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1.0

LEARNING OBJECTIVES

After going through this unit, learners will be able to understand:
 The concept of International Business
 Importance of International Business
 Distinguish between Domestic Trade and International trade
 Concept of Globalisation, its impact and importance in World economy
1.1

INTRODUCTION

Just as no individual is self-sufficient, in a similar way no country is self-sufficient. A country
cannot produce all the goods and services as required by its people. Those commodities which
are not produced by the country are to be imported from the rest of the world. Hence, the
absence of self-sufficiency is the cause of mutual interdependence among the countries. The
mutual interdependence at the international level is reflected in the transaction of commodities
and inputs and these transactions constitute international trade. This results in to international
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trade. In this unit we will discuss the concept of international business, needs of international
business, difference between domestic trade and international trade, concept of globalisation
etc.
1.2

CONCEPT OF INTERNATIONAL BUSINESS

International business relates to any situation where the production or distribution of goods or
services crosses country borders. Globalization—the shift toward a more interdependent and
integrated global economy—creates greater opportunities for international business. Such
globalization can take place in terms of markets, where trade barriers are falling and buyer
preferences are changing. It can also be seen in terms of production, where a company can
source goods and services easily from other countries. Some managers consider the definition
of international business to relate purely to “business,” as suggested in the Google case.
However, a broader definition of international business may serve better both personally and
professionally in a world that has moved beyond simple industrial production. International
business encompasses a full range of cross-border exchanges of goods, services, or resources
between two or more nations. These exchanges can go beyond the exchange of money for
physical goods to include international transfers of other resources, such as people, intellectual
property (e.g., patents, copyrights, brand trademarks, and data), and contractual assets or
liabilities (e.g., the right to use some foreign asset, provide some future service to foreign
customers, or execute a complex financial instrument). The entities involved in international
business range from large multinational firms with thousands of employees doing business in
many countries around the world to a small one-person company acting as an importer or
exporter. This broader definition of international business also encompasses for-profit bordercrossing transactions as well as transactions motivated by nonfinancial gains (e.g., triple bottom
line, corporate social responsibility, and political favour) that affect a business’s future.
1.3

IMPORTANCE OF INTERNATIONAL BUSINESS

1. Earn foreign exchange: International business exports its goods and services all over the
world. This helps to earn valuable foreign market exchange currency. This foreign
exchange is used to pay for imports. Foreign exchange helps to make the business more
profitable and to strengthen the economy of its country.
2. Optimum utilisation of resources: International business makes optimum utilisation of
resources. This is because it produces goods on a very large scale for the international
market. International business utilises resources from all over the world. It uses the finance
and technology of rich countries and the raw materials and labour of the poor countries.
3. Achieve its objectives: International business achieves its objectives easily and quickly.
The main objective of an international business is to earn high profits. This objective is
achieved easily. This is because it uses the best technology. It has the best employees and
managers. It produces high-quality goods. It sells these goods all over the world. All this
results in high profits for the international business.
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4. To spread business risks: International business spreads its business risk. This is because
it does business all over the world. So, a loss in one country can be balanced by a profit in
another country. The surplus goods in one country can be exported to another country. The
surplus resources can also be transferred to other countries. All this helps to minimise the
business risks.
5. Improve organisation's efficiency: International business has very high organisation
efficiency. This is because without efficiency, they will not be able to face the competition
in the international market. So, they use all the modern management techniques to improve
their efficiency. They hire the most qualified and experienced employees and managers.
These people are trained regularly. They are highly motivated with very high salaries and
other benefits such as international transfers, promotions, etc. All this results in high
organisational efficiency, i.e. low costs and high returns.
6. Get benefits from Government: International business brings a lot of foreign exchange
for the country. Therefore, it gets many benefits, facilities and concessions from the
government. It gets many financial and tax benefits from the government.
7. Expand and diversify: International business can expand and diversify its activities. This
is because it earns very high profits. It also gets financial help from the government.
8. Increase competitive capacity: International business produces high-quality goods at low
cost. It spends a lot of money on advertising all over the world. It uses superior technology,
management techniques, marketing techniques, etc. All this makes it more competitive. So,
it can fight competition from foreign companies.
1.4

THE BASIS AND NEED OF INTERNATIONAL TRADE

One of the fundamental questions asked in the subject of International Business is 'Why do
nations trade?' Nations trade with each other basically for the same reason that individual’s
trade with each other. Just like the resources of an individual are not sufficient to fulfil ones'
all wants, the resources of one country are also not sufficient to meet all the needs of the country
and the individual living therein. Owing to many constraints, e.g., constraints in natural
resource endowments, human resources, technological resources, financial resources or others
it is not possible for a country to meet all the needs of the country and its people.
Thus, it is evident that countries trade with each other when, on their own, they do not have the
resources, or capacity to satisfy their own needs and wants. By developing and exploiting their
domestic scarce resources on certain specific uses, countries can produce a surplus, and trade
this for the resources they need.
Trade between countries dates back to thousands years. Today, in the current phase of
globalisation, international trade occupies the centre stage. In fact, many economists in a global
economy credits international trade for the development and prosperity of the modern
industrialised world.
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Goods and services are likely to be imported from a different country for several reasons. For
example, imported goods and services may be cheaper, or of better quality. In many instances,
there may not be local alternatives available, making importing an all essential. For example,
Japan has no oil reserves of its own. But it is the world's fourth largest consumer of oil. In the
eighteenth century, Adam Smith explained the basis of international trade on two major
grounds: (a) the division of labour and (b) specialisation.
Division of labour means breaking down production into small, interconnected tasks, and then
allocating these tasks to different workers based on their suitability to undertake the task
efficiently. While looked at the perspectives of international trade, a division of labour means
that country produce just a small range of goods or services, and may contribute only a small
part to finished products sold in the global markets.
For example, a car manufacturer may import specific parts from specific countries and then
finally assemble those to offer the final product 'car' to the customers. In that way, an individual
country may contribute, perhaps, just one ingredient to the final product.
Specialisation is the second fundamental principle pointed out by Smith. In fact, specialisation
results from the division of labour. Now, when each worker or each producer undertakes a
specialist role, they are likely to become efficient contributors to the overall process of
production, and to the finished product. Hence, specialisation can generate further benefits in
terms of efficiency and productivity. Now, specialisation can be applied to different levels: say
to individuals, firms, machinery and technology, and to a country as a whole.
Looking from the perspectives of international economics, owing to international
specialisation, countries would be able to use their scarce resources to produce just a small
range of products in high volume. In this way, mass production would generate a surplus of the
good produced, which can then be exported. This means that goods and resources must be
imported from other countries that have also specialised, and produced surpluses of their own.
As a result of specialisation, countries are likely to become more efficient over time. This is
partly because a country's producers will become larger and exploit economies of scale. Faced
by large global markets, firms may be encouraged to adopt mass production, and apply new
technology to increase their level of production and quality. This can provide a country with a
price and non-price advantage over less specialised countries, making it increasingly
competitive and improving its chances of exporting in the future.
Thus, the basis of international trade is the gains or profits to be made from exchange of goods
and services. In the absence of such profits, there will not be any motivation for international
trade between countries.
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1.5

GLOBALISATION

Globalization means linking the economy of a country with the economies of other countries
by means of free trade, free mobility of capital and labour, etc. It also means inviting
multinational corporations to invest in domestic economy. "Globalisation may be defined as a
process associated with increasing openness, growing economic interdependence and
deepening economic integration in the world economy."
Globalisation implies opening of economy to foreign investment, removing obstacles to the
entry of multinational corporations (MNCs), carrying out massive import liberalisation by
bringing down import duties considerably, promoting international trade, etc. With the
globalisation in India, MNCs are allowed to enter in number of crucial sectors to which their
entry was previously restricted or banned. Globalisation assumes that domestic economy
should have close link with the world economy. As a result, there will be unrestricted flow of
goods and services, technology and expertise among different countries of the world. There
will be increased cooperation of domestic economy with different economies across the world.
Capital and technology will flow from the developed countries of the world towards developing
nations like China and India.
MNCs are playing an important role in the process of globalisation. Now there is increased
movement of investment, technology, goods and services among different nations. Different
countries of e world have come in close contact with one another.
Now movement of people among different nations has increased. With the improvement in
transportation and communication, more people move from one nation to another in search of
better jobs, better education, tourism, medical treatment and other opportunities, etc. The
ultimate aim of globalisation is to look upon the world as a 'global village.' Thus, globalisation
is the process of integrating the domestic economy with the world economy. Globalisation
mainly includes:
(i) Reducing tariff and non-tariff barriers across different nations.
(ii) Allowing free flow of capital among different nations.
(iii) Allowing free flow of technology across different nations.
(iv) Allowing free movement of labour among different nations.
1.6

DEFINITION OF GLOBALIZATION

There are several ways to define globalization. Some of the definitions can be stated as under:
(1) In the words of Rubens Ricupero, Secretary-General of UNCTAD. "Globalisation is the
integration of the world economy as a result of three main forces: (i) increase in trade in goods
and services (ii) increase in the investment of transnational companies and the consequent
change in the nature of production. Production is becoming no longer national but as a process
that takes place in different countries, and (iii) international monetary transactions".
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(2) According to eminent economist Deepak Nayyar, "Globalisation may be defined as a
process associated with increasing openness, growing economic interdependence and
deepening economic integration in the world economy.”
(3) According to International Monetary Fund, "Globalisation means growing economic
interdependence of different countries through increasing cross-border transactions in goods
and services and of international capital flows, and also through widespread diffusion of
technology."
In short, above definitions highlight the following features of globalisation:
(i) Integration of domestic economy with global economy.
(ii) Opening up of the economy to foreign capital, foreign technology and foreign competition.
(iii) Free world trade with Liberalised approach towards exports and imports. Elimination of
tariffs and quotas.
(iv) Expansion of multinational corporations.
(v) Free flow of international capital.
1.7

