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International Business

Syllabus

UNIT -1

Introduction to International Business: Concept, Need, and Importance of
International Business. Globalization and it's importance in world economy
international business vs. domestic business, Complexities of international
business. Modes of entry into international business. International Business
Environment: National and foreign environments and their components
economic, cultural political and legal environments.

UNIT -2

Theories of international trade- Absolute advantage theory, Comparative
advantage theory, Factor proportion theory and Leontief paradox, Product life
cycle theory, National competitive advantage theory. Tariff and Non-Tariff
Barriers. Balance of payment account and its components.

UNIT -3

International Financial Environment: Foreign exchange market, Spot market,
spot rate quotations, bid-ask spreads, trading in spot markets, cross exchange
rates, forward markets, forward rate, long and short forward positions, forwards
premium and discount. Arbitrage, Hedging and Speculation Types of exchange
rate systems- fixed and floating, soft peg, crawling peg, free float, managed
flot. Foreign exchange risk and exposure. Exchange rate Determinations: Types
of Exchange rates, factors affecting exchange rate relative inflation rates,
interest rates, relative interest rates, relative income levels, government controls
and expectations.

UNIT -4

Foreign Trade Promotion measures and Organization in India. Special
economic zones (SEZ) and export-oriented units (with 100% export-oriented
units) foreign investment-concept, type and flow, Foreign investment in Indian
perspective. Financing of foreign trade and payment terms sources of trade
finance (Banks, factoring forfeiting Banker's Acceptance and Corporate
Guarantee) and forms of payment (Cash in advance, Letter of Credit.
Documentary Collection. Open Account).

UNIT -5

Regional Economic Integration: Forms of regional integration: Integration
efforts amongst countries in Europe, North America and Asia . EU, NAFTA,
SAARC and ASEAN. International Economic Organisations: WTO,
UNCTAD, World Bank and IMF
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Unitl:Introduction to International Business

1.1 Concept of International Business

International Business (I1B) refers to the exchange of goods, services, technology, and capital
across national borders. It involves the operations of multinational companies, exports,
imports, and foreign investments. The primary goal of international business is to expand
markets, acquire resources, and leverage global efficiencies.

o Key components of IB:
1. Trade in Goods and Services — Exporting and importing products and
Services.
2. Foreign Direct Investment (FDI) — Companies investing in foreign markets
by establishing subsidiaries, joint ventures, or direct investment in businesses.
3. Licensing and Franchising — Allowing foreign entities to use a company’s
intellectual property or brand.
Technology Transfer — Sharing or licensing technology to foreign entities.
International Financial Transactions — Involving currency exchange,
foreign exchange markets, and international payments.

o~

International business helps countries access resources unavailable or expensive in their own
countries. It allows firms to benefit from economies of scale, enhanced competition, and
access to advanced technology.

1.2 Need and Importance of International Business

International business is crucial for the economic development of countries and the growth of
firms. Here’s why:

1. Economic Growth:

o By engaging in international business, nations increase their market size. A
wider market allows for greater production efficiency, higher employment,
and increased national income.

o For firms, international expansion opens up opportunities to grow and expand,
increasing sales and profitability.

2. Access to Resources:

o Countries may lack certain resources (natural, technological, or labor-related)
and can access them through international business. For instance, oil-rich
countries like Saudi Arabia rely on international business to sell oil and import
technology and capital goods.

3. Innovation and Technological Advancement:

o Through international business, firms gain access to new technologies,
expertise, and innovation. For instance, companies like Microsoft or Apple
source ideas from around the world to stay competitive.

4. Cultural Exchange:
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o International business fosters understanding and exchange between cultures.
This leads to a better appreciation of diverse social, political, and economic
practices, driving innovation.
5. Risk Diversification:
o Companies that operate internationally can diversify their risks. When
business in one country slows down due to economic downturns, companies
can rely on markets in other regions to balance losses.

1.3 Globalization and Its Importance in the World Economy

Globalization refers to the growing interdependence of the world’s economies through trade,
communication, and technology. It has significantly shaped the modern global economy.

o Impact of Globalization on International Business:

1. Increased Trade and Investment: Globalization has reduced trade barriers,
leading to an explosion in the volume of global trade. This provides
companies with access to new markets and cheaper resources.

2. Technology and Communication: Advances in technology have allowed for
better communication, making it easier to conduct international transactions.
Technologies like the internet, mobile communication, and logistics have
transformed international business.

3. Competitive Pressure: As businesses enter international markets, they face
intense competition. This forces companies to innovate, improve quality, and
lower prices. For consumers, this means better products at lower prices.

4. Global Workforce: Through globalization, companies gain access to a global
labor pool. This leads to cost savings, as firms can hire skilled labor from
countries with lower labor costs.

1.4 International Business vs. Domestic Business

Domestic business refers to business activities conducted within the borders of a single
country, while international business involves cross-border transactions. The key differences
are:

1. Market Size: Domestic business operates within a confined geographic area, while
international business deals with markets that span the globe.

2. Cultural Differences: In international business, firms must deal with a variety of
languages, customs, and work ethics, while in domestic business, cultural factors are
usually more homogeneous.

3. Regulatory Environment: Domestic businesses are subject to national laws, while
international businesses must navigate both domestic and foreign laws, including
trade regulations, tariffs, and customs.

4. Currency and Exchange Rates: International businesses must consider currency
fluctuations, while domestic businesses only deal with one currency.

