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Examiner tips


Advice from the examiner on key points in the text to help you learn and recall unit content, avoid pitfalls, and polish your exam technique in order to boost your grade.
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Knowledge check


Rapid-fire questions throughout the Content Guidance section to check your understanding.
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Knowledge check answers


Turn to the back of the book for the Knowledge check answers.
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Summary




• Each core topic is rounded off by a bullet-list summary for quick-check reference of what you need to know.
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Questions & Answers
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About this book


The main aim of this guide is to help you prepare successfully for the Edexcel examination in ‘International Business’. This is an A2 unit for students taking either Business Studies or the combined Economics and Business course. It represents half an A2 course or a quarter of an A-level.


The skills needed to do well at this unit are valuable in both business and economics, as well as in many higher education courses. A key aim of both this book and the course is to help prepare decision makers for the future business world. Besides aims of developing interest, enthusiasm and understanding, the course targets the ability to ‘generate enterprising and creative solutions to business problems and issues’. It will help if you are willing to think out your own opinions and explain your justification for them — and not expect simply to be told all the right answers. The Edexcel specification has a unique blend of the academic with the practical, which is reflected in this guide.


This is not a traditional textbook; it is more sharply focused on preparation for the exam. You might find it particularly valuable as you revise, but it can also assist in your learning and development of ideas throughout your study of the unit.


The Content Guidance section gives an overview of topics covered in the unit. Concepts and theories are a toolkit in this course, equipment for tackling problems and for understanding issues in business and economics. Examples are included in this guide but it is always sensible to think about additional situations in which any concept might be relevant and useful.


The information on assessment objectives and exam format, in the Question and Answer section, is as important as anything else in this guide. Some students think that exams test only knowledge, that learning and reproducing ‘facts’ in exams is enough. This is not true: knowledge and understanding can earn just 16 of the 80 marks available in each exam for this unit, while the skills of analysis and evaluation each carry 24 of the available marks. Getting to grips with the higher skills and practising their use is more valuable than simple content learning.


The Question and Answer section gives examples of questions in the styles you can expect from live exam papers, with both data–response questions and questions based on case studies. The sample answers plus examiner comments show you both some mistakes to avoid and some effective approaches to adopt.





Content Guidance


The six sections in Content Guidance are not designed to be of equal length. Sections 2, 5 and 6, for example, could each potentially provide material for more than an entire unit. It would be impossible to do justice to every aspect of these topics. The material here is intended to focus on areas most likely to be of interest to examiners.


Why does a business seek international markets?


Microsoft has established Windows as the leading computer operating system around the world. Airlines everywhere effectively have a choice of commercial planes from the American Boeing company or the European Airbus Consortium. The UK Premier League has thriving fan bases and football audiences in Europe and Asia, though it has struggled in the North American market. The majority of the world’s population now recognises leading brand names such as Coca-Cola.


Multinational corporations have rapidly increased their share of business around the world. The largest of them, such as the oil giants or Wal-Mart (over $400,000 billion), now have annual turnovers greater than the GDP of many small countries. Thus, there is ample evidence that international trade is thriving. The course you are following is also taken by students from Asian, African, Middle Eastern, Mediterranean and Caribbean countries. Even small businesses are no longer necessarily limited to a local or national market.


Product or market conditions


As soon as people specialise in a particular activity rather than try to meet all of their own needs, they must trade. The process of specialisation and division of labour leads to far greater output and consumption than self-sufficient individuals and families could achieve. Modern economies are built on specialisation and trade.


[image: ]




Knowledge check 1


Why do specialisation and division of labour increase output?
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Individual providers of many service activities such as hairdressing or window cleaning are likely to trade within a small area. Physical products and many other services can be traded over large distances. For example, many manufactured products from China have been sold around the world in recent years. Services such as banking can now use the internet, so bankers and their customers can be continents apart. Rather than ask why businesses seek international markets, it makes sense to start by establishing why trade was historically far more localised than it has now become.



