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2. The Dispute Setilement Body is made up of all member governments, usually

represented by ambassadors or equivalent. The current chairperson is H.E.
Mr. Bruce Gosper (Australia).

The WTO General Council meets as the Trade Policy Review Body (TPRB) to
undertake trade policy reviews of Members under the TRPM. The TPRB is thus
open to all WTO Members. The current chairperson i1s H.E, Ms, Claudia Uribe
{Colombia)

1.3.5 Third Level: Councils for Trade

The Councils for Trade work under the General Council. There are three councils —
Council for Trade in Goods, Council for Trade-Related Aspects of Intellectual
Property Rights, and Council for Trade in Services - each council works in different
fields. Apart from these three councils, six ather bodies report to the General Council
reporling on issues such as trade and development, the environment, regional trading
arrangements and administrative issues.

1.

Council for Trade in Goods: The workings of the General Agreement on Tariffs
and Trade (GATT) which covers intemnational trade in pgoods, are the
responsibility of the Council for Trade in Goods. It is made up of representatives
from all WTO member countries. The current chairperson is Amb. Yonov
Frederick Agah (Nigenia).

Council for Trade: Related Aspects of Intellectual Property Rights- [nformation
on intellectual property in the WTO, news and official records of the activities of
the TRIPS Council, and details of the WTO's work with other intermational
organizations in the field.

Council for Trade in Services: The Council for Trade in Services operates under
the guidance of the General Council and is responsible for overseeing the
functioning of the General Agreement on Trade in Services (GATS). 1t’s open to
all WTO members, and can create subsidiary bodies as required.

1.3.6 Fourth Level: Subsidiary Bodies

There are suhsidiary bodies under each of the three councils.

Goods Council: Subsidiary under the Council for Trade in Goods. It has [}
committegs consisting of all member countries, dealing with specific subjects
such as agriculture, market access, subsidies, anti-dumping measures and so on.
Committees include the following:

< Information Technology Agreement (ITA) Commitiee
% State Trading Enterprises

+ Textiles Monitoring Body - Consists of a chairman and 10 members acting
under it.

< Groups dealing with notifications - process by which gavemments inform the
WTO about new policies and measures in their countries.

Services Councif: Subsidiary under the Council for Trade in Services which deals
with financial services, domestic regulations and other specific commitments.

Dispute Settlement panels and Appellate Body: Subsidiary under the Dispute
Settlement Body fo resolve disputes and the Appellate Body to deal with appeals.

1.3.7 Other Committees

Committees on

% Trade and Environment
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1.4.5 Apreement on Technical Barriers to Trade (TBT)

The Agreement on Technical Barriers to Trade - also known as the TBT Agreement is
an international treaty of the World Trade Organization. It was negotiated during the
Uruguay Round of the General Agreement on Tariffs and Trade, and entered into
force with the establishment of the WTO at the end of 1994,

The object of the TBT Agreement is to “to ensure that technical negotiations and
standards, as well as testing and cerlification procedures, do not create unnecessary
obstacles to trade™.

1.4.6 Trade-related Aspects of Intellectval Property Rights
(TRIPs) Agreement

The main objective is providing protection to the holder of the intellectual property
right, which can be claimed by an individual, company or even people of a
geographical region.

This right over an intellectual property can be called a ‘monopoly right* conferred on
the inventor (patent on an industrial product), creator {copyright over a literary work)
or user (trademark of a business establishment) or regions (Geographical Indicators of
Origin). This right, recognised as “legal property”, however, can be claimed for fixed
pre-determined periods of time except Trademarks and Geographical indications of
Origin where protection is offered in perpetuity.

TRIPS Coverage
The agreement encompasses the following areas:

® Pgtents: Patents are given inventions thal are-new (or Novel), non-cbvious,
should have industrial application (commercial use).

% Term of a patent: A parent is valid for 20 years from the date of filing of the
patent.

% Inventions that can be patented: Biological inventions, computer hardware
and peripherals, computer software, cosmetics, food inventions, machines,
mechanical inventions, medical accessories and devices, medicines, musical
instruments etc.

< [Inventions that cannot be patented: Ordre public or morality; Diagnostic,
therapeutic and surgical methods; Plants and animals other than micro-
Organisms.

¢ Compulsory Licensing: Compulsory licensing and government use without
the authorisation of the right holder are allowed but are made subject to
conditions aimed at protecting the legitimate interests of the right holder.

+ Scope and Duration: The scope and duration of such use without the
authorisation of the right holder must be limited to the purpose for which it is
authorised.

« Non-exclusive Licenses
% The Indian Patents Act: The salient features are:
¢ Terms of every patient is 10 years from the date of filing

¢ A new definition of ‘invention’ meaning a new product or process
involving inventive step and capable of industrial application has been
incorporated

¢ A method or process of testing during the process of manufacture will be
patentable.
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o Geographical Indications: Geographical indications are place, names used to
identify the origin and quality, reputation or other characteristics of products. The
examples usually are “Champagne”, “Tequila” or “Roquefort”. However,
countries such as India would like “Kancheepuram Saree” and perhaps even
“Mysore Dosa” to become standard examples.

Protection required under the TRIPS Agreement is defined in two Anicles. All
products are covered by Arlicle 22, which defines a standard level of protection.
This says that geographical indications have to be protected in order to avoid
misleading the public and to prevent unfair competition.

The protection being provided exclusively under Article 23 for wines and spirits is
unfortunately not available to several products from the developing world.

o Layoust Designs (Topographies) of Integrated Circuits: With regard to the treaty
on intellectual property in respect of Integrated Circuits (IPIC Treaty), members
agreed to provide protection to the layout-designs (topographies) of integrated
circuits (referred in the WTO Agreement as “layout-designs™)

In the event of trading in an integrated circuit incorporating an unlawfully
reproduced layout design or any anicle incorporating such an integrated circuit,
the person concerned, upon being informed of such an act, shall pay the “holder a
sum equivalent to a reasonable royalty such as would be payable under a freely
negotiated license in respect of such a layout design”.

The Indian IC Layout Design Act

The Semiconductor Integrated Circuits Layout Design Act 2000, which received
Presidential assent in September 2000, among other things, mentions the following:

“Layout Design” means a layout of transistors and other circuitry elements and
included lead wires connecting such elements and expressed in any manner in a
semiconductor circuit.

“Semiconductor Integrated Circuit” means a product having transistors and other
circuitry elements which are ingeparably formed on semiconductor material or on
insulating material or inside semiconductor material and designed to perform an
electronic circuitry function.

The Act disaliows registration for IC layout design that is:
# Not original; or

¢ That has been commercially exploited anywhere in India or in a convention
country; or

e That is not inherently distinctive; or
e That is not inherently distinguishable from any other registered layout design.

The registration of a layout design is for a period of 10 years from the date of filling
of an application for registration or from the date of first commercial exploitation
anywhere in India or any country, whichever is earlier.

e Industrial Designs; A design must satisfy the following:

& It must be new or original, meaning that the design must have not been
previously pubiished.

+ [t must relate to the features of shape.
¢ Tt must be applied to any article by industrial process.
% It should appeal to and be judged solely by the naked eye.

23
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Article 25 on “Requirements for Protection™ states that:

|, Members shall provide for the protection of independently created industrial
designs that are new or original.

2. Each member shall ensure that requirements for securing protection for textile
designs, in particular in regard to any cost, examination or publication, do not
unreasenably impair the opportunity to seek and obtain such protection,

Article 26 on ‘Protection” states that:

1. The owner of a protected industrial design shall have the right to prevent third
parties not having the owner’s consent from making, selling, selling or importing
anicles bearing or embodying a design which is a copy, or substantially a copy, of
the protected design, when such acts are undertaken for commercial purposes.

2. The duration of protection available shall amount to at least 10 years. {The Indian
Designs Act, 2000, also provides the same protection of 10 years)

The Indian Designs Act

The existing legislation on industrial designs in India is contained in the Desipns
Act, 2000.

Among other things, the Act mentions the following:

s ‘Article’ means any snticle of manufacture and any substance, artificial, or parily
anificial and panly natural and includes any pant of an article being made and sold
separately.

e ‘Design’ means only the features of shape, configuration, pattern, omament or
composition of lines or colours applied to any article whether in two dimensional
or three dimensional or in both forms, by any industrial process or means, whether
manual, mechanical, or chemical, separate or combined, which in the finished
article appeal to and are judged solely by the eye

& “Prohibition of Registration of Certain Designs™
A design will not be registered:
(a) Ifit is not new or original; or

(b) If it has been disclosed to the public anywhere in India or in any other country by
publication in any langible form or by use or in any other way prior to the filing
date; or

(c) If it is not significantly distinguishahle from known designs or combination of
known designs; or

(d) If it comprises or contains scandalous or obscene material.

The copyrght of a registered design will extend for i0Q years from the date of
registration, extendable on an application from the registered proprietor for a second
period of five years from the expiration of the original period.

TRIPS and Control of Anti-competitive Practices

Under Section 8 regarding ‘Contro! of Anti-competitive practices in Commercial
Licenses’, there is recognition “that some licensing practices or conditions pertaining
to intellectual property righls which restrain competition may have adverse eftects on
trade and may impede the transfer and dimension of technology™.

Thus members are allowed to specify in their legislation licensing practices or
conditions that may in particular cases constitute an abuse of intellectual property
rights having an adverse effect on competition in the relevant market.
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12. The application for anti-dumping investigation should be supported by producers
who account for more than 25 per cent of the total domestic production of the
product under investigation.

13, The interested parties to an anti-dumping investigation include (a) domestic
industry that has made the complamt (b) exporters or the foreign producers of the
product (c) importers {d) the government(s) of the exparting country/countries and
(e) the trade or business associations of the domestic producers/importers/user
industries of the dumped product, '

4. The designated authority can also initiate an anti-dumping investigation on its
own initiative on the basis of information received from the collector of Customs
with the other conditions remaining the same,

15, The period of investigation is generally expected to be not less than six months
and not more than 18 months. Moreover, the period should be as representative as
possible with the most desirable period being the financial year preceding the
filing of the anti-dumping application provided that there is no wide gap between
the financial year and the application period. However, for the purpose of injury
analysis, the domestic industry has to furnish the relevant data for the past three
years.

16. The wvarious stages of the investigation process into dumping include
(a) preliminary screemng of application (b} initiation of the investigation within
seven days of the receipt of application (¢) Access to information by interested
parties (d) preliminary findings generally within two months of the date of
initiation (e} imposition of provisional duty, if any, after 60 days from the date of
initiation and valid for a period of generally not exceeding six months (f) oral
evidence and public hearing (g) Disclosure of information and (h) Final findings.

17. Anti-dumping can be levied on a retrospective basis if there is a history of
dumping or if there is massive dumping in a relatively short time. However, the
anti-dumptng duty can be levied only for a maximum period of 90 days preceding
the date of application of provisional measures. The anti-dumping duty can be
recommended and levied at two stages; provisional and final. It the final duty is
less than the provisional duty, the excess amount paid under provisional duty is
refunded. But if the final duty is more than the provisional duty, the deficiency is
not made up. If the provisional duty is withdrawn after investigation, the amount
collected as provisional duty is refunded.

18. An anti-dumping measure can be generally in force for a period of five years but
can be subject to a review after a year from the imposition date.

" 1.4.9 Agreement on Rules of Origin

“In regards to preferential rules under the common declaration in Annex II to the
Agreement, the Ministerial Conference (Cancun Ministenal text, Sepiember, 2003)
agrees that in their arrangements for mutual reduction or elimination of tariff or non-
trade barriers, developing and least-developed country members shall have the right to
adopt preferential rules of origin designed to achieve trade-policy objectives relating
to their rapid economic development, particularly through generating regional trade.

Furthermore, the Ministerial Conference instructs the Director-General to take action
to facilitate the increased participation of developing and least-developed country
members in the activities of the technical committee on rules or Origin of the World
Customs Organization as well as to coordinate with this organization in identifying
technical and financial assistance needs af developing and least-developed country
members, and report to the Committee on Rules of Origin and the council for Trade in
goods periodically, and the General Council as appropriate.”
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Rules of the Agreement on Customs Valuation

Preamble: The detailed WTO rules on the valuation of goods for customs purposes
are contained in the Agreement on Customs Valuation (full title: Agreement on
Implementation of Article VIl of GATT 1994). The Agreement’s valuation system is
based on simple and equitable criteria that take commercial practices into account, By
requiring all member countries to harmonize their national legislation on the basis of
the Agreement’s rules, it seeks to emsure uniformity in the application of the rules so
that importers can assess with certainty in advance Lthe amounts of duties payable on
impaorts.

Main Standard: transaction value: The basic nile of the Agreement is that the value
for customs purposes should be based on the price actually paid or payable when sold
for export to the country of importation (e.g. the invoice price), adjusted, where
appropriate, to include certain payments made by buyers such as the costs of packing
and containers, assists, royaltiecs and license fees. The rules exclude buying
commissions and special discounts ohtained by sole agents and sole concessionaires
from being taken into account in arriving at dutiable value.

Decision on Shifting the Burden of Proof: The Decision Regarding Cases where
Customs Adminpistrations Have Reasons to Doubt the Truth or Accuracy of the
Declared Value (also known as the Decision on Shifting the Burden of Proof),
adopted as a result of the initiative taken by developing countries during the Uriguay
Round, corrects this lacuna. The Tokyo Round Agreement placed the burden of proof
on Customs if it rejected the transaction value declared by the importer. The Uruguay
Round deciston shifts the burden of proof on to the importers when Customs, on the
basis of the information on prices and other data available to it, “has reason to doubt
the truth or accuracy of Lhe particulars or of documents produced in support” of
declarations made by the importers.

