Chapter 01 - Globalization


Globalization

Chapter Summary

This opening chapter introduces the reader to the concepts of globalization and international trade, and provides an introduction to the major issues that underlie these topics. The components of globalization are discussed, along with the drivers of globalization and the role of the General Agreement on Tariffs and Trade (GATT) and its successor the World Trade Organization (WTO) in lowering trade barriers.  The influence of technological change in facilitating globalization is also discussed, along with the role of multinational firms in international business.

The chapter also describes the changing demographics of the global economy, with a special emphasis on the increasingly important role of developing countries in world trade.  This discussion is complemented by a description of the changing world order, which was brought on by the collapse of communism in Eastern Europe and republics of the former Soviet Union.  The chapter ends with a candid overview of the pros and cons of the trend towards globalization.

Opening Case: Globalization at General Electric
Summary

The opening case explores General Electric’s quest to become the number 1 or 2 company globally in every business in which it participates.  General Electric, the largest industrial conglomerate in America, produces a range of goods and services including home appliances, jet engines, power generators, medical equipment, and television broadcasting.  Over 40 percent of its revenues today come from international sales, and it is expected that by 2012, some 55-60 percent of its business will be international.  During the 1980s and 1990s, when General Electric was led by Jack Welch, the company was an American company doing business in foreign markets.  Today, under the leadership of Jeffery Immelt, General Electric is moving toward becoming a global corporation.   A discussion of the case can revolve around the following questions:

Chapter Outline with Lecture Notes, Video Notes, and Teaching Tips

INTRODUCTION

A) Globalization refers to the trend towards a more integrated global economic system where barriers to cross-border trade and investment are declining, perceived distance is shrinking thanks to advances in transportation and telecommunications, and material cultures are more similar across borders.  The effects of globalization can be seen everywhere, from the cars people drive and the food they eat, to the jobs where they work and the clothes they wear.  Today, some $3 trillion in foreign exchange transactions are made daily.
B) The rapidly emerging global economy raises a multitude of issues for businesses including all sorts of new opportunities for business to expand their revenues, drive down their costs, and boost their profits. It also gives rise to challenges and threats such as how best to expand into a foreign market, whether and how to customize their product offerings, marketing policies, human resources practices, and business strategies in order to deal with national differences in culture and how best to deal with the threat posed by efficient foreign competitors entering their home market place.

C) Globalization is also unleashing new anxieties for people who, until recently, had felt fairly secure in their jobs.  Thanks to advances in technology, lower transportation costs, and an increase in skilled workers in low cost nations such as India, China, and Brazil, services have become a hot new export.   

D) The Opening Case on American conglomerate, General Electric, illustrates how one company is taking advantage of the globalization trend to expand internationally.  Revenues from international markets now make up over 50 percent of the company’s total revenues, and General Electric believes that developing nations like China and India will be especially important in the future.  Today, General Electric is becoming a more global business, with operations around the world, an international workforce, and managers with a global outlook. Discussion of the case, even if it involves handing out copies in class and giving students a few minutes to read them, provides a natural lead-in to the next topic - the globalization of the world economy and the drivers of globalization.

WHAT IS GLOBALIZATION?

A) Globalization refers to the shift towards a more integrated and interdependent world economy.
The Globalization of Markets 

B) The globalization of markets refers to the merging of historically distinct and separate national markets into one huge global marketplace in which the tastes and preferences of consumers in different nations are beginning to converge upon some global norm.  The global acceptance of Coca-Cola, Citicorp credit cards, IKEA furniture, and McDonald's hamburgers are all examples.  These firms not only benefit from the globalization of markets, they also, by offering the same basic products worldwide, facilitate the trend.  Yet there are still significant differences that frequently require that marketing strategies, product features, and operating practices be customized in a country.  In fact, the most global markets are for industrial goods and materials that serve a universal need around the world like microprocessors, rather than for consumer products.   In many industries, there is no such thing as a “German market” or an “American market,” there is only a global market.                    

The Globalization of Production 

C) The 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 (such as land, labor, capital, and energy), thereby allowing them to compete more effectively against their rivals.  Building Boeing’s 777 for example, involves eight Japanese suppliers, and a supplier from Singapore.  Boeing will outsource 65 percent of its 787 aircraft to foreign companies.  Similarly, American maker of flat panel TVs, Vizio, is outsourcing parts from China, South Korea, and the United States, assembling them in Mexico, and selling them in the United States.  The Internet is also facilitating efforts by service companies to outsource activities to low-cost nations.  Some hospitals for example, outsource radiology work to India, and IBM outsources software maintenance to engineers in India.  
Country Focus: Outsourcing American Healthcare
THE EMERGENCE OF GLOBAL INSTITUTIONS

A) Over the last half century, a number of global institutions have been created to help manage, regulate, and police the global market place, as well as to promote the establishment of multinational treaties to govern the global business system.  The World Trade Organization (WTO), like its predecessor the General Agreement on Tariffs and Trade (GATT), is responsible for policing the world trading system and making sure that nations adhere to the rules established in WTO treaties.  As of 2008, the 151 nations that account for about 97 percent of world trade were all members of the WTO.  The International Monetary Fund (IMF) maintains order in the international monetary system while the World Bank promotes economic development. The United Nations (UN) maintains international peace and security, develops friendly relations among nations, cooperates in solving international problems and promotes respect for human rights, and is a center for harmonizing the actions of nations.     