Historical constraints



Two hundred years ago, the main method of transporting materials and goods between UK cities and towns was the canal network. Items were loaded on to narrowboats, which were pulled by horses along towpaths at the side of canals. This was slow and relatively expensive, but the road alternative entailed much smaller loads travelling across poor-quality surfaces that quickly drained the horses’ energy. This situation gave local products a clear cost advantage. Since then, transport costs have been reduced by a number of developments: the spread of railway networks from the nineteenth century, the improvement in road provision and surfaces (building up to motorways in the twentieth century), the cost savings from larger vehicles, containerisation and gradual improvements in air transport. Despite recent fuel price rises, transport is still relatively cheaper now than 100 or 200 years ago.
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Knowledge check 2


How do large container ships reduce transport costs?
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At a time when people travelled relatively little and communications over distance relied almost exclusively on slow-moving written letters, communities were isolated by today’s standards. Many people had little contact with strangers from the next county, let alone other countries or continents. Ignorance and misconceptions as well as transport difficulties inhibited trade. Only a relatively small range of items that could not be produced locally were traded over large distances. We now travel more, and even at home we have television and other images showing life around the world. Telephones and the internet open up instant communication with people almost anywhere. Ignorance and misconceptions are not entirely a thing of the past, but their extent has been substantially reduced.


Remaining constraints


Extra costs


Although international transport costs have fallen in relation to production costs, the extra distance normally involved in international transactions is still likely to add to total costs. When trading partners use different currencies, there is also a transaction cost for trading one currency for another in currency markets. Foreign buyers wish to pay in their home currency; sellers want their own currency.


Extra risk


Trading partners often do not know each other and they are likely to come from different cultural backgrounds. Confidence that each party to an agreement understands it in the same way, and will reliably meet their responsibilities, is often reduced in international trade. Long-distance transport probably entails a slightly increased risk of loss or damage in transit. Insuring against such risks adds another cost. The possibility of exchange rate changes adds another risk.


Time delay


It still takes around 6 weeks for consignments of Chinese manufactured goods to reach Europe unless they are air-freighted. Mass market fashion retailers want new stock faster than this. There can be a delay before the seller receives payment and/or the buyer receives the goods. In the case of perishable products, the time delay means that there is risk of spoilage. In some cases, such as bananas, unripe fruit is transported and then stored close to the market.


Ignorance


We are less ignorant about other countries and continents than our ancestors tended to be, but there are still large gaps in our knowledge. People are generally more comfortable with circumstances and people that they know and understand. International trade entails an extra effort which might not be made unless there is good reason.
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Examiner tip


Data response is likely to mean applying these factors to an example in the evidence you are given.
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Reasons to trade internationally


The first and most obvious reason to sell internationally is that selling more can bring more revenue and profit. Where there are high costs of research (e.g. pharmaceuticals) and development (e.g. vehicles), selling to multiple markets speeds progress towards breakeven point. If a home market is saturated or competition is fierce, exporting can be an attractive way to increase sales. As products move through their life cycle, sales will in many cases eventually diminish. A new, overseas market could offset the impact of a declining domestic market. For example, the Toyota Qualis lost its appeal in Japan as new models of car arrived, but it became increasingly popular in India.


Selling in multiple markets spreads risks: difficulties in a single market become less threatening when it is one of several alternatives; the supplier is no longer dependent on a single market. Sometimes a home market sees increasing competition from new rivals or overseas suppliers; this can motivate home producers to look for new markets where they can compete. Whisky now competes with many other strong drinks in the UK, but major distillers have built up healthy overseas markets.


The risk in exporting can be reduced by government schemes designed to encourage export activity. The UK government, for example, has the Export Credits Guarantee Department (ECGD). This provides insurance for UK businesses involved in large overseas capital projects such as pipelines, hospitals, other types of infrastructure and sometimes defence contracts. This can significantly reduce the risk of losses if, for example, an overseas buyer defaults on payment. Governments encourage exports because they generate employment and income, and also because they earn foreign currency and so ultimately help to pay for imports. Other incentives for exporting, such as Awards for Industry, are also used, but international agreements block schemes which give unfair advantages to firms from a home country (see ‘Trade liberalisation’ below).


Just as businesses increasingly sell overseas, they are also able to source materials, components and services from beyond their own national boundaries. Outsourcing is the umbrella term for buying in products and services rather than undertaking work within the company. This means that a business can focus on what it does best and use other people for the rest of the work. If, for example, the strength of a business is its marketing, it can move completely away from production. Outsourcing is possible within one country. When outsourcing of operations or services moves away from a home country, it becomes ‘offshoring’. Dyson, for example, decided to offshore vacuum cleaner production to Malaysia.
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Knowledge check 3


What is the difference between outsourcing and offshoring?