Determining customs value: permiited adjustments to the price paid for goods
(Agreement on Customs Valuation, Article 8)

In order to arrive at the transaction value, Article 8 of the Agreement on Customs
Valuation provides Lhat payments made for the following elements can be added to the
price actually paid or payable (i.e. the invoice price) by the importer for the imported
goods:

1. Commissions and brokerage, except buying commissions;
2. Costs of, and charpes for, packing and containers;

3. Assists, r.e. goods (materials, components, toals, dies, etc.) or services (designs,
plans, etc.) supplied free or at reduced cost by the buyer for use in the production
of the imported goods;

4, Royalties and licensc fees;

Subsequent proceeds of any sale accruing to the seller as a result of the resale or
use of imported goods;

6. The cost of transport, insurance and related charges to the place of imponation, if
the country bases its valuation on CIF prices.

The Article further clanfies that no additions other than for the elements mentioned
above shall be made to the price paid or payabic in order to arrive at the transaction
value. The Article, in addition, enumerates charges or costs that should not be added
to customs value, if they can be distinguished from the price actually paid or payable.
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1.8 KEYWORDS

General Agreement on Tariffs and Trade (GATT): I[ntermational treaty that
committed signatories to lowering barriers to the free tlow of goods acress national
borders and led to the WTO.

World Trade Organization (WTO): The organization that succeeded the General
Agreement on tariffs and trade (GATT) as a result of the successful completion of the
Uruguay round of GATT negotiations.

1.9 QUESTIONS FOR DISCUSSION

1. Describe the organisation structure of WTO. Explain WTO’s role in {iberatizatien
of global trade in goods and services.

2. What do the terms “Qbserver Govermments™ and “WTO Accession™ means?

3. Describe the limitation of GATT. Hew Dunkel's propesals led to the formation of
WTO?

4. What was the outcome of the first two ministerial meetings of the WTO and the
reasons responsible for the failure of the third meeting?

5. Analyse the roie of Indija in WTO.

6. Discuss how the MFN clause resuited in dumping and the anti-dumping measures
imposed by member countries?

7. Can you describe-WTQO: what it is and what it does?

Check Your Progress: Model Answer
1. Standard of living
full employment

2
3. resources
4. production and international trade;

1.10 REFERENCES & SUGGESTED READINGS
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Johns, G.. & Saks. A. M. {2021). Organizational behaviour: Understanding and managing
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2.0 AIMS AND OBJECTIVES

After studying this lesson, you should be able te understand:

e Globalization-its meaning, features, processes, advantages, disadvantages

2.1 INTRODUCTION

A fundamental shifl is occurring in the World economy. We are rapidly moving from
a world in which national economies were relatively self contained entities, isolated
from each other by barriers to cross border trade and investment; by distance, time
zones, and language and by national differences in Govt., regulation, culture and
business systems — And we are moving towards a world in which barriers to cross-
border trade and investment are tumbbing, perceived distance is shrinking due to
advances in transportation and telecommunication technology, material culture is
starting to look similar the world over and national economies are merging into an
inter dependent global economic system. The process by which this is happening is
currently reported as globalization.

2.2 MEANING AND DEFINITION

International Monetary Fund defines Globalization as “the growing interdependence
of countries worldwide through increasing volume and variety of cross border
transactions in goods and services and of international capital flows and also through
the more rapid and wide spread diftusion of technology”.
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Spread-out the manufacturing facilities: Globalization of production lesads to
sprcad up of manufacturing faciiities in ail the globai countries depending upon
the location and varicus favourable praduction factors.

Balanced development of World economies: With the flow of capital, technology
and locating manufacturing facilities in developing countries, the devcloping
countries indusirialize their cconomies. This in tum leads to the balanced
development of all the countries.

Increase in production and consumption: Increased industrialization in the globe
leads to increase in production, thus results in balanced indusirial development
along with increase in income which in tum enhance the levels of consumption.

Law prices with high quality: Increased industrialization, spread up of
technology, increased production and consumption level enable the companies to
produce and sell the products of high quality at low prices.

Cultural exchange and demand for variety of products: Globalization reduces
the physical distance among the countries and enable the people of different
countries to acquire the culture of other countries. The cultural exchange, in tumn,
make the people to demand for a variety of products which are being consumed in
other countries. For example demand for American pizza in India, and demand for
“Masala Dosa” and “Hyderabadi Biryani” and Indian styled garment in USA and
Europe.

Increase in employment and income: Globalisation results in shift of
manufacturing facilities to the low wage developing countries. As such it reduces
job opportunities in advanced countries and alternatively create lab opportunities
in developing couniries. e.g. Harwood indusiries (US Cloth Manufacturer) shifted
its operations from US (paying wages $9 per hour} to Honduras (wage rate 48
cents per hour). However advanced countries can specialize in producing high
technology products resulting in enhancement of employment opportunities
e.g. Microsofl cell phones in USA.

Higher standard of living: Globalisation reduces prices and there by enhances
consumption and living standards of living in all the countries of the world.

Balanced human development: Increase in industrialization on balanced lines in
the globe, improves the skills of people of developing countries. Further the
increased economic development of the country enable the Govt. to provide
welfare facilities like hospitals, educational institutes etc. which in tum
contributes for balanced human development.

Increase in welfare and prasperity: The balanced industrial, social and economic
development of the world nations consequent upon the globalization along with
the welfare measures provided by the government lead to increase in the welfare
of the people and prosperity of the world countries.

Disadvantages af Globalization

Globalization kills domestic business: The MNCs from advanced countries
utilize the opportunities created by globalization, establish manufacturing and
marketing facilities in developing countries. The domestic business of the
developing countries fail to compete with the MNCs on the quality and
technology front. This Jeads to closing down of domestic companies, which is
already evident in India. There is also dumping from China, USA, Malaysia,
Taiwan, South Korea etc. This has killed some of the small indusiries and created
problems to large scale industries,

Exploits human resources: The process of globalization helps companies to
move to the developing countries which lack adequate laws and regulations to
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Therefore “All mstitutions have to make global competitiveness a strategic goal, No
instinetion, whether a business, a university or a hospital can hope to survive, let also
succeed, unless it matches up to the standards set by the leaders in the field at any
place in the world”,

2.9 LET US SUM UP

With the world economy becoming global we have reviewed the main drivers of
globalization which are thrusting nation states towards a more tightly integrated global
economy. The lesson also reviewed the problems and prospects of globalization of
Indian business.

2.10 LESSON END ACTIVITY

Review a company’s activity by visiting them personally or scanning the net for
answering the following critical question

How have changes in technology contributed to the globalization of markets and
production? Would the globalization of production and markets have been possible
without these technological changes?

2.11 KEYWORDS

Multinational Enterprise (MNE): A firm that owns operations in more than one
couniry.

Globalization: Trend away from distinct national economic units and toward one huge
global market.

Globalisation of markets: Moving away from an economic system in which national
markets are distinct entities isolated by trade barriers and barriers of distance, time,
and culmre, and towards a system in which national markets are merging into one
global market.

Globalization of production: Trend by individual firms to disperse paris of their
productive process to different locations around the globe to take advantage of
differences in cost and quality of factors of production.

2.12 QUESTIONS FOR DISCUSSION

I. How have changes in technology contributed to the globalization of markets and
production? Would the globalization of production and markets have been
possible without these technology changes?

2. “Ulumately the study of international business is no different from the study of
domestic business. Thus there is no point in having a separate course on
international business”. Evaluate this statement.

Explain the meaning, dimensions and stages of globalization.
Discuss the problems and prospects of globalization.
Examine the pros and cons of globalization with special reference to India.

What are the important globalization strategies employed by Indian companies?

N R

What are the potential costs of adopting a free trade regime? Do you think
govemments should do anything to reduce these costs?

8. The benefits of Globalisation is (are):

(a) Efficient allocation of capital



(b) Better werking financiai system 49
. . . Globaiization

(c) Smoother consumption pattern enjoyed by all countries

(d) All of the above

(e) Both (a) and (b) above

Check Your Progress: Model Answer
(e)

2.13 REFERENCES & SUGGESTED READINGS

Cameron, K. S,, & Quinn, R. E. (2019). Diagnosing and changing organizational culture: Based
on the competing values framework (3rd ed.). Wiley.

Furnham, A. (2021). Management and organizational behavior (3rd ed.). Routledge.

Goleman, D. (2020). Emotional intelligence: Why it can matter more than IQ (2nd ed.).
Bantam Books. '

Schneider, B, & Barbera, K. (2020). The Oxford handbook of organizational climate and
culture. Oxford University Press.
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3.0 AIMS AND OBJECTIVES

After studying this lesson, you should be able to understand:
e Reasons for intemationalization
® Various ways of entering into international market

e Companies social, physical and competitive environment

3.1 INTRODUCTION

Intemational business ts all commercial transactions — private and govemmental-
between two or more countries. Private Companies undertake such transactions for
profits; Government may or may not do the same in their transactions. These
transactions include sales, investrnents and transportation.

Study of intermational business has become important because (i) it comprises a large
and growing portion of the world’s total business. (11) All companics are affected by
global events and competition whether large or small since most setl output to and
secures raw materials and supplies from forcign countnes. Many companics also
compete against products and services that come from outside India.

The company's external environment conditions such as physical, societal and
competitive affects the way business functions such as marketing, manufacturing and
supply chain management are carried out. When a company operates intemationally,
foreign conditions are added to domestic ones making the extemal cavironment more
diverse and complex.















global events and competition whether large or small since most sell output to and
secures raw materials and supplies from fereign countries. The No. of people and the
amount of their purchasing powers are higher for the werld as a whole than for a
single country, hence companies increase the potential market for their sales by
pursuing international markets. Cempantes seek out fereign markets to minimize
swings in sales and profits arising out ef business cycle-recessions and expansions-
which occur differently in different countries. The company forms its strategies and
the means to implement them after examining the extemal environment. The extemal
environment includes physical factors such as country’s geographical and societal
factors such as country’s politics, Jaw, culture and economy.

3.7 LESSON END ACTIVITY

“The study of international business ts fine if you are gemg to work in a multinational
enterprise, but it has no relevance for individuals who are going to work in small
tfirms™. Evaluate this statement.

3.8 KEYWORD

International business: Any {irm that engages in intemational trade or investment.

3.9 QUESTIONS FOR DISCUSSION

1. Why companies engage in intemational business?

2. What are the reasons tor phenomenon intemational growth in recent years?
3. What are different modes of international business?
4

Write notes on external influence on international business.

Check Your Progress: Model Answer
(d)
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4.0 AIMS AND OBJECTIVES

After studying this lesson, you should be able to understand:
e TRIPs regime of the WTO

e Patent faw in India

4.1 INTRODUCTION

The Trade-retated Aspects of Intellectual Property rights, #r the TRIPS Agreement, is
as imponant &s that of trade in goods (GATT) and rade in services (GATS).

4.2 TRADE-RELATED ASPECTS OF INTELLECTUAL
PROPERTY RIGHTS (TRIPS) AGREEMENT
The main objective is providing protection to the holder of the intellectual property

right, which can be claimed by an individual, company or even people of a
geographical region.

This right over an intellectual property can be called a ‘monopoly right’ conferred on
the inventor (patent on an industrial product), creator {copyright over a literary work)
or user (trademark of a business establishment) or regions (Geographical {ndicators of
Origin). This right, recognised as “legal property™, however, can be claimed for fixed
pre-determined periods of time except Trademarks and Geographical indications of
Origin where protection is offered in perpetuity.

TRIPS Coverage
The agreement encompasses the following areas:

e Patenrs: Palents are given inventions that are-new (or Novel), Non-obvious,
should have industrial application (cornmercial use).
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immediately with the recommendations and rulings, it is to have a "reasonable period
of time” in which to comply. If no agreement is reached about the reasonable period
for compliance, that issue is to be the subject of binding arbitration. If there is a
disagreement as to the satisfactory nature of the measures adopted by the respondent
state to comply with the report that disagreement is to be decided by a panel, if
possible the same panel that heard the original dispute, but apparently without the
possibility of appeal from its decision.

If all else fails, two more possibilities are set out in the DSU:

» If a member fails within the "reasonable period” to carry oul the recommendations
and rulings, it may negotiate with the complaining state for a mutually acceptable
compensation.

e If no agreement on compensation is reached within twenty days of the expiry of
the "reasonable period”, the prevailing state may request authorization from the
DSB to suspend application to the member concemed of concessions or other
obligations under the covered agreements. In contrast to prior GATT practice,
authorization to suspend concessions in this context is semi-automatic, in that the
DSB "shall grant the authorization [...] within thirty days of the expiry of the
reasonable period"”, unless it decides by consensus to reject the request.

