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D
efining

G
lobalization

G
lobalization

is
the

process
by

w
hich

nationality
and

geographic
location

becom
e

increasingly
irrelevantfor

econom
ic

activities.

W
hatexactly

does
thatm

ean?
W

hatis
the

evidence
of

this
process?

W
hich

factors
drive

this
process?

H
ow

should
businesses

respond
to

it?

G
lobalization

/D
efinition
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T
ypes

of
G

lobalization
�

E
conom

ic
G

lobalization:
the

process
advancing

the
integration

of
the

w
orld

econom
y

through
trade

and
investm

ent.

H
ow

does
itw

ork?

�

C
ulturalG

lobalization:
the

process
by

w
hich

tastes
and

preferences
of

individuals
becom

e
m

ore
sim

ilar
across

countries

(e.g.,N
intendo?

H
ollyw

ood
m

ovies?
M

cD
onald’s?

or
Sushi?).

Should
w

e
care

aboutit?
Is

this
desirable

or
not?

�

P
oliticalG

lobalization:
countries

care
abouttheir

neighbours’

actions
because

of
(negative)

spillover
effects.

G
lobalization

/D
efinition
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of
E

conom
ic

G
lobalization

�

G
lobalization

ofconsum
ption:

the
nation

in
w

hich
a

product

w
as

m
ade

becom
es

independentof
the

nationality
of

the

consum
er.InternationalT

rade

�

G
lobalization

ofproduction
and

ow
nership:

the
nationality

of

the
ow

ner
and

controller
of

productive
assets

is
independentof

the
nation

housing
them

.

F
oreign

D
irect

Investm
ent

G
lobalization

/D
efinition
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of
C

onsum
ption

People
have

a
preference

for
variety.

If
each

nation
produces

a
num

ber
of

varieties
of

goods

proportionalto
its

size,a
C

anadian
consum

es
foreign

products
in

proportion
to

the
econom

ic
size

of
the

originating
country.

Since

C
anada’s

share
in

w
orld

outputis
only

about3%
,only

3%
of

goods

consum
ed

in
C

anada
w

ould
be

dom
estically

produced.

In
a

fully
“globalized”

w
orld,consum

ption
patterns

w
illnot

depend
on

sim
ilarity

in
culture,language,or

institutions,and
they

w
illalso

notdepend
on

geographic
proxim

ity
or

trade
relations.

G
lobalization

/D
efinition
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G
lobalization

ofP
roduction

and
O

w
nership

L
ocation

choice
depends

on
com

parative
advantage

(low
er

per-unit

production
cost)

in
a

given
location.

C
ountries

tend
to

specialize
in

activities.
International“outsourcing”

of
production

allow
s

com
panies

to
reap

the
fullbenefits

of
an

integrated
w

orld
econom

y.

If
there

is
no

“hom
e

bias”
in

ow
nership,C

anada’s
assets

w
ould

be

ow
ned

by
foreigners

atthe
sam

e
proportion

as
foreigners

ow
n

all

w
orld

assets.
C

onsequently,only
about3%

of
C

anadian
assets

w
ould

be
ow

ned
by

C
anadians,and

C
anadian

firm
s

w
ould

have
roughly

97%
of

their
totalassets

overseas.

G
lobalization

/D
efinition
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T
he

G
ains

from
T

rade

T
rade

L
eads

to
Specialization

of
C

ountries

�

TechnologicalD
ifferences:

Som
e

countries
are

m
ore

productive
than

others.
D

iffusion
of

new
technology

is
slow

.
R

icardo’s
T

heory
of

C
om

parative
A

dvantage
im

plies
thatcountries

w
ill

trade
even

w
hen

one
country

has
higher

productivity
in

all
industries.

�

F
actor

E
ndow

m
ents:

C
ountries

are
differently

endow
ed

w
ith

capital,differenttypes
of

labour,land,and
naturalresources.

�

Increasing
R

eturns
to

Scale:
Per-unitcosts

m
ay

fallw
ith

output
or

cum
ulative

output.
C

om
panies

m
ay

benefitfrom
agglom

eration
effects

and
other

positive
“spillovers.”