[image: ]


Many electronic products contain components from a variety of suppliers on different continents. Computers are a good example of this. Alongside the broad general intention of reducing costs by offshoring, it is possible to reduce dependence on a single source by using a range of suppliers rather than just one. When suppliers need to compete with each other for sales to a major business, the competition can encourage them to raise quality and keep prices low.


Trade liberalisation


Rulers and governments have long taken an interest in imports to their countries. They seek to restrict the availability of items seen as harmful or dangerous (e.g. illicit drugs or weapons). They might wish to stop imports which will compete with state monopolies or industries with political influence. Placing an import tax (a tariff) on products reaching the country was a significant source of income when governments were inefficient at taxing their own people. For most governments, tariffs are now a relatively minor source of income. Protection is mainly used to help home producers. Embargoes (total bans) or quotas (fixed maximum quantities of imports) are also used, either for economic or political reasons. For example, after the Cuban revolution, the US government imposed embargoes on the Castro regime.
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Knowledge check 4


Why has the EU used protection on many food products?
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Trade agreements


The long-term trend has been for restrictions on trade to decline. Many countries now have trade agreements which allow free movement of goods and services. There are three types of trade bloc agreement between countries: a free trade agreement, a customs union and a single market. In a free trade agreement, countries put no restrictions on imports from their partners but each partner sets its own restrictions on imports from elsewhere. The 21 members of the Asia-Pacific Economic Cooperation organisation (APEC) are working towards a free trade agreement at the time of writing. A customs union takes agreement a stage further by combining free trade between members with a common set of restrictions on imports from non-members. The Southern African Customs Union (SACU) has been in existence for a century now. In a single market, members also allow free movement of factors of production (such as workers or capital). The European Union is a single market.
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Examiner tip


You are not expected to know the details of trade agreements around the world, but topical examples of the main types could be useful.
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Knowledge check 5


What is the difference between a trade bloc and a trade block?
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World Trade Organization (WTO)


Most major trading nations are involved in at least one trade bloc. Besides reaching agreements with individual partner countries, major trading countries are also members of the World Trade Organization (WTO).


The World Trade Organization exists to reduce barriers to trade and to ensure that countries keep to the agreements they have made. The organisation also deals with complaints between members, organising negotiations and, if necessary, making judgements against a country that breaks agreements. For example, some US politicians accuse China of holding its currency value unfairly low to keep Chinese exports cheaper. The WTO took over from the General Agreement on Tariffs and Trade (GATT).


The WTO’s main route to reducing barriers to trade is via ‘rounds’ of negotiations. Various rounds of trade negotiations have led to changes, such as the dismantling of protection on textiles and garments in 2005. In theory, all countries are equal at the negotiating rounds. Historically, however, the major trading nations of North America and Europe have driven the agenda and achieved most of their objectives. Each negotiating round is named after its first meeting place. The current, ‘Doha’ round started in 1999 but has stalled repeatedly because emerging powers such as Brazil, Russia, India and China, along with smaller countries, have objected to US and EU domination and demanded, for example, changes in US and EU agricultural protection and export subsidies. Rich countries have particular concerns about intellectual property, such as copyright. Negotiation has become harder but also fairer.


WTO agreements can mean that customs unions and single markets must sometimes reduce their external barriers to trade. They also limit the ability of governments to give their own exporters advantages (e.g. by subsidies). However, there are still some restrictions which blocs (or single countries) can impose without breaking WTO agreements, and governments continue to find ways to favour their own industries. Despite this, there is a clear long-term trend towards freer trade, and many businesses have taken advantage of this trend.


Trade liberalisation and the work of the WTO have made it easier for businesses to export and to compete in foreign markets. This is particularly the case within trade blocs, but is increasingly true globally. The converse of this is that businesses are increasingly open to competition from imports. This can force domestic producers to improve efficiency and products or face going out of business.
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Knowledge check 6


Why is there now no UK-owned mass market car maker?
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Summary


Why does a business seek international markets?




•  International trade has grown faster than GDP.


•  Trading internationally involves overcoming constraints such as extra costs, extra risks, time delays, protection and ignorance. However, the trend is for the extent of these constraints to decrease.


•  Revenue and profit can be increased by trade in a number of ways:







– Extra sales in new markets spread fixed costs and so reduce average cost.