The DSU slates that fellow members should give "special attention" to the problems
and interest of the developing countries. If one party to a dispute is a developing
country, that party is entitled to have at least one panelist who comes from a

- developing country. Further, if a complaint is brought against a developing country,

the time for consultations (before a panel is convened) may be expended, and if the
dispute goes to a panel, the deadlines for the developing country to make its
submissions may be relaxed. Formal complaints against least developed countries are
discouraged, and if consultations fail, the Director-General and the Chairman of the
DSB stand ready to offer their good offices before a formal request for a pane! is
made. As to subslance, the DSU provides that "particular attention” is to be paid to the
interests of the developing countries, and that the report of panels shall "explicitly
indicate" how account has been taken of the “differential and more favorable
treatment” provisions of the agreement under which the complaint is brought. In order
to assist developing countries overcome their limited expertise in WTO law and assist
them in the management of complex irade disputes, an Advisory Centre on WTO Law
was established in 2001.

4.5 LET US SUM UP

The main objective is providing protection to the holder of the intellectual property
right, which can be cleimed by an individual, company or even people of a
geopraphical region. A copy right prohibits persons from reproducing or ‘copying’
any ‘literary, dramatic, musical work’ without the consent of the owner who has the
copyright over that work. A trademark is a visual symbol in the form of a word,
device, name, letter or numeral, brand, heading, signature or label or any combination
of these that enable a person to make a connection between a product and the
company involved in offering the product. Under the Trade Marks Act of 1999, there
is provision for infringement of a trademark. The existing legislation on industrial
designs in India is contained in the Designs Act, 2000. Under Section 8 regarding
*Control of Anti-competitive practices in Commercial Licenses’ there is recognition
“that some licensing practices or conditions pertaining to intellectual property rights
which restrain competition may have adverse effects on trade and may impede the
transfer and dimension of technology”.



4.6 LESSON END ACTIVITY

Find out the latest estimates of the losses incuited by Microseft due to software
piracy. How does this compare with the total annual sales figure eof the company
during the same peried? In which countries does Microsoft have the most royalty
losses?

4.7 KEYWORDS

Puatents are monopoly right conferred on the inventor (patent on an industrial preduct)
property. These are given te inventions that are new (or novel), nen-ebvious, should
have industrial application (commercial use).

Copyrighis: Prohibits persons [rom reproducing or “copying” any “literary, dramatic,
musical work™ without the conseat of the owner who has the copyright over that work.

Trudemarks: It is a visual symbol in the form of word, device, name, letter or
numeral, brand, heading, signature or labe} or any combination of these that enable a
persen to make a connection between a product and the company involved in olfering
the product.

4.8 QUESTIONS FOR DISCUSSION

1. Go to Indian Patent office Website (patentoffice.nic.in) and study the details given
on patents and designs, application ferms and patent procedures.

9

Find out the total number of patents granted by Indian patent effices aver the past
five years. How many patent applicatiens were received from (a) companies
situated within the country and (b) companies from outside the country during this
pertod?

3. Find out the number of trademarks registered in (a) India (b) the European
communities and (¢) the United States in the last calendar year,

4. What is the procedure for dispute settlements under WTQO?

Check Your Progress: Model Answer

Kancheepuram Saree, Mysere Dosa

4.9 REFERENCES & SUGGESTED READINGS
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5.0 AIMS AND OBJECTIVES

After studying this lesson, you should be able to understand:

e The genesis of trade restrictions as tney evolved in the last five or six decades in

our country

5.1 INTRODUCTION

Exchange control is one of the important means of achieving cerain national
objectives like an improvement in the balance of payments position, restriction of
inessential imports and conspicuous consumption, facilitation of import priority items,
control of outflow of capilal and maintenance of the external value of the currency.

5.2 SCOPE OF EXCHANGE CONTROL

e The whole foreign exchange resources of the nation, including those currently
occurring to it, are usually brought directly under the control of the exchange
control authority (the Central Bank, treasury or a specially constituted agency).

e Dealings and transactions in foreign exchange are regulated by the exchange
control authority. Exporters have to surrender the foreign exchange eamings in
exchange for home currency and the permission of the exchange control authority
has to be obtained for making payments in foreign exchange. It is generally
necessary to implement the overall regulations with a host of delailed provisions

designed to eliminate evasion.

¢ The allocation of foreign exchange is made by the exchange control authority, on

the basis of national priorities.
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5.4 METHODS OF EXCHANGE CONTROL

The various methods of exchange control may be broadly classified into (i) Unilateral
methods and (ii) Bilateral/multilateral methods:

Unilateral methods: Refer to those methods which may be adopted by a country
unilaterally i.e. without any reference to or understanding with other countries.
The important unilateral methods are outlined helow:

*,
L3

Repgulation of hank rate-A change in the bank rate is usually followed by
changes in all other rates of interest and this may effect the flow of foreign
capital.

Regulation of foreign trade-The rate of exchange can be controlled by
regulating the foreign trade of the country. For example, by encouraging
exports and discouraging imporst, a country can increase the demand for, in
refation to supply, its currency in the foreign exchange market and thus bring
about an increase in the rate of exchange of the country's currency

Rationing of Foreign Exchange therehy restricting the influence of the free
play of market forces of demand and supply and this maintain the exchange
rate at a higher level.

Exchange pegging i.e. policy of the government of fixing the exchange rate
arbitrarily either below or above the ncrmal market rate. When it s fixed
above the free market rate, it is known as pegging up and when it is fixed
below the free market rate, it is known as pegging down.

Multiple Exchange Rates i.e. system of the fixing, by a country of the
different rates of exchange for the trade of different commodities and/or for
transactions with different countries. The main ohject of the system is to
maximize Lhe foreign exchange eamings of a couniry by increasing exports
and reducing imports. The entire structure of the exchange is devised in a
manner that makes imports cheaper and exports more expensive

Exchange Equalization Fund/Exchange Stabilization Account, the main object
being to stabilize the exchange rate of the national currency through the sale
and purchase of foreign currencies. When the demand for domestic currency
exceeds its supply, the Fund starts purchasing foreign currency with the help
of its own resources. This results m an increase in the demand for foreign
currency and increases the supply of the national currency. The tendency of
the rate of exchange of the national currency to ruse can this be checked.

Blocked accounts—In the case of blocked accounts, foreigners are prevented
from withdrawing money from their deposit with banks for the purpose of
remitting abroad. This measure makes the foreign exchange position of the
country more comfortable, This is generally reparded as a wartime measure.
Under this method, domestic debtors may be required to deposit their dues to
foreign creditors into specifically designated bank accounts.

Bilateral/Multilateral Methods: The important bi-lateral/multilateral methods are
the following: -

Private Compensation Agreement: Under this method, which closely
resembles the barter system, a firm in one country is required to equalize its
exports to the other country, with its imports from that country so that there is
neither a surplus nor a deficit.

Clearing Agreement: Under this agreement, importers make payments in
domestic currency to the clearing account and exporters obtain payments in
domestic currency from the clearing fund. Thus under the clearing agreement
the importer does not directly pay the exporter and hence the need for foreign









2. Stimulating sustained economic growth by providing access to essential Raw
Materials, Intermediates, Components, Consumables and Capital Goods, derived
from augmenting production.

3. Enhancing the technological strength and efficiency of Indian agriculture, industry
and services, thereby improving their competitiveness while generating new
employment opportunities.

4. Encouraging the attainment of internationally accepted standards of quality and
providing consumers with good quality products at reasonable prices.

The Exim Policy 2002-2007 basically aims at imparting operational flexibitity to the
exporters. The changes brought about will enable exporters to tap new markets, and
help them improve exports both in terms of quality and quantity.

Check Your Progress

Which of the following are the objectives of current EXIM Policy?

(a) Accelerating the country’s transaction to a globally oriented vibrant
economy.

(b} Encouraging attainment of internationally accepted standards of quality

(c¢) Enhancing technological strength and efficiency of Indian agriculture
industry and services.

{d) Both (a) and (b) ahove
{e) All of (a), (b) and (c) above

5.7LET US SUM UP

Countries have started realising the benefits of free trade and are slowly moving away
from quotas and embargo towards positive and growth oriented economic policies to
encash one's own unique potential competency vis-a-vis the treading partners. Qur
recent EXIM Policy is a pointer in that direction.

The major thrust of the new Exim policy for the period 2002-07 and 2004-09 is the
acceleration of India's exports through a wide range of measures to restructure the
various export promation schemes and to advocate simplification and streamlining of
procedures so as 1o inject greater transparency into the system, besides ensuring
'speed’ in carrying out transactions.

The EXIM policy also issues trade regulations governing exports and imports. It lays
down the trade procedures to be followed by exporters and importers.

3.8 LESSON END ACTIVITY

Visit a nearby company which exports goods and services, {ind out the procedure they
follow for export of goods and services and what are the problems they encounter.

3.9 KEYWORD

Exchange Control: 1t is one of the important means of achieving national objectives.

5.10 QUESTIONS FOR DISCUSSION

I. What are the objectives of EXIM Policy 2002-07 and what are the highlights of
EXIM Policy 2002-07 (as amended up to 31.3.2003)?

2. What is the purpose of the Export Import Bank?

&9
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10.

Do you think that a country’s government should assist private business in the
conduct of international trade through direct loans, loan guarantees and/or credit
insurance.

What are the objectives of EXJIM POLICY 2004-09 and the strategics laid down?
What are the objectives and methods of foreign exchange control?
Identify the correct statement:

(a) Export contracts are required to be denominated in freely convertible
currency.

{b) Export proceeds are to be realised within 6 months of the date of shipment or
the due date of payment whichever is later.

(¢) Exports from India may be made without any restriction.

(d) Both (a) and (c} above.

(e) Both (b) and (c} above.

Which of the following is not true regarding import license?

(a) Import licenses are valid only for the validity period specificd on the license

(b) The value indicated on import license is always for FOB value of goods
authorised 1o be imporied

(¢} Goods which require an import license can be imported only by the actual
user, unless otherwise specificd

(d) Advance license is issued for duty free import of inputs subject to value
addition and export obligation

{e) Advance license is issued under the Duty Exemption Scheme
Canalised goods in relation to imporis refer to those goods which can be;
(a) Imporied freely

{b) Can be imported only by certain agencies

(c} Cannot be imported

{d) Fall under the restricted category of imports

(e} Can be imported using a special import license

Which of the following fall under the category of deemed exports:
{a) Supply of goods to projects funded by UN agencies

{b) Supply of goods to export oriented units

(c) Undertaking turnkey confracts abroad

(d) Both (a) and (b) above

(e} All of(a}, (b) and (c) above

Which of the following is included in the prohibited list of exports?
(a) Cattle

{b) All forms of wild life

(c) Petroleum products

(d) Onions

(e} Mineral ores



12.

13.

. The export policy is anoounced for a period of:

(a) | year

(b) 2 years

(c) 3 years

(d) 4 years

(e) S years

Exports and imports come under the purview of:
(a) Ministry of Finance

(b) Ministry of Commerce

{c) Ministry of External Affairs

(d) Ministry of Home A ffaiss

(e) Ministry of Small Scale Industries

The Registration cum Membership is issued by:
(a) Export Promotion Councils

(b) Reserve Bank of India

(¢) Director General of Foreign Trade

(d) Ministry of Comuerce

(e) Ministry of External Affairs

. An advance license can be issued for which of the following:

{(a) Physical exports

(b) Intermediate suppliers

(c) Deemed exports

(d) Both (a) and (c) above

(e) Allof(a), (b) and (c) above

Check Your Progress: Model Answer
(e)
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6.0 AIMS AND OBJECTIVES

After studying this lesson, you should be able to:
e Learn the hiphlights of EXIM Policy 2004-09

6.1 INTRODUCTION

While increase in exports is of vital importance, we have also to facilitate those
imports which are required to stimulate our economy. Coherence and consistency
among trade and other economic pelicies is important for maximizing the contribution
of such policies to development. Thus, while incorporating the existing practice of
enunciating an annual Exim Policy, it is necessary to go much beyond and take an
integrated approach to the developmental requirements of India’s foreign trade. This
was the context of the new Foreign Trade Policy 2004-09,

Trade is not an end in itself, but a means to economic growth and national
development. The primary purpose is not the mere eaming of foreign exchange, but
the stimulation of preater economic activity. The Foreign Trade Policy is rooted in
this belief and built around two major objectives. These are:

e To double our percentage share of global merchandise trade within the next five
years; and

s To act as an effective instrument of economic growth by giving a thrust to
employment generation.

These objectives were proposed to be achieved through the following objectives:

e Unshackling of controls and creating an atmosphere of trust and transparency to
unleash the innate entrepreneurship of our businessmen, industrialists and traders.

¢ Simplifying procedures and bringing down transaction costs.

e Neutralizing incidence of all levies and duties on inputs used in cxport products,
based on the fundamental principle that duties and levies should not be exported.

¢ Facilitating development of India as a global hub for manufacturing, trading and
services.

¢ Identitying and nurturing special focus areas which would generatc additional
employment opportunities, particularly in semi-urban and rural areas, and
developing a series of ‘Initiatives’ for each of these.

o Facilitating technological and infrastructural upgradation of all the sectors of the
Indian economy, especially through import of capital goods and equipment,
thereby increasing value addition and productivity, while attaining internationally
accepted standards of quality.

73
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¢ Avoiding inverted duty structures and ensuring that our domestic sectors are not
disadvantaged in the Free Trade Agreements/Regional Trade Agreements/
Preferential Trade Agreements that we enter into in order to enhance our exports.

e Upgrading our infrastructural network, both physical and virtual, related to the
entire Foreign Trade chain, to intemational standards.

e Revitalising the Board of Trade by redefining its role, giving it due recognition
and inducting experis on Trade Policy.

e Activating our Embassies as key players in our exporl strategy and linking our
Commercial Wings abroad through an electronic platform for real time trade
intelligence and enquiry dissemination.

