
 
 

International business notes: 
 
International Business  

vs.  
Domestic Business 

•  Boundaries  
•  Currencies  
•  Cultures  
•  Legal Systems 
•  Availability of Resources 
•  Skills & Knowledge 

 
International business can differ from domestic business for a number of reasons, including 
the following: 

• Domestic business involves transactions occurring within the boundaries of a single 
country, whereas international business transactions cross national boundaries.  

• The countries involved may use different currencies, forcing at least one party to 
convert its currency into another. 

• The legal systems of the countries may differ, forcing one or more parties to adjust 
their practices to comply with local law.  

• The cultures of the countries may differ, forcing each party to adjust its behavior to 
meet the expectations of the other. 

• The availability of resources differs by country. One country may be rich in natural 
resources but poor in skilled labor, whereas another may enjoy a productive, well-
trained workforce but lack natural resources.  

 
 
Activities 
• Exporting & Importing 
• International Investments 
• International Licensing 
• International Franchising 
• International Management Contract 
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Volume of International Trade 

 
• The value and volume of international trade continues to increase. Today, world 

merchandise exports are valued at more than $14 trillion, and service exports are 
worth more than $4 trillion. Table 5.1 shows the world’s largest exporters of 
merchandise and services. Perhaps not surprisingly, the United States ranks first in 
commercial services exports and ranks second in merchandise exports (behind 
China). 
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Maastricht Treaty 1993 

 
Within each pillar, a different balance was struck between 
the supranational and intergovernmental principles. 
Supranationalism was strongest in the first pillar.  
Schuman described supranational unions as a new stage in human development. It 
contrasted with destructive nationalisms of the nineteenth and twentieth centuries that 
began in a glor 
Upon the formation of the European Union (EU) in 1993, the EEC was incorporated and 
renamed as the European Community (EC). In 2009 the EC's institutions were absorbed into 
the EU's wider framework and the community ceased to exist.The community and its 
successors have grown in size by the accession of new member states and in power by the 
addition of policy areas to its remit.  
The Maastricht Treaty established the European Union in 1993 and The latest major 
amendment to the constitutional basis of the EU, the Treaty of Lisbon, came into force in 
2009. 
The European Parliament, which is playing an ever more important role in the EU, has been 
directly elected by citizens of the EU countries since the late 1970s. In addition, the Council 
of Ministers (the controlling, decision-making body of the EU) is composed of government 
ministers from each EU member. 
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How to Enter – Equity vs. Non Equity Modes 
Non Equity mode 
    Entering foreign markets through exports and contractual agreements often reflects 
relatively smaller commitments to overseas markets  
Equity mode (FDI) 
    Entering foreign markets through Joint Ventures and wholly owned subsidiaries (JVs and 
Wholly-Owned Subsidiaries)  indicates a relatively larger, harder-to-reverse commitment 
 
 
Classification of Entry Strategies  
Based on Degree of Control for Focal Firms 
 

 
 
 
Internationalisation: 
From Incremental to Born Global (1993 -  

l Relates to international entrepreneurship as born global companies demonstrate 
entrepreneurial traits 

l Leverage falling trade barriers, niche markets 
l Harness new technologies  

■ Born Globals Strategies for Success: 
l (1) Born globals account for a substantial proportion of national exports in countries 

like Australia, Denmark, Ireland, and the U.S. 
l (2) Born globals offer innovative products/services with strong potential to generate 

international sales. 
l (3) They leverage the Internet and communications technologies to facilitate early 

and efficient international operations. 
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international franchising deals. Sbarro, Inc., the pizza chain, operates via master franchises 
in Belgium, Britain, Canada, Guatemala, Kuwait, and the Philippines. 
 
 
 
Examples of Leading International Franchises 

 
Franchising is a global phenomenon and accounts for a large proportion of international 
trade in services, especially fast-food outlets, professional business services, home 
improvement, and various types of retailers.  Subway (www.subway.com) is the third-
largest U.S. fast-food chain in China, where its fish and tuna salad sandwiches are top 
sellers.  
The United States is home to the largest number of franchisors and dominates international 
franchising. U.S. franchisors and their franchisees account for roughly $1 trillion in annual 
U.S. retail sales—an astonishing 40 percent of total U.S. retail sales. Approximately one in 
every twelve retail establishments in the United States is a franchised business. The United 
Kingdom is home to numerous home-grown franchisors, like Eden Delicious and Perfect 
Pizza. Annual franchised sales of fast food in Britain are said to account for 30 percent of all 
food eaten outside the home. 
The ability to exchange information instantaneously through the Internet enhances the 
franchisor’s ability to control international operations and saves time and money. Some 
franchisees use electronic point-of-sale equipment that links their sales and inventory data 
to the franchisor’s central warehouse and distribution network. Information technology also 
allows the franchisor to serve customers or franchisees with central accounting and other 
business process functions. 
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2. Why FDI? Internalisation Theory (Buckley) 
l Firms acquire and retain one or more business activities inside the firm, thus 

minimizing the disadvantages of  
l dealing with external partners,  
l reducing the risk of partners becoming competitors, 
l allowing for greater control over proprietary knowledge and foreign operations.  

Proprietary knowledge 
 
 

3. Why FDI? - Dunning’s Eclectic Theory/Paradigm  
l According to Dunning (1988) FDI will occur when 3 conditions are satisfied: 
1. Ownership advantage 

(specific competitive advantage e.g. brand name, proprietary 
technology/knowledge, economies of scale) 

2. Location advantage 
(country comparative advantage, e.g. natural resources, skilled labour, low cost 
labour)  

3. Internalisation advantage 
     (competitive advantages firms derive from internalising foreign-      based 

manufacturing, distribution or other business activities) 
 

 
 
 International Collaborative  
Ventures- Non-FDI collaborations 
Collaborative ventures/cooperation between two or more firms in the form of international 
partnership or international strategic alliance.  

1. Equity joint ventures leading to the formation of a new legal entity 
2. Non-equity-based strategic alliances (Project-based) without equity commitment 

from the partners but simply a willingness to cooperate in R&D, design, 
manufacturing, or any other value-adding activity. 
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GDP Growth Rates in Advanced Economies and Emerging Markets 

 
 
 
 
The New Global Challengers 

• Some 100 companies from emerging markets  are poised to become important 21st-
century multinationals:  

§ Brazil: Embraer, Sadia & Perdiago, Natura  
§ Mexico: America Movil,  
§ India: Ranbaxy, Infosys, Tata Tea, WIPRO 
§ China: Galanz, Haier, Chunlan Group Corp., Lenovo, Pearl River Piano  
§ Turkey: Koc Holding, Vestel & Sisecam 

 
 
China: Growing Role in International Business 

• Huge population; rapidly growing economy; big importer  
• Began pursuing market reforms in the late 1970s 
• Achieved explosive economic growth, quadrupling its GDP during the succeeding 30 

years 
• China is already the world’s second-largest economy but  has poor business 

infrastructure. 
• Among commodities, China buys one-third of the world’s coal, cotton, fish, rice, and 

cigarettes. It buys one-quarter of the world’s steel and one-half its pork. 
• China endures serious problems of air, water, and land pollution and has 8 of the 

world’s top 10 polluted cities. 
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