DRIVERS OF GLOBALIZATION

A) Two macro factors seem to underlie the trend toward greater globalization. First, the decline in barriers to the free flow of goods, services, and capital that has occurred since the end of World War II and second, technological change.

Declining Trade and Investment Barriers 

B) International trade occurs when a firm exports goods or services to consumers in another country.  Foreign direct investment (FDI) occurs when a firm invests resources in business activities outside its home country.  After WWII, the industrialized countries of the West started a process of removing barriers to the free flow of goods, services, and capital between nations.  Under GATT, over 100 nations negotiated even further decreases in tariffs and made significant progress on a number of non-tariff issues (e.g. intellectual property, trade in services).  With the establishment of the WTO, a mechanism now exists for dispute resolution and the enforcement of trade laws.  Talks that began in late 2001 were initially expected to last just three years, and were focused on cutting tariffs on industrial goods, services, and agricultural products, phasing out subsidies to agricultural producers, reducing barriers to cross-border investment, and limiting the use of anti-dumping laws.

C) This removal of barriers to trade has taken place in conjunction with increased international trade, world output, and foreign direct investment.  World Trade Organization data shows that the volume of world merchandise trade has grown faster than the world economy since 1950, and has accelerated since the early 1980s.  From 1970 to 2005, world merchandise trade grew faster than world production. 
D) The growth of foreign direct investment is a direct result of nations liberalizing their regulations to allow foreign firms to invest in facilities and acquire local companies. With their investments, these foreign firms often also bring expertise and global connections that allow local operations to have a much broader reach than would have been possible for a purely domestic company.  In 2007, FDI flows were about $1.5 trillion. 
The Role of Technological Change 

E) While the lowering of trade barriers made globalization of markets and production a theoretical possibility, technological change made it a tangible reality.

Microprocessors and Telecommunications


F) Since the end of World War II, there have been major advances in communications and information processing.

G) Moore’s Law predicts the power of microprocessor technology doubles and its cost of production falls in half every 18 months.  As this happens, the cost of global communication plummets, lowering the cost of coordinating and controlling a global organization.
The Internet and the World Wide Web 

H) The Internet and the World Wide Web, which have experienced explosive growth worldwide, promise to develop into the information backbone of tomorrow's global economy.  The Internet effectively allows its 1.3 billion users in 2007 to find each other.  For business, it can be a goldmine.  .  In the United States, online retails sales in 2007 are expected to be about $250 billion.

I) The Web is being seen as an equalizer in that it reduces some of the constraints such as location, scale, and time zones that typically limit global expansion by companies.  

Transportation Technology

J) In addition to these developments, several major innovations in transportation technology have occurred since World War II.  In economic terms, the most important are probably development of commercial jet aircraft and super freighters and the introduction of containerization, which greatly simplifies trans-shipment from one mode of transport to another.

Implications for the Globalization of Production

K) Improvements in transportation technology, including jet transport, temperature controlled containerized shipping, and coordinated ship-rail-truck systems have made firms better able to respond to international customer demands.  The Internet has been a major force facilitating international trade in services.
Implications for the Globalization of Markets

L) As a consequence of these trends, a manager in today's firm operates in an environment that offers more opportunities, but is also more complex and competitive than that faced a generation ago.  People now work with individuals and companies from many countries, and while communications technology the universality of English as the language of business has decreased the absolute level of cultural difficulties individuals face, the frequency with which they face inter-cultural and international challenges has increased. 

THE CHANGING DEMOGRAPHICS OF THE GLOBAL ECONOMY

As late as the 1960s, four stylized facts described the demographics of the economy. The first was the U.S. dominance in the world economy and the world trade picture. The second was U.S. dominance in world foreign direct investment.  The third fact was the dominance of large, multinational U.S. firms on the international business scene. The fourth was that roughly half of the globe- the centrally planned economies of the communist world, was off limits to Western international business.