This Policy contains the basic principles and points the direction in which we propose
to go. By virtue of its very dynamics, a trade policy cannot be fully comprehensive in
all ity detaits. It would naturally require modification from time to time. We propose
to do this through continnous updation, based on the inevitable changing dynamics of
international trade. It is in partnership with business and industry that we propose to
erect milestones on this roadmap.

6.2 CHAPTER-1A: LEGAL FRAMEWORK

In exercise of the powers conferred under Section 5 of The Foreign Trade
{Development and Regulation Act), 1992 (No. 22 of 1992), the Central Government
hereby notifies the Foreign Trade Policy for the period 2004-2009 incorporating the
Export and [mport Policy for the period 2002-2007, as modified. This Policy shall
come into force with effect from 1st September, 2004 and shall remain in force up to
31st March, 2009, unless as otherwise specified.

The Central.Government reserves the right in public interest to make any amendments
o this Policy in exercise of the powers conferred by Section-3 of the Act. Such
amendment sball be made by means of a Notification published in the Gazette of
India.

Any Notifications made or Public Notices issued or anything done under the previous
Export/Import policies, and in force immediately before the commencement of this
Policy shall, in so far as they are not inconsistent with the provisions of this Policy,
continue to be in force and shall be deemed to have been made, issued or done under
this Policy.

Licences, certificates and permissions issued before the commencement of this Policy
shall continue to be valid for the purpose and duration for which such licence,
cerlificate or permission was issued unless otherwise stipulated.

In case an export or import that is permitted freely under this Policy is subsequently
subjected to any restriction or regulation, such export or import will ordinarily be
permitted notwithsianding such restriction or regulation, unless otherwise stipulated,
provided that the shipment of the export or import is made within the original validity
of an imevocable letter of credit established before the date of imposition of such
resiriction,

6.3 CHAPTER-1B: SPECIAL FOCUS INITIATIVES

Those sectors which have significant export prospects abreast of potential for
employment generation in the semi-urban and rural areas have been identified as the
thrust sectors. For these areas, special sectoral sirategies have been prepared. Further,
from time to time, sectoral initiatives in other sectors will be announced. Currently
Special Focus Initiatives have been prepared for the agriculture, handicrafts, gems &
jewellery, handlooms and leather & footwear sectors. The threshold limit of
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6.5S CHAPTER-2: GENERAL PROVISIONS REGARDING

IMPORTS AND EXPORTS

Exports and Imports shall be free. except in cases where they are regulated by the
provisions of this Policy or any other law for the time being in force. The item
wise export and import policy shall be, as specified in ITC{HS) published and
notified by Director General of Foreign Trade, as amended from time to time,

Every exporter or importer shall comply with the provisions of the Foreign Trade
{Development and Regulation) Act, 1992, the Rules and Orders made there under,
the provisions of this Policy and the terms and conditions of any licence/
certificate/permission granted to him, as well as provisions of any other law for
the time being in force. All imported goods shall also be subject to domestic
[Laws, Rules, Orders, Regulations, technical specifications, environmental and
safety norms as applicable to domestically produced goods. No import or export
of rough diamonds shall be permitted uniess the shipment parcel is accompanied
by Kimberley Process (KP) Certificate required under the procedure specified by
the Gem & Jewellery Export Promotion Council (GJEPC).

If any question or doubt arises in respect of the interpretation of any provision
contained in this Policy, or regarding the classification of any item in the ITC(HS)
or Handbook (Vol.1) or Handbook {Vol.2), or Schedule Of DEPB Rate the said
question or doubt shall be referred to the Director General of Foreign Trade
whose decision thereon shall be final and binding.

Any goods, the export or import of which is restricted under ITC{HS) may be
exported or imported only in accordance with a licence/certificate/permission or a
public notice issued in this behalf.

Any goods, the import or export of which is governed through exclusive or special
privileges granted to Siate Trading Enterprise(s), may be imported or exported by
the State Trading Enterprise(s) as specified in the ITC(HS) Book subject to the
conditions specified therein. The Director General of Foreign Trade may,
however, grant a licence/certificate/permission to any other person to import or
export any of these goods.

No export or import shall be made by any person without an [mporter-Exporter
Code (IEC) number unless specifically exempted. An Importer-Exporter Code
(IEC) number shall be granted on appiication by the competent authority in
accordance with the procedure specified in the Handbook (Vol.1).

After completion of the projects abroad, project contractors may import, without a
licence/certificate/permission, used goods including capital goods provided they
have been used for at least one year,

Wherever any duty free import is allowed or where otherwise specifically siated,
the importer shall execute a Legal Undertaking (LUT)Beank Guarantee (BG)/
Bond with the Customs Authority before clearance of goods through the Customs,
in the manner as may be prescribed. In case of indigenous sourcing, the licence/
certificate/permission holder shall furmish LUT/BG/Bond to the licensing
authority before sourcing the material from the indigenous supplier/nominated
agency.

All the exporters who have an export tummaver of at least Rupees 5 crore in the
current or preceding licencing year and have a good track record of three years of
exports will be exempted from fumishing a BG for any of the schemes under this
Policy and may furmish a LUT in lieu of BG.

Privale/Public bonded warehouses may be set up in the Domestic Tariff Area as
per the terms and conditions of notification issued by Department of Revenue.
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interest on delayed refund will be paid on all such claims that have become due on
or after 1.4.2007.

(b) The facility of export on consignment basis has been extended to the export of
coloured gem stones.

(c) In case of textile and granite sector ECHUs, payment of only excise duty on DTA
sale, in case the use of duty paid imported inputs is up to 3% of the FOB value of
exports.

{d) Any waste or scrap or remnant generated during manufacturing or processing
activities of an SEZ Unit/Developer/Co-developer to be disposed in DTA freely,
subject to payment of applicable Customs Duty.

(e) Withdrawal of the requirement of submission of non-availment of MODVAT
certificate in case of quantity based advance licence issued prior to 1.4.2002. This
step is likely to lead to closure of approximately 7000 old advance licences.

(f) Surat Hira Bourse has been recognized as port of exporl for jewellery, in addition,
to the existing facility for export diamonds from the Bourse.

{g) A few additional ports have been included under Export Promotion Schemes. This
will help in reducing costs and adhering to delivery schedules. Some more ports
are also under consideration,

Measures te Reduce Transaction Cost to Expaorters

{(a) Advance Authorisation Scheme and EPCG Scheme will be EDI enabled through
the electronic message exchange with effect from 1.7.2008, This will do away
with the present requirement of physical verification and regisiration at Customs
end.

(b) W.e.f 01.01.2009, all existing EDI ports will be treated as a single pori and there
will be no requirement of TRA under Advance Authorisation Scheme.

(c) Payment of duty under EPCG scheme through debit of duty credit scrips under the
promotional schemes or DEPB w.e.f. 1.1.2009.

(d) Application fee for duty credit scrips and for EPCG Authorisations reduced from
Rupees 5 per thousand to Rupees 2 per thousand. The application fee for
Importer-Exporter Code Number has been reduced from Rupees 1000 to Rupees
250.

(e) Reduction of fee in case of supplementary claims from 10% to 2%.

Procedural Simplification

{a) EOUs shall be allowed to pay excise duty on monthly basis, instead of the present
system of paying duty on consignment basis, subject to conditions/documentation
to be notified by Dept. of Revenue.

{b) Prorata enhancement/reduction in CIF value or duty saved amount beyond 10%
hag been allowed under EPCG scheme, by Regional Authorities under DGFT.

{c) In respect of duty free import of R&D equipment, unils not regisicred with
Central Excise will be allowed to give instaliation certificate issued by an
independent Chartered Engineer in place of excise authorities.

(d) Centificate of Registration as Exporter of Spices (CRES) issued by Spices Board
shall be weated as Registration-Cum-Membership Certificate (RCMC) for al
purposes under this Policy.

(e) Central Excise to issue installation certificate under EPCG Scheme within 30 days
of intimation by the exporter.
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can be much higher but below the bound rates. India’s applied rates on several items
are still very high compared to the ASEAN countries. Though policymakers have
mentioned on several occasions inside and outside the Parliament that India’s tariff
wiil be similar to ASEAN very soon, with the present tanff structure, it is very
difficult to expect that it would happen that soon. India has bound 68 percent of its
tariff [ines compared to 6 percent prior to the UR. All agricultural tariff lines and 62
percent of the taniff lines of industrial goeds are bound. Though at present, the applied
rates are below the bound levels, producer lobby may put pressure at any time on the
Goverament to impose uariff very close to the bound rate. If that happens, this would
be equivalent te the previous ‘licence raj’ system,

6.17 LESSON END ACTIVITY

[dentify and discuss the major changes in India’s foreign trade policy that have been
adepted afier independence.

6.18 KEYWORDS

Exim Policy: Pelicy related to commerce.
FTP: Fereign Trade Policy
Import Barrier: Any regulation or policy that restricts international trade.

Export Promotion: A strategy for economic development that siresses expanding
exports, often through policies to assist them such as export subsidies, etc.

6.19 QUESTIONS FOR DISCUSSION

1. Discuss the new schemes initiated in the foreign trade policy, 2004,

2. What are the strategies to achieve the objectives of the FTP 2004-89?
3. Describe the features of “Serves from India Scheme”.
4

What are the main features of the Foreign Trade Policy { Annual Supplement),
2008?

Check Your Progress: Model Answer

l. Major Change in India’s Exim Policy During the Lust 60 Years: For
almost half a century, India maintained one of the restrictive trade
regitnes in the world. It imposed a system of high taniffs and stiff non-
tariff barriers such as licensing and quotas, which virtually closed the
economy front the international trade arena. India implemented econemic
reform since the middie of 1991, and has made drastic changes in trade
policy to reerient itself to integrate with the global economy.

2. In India, the main legislation concerning foreign trade is the Foreign
Trade (Development and Regulation) Act, 1992, With ecenomic reforms,
globalisatien of the Indian economy has been the guiding factor in
formulating the trade policies. The reform measures introduced in the
subsequent policies have focused on liberalization, epenness and
transparency. They have provided an export friendly environment by
simplifying the procedures fer trade facilitation,
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7.0 AIMS AND OBJECTIVES

After studying this lesson, you should be able to understand:

e Dynamic environment of intermational business

e Impact of economic reform on intemational business
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® Textiles: Phases out quolas erected by the United States and other wealthy
industrialized countries to limit imports from developing nations over a 10-year
period. The quotas would be replaced in some cases by tariffs,

o Intellectual Property: Establishes new rules to clamp down on theft of copyrights
and patents, protect manufacturers and consumers against fake products, and
encourage new inventions through better patent protection.

7.6 IMPLICATIONS FOR INTERNATIONAL BUSINESS

International business is much more complicated than domestic business because
couniries differ in many ways: (i) Countries have different political, economic, and
legal systems. {ii) Cultural practices can vary dramatically from country to country.
(iit) educations and skill leve] of the population are different. (iv) countries are at
different stages of economic development. All these differences have major
implications for the practice of intemational business. They have a profound impact
on the benefits, costs and risks associated with doing business in different countries;
the way in which the operations in different countries should be managed, and the
strategy intemational firms should pursue in different countries. More specificalty:

s Political systems can be assessed according to two dimensiens: the degree to
which these emphasize collectivism as opposed to individualism, and the degree
to which they are democratic or totalitarian.

® There are four broad types of economic systems: a market economy, a command
economy, a mixed economy, and a state-directed economy. In a market economy
prices are free of controls and private ownership is predominant, In a command
economy, prices are set by ceniral planners, productive assets are owned by the
state, and private ownership is forbidden. A mixed economy has elements of both
a market economy and a comumand economy. A siate-directed economy is one in
which the state plays a significant role in directing the investment activities of
private enterprise through *industrial policy” and in otherwise regulating business
activity in accordance with national goals.

e Differences in the structure of law between countries have important implications
for the practice of international business. The degree to which property rights are
protected can vary dramatically from country to country, as can product safely,
and product ltability legislation and the nature of contract law.

7.7 IMPLICATIONS FOR BUSINESS REGARDING
DIFFERENCES IN POLITICAL ECONOMY

The implicaticns for international business regarding national differences in Political
Economy can be discussed into two broad categones. First, the political, economic
and legal environment of a country clearly influences the attractiveness of that country
as 2 market and/or investment site. The benefits, costs and risks assoctated with doing
business in & country are a function of that country's political, economic, and legal
systems. Second, the political, economic, and legal systems of a country can raise
imponant ethical issues that have implications for the practice of international
business.

e Auractiveness: The overall atractiveness of a country as a market and/or
investment site depends on balancing the likely long-term benefits of doing
business in that country against the likely costs and risks. We consider the
determinants of benefits, costs and risks.