A HISTORICAL VIEW

Globalization is not new. Since the start of civilization, people have traded goods with their
neighbours. As cultures advanced, they were able to travel farther afield to trade their own
goods for desirable products found elsewhere. The Silk Road, an ancient network of trade
routes used between Europe, North Africa, East Africa, Central Asia, South Asia, and the Far
East, is an example of early globalization. For more than 1,500 years, Europeans traded glass
and manufactured goods for Chinese silk and spices, contributing to a global economy in which
both Europe and Asia became accustomed to goods from far away. Following the European
exploration of the New World, globalization occurred on a grand scale; the widespread transfer
of plants, animals, foods, cultures and ideas became known as the Columbian Exchange. The
Triangular Trade network in which ships carried manufactured goods from Europe to Africa,
enslaved Africans to the Americas, and sent raw materials back to Europe is another example
of globalization. The resulting spread of slavery demonstrates that globalization can hurt people
just as easily as it can connect people.
The rate of globalization has increased in recent years, a result of rapid advancements in
communication and transportation. Advances in communication enable businesses to identify
opportunities for investment. At the same time, innovations in information technology enable
immediate communication and the rapid transfer of financial assets across national borders.
Improved fiscal policies within countries and international trade agreements between them also
facilitate globalization. Political and economic stability facilitate globalization as well. The
relative instability of many African nations is cited by experts as one of the reasons why Africa
has not benefited from globalization as much as countries in Asia and Latin America.
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1.8

COMPONENTS OF GLOBALISATION

The components of globalization include GDP, industrialization, and the Human Development
Index (HDI). The GDP is the market value of all finished goods and services produced within
a country's borders in a year and serves as a measure of a country's overall economic output.
Industrialization is a process that, driven by technological innovation, effectuates social change
and economic development by transforming a country into a modernized industrial, or
developed nation. The Human Development Index comprises three components: a country's
population's life expectancy, knowledge and education measured by the adult literacy, and
income.
1.9

BENEFITS OF GLOBALIZATION

Globalization impacts businesses in many different ways. But those who decide to take on
international expansion find several benefits, including:
Access to New Cultures
Globalization makes it easier than ever to access foreign culture, including food, movies,
music, and art. This free flow of people, goods, art, and information is the reason you can have
Thai food delivered to your apartment as you listen to your favourite UK-based artist or stream
a Bollywood movie.
The Spread of Technology and Innovation
Many countries around the world remain constantly connected, so knowledge and
technological advances travel quickly. Because knowledge also transfers so fast, this means
that scientific advances made in Asia can be at work in the United States in a matter of days.
Lower Costs for Products
Globalization allows companies to find lower-cost ways to produce their products. It also
increases global competition, which drives prices down and creates a larger variety of choices
for consumers. Lowered costs help people in both developing and already-developed countries
live better on less money.
Higher Standards of Living across the Globe
Developing nations experience an improved standard of living due to globalisation. According
to the World Bank, extreme poverty decreased by 35% since 1990. Further, the target of the
first Millennium Development Goal was to cut the 1990 poverty rate in half by 2015. This was
achieved five years ahead of schedule, in 2010. Across the globe, nearly 1.1 billion people have
moved out of extreme poverty since that time.
Access to New Markets
Businesses gain a great deal from globalization, including new customers and diverse revenue
streams. Companies interested in these benefits look for flexible and innovative ways to grow
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their business overseas. International Professional Employer Organizations (PEOs) make it
easier than ever to employ workers in other countries quickly and compliantly. This means
that, for many companies, there is no longer the need to establish a foreign entity to expand
overseas.
Access to New Talent
In addition to new markets, globalization allows companies to find new, specialized talent that
is not available in their current market. For example, globalization gives companies the
opportunity to explore tech talent in booming markets such as Berlin or Stockholm, rather than
Silicon Valley. Again, International PEO allows companies to compliantly employ workers
overseas, without having to establish a legal entity, making global hiring easier than ever.
1.10

EFFECTS OF GLOBALISATION ON INDIAN ECONOMY

1 Positive Effects of Globalisation
(1) Increase in Foreign Trade:
As a result of foreign trade policies adopted in the wake of globalisation, India's share in the
world trade has gone up. In 1990-91, India's share in world trade was 0.53 per cent. In 199596, it rose to 0.60 per cent. In 2009-10 it further increased to 1.78 per cent. Above table shows
that as a result of globalisation of India's foreign trade, there has been some increase in India's
share in world trade.
Share of India's exports in India's GDP has also been constantly rising. In 1990-91, it was 6 per
cent of GDP that rose to 15.54 per cent in 2009-10.
Table: India's Share in World Trade
Year
India's Percentage Share In World Trade
1990-91
0.53
1995-96
0.60
2005-06
1.00
2007-08
1.50
2008-09
1.64
2009-10
1.78
(Source: Economic Survey, 2010-11)
Above table shows that as a result of globalisation of India's foreign trade, there has been some
increase in India's share in world trade. India’s share in global merchandise trade stood at 2.0%
in 2015*. Share of India's exports in India's GDP has also been constantly rising. In 1990-91,
it was 6 per cent of GDP that rose to 15.54 per cent in 2009-10. GDP rose to an average of 6.9
in 2013-14 and to 7.5 in 2015**.
*Source: World Trade Organization.
** Source: tradingeconomies.com
(2) Increase in Foreign Investment: As a consequence of globalisation, there has been a
considerable increase in foreign direct investment as well as foreign portfolio investment.
(a) Foreign Direct Investment (FDI): Foreign direct investment is made by foreign companies
in order to establish wholly owned companies in another country and to manage them or to
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purchase shares of companies in another country for the purpose of managing such companies.
The main characteristic of foreign direct investment is that native companies are managed by
the foreign companies or new companies are set up in India by foreign companies.
In this type of investment, it is the foreign investor who takes risk and is solely responsible for
profit/loss of such company.
(b) Portfolio Investment: Under this type of investment, foreign companies/foreign institutional
investors (FIIs) buy shares/debentures of native companies, however management and control
remain vested with the native/domestic companies themselves.
There is significant increase in foreign investment in India. In the year 1990-91, total foreign
investment (FDI and Portfolio investment) was US$ 103 million. In the year 2007-08, amount
of foreign investment increased to US $ 62,106 million. Due to global slowdown, inflow of
foreign investment in 2008-09 has reduced to US $ 23,983 million. In 2009-10 again inflow of
foreign investment has increased to US $70.139 million. FDI inflow into India increased to
US$ 55bn in 2015-16, as compared to US$ 45bn in 2014-15. Because of significant increase
in foreign investment, India began to experience a surplus balance of payments and a very
remarkable improvement in foreign exchange reserves.
(3) Increase in Foreign Collaborations:
Globalisation has promoted collaboration of foreign companies with many Indian companies.
These collaboration agreements can be technical collaboration, financial collaboration or both.
In financial collaboration, foreign companies provide financial resources, while in technical
collaboration modern foreign technology is provided by foreign companies. Foreign companies
are setting up many enterprises in India in collaboration with Indian companies.
(4) Increase in Foreign Exchange Reserves:
As a result of globalisation of Indian economy, foreign exchange reserves have also increased
substantially. In 1991, foreign exchange reserves of India amounted to Rs.4.388,crore which
in March, 2011 increased to Rs.13,43,188crore (US $ 301.84 billion). Thus, there has been an
increase of 306 times in foreign exchange reserves of India.
(5) Expansion of Market:
Globalisation has expanded the size of market. It has permitted Indian business units to expand
their business in the whole world. Now multinational corporations have no national boundaries.
Indian companies like Infosys, Tata Consultancy, Wipro, Tata Steel, Reliance, etc. are doing
their business in many countries.
(6) Technological Development:
Globalisation has enabled the inflow of foreign technology, which is very superior and
advanced. Now Indian business units use this modern technology.
(7) Brand Development:
Globalisation has promoted the use of branded goods. Now not only durable goods are branded
but products like garments, juices, snacks, food grains, etc., are also branded. Foreign brands
are very popular among Indian consumers. Brand development has led to quality improvement.
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(8) Development of Capital Market:
Globalisation has helped in development of Indian capital market. Now many foreign investors
invest in Indian Capital market. Recently, there has been substantial increase in inflow of
foreign direct investment and portfolio investment.
(9) Development of Service Sector:
Globalisation has helped in growth of service sector. With the entry of foreign companies,
tremendous improvement has been witnessed in various services like telecommunication,
insurance, banking, etc. Now mobile phones are very cheap and popular in India.
(10) Increase in Employment:
Globalisation has promoted employment opportunities. Foreign companies are establishing
their production and trading units in India. It has increased employment opportunities for
Indians, e.g. many Indians are presently employed in foreign insurance companies, mobile
companies, etc.
(11) Reduction in Brain Drain:
As a result of globalisation, many multinational corporations have set up their business units
in India. These MNCs provide attractive salary package and good working conditions to
efficient, skilled Indian engineers, managers, professionals, etc. Now Indians get good
employment opportunities in India. It has resulted in reduction in brain drain.
(12) Improvement in Standard of Living:
As a result of globalisation, the standard of living of Indian population has improved. Now
Indians get better quality goods at low prices. Globalisation has resulted in reduction of prices
of many products particularly electronic items like television, AC, mobile phones, refrigerator,
etc. Now middle-income group also uses these luxury products, which were earlier used by
rich class only. In nationalism is mainly due to anger from the perception that foreigners fill
domestic jobs or at companies moving their operations abroad to save money on labour costs.
For example, the Economic Policy Institute reports that the U.S. trade deficit with China (or
the amount by which our imports exceed our exports) cost Americans 3.4 million jobs since
2001.
1.11