The Changing World Output and the Changing World Trade Picture

B) In the early 1960s, the U.S. was still by far the world's dominant industrial power.  In 1963, for example, the U.S. accounted for 40.3 percent of world manufacturing output.  By 2005 the United States accounted for only 20.1 percent.  This decline in the U.S. position was not an absolute decline, rather, it was a relative decline, reflecting the faster economic growth of several other economies, most notably that of Japan. 

C) Given the rapid economic growth now being experienced by countries such as China, Brazil, and India, further relative decline in the U.S. share of world output and world exports seems likely.

D) If we look into the future, most forecasts now 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 commensurate decline in the share enjoyed by rich industrialized countries such as Britain, Japan, and the United States.  For international companies, these trends suggest that future economic opportunities may be greater in developing nations, and that new competitors are like to emerge from these countries.
Country Focus: India’s Software Sector
Summary
This feature explores the growth of India’s software industry.  Starting from nothing just twenty-five years, the industry now generates revenues of nearly $40 billion, and exports of $31.3 billion.  With global spending on information technology expected to be some $260 billion in 2009, Indian companies are primed to capture a significant share of the pie, forcing their Western counterparts to make changes to their strategies.
The Changing Foreign Direct Investment Picture

E) As shown in Figure 1.2 in the textbook, the share of world output generated by developing countries has been on a steady increase since the 1960s, while the stock of foreign direct investment (total cumulative value of foreign investments) generated by rich industrial countries has been on a steady decline.  This trend is expected to continue.

F) Similarly as shown in Fig. 1.3, there has been a sustained growth in cross-border flows of foreign direct investment, and the flow of foreign direct investment (amounts invested across national borders each year) has been directed at developing nations especially China. 

The Changing Nature of Multinational Enterprise  

G) A multinational enterprise is any business that has productive activities in two or more countries.

Non-U.S. Multinationals
H) In the 1960s, large U.S. multinationals dominated the global business environment, accounting for about two-thirds of all foreign direct investment.  By 2006, a different picture had emerged. The globalization of the world economy has resulted in a relative decline in the dominance of U.S. firms in the global marketplace. While most of the world’s largest multinationals were from developed countries, firms from developing economies had also begun to play a major role in the global economy.  Looking to the future, we can reasonably expect the growth of new multinational enterprises (any business that has productive activities in two or more countries) from the world's developing nations.

The Rise of Mini-Multinationals 

I) Another trend in international business has been the growth of medium-sized and small multinationals.  These businesses are referred to as mini-multinationals.

Management Focus: China’s Hisense – An Emerging Multinational
Summary
This feature examines the growth of Hisense which began in 1969 as a state-owned factory with just 10 employees.  Over the years, the company emerged as one of China’s leading makers of television sets.  In 1994, China relaxed its hold on the company and Zhou Houijan was appointed CEO.  Under Zhou’s leadership Hisense has become as one of China’s premier manufacturers of consumer appliances and telecommunications equipment.  
Suggested Discussion Questions
1. What makes Hisense different from other manufacturers of consumer electronics?  What factors have contributed to its success?
2. Why has Hisense established multiple R&D centers?  How do these R&D centers fit into the firm’s global strategy?

The Changing World Order

J) The collapse of communism in Eastern Europe presents a host of export and investment opportunities for Western businesses.  However, because there is still unrest and totalitarian tendencies in many states, companies must be cautious.  
K) The economic development of China presents huge opportunities and risks, in spite of its continued Communist control.  In addition, firms must be aware of the threat posed by China’s emerging multinationals. 
L) For North American firms, the growth and market reforms in Mexico and Latin America also present tremendous new opportunities both as markets and sources of materials and production.  However, given the history of economic mismanagement in Latin America, the favorable trends may not continue.
The Global Economy of the 21st Century

M) The path to full economic liberalization and open markets is not without obstruction.  Economic crises in Latin America, South East Asia, and Russia all caused difficulties in 1997 and 1998.  While firms must be prepared to take advantage of an ever more integrated global economy, they must also prepare for political and economic disruptions that may throw their plans into disarray.

THE GLOBALIZATION DEBATE

A) Is the shift toward a more integrated and interdependent global economy a good thing?  While many economists, politicians and business leaders seem to think so, globalization is not without its critics.  Globalization stimulates economic growth, raises the incomes of consumers, and helps to create jobs in all countries that choose to participate in the global economy.  Yet, there is a rising tide of opposition to globalization. 

Anti-globalization Protests

B) Since 1999, when protesters against globalization targeted the WTO meeting in Seattle, anti-globalization protesters have turned up at almost every major meeting of a global institution. Protesters fear that globalization is forever changing the world in a negative way.  However, despite their protests, most citizens seem to welcome the higher living standards that progress brings. 

