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( Solved )

INTERNATIONAL BUSINESS ENVIRONMENT

Part – A
Q. 1. Comment on the following statements :
(a) Settlement is desirable solution for business

disputes of international characters.
Ans. Ref.: See Chapter-16, Page No. 238,

‘Settlement of Trade Disputes’.
(b) The key factor that makes the market

economy work is consumer sovereignty.
Ans. Consumer sovereignty is the idea that it is

consumers who influence production decisions. The
spending power of consumers means effectively they
‘vote’ for goods.  Firms will respond to consumer
preferences and produce the goods demanded by
consumers. It is a manifestation of the ‘invisible hand’.

Consumer sovereignty can help to isolate the
boundaries of the principle, we shall examine the
alleged association. It comprises the following four
steps:

1. Knowledge of consumer wants: No one
knows what a consumer wants as well as he does
himself. Consequently, his wants will be best reflected
in his market demand for commodities.

2. Expression of wants: Consumer demand is
best expressed in terms of actual choices made by
consumers in the market–in terms of market
transactions–since, being rational, consumers will
adequately inform themselves of how best to realize
their wants in the presence of given opportunities.

3. Responsiveness of production to wants: Free
enterprise, directed by the profit motive and intense
competition in all markets, brings about the best
possible adaptation of resources to meet consumer
market demands, given the available resources and
state of technology. “Best” is defined as a set of

Time: 3 Hours ] [ Maximum Marks: 100

Note: Answer both Part-A and Part-B as per instructions.

outcomes such that, whichever one of these obtains,
no feasible alteration can bring about an alternative
outcome in which any individual is made better off
without at least one individual being made worse
off.

4. Laissez-faire: So long as the conditions for
a free competitive market system obtain, a laissez-
faire public policy will lead to a maximum degree
of consumer sovereignty.

(c) Technology is the most important factor
behind emergence of globalisation.

Ans. According to the Chambers 20th century
dictionary “globalization means to make global i.e.
worldwide, or effecting or taking into consideration
the whole world or all people.” According to Deepak
Nayyar “globalization can be defined as the
expansion of economic activities across political
boundaries of nation states.” In simple words,
globalization means integration of different
economies of the world into one global village
thereby reducing the economic gap between different
countries. Globalization is characterized by removal
of all restrictions between nations on the movement
of goods, services, capital, technology and labour.
Globalization views the entire world as a single
market and does not differentiate between domestic
market and foreign markets. Globalization
encompasses the following:

1. Free flow of goods and services across
the countries.

2. Free flow of capital across the countries.
3. Free flow of technology between

countries.
4. Free movement of labour across the

countries.
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Following are the important forces of
globalization:

1. International trade.
2. International capital flows.
3. Technology.
Revolution in Transport and Communi-

cations: As far as the development of enabling
technologies is concerned, the technological
revolution in transport and communications has played
a crucial role in the progress of globalization.
Following factors have contributed to technological
revolution:

(a) Internet and electronic communications
linking many people simultaneously.

(b) Cellular phones.
(c) Fax machines.
(d) Faster and cheaper transport by air, rail and

road.
(e) Computer-aided design.
(f) Scientific outlook of people throughout the

world.
The advent of computers and satellites leading

to massive expansion in the field of information
technology has revolutionized the entire
communications system. The development and
expansion of fax, e-mail, mobile, telephones, the
personal computer industry, etc. has made
communication across countries just a matter of
minutes. The new information technology allows
companies to run their business in ways that were
impossible earlier and at a fraction of the price. The
Internet has added to the speed of transactions.
Banking and insurance products are routinely sold and
marketed on the internet. In addition to the direct
selling of these products, the Internet makes global
pricing information much more transparent.

Technology is increasingly globalize as trade
in technology is growing tremendously. The research
and development activities of the firms are also getting
globalized for a number of TNCs are increasingly
establishing their research and development units in
various countries. Technology has become one of the
most important element of the competitiveness.

(d) Monetary and fiscal policies are important
tools for influencing BOP condition.

Ans. Ref.: See Chapter-1, Page No. 9, Q. No. 20
(i) and Page No. 10, Q. No. 20 (ii).

(e) The Ricardian theory of trade of trade
focuses on the comparative advantage of the
nation.

Ans. Ref.: See Chapter-2, Page No. 19,
Q. No. 14.

(f) World Bank was set up in response to the
pressing need for international capital to finance
reconstruction of production facilities destroyed by
war.

