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Chapter

Globalization and International Trade
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Introduction

A fundamental shift is currently occurring in the world economy.
The shift includes many aspects: barriers to international trade and
investment are declining; perceived geographical distance is shortening
due to advances in transportation and telecommunications technology;
material culture is starting to look similar all over the world; and national
economies are merging into an independent, integrated global economic
system. This process is commonly referred to as globalization. This
chapter provides an overview of the nature and process of globalization.

World Economy

1.1 The Trend of Globalization

Globalization refers to the emergence of a global society in which economic, political,
environmental, and cultural events in one part of the world quickly come to have significance for



people in other parts of the world. It is the result of advances in communication, transportation,
and information technologies.

Hill (2008), a professor in University of Washington, suggests globalization is the shift
toward a more integrated and interdependent world economy. From economic and business
perspective, globalization includes two major components: the globalization of markets and the
globalization of production.

@ Globalization of Markets

Globalization of markets is the trend of historically separate national markets merging into
one huge global market (Hill 2008: 6). This trend is caused by the declining batriers to
international trade and investment. Products are easier to sell across borders now, and tastes and
preferences of consumers in different nations are beginning to have the same global form.
Coco-cola and McDonald are typical examples of this. These firms are not only benefactors of
this trend, but also facilitators of it. By offering the same basic product worldwide, they help to
create a global market.

Most global markets now are not markets for consumer products, as national differences
of tastes and preferences of customers in different countries are still acting as a brake on
globalization. There is higher level of globalization in markets for industrial goods and
materials, as these products are able to serve a universal need worldwide, including the
markets for commodities such as iron and oil, the markets for industrial products, such as
computer software, microprocessors, and the markets for financial assets such as visa cards
and company bonds.

Firms follow each other into the world market, and bring with them many of the assets
that served them well in other national markets, including their products, operating strategies,
marketing strategies, and brand names. As a result, greater uniformity replaces diversity. Now
in an increasing number of industries, it is no longer meaningful to talk about “the German
market”, “the American market,” or “the Japanese market”. For many firms, there is only the
global market.

On the other hand, the argument on globalization of markets cannot be pushed too far, as
globalization of markets does not mean that national markets are giving way to the global one.
Very significant differences still exist among national markets in consumer tastes and
preferences, distribution channels, cultural value systems, business systems, and legal
regulations. They often act as a brake on globalization, and frequently require that marketing
strategies, product features, and operating practices be adjusted to best match conditions in a
country.
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@ Globalization of Production

Globalization of production means sourcing goods and services from different countries
around the world to take advantage of national differences in the cost and quality of
production factors, such as labor, energy, land, and capital (Hill 2008: 7). Through global
outsourcing (Hf----- %/ T F2%41), companies are able to lower their overall costs and /
or improve the quality of their product offering, thereby allowing them to compete more
effectively.

Taking the case of the Boeing Company’s commercial jet airliner, the 777, as an gxample,
eight Japanese suppliers make parts for the fuselage (‘K#/L#/L ), doors, and wings; a supplier in
Singapore makes the doors for the landing gear (E27%%%®E, #%24Y); three suppliers in Italy
manufacture wing flaps (¥ 2, BHJ7#R); and so on. Totally, about 30 percent of the value for the
777 is built by foreign companies (Metthee 1994: 13).

Besides, nowadays more and more companies take advantage of modern communications
technology, particularly the Internet, to outsource service activities to low-cost producers in
other nations. Take the service activity of software production as an example. Many sofiware
companies now use Indian engineers to perform maintenance functions on America-designed
software. Dispersing activities in this way can compress the time (owing to different time
zones) and lower the costs. Other companies are outsourcing customer service functions to
developing nations where labor cost is cheaper.

As a result of intensified outsourcing, it has even become improper for some multinational
companies to talk about American products, Japanese products, German products, or Korean
products, because the outsourcing of productive activities to different suppliers results in the
creation of products that are global in nature. "

However, in the whole world substantial impediments still make it difficult for firms to
achieve the best dispersion of their productive activities around the globe. These impediments
include formal and informal barriers to trade between countries, barriers to foreign direct
investment, transportation costs, and issues associated with economic and political risk.