(Instructor’s note) ISSUES RAISED BY THE PROTESTERS REGARDING LABOR (AMONG OTHERS) INCLUDE THE LACK OF:

· Prohibition of forced labor;

· Freedom of association;

· The right to organize and bargain collectively;

· An end to exploitation of child labor; and 

· Nondiscrimination in employment.

Fact:  using the definition of our standards, the arguments suggested above exist and seem valid. By our definitions, child labor and low wages (underemployment) exist in low income countries! The International Labor Organization estimates that 250 million children between the ages of 5 and 14 are working worldwide! The bulk of these “exploited” children can be found in Asia, African and Latin America.

Problem: Our perception of standards differs from the perception of people who live in low income countries because of differences in income and factor endowments! In other words, the issues of labor and environmental standards can only be resolved if all countries have similar incomes and endowments!

Globalization, Jobs, and Incomes

C) In developed countries, labor leaders lament the loss of good paying jobs to low wage countries.  However, supporters of globalization 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.  Free trade advocates suggest that despite some job dislocation, the whole economy is better off with free trade.  They make a similar argument to support the outsourcing of services like call centers to low-wage countries.   However, given that the wage gap between developed and developing countries is closing, the migration of unskilled jobs to low-cost nations may only be a temporary phenomenon.
(Instructor’s note) – Globalization, as measured by trade, is not and should not be about jobs! Why? Because, trade could both destroy or create jobs, and it could be that: 1) the # of jobs created could outweigh the # of jobs destroyed; 2) the # of jobs created could be less than the # of jobs destroyed; 3) it could be just a wash; 4) the quality of jobs created due to free trade and globalization could be better (economists and business experts think this in general the case.)

Moreover, jobs destruction and job creations due to trade are difficult to quantify! Why? Because, as mentioned above, free trade (globalization) both destroys and creates jobs! 
Fact: people in general like to talk about job losses, not the gains made due to globalization!

Country Focus: Protesting Globalization in France  

Summary

This feature describes the anti-globalization protests going on in France.  The protests, led by activist Jose Bove, started when the U.S. retaliated against EU bans on beef imports by imposing a 100% tariff on some EU products.  Bove and his associates targeted McDonald’s, and also California winemaker Mondavi as symbols of their opposition to American investments.  Still, despite the protests, foreign investment in France is at record highs, and ironically, so are French investments abroad.

Globalization, Labor Policies, and the Environment

D) A second source of concern is that free trade encourages firms from advanced nations to move manufacturing facilities offshore to less developed countries that lack adequate regulations to protect labor and the environment from abuse by the unscrupulous.  Supporters of free trade and greater globalization express serious doubts about this scenario.  They point out that tougher environmental regulation and stricter labor standards go hand in hand with economic progress.  In general, as countries get richer, they enact tougher environmental and labor regulations.  

E) Lower labor costs are only one of the reasons why a firm may seek to expand in developing countries. These countries may also have lower standards on environmental controls and workplace safety.  Nevertheless, since investment typically leads to higher living standards, there is often pressure to increase safety regulations to international levels.  No country wants to be known for its poor record on health and human safety.  Thus supporters of globalization argue that foreign investment often helps a country to raise its standards.  

(Instructor’s note) – In summary, protesters of globalization have argued that:

1. low labor standards and wages lead countries to the so-called Race-to-the-Bottom. Race-to-the-bottom is a situation where there is a downward pressure on labor, the environment, or other standards, that comes about through price competition.

2. low environmental standards lead to pollution heavens – a situation that occurs when countries compete by offering foreign firms (to relocate, etc.) a reduced set of environmental standards.
Facts:

1. lower wages indicate a disadvantage (and not an advantage as the protesters try to argue) as low wages and low labor standards are highly correlated with a labor force that highly illiterate and unskilled. In general, a country with low labor standards indicates that that labor force relatively un-productive and a host of other problems! Firms, especially the ones that require highly skilled labor, are less attracted by this situation.

2. low labor standards may help a country against another low labor standards country, but not against a country with high standards. 
Flawed argument regarding labor: Those who argue that jobs are lost due to low wage rates failed to mention differences in productivity! In some cases, the advantages of high productivity may outweigh the disadvantages of lower wages enjoyed by low income countries! 

Fact: high wage rates are highly correlated with high productivity and low wages are correlated with low productivity.

Empirical Evidence regarding the Race-to-the-bottom and pollution heavens (as a predatory practice):

1. There is no empirical evidence that suggests that countries with repressive regimes have benefited at the expense of countries with democratic principles and high labor and environmental standards;

2. in general, labor cost savings are offset by other problems such as low infrastructure facilities (lack of good roads, ports, power supplies, telecommunications, sanitations, etc.)  As a result, countries with low standards are unable to attract foreign investment!
Note: protesters of globalization have argued that leaders in developed countries need to impose sanctions against low income countries who fail to adopt “good and acceptable” labor and environmental standards. Some experts have suggested the following alternatives to trade measures (i.e. sanctions):

ALTERNATIVES TO TRADE MEASURES


As you know by now, it is unlikely that differences in standards will disappear as long as there are income gaps between rich and poor nations. It is important, therefore, to find ways to preserve the benefits created by trade while simultaneously searching for resolving conflicts over standards.