% Benefirs: The long-term monetary benefits of doing business in a couniry are
a function of the size of the market, the present wealth (purchasing power) of
consumers in that market, and the likely future wealth (purchasing power) of
consumers. While some markets are very large when measured by the number












108
[mierpational Business

® Creation of legal sysiems to safeguard the property rights: Without a legal
system that protects property rights, and without the machinery to enforce that
system, the incentive to engage in economic activity can be reduced substantially
by private and public entities, including organized crime, that expropriate the
profits generated by the e[orts of privaie-sector entrepreneurs. This has become a
problem in many former Communist states, such as Russia, where organized
crime has penetrated deeply into the fabric of many business enterprises. When
communism collapsed, many of these countries lacked the legal structure required
to protect property nghts, all property having been held by the state. Although
many states have made big sirides toward instituting the required system, it will
be many more years before the legal system is functioning as smoothly as it does
in the West,

7.12 GLOBALIZATION AND INTERNAL REFORM
PROCESS

7.12.1 Internal Structural Reforms Process in India

Since July 1991 Indian Govt. has adopted comprehensive liberalization measures to
improve supply side of the economy.

The first phase of economic reforms started in 1985 when Prime Minister Rajiv
Gandhi declared New Economic Policy which aimed at improving productivity,
absorption of medermn technelogy, fuller utilization of installed capacity and providing
greater role to the private sector in order to achieve these objectives, under new
policy several policy changes were introduced relating to technology up gradation,
elimination of controls and restrictions, foreign equity capital, fiscal policy
rationzlizing and simplifying the system of fiscal and adminisirative regulation, expon
import policy etc. It was expected that these measures will increase investment in
private sector that will help in achieving higher rate of economic development and
modernization of Indian economy. However the first phase of economic reforms
failed to deliver goods; and deficit in balance of trade during the Sixth Plan increased
from Rs. 5935 crores to Rs. 10841 crores during seventh Plan the receipts on invisible
account also declined significantly. Thus the country staried facing serious balance of
payments crisis. In order to save the country the Govt. had to approach the World
Bank and IMF to sanction the loan of §7 billion. The IMF finally decided to advance
the loan but it insisted that the economy be pot on the right track. So the government
had to set certain macro economic targets and initiated certain policy measures for
bringing about structural changes in Indian Economy. These measures may be
summarized as follows:

1. Trade and Capital Flows Reforms: These measures include:

% Devaluation of Rupee by 22% against currencies of the leading industrial
countries.

Introduction of the convertibility of rupee first on trade account and then for
entire current account transactions...

-
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# Liberalization of imports.
% Substantial reduction in customs tariff rates and thrust on exports.

< Liberation of capital flows in the form of foreign direct investment as a part of
the package of extemnal sector reforms.

Foreign companies are now allowed to use their trade marks, accept appointment

as technical and managerial advisers, borrow and accept deposits from the public

and repatriate profits.

These liberalization measures relating to foreign investment have exposed
industrial activities to extensive controls of MNCs. It is also argued that MNCs

































sheer numbers in the Indian workforce with lower level of productivity, education
and skills in many cases has now created a new set of problems making many
Indian companies globally in — competitive.

On a more positive note, many Indian Companies have taken steps in the right
direction, albeit slowly, benchmarking the experience of Asian countries by adopting
and modifying their strategies and bringing considerable changes by improving upon
policies in key areas.

7.12.5 Consequences of Globalization on Different Companies

Virtually all companies had started placing emphasis on the up-gradation of
managerial and professional skills.

A proper linkage between technology and management practices is being focused.
Technology transfer affects the employment situation of an organization.
Increased automation can lead to reduction of jobs and subsequently surplus of
manpower. Hence the focus in such a sitwation will be on training and
development as also on restraining, redeployment and restructure. On the other
hand, liberalization has also created jobs requiring superior skills, which are
associated with higher wages and opportunities.

A flat organizationzl stmacture had resulted in fewer levels of hierarchy and
enhanced empowerment. Empowerment to all categories, from shop floor workers
to managers, had facilitated independent decision-making, flexibility and trust.
This has led to empowered employee involvement and motivation.

People at the middle levels of management were becoming more participative and
result oriented. On the other hand, decision-making was increasingly being
handled at the group level.

Insecurity levels among employees had diminished and their sense of
responsibility had increased.

There was an emphasis in openness and transparency. An improvement in the
communication channels within the organization had resulted in better
mterpersonal relations and net working among untts. Month-end Floor meetings,
open house and open sessions had greatiy helped in this direction
Communications had also been enhanced through notice boards, house journals,
product sessions, eic.

Changes in recruitment policy had led to;

I. Induction of professionals with diverse technical, managerial and academic
backgrounds.

2. A fall in the average age of employees.
Higher salaries and more responsibilities for young employees.

The induction of human resource professionals at senior levels, implying
increased recognition in this area.

Meritocracy in personal policy which included performance based rewards for
employees.

Provision of VRS by companies to employees.

A new culture that emphasized on employees' role of supporting rather than

‘reporting’  within the organization. Externatlly it emphasized employee
commitment to customer satisfaction,

Networking of various division or functions (marketing, manufacturing, vendor
development, human resources management, efc.) within the organization with a
vicw to create a responsive goal oriented and competitive organization.

11%
Changes in the Global Economy
and Economic Reforms


















7.17 REFERENCES & SUGGESTED READINGS

Laudon, K. C., & Laudon, J. P. (2020). Management information systems: Managing the digital
firm (16th ed.). Pearson. ISBN: 9780135191798

O’Brien, J. A, & Marakas, G. M. (2019). Management information systems (11th ed.). McGraw-
Hill Education. ISBN: 9781260541758

Baltzan, P. (2021). Business driven information systems (8th ed.). McGraw-Hill Education.

{SBN: 9781264069111

Stair, R., & Reynolds, G. (2021). Principles of information systems (14th ed.). Cengage Learning.

ISBN: 9780357112386

Haag, S., & Cummings, M. (2019). Management information systems for the information age
(10th ed.). McGraw-Hill Education. ISBN: 9781260167873

125
Changes in the Global Economy
and Economic Reforms



UNIT

8

FOREIGN DIRECT INVESTMENT

CONTENTS

8.8  Aims and Objectives

8.1  Tntroduction

8.2  Foreign Direct Investiment in the World Economy
83  The Form of FDI: Acquisition versus Green Field Investments
8.4  Horizontal Foreign Direct investment

8.5  Venrical Foreign Direct Investment

8.6 lmplicationS of FDI for Business

8.7 FDIinlIndia

8.8 LetusSumup

8.9  Lesson End Activity

8.10 Keywords

8.11  Questions for Discussion

812 References & Suggested Readings

8.0 AIMS AND OBJECTIVES

Afler studying this lesson, you should be able to:
e Describe the trends of global FDI
o Know different types of FDI

e Point out effects of FDI on nationai economy

8.1 INTRODUCTION

Through Foreign Direct lnvestment a firm invests directly in facilities to produce
and/or market a product in a foreign country. Example: In the early 1980°s Honda, a
Japanese automobile company, built an assembly plant in Ohio and began to produce
cars for the North American market, These cars were substitutes for imports
from Japan. Once a firm undertakes FDI, it becomes a Multinational Enterprise
(The meaning of Multinational being “*inore than one country™).

FDI takes on two main forms; the first is a green field investment, which involves the
establishment of a wholly new operation in a foreign country. The second involves
acquiring or merging with an existing firm in a foreign country. Acquisition can be a
minority (where the foreign firm takes a 19 percent to 49 percent interest in the
company’s Share Capital and voting rights), or majority (foreign interest of 1@ percent
to 99 percent) or full outright stake (foreign interest of 100 percent).

There is an important distinction between FDI and Foreign Portfolio Investment (FPI).
Foreign portfolio investment is investment by individuals, firms or public bodies
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been targeted at the emerging econcomies of south, East, and Southeast Asia, Driving
much of the increase has been the growing importance of china as a recipient of FDIL
In 2000, China received direct investments valued at about 440 billion, and that
investment increased in 2001 as China prepared to join the World Trade Organization.
Latin America emerged as the next most important region in the developing world for
FDI mflows.

Source of FDI

Since World War I1, the United States has traditionally been by far the largest source
country for FDI. During the late 1970s the United States still accounted for about 47
per cent of all FD1 outflows from industrialized countries, while the second place
United Kingdom accounted for about 18 per cent. US firms dominated the growth of
FDI in the 1960s and 70s. By 1980, 178 of the world’s largest 382 multi nationals
were US firms and 40 of them were British. However, during §985-90 the United
States slipped to third place behind Japan and the United Kingdom. Since then the
United States regained its dominant position in every year but 1999 and 2000,when
the United Kingdom was the largest spurce country. However, as a percentage of total
outward FDI flows, the US share declined to less than 20 per cent by 1998-2001. The
source of FDI by country remains highly concentrated with five countries (such as
United States, United Kingdom, Japan, Netherlands, France and Germany), generally
accounting for more than two-thirds of all foreign direct investment outflows.

The high level of FDI outflows from the United States during 1990-2000 was driven
by a combination of factors including a strong US economy; strong corporate profits
and cash flow, which have given firms the capital to invest abroad; and a relatively
strong currency. particularly since 1995, Similar factors explain the continued growth
of FDI outflows from the United Kingdom during the 1990s.

8.3 THE FORM OF FDI: ACQUISITION VERSUS-GREEN
FIELD INVESTMENTS

FDI can take the form of a green-field investment in a new facility or an acquisition of
or merger with an existing local firm. UN estimates indicate that in 2001 some 78 per
cent of all FDI inflows were in the form of mergers and acquisitions. There is &
marked difference, however between FDI flows into developed and developing
nations. In the case of developing nations, only about one-third of FDI is in the form
of cross-border mergers and acquisitions. The lower percentage of FDI inflows that s
in the form of mergers and acquisitions may simply reflect the fact that there are fewer
target firms to acquire in developing countries.

Firms prefer to acquire-existing assets rather than undertake green-field investments
because of the following:

First mergers and acquisitions are quicker to execute than green-field investments.
This is an important consideration. In the modern business world markets evolve very
rapidly.

Second foreign firms are acquired because those firms have valuable strategic assets,
such as brand loyalty, customer relationships, trademarks or patents, distribution
systems, production systems, and the like. It is easier and perhaps less risky for a firm
to acquire those assets than to build them from the ground up through green-field
investment.

Third firms make acquisitions because they believe they can increase the efficiency of
tbe acquired unit by transfermng capital, technology, or management skiils,















The majority of the limited evidence seems to support these conjectures. In addition,
licensing is not a good option if the competitive advantage of a firm is based upon
managerial or marketing knowledge that is embedded in the routines of the firm,
and/or the skills of its managers, and is difficult to codify in a “book of blueprints™.
This would seem to be the case for firms based in a fairly wide range of industries.

Firms for which licensing is a good option tend to be in industries whose conditions
are opposite to those specified above. Licensing tends to be more common (and more
profitable) in fragmented, low-technology industries in which globally dispersed
manufacturing 5 not an option. Licensing is also easier if the knowledge lo be
transferred is relatively easy to codify .A good example of an industry where these
conditions seem to exist is the fast food industry. McDonalds has expanded globally
by using a franchising strategy. Franchising is essentially the service industry version
of licensing-although it normally involves much longer-term commitments than
licensing. With franchising, the firm licenses ils brand name to a foreign firm in return
for a percentage of the franchisee's profils. The franchising contract specifies the
conditions that the franchisee must fulfill if it is to use the franchisor’s brand name.
Thus, McDonald’s allows foreign firms to use it’s brand name as long as they agree to
run their restaurants on exactly the same lines as McDonald’s restaurants elsewhere in
the world.
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Figure 8.1: A Decision Framework
This strategy makes sense for McDonald’s because:
(a) Like many services, fast food cannot be exported.

(b} Franchising economizes the costs and risks associated with opening foreign
markets,
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(c) Unlike technological, brand names are easy to protect using a contract.

{d) There is no compelling reason for McDonald's to have tight conmirol over
franchisees, and

{e} McDonald's know-low, in terms of how 1o run a fast-food restaurant, is amenable
to being specified in a writien contract e.g. the contract specifies the details of
how to run a McDonald’s restaurant).

It may be noted that McDonald's does undertake some FDI to establish “master
franchisors” in each country in which it does business, These master franchisors are
normally joint ventures with local companies and their task is to manage McDonald's
franchisees within a particular country.

In contrast to the market imperfections approach, the product life-cycle theory and
Knickerbocker’s theory of horizontal FDI tend to be less useful from a business
perspective, These two theones are descriptive rather than analytical. They do # good
job of describing the historical pattern of FDI, but they do a relatively poor job of
identifying the factors that influence the relative profitability of FDI, licensing and
exporting. The issue of licensing as an alternative 10 FDI is ignored by both these
theories.

Finally, with regard to vertical FDI, both the market imperfections approach and the
strategic behaviour approach have sorne useful implications for business practice. The
strategic behaviour approach points out that vertical FDI may be a way of building
barriers to entry into an indusiry. The strength of the market imperfections approach is
that it points the conditions under which vertical FDI might be preferable to the
alternatives. Most importantly, the market imperfections approach points to the
importance of investments in specialized assets and imperfections in the market for
know-how as factors thal increase the relative attracliveness of vertical FD].

8.7 FDI IN INDIA

India has retained its position as the second most-preferred glohal location for foreign
invesimesnt in 2008 and will continue to do so till 2010. lagging only behind China,
the United MNations Conference on Trade and Development (UNCTAD) has said in
World Investment Report 2008.

In the schema of classification of capital flows based on duration, FDI has been the
most attractive type of capital flows for emerging markel economies because of its
lasting nature and also because it is considered a vehicle for transformation of the
domestic production pracess through bridging the technological gap. Concerted
efforts towards anracting FDI through an emphasis on policies of promoting non-debt
creating capital inflows during the reform period did not yield results on the expected
lines initially.

