Business firms go globally to maximize benefits and minimize risks.
• The five stages of internationalization are domestic company, international company,

multinational company, global company and transnational company.
• International business approaches include ethnocentric approach, polycentric approach,

regiocentric approach and geocentric approach.
• The advantages of international business include: wider markets, high living standards, optimum

utilization of resources, etc.
• Problems of international business include: political factors, foreign exchange, tariffs, cost,

etc.
• The firms get the competitive advantages like economies of scale, latest technology, expert

human resources, etc., by going global.
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QUESTIONS FOR DISCUSSION

1. How is international business broader in scope compared to international trade and international
market?

2. Explain the nature of international business.
3. Why is international business a crucial venture?
4. Why do business firms of a country go to other countries? Give your answer with suitable

examples.
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5. Explain stages of internationalization.
6. State the different approaches to international business.
7. What are the competitive advantages of international business?
8. Why is international business not a bed of roses? Elucidate your answer with suitable examples.
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