MNI 301-J Global Business Environments
Chapter 1
Defining Globalisation

One could arguably view globalisation from two main perspective*, namely the sociological and economic* perspectives

From a sociological perspective, the increasing importance of humanity as a collective actor in the metaphysical study of the nature of existence signifies the advent of a collective mode of life and a converging world culture.

From the sociological perspective, globalisation could be conceptualized as ‘a process which embodies transformation in the spatial organisation of social relations and transactions generating transcontinental or interregional flows and networks of activity, interaction, and the exercise of power.

 Flows is used to depict the movement of physical artefacts, people, symbols, tokens and information across the world, while ’networks' imply the regularised interaction of the globalisation agents

This definition encapsu¬lates globalisation as a process that diminishes international borders across the globe, thereby increasing the possibility of a global cultural homogeneity.

According to the IMF, ‘Economic globalisation is a historical process, the result [bf human innovation and technological progress. It refers to the increasing integration of economies around the world, particularly through the movement of goods, services, and capital across borders.

This definition encapsulates the entire economic perspective of globalization in that it identifies the movement of goods and services as well as the movement of capital and input materials across international borders.

Despite the unprecedented level of success recorded as a result of the process of globalization, there is also much evidence of the devastating Injustice that people have suffered, especially those people who should have benefited immensely from this development.

The main shortcoming of globalisation has been identified as job losses that result from competition
from foreign firms.

Drivers of globalization
Griffin and Pustay are of the opinion that the major post-World War II developments notable for driving globalization are the significant changes In two main areas, namely changes in the political environment and changes in the technological environment

Changes in the political environment
The Changes in the political environment can be credited with two developments, namely the creation of global economic/trade regulatory bodies - the General Agreement on Tariffs and Trade (GATT) in 1947,; - and the collapse of communism.

A series of protectionist measures that characterised much of the twentieth century prevented many firms from realising their dreams of foreign expansion.

The collapse of communism infused a paradigm shift In the global business landscape.

Changes in the technological environment
While foiling trade barriers and the shift in political ideologies have aided the process of globalisation, technological invention and innovation are accelerating the process. 

Evidence suggests that four main components of technological innovation have contributed immensely to the global exchange of ideas and opinions, trade and investments, research and education, as well as the movement of people, products and services.


These main components of technological innovation are:

· e-mail and 
· videoconferencing, 
· the Internet and the World Wide Web, 
· company Intranets and Extranets 
· advances in transportation technology

Internationalization and the evolution of multinational enterprises
Multinational enterprises (MNEs) are generally regarded as agents of global business. 
This is because they initiate, operate and manage the expansion of enterprises into foreign countries.

The decision to venture abroad and the scale of foreign operations are determined by a host of critical considerations and factors. 

While the investors' motives are the principal determinants/the political, economic and legal conditions (the political economy) in the host country also play prominent roles in this regard.

Strategies for international commitments in the internationalisation process
Different strategies are there-fore necessary for companies to operate successfully and to honour their international commitments to all their stakeholders.

Figure 1.1 illustrates some of the strategies that companies may follow to expand their presence in international markets, as well as to manage various challenges that characterize international business operations.

Challenges that confront firms in the early stages of internationalisation differ those of more experienced international firms*
Firms in an early stage of internationalization in a mature industry would consider a gradual and incremental internationalization strategy

Figure 1.1 on page 12 of the TB




















In growing industries, the determinants of foreign expansion strategy and locations are different. Because the industry is new and growing, such an industry will be volatile and chaotic, making it difficult to learn from experienced players in the industry. The expansion strategy and mode of foreign entry will thus be deter¬mined largely by the distinctive competencies that are available to the organisation. 

The source of these distinctive competencies could be its human capital, financial resources or even external networks that operate either in the same industry or a closely related industry.

In the contemporary business environment, there are two major types of foreign market entry strategies. (These range from shared control modes that are based on collaboration agreements with foreign partners to full control monies that are based on sole ownership.  

These strategies involve the following of gradual successive steps or phases as depicted in Figure 1.1:
· Passive to active pursuit of opportunities 
· Internal to external handling of the business 
· limited to extensive modes of operations (see C in Figure 1.1)
· few to many locations 
· similar to dissimilar environments (see E in Figure 1.1)
The evolution of multinational enterprises
Firms begin their overseas adventure through different strategic entry modes. These entry modes range from contractual modes of entry, such as direct exports and licensing, through to equity modes such as strategic alliances, joint ventures or wholly owned foreign subsidiaries
Phatak divides the evolution from a local enterprise into a multinational one into seven phases:
See Figure 1.2 page 14 of the TB











Phase 1: international or overseas enquiries 
Begins when a company receives an enquiry about one of its products directly from a foreign business person or from an independent domestic exporter and importer. 
The company may ignore the enquiry, in which case there is no further evolutionary development. 
However, if the company responds positively and its product sells at a profit in the foreign market, then the stage is set for further sales of its products abroad and company executives are likely to become favourably disposed towards the idea.