5. Political Risks: International businesses face the risk of political instability, whereas
domestic businesses operate in a relatively stable political environment.
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1.5 Complexities of International Business

International business presents unique challenges due to various factors, including political,
legal, cultural, and economic environments.

1. Cultural Differences:

o Cultural Sensitivity: International businesses must respect cultural
differences such as language, religion, customs, and business etiquette. For
instance, doing business in Japan requires an understanding of hierarchical
structures and the importance of consensus.

o Examples: In the U.S., punctuality is highly valued, while in some Latin
American cultures, flexibility with time is more common.

2. Legal and Political Risks:

o Political Risk: Political instability, changes in government, or expropriation
of assets can disrupt business. For instance, when Venezuela nationalized its
oil industry, international companies lost significant investments.

o Legal Compliance: International businesses must comply with laws across
different jurisdictions, including labor laws, environmental regulations, and
intellectual property laws. The U.S. Foreign Corrupt Practices Act (FCPA) is
one such example of a law that governs anti-bribery practices in international
transactions.

3. Economic Risks:

o Currency Exchange: The volatility of exchange rates can lead to significant
financial risk. Businesses that engage in international trade must manage this
risk through hedging or using forward contracts.

o Inflation and Economic Instability: Countries with unstable economies pose
risks to businesses. For example, hyperinflation in Zimbabwe led to a collapse
of many international business operations.

4. Language and Communication Barriers:

o International businesses must often overcome language barriers to ensure
effective communication. Miscommunication can lead to misunderstandings,
product failures, or damaged relationships.

1.6 Modes of Entry into International Business

There are several ways through which companies can enter foreign markets, ranging from
low-risk to high-risk options. Each mode offers its own set of opportunities and challenges.

1. Exporting:

o Exporting involves selling goods produced in the home country to customers
in foreign markets. It is the least risky way of entering international markets.
Companies can export directly (through their own sales team) or indirectly
(through intermediaries such as agents and distributors).

o Example: U.S. companies exporting technology products to European
markets.

2. Licensing:
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o Licensing allows a company to grant a foreign company the right to use its
intellectual property (such as patents, trademarks, or brand names) in
exchange for a fee or royalty. This is a less risky option as it requires minimal
investment.

o Example: McDonald's licensing its brand and operational model to
franchisees around the world.

3. Franchising:

o Franchising is a type of licensing where a company (the franchisor) grants the
right to use its business model, brand, and operating procedures to a foreign
company (the franchisee).

o Example: Brands like Subway and KFC have franchises all over the world.

4. Joint Ventures:

o A joint venture (JV) involves two or more companies coming together to form
a new business entity in a foreign country. This allows businesses to share the
risks, costs, and expertise required to operate in foreign markets.

o Example: Sony and Ericsson formed a joint venture to create mobile phones
in the 2000s.

5. Foreign Direct Investment (FDI):

o FDI involves a company investing directly in a foreign market by establishing
operations such as subsidiaries, branches, or joint ventures. FDI is riskier but
offers greater control over business operations and profits.

o Example: Walmart’s entry into India through joint ventures and retail stores.

6. Strategic Alliances:

o Strategic alliances are partnerships between companies to work together on
specific projects or objectives, without forming a new business entity. This
mode of entry is more flexible than joint ventures and requires less formal
commitment.

o Example: Starbucks entered into a strategic alliance with PepsiCo to sell
bottled Frappuccino.

1.7 International Business Environment

The environment in which international businesses operate is shaped by national and foreign
factors:

1. National Environment:
o Economic Factors: These include the country’s level of industrialization,
infrastructure, inflation rates, exchange rates, and economic stability.
Countries with strong economies like the U.S. and Germany attract more
international businesses.
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o Political Factors: The stability of a country’s government, trade policies, and
legal system impacts business decisions. Countries with strong legal protection
of property rights tend to attract foreign investment.

2. Foreign Environment:

o Cultural Factors: International businesses must adapt to cultural preferences,
languages, and societal norms to be successful.

o Legal Environment: Different countries have distinct laws, including labor

laws, taxation policies, environmental regulations, and intellectual property
rights.
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Unit:2Theories of International Trade

International trade refers to the exchange of goods, services, and capital across international
borders. Over time, several economic theories have been developed to explain why countries
engage in trade and how they benefit from it. Let’s explore some of the key theories in
international trade.

1. Absolute Advantage Theory (Adam Smith)

The Absolute Advantage Theory was proposed by Adam Smith in his book The Wealth of
Nations (1776). It states that if a country can produce a good more efficiently than another
country, it has an absolute advantage in producing that good.

o Key Concept:

o A country has an absolute advantage in the production of a good if it can
produce more of that good with the same amount of resources (e.g., labor,
capital, land).

o Example: If Country A can produce 100 units of cloth with 10 hours of labor
and Country B can only produce 80 units of cloth with the same 10 hours,
Country A has an absolute advantage in cloth production.

« Implication for Trade:

o According to Smith, countries should specialize in producing goods where
they have an absolute advantage and trade with others to get the goods they
produce less efficiently.

« Limitations:

o The theory assumes that there are no transportation costs and that labor is the
only factor of production, which isn’t always realistic.

o It doesn’t take into account other factors like differences in technology or the
effects of trade barriers.