C
oncentration

and
specialization

of
production

w
illbe

beneficial.

G
lobalization

/D
efinition
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ains

from
F

oreign
Investm

ent

W
hy

do
M

ultinationalE
nterprises

exist?

B
ecause

M
N

E
s

internalize
ow

nership
advantages.

�

TechnologicalA
dvantage:

protection
of

intellectualproperty.

�

C
onsum

er
R

ecognition
A

dvantage:
brand

nam
es,com

pany

recognition,positive
“source

effect”.

�

M
arket/L

ocation
A

dvantage:
localknow

ledge,delivery

logistics.

�

Input/Sourcing
A

dvantage:
superior

ability
to

source
inputs.

G
lobalization

/D
efinition
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L
iberty,M

arkets,and
M

arketF
ailure

�

People
and

com
panies

trade
w

ith
each

other
across

borders

because
this

is
their

choice
and

itis
to

their
advantage.

Interfering
in

trade
relations

lim
its

freedom
.

�

C
om

panies
w

hich
com

pete
w

ith
rivals

forcustom
ers

and
w

orkers

w
orry

abouttheir
reputation

for
quality

and
socialresponsibility.

Functioning
m

arkets
express

consum
erpreferences,notcom

pany

preferences.
G

lobalization
generally

increases
com

petition.

�

W
hen

m
arkets

fail,governm
ents

have
an

obligation
to

intervene

(e.g.,by
setting

environm
entalstandards).

G
lobalization

/M
yths

and
T

ruths
9
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D
oes

globalization
harm

the
poor?

A
ccusations:

1.
G

lobalization
displaces

low
-paid

w
orkers

athom
e

and
drives

dow
n

w
ages

by
raising

unem
ploym

ent.

2.
G

lobalization
shifts

jobs
to

poor
countries

w
here

w
orkers

are

paid
m

uch
less

than
the

displaced
w

orkers
in

rich
countries.

R
esponses:

1.
Freertrade

raises
living

standards
in

both
rich

and
poor

countries.

2.
W

orkers
in

poor
countries

are
better

off
because

they
have

chosen
to

w
ork

for
a

(usually
better-paying)

foreign
com

pany

rather
than

a
(low

er-paying)
dom

estic
com

pany.

G
lobalization

/M
yths

and
T

ruths
10
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3.
W

hile
displaced

rich-country
w

orkers
are

initially
w

orse
off,

m
ostof

them
w

illeventually
m

ove
to

other
jobs.

4.
U

nem
ploym

entrates
are

neither
higher

nor
low

er
in

an
open

econom
y

com
pared

to
a

closed
econom

y.

5.
B

ecause
im

ports
and

exports
m

ustbalance
in

the
long

run,
“m

oving
jobs

abroad”
in

one
industry

m
ustbe

m
atched

by
an

increase
in

production
in

another
industry

athom
e.

N
ew

jobs
at

hom
e

are
often

high-skilled
jobs.

6.
E

m
pirically,investm

entabroad
does

notdisplace
exports

(and

jobs).
Production

abroad
often

requires
inputs

from
the

hom
e

country,and
increases

trade
am

ong
affiliates

of
m

ultinationals.

A
s

a
result,exports

tend
to

increase
along

w
ith

foreign
investm

ent.

G
lobalization

/M
yths

and
T

ruths
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B
ut

w
hataboutchild

labour?
O

r
the

environm
ent?

�

Stopping
im

ports
from

countries
w

ith
child

labour
m

ay
do

m
ore

harm
than

good.
L

ess
trade

m
eans

less
grow

th
and

m
ore

poverty.
T

rade
barriers

m
ay

sim
ply

drive
children

from
producing

for
exportto

producing
goods

for
dom

estic
consum

ption;they
still

m
ay

notgo
to

schoolinstead.
In

the
long

run,the
bestw

ay
to

com
batchild

labour
is

to
com

batits
source:

poverty.