@ The Emergence of Global Institutions

As markets globalize and an increasing proportion of business activities transcends
national borders, institutions are needed to help manage, regulate, and police the global
marketplace, and to promote the establishment of transnational treaties governing the global
business system. In the 20th century, a number of important global institutions have been
created to help perform these functions. These institutions include the General Agreement on
Tariffs and Trade (the GATT, X% /& P}5) and its successor, the World Trade Organization
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(WTO, titH 4H4R); the International Monetary Fund (IMF, B fR7E & 4H4R) and its sister
institution, the World Bank; and the United Nations (UN, Bt& ). All these institutions were
created by voluntary agreement between individual nation-states, and their functions are
presented in international treaties.

1.2 Driving Forces of Globalization

Two macro factors underlie the trend toward globalization: the decline in barriers to the
free flow of goods, services, and capital; and technological change, particularly the dramatic
developments in recent years in communication, information processing, and transportation
technologies.

@ Declining Barriers of Trade and Investment

International trade occurs when a firm exports goods or services to consumers in another
country. Foreign direct investment happens when a firm invests resources in business
activities outside its home country.

During the 1920s and 1930s, many nations built formidable barriers to international trade
and foreign direct investment. Many of them took the form of high tariffs on imports of
manufactured goods. The aim of trade barriers was to protect domestic industries from foreign
competition. At last, trade barriers depressed world demand and contributed to the Great
Depression (K7 %) of the 1930s.

Having learned from this experience, advanced industrial nations committed themselves
to removing barriers to the free flow of goods, services, and capital between nations. Eight
rounds of negotiations among member states have worked to lower these barriers under the
watch of GATT. The most recent round of negotiations, the Uruguay Round (3£ [E]4),
was completed in December 1993. It further reduced trade barriers, extended GATT
regulations to cover services besides manufactured goods, provided enhanced protection for
patents, trademarks and copyrights, and established WTO to police the international trade
system.

In late 2001, WTO launched a new round of talks at Doha (% 14) in Qatar to liberate the
global trade and investment framework. The Doha talks produced an agenda, including
cutting tariffs on industrial goods, services, and agricultural products; phrasing out subsidies
to agricultural producers; reducing barriers to cross-border investment; and limiting the use of
antidumping laws. The biggest gain for the Doha talks would be reduction of subsidies by rich
countries on their agricultural products. Currently, average agricultural tariff rates are still
about 40 percent, and rich nations spend some $300 billion a year in subsidies to support their
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farm sectors. Poorer nations would gain most from reduction in agricultural tariffs and
subsidies, because such reforms would give them access to the markets of the developed
world. .
In addition to reducing trade barriers, many countries have also been progressively
removing restrictions to foreign direct investment (FDI). According to the UN, some 94
percent of the 1,885 changes worldwide between 1991 and 2003 in the laws governing FDI
created a more favorable environment for FDI (United Nations, 2004). The desire of
governments in various countries to facilitate foreign direct investment has also been reflected
in a dramatic increase in the number of bilateral investment treaties to protect and promote
investment between two countries.

Significant decline of barriers to international trade and investment has been driving the
globalization of markets and the globalization of production. Lowering trade barriers enabled
firms to export their products to various national markets, rather than a single domestic
market. It is also more likely for firms to disperse parts of their production to different
countries round the globe to reduce production costs and increase product quality. As a result,
previously separated individual national economies are becoming more intertwined and
integrated.

@ The Role of Technological Change

If the declining of trade barriers made globalization a possibility, technological change
has made globalization of markets and production a tangible reality. Since the end of WWII,
the world has seen major advances in communication, information processing, and
transportation technology, including the explosive emergence of the Internet and World Wide
Web (J74EM). Telecommunications (Hif%) is creating a global audience. Transportation is
creating a global village.

