International business chapter 1
Globalization.

Learning objectives:
1. Define the term globalization
2. Give examples of the main causes of globalization
3. Explain why globalization and innovation are now proceeding at a rapid rate
4. Illustrate how changing international trade patterns, foreign direct investment flows, and the rise of the new multinational corporations are reshaping the world economy
5. Summarize the main arguments in the debate over the impact of globalization on job security, income levels, labor and environmental policies, and national sovereignty. 
6. Show how the process of globalization is giving rise to numerous opportunities and challenges that business managers must confront in Canada and beyond. 


WHAT IS GLOBALIZATION?

· Globalization refers to the shift toward a more integrated and interdependent world economy. 
· It has many different parts, including globalization of markets, globalization of production, and the globalization of consumers.

Globalization of markets.

· Refers to the merging of separate national marketplaces into one global marketplace. 
· Falling barriers of cross barrier trade have made this easier.
· Argument that the tastes of consumers of different nationalities have began to merge closer together, also making globalization of markets easier. 
· Significant differences still exist between national markets along may relevant dimensions.
· Many global markets are not markets for consumer products, where different consumer tastes and preferences would matter.
· Most global markets are for industrial goods and materials that serve a universal need. 
- Aluminum
- Oil
- Wheat
- Computer parts
- Jets


Globalization of production.

· Refers to the sourcing of goods and services from locations around the globe to take advantage of national differences in the cost and quality of factors of production
· Impediments still make it difficult for firms to achieve the optimal dispersion of their productive activities to locations around the globe. 
- Barriers to trade
- Barriers to foreign investment
- Transportation costs
- Economic/political risk

THE EMERGENCE OF GLOBAL INSTITUTIONS.

· Institutions need to help manage, regulate, police the global marketplace, and promote establishment of multinational treaties to govern global business. 
· General Agreement on Tariffs and Trade (GATT) Is an international treaty that committed signatories to lower barriers to free trade, and let to the WTO.
· The World Trade Organization (WTO) Is primarily responsible for policing the world trading system and making sure nation-states adhere to the rules laid down in trade treaties signed by WTO member states.
· The International monetary fund (IMF) was set up to maintain order in the international monetary system.
- Often seen as the lender of last resort to nations who’s economies are in turmoil and currencies are losing value against those of other nations.
- In return for loans requires nations adopt specific policies aimed at improving economies.
- Generates debate: some argue that the recommendations are inappropriate, others argue is violating the nations sovereignty. 
· World bank: Focuses on making low interest rate loans to governments in poor nations that want to make significant infrastructure investments.
· The United Nations: When states become members, they agree to accept the obligations of the UN charter, a treaty that sets out basic principles of international relations. 
- To maintain international peace and security.
- To develop friendly relations among nations.
- To cooperate in solving international problems.
- To promote respect for human rights. 






DRIVERS OF GLOBALIZATION.

Declining trade and investment barriers.

· International trade occurs when a firm exports goods or services to consumers in another country.
· Foreign direct investment occurs when a firm invests resources in business activities outside its home country. 
· Many barriers were high taxed on imports, designed to protect domestic producers. 
- Consequence was countries progressively raising trade barriers against each other -> depressed world demand -> led to great depression.
· After this, western countries committed themselves to removing barriers to the flow of free trade. This was enshrined in GATT.
· The most recent round known as the Uruguay round covered services and manufactured goods, provided enhanced protection for patents, trademarks and copyrights, and established the WTO. 

The role of technological change. 

· Major advances in communication, information processing, transportation technology.
· Internet. 

Microprocessors and telecommunications

· Enabled the growth of high power low cost computing.
· Moores law: The power of microprocessor technology doubles and its costs of production fall by half every 18 months. 

The Internet and the World Wide Web.

· Massive amounts of cross border trade are conducted through the Internet.

Transportation technology.

· The most important development probably the development of commercial jet and superfreighters and the intro of containerization. 
- Jets make the world easily accessible
- Containers reduce costs of shipping large amounts, as it would normally be much more labor intensive to remove all items from ships and put them somewhere else. 



The globalization of production. 

· As transportation costs associated with the globalization of production declined, dispersal of production expanded globally. 
· The lower costs of communication made it possible for a firm to create and manage a globally dispersed production system. 
· The development of commercial jet aircraft has also helped knit together world wide operations. 

The globalization of markets.

· Low cost transportation makes the global market easily accessible
· Low cost communication such as the WWW have made global markets easy to communicate in
· Low cost jet travel has made it easy for mass movement of people between countries. 
· At the same time global communication networks and global media are creating a world wide culture -> creating a global culture -> creating a global demand for the same products. 
· However, while modern communication and transportation technologies are ushering in the global village, many national differences remain in culture, preferences, and business practices. 

THE CHANGING DEMOGRAPHICS OF THE GLOBAL ECONOMY.

· U.S used to dominate global economy and world trade picture.
· U.S used to dominate the world in foreign direct investment.
· U.S international firms used to dominate.
· Roughly half the globe, was off limits to western business. 

The changing world output and world trade picture.

· U.S’s share of 


The changing foreign direct investment picture.

· U.S firms accounted for majority of FDI in the 60’s
· Threat felt by Europe, talks in France about limiting inward investment by U.S firms.
· As trade barriers fell, other countries increased shares of world output, and began to invest more heavily across national borders.
· Motivation for this was to source production to optimal locations, and to build a direct presence in major foreign markets. 
· Beginning in the 70’s European and Japanese firms began to shift labor -intensive operations from home markets to developing nations.
· Many Japanese firms began investing in North America as a hedge against unfavorable currency movements and imposition of trade barriers. 
- If trade barriers were imposed, Japanese would still have production of that item in foreign markets -> no need for exporting
- If Yen was very strong, Japanese cars would be priced out of foreign markets, but if production was in that market already, costs would remain the same for production -> can still be sold in that market. 
· Stock of foreign direct investment: Refers to the total cumulative value of foreign investments. 