2. Comparative Advantage Theory (David Ricardo)

The Comparative Advantage Theory was developed by David Ricardo in 1817 as an
extension of Smith's work. It builds upon the idea of absolute advantage and suggests that
countries should specialize in producing goods in which they have the lowest opportunity
cost of production.

o Key Concept:
o Even if a country does not have an absolute advantage in the production of any
good, it should still engage in trade if it has a comparative advantage in
producing one good relative to another.
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o Example: If Country A is better at producing both cloth and wine than
Country B, but the opportunity cost of producing wine in Country A is lower
than in Country B, Country A should specialize in wine and trade for cloth
with Country B.

e Opportunity Cost:

o The opportunity cost is what you give up to produce something else. For
example, if Country A can produce 10 units of cloth or 5 units of wine with
the same resources, the opportunity cost of producing one unit of wine is 2
units of cloth.

« Implication for Trade:

o Countries should trade in goods where they have a comparative advantage,
even if they do not have an absolute advantage. This benefits both countries as
it allows each to focus on what they produce most efficiently.

e Limitations:

o The theory assumes that factors like labor and capital are mobile and can
easily shift between industries.

o Itignores economies of scale and technology transfer, which can play
significant roles in trade.

3. Factor Proportion Theory (Heckscher-Ohlin Theory)

The Factor Proportion Theory, also known as the Heckscher-Ohlin Theory, was
developed by Swedish economists Eli Heckscher and Bertil Ohlin in the early 20th century.
This theory argues that the relative abundance of factors of production (e.g., labor, capital,
land) in a country determines its comparative advantage.

o Key Concept:

o A country will export goods that use its abundant factors of production and
import goods that use its scarce factors.

o Example: If a country has an abundance of capital but a shortage of labor, it
will export capital-intensive goods (like machinery) and import labor-intensive
goods (like textiles).

« Factor Intensity:

o Goods differ in the intensity with which they use various factors. For instance,
capital-intensive goods require more machinery and technology, while labor-
intensive goods need more human effort.

« Implication for Trade:

o Countries will export products that make use of the factors in which they are

abundant and import products that require factors in which they are scarce.
e Limitations:

o The theory assumes that factors of production are homogenous across
countries and that there are no transportation costs or trade barriers.

o Empirical evidence has shown some anomalies to this theory, like the
Leontief Paradox.
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4. Leontief Paradox

The Leontief Paradox challenges the Heckscher-Ohlin Theory. The paradox was observed
by economist Wassily Leontief in 1953 when he found that the United States, despite being
capital-abundant, was exporting labor-intensive goods and importing capital-intensive goods.

o Key Concept:

o According to the Heckscher-Ohlin Theory, the U.S. should export capital-
intensive goods and import labor-intensive goods, but Leontief’s research
found the opposite to be true.

e Explanation:

o The paradox suggests that there may be other factors at play, such as
technological advantages or differences in productivity, which the Heckscher-
Ohlin model does not account for.

5. Product Life Cycle Theory (Raymond Vernon)

The Product Life Cycle Theory was developed by economist Raymond Vernon in the
1960s. It explains how trade patterns evolve as products go through different stages in their
life cycle.

o Key Concept:

o Introduction Stage: A new product is developed and introduced in the home
country (usually a developed country like the U.S.).

o Growth Stage: As demand grows, production may move to other developed
countries, and eventually to developing countries with lower labor costs.

o Maturity Stage: Production shifts to low-cost countries, and the product may
become standardized.

o Decline Stage: Production may be outsourced to the least-cost country.

« Implication for Trade:

o The product’s life cycle stages influence trade patterns, with developed
countries first importing products and then exporting them as they move
through the stages of the cycle.

« Limitations:

o The theory assumes that technological innovations always start in developed
countries and that companies have the same incentives across the product
cycle.

6. National Competitive Advantage Theory (Porter’s Diamond)
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Michael Porter developed the National Competitive Advantage Theory in his book The
Competitive Advantage of Nations (1990). Porter suggests that the competitive advantage of a
nation in international trade depends on the following factors:

o Key Factors (Porter’s Diamond):
1. Factor Conditions: The availability of skilled labor, capital, and natural
resources.
2. Demand Conditions: The nature of domestic demand for the product.
3. Related and Supporting Industries: The presence of competitive suppliers
and related industries.
4. Firm Strategy, Structure, and Rivalry: The domestic competition,
organizational culture, and strategies of firms within the country.
e Implication for Trade:
o Nations with favorable conditions in these areas tend to have industries that
are internationally competitive.

7. Tariffs and Non-Tariff Barriers
7.1 Tariffs

A tariff is a tax imposed by a government on imported goods or services. It is the most
common form of trade barrier. Tariffs increase the price of foreign goods, making them less
competitive in the domestic market.

e Types of Tariffs:
1. Ad Valorem Tariff: A percentage of the value of the imported goods.
2. Specific Tariff: A fixed fee per unit of the imported good.
3. Compound Tariff: A combination of ad valorem and specific tariffs.
e Purpose of Tariffs:
o To protect domestic industries from foreign competition.
o To generate government revenue.

7.2 Non-Tariff Barriers (NTBS)

Non-Tariff Barriers are restrictions other than tariffs that countries impose to control the
amount of trade across their borders. They include:

1. Quotas: Limits on the quantity of a product that can be imported or exported.

2. Subsidies: Government payments to domestic industries to make them more
competitive in international markets.

3. Import Licensing: Requiring importers to obtain authorization before bringing in
certain products.

4. Customs Procedures: Complicated customs procedures and documentation
requirements can delay trade.
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5. Voluntary Export Restraints (VERSs): Agreements between countries where the
exporting country agrees to limit the amount of goods exported to the importing
country.

