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What Is Globalization?

The world is moving away from self-contained
national economies toward an interdependent,
integrated global economic system

Globalization refers to the shift toward a more
integrated and interdependent world economy

Globalization has two facets:
1) the globalization of markets
2) the globalization of production
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What Is The
Globalization of Markets?

Historically distinct and separate national
markets are merging
It no longer makes sense to talk about the
“German market” or the “American market”
Instead, there is the “global market”
falling trade barriers make it easier to sell globally
consumers’ tastes and preferences are converging
on some global norm
firms promote the trend by offering the same basic
products worldwide (standardization)

The Globalization of Markets

(1950-2015,  1950=100; volume data;  source:WTO)
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The Globalization of Markets

Total exports and production, by decade
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After the Great Trade Collapse,
international trade has
recovered, but sluggishly.

Have we reached ‘peak trade’'?

There is a debate and not

enough data points to have a
L . clear answer. Probably, trade will

n recover. Also in the mid ‘70s and
1950-59 1960-69 1970-79 1980-89 1990-89 2000-09 2010-13 . .
= Total exponts = Total production 80s trade slowed down with
Source: Irwin (2015) respect to production and then
recovered.
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Attention: export are measured on a

gross basis, not value added one

$ Trillions ESTIMATES
~19 -5
28%
~14
Global gross exports “Double counting” Value added in trade

(foreign value

added in exports) 3

Domestic value added of export

Figure 1: Domestic value added content of gross exports, %  (EXGRDVA_EX)
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Domestic value added of export

IC VALUE-ADDED CONTENT AS A PER CENT OF GROSS VALUE OF
1005-2008
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SERVICES AGRICULTURE MANUFACTURING
MINING
Note: Percentages larger than 100% idicaite a significant indireckintribution through the exports of other domestte tndustries
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The Globalization of Markets
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The Globalization of Markets

The most global
markets are not
consumer markets

The most global
markets are for
industrial goods and
materials that serve a
universal need the
world over
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The Globalization of Markets

But don't exaggerate the degree of
homogenization. Significant differences still exist
among national markets. As a consequence for
many products firms still adopts
Country-specific marketing strategies

Varied product mix

What Is The
Globalization of Production?

Firms source goods and services from
locations around the globe to capitalize on
national differences in the cost and quality
of factors of production like land, labor,
energy, and capital

Companies can
lower their overall cost structure

improve the quality or functionality of their
product offering




The Globalization of Production

One mode of international production is the
Foreign Direct Investment (FDI).

In the last 30 years FDI increased a lot.
They are also very volatile
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The Globalization of Production
FDI inflows 1970-2008

source: UNCTAD, WIR 2009
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The Globalization of Production
FDI inflows 2005-2016
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FOI Inflows, top 20 host sconomies
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The Globalization Of Production

Historically this has been primarily confined
to manufacturing enterprises

Increasingly companies are taking advantage
of modern communications technology, and
particularly the Internet, to outsource service
activities to low-cost producers in other

nations

The production process has been
fragmented internationally




The Globalization Of Production

Some definitions:

Figure 1.1, Outsourcing and offshoring

Location
National International
B
% Domestic outsourcing International outsourcing
g
Control  © Offshoring
g Domestic supply Intemational insourcing

Source: Van Welsum and Vickery (2004).
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The Globalization Of Production

Outsourcing of productive activities to different
suppliers results in the creation of products that
are global in nature (ex. Boeing 777, IBM - now
Lenovo- Thinkpad X31 etc.)

The Globalization of Production

Barbie: an early example of
international fragmentation of production

£ Barbie produced by
&‘( the American

A company Mattel is

25\ considered a global

good (Tempest, 1996;
Feenstra, 1998).

"3 Mattel does not own
production plants in
the USA.




Barbie and international
fragmentation of production

Plastic for the body and hair comes from Taiwan and Japan.
Moldes and colors from USA.

Assembly used to take place in Philippines and Taiwan, but
it was then moved to other countries in South-Est Asia
(Indonesia, Malaysia , China).

Cotton cloth for dresses comes from China.

