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International business means all commercial transactions and business activities between two or more countries.
Such transaction and business activities can be a transfer of resources (labor, capital) sale of goods, services, knowledge,
or skill
Stage 1 – Domestic Company
Domestic Company limits or undertake or do its operations within the national boundaries. These companies focus on its
domestic market opportunities, domestic suppliers, domestic financial companies, domestic customers etc.
Stage 2 – International Company
An international company is involved in exporting and selling its goods and/or services to other nations, they don’t have
investment in the other nations.
And its headquarters remain in the country of origin, and there are no branches of the company in other countries
Stage 3 – Multinational Company
Multinational company do their business across the national boundaries.
In a multinational company, there is a central headquarters in its own country, but the branches of the business in
different countries
They produce and market those products which fit or suit their culture own culture
Stage 4 – Global Company
A global company, like a multinational company, has investment and business in different countries.
They keep one company culture and one set of goods for efficiency purposes and they don’t produce different product
for their different product, but gives up the opportunity to tailor offerings to these local markets.
The term global refers the elimination of barriers to international movements of goods, services, capital, technology,
and people that influence the world economies. They prefer free trade among the countries Like Europe Union
Why Do Companies Go International?
Companies engage in international business in order to:
1. Expand sales
2. Acquire resources
3. Diversify sources of sales and supplies.
4. Minimize competitive risk
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1. Sales expansion:
higher sales means higher profits that’s why the companies have motive to go internationally. By reaching international
markets, companies increase their sales faster than when they focus on a single market, that being the domestic one.
2. Resources acquisition
Sometime company’s need a low cost resource for reducing their product cost. Many US companies operate in China
because there is a low labor cost which in return make their product very cheap.
For example, Nike relies on cheap manufacturing operations in Southeast Asian countries to make its products.
Acquiring a good quality resources may enable a company to improve its product quality and differentiate itself from
competitors, potentially increasing market share and profits. Macdonald prefer a good quality product.
3. Diversification
Sales increase in one country which are growing and decrease in another country that is in recession. Consequently,
companies may be able to avoid the full impact of price fluctuations or shortages in any one country. This make them
companies to overcome or adjust their loss or profit
In order to minimize fluctuations in sales and profits, many companies may look for foreign markets to take advantage of
the business cycle differences among countries.
4. Competitive risk minimization
Company X may fear that Company Y will generate large profits from a foreign market if left alone to serve that foreign
market. Company Y then might use those profits to improve its domestic business. Thus, companies, being afraid of such
activities, may enter a foreign market primarily to prevent a competitor from gaining advantages
.
Modes of Entry
In which form or way company can go or sale their product in foreign market.
Firms can use five different modes to enter foreign markets:
1. Exporting
2. Licensing
3. Franchising
4. Foreign Direct Investment
5. Management Contract.
1. Exporting
Exporting means direct sale of domestically-produced goods in another country.
Using domestic plant as a production base for exporting goods to foreign markets is an excellent initial strategy for
pursuing international sales.
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Example:
2. Selling of products by Hindustan Lever in India to Unilever in USA- This transaction is treated as exports in India
and imports in USA.
2. Licensing
Licensing means to give permission and grants a foreign firm the right to use intangible (intellectual) property for a
specific period of time, usually in return for a royal payment.
Licensing is another way to expand one ‘s operations internationally.
licensing is a low-risk and relatively fast foreign market entry tactic.
a. Intellectual property
i. Patent right: It is a right which is given to another to produce product
ii. Trademark: Registered name with logo
iii. Copyright: Right given to person (writing, new music, books, software)
Royal payment: Fees given to original
Franchising
In franchising, a parent company grants or give permission to another company/firm the right to do business in a
prescribed manner like KFC.
Franchising is closely related to licensing and is a special form of it.
Franchising is basically a specialized form of licensing in which the franchiser not only sells intangible property (normally
a trademark) to the franchisee, but also insists that the franchisee agree to follow strict rules as how it does business.
The franchiser will also often assist the franchisee to run the business on an ongoing basis.
Management Contracts
In a foreign management contract, a company is paid a fee to provide management skill and administrative know-
how in abroad or in foreign to assist a company. An organization pay fee for managerial assistance and they believes
that another can manage its operation more efficiently.
Host countries allowed to receive foreign expertise. In turn, the management company receives income without
having to make a capital investment.
FDI (Foreign direct investment)
FDI is when a company takes controlling ownership in a business entity in another country. With FDI, Foreign companies
are directly involved with day to day operations in the other country. This means they just bringing money with them,
but also knowledge, skills and technology
It includes the following
 Provision of technology
 Provision of equipment
 Provision of management
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Globalization refers to the spread of the flow of financial products, goods, technology, information, and jobs across
national borders and cultures. In economic terms, it describes an independence of nations around the globe adopted
through free trade.
