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Chapter One
What is Globalization?
Globalization: Trend away from distinct national economic units and toward one huge global market. In other words, globalization is the shift toward a more integrated and interdependent world economy. 
The Globalization of Markets: Moving away from an economic system in which national markets are distinct entities, isolated by trade barriers and barriers of distance, time, and culture, and toward a system in which national markets are merging into one global market. Think: Coca-Cola soft drinks, IKEA furniture, etc. It is important to note that there are still significant differences between national markets which require companies to customize sales and marketing strategies (as will be covered later). 
The most global of markets are not for consumer products (where preferences vary from country to country), but in basic necessities such as oil, wheat, and aluminum. 
The Globalization of Production: Sourcing goods and services from locations around the globe to take advantage of national differences in the cost and quality of factors of production (such as labour, energy, land, and capital). Companies do this with the intention of lowering their overall cost structure or improving the quality or functionality of their product offering. 
The Emergence of Global Institutions 
As markets globalize and an increasing proportion of business activity transcends national borders, institutions are needed to help manage and regulate the global marketplace (including establishing multinational trade treaties). These institutions include:
· The General Agreement on Tariffs and Trade (GATT): Committed signatories to lowering barriers to the free flow of goods across national borders.
· The World Trade Organization: The organization that succeeded the GATT. The WTO is responsible for policing the world trading system. As of 2012, countries collectively responsible for 97% of all world trade were WTO members, thus giving the WTO enormous influence. 
· The International Monetary Fund (IMF): Set up to maintain order in the international monetary system. Often seen as the last –resort lender to nations in economic turmoil.  
· The World Bank: Set up to promote general economic development in the world’s poorer nations. 
· The United Nations: An international organization made up of 193 countries with the goal of promoting peace, security, and cooperation. 
Drivers of Globalization
Two macro factors contribute toward greater globalization:
1. The decline in trade barriers since the end of WWII.
2. Technological change in regards to advancement in communication, information processing, and transportation. 
Declining Trade and Investment Barriers: During the 1920’s and 1930s, many of the world’s nation-states erected barriers to international trade (exporting a good or service to consumers in another country) and foreign direct investment (investing directly in business operations in another country). This ultimately resulted in the Great Depression of the 1930’s. Having learned from this, many barriers were removed after WWII which led to the creation of the General Agreements on Tariffs and Trade (later succeeded by the WTO). 
The Role of Technological Change: Since the end of WWII, Telecommunications is creating a global audience and transportation is creating a global village. Major advancements in technology include:
· Microprocessors and Telecommunications
· The Internet
· Transportation Technology
As transportation costs have declined, dispersal of productions to geographically separate locations has become more economical. As a result of technological innovations, the real costs of information processing and communication have fallen dramatically. These developments make it possible for a firm to create and manage a globally dispersed production system, thus furthering the globalization of production. 
The Changing World Output and World Trade Picture
· In the early 1960s, the U.S. was the world's dominant industrial power accounting for about 40.3% of world manufacturing output  
· By 2007, the U.S. accounted for only 20.7%
· Other developed nations experienced a similar decline
· Rapid economic growth is now being experienced by countries such as China, Thailand, and Malaysia
· Further relative decline in the U.S. share of world output and world exports seems likely
· Forecasts predict a rapid rise in the share of world output accounted for by developing nations such as China, India, Indonesia, Thailand, and South Korea, and a  decline in the share by industrialized countries such as Britain, Japan, and the United States
· So companies may find both new markets and new competitors in the developing regions of the world 
The Changing Nature of the Multinational Enterprise
Multinational Enterprise (MNE): a firm that owns business operations in more than one country. Since the 1960’s, there has been a rise in non-US multinationals and a growth in mini-multinationals.
· While most international trade and investment is conducted by large MNEs, many small and medium-size firms are expanding internationally
· The Internet has made it easier for many smaller companies to build international sales   

The Changing World Order
· Today, many markets that had been closed to Western firms are open
· The collapse of communism in Eastern Europe has created a host of export and investment opportunities 
· Economic development in China has created huge opportunities despite continued Communist control
· Free market reforms and democracy in Latin America have created opportunities for new markets and new sources of materials and production
The Globalization Debate
  Question: Is the shift toward a more integrated and interdependent global economy a good thing?  
· Many experts believe that globalization is promoting greater prosperity in the global economy, more jobs, and lower prices for goods and services
· Others feel that globalization is not beneficial
Globalization, Jobs, and Income
· Critics of globalization worry that jobs in advanced economies are being lost to low-wage nations 
· Supporters of globalization disagree, claiming that the benefits of free trade outweigh its costs 
· While some jobs may be lost, the economy as a whole is better off
· Supporters argue that free trade will result in countries specializing in the production of those goods and services that they can produce most efficiently, while importing goods and services that they cannot produce as efficiently, and that in doing so, all countries will gain
Managing in the Global Marketplace
1. Country differences require companies to vary their practices country by country
2. Managers face a greater and more complex range of problems
3. International companies must work within the limits imposed by governmental intervention and the global trading system
4. International transactions require converting funds and being susceptible to exchange rate changes
Globalization, Labour Policies, and the Environment
· Critics of globalization argue that that free trade encourages firms from advanced nations to move manufacturing facilities offshore to less developed countries with lax environmental and labor regulations 
· Supporters of free trade point out that tougher environmental regulation and stricter labor standards go hand in hand with economic progress and that as countries get richer as a result of globalization, they raise their environmental and labor standards 
· Free trade does not lead to more pollution and labor exploitation, it leads to less

Globalization and National Sovereignty
· Critics of globalization worry that economic power is shifting away from national governments and toward supranational organizations such as the WTO, the European Union (EU), and the UN
· Supporters of globalization argue that the power of these organizations is limited to what nation-states collectively agree to grant
· The organizations must be able to persuade members states to follow certain actions
· Without the support of members, the organizations have no power 
Globalization and the World’s Poor
· Critics of globalization argue that the gap between rich and poor has gotten wider and that the benefits of globalization have not been shared equally
· Supporters of free trade suggest that the actions of governments have made limited economic improvement in many countries
· Many of the world’s poorest nations are under totalitarian regimes, suffer from endemic corruption, have few property rights, are involved in war, and are burdened by high debt 
Managing in the Global Marketplace
Question: What does the shift toward a global economy mean for managers within an international business?
· Managing an international business (any firm that engages in international trade or investment) differs from managing a domestic business in four key ways
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