– Home market saturation or falling sales at the decline phase in the product life cycle can be offset by growing new markets.


– Spreading risks between markets.


– Finding alternatives to highly competitive home markets.


– Trade can also involve offshoring to source materials and components from overseas suppliers.







• Trade liberalisation has reduced protective barriers:







– Many trade agreements and trade blocs make trade easier between two or more countries.


– The WTO encourages global reductions in protection by ‘rounds’ of negotiations and by policing trade disputes.
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Key players in the world economy



In the nineteenth century the European powers built empires and dominated world trade. In the second half of the twentieth century, the USA predominated as the largest and most powerful capitalist country. Although there are also other countries, such as Brazil, developing rapidly, it seems clear that the next ‘great powers’ will be Asian. Both China and India have more than a billion inhabitants, roughly a fifth of the world’s population each, and both increased their rates of economic growth significantly towards the end of the twentieth century. China has sustained an average GDP (total output) growth rate of 10% a year for a prolonged period.
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Examiner tip


These two countries are highlighted for your course, particularly their impact on businesses and people round the world.
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Both countries have seen rapid industrialisation yet both retain traditional rural areas. One consequence of this is that the benefits of growth are not shared equally; income distribution has become more uneven. Starting from relatively low income levels has had two consequences. Low wages have corresponded to low labour costs for business. At the same time, low incomes have held back domestic consumption, so exporting has played a significant role in development.


Both countries still have significant poverty problems for large sectors of their populations. In one study, 80% of the people of India were estimated to be living on less than $2 per day, though this income was officially above the poverty level. At the same time, both countries have minorities with fast-growing incomes and affluent lifestyles. China has become the world’s second biggest consumer of champagne.


The ways in which these two countries have expanded their economies have entailed as many differences as similarities.


China


The Chinese Communist Party held a strong grip over the country and used a central planning approach for decades, with limited success. Imposing central decisions on everyone led to mistakes at times. For example, at one stage it was thought that birds ate too much grain and reduced harvests. There was a campaign to wipe out birds. Less grain was lost to birds, but insect numbers expanded rapidly and did even more damage to crops. Utilities, heavy industry and energy supply are still dominated by 159 state-owned enterprises. This means that the Chinese government can still exert effective control over much of the economy.


Gradually, the Communist Party has allowed private enterprise to play a growing role within a heavily regulated framework. From around 1990, the state-owned enterprises rapidly developed infrastructure, the iron and steel industry and utilities. Foreign direct investment, to build factories which would be staffed by cheap Chinese labour, also expanded rapidly. One advantage of involving the private sector was that individual businesses could experiment, then successes could be followed and any mistakes could be avoided.


Chinese private enterprise has also emerged to take a major role in industrialisation. Development in China around the start of the twenty-first century included reaching the forefront as a low-cost manufacturer of many products for export. Markets around the world have grown accustomed to cheap Chinese imports in a growing range of sectors. However, one of the costs of rapid growth has been an equally fast spread of pollution and environmental problems.


Joining the WTO in 2001 brought easier access to world markets and entailed conditions which brought more economic liberalisation. Chinese exports are dominated by manufactured goods such as office machinery, telecommunications equipment, electrical machinery, textiles and clothing. The scale of expansion has involved the creation of whole towns built around single products. This proved challenging in 2009, when a slump in global demand for some products, such as toys, hit specialist towns hard. Public sector enterprises attempted to offset some of the private sector decline. Overall, there was a temporary slowdown in growth but not a recession in China.


China is now attempting to tackle three significant issues: changing labour market conditions in industrialised areas and shifting expectations have led to significant wage increases; inflation has been identified as a significant threat; protection of the environment is now recognised as demanding attention, forcing changes in the way things are done.
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Examiner tip


Detailed knowledge of China and India is not required, but trying to follow topical developments in the news is worthwhile.
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India


India has long combined private enterprise with regulation, but without the extent of public control seen in China. Over a long period, a cornerstone of Indian economic growth has been the energetic expansion of business empires dominated by families such as the Ambanis (Reliance) and the Tatas. Whereas China is sometimes stereotyped as heavily controlled with limited individuality, India is sometimes stereotyped as chaotic. While growth in India has not been sustained at the same rate as in China, GDP has grown faster than in Western economies for 25 years and increased by 9% in 2008.
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