8. Balance of Payments (BOP)

The Balance of Payments (BOP) is a statement that summarizes all economic transactions
between residents of a country and the rest of the world. It helps in understanding the
international economic position of a country.

Components of the Balance of Payments:

1. Current Account:
o Records the trade in goods and services, income from investments, and
transfers.
o Subcomponents:
= Trade Balance: Exports minus imports of goods and services.
= Income Balance: Net income from foreign investments.
= Transfer Payments: Money sent or received in the form of
remittances, foreign aid, etc.
2. Capital Account:
o Records capital transfers, like foreign investments and loans.
3. Financial Account:
o Tracks investments, such as direct investment, portfolio investments, and other
financial assets.

e Implications of BOP:

o Asurplus in the BOP indicates that a country is exporting more than it is
importing, whereas a deficit indicates the opposite.
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Unit:3 International Financial Environment

The International Financial Environment refers to the conditions, systems, and markets
that facilitate the exchange of currencies across borders. Understanding how foreign
exchange (FX) markets operate and the factors influencing exchange rates is critical for
businesses, investors, and governments. These markets affect global trade, investment
decisions, and international economics.

1. Foreign Exchange Market

The Foreign Exchange Market (Forex or FX market) is the global marketplace for buying
and selling currencies. It is one of the largest and most liquid markets in the world, with a
daily turnover of over $6 trillion.

Key Characteristics of the FX Market:

o Decentralized Market: Unlike stock markets, there is no centralized exchange for
forex trading. It occurs directly between buyers and sellers through electronic
platforms, banks, and over-the-counter (OTC) markets.

e Currency Pairs: Currencies are traded in pairs, such as EUR/USD (Euro/US Dollar),
GBP/JPY (British Pound/Japanese Yen). The first currency in the pair is called the
base currency, and the second is the quote currency.

e 24-Hour Market: The FX market operates 24 hours a day, five days a week,
reflecting the global nature of currency trading.

2. Spot Market

The Spot Market is the most common type of forex market where currencies are traded for
immediate delivery, typically within two business days.

Key Features of Spot Market:
o Immediate Settlement: Transactions are settled "on the spot,” meaning the exchange
of currency happens quickly.

e Spot Rate: The price at which a currency is bought and sold for immediate delivery.

Example: If the EUR/USD rate is 1.2500, it means that 1 Euro is worth 1.25 U.S. dollars in
the spot market.

3. Spot Rate Quotations and Bid-Ask Spreads

In the FX market, currencies are quoted using bid and ask prices.
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Spot Rate Quotation:

« Bid Price: The price at which the market is willing to buy a currency. It is always
lower than the ask price.

e Ask Price: The price at which the market is willing to sell a currency. It is always
higher than the bid price.

Example:

« EUR/USD: Bid = 1.2490, Ask = 1.2510

o Bid-Ask Spread: The difference between the bid and ask price (1.2510 - 1.2490 =
0.0020 or 20 pips). This is a cost for traders as they must buy at the ask price and sell
at the bid price.

Bid-Ask Spread:

e Tighter Spread: Indicates high liquidity and less cost for traders (common in major
currencies like USD, EUR).

o Wider Spread: Reflects lower liquidity and higher trading costs (typical for exotic
currencies like ZAR, TRY).

4. Trading in Spot Markets

Trading in the spot market involves the immediate exchange of currency at the prevailing
market rate. This is a simple process, but there are some key considerations:

o Market Participants: Commercial banks, central banks, financial institutions,
corporations, and individual investors all participate in spot market trading.

e Transactions: Currency traders or businesses involved in international trade often
engage in spot transactions for hedging or speculative purposes.

o Settlement: Although the trade is agreed upon immediately, the actual exchange of
funds may take 2 business days in most cases (T+2).

5. Cross Exchange Rates

A cross exchange rate is the exchange rate between two currencies that are both traded
against a third currency. It does not involve the U.S. dollar directly.

Example of Cross Exchange Rate:

If you want to know the exchange rate between EUR and JPY, you can use the USD as the
common base currency:

 EUR/USD = 1.2000
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e USD/JPY =110.00 To find the cross rate between EUR and JPY:
« EUR/JIPY =EUR/USD x USD/JPY =1.2000 x 110.00 = 132.00

This gives you the exchange rate between the Euro and the Japanese Yen.

6. Forward Markets and Forward Rate

The forward market is where currencies are bought and sold for future delivery, typically
after 30, 60, or 90 days, at a price agreed upon at the time of the contract. It is used by
businesses and investors to hedge against currency fluctuations.

Forward Rate:

The forward rate is the agreed-upon exchange rate in a forward contract. It may differ from
the current spot rate based on interest rate differentials between two countries.

Long and Short Forward Positions:

e Long Forward Position: A commitment to buy the foreign currency at a set rate in
the future.

e Short Forward Position: A commitment to sell the foreign currency at a set rate in
the future.

Example: If a U.S. business is importing goods from Japan and expects to pay in JPY in 3

months, they might enter a long forward position to lock in the exchange rate and avoid the
risk of a rising yen.