Globalization refers to the widening set of interdependent relationships among people from different parts of a world
that happens to be divided into nations. The term sometimes refers to the elimination of barriers to international
movements of goods, services, capital, technology, and people that influence the integration of world economies.
Example:
Coffee is said to be originally from Ethiopia and consumed in the Arab Region.
Pakistan is best in textile and in agriculture but America is not good in agriculture and textile, they are best in technology.
So, Pakistan provide textile to US and US is providing technology to Pak. That means they are dependent on each other.
Two main causes of globalization:
1. Technological changes: Technology has played a major role in the life of people, right from snail mail to e-mail
the way we live has dramatically changed from the past decade. Technology has removed the global barriers like
distance, time etc. thanks to the latest technological developments like Internet, e-mail, video conferencing, cell
phone etc.
a. Communication revolution: The development of communication technologies such as internet, email,
and mobile phones have been vital to the growth of globalization because they help MNCs to operate
throughout the world.
b. Transportation: The development of refrigerated and container transport, bulk shipping and improved
air transport has allowed the easy mass movement of goods throughout the world. This is assis
globalization.
2. Government politics: The influence of nation states has encouraged in many areas as more and more countries
organize themselves into trade blocs. Like CPEC
a. Trade policies: Government policy aimed at improving the competitive position of a domestic industry
and/or domestic firm in the world market. a government can help raise national income if it can somehow
ensure that the firm or firms that gain first-mover advantages in an industry are domestic rather than
foreign enterprises.
International organization such as the world Trade Organization and the IMF promote free trade
b. Capital control: Many countries have removed capital controls made it easier for firms to operate
globally. Reinforced by development in technology that enable financial transactions to be undertaken
more quickly and efficiently.
c. Immigration policies: Immigration refers to the movement of people foreign nationals into a different
country for permanent settlement.
Migration refers to the movement of people whether internationally or domestically and whether for
temporary or permanent settlement.
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Globalization is a major driving force of international labor migration. Globalization forces have
reinforced the movement of skilled workers who move with FDI flows and multinational investments.
Professional managers, highly skilled persons and technicians are welcomed by many countries to attract
foreign investments. Migration serves as a source of foreign earnings. Contribution of worker remittances
to foreign exchange earnings is the major benefit that is received by labor sending countries. That’s why
countries may favor migration and support it.
1. Rise of global standards
2. New competitors: An organization generally strives hard to grain competitive edge in the market. The frequent
increase in competition in the domestic market compels organizations to go global. Thus, various organizations
enter other countries (for selling goods and services) to expand their market share.
3. Disintegration of borders: Refer to one of the critical forces of globalization. Every- country restricts the
movement of goods and services across its border. It imposes tariffs and quotas on the goods and services
imported in its country. In addition, the random changes in the regulations create a chaos in global business
environment.
a. Tariffs
b. Quotas
c. Custom Duties
d. Immigration
4. Privatization: The growing influence of globalization, the marked increase in world trade and the perceived
necessity of improving their competitiveness in the world trade arena has led countries to reduce state
intervention in the economy in order to allow the free market to operate. The privatization of state provided
services and functions and of state owned enterprises fits within such a strategy.
5. Growing trade and investment: Global products and Global Customer: Acts as a main driver to facilitate
globalization. Over the years, with increase in the level of income and standard of living, the demand of
consumers for various products has also increased. Apart from this, nowadays, consumers are well aware about
products and services available in other countries, which impel many organizations to work in association with
foreign players for catering to the needs of the domestic market.
6. Internet and information technology: Telecommunications technology has marked remarkable improvements
in access of information and increase in economic activities. This advancement in technologies has led to the
growth of various sectors of economies throughout the world.
Once a company leaves its home country it operates in markets with different political and legal systems. MNCs should
study how political and legal circumstances overlap and differ among different countries and
When it comes to politics and laws, countries’ different ideas result in different political and legal environments. They
position themselves to compete by understanding these differences, rather than ignoring.
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The Political Environment
The political ideologies, concept of political freedom, legality in countries, and exercise of power makes challenging
political environments around the world.
Consider Russia, home to 142 million people. The world’s largest country in terms of territory, it possesses vast natural
resources and has a government that looks to foreign MNEs to help modernize its energy-dependent economy. But
don’t know exactly what will happen tomorrow in Russia.
According to Transparency International rated, Russia 133 out of 176 nations in its Corruption Perceptions Index.