�

W
ith

increased
FD

I,w
illenvironm

entalpolluters
m

ove
from

rich
high-standard

countries
to

poor
low

-standard
countries,resulting

in
a

“race
to

the
bottom

”?
Is

free
trade

good
or

bad
for

the
environm

ent?
E

vidence:
open

econom
ies

grow
faster

than
closed

econom
ies,and

richer
countries

im
plem

enthigher
environm

entalstandards.

G
lobalization

/M
yths

and
T

ruths
12
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D
oes

globalization
w

iden
incom

e
inequality

at
hom

e?
�

Increased
trade

does
indeed

seem
to

raise
incom

e
inequality

som
ew

hat.
W

ages
for

low
-skilled

jobs
have

stagnated,butw
ages

for
high-skilled

w
orkers

have
increased

significantly.

�

H
ow

ever,the
effectfrom

increased
trade

is
overshadow

ed

dram
atically

by
the

inequality-raising
effectfrom

skill-biased

technologicalchange.

�

T
he

negative
effects

from
trade

and
technology

are
com

pensated

by
better

education
of

new
w

orkers
and

retraining
of

low
-skilled

w
orkers.

G
lobalization

/M
yths

and
T

ruths
13
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D
oes

globalization
w

iden
the

incom
e

gap
betw

een
rich

countries
and

poor
countries?

�

E
m

piricalfact:
trade

is
good

for
econom

ic
grow

th,and
w

ith
few

exceptions
increases

in
per-capita

incom
e

of
the

poor
has

not

fallen
behind

overallincreases
in

per-capita
incom

e
in

developing
countries.

�

Poverty
is

w
orstw

here
grow

th
is

low
(A

frica)
and

is
m

uch

reduced
w

here
grow

th
is

high
(E

astA
sia).

B
etw

een
1975

and
1995,the

per-capita
incom

e
gap

betw
een

the
U

.S.and
C

hina
has

fallen
from

19
to

6;how
ever,A

frica’s
incom

e
gap

has
increased

from
12

to
19.

�

W
age

differentials
also

reflectdifferences
in

productivity.

G
lobalization

/M
yths

and
T

ruths
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Ifnot
globalization,then

w
ho

or
w

hatis
responsible

for
the

scandalous
levelofpoverty

in
this

w
orld?

�

R
ich

countries:

�

trade
rules

exclude
goods

from
poor

countries

(e.g.,textiles,agriculturalproducts)

�

protection
of

intellectual

property
rights

m
ay

exclude
poor

countries
from

accessing

technology
(e.g.,cheap

generic
drugs

to
com

batH
IV

)

�

over-protection
of

banks
encourages

reckless
lending

and
thus

contributes
to

financialcrises
in

poor
countries

�

P
oor

countries:
m

any
problem

s
are

indeed
hom

e-m
ade

�

corruption

�

incom
petence

and
patronage

�

lack
of

legal

protection
of

people
and

property

�

lack
of

w
om

en’s
rights

�

tribalw
arfare

�

non-dem
ocratic

politicalsystem
s

G
lobalization

/M
yths

and
T

ruths
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G
lobalization

E
xam

ple:
T

he
G

M
L

eM
ans

	

design:
G

erm
any

	

com
ponents:

Japan,Taiw
an,Singapore

	

assem
bly:

K
orea

	

advertising
cam

paign:
B

ritain

G
lobalization

/E
vidence
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E
m

piricalE
vidence:

InternationalT
rade

1.
W

orld
exports

have
consistently

grow
n

m
ore

than
w

orld
G

D
P

(output)
during

the
Post-w

ar
period.

D
uring

the
last45

years

w
orld

m
erchandise

outputm
ultiplied

by
a

factor
of

5.5
w

hile

trade
m

ultiplied
by

a
factor

of
14.

2.
T

rade
in

m
anufactured

goods
stillaccounts

for
abouthalf

of
all

trade
and

itgrew
rapidly

in
the

1990’s.

3.
T

rade
in

services
(softw

are,insurance,banking,etc.)
is

increasing
its

share
in

totaltrade
and

is
becom

ing
increasingly

im
portant.