Microprocessors (74 224%) and Telecommunications

The microprocessor has probably been the most important innovation in information
technology. It caused the explosive growth of high-power, low-cost computing and led to the
vast increase in the amount of information processed by individuals and firms. The
development of microprocessor also underlies many advances in telecommunications
technology. Developments in satellite, optical fiber (Ot4F), and wireless technologies over the
past 30 years, and now the Internet and the World Wide Web, have revolutionized global
communications. These technologies rely on the microprocessor to encode, transmit, and
decode the vast amount of information that flows along these electronic highways. The cost of
microprocessors continues to fall, while their power increases. As a result, the cost of global

)




8 5 &E D iR

---------------------------- © 9 #8000 0 0 PP LD PP SO AR EROeEOPN ey

communications drops greatly, and this trend lowers the costs of coordinating and controlling

a global organization.
The Internet and World Wide Web

The rapid growth of the internet and the associated World Wide Web (WWW) is the
latest development in information technology. They are to develop into the information
backbone of the global economy. According to Forrester Research ({88745, an independent
research company), the value of Web-based transactions hit $657 billion in 2000. Many of
these transactions are not business-to-customer transactions (e-commerce), but
business-to-business (or e-business).

The Web allows businesses, both small and large, to expand their global presence at a
lower cost than ever before. One example is a small
Californian-based start-up (Fr#FHIANL), Cardiac Science. In
1996, Cardiac Science was eager to break into international
markets but had little idea of how to establish an
international presence. By 1998, the company was selling to
customers in 46 countries and foreign sales accounted for
$1.02 million revenues. By 2002 revenues had surged on the
back of product introductions to $50 million, some $ 17.5

million of which came from sales to customers in 50
E-business countries (Dickerson 1998:10).

Transportation Technology

Several major innovations in transportation technology have occurred since World War
Il. The most important are probably the development of commercial jet aircraft and
super-freighters (KZUHEHL), and the introduction of containerization (££3&%544), which
simplifies transshipment from one mode of transport to another.

Containerization has revolutionized the transportation business, significantly lowering
the costs of shipping goods over long distances. As a result of the efficiency gains associated
with containerization, transportation costs have dropped dramatically, making it much more
economical to ship goods around the globe, therefore helping to drive the globalization of
markets and production.

Implications for the Globalization Trend

As transportation costs reduce, dispersal of production to geographically separate regions
becomes more economical. As a result of the technological advances, the real costs of
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information processing and communication have fallen dramatically in the past two decades.
These developments make it possible for a firm to create and then manage a globally
dispersed production system, further facilitating the globalization of production. A worldwide
communications network has become essential for many international businesses.

The Internet has been a major force facilitating international trade in services. We are
probably still in the early stages of this development. But in the future, almost any work
processes that can be digitalized will be performed most efficiently and effectively anywhere
in the world.

Technological innovations have also facilitated the globalization of markets. Low-cost
global communications networks are helping to increase electronic global marketplaces.
Low-cost transportation has made it more economical to ship products around the world,
thereby helping to create global markets. In addition, low-cost jet travel has resulted in the mass
movement of people between countries. This has reduced the cultural distance between
countries and is bringing about some convergence of consumer tastes and preferences. At the
same time, global communication networks and global media are creating a worldwide culture.
A result of this evolution is the emergence of global markets for consumer products. It is now as
easy to find a McDonald’s restaurant in Tokyo as it is in New York.

However, while modern communication and transportation technologies are facilitating
the creation of the “global village”, significant national differences remain in culture,
consumer preferences, and business practices. A firm that ignores differences between
countries does so at its peril.

@ The Changing Global Economy

Affected by the intensified trend toward globalization, a significant change has
occurred in the demographics of the global economy over the past decades. As late as the
1960s, four features described the global economy: U.S. dominance in the world economy
and world trade; U.S. dominance in world foreign direct investment; the dominant, large,
transnational U.S. firms on the international business scene; the isolation of round half the
world (the central planned economies) from international business. So far, all the four
features either have changed or are now changing rapidly. ’

The Changing Picture of World Trade and World Output

In the early 1960s, the United States was the world’s dominant industrial power. In 1963,
the United States accounted for 40.3 percent of world output (Hood & Young, 1973). By 2004,
the United States accounted for nearly 21 percent of world output, still by far the world’s
largest industrial power but down significantly (IMF, 2005). This decline in relative position
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also occurred to other major developed countries, such as Germany, France and the United
Kingdom. The change in the U.S. position was a relative rather than absolute decline,
reflecting the faster economic growth of some emerging economies, particularly in Asia. For
example, China’s share of world output increased from a trivial amount to 13.2 percent during
the same period.