Managers study political environments in order to adjust company activities to local circumstances.
Political system
political system—the structure and power distribution of the government that
(1) specify institutions, organizations, and interest groups and
(2) define the norms and rules that govern political activities.
Individualism versus Collectivism
Individualism and collectivism is more than just a summary of political philosophy but is the basic building block of social
organization. This also shows us about the people the way they perceive themselves and relate to each other in social
and business settings.
How should society balance individual rights versus the needs of the community to sustain a rational, righteous, and
harmonious system?
What is the basis of the state’s authority over its citizens?
Should society guarantee individual freedom in the pursuit of economic self-interest?
Does society fare better when individual rights are subordinated to collective goals.
Individualism
Individualistic are those that emphasize the needs of the individual over the needs of the group as a whole.
The government protects the liberty of individuals to act as they wish, as long their actions do not infringe upon the
liberties of others.
Characteristics of Individualism
 Individual rights take center stage
 Independence is highly valued
 Being dependent upon others is often considered shameful.
 They depend on their self
Countries with an individualistic orientation, such as Australia, Canada, Netherlands, New Zealand, the United States,
and the United Kingdom.
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They shape their marketplace with the idea of laissez-faire. Laissez-Faire means leave it alone.
A laissez-faire approach holds that the government should not interfere in business affairs; rather, the market should
operate according to the neoliberal principles of free market fundamentalism.
Collectivism
They emphasize the needs and goals of the group as a whole over the needs and wishes of each individual.
The emphasize of collective rights over the interests of the individual. These collectives can be a group, party,
community, class, society, or nation.
Today, we see collectivism in a range of countries, including Argentina, China, Vietnam, Japan, South Korea, Egypt, Brazil,
Taiwan, and Mexico.
Characteristics of collectivism
 Relationship with other members of the group
 Putting the community needs ahead of individual needs
 Promoting selflessness
 Promoting interconnectedness between people.
The orientation toward individualism or collectivism fundamentally shapes a nation’s political system and, hence, its
political ideology.
A political ideology is a set of integrated beliefs, theories, and doctrines that helps direct the actions of a society.
For example, the political ideology of the United States is grounded in the Constitution, which guarantees the rights of
private property and the freedom of choice. This has helped lay the foundation for US capitalism.
There are two types of political systems: democracy and totalitarianism.
Democracy: is a system of government in which the people, either directly or through their elected officials,
decide what is to be done. Good examples of democratic governments include the United States, Canada, England, and
Australia. Common features of democratic governments include:
(1) the right to express opinions freely,
(2) election of representatives for limited terms of office,
(3) an independent court system that protects individual property and rights, and
(4) a relatively non-political bureaucracy and defense infrastructure that ensure the continued operation of
the system
A democratic government protects personal and political rights, civil liberties, fair and free elections, and independent
courts of law.
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Types of Democracy
1. Representative
In a representative democracy, citizens periodically elect individuals to represent them. These elected
representatives then form a government; whose function is to make decisions on behalf of the electorate. In a
representative democracy, elected representatives who fail to perform this job adequately will be voted out of
office at the next election.
Examples include the United States and Japan.
2. Multiparty
• A political system whereby three or more parties govern, either separately or as part of a coalition. The
leadership of a single party cannot legislate policy without negotiating with opposition parties. Examples include
Canada, Germany, Italy, and Israel.
3. Parliament
• Citizens exercise political power by electing representatives (MNA and MPA) to a legislative branch referred to
as the parliament. The legislature is the source of legitimacy for the various ministers that run the executive
branch. Examples include India and Australia.
Totalitarianism: is a system of government in which one individual or political party maintains complete
control and either refuses to recognize other parties or suppresses them.
In a totalitarian system there is a single agent who has consolidate power who then controls political, economic, and
social activities.
A single agent in whatever form, such as an individual, a committee, an assembly, a junta, or a party,
Totalitarianism and collectivism are related and mutually reinforcing.
Types of Totalitarianism
1. Theocratic Totalitarianism: Theocratic totalitarianism is found in states where a party, group, or individual that
governs according to religious principles monopolizes political power. The most common form of theocratic
totalitarianism is based on Islam and is exemplified by states such as Iran and Saudi Arabia. These states limit
freedom of political and religious expression with laws based on Islamic principles.
2. Right-wing Totalitarianism: Right-wing totalitarianism generally permits some individual economic freedom but
restricts individual political freedom, frequently on the grounds that it would lead to the rise of communism. A
common feature of many right-wing dictatorships is an overt hostility to socialist or communist ideas. Many
right-wing totalitarian governments are backed by the military, and in some cases the government may be made
up of military officer.