POLITICAL IMPACT OF GLOBALISATION

Globalisation has multidimensional character covering economic, social, political and cultural
aspects. The main political impact of globalisation is as follows:
(1) Improvement in Cross-border Relationship:
Globalisation has increased interaction among different nations of the world. It has made the
whole globe one market. It has improved the relations among different nations.
(2) Changing Role of Bureaucracy:
Globalisation and liberalisation have resulted in procedural simplification. It has reduced
government intervention in the economic activities. Earlier, bureaucracy was a hurdle in the
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path of development, but now it is a booster, accelerator and facilitator in the development
process.
(3) Growth in Capitalism:
Globalisation has promoted capitalism across the world. Even countries like China and Russia
who were great advocators of socialism have adopted capitalism.
(4) Changing Role of Government:
Prior to globalisation, government had to participate in economic, political, social activities,
but with globalisation, government has reduced its role in the economic sector. Now private
sector, MNCs play an important role in the economic sector. Now government can concentrate
on other sectors like health, education, safe drinking water, environmental protection,
infrastructure, defence, etc.
(5) Increase in Efficiency of Public Sector Units:
With the globalisation, privatisation and liberalisation, the efficiency of public sector units has
increased. With increase in competition and threat of privatisation, now public sector units are
under pressure to cut down wasteful expenses and increase productivity and efficiency
1.12

OBSTACLES IN THE PATH OF GLOBALISATION

(1) Bureaucratic Hurdles: Business units have to face many bureaucratic hurdles in the form
of much documentation, lengthy and cumbersome procedures, etc. Many foreign investors
hesitate to invest in Indian economy due to excessive administrative hindrances.
(2) Unstable Government Policy: In India, there are frequent changes in ruling party. As a
result, the economic policies of government are not stable. Frequently changing economic
policies discourage long-term investors to invest in Indian economy. Moreover, there is lack
of transparency in the working of government which also raises doubt in the minds of foreign
investors.
(3) Backward Technology: In Indian industries, level of technology is poor and low in
comparison to advanced nations. Research and development of technology is also very poor in
India. Due to backward technology, Indian products are of poor quality. Indian companies find
it very difficult to expand their business in foreign nations due to poor quality products.
(4) Poor Infrastructure: In India, infrastructural facilities are very poor in comparison to
developed nations. MNCs hesitate to invest in India due to poor infrastructure. Lack of strong
infrastructure also creates hindrance in expansion of Indian companies in other nations. Like
lack of sufficient port facilities is a great hindrance in export-import transactions.
(5) Small-sized Business Units: In India, most of the business units are family owned. Their
business activities are mainly confined to local or regional level. They cannot think of
expanding their business activities to other nations.
(6) Lack of Global Vision: In India, very few entrepreneurs have global vision. Most of the
entrepreneurs have narrow vision. They do not have global orientation. They avoid risk
involved in foreign business and remain confined to local or at the most national level.
(7) Increasing Global Competition: Indian goods have to face tough competition in the global
market from the products of other nations. Increasing global competition has made it very
difficult for Indian exporters to sell their products in global market.
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(8) Tariff and Non-tariff Barriers Imposed by Developed Nations: Developed countries have
imposed various tariff and non-tariff barriers to the imports from developing countries like
custom duties, quantitative restrictions, packing regulations, safety norms, etc. This has
adversely affected exporters of developing nations to sell their products in developed
1.13

OPERATIONAL CHANGES IN COMPANIES DUE TO GLOBALIZATION

Some operational changes companies should expect from globalization include:
Global Communication Challenges
Before starting to branch out from headquarters, firms have to put an established internal
communication plan in place since global employee’s likely work in a different time zone and
have a different native language.
Software and other digital tools help smooth global communication hurdles and allows teams
to connect easily. Zoom, Slack, and Google all provide valuable tools for companies trying to
manage employees in multiple offices, countries, and time zones.
International Employee Expectations
Foreign employees have different expectations when it comes to things like salary and benefits,
as well as how they manage their daily work schedules. Companies that want to take advantage
of globalization and hire foreign workers need to accommodate them as much as possible. HR
teams must also ensure their offers are competitive and on-par with local expectations during
the hiring process.
Supporting Foreign Customers
Similar to communication changes with employees, companies must also plan for how they
run customer service and support in new countries. Customers in the new market where you
offer your products or services might not speak your native language or be close to your time
zone.
Increased Competition
International companies have to adjust more than internal operations. Going global opens up
new revenue streams and increases availability to talent. Because of these attractive benefits,
and the ease of going global due to services like International PEO, the global marketplace is
competitive. As globalization becomes the norm, many companies often seek the same foreign
markets, which increases competition for businesses.
Marketing and Communication Changes
Just like hiring employees in different countries creates internal communication challenges,
marketing your products or services to a completely new audience creates obstacles for
companies. Businesses need to adjust their marketing strategies to communicate the benefits
of their product in a way that resonates with a foreign audience. You cannot assume that a
marketing campaign targeting an American audience (or wherever your HQ location is) attracts
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consumers in Europe, Asia, or any other popular market, as the consumers there have very
different wants and needs.
1.14

THE ECONOMIC IMPACT ON DEVELOPED NATIONS

Globalization compels businesses to adapt to different strategies based on new ideological
trends that try to balance the rights and interests of both the individual and the community as a
whole. This change enables businesses to compete worldwide and also signifies a dramatic
change for business leaders, labour, and management by legitimately accepting the
participation of workers and the government in developing and implementing company policies
and strategies. Risk reduction via diversification can be accomplished through company
involvement with international financial institutions and partnering with both local and
multinational businesses.
Globalization brings reorganization at the international, national, and sub-national levels.
Specifically, it brings the reorganization of production, international trade, and the integration
of financial markets. This affects capitalist economic and social relations, via multilateralism
and microeconomic phenomena, such as business competitiveness, at the global level. The
transformation of production systems affects the class structure, the labour process, the
application of technology, and the structure and organization of capital. Globalization is now
seen as marginalizing the less educated and low-skilled workers. Business expansion will no
longer automatically imply increased employment. Additionally, it can cause a high
remuneration of capital, due to its higher mobility compared to labour.
The phenomenon seems to be driven by three major forces: the globalization of all product and
financial markets, technology, and deregulation. Globalization of product and financial
markets refers to an increased economic integration in specialization and economies of scale,
which will result in greater trade in financial services through both capital flows and crossborder entry activity. The technology factor, specifically telecommunication and information
availability, has facilitated remote delivery and provided new access and distribution channels,
while revamping industrial structures for financial services by allowing entry of non-bank
entities, such as telecoms and utilities.
Deregulation pertains to the liberalization of capital account and financial services in products,
markets, and geographic locations. It integrates banks by offering a broad array of services,
allows entry of new providers, and increases multinational presence in many markets and more
cross-border activities.
In a global economy, power is the ability of a company to command both tangible and
intangible assets that create customer loyalty, regardless of location. Independent of size or
geographic location, a company can meet global standards and tap into global networks, thrive
and act as a world-class thinker, maker, and trader, by using its greatest assets: its concepts,
competence, and connections.
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Globalization aims to benefit individual economies around the world by making markets more
efficient, increasing competition, limiting military conflicts, and spreading wealth more
equally.
Globalization Benefits World Economies
The Milken Institute's "Globalization of the World Economy" report of 2003 highlighted many
of the benefits associated with globalization while outlining some of the associated risks that
governments and investors should consider, and the principles of this report remain relevant.
1. Foreign Direct Investment: Foreign direct investment (FDI) tends to increase at a much
greater rate than the growth in world trade, helping boost technology transfer, industrial
restructuring, and the growth of global companies.
2.Technological Innovation: Increased competition from globalization helps stimulate new
technology development, particularly with the growth in FDI, which helps improve economic
output by making processes more efficient.
3.Economies of Scale: Globalization enables large companies to realize economies of scale
that reduce costs and prices, which in turn supports further economic growth. However, this
can hurt many small businesses attempting to compete domestically.
Some of the risks of globalization include:
1. Interdependence: Interdependence between nations can cause regional or global instabilities
if local economic fluctuations end up impacting a large number of countries relying on them.
2. National Sovereignty: Some see the rise of nation-states, multinational or global firms, and
other international organizations as a threat to sovereignty. Ultimately, this could cause some
leaders to become nationalistic or xenophobic.
3. Equity Distribution: The benefits of globalization can be unfairly skewed towards rich
nations or individuals, creating greater economic inequalities.
Writing in the quarterly Milken Institute Review in late 2017, Dani Rodrik, author of “Straight
Talk on Trade: Ideas for a Sane World Economy,” argued that a rebalancing of globalization
is necessary to restore more voice to labour and its needs for job and income stability while
focusing attention globally on where the biggest economic gains can be made.8
1.15 Difference between Domestic Business and International Business
1. Domestic Business: Domestic business refers to the business where economic
transactions are conducted within the geographical boundaries of the one country. The
buyer and seller in domestic business belong to same country. It is limited to territory.
In domestic business it is very easy to conduct business research. The nature of
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customers in domestic business is homogeneous. In this currency of parent/home
country is used for doing business.
2. International Business: International business refers to the business where economic
transactions are conducted across border with several countries in the world. The buyer
and seller in international business belong to different country. It is quite wide. In
international business, business research is very expensive and hard to conduct. The
nature of customers in international business is heterogeneous. In this different types of
currencies of different countries are used for doing business.
DOMESTIC BUSINESS

INTERNATIONAL BUSINESS

Domestic business refers to the business
where economic transactions are conducted
within the geographical boundaries of the
one country.