One good solution is to investigate the roots the problem. As shown in Ch. 5 and 6 trade barriers are grossly costly and inefficient ways of resolving conflicts. In fact, in the cases of environmental degradation and labor standards, the roots of the problem lie in the production and/or consumption of particular goods, not in their trade! If a steel mill pollutes a river or exploits children, the cause of the harm is the set of production standards employed by the mill, not the fact that the steel is exported. In some cases, the root of the problem is consumption decisions instead of production. Example: air pollution caused by gas-burning SUVs! So, given that consumption and productions decision inefficiencies impose costs, the solution rests on production and consumption decisions. There are other more efficient alternatives than trade measures, among them being. They are:

A.
Labels for Exports

This is a certification process producing a label that is attached to the good when it is exported. The label is designed to tell consumers that the good was produced under conditions that are humane or environmentally sustainable. Labeling probably resolves some of the conflicts unless: 1) nations consider it as an infringement of their sovereignty and upset national sentiments; 2) most consumers don’t believe the labeling as true. Unfortunately, it is possible for the value of the information on labeling to decrease as labeling becomes widespread. However, this alternative has been found useful compared to trade sanctions, quotas or tariffs. 

B.
Requiring Home Country Standards
This is a measure that requires home country firms to follow home country standards whenever they open foreign operations. This does not mean that wage rates will be the same throughout the world. However, things like minimum wages, child labor standards, hours of work standards, safety standards, etc. may included. In the case of the environment, requiring the same standards is not a usually a problem since multinationals use the same technology everywhere.

 Requiring home country standards has some advantages:

1.
it takes care of the fear of the race to the bottom by making it impossible for a home-based company to exploit low labor and environmental standards.

2.
it shifts the costs of improved standards to firms and consumers  in high-income countries – which is most of the concern originates.

Requiring home country standards has some disadvantages:
1.
it only addresses the problem of firms in high-standards countries that go abroad, but does not address the problem of foreign-owned and – operated firms that export into the domestic market. 

2.
it fails to address the problem when firms in a high-standards country outsource their production thru contracts with firms based in low-standards countries. This is especially true when firms doing most of the labor-intensive work are foreign-based and are outside the reach of the regulations of the high-standards country.

 C.
Increasing International Negotiations

This is usually done thru bilateral or multilateral negotiations. Nations also use existing international organizations such as the ILO.

The above non-trade measures have enjoyed limited success. Moreover, they are far better than trade measures such as sanctions, tariffs, and quotas. In some situations, sanctions do best especially when a large number of countries go along with the sanctions. 

We will explore these issues again in Chapters 5 and 6!
Globalization and National Sovereignty

F) A final concern voiced by critics of globalization is that in today's increasingly interdependent global economy, economic power is shifting away from national governments and toward supranational organizations such as the World Trade Organization (WTO), the European Union (EU), and the United Nations.  As perceived by critics, the problem is that unelected bureaucrats are now sometimes able to impose policies on the democratically elected governments of nation-states, thereby undermining the sovereignty of those states.

G) With the development of the WTO and other multilateral organizations such as the EU and NAFTA, countries and localities necessarily cede some authority over their actions.  Supporters of these organizations claim that if the organizations fail to serve the collective interests of member states, the states will withdraw their support and the organizations will collapse. 
Globalization and the World’s Poor

H) Critics of globalization argue that over the last century the gap between rich and poor has gotten wider, that the benefits of globalization have not been shared equally.  However supporters of free trade suggest that the actions of governments have limited economic improvement in many countries.  In addition, debt may also be limiting growth in some countries.  Today, there are various efforts underway to encourage debt relief programs. 

MANAGING IN THE GLOBAL MARKETPLACE

A) An international business is any firm that engages in international trade or investment.

B) As their organizations increasingly engage in cross-border trade and investment, managers need to recognize that the task of managing an international business differs from that of managing a purely domestic business in many ways.  Countries differ in their cultures, political systems, economic systems, legal systems, and levels of economic development.  
C) These differences require that business people vary their practices country by country, recognizing what changes are required to operate effectively.  It is necessary to strike a balance between adaptation and maintaining global consistency, however.

D) As a result of making local adaptations, the complexity of international business is clearly greater than that of a purely domestic firm.  Firms need to decide which countries to enter, what mode of entry to use, and which countries to avoid.  Rules and regulations also differ, as do currencies and languages.