Phase 2: Appointment of export manager
As a company’s exports continue to expand, the executives decide that the time is ripe to take export management into their own hands so that they no longer have to rely on unsolicited enquiries from abroad. 
They may decide to assume a proactive rather than a reactive approach to exports and so appoint an export manager with a small staff to search actively for foreign markets for the company’s products.


Phase 3: Establishment of export department and direct overseas sales
As export sales continue their upward surge, the company has difficulty operating with only an export manager and his or her small staff. A fully fledged export department or division is established at the same level as the domestic sales department.

Phase 4: Establishment of overseas branches and subsidiaries
Further growth in export sales requires the establishment of sales branches abroad to handle sales and promotional work. 
A sales branch gradually evolves into a sales subsidiary that is incorporated and domiciled in the foreign country, and that enjoys greater autonomy than it had as a sales branch. 
Phase 5: Overseas assembly
Assembly occurs abroad for three major reasons: cheaper shipping costs for disassembled products, lower tariffs and cheaper labour
 Tariffs and transportation costs are lower on disassembled parts and components than on assembled, finished

Phase 6: Overseas manufacturing
At this stage the company has a well-developed export programme supported by country market studies, promotion and distribution programmes tailored to the needs of each country market
The company’s executives may now begin to experience difficulties in increasing the total sales volume and profits in foreign 
These difficulties often occur when local governments impose high tariffs or quotas on the importing of certain products, or when they ban the imports totally if the products are being produced locally by a domestic company.
See Figure 1.2 on page 15 of the TB








Three methods are generally available for starting foreign production:
· contract manufacturing 
· licensing 
· direct investment in manufacturing facilities

Contract manufacturing 
Under a contractual agreement, the foreign producer produces and sells the company's product in the foreign market, but the company continues to promote and distribute it
Licensing
In the case of a licensing agreement, the foreign company pays a royalty to the international company for its patents, trademarks and trade secrets
The company’s dissatisfaction with licensing may come from its executives' belief that the foreign licensee is not doing enough to promote sales of the licensed product or that the licensee is not maintaining product quality, thereby damaging the reputation and the trademark of the company.
Investment In manufacturing
After establishing a manufacturing facility in a foreign marker, the company has an entire business to manage in a foreign country
It must therefore perform many business transactions abroad: purchasing, finance, human resource planning Kid management, manufacturing, marketing and so on.

Phase 7: integration of overseas subsidiaries
When the parent company decides to integrate the various foreign subsidiaries Into one multinational enterprise system, the managers lose considerable autonomy aft top management at company headquarters now makes the strategic decisions. 
Executives begin to view the entire world as their theatre of operations; they plan, organize, staff and control the company’s international operations from a global perspective
Not all companies go through each of the seven stages described In the preceding sections. Some companies stop short of complete integration of their domestic and foreign operations, preferring instead to manage them in a decentralized manner without an overall global strategy.

Born-global firms
Many firms now do not venture abroad following an incremental pattern 
A few firms have In fact, begun International activities right from their birth.
These firms are generally regarded as bom-global firms.
Bom-global firms begin their internation¬alisation process by exporting products to culturally similar countries that may be near or far. Going global on business start-up is mostly justified on the basis that the longer a firm waits to initiate international activi ties, the more difficult it will be to grow Inter¬nationally
These firms want to avoid the tendency to procrastinate about international expansion. 
Another known deterrent to international expansion is the self-defeating concept that the cost of doing business abroad usually outweighs the benefits.
The vanguard of this new Internationalization process is purported to be increasingly encouraging global market conditions, new developments in transportation and communication technologies, and the rising number of people with international business experience and expertise.

Motivations for expanding abroad
Some of the reasons why firms expand abroad include the following;
· There is the strategic intent of firms to achieve objectives such as increasing their sales volumes through penetration of overseas markets these similar overseas market

· To reap location-specific advantages: Firms improve profit margins by taking advantage of competitive location-specific advantages such as relative con structures and attractive demand levels in foreign markets. Improving not only the profit margin of the firm, but also its corporate status.

· The theory of multipoint competition theory states that competitors imitate each other wherever they encounter one another in the world market. Closely related to this theory it the theory of strategic behavior.

· The theory of strategic behavior rein-forces the argument in support of drew following their competitors abroad. If a competitor ventures abroad, others will follow suit lest they risk being relegated to the | competitive doldrums. This theory reveals the response pattern of multinational enterprises to each other's ( strategic moves as a way of maintaining competitive balance in the industry

· Supplier company follows its clients when they expand abroad, especially in the case of service provision.

· A stagnant or saturated national market, or an attempt to reduce the firm's absolute dependence on the home market, coupled with the unique risk associated with the national market.