International business refers to the business
where economic transactions are conducted
across border with several countries in the
world.

In Domestic business buyer and seller belong
to same country.

In International business buyer and seller
belong to different countries.

Domestic business is limited to territory.

International business is quite wide.

In Domestic business selling procedure
remain unaltered.

In International business selling procedure
changes.

Quality of product or standards may be
lower.

Quality of product or standards are expected
and enforced.

In domestic business it is very easy to
conduct business research.

In international business, business research is
very expensive and hard to conduct.

It deals with single currency.

It deals with multiple currencies.

In domestic business capital investment is
less.

In international business capital investment is
huge.

There are few restrictions on domestic
business.

There are a lot restrictions on international
business.

The nature of customers in domestic business
is homogeneous.

The nature of customers in international
business is heterogeneous.

In domestic business the degree of risks are
low.

In international business the degree of risks
are high.
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1.16

COMPLEXITIES OF INTERNATIONAL BUSINESS

International business is not all that lovely because of difference in practices in different
countries. Therefore the major complexities are detailed below:
1) Different trade patterns: International business has to deal with the business patterns
among the various countries of the world. It has to take into account the business policies of
various countries which govern their imports and exports. These policies and practices impose
certain constraints and restrictions on International business.
2) Lop sided Development of Developing countries: Developed countries are equipped with
sophisticated, technologies capable of transforming raw materials into finished goods on a large
scale. Developing countries on the other hand lack technological knowledge and latest
equipment. It leads to lop sided development in the International Business.
3) Economic Unions: These are an increasing tendency among nations to form small groups
of economic unions which help them to negotiate terms for the business with other countries.
4) Huge Foreign Indebtedness: The developing countries with less purchasing power are
lured into a debt trap due to the operations of MNC's in these countries. For Example- Mexico,
Kenya, Poland etc.
5) Corruptions: Corruption has become an international phenomenon. The higher rate bribes
and kickbacks discourage the foreign investors to expand their operations.
6) Long distance: Due to greater geographical distance between countries the cost and time
involved in transport are high.
7) Laws and regulations: International business has to follow the rules and regulations of
several countries. These rules and regulations are not uniform but differ from country to
country.
8) Cultural differences: Cultural differences are one of the most difficult complexities in the
international business. Many domestic markets however are also not free from cultural
diversities.
9) Trade and investment restriction: Trade and investment restriction are very important
problems in international business.
10) Differences in the language: An international market often encounter problems arising
out of differences in the language different languages are used in different countries, customs,
attitudes, lifestyle and other cultural factors also differ from country to country.
1.17

LET US SUM UP

International business is not only the export and import of the goods and services, it is exchange
of the culture and tradition between two countries. International business is very important for
any economy as it provides with the products which are not available in the domestic market
but is very imperative for the survival. For example: drugs for cancer are not manufactured in
every country but victims of cancer are found in every country so international trade is required
to proffer it to the whole world.
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International trade gives rise to the development of the infrastructure and the economy as a
whole. It contributes towards GDP, Balance of Payment, Exports, overall development of the
country. It also benefits the host country through investment, revenue generation, production,
employment.
It is beneficial but not to everyone, it boost the companies who have large capital source but
every company does not have the funding to expand the business to the global level, for them
local market is the only source of survival but big industries dominate the local market and
impact the profits of the small industries and ultimately threats their survival. To support these
small business units now government supports them with different strategies for the growth of
the industries.
But the laws and regulations of every country are different and culture and traditions are also
different for different countries. To enhance and have uniformity in laws and regulations at
international level various organizations like WTO, IMF, World Bank etc. came into existence
to boost the trade and business among the countries. And in past years international business
has increased many folds.
1.18

KEY TERMS








1.19

Intellectual Property - intangible property that is the result of creativity, such as
patents, copyrights, etc.
Foreign Exchange - an institution or system for dealing in the currencies of other
countries.
Diversify - enlarge or vary its range of products or field of operation.
Bureaucracy - a system of government in which most of the important decisions
are taken by state officials rather than by elected representatives.
Capitalism - an economic and political system in which a country's trade and
industry are controlled by private owners for profit, rather than by the state.
Sovereignty - the authority of a state to govern itself or another state.
Lop sided - with one side lower or smaller than the other.
MODEL QUESTIONS

Q 01: Explain the concept of International business?
Q 02: Discuss the importance of International Business.
Q 03: What are the complexities of International business?
Q 04: Define Globalisation and also state its benefits.
Q 05: Discuss the obstacles in the path of Globalisation.
Q 06: state the political impact of Globalisation.
Q 07: What are the complexities in International business?
Q.08: State the difference between Domestic Business and International Business.
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INTERNATIONAL BUSINESS ENVIRONMENT
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2.15 Key Words
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2.0

LEARNING OBJECTIVES

After going through this unit, learners will be able to
 Explain the meaning of Business Environment
 Know the importance of Business Environment
 Discuss the Components of International Business Environment.
 Discuss the modes of entry into International Business

2.1

INTRODUCTION

A business cannot function in isolation. It is a part and parcel of the environment surrounding
it. Business activities are thus, to a substantial extent, influenced and determined by the various
environmental variables. Every business has to understand well and design their business
processes and operations accordingly for their long term survival. In this unit we will discuss
the environment in which international business operates.
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1.19

BUSINESS ENVIRONMENT

The word business environment refers to the totality of all the conditions, both internal and
external, within which a business operates. It is the overall climate created by the various forces
and factors with which the business has to interact, directly as well as indirectly. Business
environment of a firm comprises of both internal forces and external forces.
Internal forces or factors, which can be termed as the internal environment is the aggregate of
various internal conditions of a firm like organizational objective, organization structure,
manpower, management’s philosophy, organizational culture, work environment, technology,
work process, etc.
These internal factors affect a business firm’s operations from within the concern, but are
generally under the control of the enterprise. The external factors like the social factors,
economic conditions, political and legal factors, cultural factors, customers, suppliers,
competitors, etc. make up the external environment of a business concern. These factors
influence the enterprise from outside and are generally beyond its control. Thus business
environment denotes totality of all these external and internal factors which have influence on
the functioning of a business concern.
2.3

IMPORTANCE OF BUSINESS ENVIRONMENT

Establishing a business is of course a difficult task, but to successfully operate it and grow it
takes a lot more effort and critical decisions. To sustain a business it needs various resources.
For example businesses need finance for which they have to depend upon the financial market
and institutions; businesses need labour for which they have to rely on the society; for long run
survival they need revenue generation for which they need acceptance of their products and
services by the customers and society at large and so on. Again businesses have to depend on
the nature for raw materials and other natural resources. Businesses need legal and regulatory
support which depends upon the various acts and regulations in operation as well as the
government of the nation. Likewise there are many other factors which influence every
business organizations. All these factors and dimensions are collectively called the business
environment.
Business environment provides the necessary directions to an enterprise regarding its course of
action. Various internal and external factors and forces throw various threats and opportunities
to a business in its operations. To survive and grow, a business must be able to avail these
opportunities and to save itself from the threats posed by these environmental forces. For this,
a clear understanding of these internal and external forces is of utmost importance. On the basis
of this understanding a business has to plan its policies and strategies in deciding the future
course of action.
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Following are some of the reasons why business environment is of crucial importance for every
enterprise:
1. Planning in advance: The businesses which are able to plan ahead and grab the opportunities
are those which properly understand their business environment. If understood and evaluated
properly, business environment can be a crucial element in the success of a business.
Similarly, the same environment can also be a major cause of a business failure.
2. Identifying Business Opportunities: Proper scanning of the business environment enables
firms to identify business opportunities and potential threats. Changes in the elements of
environment may possess both newer threats as well as opportunities for business
organizations. Identifying them properly and continuously adapting the business policies and
strategies accordingly will determine a business growth and long term survival.
3. Adapting with Changes: Every business needs to be aware of various changes going on in
the environment. Various environmental factors are always undergoing changes, be it the
changing tastes and preferences of customers, changing societal values, political/ legal policy
changes, or the changes in the technology and so on. Awareness and understanding of the
business environment enables businesses in deciding how to respond to these changes and
make necessary adaptations in time.
4. Helps in Improving Performance: The future of an enterprise is closely related with what
is happening in the business environment. The enterprises which continuously monitor their
environment and adapt their business practices accordingly are the ones which not only
improve their present performance but also continue to be successful in the market in the long
run.
2.4