Most Barbie dolls are shipped to USA from Hong Kong.
Value of the doll in Hong Kong (1995) was 2$: 35 cents
labor, 65 cents materials, 1$ intermediation and trasport.
Sale price in USA was about 10$: 1$ Mattel profits and the
rest general overhead and distribution costs and margins,
etc.
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The Globalization of Production
A more recent example: Boeing 787 Dreamliner

Offshore production accounts for 70% of
parts

43 suppliers in 135 sites

Most tasks performed in high-income
countries

No clear pattern of technological
advantage; experience and local
knowledge play central role

26

International fragmentation of production: a
complex example

“Spiders” involve multiple parts coming together from
a number of destinations to a single location for assembly of a new component
or final product. Most production processes are complex mixtures of the two.

itation of production: the example of the
. Boeing 787 Dreamliner




International production of parts
for Boeing 787 Dreamliner
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Trade in value added

The goods and services we buy are composed of
inputs from various countries around the world.
However, the flows of goods and services within these
global production chains are not always reflected in
conventional measures of international trade.

The joint OECD — WTO Trade in Value-Added (TiVA)
initiative addresses this issue by considering the value
added by each country in the production of goods and
services that are consumed worldwide. TiVA indicators
are designed to better inform policy makers by
providing new insights into the commercial relations
between nations.

https://youtube/RZKX-0SK41U

Trade in value added

10



Foreign value added content of
exports by country
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Foreign value added content of
exports: industries
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The Globalization of Production
Value Chain of Activities
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The Value Chain of a Product Any product has many different activities involved in its
manufacture. Panel (a) lists some of these activities for a given productin the order in
which they occur.

The value chain in (b) lists these same activities in order of the amount of high-
skilled/low-skilled labor used in each. In panel (b), the assembly activity, on the left, uses
the least skilled labor, and R&D, on the right, uses the most skilled labor.

Because we assume that the relative wage of skilled labor is higher at Home and that
trade and capital costs are uniform across activities, there is a point on the value chain,
shown by line A, below which all activities are offshored to Foreign and above which all
activities are performed at Home.

33
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The Globalization Of Production

Again, don’'t exaggerate the degree of
production globalization. Obstacles remains:

Formal and informal barriers to trade
Barriers to foreign direct investment
Transportation costs

Issues associated with economic risk
Issues associated with political risk
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The Globalization of Production

A group of economist (see Gene Grossman and Rossi-
Hansberg, 2006 and the presentation by Richard
Baldwin, 2006)) have introduced the idea that with
outsourcing globalization has entered a new phase.

The idea is that in the first phase globalization has been
characterized by a first unbundling: end of the
necessity of making goods close to the point of
consumption. In this first phase we had trade in
goods.

Recently, started a second unbundling: the end of the
need to perform most production stages near each
other. In this second phase we have trade in tasks.

Globalization and the labour
market

Goods, services, capital markets have
become less regulated over the last 50
years.

What about the labour market?

12



The recent European migration

Ccrisis
@65 MEDITERRANEAN UPDATE
7 YEARS S CRNTION LTS ELROPE: ARRNALS AND EATALITES
o Nt R, Dt -
& By " .
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Pending asylum applications

The distribution
of asylum
seekers

Globalization
Historical digression 1:

Taking a longer historical perspective, it should
be stressed that between 1870 and 1914 the
world experienced another period of
globalization.

After this first period, the process of global
economic integration quickly reversed.

With 1945 the process started again

13



Globalization of market:
the Iong Fun (total exports/GDP)

percentage

T T T T T T T T T
1840 1860 1880 1900 1920 1940 1960 1980 2000

— 1827 (7) — 1861 (17) — 1960 (110)
The legend reporis the initial year of each sample (# of countries in each sample in parentheses)
Fouquin-Hugot, 2016 140
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Globalization
(source WTO 2008)

Table 1
Globalization waves in the 19th and 20th century
(Percentage change unless indicated otherwise)

World 1850-1913 1950-2007 195073 1974-2007

082 17 19 16

214 18 51 29

134 20 31 12

18 6.2 82 50

179 501 1 374

0429 090 055 117

64
1982 2006
[ 253
'AD (2007), WTO (20073)

Historical digression 2:

Fast economic growth is a feature of the last 200
years. It is a product of the capitalistic
production system.