FDI in India has increased over the years due 1o the efforts that have been made by the
Indian government. The increased tlow of FDI in India has given a major boost to the
country's economy and so measures must be taken in order to ensure that the flow of
FDI in India continucs to grow,

The total amount of FD1 in India came 1o around US$ 42.3 hillion in 2001, in 2002
this figure stood at USS 54.1 billion, in 2003 this figure came to US3 75.4 billion, and
in 2004 this figure increased to US$ 113 billion.

With reform in policies, betler infrastructure and a more vibrant financial sector. FDI
inflows into India accelerated in 2006-07, On a gross basis, FDI inflows into [ndia,
after rising to a level of USS 6.2 billion in 2001-02, fell to US$ 4.5 billion in 2003-04.
After a recovery, the proportion has risen to reach US$ 23.0 billion in 2006-07. The
trend continued in the current financial year with gross FDI flows al USS 11.2 billion
in the first six months. FDI inflows continued to be preponderantly of the equity









4. Inward FDI is bad for (a) A developing economy and (b) A developed economy
and should be subjected to strict controls! Discuss.

5. Compare and contrast these explanations of horizontal FDI: the market
imperfections approach, Vermon’s product life-cycle theory, and Knickerbocker's
theory of FDI. Which theory do you think offers the best explanation of the
historical pattern of horizontal FD1? Why?

6. Compare and contrast these explanations of vertical FDI: the strategic bahaviour
approach the market imperfections approach. Which theory do you think offers
the best explanation of the historical pattern of vertical FDI? Why?

Check Your Progress: Model Answer
(e)
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9.0 AIMS AND OBJECTIVES

After studying this lesson, you should be able to understand:

e Institutional framework within which interational payments are made
e The way movements of capital are accommodated

e Exchange rates among currencies are determined

9.1 INTRODUCTION

The lesson examines the intermational monetary system that is the overall financial
environment in which global organisations operate.

The international monetary system can be defined as the institution framework within
which intermational payments are made, movements of capital are accommodated and
exchange rates among currencies are determined. It is a complex range of agreements.
rules, institutions, mechanisms and policies regarding exchange rates, intemnational
payments and the Row of capital. The intemational monetary system has evolved over
time and will continue to do so in the future as the fundamental business and political
conditions underlying the wotld economy continue to shift.






















































156
‘[ntemational Bustness

12. Which of the following institutions has international monetary corporation as its
primary concern:

(a) World Bank

(b) Bank for [nternational Settlements

(c) Intemational Monetary Fund

(d) Intemational Development Association
(e) Intemational Finance Corporation

I3. The value of special drawing rights (SDR’s) fluctuates in accordance with the
following currencies except:

(a) The Japanese Yen
(b) The Swiss franc
(¢} The British Pound
(d) The US Dollar
(e) None of the above

14. Which exchange rate system is best suited as an exchange rate system where a
home currency’s value is fixed to a foreign currency but moves in line with thai
foreign currency against other currenctes:

(a) Fixed
(b) Freely floating
(c) Managed float
(d) Pegged
{e) None of the above
15. Devaluation of a currency means:

(a) Government refixing the value of the local currency lower under the fixed
exchange system

(b) Market forces refixing the value of the local currency under the fixed
exchange system

(c) Market forces refixing the value of the local currency under the flexible
exchange system

(d) Government fixing the value of the local currency lower
(e} Both (b) and {c) above

Check Your Progress: Model Answer
1. (a)
2. (b)
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10.0 AIMS AND OBJECTIVES

After studying this lesson, you should be able to understand:

e The intricacies involved in the operations of the foreign exchange market within a
regulatory environment

10.1 INTRODUCTION

In this lesson, the settlement of intemational payments will be discussed. The
existence of a gumber of currencies gives rise to the need to transact in these
currencies for settling internatienal payments. We know that in intemational
transactions, at least one of the parties would be dealing in a foreign currency. For
example, if an Indian exporter sells some goods to someone in the US and the price is
determined in dollars, the exporter would be dealing in a foreign currency. Simifarly,
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10.11 QUESTIONS FOR DISCUSSION

1.

Which of the following is not a corporate function that makes exchange rate
forecasting necessary?

(a) Hedging decisions

(b) Capital budgeting decisions

(c} Exchange assessments

{d) Demand — supply approach

{e) None of the above

Which of the following is not a method of exchange rate forecasting?

(a) Monetary approach

(b) Assct approach

(c) Portfolio balancc

{d) Demand - supply approach

(e) None of the above

The predictions of the monetary approach are;

{a) An increase in the real GNP of a country causes its currency to appreciate
(b) An increase in the real money demand makes the currency appreciate

(c) An increasc in the money supply causes the currency to depreciate

(d) An increase in the nominal intcrest rates causcs the currency to depreciate
(e¢) All of the above

Give a tull definition of the market for foreign exchange

What is the difference berween the retail or client market and the wholesale or
interbank market for foreign exchange?

What are the market participants in the foreign exchange market?

What is meant by a currency trading at a discount or at a premium in the forward
market?

Discuss the implications of the deviations from purchasing power party for
countries’ competitive positions in the world market.

Explain the conditions under which the forward rate will be an unbiased
prediction of the future spot exchange rate.

. Debate the rclative merits of fixed and floating exchange rate regimes.

. What does the monetary theory of exchange rates assume about the

substitutability of different countries” monies and bonds?

. What does the monetary theory of exchange rates imply for:

{a) Relatively rapid growth in a country's money supply?
(b) Relatively rapid growth in a country’s national income?

(c) An increase in a country’s interest rates versus intercst rates in another
country?

. Does the asset approach to exchange rates consider expectations about future

exchange rates?

Check Your Progress: Model Answer
7.66%. ‘
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11.0 AIMS AND OBJECTIVES

After studying this lesson, you should be able to understand:

e Fluctuations in Foreign Exchange/Foreign exchange exposure
e Designing and implementing appropriate hedging strategies

e The economic theories of exchange rate

e “The asset approach” which considers how expectations about the future affect
today's exchange rates and “‘portfolio-balance approach™ which considers bonds
as well as money to be held

¢ Extension of the law of one price to goods and services in general and which
gives rise to the PPP principle

& As a relationship over time rather than at a point of time, PPP becomes a link
between changes in exchange rates and differences between inflation rates

11.1 INTRODUCTION

Foreign exchange exposure results in foreign exchange risk due to anticipated
variability in exchange rates. As business becomes increasingly global, more and
more firms find it necessary o pay careful attention to foreign exchange exposure and
to design and implement appropriate strategies to handle such risks. Suppose for
example that the US dollar substantially depreciates against the Japanese Yen, the
change in exchange rate can have significant economic consequences for both US and
Japanese firms. For example, it can adversely affect the competitive position of
Japanese car makers in the highly competitive US market by fercing them to raise
dollar prices of their cars by more than their US competitors do.

Changes in exchange rates can affect not only firms that are directty engaged in
international trade but also purely domestic firms. For example a US bicycle
manufacturer that sources only domestic materials and sells exclusively in the US
market with no foreign currency receivables or payabies in its acceunting book, can
be subject to foreign exchange exposure if it competes against imports say from a
Taiwanese bicycle manufacturer.


























http:50,000,000/2908375.20
http:2908,375.20
http:91576.74
http:2997601.90
http:91576.74



http:millionl(1.09












http:43.50/43.70
http:42.50/42.60




























































http:48.95/49.00

206
[nwemational Business

7. An industrial unit s Chennai exports washing machines te Dubai at a price of
$150 per unit. The company executed an order for the supply of 1208 units in
December 2005, The cempany uses Japanese motors for washing machines and
the cost of each motor is § 5. [is other variable costs per unit are Rs. 4208/-. The
allowances fixed cost of the company is Rs.1222,222. The spot rate of dollar in
December 2005 is Rs. 48/-. If rupee appreciates to Rs. 47/$, you are required to
find out by how many units should the company increase its sales, so as to
maintain the correct profit.

8. A UK MNC has a surplus of $ 1 million and repayment of US dollar 1.44 million
both for 3 months.

The spot $/ L 1.4400/20
3 months forward _ 9.0070 /0.0060

9. It can borrow the dolfar at a rate of 4% pa and convert pounds at 3% p.a. You are
required to determine the net cost of borrowing in dollars, by evaluating the
following two alternatives:

(a) Borrow dollar and convert pound
(b) Swap pounds into dollar for 3 months

19. An Indian company has an outward order for supplying brakes at the rate of $100
per piece. The exporter will have to import parts worth $ 50 per piece. In addition,
variable cost of Rs. 208 will be incurred per piece. Explain the impact of the
following if the exchange rate which is currently Rs, 36/$ moves to Rs, 40 /$.

{a) Transaction exposure

{b) Economic exposure if invoicing is done in rupees, price elasticity of demand
is 1.5 and the current order quantity is 1000 units

Check Your Progress: Model Answer
N PR )
Il 8
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12.0 AIMS AND OBJECTIVES

Afier studying this lesson, you should be able to understand:
e Strategic choices available 1o international firms
e Role of strategy in global expansion of businesses

¢ Implications of culture on international business

12.1 INTRODUCTION TO STRATEGY CHOICES

We have described in earlier lesson that the environment in which Intemnational
business competes include the different political, economic and cultural institutions
found in nations. Our focus now shifts from the environment to the firm itself and in
particular to the actions managers take to compete more effectively as an international
business. We discuss how firms can increase their profitability by expanding their
operations in foreign markets. We discuss different strategies that firms pursue when
competing internationally, pros and cons of these strategies, the various factors that
affect firms choice of strategy and what practice firms adopt across various national
markets.

12.2 STRATEGY AND THE FIRM

A firm’s strategy can be defined as the actions that managers take to adopt the goals
of the firm for most firms the goal is to maximize long term profitability. A firm
makes a profit if the price it can charge for its output is greater that the cost of
producing that output, profit (Il) is defined as the difference between total revenue
(TR) and total cost (TC) or

IT=TR-TC

Total Revenue (TR) are equal to price (P) times the number of units sold by the firm

Q)

Or TR=P*Q
Total cost (TC) are equal to cosi per unit (C) times the number of units sold or
LTC = C*Q
Total profit (11} is equal to profit per unit (I11) times the number of units sold or
I=1*Q

Profitability is a ratio or a rate of retum concept. A simple example would be rate of
return on sales (ROS) which is defined as profit (11} over Total Revenue (TR) or

ROS=1I/TR

Thus a firm might operate with a goal of maximizing its profitabiliry as defined by its
return on sales {(ROS) and its strategy would be the actions that its managers take to
atain this goal. A more common goal is to maxirnize the firms return on investment
(ROD) which is defined as RO1 = 11/ 1 where I represents the total capital invested in
the firm.

12.3 VALUE CREATION

Two basic corditions determine firms profit (11):

1. The value eustomers place on the firms goods or services and

2. The firms cost of production
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Cross-cultural Literacy

To combat the danger of being ill-informed, intemational business should consider
enjoying local citizens to help them do business in a particular culture. They must also
ensure that home-country executives are cosmopolitan enough to understand how
differences in culture affect the practice of international business. Transferring
executives overseas at regular intervals to expose them to different cultures will help
build a cadre of cosmopolitan executives. An international business must also be
constantly on guard against the dangers of ethnocentric behaviour. Ethnocentrism is a
belief in the superiority of one’s own ethnic group of culture. Hand in hand with
ethnocenitism goes a disregard or contempt for the cullure of other countries.
Unfortunately, ethnocentrism is all too prevalent; many Americans are guilty of it, as
are many French people, Japanese people, British people, and so on. Ugly as it is,
ethnocentrism is a fact of life, one that international businesses must be on continual
guard against.

Culture and Business Eihics

A certain level of faith that agreements will be honoured-, that parties to a transaction
will do the ethical thing-is required to encourage economic activity no matter what the
culture. In the West, the legal system and particularly our systems of contract law,
evolved to help assure people that agreements will be honoured but it is important to
recognize that the legal system is designed to deal only with the exceptions to the
general rule (which is embedded in our culture) that one should honour agreements. In
nations that lack a similar legal tradition, other institutions have emerged to help
assure people that the business agreements will be honoured.

Although many ethical principles are universal, some are culturally bound. When this
ts the case, international businesses may be confronted with difficult ethical dilemmas.

One response to such a dilemma is to argue that because customs vary from country to
country, businesses should adopt the customs of the country in which it is currently
doing business.

Culture and Competitive Advantage

The value systems and norms of a country influence the costs of doing business in that
country. The costs of doing business in a country influence the ability of firms to
establish a competitive advantage in the global market place. We have seen how
attitudes toward cooperation between management and labour, toward work, and
toward the payment of interest are influenced by social structure and religion. li can
be argued that the class-based conflict between workers and management found in
British society, when it leads to industrial disruption, raises the costs of doing business
in that culture.

For the international business, the conmection between culture and competitive
advantage is important for two reasons. First, the connection suggests which countries
are likely to produce the most viable competitors.

Second, the connection between culture and competitive advantage has important
implications for the choice of countries in which to locate production facilities and do
business. Consider a hypothetical case when a company has to choose between two
countries, A and B, for locating a production facility. Both countries are characterized
by low labour costs and good access to world markets. Both countries are of roughly
the same size (in terms of population) and both are at a similar stage of economic
development, In country A, the education system is undeveloped, the society is
characterized by a marked stratification between the upper and lower classes, the
dominant religion stresses the importance of reincamation and there are three major
linguistic groups. In country B, the education system is well developed, there is a lack
of social stratification, group identification is valued by the culture, the dominant
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12.21 KEYWORDS

First-mover advantages: Advantages accruing to the first to enter a market.