NATIONAL AND FOREIGN BUSINESS ENVIRONMENT

Business environment in general consists of many components, both internal and external
factors. But external environmental factors constitute the most important part of an enterprise’s
business environment.
A businessman cannot influence the external environment but is influenced and thus has to
adjust or adapt his plans and policies according to the conditions prevailing or changes taking
place in the business environment.
The following figure shows the main components of business environment:
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Fig. 1.1: Components of Business Environment.
A domestic business enterprise has to function in the presence of all these environmental
elements. All these components of business environment do not function in isolation but are
interrelated and exerts their influence altogether.
Domestic business environment is constituted by the nature of these forces and are generally
same for almost every business operating within a country’s boundary depending upon their
degree of exposure and dependence on these various environmental factors. For example a
business intensively dependent upon raw materials for its products will be influenced mostly
by the natural environment as well as legal and regulatory provisions concerning the natural
resources, along with more or less influences from economic, socio-cultural, technological
environment and so on. However depending upon the nature of the business enterprise, the
influences of these environmental factors may be more for some while at the same time same
factors being less influencing for other types of businesses.
Moreover, at the same time, it is to be noted that significant difference can arise in the business
environment within the same country. This may happen, particularly, if the country is
geographically very vast, with huge population which is demographically diversified and
socio-culturally multifarious. Dissimilar weather, topography, climatic conditions, etc. also
plays an important role in this. This is evident in our country from the stark inequalities in the
level and growth of industrialization in different states and different regions within the states;
in which, along with other reasons, differences in business environment is one.
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For a business operating at international level the difference in business environment is more
prominent. In most of the cases the differences in the business environments of different
countries are more substantial than that within a country.
While deciding whether a firm wants to go international or not it has to take many strategic
decisions. Such strategic decisions regarding whether to enter a particular foreign market or
not, what market entry strategy will be most suitable and it should adopt, what will be the firm’s
marketing mix for that particular market, etc. are dependent on two sets of factors, viz. firstly,
the company related factors and secondly, the foreign market related factors.
Further there are some relevant global factors too. The competence of an enterprise to venture
into international business is also subject to many internal factors like its mission and vision,
management expertise, market experience, technical and financial resources and capabilities,
organizational form and structure, and so on. Accordingly a firm engaged in international
business has to deal with four sets of business environment, viz.
 Internal Environment,
 Domestic Environment,
 Foreign Environment, and
 Global Environment.
Domestic environment, in case of an enterprise engaged in international business, would mean
its relevant home country environment. For example, home country rules and regulations
governing foreign trade, govt. policy towards liberalization, export-import policy, govt.
support, competitive advantage in terms of productive factors in home country, etc.
Foreign environment refers to the business environment of the relevant foreign market. For
example, the government policy of that particular country relating to foreign businesses,
customers’ attitude and acceptance of foreign country products, and competitors in the market,
etc. The nature of all these components of business environment generally differs from market
to market.
Global environment in international business means those global factors which are relevant to
businesses, like international trade related conventions, treaties and protocols, etc., global
economic conditions, multilateral organizations like WTO, OECD, IMF, etc. and their
principles and agreements.
A domestic company while deciding to go international and also to function at international
level has to evaluate carefully all these four sets of environments. Designing a policy or
business strategy and their success or failure would, to a substantial extent, depends upon how
well the company understands and adapts to various environmental factors in its business
environment.
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2.5

COMPONENTS OF INTERNATIONAL BUSINESS ENVIRONMENT

International business environment consist of following components
2.5.1 MICRO ENVIRONMENT
The micro environment consists of the actors in the company‘s immediate environment that
effect the performance of the company. These include the suppliers, marketing intermediaries,
competitors, customers, and publics. ―The macro environment consists of the larger societal
forces that affect all the actors in the company‘s micro environment namely, the demographic,
economic, natural, technological, political and cultural forces‖.
It is quite obvious that the micro environmental factors are more intimately linked with the
company than the macro factors. The micro forces need not necessarily affect all the firms in a
particular industry in the same way. Some of the micro factors may be particular to a firm. For
example, a firm, which depends on a supplier, may have a supplier environment, which is
entirely different from that of a firm whose supply source is different. When competing firms
in an industry have the same microelements, the relative success of the firms depends on their
relative effectiveness in dealing with these elements.
I. SUPPLIERS
An important force in the microenvironment of a company is the supplier, i.e., those who
supply the inputs like raw materials and components to the company. The importance of
reliable source/sources of supply to the smooth functioning of the business is obvious.
Uncertainty regarding the supply or other supply constraints often compels companies to
maintain high inventories causing cost increases. It has been pointed out that factories in India
maintain indigenous stocks of 3-4 months and imported stocks of 9 months as against an
average of a few hours to two weeks in Japan.
Because of the sensitivity of the supply, many companies give high importance to vendor
development. Vertical integration, where feasible, helps solve the supply problem.
It is very risky to depend on a single because a strike, lock out or any other production problem
with that supplier may seriously affect the company. Similarly, a change in the attitude or
behaviour of the supplier may also affect the company. Hence, multiple sources of supply often
help reduce such risks.
The supply management assumes more importance in a scarcity environment. Company
purchasing agents are learning how to ―wine and dine‖ suppliers to obtain favourable
treatment during periods of shortages. In other words, the purchasing department might have
to ―market‖ itself to suppliers.
II. CUSTOMERS
As it is often, exhorted, the major task of a business is to create and sustain customers. A
business exists only because of its customers. Monitoring the customer sensitivity is, therefore,
a prerequisite for the business success. A company may have different categories of consumers
like individuals, households, industries and other commercial establishments, and government
and other institutions. For example, the customers of a tyre company may include individual
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automobile owners, automobile manufacturers, public sector transport undertakings and other
transport operators.
Depending on a single customer is often too risky because it may place the company in a poor
bargaining position, apart from the risks of losing business consequent to the winding up of
business by the customer or due to the customer‘s switching over the competitors of the
company.
The choice of the customer segments should be made by considering a number of factors
including the relative profitability, dependability, and stability of demand, growth prospects
and the extent of competition.
III. COMPETITORS
A firm‘s competitors include not only the other firms, which market the same or similar
products, but also all those who compete for the discretionary income of the consumers. For
example, the competition for a company‘s televisions may come not only from other T.V.
manufacturers but also from two-wheelers, refrigerators, cooking ranges, stereo sets and so on
and from firms offering savings and investment schemes like banks, Unit Trust of India,
companies accepting public deposits or issuing shares or debentures etc. This competition
among these products may be described as desire competition as the primary task here is to
influence the basic desire of the consumer. Such desire competition is generally very high in
countries characterized by limited disposable incomes and many unsatisfied desires (and, of
course, with many alternatives for spending/investing the disposable income).
If the consumer decides to spend his discretionary income on recreation (or recreation cum
education) he will still confronted with a number of alternatives choose from like T.V., stereo,
two-in-one, three –in-one etc. The competition among such alternatives, which satisfy a
particular category of desire, is called generic competition.
If the consumer decides to go in for a T.V. the next question is which form of the T.V. – black
and white or colour, with remote-control or without it etc. In other words, there is a product
form competition. Finally the consumer encounters the brand competition i.e., the competition
between the different brands of the same product form.
An implication of these different demands is that a marketer should strive to create primary
and selective demand for his products.
IV. MARKETING INTERMEDIARIES
The immediate environment of a company may consist of a number of marketing
intermediaries which are ―firms that aid the company in promoting, selling and distributing
its goods to final buyers‖. The marketing intermediaries include middlemen such as agents and
merchants who ―help the company find customers or close sales with them‖, physical
distribution firms which ―assist the company in stocking and moving goods form their origin
to their destination‖ such as warehouses and transportation firms; marketing service agencies
which ―assist the company in targeting and promoting its products to the right markets‖ such
as advertising agencies, marketing research firms, media firms and consulting firms; and
financial intermediaries which finance marketing activities and insure business risks.
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Marketing intermediaries are vital links between the company and the final consumers. A
dislocation or disturbance of this link, or a wrong choice of the link, may cost the company
very heavily. Retail chemists and druggists in India once decided to boycott the products of a
leading company on some issue such as poor retail margin. This move for collective boycott
was, however, objected to by the MRTP commission; but for this company would, perhaps,
have been in trouble.
V. DEMOCRATIC
A company may encounter certain publics in its environment. ―A public is any group that has
an actual or potential interest in or impact on an organisation‘s ability to achieve its interests.
Media publics, citizens action publics and local publics are some examples.
For example, one of the leading companies in India was frequently under attack by the media
public, particularly by a leading daily, which was allegedly bent on bringing down the share
prices of the company by tarnishing its image. Such exposures or campaigns by the media
might even influence the government decisions affecting the company. The local public also
affects many companies.
Environmental pollution is an issue often taken up by a number of local publics. Actions by
local publics on the issue have caused some companies to suspend operations and/or take
pollution abatement measures.
2.5.2 MACRO ENVIRONMENT
I. ECONOMIC ENVIRONMENT
Economic environment consists of all those factors that regulate resources, influences factors
of production, influence generation and distribution of income and wealth in a society. The
nature of the economy, level of economic development, GDP and GNP growth rate, per capita
income, economic system and policies like fiscal and monetary policies, capital market,
demand patterns, etc. are the major components of a country’s economic environment.
Economic environment directly impacts every business in terms of their scope of business,
business prospects and policies. Some of the economic factors are briefly described as follows:
 Nature of Economy: How much developed a country’s economy is, has a lot of
implications for business operating in the country whether domestic or foreign business
enterprises. The general level of development of the economy determines the nature
and size of demand for products and services, consumption patterns, ease of access to
finance and financial services, the nature of government’s policies and programs on
trade and business, etc.
A widely accepted and used method of determining the level of economy of
countries is on the basis of the per capita income or the average annual income per
person of a country. On this basis the countries around the world is categorizes into
three types based on their level of economy, viz., low income countries, middle income
countries and high income countries.
World Bank classifies economies into four income groups, viz., Low, LowerMiddle, Upper-Middle, and High Income economies. This classification is done on the
basis of a country’s GNI (Gross National Income) per capita. As of 2019, all economies
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with per capita GNI of $ 1.025 or less in 2018 are regarded as low income economies.
Lower-middle income economies are those with GNI per capita between $1,026 and $
3,995; between $ 3,996 and $ 12,375 are upper-middle and economies with GNI per
capita of $ 12,376 and above are regarded as high income economies.
 Structure of the Economy: Every country is different in terms of its share of income
from various sectors of the economy. How much contribution the country derives from
the primary sector, secondary and tertiary sector; the growth and contribution of the
small, medium and large industries to the GDP; governments participation and
restrictions in the industrial sector; level of integration of the country’s economy with
the world economy; etc. are most important factors for the businesses operating and
seeking to operate in that country. The structure of the economy determines the
prospects and challenges that may arise in doing business in a country. As we all know
India has been primarily an agrarian economy with much of its productive resources
engaged in the primary sector.
However with economic development of a country the share of primary sector in the
GDP decreases gradually than that of the other two sectors. In developed countries,
generally, service sector is the largest contributor to the GDP. However, in the recent
times with the growth in information and communication technology, service sector has
seen a phenomenal growth in developing countries.
 Economic Policies of the Government: Economic policies are tools of the government
to influence or control the behaviour of the economy in a desirable direction. Economic
policies like decisions on government spending and taxation, control of money supply,
trade, commerce and industry, investments, exchange rate and interest rates, cross
border movement of capital, etc. have implications for businesses operating or seeking
to be operative in that country. Govt. economic policies can be classified mainly into
two categories, Fiscal and Monetary. Fiscal policy is concerned with government’s
strategy and actions regarding public expenditure and revenue and is mainly concerned
with taxation and public expenditure. Monetary policy, generally the prerogative of the
central bank, is concerned with monitoring and regulating the money supply and
interest rates. Both these policies can have significant influence on businesses by
affecting money supply, savings and investment patterns, prices, pattern of demand, tax
incentives or disincentives, etc.
 Economic Conditions of the Country: General economic condition and its
fluctuations affect businesses. Economies often pass through periods of boom and
recessions, with several intermediate conditions or phase, often cyclically. Such
economic conditions may be confined to a region within a country or may be
widespread- affecting the whole country or even at international level.