3. Tribal Totalitarianism: Tribal totalitarianism occurs when a political party that represents the interests of a
particular tribe (and not always the majority tribe) monopolizes power. Such one-party states still exist in Africa.
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Authoritarianism: A government run by authoritarianism is usually headed by dictator
No toleration and mercy from state ideology.
State gives day to day activities description that what people has to do and not to do.
less attention to the economic and social structure of society.
Examples include Kazakhstan, North Korea, Chad, and Turkmenistan.
The three predominant types of economic systems endorse different philosophies, advocate different principles, and
apply different approaches:
1. Capitalism/ Free Market Economy/ Laissez Faire/ Open Economy / Liberal Economy: Capitalism is based on the
principle of private ownership of capital.
In this system states grants people the economic freedom to decide where to work, what to do and for how
long, how to spend or save money, and whether to consume now or later
2. Socialism/ Communism/ Planned Economy / Controlled Economy: Command economy in which the
government owns and controls resources, taking on the authority to decide what products to make, in what
quantity, at what price, and in what way. For example, in a market economy, if the government wants
computers, it collects taxes and buys computers at market prices from privately held companies.
3. Mixed Economy: A mixed economic system combines elements of the market and command economic systems;
both government and private enterprise influence production, consumption, investment, and savings.
• A “free” country exhibits open political competition, respect for civil liberties, independent civic life, and
independent media. There are absolute freedoms of expression, assembly, association, education, and religion.
Examples include Australia, Brazil, India, and the United States.
• A “partly free” country exhibits limited political rights and civil liberties, corruption, weak rule of law, ethnic and
religious conflict, unfair elections, and censorship. Often, democracy is a convenient slogan for the single party
that dominates. Examples include Pakistan, and Tanzania.
• A “not free” country has few to no political rights and civil liberties. The government allows minimal to no
exercise of personal choice, relies on the rule of man as the basis of law, constrains religious and social
freedoms, and controls a large share, if not all, of business activity. Examples include China, Russia, Saudi Arabia,
Iran, and Vietnam.
Political risk is the potential loss arising from a change in government policy.
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Politics is always and everywhere dynamic. At different times, different parties champion different ideologies that
endorse different political systems, with unpredictability ensuing. Consequently, investing and operating internationally
exposes MNEs to risks that arise from a country’s political system.
Legal system specifies the rules that regulate behavior, the processes by which laws are enforced, and the procedures
used to resolve grievances.
• Modern legal systems evidence three components:
Constitutional Law
Criminal Law
Civil and Commercial Law
(1) constitutional law, which translates the country’s constitution into an open and just legal system,
setting of the framework for government
and defining the authority and procedure of political bodies to establish laws.
(2) criminal law, which safeguards society by specifying what conduct is criminal, and prescribing punishment to
those who breach those standards.
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(3) civil and commercial laws, which ensure fairness and efficiency in business transactions by stipulating private
rights and specific remedies in order to regulate conduct between individuals and/or organizations.
The Rule of Man The rule of man holds that ultimate authority resides in a person whose word and whim, no matter
how unfair or unjust, is law.
• The rule of man is an instrumental device of totalitarianism. In effect, the sovereign leader creates the law,
officials are the followers of the law, and the citizens its subjects.
• ruler was called king, queen, lord, emperor, empress, shogun, czar, raj, chief, caliph, etc
The Rule of Law The rule of law holds that no one, whether a public official or private citizen, is above the law. Thomas
Jefferson, for instance, wrote in the Declaration of Independence that “all men are created equal”
 Operational Concerns
1. Starting a business
2. Entering and enforcing contracts.
3. Hiring and firing workers.
4. Closing a business
 Strategic Concerns
1. Product origin and local content.
2. Marketplace behavior.
3. Legal jurisdiction.
4. Product safety and liability.
5. Intellectual property
6. protection.
International trade is the branch of economics concerned with the exchange of goods and services with foreign
countries.
International trade may be free or restricted.
Free Trade: refers to a situation where govt. does not attempt influence through quotas or duties, what its citizen can
buy from another country or what they can produce and sell to another country.
To understand the topic of international trade, we must be able to answer the question: Why do nations trade? One of
the earliest and simplest answers to this question was provided by mercantilism, a theory that was quite popular in the
16th century, when gold was the only world currency.
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Mercantilism:
Mercantilism holds that a government can improve the economic well-being of the country by encouraging exports and
discouraging imports by imposing tariffs, quotas, taxes. The result is a positive balance of trade that leads to wealth
(gold) flowing into the country.
This theory encouraged people to buy from domestic market.
During that time the major source of wealth was gold and silver.