Global strategy: Stralegy focusing on increasing profitability by reaping cost
reductions from experience curve and location economies.

Economies of scale: Cost advantages associated with large scale production

International strategy: Trying to create value by transferring core competencies to
feresgn markets where indigenous competitors lack those competencies.

Multi-domestic strategy: Emphasizing the need to be responsive to the unique
conditions prevailing in different national markets.

Trans-national strategy: Plan to exploit experience-based cost and local economies,
transfer core competencies with the firm, and pay attentien te local responsiveness.

12.22 QUESTIONS FOR DISCUSSION

1. In a world of zero transportation costs, no trade barriers and nontrivial differences
between nations with regard to factor conditions, firms must expand
intemationally if they are to survive, Discuss.

2. Are the following global industries or multi-domestic industries: bulk chemicals,
pharmaceuticals, branded food preducts, moviemaking, television manufacture,
personal computers, airlines travel?

3. Discuss how the need for control over foreign operations varies with the strategy
and core competencies of a firm? What are the implications of this for the choice
of entry mode?

4. What do you see as the main problems likely te be associated with
implementation of a transnational strategy?

Check Your Progress: Model Answer

Factor endowments, comparative advantage, transportation costs, global
markets
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13.0 AIMS AND OBJECTIVES

After studying this lesson, you should be able to understand:

e How firms choose which foreign markets to enter and at the factors that are
important in determining the best timing and scale of entry

¢ The choice of entry mode

13.1 INTRODUCTION TO BASIC ENTRY DECISIONS

The choice for entering foreign market is another major issue with which international
business must wrestie. The various modes for serving foreign markets are exporting,
licensing or franchising to host country firms, establishing joint ventures with a host
country firms, setting up a new wholly owned subsidiary in host country to serve its































(a) Manufacture the preduct at heme and let foreign sales agents handle marketing.

(b) Manufacture the products at home and set up a wholly owned subsidiary in
Europe to handle marketing.

(c) Enter into a strategic alliance with a large European pharmaceutical firm. The
preduct would be manufactured in Europe by the 50/50 joint venture and
marketed by the European firm.

The cest of investment in manufacturing facilities will be a major one for the
Canadian firm, but is not outside its reach. If these are the firm's only options, which
one would you advise it to choose? Why?

13.9 KEYWORDS

Internatipnal Strategy: Trying to create value by transferring core competencies to
tereign markets where indigenous competitors lack those competencies

Multipoint Strategy: Emphasising the need to be responsive to the unique conditions
prevailing in different national markets.

13.10 QUESTIONS FOR DISCUSSION

1. What kinds ef companies stand to gain the most from entering into strategic
alliances with potential competitors? Why?

to

Discuss how the need for control over foreign operations varies with firms’
strategies and core competencies? What are the implications for the choice of
entry-mode?

3. Whose interests should be the paramount concern of government trade policy (the
interests of producers. business and their empioyees) or those of consumers?

4. Discuss the merits and demerits of the foilowing strategies to enter international
business: (i) Licensing (11) Strategic Alliance (iii) Joint Venture.

Check Your Progress: Model Answer
1. Technolegical know-how; management know-how;

2. technological know-how;

3. management know-how.
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14.0 AIMS AND OBJECTIVES

Afler studying this lesson, you should be able to:

e Describe meaning and features of international marketing

» Discuss reasons behind going international

e Distinguish between various types of international management orientation

» Segment international market

14.1 INTRODUCTION

One can observe rapid changes in the world markets which are resulting in the
emergence of new markets across the world. In this century China, India and Latin
America and the emerging market-based economies of Eastern Europe promise new

opportunities for global trade.


































market is a process of identifying the agglomeration of buyers, their wants, purchasing
power, geographical locations, their buying attitudes and behaviour, to facilitate the
targeting and positioning of the product.

14.13 QUESTIONS FOR DISCUSSION

I. Why firms go intemational? What are the problems inherent in intermational
marketing?

2. Explain the areas of SWOT analysis for achieving better market efficiency.

3. How can you describe the global market place of a multinational company? What
are the factors that influence the decision process of multinational companies
while identifying opportunities for global business?

4. What is Globat Market Segmentation? What are the bases and variables for
segmenting consumer markets?

S.  What are the reasons for Market Segmentation? What are the functional steps to
be considered by multinational companies for segmentation criteria? What
corporate strategy needs to be followed to implement the segmentation process?

Check Your Progress: Model Answer
(b) '
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15.0 AIMS AND OBJECTIVES

Afler studying this lesson, you should be able to:
e Get acquainted with pricing concepts and their relevance in strategic marketing

o Know the product strategies in contemporary situations

15.1 INTRODUCTI®N

Pricing goods and services is critical to maximizing the profit of business
organizations. Price is the one element of the marketing-mix that generates revenue:
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15.4.3 Cross Functional Teams

(ne way to achieve cross functional integration is to establish cross functional
product development teams composed of representatives from R&D, marketing and
production. Because these functions may be located in different countries, the team
will sometimes have a multinational membership. The objective of the team should be
to take a product development project from the initial concept development to market
introduction. A number of attributes is important for a product development team to
function effectively and meet all its development milestones.

The team should be led by heavy weight project managers who has high status within
the organization and who has the power and authority required to get the financial and
human resources the team needs to succeed. The leader should also be able to act as
an advocate of the 1eam to senior manager.

The team should be composed of at |least one member of each key function and have a
number of attributes including ability to contribute functional expertise, high standing
within their function, willing to share responsibility for team results and an ability to
put functional and national advocacy at sight.

The team member should be if physically, if possible co-located to create a sense of
camaraderie and to facilitate communication.

The team should have a clear plan and goal, particularly with regard to critical
development milestones and development budgets.

Each team needs to develop its own process for communication and conflict
resolution.

15.5 PRODUCT STRATEGY

Introduction

A product is a good, a service, or an idea consisting of a bundle of tangible and
intangible atinibutes that satisfies consumers and is received in exchange for money or
some other unit of value. Each product includes a bundle of attributes capable of
exchange and use. Product Planning refers 1o the systematic decision-making related
to all aspects of the development and management of the products of a company,
including branding and packaging.

Levels of the Product: A product is closely associated with the need and level of
satisfaction of the customers. It may be defined as an article introduced in the market
that grabs attention, arouses a desire for acquisition and an image of being able to
satisfy a want or need of a customer, Cbviously, the hierarchy of products is based on
their utility and intensity of customer satisfaction. In developing a useful product, a
planner has to look upon its levels, They are core products, tangible products or
augmented products. A core product or service that meets the basic need or service
may be defined as the product that provides a core benefit to a customer e.g. it may be
a piece of cloth, a food item or a drinking substance, irrespective of its taste, colour,
aesthetic appeal etc. The product planner has to.inake the core product tangible to
introduce it in the competitive market, allowing the customer to exercise his franchise,
rationally, considering competitive advantage,

The product augmentation is asset of approaches, followed by a company In
promoting its product through effective delivery and service. incentives to customers
and dealers warranty-to instill customers’ confidence in the product and maintain a
product-oriented relation of customers with the company.
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o Diversification strategy
e Value-marketing strategy

Each strategy is examined from the point of view of a business unit or profit centre.
The term “positioning’ refers to placing a brand in that pant of the market where it will
receive a favourable reception compared to competing products. The product should
be positioned so that it stands apart from competing brands. Positioning tetls what the
product stands for, what it is, and how customers should evaluate it. Positioning is
achieved by using marketing-mix variables, especially design and communication.
Although differentiation through positioning is more visible in consumer goods, it is
equally true of industrial goods. With some products, positioning can be achieved on
the basis of 1angible differences (e.g. product features); with many others, intangibles
are used to differentiate and position products,

15.5.9 Types of Positioning Strategies

The type of positioning strategies may be identified as single-brand strategy and
multiple-brand strategy. A company may be identified as single-brand strategy and
multiple-brand strategy. A company may have just one brand that it may place in one
or more chosen market segments, or, alternatively, it may have several brands
positioned in different segments simullaneously.

15.5.10 Types of Product Strategy

The product overlap strategy may be understood as competing against one's own
brand through mtroduction of competing products, use of private labelling, and selling
to original-equipment manufacturers.

The product scape strategy (PPS) deals with the perspectives of the product mix of a
company. The product scope strategy is determined by taking into account the overall
mission of the business unit. The company may adopt a single-product strategy, a
multiple-product strategy, or a system-of-products strategy, To increase economies of
scale by developing specialization for the single product a company may focus the
PSS.

The product-design strategy deals with the degree with the degree of standardization
of a producL The company has a choice among the following strategic options, viz.
standard product, customized product, and standard product with modifications. To
develop the standard product, the company should aim to ncrease economies of scale
while it focuses the strategy for customized product to compete against mass
producers of standard products through product design fexibility.

A new product strategy is difficult to implement if a ‘new product development
system’ does not exist within a company. Five components of this system should be
assessed: (a) corporate aspirations towards new products, (b) organizational openness
to creativity, {¢) environmental favour towards creativity, (d) screening method for
new ideas, and () evaluation process.

The product diversification strategy is developed for developing unfamiliar products
and markets through (a) concentric diversification {products introduced are related to
existing ones in terms of marketing or technology) (b) horizontal diversification (new
products are unrelated to exiting ones but are sold to the same customers), and
(c) conglomerate diversification (producls are entirely new).

The value marketing strategy concemns delivering on promises made for the product or
service. These promises involve product quality, consumer service, and meeting time
commitments. Value-marketing strategies are directed toward seeking total consumer
satisfaction. Jt means striving for excellence to meet customer expectations.
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{nternational pricing strategy is an important component of the overall international
marketing mix. Price discrimination exists whenever consumers in different countries
are charged different prices for the same product.

The concept of strategic price has three aspects as predatory pricing, multipoint
pricing and experience curve pricing. The ability to engage either in price
discrimination or strategic pricing may be limited by national or ioternational
reguiations.

A firm might vary aspects of its marketing mix from country to country to take into
account local differences in culture, economic conditions, product and technical
standards, distribution systems, govemment regulations, and the Yike. Such differences
may require variation in product attributes, distribution strategy, communications
strategy and pricing strategy.

Other things being equal the rate of new product development seems to be greater in
countries where: (i) More money spent on basic applied research and development
(i1) Underlined demand is strong (iii) Consumers are affluent (iv) Competition is
intense.

A product is closely associated with the need and level of satisfaction of the
customers. It may be defined as an article inroduced in the market that grabs
aftention, arouses a desire for acquisition and an image of being able to satisfy a want
or need of a customer.

The product hierarchy is the intra-level characteristics of the three broad levels of
products-core, tangible and augmented.

The definition of the product pbjectives of a foreign firm should emerge from business
definitions developed in accordance with the macroeconomic requirements of the host
country.

The international markets are not always homogeneous and markets i different
countries for a given product display different stages of development at the same time.
The phenomenon may be explained through the product life cycle concept wherein
products go through several life cycle stages over a period of time, and in each stage
different marketing strategies are appropriate.

Despite the risks involved, new product development is essential in international
market and companies need to make continuous efforts to develop new products, in
order to beat competitors. The product must be capable of earning substantial
revenues o recover the full investment that the company bas put into it, i.e. the cost of
design, manufacturing and inventory, market research, sampling and logistics and
physical distribution.

The portfolio matrix approach has given top management the tools to evaluate each
business in context of its environment and its unique contribution to the goals of the
company as a whole.

The product should be positioned so that it stands apart from competing brands.
Positioning tells what the product stands for, what it is, and how customers should
evaluate it. Positioning is achieved by using marketing-mix variables, especially
design and communication.

15,7 LESSON END ACTIVITY

Formulate a new product development strategy for BMW Z38 senes. Study the
attributes of the products, company profile, service stralegy and approaches
for customer delight. Visit the website of BMW for more information
{(websife:www.bmw.com)
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15.8 KEYWORD

Product Life Cycle: Products go through several life cycle stages over a period of
time, and in each stage different marketing strategies are appropriate. There are four
stages usually identified with the process: introductien, growth, maturity, and decline,
even for the products distributed in markets overseas.

15.9 QUESTIONS FOR DISCUSSION

1. How can you describe the global marketplace of a multinatienai company? What
are the factors that influence the decision process of multinational companies
while identifying opportunities for global business?

2. Is it necessary for companies to develop apprepriate segmentation techniques for
conducting business in their host countries? Discuss the different approaches by
which multinational companies segment global markets.

3. Discuss the process of perpetual mapping approach ef market segmentation. How
can a multinational cowmpany atiain long-term benefits of deriving consumer
segments through perpetual mapping methods?

4. Which is the most appropriate strategy for grouping countries with a view to
develop effective logistics and communication networks by multi-domestic
companies? Discuss the corporative advantages and losses in reference to the rest
of the grouping approaches.

5. What is a product line? How can the product-line be managed for optimum
business results?

6. Crnitically examine the different product strategies and discuss their relevance in
reference to the product life cycle.

7. Discuss the factors affecting firms it product-line management in the overseas
market. What care must be taken by the {irms for adding new product-line specific
to each market overseas?