27

All these economic factors have important implications for businesses as most
of them are outside the control of businesses. What a business can do is to understand
and assess them properly to decide its course of action.
II. SOCIAL AND CULTURAL ENVIRONMENT
Every business is a part and parcel of the society within which it has to operate. Socio-cultural
environment consists of social structure, social stratification, language, religious aspects,
cultural, moral, ethical values, social attitudes, customs and traditions, lifestyle of people, taste
and preferences, social institutions, buying and consumption habits, etc. In international
business it is very important that companies understand the society and culture of their
respective markets. What is acceptable or preferable in one culture may not be liked by the
members of some other culture. It is common for most of the companies operating at
international level to modify their products and offerings to suit the features of the societies
and people of different countries. One of the most significant causes of the failure of businesses
in foreign markets, despite being successful in their home country markets, is their inability to
properly understand the socio-cultural environment of these markets and to suitably formulate
their business strategies.
Every society have their own culture, made up of various customs, values, beliefs, attitudes,
habits, languages and other forms of interaction between the members of the society. Any
business firm which aims at venturing into a new market for its products and services must
develop complete understanding of socio-cultural environment of the society involved and
adapt its strategies thereto.
Three aspects may be noted in the current socio-cultural environment:
 Changes in our life-styles and social values: For instance, changing role of women,
emphasis on quality of goods instead quantity of goods, greater preference for
recreation activities.
 Major social problems: For example, concern for pollution of environment, demand
for socially responsible businesses, socially responsible marketing policies, etc.
 Growing consumerism: It is indicating consumer dissatisfaction on a large scale
against unfair trade practices. Consumerism is becoming increasingly important to
marketing decision process. Social environment in many countries is responsible for
emphasizing social responsibility of business and customer oriented marketing
approach.
Culture:
One of the distinguishing traits of human society, culture is a unique feature of every society
of human beings. In the words of Greet Hofstede, noted Dutch academician, culture is “the
collective programming of the mind which distinguishes the members of one group or category
of people from another.” Culture is a very broad word in itself which encompasses societal
beliefs and values, customs and traditions, religion, morals and manners, way of conducting
economic and other type of activities, and way of conducting life as a whole. Culture is of
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significant importance to every business. A company seeking to do business in unfamiliar
cultural environment may encounter several problems if do not understand it properly.
Though consisting of many intricate and interrelated elements, the three most important
component of a cultural environment are: knowledge and beliefs, ideals, and preferences.
Knowledge and Beliefs: Knowledge and beliefs refers to the prevailing idea of the reality in a
cultural set up. This refers to the peoples’ way of perceiving the reality. As they consist of
myths and metaphysical beliefs, they are also based on scientific realities. In every society it is
common for people to have some basic convictions regarding the righteousness or desirability
of certain modes of conduct or goals. These are also known as values. Value system is made
up of a set of values in order of their relative priorities based on their relative importance. It
helps individuals and groups to make distinctions between right and wrong, what ought to be
and what ought not to be. Values provide benchmarks by which individuals may be guided in
their choices, decisions, conduct, and behaviour.
Ideals: Ideals refer to the societal norms which define what is customarily expected, right or
proper in a given situation. In a society norms are generally enforced by sanctions, i.e., by
rewarding the right behaviour and punishing the wrong behaviour.
Preference: Preferences refer to society’s definitions of those things which are attractive or
otherwise as objects of desire. Preferences may differ from culture to culture.
All these cultural factors are very important in framing pragmatic and proactive business
strategies. Ignoring customs, traditions, values and beliefs, preferences while framing policies
may cost heavily.
Language: In international business, difference in languages is one of the crucial problems.
There are around 4,000 to 10,000 different languages in the world. Non- verbal
communications are also an important part which is perhaps more difficult problem for the
businesses. The same symbols and gestures may have different meanings in different societies
or cultures. For example, the ‘ok’ sign formed by the index finger and thumb forming an ‘o’
and other three fingers held straight up means ‘everything is all right’ in USA, while in most
of the Europe it is understood as ‘worthlessness’, while in Japan it is used as a symbol of money
or coins.
III. POLITICAL ENVIRONMENT
Political system, and governmental affairs and actions create the political environment of a
country. Political environment encompasses the characteristics of the political parties in a
nation, their ideologies, nature of the Constitution and the administrative system, various
governmental policies and programs relating to the economy and business, etc. Political
environment directly influences the functioning of businesses. Many political decisions have
serious implications for businesses. For instance, whether to allow foreign investment in a
particular sector or to restrict it is a political decision, which has important bearing for those
foreign businesses which are looking to invest in the country. Economic policy of a country is
very important. Several aspects of the government’s policy can affect businesses as all firms
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have to follow the law of the country. Companies should always be ready to deal with the local
and international outcomes of the political environment. Moreover, major economic policy
changes are often the result of political decisions.
In fact, economic policy environment and political environment are mostly interlinked. All the
political factors affect business environment and consequently the business organizations in
four main ways:
Impact on the Economy: the political environment of a country affects its economic settings.
Important economic policies are often political decisions. Economic policies like industrial
policy, fiscal policy, policy towards foreign capital and technology, foreign trade policy etc.
often have political underpinnings. The effect of these policies on businesses operating in a
country is far reaching. In India 1991 liberalization and globalization policy has brought in farreaching changes in the economy and has substantially affected businesses in the country.
Changes in Regulations: Government often alters the rules and regulations according to their
political ideologies. This in turn affects businesses. For example, promoting traditional wares
in govt. offices is a government ideology which will affect the growth of this industry and
related upstream and downstream business activities.
Political Stability: Lack of political stability in a country affects business operations. This is
especially true for the companies which operate internationally. A stable political system is
more conducive to business friendly decisions which promote local businesses and attract
foreign investors.
Government Taxation and Spending: Taxation and public expenditure decisions are affected
by the political system. Government collects taxes for spending in developmental activities.
How a particular government selects their spending priorities and collects revenue through
taxes and fees depend upon their political ideologies.
Every business firms should track their political environment very carefully. Some of the
reasons why changes in the political factors require businesses to adjust their business strategies
are:
 The stability of a political system can affect the appeal of a particular local market.
 Government considers business organizations as an important vehicle for social reform.
 Government is a major consumer of goods and services.
 Government’s various rules and legislations have an impact on the relationship between
the firm and its customers, suppliers, and other companies.
 The government is liable for protecting the public interest.
 Government actions influence the economic environment
IV.