An overview of international trade theories
Mercantilism
Mercantilism was an economic theory prevalent in Europe from the sixteenth to the late eighteenth century
This theory is premised on export promotion at the expense of importation. It describes the use of the state's power and resources to build up industry, to increase the surplus of exports over imports, and to accumulate stocks of precious metals. 
It was centered on the nation state, which was viewed as being in a competitive struggle with other nations.1* 
The aim of this strategy was thus to ensure the state's security and prosperity. Some of the goals of mercantilist policies include:
· unification of the state through a system of national protective tariffs and internal trade 
· provision of sufficient revenue for Re state through the development of the economy
· high employment through encouraging trade and an increase in money supply 
· accumulation of treasure and wealth through trade policy
Absolute advantage
Adam Smith's - Nature and Causes of the Wealth of Nations,
 The real wealth of a nation lies In the quality of life of its citizens.
In explaining the division of labour, Smith extended the concept to the production process across countries, meaning that each country should specialize in one product for which it was uniquely suited.


Comparative advantage
David Ricardo’s On the Principles of Political Economy and Taxation, 
A country should specialise in the production of those goods that it produces most efficiently and it should buy those goods that it produces less efficiently, even if it could produce them more efficiently than another country.
Ricardo's theory suggests that consumers in all nations can consumes more if there are no trade restrictions
Heckscher-Ohlin factor- proportions theory of comparative advantage
Trade expands on the comparative advantage approach by introducing the concept of the factors of production and their availability in a given country*
The theory concludes that a country should export products that use its relatively abundant factors intensively and import products that use its relatively scarce factors intensively.
The factor-proportions theory assumes that no such differences In productivity exist between countries.
The Leontief paradox
Wauily Leontief postulated that since the United States of America (USA) was relatively abundant in capital compared with other countries, it would be an exporter of capital-intensive goods. However, he found that exports from the USA were less capital-intensive than the country’s Imports. Since this result was at variance with the predictions of the theory it has become known as the Leontief paradox.
Product life cycle theory
Raymond Vernon- 1960’s
· for most of the twentieth century a huge proportion of the world's new products have been developed and sold in the USA 
· the state and wealth of the USA market have given producers the incentive to develop new products I 
· while the demand for a new product is starting to grow in the USA, demand in other advanced countries is limited to high-income groups 
· as demand grows over time in other advanced countries, It becomes feasible for Arms in the USA to set up production facilities In those countries 
· as the market In the USA and other advanced countries matures and price becomes the main ‘competitor; producers might start exporting to the USA 
· developing countries begin to become more cost-competitive over time and they will start producing for the other advanced countries and the USA 
· the USA switches from being an exporter of the product to being an importer.
New trade theory
This theory resulted from economists questioning the assumption of diminishing returns to specialization used in international trade theory. 
Economists argued that increasing returns to specialization may well exist in certain industries. 
They argued further that economies of scale represent a particular source of increased returns.
National Competitive Advantage
Porter – 1990
Four attributes of a nation shape the environment in which local firms compete and that these attributes either promote or inhibit innovation and the creation of competitive advantage Porter found that the success of nations was closely linked to the success of their individual business organisations and that national competitive advantage originates from internationally successful organisations that innovate and continually Improve
Their processes and international product and service offerings. National competitive advantage is determined in combination by four broad attributes in the domestic environment in which organizations compete, the so-called Porter's diamond of national competitive advantage:
· factor conditions  
· demand conditions 
· related and supporting industries 
· firm strategies, structures and rivalry
Factor conditions
Relate to a nation's position with regard to production factors such as skilled labour and developed infrastructure that enable firms to compete in a given industry. 
Porter distinguishes between basic and advanced factors in a country. Basic factor conditions comprise natural resources, climatic conditions and basic skills in the workforce, while advanced factor conditions include high-level skills in the labour force, infrastructure and advanced technologies,
Demand conditions
Demand, conditions relate to the degree of healthy competition the firm must face in its local market.
These conditions provide the primary drivers for innovation, quality Improvement and competitiveness in the domestic market and provide firms with an excellent springboard for expanding competitively into international markets.
Related and supporting industries
Related and supporting industries refer to the presence or absence of supplier and related industries that are locally and globally competitive.
Firm strategy, structure and rivalry
Firm strategy, structure and rivalry relates to conditions in the home industry that either hinder or aid the firm’s ability to create, organise and manage the nature of domestic and international rivalry. 
Nations are more likely to do well in those industries that, are characterized by intense rivalry where management practices and strategies ate closely aligned with the industry's sources of competitive advantage.

Synopsis of international trade theories
Whichever theory one embraces, they all tend to point to a more integrated and interdependent world economy where the core concept is free trade. This move towards free trade through the process of globalization:
· opens the door to markets 
· results in the more efficient utilisation of national resources 
· improves the overall competitiveness of nations 
· increases the technological and economic development of countries 
· generally leads to lower prices for goods and services 
· stimulates economic growth 
· increases consumer income 
· results in job creation and reduced unemployment in specific areas of the economy
· translates into production efficiencies accompanied by economies of scale and lower unit prices.
These are all highly desirable benefits of the process of globalisation
[bookmark: _GoBack]Globalisation and the associated trade liberalisation also expose developing countries more so than developed countries to the disadvantages of globalisation.
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