Globalization is an intrinsic feature of the
capitalistic production system

(on this, see page 27 from Maddison, 2001)

142
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Globalization and the
capitalist system of production

World GDP per capita

(1990 International Geary-Khamis dollars)
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Globalization and the
capitalist system of production

Is the recent slow economic growth simply a result of the Great
Recession (and, as for all recessions, we will recover) or is
there something more?

Some economists have pointed to the latter direction,
introducing the «Secular Stagnation» idea. We might have
entered in a period in which growth will be lower than in the
past. Two interpretations:

- Larry Summers: it's mainly a demand problem, US GDP
growth is below potential growth

- Robert Gordon: it's a supply problem. Productivity growth is
and will be permanently lower than in the past. This implies that
potential GDP growth is lower than in the past.

The two interpretations are not in contrast.

What Is Driving
Globalization?

Declining barriers to the free flow of goods,
services, and capital (Institutions important role)
average tariffs are now at just 4%
more favorable environment for FDI
global stock of FDI was $15.5 trillion in 2009
facilitates global production
Innovation
microprocessors and telecommunications
the Internet and World Wide Web
transportation technology

15



What Does Globalization
Mean For Firms?

Lower barriers to trade and investment
mean firms can

view the world, rather than a single country,
as their market
base production in the optimal location for that
activity
But, firms may also find their home
markets under attack by foreign firms

26.09.2017

Declining Trade And
Investment Barriers

Average Tariff Rates on Manufactured Products as Percent of Value

1913 1950 1990 2010
France 21% 18% 5.9% 39
Germany 20 26 9 39
Italy 18 25 5.9 39
Japan 30 — 63 23
Holland b 1 5.9 39
Sweden 20 9 44 39
Great Britain - 23 5.9 39
United States 44 14 48 32

Declining Trade And

Investment Barriers
Some stylized facts:
After WWII substantial reduction in trade
barriers (tariffs and non-tariffs barriers

On average less developed countries are more
protectionist than industrialized countries (IC)

South-South trade is characterized on average
by higher trade barriers than South-North trade

IC have peaks of protectionism in some sectors
(ie agriculture and textile and clothing) in which
many emerging economies have a comparative
advantage ar

16



Why Do We Need
Global Institutions?

Global institutions
help manage, regulate, and police the global
marketplace
promote the establishment of multinational
treaties to govern the global business system

26.09.2017

Why Do We Need
Global Institutions?

Examples include

the General Agreement on Tariffs and Trade
(GATT)

the World Trade Organization (WTQO)
the International Monetary Fund (IMF)
the World Bank

the United Nations (UN)

the G20

What Do Global
Institutions Do?

The World Trade Organization (like its
predecessor GATT)
polices the world trading system
makes sure that nation-states adhere to the
rules laid down in trade treaties
promotes lower barriers to trade and
investment

155 members in May 2012

17



What Do Global
Institutions Do?

The International Monetary Fund (1944)
maintains order in the international monetary
system
lender of last resort for countries in crisis

Argentina, Indonesia, Mexico, Russia, South
Korea, Thailand, Turkey, Ireland, and Greece

The World Bank (1944)

promotes economic development via low
interest loans for infrastructure projects
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What Do Global

Institutions Do?

The United Nations (1945)
maintains international peace and security
develops friendly relations among nations
cooperates in solving international problems
and in promoting respect for human rights
is a center for harmonizing the actions of
nations

The G20

forum through which major nations tried to
launch a coordinated policy response to the
2008-2009 global financial crisis

What Does Globalization
Mean For Firms?

Technological change means

lower transportation costs
help create global markets and allow firms to
disperse production to economical, geographically
separate locations

low cost information processing and communication
firms can create and manage globally dispersed
production

low cost global communications networks
help create an electronic global marketplace

global communication networks and global media

create a worldwide culture and a global consumer
product market

18



The Changing Demographics
Of The Global Economy

Four trends are important:

The changing world output and world
trade picture

The changing foreign direct investment
picture

The changing nature of the multinational
enterprise

The changing world order
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How Has World Output And
World Trade Changed?