8. What is the importance of the product portfolio matrix and how can it be
explained for the company that is in the stage of introduction and decline?

Check Your Progress: Model Answer
I. product-line and width
promotional approaches

2
3. new market segments
4

distribution strategy
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16.0 AIMS AND OBJECTIVES

After studying this lesson, you should be able to:

e Describe various channels of international distribution

s ldentify factors that affect channel selection

16.1 INTRODUCTION TO INTERNATIONAL
DISTRIBUTION
Effectiveness of marketing depends, among other things, on making the product

available at the right places and at the right time at the minimum possibie distribution
cost.

A distribution channel may be defined as “the path traced in the direct or indirect
transfer of title to a product as it moves from a producer to ultimate consumers or
individual users.” A distribution channel, in other words, is “the set of firms and
individuals that take title, or assist in transferring title, to the particular good or service
as it moves from the producer to the consumers”.

16.2 INTERNATIONAL CHANNEL SYSTEM

Where intemational marketing involves exporting, two categories of marketing
channels are involved, viz. channels between the nattons and channels within the
foreign market.

The intermational distribution system consists of two subsystems, namely, the
domestic system and the foreign system. The nature of channel system is affected by
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2. Channel(s) for the distribution of a product may be different in different countries. _ 267
A channel which is effective in one country may not be effective or available in WAl e i L i
another country. What are the channels referred here?

3. What are the important factors influencing the choice of channels?

4. Discuss 6Cs in Intemational Marketing.
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CONTENTS
17.0  Aims and Objectives
17.1 Inweduction
t7.2  Marketing Environment and Promotion Strategies
17.3  Major Decisions in International Marketing Communication
i7.4 Communication Mix
17.5 Problems in International Marketing Communication
17.6  Advertising
17.6.1  Developing Intemational Advertising Strategy
17.6.2 Adventising Environment
17.7  On-line Marketing-E-Business Enterprise
17.8  E-Commerce and E-Commerce Business Models and Strategies '
17.9 E-Communication
17.10 E-Collaboration
17.11 Let us Sum up
17.12 Lesson End Activity
17.13 Keywords
17.14 Questions for Discussion
17.15 References & Suggested Readings
17.0 AIMS AND OBJECTIVES

After studying this lesson, you should be able to understand:

e Why marketing communication or promotion, plays a very important role in

marketing, both domestic and international

17.1 INTRODUCTION

The word communication in marketing simply means the transmission of a message,
to the buyer or the consumer or the channel of distribution, in which the supplying
company aims to tell each one of those receiver why they should buy or handle the

product.

1. Communication performs one or more or all of the following function.

2. Making the potential consumers aware of the product.

3. Persuading the consumers to buy the product.














































17.13 KEYWORDS

International promotions are concemed with the planning, implementation and
control of persuvasive communication with customers in the intemational arena.
Promotion includes advertising, personal selling, sales promotion and publicity of
goods and services.

Advertising in foreign markets may be defined as the sirategy of communicating a
sales message to potential customers internationally. Advertising plays a crucial role
in intemational business and 15 crucial factor in achieving sales goals in a tough
competitive environment,

E-husiness Enterprise: E-business enterprise enables employees, professionals,
teams, groups, vendors, customers to perform business operations through electronic
exchange of data and information anywhere at any time. The business operations are
perfonned through E-communication and E-collaboration initiatives. Therefore,
E-business has a plobal market, reach, source and global competition,

17.14 QUESTIONS FOR DISCUSSION

1. Because of the differences in the marketing environment, promotion is often a
very complex problem in international, particularly in multinational marketing,
why?

2. What are the important steps in developing an effective international marketing
communtcation?

3. The international communication mix, alse called prometion mix has four major
tolls or channels. What are they? Under what situations these communication tool
or tools should be used?

4. What are the important problems or lactors those, make the development of
international communication so dilficult?

5. What are the problems faced in developing Intemational Advertising Strategy?

6. Discuss the environinental factors affecting advertising in intemational arena.

7. Discuss the Advertising Process in intemmational marketing. What are the
Advertising styles commonly used in international Marketing?

8. What do you mean by E-Learning and its evolution?

9. What are the advantages and disadvaniages of E-Leaming?

10. How E-Leaming can be compared with Brick and Mortar Schools? How does the
growing trend fit into the corporate world?

11. Define  E-organization, E-business,  E-communication, E-Commerce,
E-collaboration and their role in E-enterprise.

12. Compare and contrast E-enterprise Business Model with traditional business
organization model.

13. What is the value addition in E-enterprise business model going e-way for
managing business?

14. Explain how in E-enterprisc, managers role and responsibilities are changed?
Explain how manager is a knowledge worker in e-Enterprise?

15. Explain how going E-Way for managing business has affected the organization? It
is said that E-organizations are lean, flat, leamed, agile, and knowledge driven,
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18.0 AIMS AND @BJECTIVES

After studying this lesson, you should be able to:

e Understand HRM activities such as human resource strategy, staffing,
performance evaluation, management development, compensation and labour

relations in international business
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18.3.2 Expatriate Managers

Two of the three staffing policies-the ethnocentric and the geocentric-rely on
extensive use of expatriate managers. Expatriates are citizens of one country who are
working in another country. Sometimes the term impatriates is used to identify a
subset of expatnates who are citizens of a foreign country working in the home
country of their muitinational employer.

Expatriate Failure represents a failure of the firm’s selection policies to identify
individuals who will not thrive abroad. The cost of expatriate are high. The reasons

for failure are:

Inability to cope with larger overseas responsibilities.

[ ]

¢ Difficulties with new environment
e Personal or emotional problems

e Lack of technical competence

e Inability of spouse to adjust
Expatriate Seleciion

One way to reduce expatriate failure rates is by improving selection procedures to
screen out inappropriate candidates. For Foreign assignments five important factors
are important in assignee Success and their components are given below:

1.

~J

Job Knowledge and Motivation

Managerial ability
Organizational ability
Imagination
Creativity
Administrative skills
Alertness
Responsibility
Industriousness
Initiative and energy
High motivation
Franiness

Belief in mission and job

Perseverance

Relational skills

LI - D -

Respect

Courtesy and fact
Display of respect
Kindness

Empathy
Non-judgmentalness
Integrity
Confidence
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Global Human
Resources Management

The lesson focus en human resource management in international business. HRM
activities include human resource strategy, staffing, performance evaluation,
management development, compensation, and Jabour relations. All these activities
must be appropriate to firm’s strategy.

18.9 LESSON END ACTIVITY

What is Coca-Cola’s statfing policy for managerial positions: ethnocentric,
polycentric, or geocentric? Check from the internet site.

18.10 KEYWORDS

An expatriate manager: A national of one country appointed to a management
position in another country.

Ethnoceniric staffing: A statfing approach within the MNE in which all key
management positions are filled by parent country nationals

Polycentric staffing: A staffing policy in an MNE in which host-country natjonals are
recruited to manage subsidiaries in their own country, while parent-country nationals
occupy key positions at corporate head-quarters.

Geocentric: A stafting policy where the best pecople are sought for key jobs
throughout an MNE, regardless of nationality.

18.11 QUESTIONS FOR DISCUSSION

1. What are the main advantages and disadvantages of the ethnocentric, polyceniric
and geecentric approaches to stafting policy? When is each approach appropriate?

2. What is the link between an international business strategy and its human reseurce
management policies particularly with regard to the use of expatriate employees
and their pay scale?

3. It has been observed that many expatriate employees encounter problems that
limit both their effectiveness in a foreign posting and their contribution to the
company when they return home. What are the main causes and consequences of
these problems, and how might a firm reduce the occurrence of such problem?

4. In what ways can organized labour constrain the strategic choices of an
international business? How can an international business limit these consiraints?

5. A prominent issue in the international staffing i1s expatriate failure, defined as the
prematurc return of an expatriate manager to his home country. What can be
possible reasons for such an eventuality? How such failures can be prevented?

Check Your Progress: Model Answer
I: TrZ2 D389 F,5T
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19.0 AIMS AND OBJECTIVES

After studying this lesson, you should be able to understand:

e Types of outsourcing
¢ Reasons of outsourcing

e Advantages of India in global outsourcing

19.1 INTRODUCTION

Sourcing is the set of business processes required to purchase goods and services.
Managers must first decide which tasks will be outsourced and those that will be
performed within the firm. For each outsourced task, the manager must decide
whether to source from a single supplier or a group of suppliers. [f a portfolio of
suppliers is to be carried, then the role of each supplier must be ciarified. The next
step is te identify the criteria of selection and the performance parameters. Managers
then select suppliers and negotiate contracts with them. ®nce suppliers and coniracts
are in place, procurement processes that tacilitate the placement and detivery of orders
play a major role.

19.2 IT-ENABLED SERVICES

Intormatien technology enabled services, or ITES, is a form of outsourced service
which has emerged due te involvement of IT in various fields such as banking and
finance, telecommunications, insurance. etc, Some of the examples of ITES are
medical transcription, back-office accounting, insurance claim, credit card processing
and many mere.
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19.9 KEYWORDS

BPO: Business Pracess Oulsoﬁrcing

ITES: Information Technology Enabled Services

19.10 QUESTIONS FOR DISCUSSION

1. What is Business Process Outsourcing (BPO) and how it is related to IT enabled
services?

2. Why BPO has emerged and what are the arcas where BPO has prospered in recent
years.

3. BPO services in India-Can you prepare a SWOT analysis.
4. BPO Service in India-what are the strengths-opportunities?

Check Your Progress: Model Answer

Business Process Outsourcing (BPO) can be defined as the transfer of an
organization's entire non-core but critical business process/function to an
external vendor who uses an IT-based service delivery.
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20.0 AIMS AND OBJECTIVES

After studying this lesson, you should be able to understand:

¢ The genesis of trade restrictions as they evolved in the last five or six decades in
our country

* Govemment assistance in exporting

20.1 INTRODUCTION

The exim policy announced by the Commerce Minister lays down various trade
regulations governing exports and imports. These regulations have to be mandatorily
complied with, hy exporters, importers, authorised dealers and ail other market
players engaged in the business of exports/import transactions. Hence, it is necessary
for these players to familiarise themselves with the trade regulations. Moreover, they
are also required to keep a constant watch on any modifications/amendments to trade
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21.0 AIMS AND OBJECTIVES

After studying this lesson, you should be able to understand:

e The intricacies of intemational trade transactions in comparison to domestic trade

e The structuring of foreign trade transactions and various financing options
available in intermational trade

21.1 INTRODUCTION

Intemational trade is important for a country. In modem times it is virtually
impossible for a country to produce domestically everything its citizens need or
demand. Even if it could, it is unlikely that it could produce all items more efficiently
than preducers in other countries. Without international trade, scarce resources are not
put to effective use.

lntematignal rade is more difficult and risky, however, than domestic trade because
of financing. Mechanisms for financing exports and imports have evolved over the
centuries in response to a problem that can be particuiarly critical tn intemational
trade i.e. the lack of trust that exists when one must place faith in a siranger. Firms
engaged in intemational trade have to fmd someone that may have never seen, who
lives in a different country, one who speaks a different language, one who abides by
(or does not abide by) a different legal system, and who could be very difficult to
track down in case of default in fulfiling its delegation. For example, consider a US
firm exporting to a distributor in UK. The US businessman wnay be concurred that if
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Confirmation of the credit will be made by the advising bank only on the request
of the

(a} Importer

(b} Exporter

(c)} Exporter’s bank

(d} Opening bank

{e) Nominated bank

A revolving letter of credit:

(a) Is one in which the limit under the credit is renewed as and when bills drawn
under it are paid, to the extent of such bills.

(b} Is one in which the limit is reduced permanently to the extent of bills drawn
under the credit.

(c} Is useful where continuous transactions between the exporter and the importer
are expected.

{d) Both {a} and (¢} above

{e) Both (b) and (c) above

Which of the statement is correct - Standby credit
{a) 1s widely used in USA

(b) Is a substitute for bank guarantee

{(c) Is a credit that is payable upon adding evidence of a party's non-performance
of the agreement

{d) Both (b) and {¢) above
{e) All of (a), {b) and (c) above

Which of the following is the most risky form of payment from the point of view
of the exporter?

(a) Advance remittznce

(b} Open Account

(c) Consignment sale

(d) Documentary collections
(e) Letter of credit

Bank B bas been asked to add its confirmation to an irrevocable letter of credit by
the issuing bank. How will Bank B deal with such a request?

Midiand Bank has been requested to add its confirmation to a revocable letter of
credit by the beneficiary of the LC. How would the bank deal with such a request?

As a negotiating banker should B accept the following bill of lading? Bill of
lading is dated 19th January whereas the letter of credit calls for shipment towards
the ending of January.

. Bank B issued an irrevocable letter of credit in favour of an Australian exporter

through one of its branches in Australia, which confirmed the tetter of credit. The
goods underlying the LC were computers. The beneficiary of the credit refused to
accept it, on the ground that the LC is not confirmed by another bank but by a
branch of the issuing bank. Discuss.
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20). Bank B has received a bill drawn under an urevocable letter of credit opened by it
on behalf of customer ‘A’ covering shipments of diamonds from Australia to
Mumbai. On scrutiny of documents, Bank B finds that the certificate of
specification and fineness has not been submitted to the supplier. Discuss the
position of Bank B in such a case, in the light of VCP 560.

Check Your Progress: Model Answer
1. (a), 2.(b)
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