G
lobalization

/E
vidence
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E
m

piricalE
vidence:

F
oreign

D
irectInvestm

ent

1.
FD

I
has

increased
dram

atically.
B

etw
een

1984
and

1998,total

flow
of

FD
I

from
allcountries

increased
by

900%
,w

hile
w

orld

trade
grew

by
121%

,and
w

orld
outputby

34%
.

2.
B

y
1998,the

globalFD
I

stock
has

exceeded
U

S$4.0
trillion

(m
ore

than
1/2

the
size

of
the

U
.S.econom

y)

3.
45,000

parentcom
panies

had
280,000

foreign
affiliates.

4.
A

bout80%
of

w
orld

FD
I

is
betw

een
developed

countries.

5.
A

bout80%
of

FD
I

into
C

anada
com

es
from

the
U

.S.,and

another
10%

from
the

U
K

.

G
lobalization

/E
vidence
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C
ounter

E
vidence:

Is
the

W
orld

a
G

lobalV
illage?




N
ations

and
geography

stillm
atter.




C
onsider

the
leading

m
ultinationals.

W
ith

few
exceptions

(N
estle),they

have
a

hom
e-country

bias
in

both
their

assets
and

sales
(sales

athom
e

are
a

higher
%

of
totalsales

than
hom

e
G

D
P

as
a

%
of

w
orld

G
D

P).




C
onsider

the
large

autom
obile-M

N
E

s
in

the
U

S.D
eborah

Sw
enson

has
analyzed

data
on

the
percentage

of
inputs

originating
in

the
U

S
and

the
percentage

of
shipm

ents
rem

aining

in
the

U
S.For

the
‘B

ig
3’,95%

of
inputs

are
dom

estic
and

92%

of
shipm

ents
rem

ain
in

the
U

S.For
foreign

assem
blers,67%

of

inputs
and

88%
of

shipm
ents

are
dom

estic.

G
lobalization

/E
vidence
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C
ounter

E
vidence

(II)
�

FD
I

outside
of

the
hom

e
country

is
regionally

clustered

(especially
taking

into
accounteconom

y
sizes):

Japan
is

the

principalinvestor
in

K
orea

and
other

A
sia-Pacific

areas.

G
erm

any
dom

inates
investm

entin
E

astern
E

urope.
T

he
U

nited

States
dom

inate
investm

entin
the

restof
the

A
m

ericas.

�

A
ffiliates

of
U

S
M

N
E

s
in

E
urope

sellm
ostof

their
products

(on

average
60%

)
in

the
country

in
w

hich
the

affiliate
is

located.

G
lobalization

/E
vidence
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riving

F
orces

of
G

lobalization

1.
A

dvances
in

T
ransportation

Technology:
the

“shrinking

globe”;air
travel;container

ships
and

tankers;m
ore

roads.

2.
Im

provem
entin

C
om

m
unication

Technology:
coordination

of

activities
around

the
w

orld
is

getting
easier;the

Internet.

3.
L

ow
er

B
arriers

to
T

rade:
N

A
FTA

,G
A

T
T

and
the

W
T

O
;the

M
ost-Favoured

N
ation

(M
FN

)
Principle.

4.
L

ow
er

B
arriers

to
Investm

ent:
T

he
N

ationalT
reatm

ent(N
T

)

Principle
ensures

non-discrim
ination

againstforeign
com

panies

5.
Integration

ofF
inancialM

arkets:
H

igh
levelof

international

capitalm
obility;increased

m
arkettransparency.

G
lobalization

/D
riving

F
orces
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D
riving

F
orces

ofG
lobalization

(continued)

6.
C

onvergence
in

Tastes:
A

s
per

capita
incom

es
have

converged

am
ong

the
O

E
C

D
nations

(E
urope,N

orth
A

m
erica,Japan),this

has
prom

oted
m

ore
sim

ilar
buying

patterns,m
aking

goods

produced
abroad

m
ore

attractive
than

they
w

ere
before.

G
reater

sim
ilarity

in
buying

patterns
m

ay
also

em
erge

from
increased

travel,m
igration,and

internationalm
edia.