Example of Mercantilism: China has recently been criticized for using the mercantilist system, deliberately keeping its
currency value low against the U.S. dollar in order to sell more goods to the U.S. China for many years has been
successful at distributing their goods and services to other countries, and severely limiting the imports they take in
return. This has allowed China to amass considerable wealth in foreign currencies. Economists point out, that like
European countries who eventually had to abandon mercantilism, China may be at that point as well, if they want to
continue to develop their wealth.
Criticism:
Mercantilists viewed the economic system as a “zero-sum game”, in which a gain by one country results in a loss by
other. Adam Smith & David Ricardo argued that, trade should be a positive-sum game, or a situation in which all
countries can benefit.
Mercantilism unduly emphasized the importance of money and over-emphasized the importance of gold and silver. So
Mercantilist ideas about wealth were nonsensical and untenable.
Absolute Advantage:
The Scottish economist Adam Smith developed the trade theory of absolute advantage in 1776.
A trade theory which holds that nations can increase their economic well-being by specializing in goods that they can
produce more efficiently than anyone else.
OR
This theory of absolute advantage holds that different countries produce some goods more efficiently than others.
OR
Absolute Advantage is the ability to produce more using fewer resources than any other country / region.
Assume that two nations, North and South, are both able to produce two goods, cloth and grain:
Labor cost (hours) of production for one unit
Cloth Grain
North 10 20
South 20 10
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As seen by the data in the table,
North has an absolute advantage in the production of cloth since the cost requires only 10 labor-hours, compared to 20
labor-hours in South.
Similarly, South has an absolute advantage in the production of grain, which it produces at a cost of 10 labor-hours,
compared to 20 labor-hours in North.
Both countries gain by trade. If they specialize and exchange cloth for grain at a relative price of 1:1, each country can
employ its resources to produce a greater amount of goods.
North can import one unit of grain in exchange for one unit of cloth, thereby paying only 10 labor-hours for one unit of
grain.
If North had produced the grain itself, it would have used 20 labor-hours per unit, so North gains 10 labor-hours from
the trade.
In the same way, South gains from trade when it imports one unit of cloth in exchange for one unit of grain. The
effective cost to South for one unit of cloth is only the 10 labor-hours required to make its one unit of grain.
• According to the absolute advantage theory, international trade is a positive-sum game, because there are gains
for both countries to an exchange.
• Unlike mercantilism this theory measures the nation's wealth by the living standards of its people and not by
gold and silver.
Theory of comparative advantage:
The principle of comparative advantage, first introduced by David Ricardo in 1817.
The theory of comparative advantage holds that nations should produce those goods for which they have the greatest
relative advantage.
OR
The principle of comparative advantage states that a country should specialize in producing and exporting those
products in which it has a comparative, or relative cost, advantage compared with other countries and should import
those goods in which it has a comparative disadvantage.
OR
Law of comparative advantage refers to the ability of a country to produce a particular good or service at a lower
opportunity cost than another party.
 Opportunity cost: refers to what you sacrifice in making an economic choice. In this instance, it refers to the
value of the goods you sacrifice in deciding to produce one good instead of another.
Example:
Think of the following scenario:
Bangladesh and Nepal production is based on food and fish: The production of these countries are given below:
Food Fish
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Bangladesh 100 tones 100 tones
Nepal 400 tones 200 tones
Now answer the following question:
 Who has the absolute advantage and
 what is the comparative advantage?
For example, if Nepal chooses to produce food, the opportunity cost is:
200 = 0.5
400
Nepal loses 0.5 tonnes of fish for every tonne of food they produce.
• Conversely, if Nepal decides to produce fish, the opportunity cost would be:
400 = 2
200
Nepal loses 2 tonnes of food to produce 1 tonne of fish.
The answers of the above questions:
 Nepal has the absolute advantage of producing both goods.
Now what would be there comparative advantage:
 Nepal has the comparative advantage in food production, but Bangladesh has the comparative advantage in fish
production because:
o Bangladesh's opportunity cost of producing 1 tons of food is 1 ton of fish (vice versa)
o Nepal's opportunity cost of producing 1 ton of food is 0.5 ton of fish.
o Nepal's opportunity cost of producing 1 ton of fish is 2 ton of food.
Both countries are better trade-off if Nepal produces food to trade for Bangladesh's fish.
The Heckscher-Ohlin Theorem/factor-proportions theory:
The theory for analyzing the pattern of international trade developed by Swedish economists Eli Heckscher (1919) and
Bertil Ohlin (1933).
David Ricardo who gave the theory of comparative advantage, considers only one factor of production—labor.