Ans. Ref: See Chapter-13, Page No. 195, Q. No. 25
and Q. No. 26.

Part – B
Note : Attempt the following questions.
Q. 2. Analyse the main features of world trade

in terms of commodity and country region
composition.

Ans. Ref: See Chapter-9, Page No. 124,
Q. No. 15.

Q. 3. How do the cultural factors influence
managerial decisions in international business?
Explain with examples.

Ans. Ref: See Chapter-19, Page No. 280,
‘Cultural Preferences for Decision Principles’.

Q. 4. When faced with competition from
imports, what strategies do the governments
adopt? In this context discuss the tariff and non-
tariff barriers.

Ans. It is an established fact that for all countries
free trade is always better than autarky. Even then,
some governments adopt a policy of restricted trade
i.e. trade subject to different types of barriers. There
are two broad types of barriers to trade:

(i) Tariff barriers
(ii) Non-tariff barriers
Tariff Barriers are taxes on imported goods to

restrict trade. A tariff is a price based policy to change
the price of imports. Tariff barriers may consist of the
following:

(a) Ad Valorem Duty: Ad Valorem duty means
a tax imposed as a percentage of the value (price) of
the imported goods.

(b) Specific Duty: Specific duty means a flat
tax imposed regardless of the value of the imported
or exported goods.

(c) Compound Duty: Compound duty refers
to a tax that combines ad valorem and specific duties.
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Business may be defined as any economic activity
on a continuous basis which involves production or
purchase of goods for sale, transfer or exchange of
goods, or supply of services undertaken with a view to
earn profit. Business may be classified into following
two groups on the basis of its geographical limits:

(i) Domestic business.
(ii) International business.
Domestic or internal business is carried within

the geographical limits of a country while international
business is carried outside the geographical limits of a
country i.e. between two countries. Every business,
whether domestic or international, operates within an
environment. The term ‘environment’ refers to the
totality of all the factors, which are external and beyond
the control of individual business enterprises. Although
basic functions, processes and techniques of domestic
as well as international business are essentially the
same, the environment of international business differs
from environment of domestic business. The
environment of international business is an extremely
complex phenomenon. The environmental factors vary
from country to country. Hence, one cannot operate
international business without thinking about
environment.

Now we shall focus on the meaning, nature and
relevance of the international business environment.
We shall also highlight various aspects of international
business environment such as  geographical, economic,
financial , socio-cultural, legal and ecological aspects.

Since the environment is the sum total of the
history, geography, culture, sociology, politics and
economics of a country, the environmental factors
generally vary from country to country. The
environment that is typical of India may not be found
in other countries like the USA, UK and Japan. Unit 1
of this chapter deals with concept and relevance of
international business environment. An environment
may be classified as under:

(i) Micro-environment
(ii) Macro-environment
Micro-environment refers to the factors which

directly influence a firm’s decisions and operations.
Micr-environment includes the factors in the firm’s
immediate environment such as suppliers, marketing
intermediaries, services organizations, competitors and
customers.

Macro-environment refers to the factors which
affect the firm as well as other factors in the firm’s
micro-environment. Macro-environment includes the
forces which operate at the domestic country, foreign

International Business
Environment
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country and global levels, such as economic, financial,
socio-cultural, geographic, political, legal and
ecological forces.

International business environment consists of
various factors which may be classified as under:

(a) Domestic environment
(b) Foreign environment
(c) Global environment
Domestic environment refers to the factors and

forces existing and operating within the political
boundary of a country in which business firm is
working. Domestic environment consists of the factors
such as competitors, economic conditions, political
forces and legal forces.

Foreign environment refers to the factors and
forces existing and operating in foreign country. Foreign
environment consists of factors such as economic
conditions, social and cultural values, political and legal
forces technology prevalent in foreign countries.

Global environment refers to the factors and
forces existing and operating worldwide. Global
environment consists of forces have worldwide or
regional influences on business operations like
international financial system, international treaties,
regional economic groupings etc.

A business and its environment interact and
influence each-other. A business is a part of system
and draws resources from its environment. Therefore,
a business manager must understand the environment
understanding of business environment is essential
because it gets a first move advantage, acts as a warning
signal for adverse conditions, sensitise the management,
provides a basis of strategy, supplies source of
intellectual stimulation, and helps in image building.
Because of environmental differences, strategies a firm
uses in the home country might not be appropriate in
the foreign countries. Hence, a firm has to be careful in
identifying various environmental forces operating not
only at the home country, but also at host country and
at global level. It is so because these environmental
forces would influence firm’s production, financial,
personnel and marketing operations.