7. Forward Premium and Discount

The forward premium or discount refers to the difference between the spot rate and the
forward rate.

e Forward Premium: When the forward rate is higher than the spot rate. It suggests
that the base currency is expected to appreciate.
« Forward Discount: When the forward rate is lower than the spot rate. It suggests that
the base currency is expected to depreciate.
Formula:

e Forward Premium/Discount = (Forward Rate - Spot Rate) / Spot Rate x 100

8. Arbitrage, Hedging, and Speculation
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Arbitrage:

Arbitrage is the practice of exploiting price differences of the same asset in different
markets. In the context of the FX market, arbitrage involves buying a currency at a lower
price in one market and simultaneously selling it at a higher price in another.

o Triangular Arbitrage: A form of arbitrage that involves three currencies. It occurs
when the cross exchange rate does not align with the rates of the individual currency
pairs.

Hedging:

Hedging is the process of reducing risk associated with currency fluctuations by entering into
forward or futures contracts. For example, a company expecting to receive a payment in
foreign currency in the future may hedge by locking in a fixed exchange rate today.
Speculation:

Speculation involves taking positions in currency pairs to profit from anticipated changes in
exchange rates. Traders buy a currency if they believe it will appreciate or sell if they believe
it will depreciate.

9. Types of Exchange Rate Systems

Countries adopt different exchange rate systems to manage their currency values and trade.
The main types are:

9.1 Fixed Exchange Rate System (Pegged)
A fixed exchange rate system is where a country’s currency is pegged or tied to another
major currency, such as the U.S. dollar or gold. The government intervenes to maintain the
fixed rate.

o Advantages: Stability in exchange rates, predictability in international trade.

o Disadvantages: The country must hold large reserves of foreign currencies and may

face balance of payments problems.

Example: The Hong Kong Dollar (HKD) is pegged to the U.S. Dollar.
9.2 Floating Exchange Rate System

In a floating exchange rate system, the value of the currency is determined by market forces
(supply and demand) with little government intervention.

e Advantages: Allows for automatic adjustment to economic conditions, such as
inflation and trade imbalances.

45, Anurag Nagar, Behind Press Complex, Indore (M.P.) Ph.: 4262100, www.rccmindore.com



I'enaissanc€@

college of commerce & management

B.COM 111 ™ Year Subject- International Business

o Disadvantages: Can lead to volatility in the currency markets.

Example: The U.S. Dollar (USD), Euro (EUR), and Japanese Yen (JPY) are examples of
currencies that float.

9.3 Soft Peg

A soft peg (or managed float) is a hybrid system where a currency is primarily market-driven
but the central bank occasionally intervenes to stabilize the exchange rate within a set range.

9.4 Crawling Peg

A crawling peg involves periodically adjusting the currency’s value in small increments.
This system is often used by countries experiencing inflation or trying to stabilize their
currency.

9.5 Free Float

A free float occurs when the currency's value is solely determined by market forces with
minimal or no intervention by the central bank.

10. Foreign Exchange Risk and Exposure
10.1 Foreign Exchange Risk

Foreign exchange risk arises from the possibility of losing money due to changes in exchange
rates. Companies and investors involved in international transactions face risks, including:

e Transaction Risk: The risk associated with changes in exchange rates between the
time a transaction is entered and the time it is settled.

« Translation Risk: The risk of exchange rate fluctuations when converting the
financial statements of foreign subsidiaries into the parent company’s currency.

e Economic Risk: The risk that long-term exchange rate fluctuations will affect a
company's market value or competitive position.

10.2 Foreign Exchange Exposure

e Transaction Exposure: The potential for a company to incur losses due to changes in
exchange rates before a transaction is settled.

e Translation Exposure: The impact of exchange rate changes on the financial
statements of a company.

e Economic Exposure: The effect of exchange rate changes on a company's future cash
flows and market value.
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11. Exchange Rate Determination
Exchange rates are influenced by a variety of economic, political, and market factors.
Factors Affecting Exchange Rates:

1. Relative Inflation Rates: If a country has higher inflation than its trading partners, its
currency will likely depreciate because its goods become less competitive in global
markets.

2. Interest Rates: Higher interest rates attract foreign investment, which increases
demand for a country’s currency, thus raising its value.

3. Relative Income Levels: If income levels in a country rise faster than in other
countries, demand for foreign goods increases, leading to depreciation of the
currency.

4. Government Controls: Central banks may intervene in the foreign exchange market
to influence their currency's value, either by direct market intervention or through
monetary policy.

5. Expectations: Market perceptions of future economic or political events can drive
currency values, as traders anticipate changes in the economic outlook or central bank

policy.

1. Foreign Trade Promotion Measures and Organizations in India

1.1 Overview of Foreign Trade in India

Foreign trade plays a pivotal role in the economic development of India, providing access to
global markets, boosting production, employment, and the GDP of the country. The
Government of India implements several measures to promote exports and regulate imports
to ensure balanced growth and protect domestic industries.

1.2 Key Organizations in Foreign Trade Promotion

Several organizations help in promoting India's foreign trade and managing international
trade relations:

1. Directorate General of Foreign Trade (DGFT):
o DGFT is the primary body under the Ministry of Commerce and Industry,
responsible for formulating and implementing export and import policies.
o The organization issues licenses and provides guidelines for exporters and
importers, along with ensuring compliance with regulations.
2. Export Promotion Councils (EPCs):
o EPCs are set up by the government to promote exports in specific sectors such
as textiles, gems & jewelry, and engineering products.
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o They provide market research, organize trade fairs, and help exporters access
foreign markets.
3. Export Credit Guarantee Corporation of India (ECGC):
o ECGC offers credit risk insurance and guarantee to exporters, helping mitigate
the risk of non-payment by overseas buyers.
4. Export-Import Bank of India (EXIM Bank):
o EXIM Bank provides finance for the export of goods and services, offers
short-term, medium-term, and long-term credit, and works to expand Indian
exports.