The Heckscher–Ohlin (H-O) model, also known as factor proportions theory, expands on the Ricardian model by allowing
multiple factors of production.
The productivity of labor is assumed to vary across countries, which implies a difference in technology between nations.
It was the difference in technology that motivated advantageous international trade in the model.
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The model assumes that labor and capital are used in the production of two final goods. Here, capital refers to the
physical machines and equipment that is used in production.
Definition: The theory suggest that a nation will export the commodity whose production requires the intensive use of
the nation’s relatively abundant and cheap factor and import commodity whose production requires the intensive use of
the nation’s relatively scarce and expensive factor.
For example, the United States has a larger ratio of aggregate capital per unit of labor than France, we would say that
the United States is capital-abundant relative to France. By implication, France would have a larger ratio of aggregate
labor per unit of capital and thus France would be labor-abundant relative to the United States
 The production of goods and services requires capital and workers. Some goods require more capital - technical
equipment and machinery - and are called capital intensive. Examples of these goods are cars, computers, and
cell phones.
 Other goods require less equipment to produce and rely mostly on the efforts of the workers. These goods are
called labor intensive. Examples of these goods are shoes and textile products such as jeans.
Some countries like the United States are well endowed with physical capital relative to its labor force. In contrast,
many less developed countries have very little physical capital but are well endowed with a large labor force.
Leontief Paradox:
This theory was proposed by Wassily Leontief in 1953 and this theory named as Leontief Paradox.
 Paradox means experiment to test
 He rejected the theory of Heckscher.
 He suggests that with the passage of time, production factors vary time to time and export may become imports
and imports may become exports.
 Heckscher said USA export technologies goods and import agricultural goods.
 Leontief collected 10 years’ data and research that USA import cars like technologies goods, and export
agricultural goods like wheat etc.
product life-cycle:
 The product life-cycle theory is an economic theory that was developed by Raymond Vernon in 1960.
 “The international product life cycle model suggests that many products go through a cycle during which high-
income, mass consumption countries are initially exporters, then lose their export markets, and finally become
importers of the product
 the product life cycle - explain how trade patterns
change overtime.
• Stage 1: Introduction: New products are introduced
to meet local (i.e., national) needs, and new products
are first exported to similar countries, countries with
similar needs, preferences, and incomes.
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• (E.g., the IBM PCs were produced in the US and spread quickly throughout the industrialized countries.)
• Stage 2: Growth: Sales growth attracts competitors to the market, particularly in other developed countries.
Let’s say the innovator is in the United States and a competitor puts a manufacturing unit in Japan.
• Stage 3: Maturity:
• A decline in exports from the innovating country.
• More product standardization means product are introduced with new features like Android mobiles.
• Increased competitiveness of price. At time the price of product was very. Now the product become
cheaper.
• Firms have incentives to shift production to developing economies where they can employ less skilled
and less expensive labor efficiently for standardized (capital-intensive) production.
• Stage 4: Decline:
• The markets in developed countries decline more rapidly than those in developing economies.
• Market and cost factors have dictated that almost all production is in developing economies.
• The country in which the innovation first emerged—and was exported from—then becomes the
importer.
New trade theory:
• This theory stresses that in some cases countries specialize in the production and export of particular products
not because of underlying differences in factor endowments. But because in certain industries the world market
can support only a limited number of firms.
• In such industries, firms that enter the market first are able to build a competitive advantage that is
subsequently difficult to challenge. Thus, the observed pattern of trade between nations may be due in part to
the ability of firms within a given nation to capture first mover advantage.
• The United states dominates in the export of commercial jet aircraft because American firms such as Boeing
were first movers in the world market. Boeing built a competitive advantage that has subsequently been difficult
for firms from countries with equally favorable factor endowments to challenge.
 Competitive advantage: Anything that firm does especially well compared to rival firms/competitors.
PORTER’S DIAMOND:
 In 1990 Michael Porter of the Harvard Business School published the results of an intensive research effort that
attempted to determine why some nations succeed and others fail in international competition.
 Why does Switzerland excel in the production and export of precision instruments and pharmaceuticals?
 The theory of comparative advantage would say that Switzerland excels in the production and export of
precision instruments because it uses its resources very productively in these industries. Although this may be
correct, this does not explain why Switzerland is more productive.
 Porter tries to solve this puzzle.
Definition
 Porter theorizes that four broad attributes of a nation shape the environment in which local firms compete, and
these attributes promote or impede the creation of competitive advantage.
 These attributes are:
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1. Factor endowments
2. Demand conditions
3. Relating and supporting industries
4. Firm strategy, structure, and rivalry
FACTOR ENDOWMENT
 He recognizes hierarchies among factors, distinguishing between basic factors (e.g., natural resources, climate,
location, and demographics) and advanced factors (e.g., communication infrastructure, sophisticated and skilled
labor, research facilities, and technological know-how).