For
exam

ple:
W

ith

the
exposure

to
new

cuisines,A
m

ericans
are

sprinkling
an

average
3.1

pounds
of

spices
onto

food
annually,nearly

a
pound

m
ore

than
a

decade
ago.

G
lobalization

/D
riving

F
orces
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ow

Should
B

usinesses
R

espond
to

the
C

hallenge
of

G
lobalization?

�

R
ationalization:

the
reorganization

of
production

by
productor

process
in

differentcountries
to

exploitlocation
advantages

(see:
gains

from
trade).

–
C

onsolidation:
shutting

dow
n

of
inefficientproduction

lines
in

som
e

plants
and

boosting
of

production
capacity

of
efficientproduction

lines
in

other
plants

–
Specialization:

dedication
of

production
plants

to
individual

products
or

processes.

�

F
ragm

entation:
D

uplication
of

production
lines

in
different

geographic
locations

to
address

localdifferences
in

consum
er

behaviour
or

exploitproxim
ity

advantages.

G
lobalization

/Strategic
R

esponses
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G
lobalization:

Strategic
R

esponses



G
lobalStrategy:

In
response

to
high

costpressures,centralize

production
and

functions
in

the
m

ostsuitable
location(s)

in
order

to
exploiteconom

ies
of

scale.
Sella

“globalproduct”.




M
ultidom

estic
Strategy:

In
response

to
high

dem
and

pressures,

establish
self-reliantoperations

in
m

any
countries

w
ith

little

globalintegration.
Sella

“localproduct”.




InternationalStrategy:
A

m
ixture

of
the

previous
tw

o

strategies
w

ith
a

strong
headquarter

(e.g.,for
R

&
D

),strong

globalintegration,butsom
e

duplication
of

functions
in

individualcountries
or

regions.

G
lobalization

/Strategic
R

esponses
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G
lobalization:

O
perationalM

odes
�

E
xporting

�

L
icensing

and
F

ranchising

�

Subsidiary

–
B

uying
an

existing
“brow

nfield”
operation.

–
E

stablishing
a

new
“greenfield”

operation.

�

JointV
entures

�

Strategic
A

lliances

G
lobalization

/Strategic
R

esponses
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G
lobalization:

P
racticalC

hallenges
�

D
ifferent

L
egaland

Tax
E

nvironm
ents:

ow
nership

rules
tax

rates,double
taxation,governm

entincentives

�

InternationalF
inance:

differentcurrencies,exchange
rates,

hedging
againstcurrency

risk.

�

InternationalM
arketing:

consum
ers

have
different

preferences,differentlevels
of

sophistication
and

purchasing

pow
er,differentsocialcontext.

�

O
rganizationalIntegration:

differentlanguages,different

business
culture.
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P
oliticalG

lobalization
A

nd
T

he
W

estphalian
P

rinciple
�

T
he

17th-century
Peace

of
W

estphalia,w
hich

ended
the

30-Y
ears

W
ar,established

the
rule

thatstates
m

ay
do

w
hatever

they
like

(such
as

im
posing

the
sovereign’s

religion)
w

ithin
their

borders—
only

externalrelations
are

the
proper

concern
of

the

internationalcom
m

unity.

�

U
nder

w
hich

conditions
are

w
e

w
illing

to
interfere

in
the

internal

affairs
of

a
sovereign

state?
In

reality,the
W

estphalian
Principle

is
eroding.
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A
P

S
C

450 T
he

W
estphalian

P
rinciple

(II)
�

W
hataboutspillover

effects?
V

iolations
of

hum
an

rights

generate
refugee

stream
s.

V
iolations

of
environm

entalstandards

spillacross
borders

through
pollution

(e.g.,acid
rain,global

w
arm

ing).

�

H
ow

strong
is

the
(econom

ic
and/or

political)
rationale

for

harm
onizing

standards
such

as
labour

law
s,environm

ental

protection,or
hum

an
rights?

�

W
hatcan

w
e

do
to

coordinate
activities

and
protectstandards?

�

Isolationism
is

notan
option.

G
lobalization

is
a

reality.
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