1.3 Key Government Schemes for Export Promotion

e Merchandise Exports from India Scheme (MEIS): Offers rewards to exporters of
notified goods.

e Service Exports from India Scheme (SEIS): Promotes export of services with
incentives.

e Trade Infrastructure for Export Scheme (TIES): Aims to create modern export
infrastructure.

o Foreign Trade Policy (FTP): Revised every five years, outlining various measures
for the promotion of foreign trade.

1.4 Other Trade Facilitation Measures

e Single Window Clearance System: A platform for exporters to handle export-related
clearances.

o National Export Insurance Account (NEIA): Supports credit risk insurance.

o Trade Agreements and Partnerships: India has entered into various bilateral and
multilateral trade agreements to promote exports.

2. Special Economic Zones (SEZs) and Export-Oriented Units (EOUs)
2.1 Special Economic Zones (SEZ)
Special Economic Zones (SEZs) are geographic regions within India that are designated to
encourage foreign investment and boost exports through fiscal incentives and relaxed
regulations.
2.1.1 Features of SEZs:

o Tax Exemptions: SEZs offer a range of tax benefits, including exemptions on

income tax, custom duties, and excise duties.

e World-Class Infrastructure: SEZs are developed with state-of-the-art infrastructure,
including roads, ports, and telecommunication.
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o Liberalized Labour Laws: SEZs are allowed to operate with relaxed labor laws to
increase competitiveness.

e 100% Export Focus: Units in SEZs must focus on exports, and they can operate with
minimal government interference.

2.1.2 Objectives of SEZs:

Attract foreign investment.
Increase export earnings.

Create employment opportunities.
Develop industrial infrastructure.

2.1.3 Categories of SEZs:

e Multi-product SEZs: Allow a variety of goods and services to be produced and
exported.

e Sector-specific SEZs: Focus on specific sectors, such as IT, biotechnology, and
textiles.

2.1.4 Administration of SEZs:

SEZs are administered by the Ministry of Commerce and Industry, which provides the
necessary regulations, while the State Governments handle the creation of infrastructure and
amenities.

2.2 Export-Oriented Units (EOUs) and 100% Export-Oriented Units (EOUs)
2.2.1 Concept of Export-Oriented Units (EOUS)

e EOUs are units set up with the objective of exclusively producing goods and services
for export.

« EOUs are provided fiscal incentives similar to SEZs, such as duty-free imports of raw
materials, exemptions from excise duties, and other tax benefits.

2.2.2 100% Export-Oriented Units (EOUs)

These units are completely export-driven and are required to export all of their products.
Unlike SEZs, EOUs are not confined to any specific zone and can be set up anywhere in
India.

2.2.3 Benefits of EOUs:

o Exemption from Central Excise Duty on production.
o Duty-free import of raw materials.
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o Full repatriation of profits.
o Easy access to foreign markets.
o Full ownership of foreign investors.

2.2.4 Challenges in the EOU Scheme:

e Bureaucratic delays in setting up units.
e Complex procedures for import-export.
« Regulatory hurdles in availing tax exemptions.

3. Foreign Investment: Concept, Types, and Flow
3.1 Foreign Investment — Concept

Foreign investment refers to the capital invested by a foreign entity in a business or project in
another country. In India, foreign investment is a critical factor for boosting industrial
growth, job creation, and technological transfer.

3.2 Types of Foreign Investment - There are two main types of foreign
investment:

1. Foreign Direct Investment (FDI):
o FDIinvolves direct investment in businesses, either through the establishment
of a new enterprise or acquisition of an existing one.
o ltis long-term investment and involves greater control over the company.
o India allows FDI in most sectors, with certain restrictions in sectors like
defense and retail.
2. Foreign Portfolio Investment (FP1):
o FPI refers to investments in financial assets such as stocks, bonds, and other
market instruments.
o It does not involve direct control over the companies.
o FPlis typically short-term and is more sensitive to market conditions.

3.3 Foreign Investment Flow in India

Foreign investment flow into India is guided by the Foreign Exchange Management Act
(FEMA) and policies laid out by the Reserve Bank of India (RBI). India has seen a
significant increase in foreign investments due to:

e Liberalization policies initiated in 1991.
e Improved ease of doing business.

e  Growth in sectors like IT, telecommunications, and automobiles.

4. Financing of Foreign Trade
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Unit : 4 Financing Foreign Trade

Financing foreign trade is essential for businesses to manage their operations across borders.
There are various ways businesses can access finance for trade, which includes:

e Trade Credit: Credit extended by suppliers to customers.

« Banks: Banks offer working capital loans, letters of credit, and trade finance services.

« Factoring: A process where a company sells its receivables (invoices) to a third-party
company at a discount in exchange for immediate cash.