Following are the major components of foreign
environment:

(i) Geographical environment
(ii) Economic and financial environment

(iii) Socio-cultural environment
(iv) Political environment
(v) Legal environment

(vi) Ecological environment.
Geographical environment refers to a country’s

climate, topography, natural resources and people.

Despite scientific and technological development,
geographical environment retains its relevance for
international business activity. Geographical
environment affects the supply and demand of the
products equally. For example, sugar industry is found
in the regions where sugarcane is grown because of
suitable climatic and soil conditions. Similarly, demand
for air-conditioners and refrigerators will be for more
in tropical regions than in temperate climate zones.
Further, there will be no demand for woollens in
tropical regions. Firm’s distribution and logistic
strategies are also influenced by geographical
conditions in the foreign markets. Population of a
country determines the market size and market
potential of the products.

Economic and financial environment are
closely related to each-other. Economic environment
refers to broad characteristics of the economic system
in which the firm carries out its business activities.
Following are the major factors of economic
environment influencing the foreign market decisions:

(i) Economic development
(ii) Gross national product and its sectoral

distribution
(iii) Expenditure pattern
(iv) Infrastructure i.e. social overheads such as

transportation, communication,
warehousing, advertising etc.

Financial environment refers to broad
characteristics of the financial system prevailing in the
foreign country. Following are the major factors of
financial environment influencing the foreign market
decisions:

(a) Monetary policy
(b) Fiscal policy
(c) Commercial policy or trade policy
(d) Foreign investment policy
(e) Balance of payments account.
Socio-cultural environment refers to social

values prevailing in a country. Socio-cultural
environment consists of customs, habits, beliefs, values,
attitudes, language etc. Culture of a society changes
only gradually and a business firm cannot afford to
ignore this reality. Culture refers to that part of the
total repertoire of human action which is socially
transmitted. Culture consists of both material culture
and non-material culture. Material culture involves
man made things while non-material culture includes
language, ideals, beliefs, values, music etc. Following
are the important elements of culture:

(i) Language
(ii) Aesthetics
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(iii) Education
(iv) Religions and superstitions
(v) Attitudes and values

(vi) Material culture
(vii) Technology

(viii) Social groups and organizations
(ix) Business customs and practices.
Political environment of the international

business is the set of governmental institutions. Political
parties and organizations that are the expression of the
people in the nations of the world. The political
environment varies from country to country. It is very
important to understand a particular government’s
actions with respect to taxes, dilution of equity control
and expropriation. Following factors constitute the
political environment of the countries:

(i) Form of government and political party
system

(ii) Political ideology and role of government
(iii) Political stability
(iv) Political risks including confiscation,

expropriations, nationalisation and
domestication.

Legal environment of international business
means the legal framework within which business firms
operate. From the point of view of business, not all
legislations are relevant. Legislations defining property
and business organizations, laws of contracts and
bankruptcy, mutual obligations of labour and
management and laws and regulations constraining the
way business activities are carried out constitute legal
environment of business. Since different countries have
different legal systems, a major problem faced by the
international business firms in which country’s laws—
host country’s or home country’s or third country’s laws
shall binding in case of a dispute. Firms engaged in
international business should also be aware of different
modes of the settlement of trade disputes and role of
International Chambers of Commerce; Court of
Arbitration.

Ecological environment refers to the factors
influencing the plants, people and institutions. Ecology
refers to the interrelationship between people, the fauna
(birds and animals) the flora (plants and forests) and
their physical surroundings. Till recently the business
had not cared for ecological effects of its activities.
Guided entirely by its profit maximisation goal, the
business caused tremendous damage to ecology. In
many countries, with a view to protect environment, a
number of laws have been passed. The purpose of
environmental laws is to protect the purity of the

environment and preserve the ecological balance. For
example, the Government of India has laid down
emission norms for automobiles under the Motor
Vehicles Rules, 1989.