E) Managing an international business is different from managing a purely domestic business for at least four reasons: 1) countries differ, 2) the range of problems and manager faces is greater and more complex, 3) an international business must find ways to work within the limits imposed by governmental intervention and the global trading system, and 4) international transactions require converting funds and being susceptible to exchange rate changes.  
POTENTIAL ESSAY EXAM QUESTIONS:

Critical Thinking and Discussion Questions

1. Describe the shifts in the world economy over the last 30 years.  What are the implications of these shifts for international businesses based in Great Britain? North America? Hong Kong?
2. "The study of international business is fine if you are going to work in a large multinational enterprise, but it has no relevance for individuals who are going to work in smaller firms."  Evaluate this statement.

3. How have changes in technology contributed to the globalization of markets and of production?  Would the globalization of production and markets have been possible without these technological changes?

4. "Ultimately, the study of international business is no different from the study of domestic business.  Thus, there is no point in having a separate course on international business."  Evaluate this statement.

5. How might the Internet and the associated World Wide Web affect international business activity and the globalization of the world economy?

6. If current trends continue, China may emerge as the world's largest economy by 2020.  Discuss the possible implications of such a development for:

· The world trading system.
· The world monetary system.
· The business strategy of today's European and U.S. based global corporations.

· Global commodity prices.

7. Read the Country Focus “Outsourcing American Healthcare,” then answer the following questions:  

a) A decade ago the idea that medical procedures might move offshore was unthinkable.  Today it is a reality.  What trends have facilitated this process?

b) Is the globalization of health care good or bad for patients?

c) Is the globalization of health care good or bad for the American economy?  

d) Who might benefit from the globalization of health care?  Who might lose?

e) Do you think that the U.S. government should restrict the outsourcing of medical work to developing nations?  What if physicians in those countries are certified by U.S. medical institutions?

8.

Why do standard vary across countries? Illustrate your answer with examples in the areas of labor and environmental standards. [Hint! See notes/outlines above.)

9.

What are the alternatives to trade measures (sanctions, etc.) for raising labor and environmental standards? Assess each argument. [Hint! See notes/outlines above.) 

B.

Additional Potential Exam Questions

3. Describe the concept of globalization.  What are the major opportunities and challenges that globalization has created for business organization?

4. Describe the two main facets of globalization.  Explain how each of these components of globalization has helped create the shift towards a more integrated world economy. 

5. Describe the World Trade Organization and its role in international business?

6. Define the term "foreign direct investment (FDI)." How does the term "foreign direct investment" differ from the term "international trade?" 

7. What is a multinational enterprise?  What have been the two most notable trends in multinational enterprises since the 1960s?  What is a mini-multinational?  Do you expect the role of mini-multinationals to gain momentum or wane in the future? Why? 

8. Discuss the primary advantages and disadvantages of globalization.  Do you believe the advantages outweigh the disadvantages?  How can the effects of the disadvantages of globalization be reduced?

9. What are the arguments for and against globalization regarding jobs and income?  Where do you stand on this topic?

Closing Case: Flat Panel Televisions and the Global Economy
Summary

This case explores describes the evolution of the flat panel television industry over recent decades.   While the technology for flat panel televisions was developed in the United States in the 1960s, virtually all production now takes place in low-cost locations.  The case examines the strategy of one company, American-based Vizio, and clearly demonstrates the impact of globalization, and in particular the globalization of production.  A discussion of the case can revolve around the following questions:  

QUESTION 1: Why is the manufacturing of flat panel TVs migrating to different locations around the world?
QUESTION 2: Who benefits from the globalization of the flat panel display industry?  Who are the losers?
QUESTION 3: What would happen if the U.S. government required that flat panel displays sold in the United States had to also be made in the United States?  On balance, would this be a good or a bad thing?
QUESTION 4: What does the example of Vizio tell you about the future of production in an increasingly integrated economy?  What does it tell you about the strategies that enterprises must adopt in order to thrive in highly competitive global markets?
Lecture Outline on Globalization

A. What is Globalization:

WHAT IS GLOBALIZATION?

A) Definition: Globalization (in short) refers to the shift towards a more integrated and interdependent world economy. 

1. See also paragraph #1, page 5.

2. rom another source:

Globalization is increased integration of different economies via increased trade, rapid technological progress, and large scale financial flows. It has many phases that may include: relatively free movement of resources (capital and labor), goods and services, knowledge and technology, etc.  The driving force for increased globalization include: better technology in the transportation and communication industries, increased taste of people to take advantage of opportunities of declining costs as a result of better technology and transportation costs, and the willingness of public officials and policymakers to satisfy the increasing taste of the public and their willingness to exploit the benefits of economic integration
Globalization could mean different things to different people. According to the famous economist J. Bhagwati, globalization is, from an economic standpoint:

“[an] integration of national economies into the international economy through trade, direct foreign investment (by corporations and multinationals), short-term capital flows, international flow of workers and humanity generally, and flow of technology.”
   