4.2 Sources of Trade Finance
The main sources of trade finance in India include:

1. Commercial Banks:
o Indian banks like SBI, HDFC, and ICICI Bank provide financing solutions,
including working capital loans, letters of credit, and bank guarantees.
2. Factoring:
o A financial service in which a business sells its receivables to a factoring
company at a discount.
o Factoring helps improve cash flow by advancing payments on outstanding
invoices.
3. Forfaiting:
o Atype of trade financing where exporters sell their receivables to a financial
institution (forfaiter) at a discount in exchange for immediate payment.
4. Banker’s Acceptance:
o A short-term debt instrument issued by an exporter and guaranteed by a bank,
used to facilitate trade financing.
5. Corporate Guarantees:
o Companies can offer corporate guarantees to secure loans or credit facilities
for financing international trade.

4.3 Forms of Payment in Foreign Trade

The method of payment in foreign trade is crucial for both buyers and sellers. There are
several forms of payment:

1. Cash in Advance:
o The buyer pays in advance before the goods are shipped.
o This method is the least risky for the seller but the most risky for the buyer.
2. Letter of Credit (L/C):
o A letter of credit is a commitment by the buyer's bank to pay the seller upon
presentation of documents proving the shipment of goods.
o L/C reduces risk for both parties and is commonly used in international trade.

45, Anurag Nagar, Behind Press Complex, Indore (M.P.) Ph.: 4262100, www.rccmindore.com



I'enaissanc€@

college of commerce & management

B.COM 111 ™ Year Subject- International Business

3. Documentary Collection:
o A collection process where the exporter ships goods and sends the documents
to their bank, which forwards them to the importer’s bank.
o The importer can only collect the documents upon payment.
4. Open Account:
o The exporter ships goods and extends credit to the importer, who pays after
receiving the goods.
o This method is the most advantageous for the importer but carries the highest
risk for the exporter.

Unit:5 Regional Economic Integration: Overview
1.1 Concept of Regional Economic Integration

Regional economic integration refers to the process by which two or more countries in a
geographic region come together to reduce or eliminate trade barriers and coordinate their
economic policies in various sectors such as trade, investment, and labor mobility. The goal
is to increase economic cooperation and improve the welfare of the member countries.

There are several forms of regional economic integration, ranging from limited cooperation
to more advanced and comprehensive agreements. The degree of integration can be
understood in the following levels:

1. Free Trade Area (FTA): Countries agree to remove tariffs and other trade barriers
between themselves but maintain independent trade policies toward third parties.

2. Customs Union: Countries not only remove trade barriers but also establish a
common external tariff toward non-members.

3. Common Market: In addition to the features of a customs union, countries allow the
free movement of capital, labor, and goods between the member states.

4. Economic Union: Countries harmonize their economic policies, including fiscal,
monetary, and labor policies, and often share a common currency.

5. Political Union: A further step beyond economic union, where political governance is
unified.

1.2 Importance of Regional Economic Integration

e Increased Trade and Economic Growth: By eliminating trade barriers and creating
larger markets, member countries benefit from economies of scale and increased
investment flows.

« Political Cooperation and Stability: Regional integration fosters cooperation among
countries, which can lead to greater political stability.

o Development of Infrastructure: Integration agreements often lead to improved
infrastructure like transportation and communication networks, boosting economic
activity.
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o Global Competitiveness: Smaller economies can strengthen their position in global
markets by banding together in a regional agreement.

2. Forms of Regional Integration: Europe, North America, and Asia
2.1 The European Union (EU)
2.1.1 Historical Background

e The EU originated from the European Economic Community (EEC), created by the
Treaty of Rome (1957) to promote economic integration between six countries
(Belgium, France, Italy, Luxembourg, the Netherlands, and West Germany).

e Over time, the EU expanded, both in terms of membership and functions, and became
the most advanced form of regional integration in the world.

2.1.2 Structure of the EU

e Single Market: The EU functions as a single market, removing barriers to the free
movement of goods, services, capital, and people.

e Economic and Monetary Union (EMU): Countries that adopt the euro (the common
currency) form part of the EMU. The European Central Bank (ECB) controls
monetary policy for these member states.

e European Commission: Proposes and enforces EU laws, and implements policies.

« European Parliament: Elected body representing EU citizens and making laws along
with the Council of the EU.

e Council of the EU: The primary decision-making body, where ministers from
member states meet to discuss legislation.

e European Court of Justice: Ensures EU laws are uniformly applied across all
member states.

2.1.3 Achievements of the EU

« Single Currency (Euro): 19 of the 27 EU member states have adopted the euro,
leading to price transparency and lower transaction costs in the eurozone.

e Common Agricultural Policy (CAP): Aimed at supporting agricultural production
and ensuring food security across Europe.

e EU as a Global Actor: The EU is one of the largest trading blocs and has a
significant influence in global trade, climate negotiations, and international politics.

2.1.4 Challenges Facing the EU

o Brexit: The departure of the United Kingdom from the EU in 2020 posed significant
political and economic challenges.
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o Economic Disparities: There are significant economic disparities between Western
and Eastern Europe.

e Immigration and Border Control: The movement of people has led to social and
political challenges, particularly related to immigration policies.

2.2 North American Free Trade Agreement (NAFTA)
2.2.1 Overview

o« NAFTA, established in 1994, was a trade agreement between the United States,
Canada, and Mexico aimed at eliminating trade barriers and increasing economic
cooperation in the region.

2.2.2 Key Features of NAFTA

« Elimination of Tariffs: NAFTA reduced tariffs between the member countries,
increasing trade flows.

e Investment and Property Rights: NAFTA allowed greater protection for foreign
investors and provided a legal framework for intellectual property rights.

e Labor and Environmental Provisions: While not as extensive as in the EU, NAFTA
included some provisions for labor rights and environmental protection.

e Rules of Origin: These rules were designed to ensure that the goods produced within
NAFTA countries received preferential treatment in trade.