In 1960, the U.S. accounted for over 40%
of world economic activity, but by 2012,
the U.S. accounted for just 23%
a similar trend occurred in other developed
countries
In contrast, the share of world output
accounted for by developing nations is
rising
expected to account for more than 60% of
world economic activity by 2020

How Has World Output And
World Trade Changed?

The Changing Demographics of World Output and Trade

Share of Shara of Share of
Waorld Output, World Output, World Exports,

Country 1960 (%) 2011 (%) 2012 (%)
United Eiates 383 214 ar
Gamany BT &1 Ta
Franon 48 40 a3
Ttuby an a1 28
United Kingdom B2 35 26
Canada a0 25 25
Jdapan 3 (R 15
China NA 105 114
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Economic power is shifting

Figure 0.1. Share of the global economy in purchasing power parity terms

% of global GDP, PP basis

's long-term growth projections to his historical PPP-based estimates for 23 OECD member countries

based on Maddison (2007) and Maddison (2010

StatLink meom http//dx doi org/10.1787/888932287957
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... and this implies convergence

Figure 0.2. The four-speed world in the 1990s  Figure 0.3. The four-speed world in the 2000s
B Poor [ strugging @ Converging [ Affluent Wl Poor [ Stuggling N Converging [ Affluent

Note: See Chapter 1 for a detailed description of the country classification used.
Source: Authors’ calculations based on World Bank (2009).
Seaet ik mpow hitp://dx doiorg/10.1787/888932287976 Seaetink apow hitp://dx doi org/10.1787/888932287935

How Has Foreign Direct
Investment Changed Over Time?

In the 1960s, U.S. firms accounted for
about two-thirds of worldwide FDI flows
Today, the United States accounts for less
than one-fifth of worldwide FDI flows
Other developed countries have followed a
similar pattern
In contrast, the share of FDI accounted for
by developing countries has risen (since
2010, together with transition economies
they account for more than 50% of world
FDI inflows)

20



How Has Foreign Direct
Investment Changed Over Time?

Percentage Share of Total FDI Stock 1980-2011

B veo [ wso [ 2oo0 [ 2om
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How Has Foreign Direct
Investment Changed Over Time?

FDI Inflows 1988-2011

5 bilkors

[ Developed Countries [l Developing Countries

What Is A
Multinational Enterprise?

Multinational enterprise (MNE) - any
business that has productive activities in
two or more countries
Since the 1960s
the number of non-U.S. multinationals has
risen
the number of mini-multinationals has risen
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The Changing World Order

Many former Communist nations in Europe and
Asia are now committed to democratic politics
and free market economies
creates new opportunities for international businesses
but, there are signs of growing unrest and totalitarian
tendencies in some countries
China and Latin America are also moving toward
greater free market reforms
between 1983 and 2010, FDI in China increased from
less than $2 billion to $100 billion annually

but, China also has many new strong companies that
could threaten Western firms
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How will whe Global Economy
of the 21st Century Look?

The world is moving toward a more global
economic system...
But globalization is not inevitable

there are signs of a retreat from liberal economic
ideology in Russia and other countries

Globalization brings risks

the financial crisis that swept through South East Asia
in the late 1990s

the recent financial crisis that started in the U.S. in
2007-2008, and moved around the world

Is an Interdependent Global
Economy a Good Thing?

Supporters believe that increased trade and
cross-border investment mean

lower prices for goods and services

greater economic growth

higher consumer income, and more jobs
Critics worry that globalization will cause

job losses

environmental degradation

the cultural imperialism of global media and MNEs
Anti-globalization protesters now regularly show
up at most major meetings of global institutions
and is a common element among populist-
nationalistic-identitarian political parties.
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How does Globalization
Affect Jobs and Income?

Critics argue that falling barriers to trade
are destroying manufacturing jobs in
advanced countries

Supporters contend that the benefits of
this trend outweigh the costs

countries will specialize in what they do most
efficiently and trade for other goods—and all
countries will benefit
But now there is a new threat to human
jobs: machines (robot)
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How does Globalization affect Labor
Policies and the Environment?