 He argues that advanced factors are the most significant for competitive advantage
DEMAND CONDITIONS
 Porter argues that a nation's firms gain competitive advantage if their domestic consumers are sophisticated
and demanding.
 Firms that face a sophisticated domestic market are likely to sell superior products because the market demands
high quality and a close proximity to such consumers enables the firm to better understand the needs and
desires of the customers.
 If the nation’s discriminating values spread to other countries, the local firms become competitive in the global
market.
Related/Supporting Industry
 The third broad attribute of national advantage in an industry is the presence of suppliers or related industries
that are internationally competitive.
 The successful industries within a country tend to be grouped into clusters of related industries.
 Example: Switzerland's success in pharmaceuticals is closely related to its previous international success in the
technologically related dye industry.
Firm Strategy, structure, rivals
The fourth broad attribute of national competitive advantage in Porter's model is the strategy, structure, and rivalry of
firms within a nation. Porter makes two important points here:
First, different nations are characterized by different management ideologies, which either help them or do not help
them to build national competitive advantage. For example, Porter noted the predominance of engineers in top
management at German and Japanese firms.
Porter's second point is that domestic rivalry creates pressures to innovate, to improve quality, to reduce costs, and to
invest in upgrading advanced factors. All this helps to create world-class competitors
Two forms of Trade:
1. Free Trade
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2. Protected Trade
Free trade
• When Govt. allows trade without taxes, customs, duties etc.
• There is no country where there is a free trade
• It is just a concept
• Everywhere trade faces hurdle like taxes etc.
• Free trade can be called liberalization of trade
• Protected trade
Protected trade
Govt. protects the trade by implementing policies on trade
• Trade Restrictions:
1. Import Restriction
2. Export Restriction
3. Import liberalization
4. Export Augmentation
1. Import Restriction:
 Govt. does not allow foreigners to sell their product in our country
 Govt. restrict import goods
 Govt. imposes restrictions by different techniques, these techniques are called instruments of trade policy.
 Techniques:
a) Tariffs
b) Dumping
c) Non Tariffs Barriers (NTBs)
d) Currency controls
a) Tariffs
 Tariff means duty or fee levied by the Govt. on imports.
 Three techniques used in this:
 (i) Specific Tax/ duty
o When tariff is assessed on per unit basis, tariff is known as specific duty.
o When custom officials charge duty on per unit.
 (ii) Ad Valorem duty
 When tariff is assessed on the price/ value of the imported commodity
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o Govt. announce custom duty according to the price and value of the product.
o e.g. Price of good is 2000. it will be charged high tax than price of 1500.
 (iii) Compound duty
o Tariff which is assessed on both types of above tariffs. (Specific Duty+ Ad Valorem duty)
o Govt. looks favorable situation and tariff is assessed accordingly.
 Govt. earns revenues
 It benefits local manufacturers
b) Dumping
• The sale of goods in foreign market below the cost of products or below the fair market price just to capture the
market of another country.
• E.g. cost of T.V is 5000 and it is sold in Pak 4500
Anti-Dumping Duty
 This is tax imposed just to decrease dumping
 E.g. 4500+ 500 tax =5000, 500 is Anti-Dumping Duty
c) Non Tariffs Barriers (NTBs):
• Where Govt. do not charge duties or taxes uses other techniques
• (i) Those influencing price
> Custom Valuation: Fix the value of product, but if value increases then tax will also increase.
> Subsidies: This is payment made by Govt. to provide subsidies to the domestic producers so that the cost
of domestic production and thereby the prices turn lower
> Special fee: Fixed fee which is paid by every importer on imported items.
• (ii) Those influencing quantity
> Quota: Importing Govt. uses this technique to restrict the imported goods in large quantity
e.g.: USA wants to sell 100 Jet engines to India. But India allows only 20 Jet engines to USA.
> Embargo: When relations are not friendly between countries then they impose embargo on products
 Bane on imported goods
 E.g. Iranian Products for USA
> Technical Barriers
> Classification of Goods
Govt. announces list of goods (Which goods enter in country)
> Labelling Requirements
Whether goods contain organization labels of manufacturing company
> Testing Standards
Check the sample to pass quality test by custom officials
d) Currency controls
• When foreign currency is saved by importer country.
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• Foreign exchange controls are various forms of controls imposed by a government on the purchase/sale of
foreign currencies by residents, on the purchase/sale of local currency by nonresidents, or the transfers of any
currency across national borders.