Over the past 30 years, U.S. dominance in export markets has declined as Japan,
Germany, and a number of newly industrialized countries such as South Korea and China
have taken a larger share of the world exports. Despite the fall, the United States still
remained the world’s largest exporter, ahead of Germany, Japan, France, and the fast-rising
economic power, China.

The relative decline of the United States reflects the growing economic development and
industrialization of the world economy. Looking 20 years into the future, most forecasts now
predict a rapid rise in the share of world output by developing nations such as China, India,
Indonesia, Thailand, South Korea, Mexico, and Brazil, and a corresponding decline in the
share enjoyed by rich industrialized countries such as Great Britain, Germany, Japan, and the
United States (Hill 2008: 19). If current trend continue, the Chinese economy could be large
than that of the United States at sometime in the middle of the century. Forecasts are not
always correct, but these trends suggest that a shift in the economic geography of the world is
now under way. For international businesses, the implications of the changing economic
geography are clear: many of tomorrow’s economic opportunities may be found in the
developing nations of the world, and many of tomorrow’s most capable competitors will
probably also emerge from these nations.

Changing Nature of the Transnational Corporation

A transnational corporation (TNC) is any business that has productive activities in two or
more countries. Since the 1960s, the rise of non-U.S. transnationals and the rapid growth of
mini-transnationals have become the two notable trends in the demographics of the
transnational corporation.

The Rise of Non-U.S. Transnationals

In 1973, 48.5 percent of the world’s 260 largest transnationals were U.S. firms. The second
largest source country was the United Kingdom, with 18.8 percent of the large transnationals.
Japan accounted for 3.5 percent of the world’s largest transnationals at the time. By 2005 things
had shifted significantly. Among the world’s 100 largest nonfinancial transnationals, 27 were
U.S. firms, followed by France with 15, Germany with 13, and Britain with 11, and Japan with 9
(UN 2006). The globalization of the world economy has resulted in a relative decline in the
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dominance of U.S. firms in the global marketplace.

According to UN data, the ranks of the world’s largest 100 transnationals are still
dominated by firms from developed economies (UN 2006). However, five firms from
developing economies entered the UN’s list of the 100 largest transnationals by 2005:
Hutchison Whampoa (F1i2 38§ % R A &) of Hong Kong China, which ranked 17 in terms of
foreign assets; Singtel (N3 {522 F]) of Singapore; Petronas of Malaysia; Samsung of
Korea; and CITIC Corp of China (UN 2006).

The growth in the number of transnationals from developing economies is even more
evident when we look at the slightly smaller firms. In the earlier 2000s, the largest 50
transnationals from developing economies had foreign sales of $103 billion out of total
sales of $453 billion, and employed 483,129 people outside of their home countries. Some
22 percent of these companies came from Hong Kong China, 16.7 percent from Korea,
8.8 percent from mainland China, and 7.6 percent from Brazil. Firms from developing
nations can be expected to emerge as important competitors in global markets, further
shifting the axis of the world economy from North America and Western Europe and
changing the long dominance of Western companies.

The Rapid Growth of Mini-Transnationals

Another trend in international business has been the growth of medium-size and small
transnationals (mini-transnationals). Although most international trade and investment are still
conducted by large firms, many medium-size and small businesses are becoming increasingly
involved in international trade and investment, We have noted how the rise of the Internet is
lowering the barriers that small firms face in building international sales, as in the case of the
small Californian-based Cardiac Science discussed earlier.

The Changing World Order

Between 1989 and 1991 a series of dramatic changes took place in Eastern Europe and
the Soviet Union. The Soviet Union has been replaced by 15 independent republics.
Czechoslovakia has divided itself into two states, and Yugoslavia became five successor states
after a bloody civil war. Many of the former central controlled economies in Europe and Asia
now share a commitment to free market economics. This change provides enormous export
and investment opportunities for international businesses. But the economies of these states
are still relatively undeveloped.

In addition to these changes, more quiet revolutions have been occurring in China and
Latin America. China continues to move progressively toward greater free market reforms.
On the one hand, with nearly 1.3 billion people, China represents a huge and largely untapped