The changing nature of the multinational enterprise.

· A multinational enterprise is any business that has productive activities in two or more countries. 
· There have been two notable trends in the demographics of the multinational enterprise:
- The rise of non US multinationals, particularly Japanese
- The growth of mini-multinationals. 


Non US multinationals.

· The globalization of the world economy together with Japanese rise to the top of the economic powers has resulted in the relative decline in the dominance of US firms in the marketplace. 
· If we look at smaller firms we see a significant growth in the number of multinationals from developing countries. 

The rise of mini-multinationals.

· Although it is true that most international trade and investment is still conducted by large firms, it is also true that many medium sized and small businesses are becoming increasingly involved in international trade and investment. 

The changing world order.

· Many of the former communist nations of Europe and Asia seem to share a commitment to democratic politics and free market economics. If this continues that opportunities for international business may be enormous.
· More quiet revolutions have been occurring in india, china, and latin America. This may also be a profound change. 

The global economy and the twenty first century.

· The last quarter century has seen rapid changes in the global economy. 
- Barriers removed.
- Cross border trade and investment growing faster than global output, suggesting that national economies are integrating into a single, interdependent global economic system. 
· The move toward this is helped by the widespread adoption of liberal economic policies by countries that for generations were firmly opposed to them. 
· In short, current trends indicate that the world is moving rapidly toward an economic system that is more favorable for international business. 

· The world may be moving toward a more global economic system, but countries could pull back if their experiences do not match their expectations. 
· Globalization can also bring risks, as seen when a financial crisis in Thailand spread to other east nations and then to Russia and Brazil, ultimately threatening the U.S and other developed countries. 


THE GLOBALIZATION DEBATE.

· Many people believe globalization to be a good thing.
- Increased international trade and cross border investment will lower prices of goods and services.
- Believe is stimulates economic growth, raises the income of consumers, and helps create jobs in all countries that participate. 

Anti-globalization protests

· Protest against job losses in industries under attack from foreign competitors.
· Downward pressure on the wage rates of unskilled workers.
· Environmental degradation.
· Cultural imperialism of global media which was seen as been dominated by the US interests, which some argue to be ‘culturally impoverished’ 

Globalization, Jobs, and Income.

· Fear that outsourcing can have effects on a countries well being as a whole.
· Supporters of globalization have conceded that the wage rates of unskilled workers in many advanced economies may have declined in recent years.
· Data shows that the lowest 10% of American workers have seen a drop in real wages of about 20%, while the top 10% have seen a rise of about 10%. 
· Globalization critics argue:
- Decline in wages is due to a drop in demand of unskilled workers due to outsourcing of unskilled labor. 
· Supporters argue:
- The drop in wages is more due to technologically induced shift way from jobs where the only qualification was a willingness to show up and toward jobs that require significant education and skills. 
- Point out that many advanced economies report shortage of skilled, and abundance of unskilled workers -> growing inequality is due to wages of skilled being bid up because of high demand -> unskilled wages bid down due to excess supply. 
- If one agrees with this logic, the answer is not limiting free trade, but to increase investment in education. 

Globalization, labor policies, and the environment.

· Secondary concern of free trade is that firms are encouraged to move manufacturing facilities  to less developed countries that lack regulations to protect labor and environment from abuse.
· Globalization critics often argue that adhering to these environmental and labor policies, increases costs, and puts them at a competitive disadvantage. 
· If this is true globalization could lead to an increase in pollution and exploitation of labor in developing nations. 

· Supporters argue that tougher environmental and labor regulations go hand in hand with economic progress -> help the country by giving them jobs through free trade -> country becomes richer -> tougher environment and labor standards -> country benefits. 
· They also argue it is possible to tie free trade agreements to the implementation of tougher environment and labor laws. 
· They argue that business firms are not the amoral organizations critics suggest
· Furthermore, the relationship between pollution, labor exploitation, and production costs may not be as suggested by critics, a well treated labor force works more productively, and it is productivity rather than base wage that often has greatest influence on costs. 

Globalization and national sovereignty

· Another concern is that globalization shifts power way from national governments and into the hands of organizations such as the WTO, European union, and UN. 
· Concern is that nobody elected the people who run these, and they are imposing politics on the democratically elected government leaders, taking away the sovereignty of each nation. 
· In contrast, many economists and politicians say they limit the power of organizations such as the WTO  because each nation must agree to the set guidelines.
· They argue that bodies like the UN and WTO are designed to serve the collective interests of each nation – and their power relies largely on their ability to convince each nation to follow such guidelines, if they cant, nation states will withdraw their support and the organization would collapse. 


Globalization and the world’s poor.

· Critics argue that despite the benefits associated with free trade, the last one hundred or so years the gap between rich and poor has increased. 
· They argue that this gap should not be getting bigger if it is so beneficial.
· Many factors stand out however, which include the totalitarian style of government many of the worlds poorest countries have implicated, economic policies that have destroyed wealth rather than create it, and scant protection for property rights, and war. 

· A complicating factor is the rapidly growing populations in many of these countries.

· Promoters of free trade argue to improve their wealth they should lower free trade barriers and implement economic policies based on free market economics. 

· Another problem is many poor countries are also being held back by large debt. 
· Paying off these debts leaves the country with little to invest in important infrastructure such as education, health care, roads, and power. 
· Free trade alone may not be enough to help these countries, and some suggest large-scale debt relief. 
· For such a program to have an effect, debt relief must be matched by wise investment in public projects that boost economic growth, and facilitate investment and trade.
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