2 EXPORT RESTRICTION: No country wants to restrict on exports but in some cases when exports become
necessary for use.
 Techniques by which export can be restricted
Putting the export product on negative list or restricted list
 Negative list: List of goods which we cannot sell to other countries. Weapon etc. (illegal)
 Restricted list: not to export, agricultural goods, food items, wheat etc.
 Restrictions can be removed.
 Example: OPEC Countries have an agreement among the countries to export oil within limit.
3. IMPORT LIBERLAIZATION
Import Liberalization means allowing the foreigners to sell their products.
Govt. always discourages imports but in some cases like:
(a) Fairs & Exhibitions: Mostly in exhibitions, or cultural events, Govt. allows foreigners to introduce their
products.
(b) Import allowed to attract FDI: A firm which has invested directly to any country than that firm demands to
import the latest technology from aboard.
(c) Some specific items are allowed for import just to boast up exports: Govt. allows imports in some cases like
the technology in raw material will also be imported and then that raw material is used in exporting.
Government do the import liberalization by reducing tariffs, quotas or other NTB barriers.
4. Export Augmentation: Export augmentation is technique to increase the exports their country especially when
the country is facing trade deficit condition in economy.
Techniques of Export Augmentation
1. Passing on necessary information to producers about the market
>TCP: trade corporation of Pak
> EPB: Export Promotion Bureau
2. Financial support
Sometimes Govt. provide financial support to exporters to export their products to foreign countries.
3. Marketing support
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Govt. provides help to exports for marketing purpose (Advertisement, transportation) to introduce their
products in foreign countries.
4. Establishment of EPZs
> EPZ stands for Export Processing Zones
> EPZs are special areas in which Govt. provides the facilities e.g tax
The World Trade Organization (WTO) is the international body dealing with the rules of trade between nations. Its goal is
to supervise and expand international trade, monitor national trade policies, and provide technical assistance to
developing nations.
On 1st
January 1995, Geneva at Switzerland, WTO came into existence.
WTO has 164 member countries, representing more than 98% of the world's trade. An additional 30 nations are
currently observers seeking membership.
OBJECTIVES OF WTO
I. To implement the new world trade system.
II. To promote World Trade in a manner that benefits every country;
III. To ensure that developing countries secure a better balance in the sharing of the advantages resulting from the
expansion of international trade corresponding to their developmental needs;
IV. To demolish all hurdles to an open world trading system
V. To enhance competitiveness among all trading partners so as to benefit consumers and help in global
integration;
VI. To increase the level of production and productivity with a view to ensuring level of employment in the world;
VII. To expand and utilize world resources to the best;
VIII. To improve the level of living for the global population and speed up economic development of the member
nations.
Function of WTO
 Administering trade agreements
 Acting as a forum for trade negotiations
 Settling trade disputes
 Reviewing national trade policies
 Assisting developing countries in trade policy issues, through technical assistance and training programs
 Cooperating with other international organizations
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 GATT was also an international trade organization who oversee the rules and trade policies of the world. Due to
some problem with GATT. The GATT was converted into WTO (world trade organization).
 GATT was adopted in 1947 in Geneva (Switzerland) after world war II.
 WTO is follows basic principles of GATT.
 The purpose of GATT is to reduce tariff barriers and provide world a forum for discussions.
GATT OBJECTIVES:
1. Substantial reduction in trade barriers like reduction in taxes
2. Elimination of discrimination in trade policy: 2 World war occurred because of trade disputes.
 GATT purpose was to decrease trade disputes
3. Code of Behavior
a) MFN (Most favored nation)
 Advantages to one apply to all, equal status to all
b) NTR (National Treatment rule)
 Treat imports like domestic goods
c) Tariff bindings:
 Once Government reduced tax then it cannot be increased…all members are bound not to
increase tariffs.
 24000 tariff reductions were made in 1st
meeting of GATT.
Problems in GATT:
 Weakness in face of non-tariff barriers
 Did not cover many areas (e.g services)
 50% service trade
 Slow in decision making
 7 to 8 years in discussion to solve but no any solution
 Weaker in powers.
• GATT was formed in 1947 with 23 contracting parties whereas WTO was formed in 1995 by replacing GATT.
• GATT was a provisional legal agreement whereas WTO is an organization with permanent agreements.
• WTO has members while GATT had only contracting parties.
• GATT dealt only with trade in goods while WTO covers services and intellectual property rights as well.
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• The real critical distinction between GATT and WTO is creation of a binding dispute settlement system. Under
GATT contracting parties could bring cases before international body but there was no effective enforcement
mechanism. But in WTO an effective enforcement mechanism exists.
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