Critics argue that firms avoid the cost of
adhering to labor and environmental regulations
by moving production to countries where such
regulations do not exist, or are not enforced

Supporters claim that tougher environmental
and labor standards are associated with
economic progress

as countries get richer from free trade, they

implement tougher environmental and labor
regulations

How Does Globalization
Affect National Sovereignty?

Is today’s global economy shifting economic power away
from national governments toward supranational
organizations like the WTO, the EU, and the UN?
Critics argue that unelected bureaucrats have the power
to impose policies on the democratically elected
governments of nation-states
Supporters claim that the power of these organizations is
limited to what nation-states agree to grant
the power of the organizations lies in their ability to
get countries to agree to follow certain actions

23



How Is Globalization
Affecting The World’s Poor?

Is the gap between rich nations and poor nations
getting wider?
Critics believe that if globalization was beneficial
there should not be a divergence between rich
and poor nations
Supporters claim that the best way for the poor
nations to improve their situation is to
reduce barriers to trade and investment
implement economic policies based on free market
economies
receive debt forgiveness for debts incurred under
totalitarian regimes
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NTometary Paverty
Extreme poverty around the world has been reduced since 1820 if we control for
population Increase. In absolute terms in has continuously increased between

[ 1820 | 1829 | 1950 | 1960 | 1970 | 1980 | 1

1820 and 1980, After it has reduced Globalization
World Poverty la: World population with less than 1.08 and
USs (PPP) per day (old estimates) Extreme

[% | 839 | 563 | 545 | &4 | 356 | 315 | 2 | Poverty
mil X | . S—
Source: Bourguignen & Mormson
World Poverty 1b: World population with less than 1.25
US$ (PPP) per day (old estimates - 2005 PPP prices)
[ 1881 [ 1987 [ 1993 | 1989 | 2005 | 2008 | 2010 | 2011 |
[ 527 [ 430 | 416 | M2 | 248 | 218 | 181 | 170
Source: Chen o Rval
World Poverty 1c: World population with less than 1.90
US$ (PPP) per day (new estimates - 2011 PPP prices)
| 1900 | 1990 | 2011 | 2043 | 2015°
[% 1350 [ 281 | 135 [ 107 | 95 |
[ | 1850,1[ 16928 §46.3 | 7566 | 7021
* = projection
5 Mocld Back (2018} Couz Foarer Duilko Schellckeas (20151 171

Globalization and Extreme Poverty

Non-Monetary Poverty
Continuous reduction in all regions

World Poverty 2: Human Development Index for
geographic areas (weighted average)

1870 1913 1950 1995
Australasia | 0539 | 0784 | 085 | 0.933
North America 0.462 0.729 0.864 0.945
Western Europe 0.374 0.606 0.789 0.933
Eastern Europe 0.278 0.634 0.786
Latin America 0.236 0.442 0.802
Eastern Asia 0.306 0.746
China 0.159 0.650
Sourth Asia 0.055 0.166 0.449
Africa 0.181 0.435

Source: Crafts (2000)
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Globalization and Extreme Poverty

Poverty rates continue to fall, but progress is uneven

1
1990 1993 1996 1999 2002 2005 2008 2010 2011 2015

Forecast

East Asla and Pacific Europe
- Latin America and the Caribbean Midle
South Asia Sub-Sal

Source: World Bank, PovealNet: an online poverty analysis tool, htm.

Note: Reglonal poverty rates are measured at 1,25 (2005 PPP) a day, with forecasts to 2015 (to be updated).
Note; Surveys covar less than half of the population.
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Globalization and Inequality

World Income Inequality 1: the long run
(mean logarithmic deviation)
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Globalization and Inequality
World Income Inequality 2: the last 30 years
(mean logarithmic deviation)
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Global inequality: 1998 -2008
source: Milanovic, 2016

Figure 1. Cumulative real income growth between 1988 and 2008 at various percentiles of the
glotal income distribution
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The dynamics of globalization and
health

See what the BBC produces

and also what the IMF has to say

How Does The Global
Marketplace Affect Managers?

Managing an international business differs from
managing a domestic business because
countries are different
the range of problems confronted in an international

business is wider and the problems more complex
than those in a domestic business

firms have to find ways to work within the limits
imposed by government intervention in the
international trade and investment system

international transactions involve converting money
into different currencies
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