It is an increasing the economic, political and social integration (connectedness) of many countries over time as manifested by:

1. Globalized Markets due to:

i. falling trade barriers (tariffs and non-tariff barriers)

ii. convergence of Tastes and preferences by consuming similar or identical goods (internationalized or standardized products);

iii. Declining transportation costs.

2. Globalized production processes as manifested by Outsourcing.
Outsourcing:

i. Allows firms to enjoy access to foreign markets;

ii. Allows firms to compete for future contracts;

iii. Allows firms to have access to important input resources;

iv. Allows firms to enjoy economies of scale and declining production costs;

v. Allows firms to produce a variety of goods tailored to satisfy different people located in different countries with different tastes and preferences;

vi. Allows Consumers to enjoy a greater variety of goods and services and lower prices.

3. Increased globalization is driven by:

i. Declining tariff and non-tariff barriers;

ii. Improvement in technology. E.g. fax machines, lower telephone costs, internet connections which has allowed virtual monitoring of the production process.

iii. Transportation costs: E.g. Oil tankers, Antonov and Boeing 747 aircrafts;

iv. Emergence of Global Institutions such as the IMF, WB, WTO, The UN and its satellite organizations, nGOs….

B. How do we measure globalization?

1. Measuring globalization for the USA (a single country):

i. Using Trade and goods and services (Openness Index). Here, I will show the extent of globalization on the US using an empirical chart.

Openness = (exports + imports)/GDP (see, figure 1.1).

SOME OF THE IMPEDIMENTS OF WORLD TRADE INCLUDE:

a. Wars – World War I and II.

b. Protective Tariffs –which are excise taxes or duties on imported goods. Most are designed to shield domestic producers from foreign competition. These will shift demand towards domestic products.

c. Import Quotas - are limits on the quantities or the total value of specific items that may be imported. These choke off imports and these are more effective than tariffs in impeding international trade. A product can be imported in large quantities despite high tariffs; a low import quota completely prohibits imports beyond some point.

d. Export Subsidies—are government payments to domestic producers of export goods. They reduce production costs and allow the exporter to charge lower prices in world markets.

e. Non-tariff Barriers - which include licensing requirements, unreasonable standards of quality, unnecessary bureaucracy and red tape. (We will learn more on the rational behind these later in the course).

These are government imposed restrictions. Why do governments intervene in trade?

a. Misunderstanding of the gains from trade - an overall increase in world output if trade was unrestricted.

b. Political considerations

Conclude: Empirical evidence clearly shows that, even though trade as a percentage of GDP (as measured by the openness index) declined from 1900s to mid 1940s, there has been steady growth of trade from late 1940s to the current period. The openness index rose by about 61% in the last century (see handout). Hence, using the openness index, we can conclude that there has been an increased globalization.  

ii. Using Factor movements (movement capital and labor over time):

These may include:

1.
Open-door immigration policies

1. Less passport controls 

2. Less controls in work permits

3. Less control in physical assets (real estate, factories, business, etc.) These are called Foreign Direct Investment or FDI. These allow one nation to use another’s savings for its investment. The use of cross-border savings are long-term in nature and impossible to reverse easily.

Definition: FDI-is the purchase of physical capital assets such as real estate or businesses by a foreign company or individual. This leads towards a single world capital market. If so,

b. Investment rates (I/GDP) of a country need not be correlated with its savings (since capital will flow freely)

c. Capital flows from high-income countries to low income-countries, which have lower level of savings.

Conclude:

Empirical evidence indicates that (not shown here), for the U.S., the proportion of immigrants to the total population in the 1890s was about 15%. In 2000, it is only about 8%. Using this index, one can conclude that there is less globalization.

Empirical evidence (not shown here) also indicates that there is less FDI/GDP compared to 100 years ago, but there is a huge FPI/GDP (FPI= foreign portfolio investment) than 100 years ago.

iii. Using the convergence of prices of traded goods.

Theory and logic leads to believe that less tariffs, quotas, and non-tariff barriers lead to the cost of a Big Mac in Hong Kong to be more or less the same as in New York. Unfortunately, this is not the case. We will explore the reasons why in future chapters when we discuss the concept of purchasing power parity (PPP) and the law of one price.

2. Globalization using many countries (where do we stand?) using: (Use the latest Foreign Policy  ranking here –assigned as part of Quiz #1)

i. Political Engagement;

ii. Technology;

iii. Personal contacts;

iv. Economic integration.