LEGAL ENVIROMENMT

As we have already learnt business policies and regulations are an, to a substantial extent,
outcome of the political environment prevailing in a country. Every business has to operate
within this framework of regulations and laws within the country. There is wide variation
among countries in their legal framework governing businesses. For example, in some
countries certain sectors are under strict monopoly of the government depending upon the level
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of economic development of the country. Similarly, in some countries certain business
practices and strategies, followed generally by the business organizations, may be considered
as unfair under the laws prevailing there. Thus it is one of the important requirements for every
business to understand properly the regulatory environment of the country in which they are
operating and design their business plans and policies accordingly.
Types of Legal Systems:
Legal systems that exist around the world can be mainly categorized into three categories, viz.
Common Law, Civil Law, and Theocratic Law.
Common laws are based on traditions, past practices, and legal precedents set by the courts of
law in various cases through interpretation of legal legislations, statutes, and past rulings. For
example, the common laws derived from English law is found in England, United States,
Canada, including India and several other countries which were once under English influence.
Civil law, also called Code law, is based on an all-inclusive framework of written codes of law.
Under civil law the legal system can be divided into three separate codes, viz. civil,
commercial, and criminal.
The theocratic laws are based on religious principles. For example the Islamic Law or Sharia
which is followed in most of the Islamic countries.
From a business’ perspective, there are three categories of or systems of laws relevant in case
of international trade as:
 International Laws, Agreements, Treaties, Conventions, etc.
 Laws of the Foreign Countries.
 Laws of the Home Country related to business and international business.
Non-compliance of legal requirements can lead businesses into great troubles. Different
countries have different legislations governing trade and business, investment, competition,
industries, and so on with different rules and coded of conduct. In India for doing business a
fair understanding of Companies Act 2013, Industries (Development and Regulations) Act
1951, Industrial Disputes Act 1947, Factories Act 1948, Foreign Exchange Management Act
and the Imports Exports (Control) Act 1947, Trade Union Act 1926, Workmen’s Compensation
Act 1923, Industrial Disputes Act 1947, Consumer Protection Act 1986, Competition Act 2002,
and a host of such other legal enactments and their amendments from time to time is important.
2.6

MODES OF ENTRY INTO INTERNATIONAL BUSINESS

The long-term advantages of doing international business is a particular country depend upon
the following factors:•
Size of the market demographically.
•
The purchasing power of the consumer in the market.
•
Nature of competition.
By considering the above mentioned factors, firm can rank countries in terms of their
attractiveness and profitability. The timing of entry into a nation is very important factor. If a
firm enters the market ahead of other firms, it may quickly develop a strong customer base for
its products.
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As we know that it is one of the most important decisions in international business to select the
mode of entering in to the foreign market. There are several major modes of entering into an
international business which are detailed below:1. Licensing & Franchising: Licensing and franchising which involves minimal commitment
or resources. And effort on the part of the international marketer, are easy ways of entering the
foreign markets. Under international licensing a firm in one country (the licensor) permits a
firm in another country (the licensee) to use its intellectual property. The monetary benefit to
the licensor is the loyalty or fess which licensee pays. In many countries, such fees or loyalties
are regulated by the government; it does not exceed 5% of the sales in many developing
countries.
In franchising a parent company (The Franchisor) grants another independent entity (branches,
the franchisee) the right to do business in a prescribed manner. This right can take the form of
selling the franchisor's products, using its name, production & marketing techniques, or general
business approach. The common forms of franchising involve the franchisor supplying and
import integrated (part, materials) for the finished product. For example Coca-Cola supplying
the syrup to the bottlers.
2. Exporting: Exporting, the most additional mode entering the foreign trade, is quite a
common one even now, international trade has been growing much faster than the world output
resulting in greater world economic integration & Exporting is attractive than other modes
particularly when under-utilized capacity exists. Even when there is no excess times be easier
and less costly than setting up production facilities abroad, further, many government, as in
India, provides incentives for establishing facilities for export production.
3. Contract Manufacturing: Under contract manufacturing a company doing contracts with
firms in foreign countries to manufacturer or assemble the products while retaining the
responsibilities or marketing of product. This is a common practice in international business.
There are a number of multinationals and affiliates of multi-nations which employee this
strategy in India in respect of some of the products they market, like Hindustan Unilever etc.
Contract manufacturing has the following advantages:
i) The company does not have to commit resource for setting up production facilities.
ii) It frees the company from the risk of investing in foreign country.
4. Management contracting: Management contracting is the process by which a firm legally
obtains the operations control on behalf of another company. In simple term, in a management
contract, the supplier brings together a package of skills that will provide an integrated service
to the client without incurring the risk and benefit of ownership. Kotler observes management
contracting is low risk method of getting into a foreign market and it starts yielding income
right from the beginning.
Management contracts involved not just selling a method of doing things but involve actually
doing them. A management contract can involve a wide range of functions, such as technical
operations of a production facility, management of personnel, accounting, marketing services
and training.
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5. Assembly or branch operations: An assembly operation is a variation of the subsidiary.
Some parts of the products may be produced in various countries (multi-sourcing) in order to
gain each country´s comparative advantage. Capital-intensive parts may be produced in
advanced countries, and labour-intensive assemblies may be produced in less developed
countries (LDCs), where labour is abundant and labour costs are low. Having assembly
facilities in foreign markets is very ideal when there are economics of a scale in the manufacture
of parts and components and when assembly operation are labour incentive and labour is cheap
in the foreign country. It may be noted that a number of US manufacturer shift the parts
components to the developing countries get the product assemble their and bring it at home.
6. Fully owned manufacturing facility: A number of factors like trade barriers differences in
the production and other cost govt. policies etc. Encourage the establishment of production
facilities in the foreign market. Establishment of manufacturing facilities abroad has several
advantages. It provides the firm with complete control over production and quality. It does not
have the risk of developing potential competitors as in the case of licensing and contract
manufacturing. Fully owned enterprises may not be allowed or favoured in some countries,
particularly in low priority areas. Moreover, this methods demands sufficient financial and
managerial resources on the part of the company.
7. Joint Ventures: In this system an MNC established a company in foreign country in
Partnership with local firms. The multinational and foreign firm share the ownership and
control of the business. Generally the multinational provides technology and managerial skills
and the day to day management is left to the local partner.
For example Maruti Udyog is the govt. of India and Suzuki of Japan have jointly supplied
capital. Suzuki supplied technology and day to day management lies with the govt. of India.
8. Third country location: Third country location is sometimes used as an entry strategy.
When there is no commercial transaction between two nations because of political reasons or
when direct transaction between two nations are difficult due to political reasons or the like, a
firm in one of these nations which wants to enter the other market will have to operate from a
third country base. Third country location may also be helpful to make advantage of the friendly
trade relation between the third country and the foreign market concerned.
There are several causes of countries not having direct commercial transaction. For example:
it was true of Israel and Arab. In the past, govt. of India they did not permit trade with South
Africa and Mauritius.
9. Mergers and acquisitions: A merger is corporate strategy of combining different companies
into a single company in order to enhance the financial and operational strength of both
organisation. An acquisition is a situation whereby one company purchase most of all of the
another companies shares in order to take control.
An acquisition occurs when a buying company operate more than 50% ownership in a target
company. As part of exchange, the acquiring company often purchases the target companies

33

stock and other assets, which allows the acquiring company to make decision regarding the
newly acquired asset without the approval of target company’s shareholders.
For example Bharati Airtel acquired Zain Africa in Feb 2010. At present Bharati Airtel is the
largest mobile network in India. It is also operating its reaches throughout the globe.
In February 2010, Bharati Airtel added 180 million new customers in its list acquiring an Africa
Mobile Network provider called Zain Africa. This acquisition took place against amount of
$107 billion.
10. Strategic Alliance: Strategic alliance has been becoming more and more popular in
international business. This strategy seeks to enhance the long competitive advantage of the
firm by forming alliance with its competitors, existing or potential in critical areas, instead of
competiting with each other. The goals are to liberates critical capabilities, increase the flow of
innovation and flexibility in responding to market and technological changes.
Strategic alliance is also sometimes used as a market entry strategy. For example a firm may
enter a foreign market by forming an alliance with a firm with foreign market for marketing or
distributing the farmer's product.
11. Counter trade: All though the major reason for the substances growth of counter trade is
its use as a strategy to increase exports, particularly by the developing countries. Counter trade
has been successfully used by a number of companies as an entry strategy. Counter trade is a
form of international trade in which certain export and import transaction are directly linked
with each other.
2.7

FACTORS TO BE CONSIDERED BEFORE ENTERING

The choice of entry must be based on an assessment of a nation’s long run profit potential. This
potential is a function of the following factors:
1) Timing of Entry: Once attractive markets have been identified, it is important to consider
the timing of entry. Entry is early when an international business enters a foreign market before
other firms and late when it enters after other international businesses have already established
themselves .The advantages associated with entering early is known as First Mover
Advantages.
Advantages of First Mover:
a) Ability to preempt rivals and capture demand by establishing a strong brand name.
b) Ability to build sales volume
c) Increase in experience in that country which results into decrease in cost.
d) Ability to create switching cost that tie customers into their products and services
Disadvantages of First Mover:
a) Rise of pioneering costs (costs of promoting and establishing a product offering)
b) Change in regulation in the host country
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2) Scale of Entry: Another issue that an international business needs to consider when
contemplating market entry is the scale of entry. Entering the market on a large scale involves
the commitment of significant resources. Entering the market on a large scale implies rapid
entry. Whereas on the other hand small scale entry is a way to gather information about foreign
market. But the lack of commitment associated by small scale entry may make it more difficult
for the small scale entrant to build market share or to capture first mover advantages .Small
scale entrant are more risk averse than the large scale entrant.
2.8