2.2.3 USMCA (United States-Mexico-Canada Agreement)

e In 2020, NAFTA was replaced by the USMCA due to changing economic dynamics,
particularly with the rise of China and the increasing importance of digital trade.
o Key Changes under USMCA:
o Greater Market Access: More access to the agricultural markets of Canada
and Mexico for U.S. farmers.
o Digital Trade: Provisions to boost e-commerce and intellectual property
protection.
o Labor Standards: Stricter labor rights protections in Mexico.

2.2.4 Impact of NAFTA/USMCA
« NAFTA led to significant increases in trade between the three countries, especially in
sectors like automobiles, agriculture, and manufacturing.
e The agreement also attracted foreign investment, particularly in Mexico, where labor
costs were lower.

2.3 South Asian Assaciation for Regional Cooperation (SAARC)

2.3.1 Overview
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e SAARC was founded in 1985 with the aim of promoting economic and regional
integration among South Asian countries. Member states include Afghanistan,
Bangladesh, Bhutan, India, Maldives, Nepal, Pakistan, and Sri Lanka.

2.3.2 Objectives of SAARC

e Promote Economic and Regional Cooperation: Through initiatives like trade
agreements, cultural exchanges, and technical cooperation.

« Facilitate Social and Human Development: SAARC focuses on promoting
sustainable development, including poverty alleviation, education, and healthcare.

2.3.3 Challenges in SAARC

« Political Differences: Tensions between member countries, especially India and
Pakistan, have hindered the organization’s progress.

o Economic Disparities: The economic disparities between member countries,
particularly between India and its neighbors, have created challenges in implementing
joint economic initiatives.

2.4 Association of Southeast Asian Nations (ASEAN)
2.4.1 Overview

e ASEAN was founded in 1967 with ten members: Brunei, Cambodia, Indonesia, Laos,
Malaysia, Myanmar, the Philippines, Singapore, Thailand, and Vietnam.

2.4.2 Key Achievements

e ASEAN Free Trade Area (AFTA): AFTA aims to increase the region’s competitive
advantage as a production base geared for the global market.

« Regional Comprehensive Economic Partnership (RCEP): A trade agreement
signed in 2020 between ASEAN members and China, Japan, South Korea, Australia,
and New Zealand, creating a vast free-trade zone.

2.4.3 Economic Cooperation and Integration

e ASEAN is known for its efforts in trade liberalization, investment promotion, and
technical cooperation.

e« ASEAN Economic Community (AEC): The AEC aims to create a single market and
production base, enabling the free flow of goods, services, investments, skilled labor,
and capital across the region.

2.4.4 Challenges

o Diverse Economies: Member states vary widely in terms of development, making
deep integration difficult.
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« Political Tensions: Territorial disputes, particularly in the South China Sea, have
posed challenges to ASEAN's cohesion.

3. International Economic Organizations
3.1 World Trade Organization (WTO)
3.1.1 Overview
e The WTO was established in 1995 to regulate international trade and ensure that
trade flows as smoothly, predictably, and freely as possible.
e It succeeded the General Agreement on Tariffs and Trade (GATT) and has 164
member countries (as of 2024).
3.1.2 Objectives
« Promote free trade by reducing tariffs, subsidies, and other trade barriers.
o Provide a platform for trade negotiations and dispute resolution.
o Ensure trade policies are predictable and transparent.
3.1.3 Key Functions
o Dispute Settlement: The WTO has a legal framework to settle disputes between
member countries.
o Trade Negotiations: Facilitates trade negotiations, such as the Doha Development

Round.
e Trade Monitoring: Tracks and reports on global trade policies and trends.

3.2 United Nations Conference on Trade and Development (UNCTAD)
3.2.1 Overview

o Established in 1964, UNCTAD aims to promote the integration of developing
countries into the global economy.

3.2.2 Key Areas of Focus
« Trade and Development: UNCTAD focuses on helping developing countries
formulate policies that integrate them into the global trading system.
e Investment and Technology: Works to promote investment flows and the transfer of
technology to developing nations.

3.2.3 Research and Policy Analysis
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« UNCTAD conducts research on global trade, investment, and finance trends,
providing valuable data and recommendations for policy decisions.

3.3 The World Bank
3.3.1 Overview

e The World Bank is a financial institution established in 1944 that provides loans and
grants for the purpose of pursuing development projects in developing countries.

3.3.2 Functions

o Development Assistance: Provides funding for projects aimed at reducing poverty
and fostering sustainable development.

e Research and Data: Offers valuable economic data and conducts research on global
economic development.

3.3.3 Challenges and Criticism
o The World Bank has been criticized for its policies on loans, often seen as placing a
heavy debt burden on developing countries.

o Issues of conditionalities attached to loans, which sometimes involve neoliberal
economic reforms that harm local populations.

3.4 International Monetary Fund (IMF)
3.4.1 Overview

e The IMF was established in 1944 and provides financial assistance and advice to
member countries facing balance of payments problems.

3.4.2 Functions

« Global Financial Stability: Promotes international monetary cooperation and
exchange rate stability.

e Economic Surveillance: Monitors global economic trends and advises countries on
policy issues.

3.4.3 Controversies

e The IMF has been criticized for imposing austerity measures on borrowing countries,
often leading to economic hardship for the population.
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