3. Using the globalization of Markets and Production –see Chapter 1)

Note: I usually spend at least one full lecture period on this issue dealing with the issues of the environment, jobs, and labor. For those of you who are taking the course online, it is essential that you bring these issues during our chat session!  

DRIVERS OF GLOBALIZATION

1. Improved Technology –Technical Cahnge

a. Better and cheaper transportation costs

b. Better and cheaper communication

2. Role played by  multilateral institutions:

a. GATT and WTO

b. IMF and World Bank

c. United Nations

d. Other regional Trade Agreements such as NAFTA 

WHY GLOBALIZATION IS UNSTOPPABLE?

Because the opportunity cost of decreased globalization is huge! For example, globalization as measured by free trade:

1. Allows firms to have market access;

2. Allows firms to enjoy economies of scale –More on this in  ch. 6;

3. forces domestic firms and workers to be competitive;

4. Enables consumers to enjoy increase product variety (choices) and decreased prices.

In this course, we will learn that trade and globalization is not about job creation or job distraction. It is about efficiency and an improvement in the standard of living. It is important to note that trade both creates and destroys jobs.  

Globalization creates winners and losers! We will explore these issues in chs. 5 and 6. 

globalEDGE Exercises

Use the globalEDGE Resource Desk {http://globalEDGE.msu.edu/ResourceDesk/} to complete the following exercises.

Exercise 1

Your company has developed a new product that is expected to achieve high penetration rates in all the countries in which it is introduced, regardless of the average income status of the local population. Considering the costs of the product launch, the management team has decided to initially introduce the product only in countries that have a sizeable population base. Using the Population Reference Bureau as a resource, you are required to prepare a preliminary report with the top 10 countries of the world in terms of population size. Since growth opportunities are another major concern, the average population growth rates should be listed for management’s consideration.

Answer: globalEDGE lists numerous statistical databases and websites that provide population information. But specifically, when the search term “Population Reference Bureau” is entered into the search box , located at http://globaledge.msu.edu/ResourceDesk/ , and the two resources that come up are located at the Population Reference Bureau (http://www.prb.org/). Both eventually giving the same information, the first resource will lead you to a searchable database while the second resource will lead you to a PDF file for download.

Search Phrase: “Population Reference Bureau”

Resource Name: Population Reference Bureau Data Finder

Website: http://www.prb.org/datafinder.aspx
globalEDGE Category: “Research: Statistical Data Sources”

or

Search Phrase: “Population Reference Bureau”

Resource Name: World Population Data Sheet 

Website: http://www.prb.org/Publications/Datasheets.aspx
globalEDGE Category: “News & Periodicals: Publications”

Exercise 2

The United Nations Conference on Trade and Development (UNCTAD) provides ranking of the largest transnational corporations (TNCs) in the world, including a ranking of the 100 largest non-financial TNCs from developing countries. Identify the largest 25 TNCs listed in the most recent ranking. What countries are these TNCs from? In what industries are they classified? Do you notice any trends in terms of the countries and industries that are represented in the ranking?

Answer: UNCTAD’s ranking of the 100 largest non-financial transnational corporations (TNCs) from developing countries can be found by using the search phrase “transnational corporations” at http://globaledge.msu.edu/ResourceDesk/. This resource is called “UNCTAD: Largest Transnational Corporations” and is found under the globalEDGE category, “Research: Rankings.” Once on the website, the ranking can be accessed by clicking on the corresponding PDF document.

Search Phrase: “Transnational Corporations”

Resource Name: UNCTAD: Largest Transnational Corporations

Website: http://www.unctad.org/Templates/Page.asp?intItemID=2443&lang=1
globalEDGE™ Category: “Research: Rankings” 

Additional Readings and Sources of Information

The Soft Skills of Global Managers

http://hbswk.hbs.edu/archive/5370.html
The Pros and Cons of Globalization

http://www.businessweek.com/2000/00_17/b3678003.htm


Selling Globalization at Davos

http://www.businessweek.com/globalbiz/content/jan2007/gb20070126_455169.htm?chan=search



Globalization and American Wages

http://www.epi.org/content.cfm/bp196



Globalization, Small-Biz Style

http://www.businessweek.com/smallbiz/content/jan2008/sb20080123_487864.htm?chan=search
Globalization Bites Boeing

http://www.businessweek.com/magazine/content/08_12/b4076032773142.htm?chan=search
Q&A With Michael Porter http://www.businessweek.com/magazine/content/06_34/b3998460.htm?chan=search 

Globalization’s Gloomy Guses Must Adapt
http://www.businessweek.com/technology/content/mar2006/tc20060321_296404.htm?chan=search
Globalization: Key Issues 

http://www.imf.org/external/np/exr/key/global.htm












� In Defense of Globalization, Oxford University Press, 2004, page 3.
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