CHECK YOUR PROGRESS

Q. 1. What is micro-environment?
Ans. Micro-environment refers to such players

whose decisions and actions have a direct bearing on
the enterprise. In other words, micro-environment
means the actors in the enterprise’s immediate
environment, which directly influences the enterprise’s
decisions and operations. Micro-environment includes
the following:

(i) Input suppliers
(ii) Workers and their unions

(iii) Customers
(iv) Competitors
(v) Market intermediaries

(vi) General public.
Q. 2. Distinguish between domestic and foreign

environments.
Ans. Domestic environment refers to the factors

and forces existing and operating within the political
boundary of a country in which business firm is
working. Since domestic environment exists at the
national level, a business firm is generally familiar with
it. On the other hand, foreign environment refers to the
factors and forces operating in foreign country. Since
foreign environment operates in foreign country, a firm
is generally not familiar with it. A firm has to make
conscious efforts to know the foreign environment.

Q. 3. Mention the major components of foreign
environment.

Ans. Following are the major components of
foreign environment:

(i) Geographical environment
(ii) Economic and financial environment

(iii) Socio-cultural environment
(iv) Political environment
(v) Legal environment

(vi) Ecological environment
Q. 4. What is the significance of understanding

foreign environment for a firm engaged in
international business?

Ans. Business environment is dynamic and is
undergoing fast and significant changes. Changes in
business environment influence the business decisions.
Successful business firms would be those who have
monitored the foreign environment to identify the
opportunities and threats affecting their business.

INTRODUCTION TO INTERNATIONAL BUSINESS ENVIRONMENT / 3
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Following are the points showing significance of
understanding foreign environment:

(i) A firm gets a first mover advantage.
(ii) It acts as a warning signal for adverse

conditions.
(iii) It provides a basis for strategy.
(iv) It sensitises the management to the changing

needs of the customers.
Q. 5. What do you mean by global

environment?
Ans. Global environment refers to the factors and

forces existing and operating on worldwide basis or
regional basis. Global environment consists of forces
listed as under:

(i) International economic conditions
(ii) International financial system

(iii) International agreements and treaties
(iv) Regional economic groupings.
Global environment transcends national

boundaries and is not confined in its impact to just one
country. Global environment excerts influence over
domestic as well as foreign countries. Global forces
excert worldwide or regional influences on business
operations.

Q. 6. Write three examples of global
environmental forces having worldwide or regional
influences on business operations.

Ans. Following are three examples of global
environmental forces having worldwide or regional
influences on business operations:

(i) World Trade Organization
(ii) World Bank

(iii) Association of South East Asian Nations.
(ASEAN)

Q. 7. What is economic environment?
Ans. Economic environment refers to the broad

characteristics of the economic system in which a firm
operates. Economic environment consists of
uncontrollable factors. Economic environment is sum
total of institutional framework, physical framework
and physical anatomy of the economy.  The most
important factors of economic environment are as
under:

(i) Economic development
(ii) Gross National Product and its distribution

(iii) Expenditure pattern
(iv) Infrastructure.
Q. 8. Distinguish between Current Account

and Capital Account.
Ans. Current account is that part of balance of

payment account which shows all items of flow nature.

Flow is a variable which has time dimension i.e. related
to a specific period of time. Current account includes
the following:

(i) Imports and exports of goods
(ii) Imports and exports of services

(iii) Unilateral transfers.
Capital account is that part of balance of payment

account which shows all items of stock nature. Stock
is a quantity which is measured at a point of time.
Capital account includes the following:

(i) Capital receipts
(ii) Capital payments
Q. 9. Enumerate four elements of culture.
Ans. Following are four elements of culture:
(i) Language

(ii) Education
(iii) Religions and superstitions
(iv) Attitudes and values.
Q. 10. What is material culture?
Ans. According to Ball and McCulloch, material

culture refers to all man made objects and its study is
concerned with how man makes things and who makes
what and why.

Q. 11. What is political instability?
Ans. Political instability may be defined as

frequent changes in the government and government
policies. Political instability is caused by one or more
factors given as follows:

(i) Change in the type of government
(ii) Shift in political parties forming the

government
(iii) Change in the government policies without

change in the government
(iv) Shifts in political parties.
Q. 12. Distinguish between confiscation and

expropriation.
Ans. Confiscation refers to a situation under

which a foreign investment is forfeited by a
government. It implies that no compensation is paid
for taking over the foreign investment. Expropriation
refers to a situation under which a foreign investment
is taken over by the government by paying some
compensation, which may not be equal to market value
of foreign investment. It implies that compensation is
paid for taking over the foreign investment.

Q. 13. What do you mean by domestication?
Ans. Domestication refers to a situation under

which freedom of operation of a foreign operator is
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