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2.1: International Business and Trade Summary

Summary

It’s easy to think that trade is just about business interests in each country. But global trade is much more. There’s a convergence
and, at times, a conflict of the interests of the different stakeholders—from businesses to governments to local citizens. In recent
years, advancements in technology, a renewed enthusiasm for entrepreneurship, and a global sentiment that favors free trade have
further connected people, businesses, and markets—all flatteners that are helping expand global trade and investment. An essential
part of international business is understanding the history of international trade and what motivates countries to encourage or
discourage trade within their borders. In this chapter we’ll look at the evolution of international trade theory to our modern time.
We’ll explore the political and legal factors impacting international trade. This chapter will provide an introduction to the concept
and role of foreign direct investment, which can take many forms of incentives, regulations, and policies. Companies react to these
business incentives and regulations as they evaluate with which countries to do business and in which to invest. Governments often
encourage foreign investment in their own country or in another country by providing loans and incentives to businesses in their
home country as well as businesses in the recipient country in order to pave the way for investment and trade in the country. The
opening case study in the next section shows how and why China is investing in the continent of Africa.

A country’s balance of payments is a record of its economic transactions with the rest of the world; this record shows whether a
country has a trade surplus (value of exports exceeds value of imports) or a trade deficit (value of imports exceeds value of
exports). Trade figures can be further divided into merchandise trade and services trade accounts; a country can run a surplus in
both accounts, a deficit in both accounts, or a combination of the two. The U.S. merchandise trade deficit was $819 billion in 2007.
However, the U.S.enjoys an annual service trade surplus. Overall, however, the United Statesis a debtor; Japanenjoys an overall
trade surplus and serves as a creditor nation.

Foreign exchange provides a means for settling accounts across borders. The dynamics of international finance can have a
significant impact on a nation’s economy as well as the fortunes of individual companies. Currencies can be subject to devaluation
or revaluation as a result of actions taken by a country’s central banker. Currency trading by international speculators can also lead
to devaluation. When a country’s economy is strong or when demand for its goods is high, its currency tends to appreciate in value.
When currency values fluctuate, global firms face various types of economic exposure. Firms can manage exchange rate exposure
by hedging.

Source

The above note was adapted from the following sources (i) course note from the ‘Global Marketing’ course published online by
Centre for Teaching and Learning (CTL) of Universiti Teknologi Malaysia (UTM). ‘International Business and Trade’ is Copyright
(c) by Dr. Inda Sukati and made available under a Attribution-Noncommercial-Share Alike 3.0 license, and (ii) under a Creative
Commons Attribution-NonCommercial-ShareAlike 3.0 License without attribution as requested by the work’s original creator or
licensor. I would like to thank Andy Schmitz for his work in maintaining and improving the HTML versions of these textbooks.
This textbook is adapted from his HTML version, and his project can be found here.
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