INTERNATIONAL TRADE

The exchange of goods and services among the nations across the borders is called International
trade. It is complex in nature. It involves currencies of different nations among which trade
takes place and is regulated by various institutions, rules and laws.
International trade allows a nation to expand its markets for both goods and services that
otherwise may not have been available. Due to international trade a consumer in India can
enjoy a ride on American Car, Watches a television made in Japan, relish South American
bananas, Brazilian coffee etc.
International trade allows the consumers to get better products, global products, more income
to investors, increase competition, better prices, and growth of economy.
Definitions:
Few definitions of International Trade are:
According to Wasserman and Haltman, “International trade consists of transaction between
residents of different countries”.
According to Anatol Marad, “International trade is a trade between nations”.
According to Eugeworth, “International trade means trade between nations”.
Types of International Trade:
 Export: export is the outflow of goods and services from one country to other. It
involves inflow of currencies.
 Import: It is buying goods and services from other nations to home country. It involves
inflow of goods and services and outflow of currencies.
 Entrepot Trade: It is exporting of goods purchased from country to other country after
adding value to it. It is also referred as Re-exporting.
Nature and Importance
International trade is not different from domestic trade as the motivation and the behaviour of
parties involved in a trade do not change fundamentally, regardless of whether trade is across
a border or not. The main difference is that international trade is typically more costly and
complex than domestic trade. It involves additional cost, tariff barriers, delays due to cross
borders, restrictions and limits imposed by nation son trade, cross culture and different
currencies, multiple rules, laws, regulations and various other factors.
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Industrialization, advanced transportation, globalization, multinational corporations, and
outsourcing are all having a major impact on the international trade system. Increasing
international trade is crucial to the continuance of globalization. Without international trade,
nations would be limited to the goods and services produced within their own borders.
Regulation of International Trade
International trade is considered to be the most important determinants of economic
development of a country, all over the world. The international trade consists of import and
export of goods and services, which results into outflow and inflow of foreign exchange. This
is called as EXIM Trade.
International trade is trade among different nations, so it involves currencies of different
nations for exchange. For example, if trade is between India and USA, it requires Indian Rupees
and US Dollars, Trade between Europe and India will require Euro. Every nation trades with
multiple nations, so it needs various currencies. In order to regulate and control its international
trade, several Acts have been made by countries. In India, foreign trade is governed by the
Foreign Trade (Development & Regulation) Act, 1992. Payments for import and export
transactions are governed by Foreign Exchange Management Act, 1999. Physical movement
of goods and services through various modes of transportation is governed under Customs Act,
1962.
2.9

FACTORS TO BE CONSIDERED IN INTERNATIONAL TRADE

1. Trade and development: International trade helps a country in economic growth. Every
nation is interested in its development. But safety of the nation cannot be put at stake. Impact
of trade and economic development should result in industrialization, technology transfer,
know-how, employment etc.
2. Profit: Every business works for profit. Every country decides on which products and
services should be exchanged. Those goods which effect the GDP of the nations are preferred
for trade. There are various trade theories which helps the nation to decide.
3. Domestic Industry: While deciding on which products and services are to be imported and
exported one of the main factor that is considered is protection of domestic industries. Few
products needs protection and thus are restricted through various policies. Before liberalizing
trade of such goods economic consequences are taken into consideration.
4. Pattern and volume of trade: nations decides which goods are to be traded by which
countries, and how much of those goods are traded. How much volumes is to be traded depends
upon the growth required in different industries and overall economic development.
5. Free Trade Agreements (FTAs): Different nations enter into foreign trade agreements and
adopt liberalization policy. They share different rules and regulation with member and nonmember. Policies are also different for FTA and Non FTAs. It also effect and reflect the
relations of two or more nations with each other.
6. Trade and Labour economics: Trade across nations can also effect in reducing inequality,
income discrimination, better wages and employment of unskilled and semi-skilled labour.
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7. Trade and political economy: Trade depends upon the political relations of the nations.
Liberalization of trade policy is affected by it. These relations are very crucial in deciding the
policies and effects the potential trade.
8. International policy coordination: foreign trade determines the international trade
relations. Various International Agencies and institutions are involved in it. The coordination
among various nations also depends upon the rules and regulation of International
organizations and its roles in promoting liberal trade among nations.
2.10

WHAT’S THE NEED FOR AN INTERNATIONAL TRADE?

Countries go for trade internationally, when there are not enough resources or capacity to meet
the domestic demand. So, by importing the needed goods, a country can use their domestic
resources to produce what they are good at. Then, the country can export the surplus in the
international market. Primarily, a nation imports goods and services for the following reasons:
1. Price: If foreign companies can produce or offer goods and services more cheaply, then it
may be beneficial to go for foreign trade.
2. Quality: If the companies abroad can offer good and services of superior quality. For
instance, Scotch Whiskey from Scotland is considered to be superior. Scotland exports around
37 bottles of Scotch per second.
3. Availability: If it is impossible to produce that product domestically, like a special variety
of fruit or a mineral. For instance, Japan has no natural reserves of oil, and thus, it imports all
its oil.
4. Demand: If a demand for a product or services is more in a country than what it can
domestically produce, then it goes for import.
2.11

ADVANTAGES OF INTERNATIONAL TRADE

1. Comparative Advantage: It allows countries to specialize in producing only those goods
and services, which it is good at.
2. Economies of scale: If a country wants to sell its goods in the international market, it will
have to produce more than what is needed to meet the domestic demand. So, producing higher
volume leads to economies of scale, meaning the cost of producing each item is reduced.
3. Competition: Selling goods and services in the foreign market also boosts the competition
in that market. In a way, it is good for local suppliers and consumers as well. Suppliers will
have to ensure that their prices and quality is competitive enough to meet the foreign
competition.
4. Transfer of Technology: International trade often leads to the transfer of technology from
a developed nation to the developing nation. Govt. in the developing nation often lay terms for
foreign companies that involve developing local manufacturing capacities.
5. More job Creation: Increase in international trade also creates job opportunities in both
countries. That’s a major reason why big trading nations like the US, Japan and South Korea
have lower unemployment rates.
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2.12







2.13

DISADVANTAGES OF INTERNATIONAL TRADE
Over Dependence: Countries or companies involved in the foreign trade are vulnerable
to global events. An unfavourable event may impact the demand of the product, and
could even lead to job losses. For instance, the recent US-China trade war is adversely
affecting the Chinese export industry.
Unfair to new companies: New companies or start-ups who don’t have much resources
and experience may find it difficult to compete against the big foreign firms.
A threat to National Security: If a country is over dependant on the imports for
strategic industries, then exporters may force it to take a decision that may not be in the
national interest.
Pressure on Natural Resources: A country only has limited natural resources. But, if
it opens its doors to the foreign companies it could drain those natural resources much
quicker.
ISSUES IN INTERNATIONAL TRADE

The most common issues you can face doing international trade:
1. Distance: Due to long distance between different countries, it is difficult to establish quick
and close trade contacts between traders. Buyers and sellers rarely meet one another and
personal contact is rarely possible.
There is a great time lag between placement of order and receipt of goods from foreign
countries. Distance creates higher costs of transportation and greater risks.
2. Different languages: Different languages are spoken and written in different countries. Price
lists and catalogues are prepared in foreign languages. Advertisements and correspondence also
are to be done in foreign languages.
A trader wishing to buy or sell goods abroad must know the foreign language or employ
somebody who knows that language.
3. Difficulty in transportation and communication: Dispatch and receipt of goods takes a
longer time and involves considerable expenses. During the war and natural calamities,
transportation of goods becomes even more difficult. Similarly, the costs of sending or
receiving information are very high.
4. Risk in transit: Foreign trade involves much greater risk than home trade. Goods have to be
transported over long distances and they are exposed to perils of the sea. Many of these risks
can be covered through marine insurance but increases the cost of goods.
5. Lack of information about foreign businessmen: In the absence of direct and close
relationship between buyers and sellers, special steps are necessary to verify the
creditworthiness of foreign buyers. It is difficult to obtain reliable information concerning the
financial position and business standing of the foreign traders. Therefore, credit risk is high.
6. Import and export restrictions: Every country charges customs duties on imports to protect
its home industries. Similarly, tariff rates are put on exports of raw materials. Importers and
exporters have to face tariff restrictions.
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They are required to fulfill several customs formalities and rules. Foreign trade policy,
procedures, rules and regulations differ from country to country and keep on changing from
time to time.
7. Documentation: Both exporters and importers have to prepare several documents which
involve expenditure of time and money.
8. Study of foreign markets: Every foreign market has its own characteristics. It has
requirements, customs, weights and measures, marketing methods, etc., of its own. An
extensive study of foreign markets is essential for success in foreign trade. It is very difficult
to collect accurate and up to date information about foreign markets.
9. Problems in payments: Every country has its own currency and the rate at which one
currency can be exchanged for another (called exchange rate) keeps on fluctuating change in
exchange rate create additional risk.
Remittance of money for payments in foreign trade involves much time and expense. Due to
wide time gap between dispatch of goods and receipt of payment, there is greater risk of bad
debts.
10. Frequent market changes: It is difficult to anticipate changes in demand and supply
conditions abroad. Prices in international markets may change frequently. Such changes are
due to entry of new competitors, changes in buyers’ preferences, changes in import duties and
freight rates, fluctuations in exchange rates, etc.
2.14

LET US SUM UP

In this module we studied various modes of entering in foreign countries like management
contracts, wholly owned subsidiaries, strategic alliances, joint ventures, acquisitions. Though
there are several advantages associated with each mode of entry. These advantages have to
weigh against the pioneering costs that early entrants often have to bear, including a greater
risk of business failure. There are several factors that are considered regarding which market
to enter, when to enter the markets, and on what scale. The most attractive foreign markets tend
to be found in politically stable developed and developing nations that have free market
systems and where there is not a dramatic upsurge in either inflation rates or private sector
debt.
2.15

KEY WORDS

 Remittance - the action of sending money in payment or as a gift.
 Freight - goods transported in bulk by truck, train, ship, or aircraft or a charge for
transport by freight.
 Tariff - a tax or duty to be paid on a particular class of imports or exports.
 Consumerism - the protection or promotion of the interests of consumers.
 Vertical Integration - the combination in one firm of two or more stages of production
normally operated by separate firms.
 Liberalization - the removal or loosening of restrictions on something, typically an
economic or political system.
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2.16

MODEL QUESTIONS

Q 1: What do you mean by business environment?
Q 2: What do you mean by global business environment?
Q 3: State the importance of Business Environment.
Q4: Discuss the social and cultural Business Environment.
Q 5: State the factors to be considered before entering into International Business.
Q 6: Explain any five modes of entry into International Business.
Q 7: Mention the issues in International Trade.
2.17
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