VI- What is Globalization?

Globalization is the term used to describe the growing integration of the world’s economy.

There are interrelationships throughout the world between related businesses, between

competitors and between businesses and consumers. Decisions taken in one part of the world affect other parts. Evidence of the integration of the world’s economy can perhaps be seen in businesses that design and market their products to a world market, such as Coca-Cola.
Three important aspects of globalization might be identified:

- The growing importance of international trade: Businesses and consumers are

increasingly relying on overseas markets and suppliers
- The rise of the multinational business: Familiar products and brand names appear

worldwide. This is a trend which accelerated in the latter part of the 20th century. It has

been suggested that multinationals are bigger than some nations. Figures sometimes

quoted include “51 of the world’s top 100 economies are corporations” and that

“MNCs make up 29 of the world’s 100 largest economic entities”. However, there is

great debate about the size and impact of multinationals.
- The emergence of businesses that think globally about their strategy: such

businesses base their strategic decisions on the global market rather than national

markets. For example, a business may make parts for a product in several different

countries and assemble them in another because this is the most cost effective and

efficient method to get the product to its consumers. They will tend to make use of

their business’s competitive advantage by location production wherever it is most

efficient.
FACTORS AFFECTING GLOBALIZATION:

- Technological change has played an important role. More powerful computers and

communications technology have allowed the easy transfer of data. The internet has

revolutionized the way in which consumers purchase products.
- The cost of transportation and communication has fallen. For example, air freight

rates have declined. The costs of videoconferencing and internet-related

communications have also fallen.
- The deregulation of business: throughout the 1980s, 1990s and early 21st century

many businesses were privatized in countries throughout the world. The removal of

restrictions on foreign businesses operating in eastern European and Asian countries

also increased the ability of businesses to operate globally. New markets were opened

up for foreign competition.

- The liberalization of trade: trade protection has been reduced due to the operation of

organizations such as the World Trade Organization (WTO)
- Consumer tastes and their responses have changed. More consumers are willing to

buy foreign products. Examples might include cars from Korea and Malaysia which

are now purchased in Europe. It could also be argued that consumer around the world

increasingly have similar tastes.
- The growth of emerging markets and competition. Examples might include

countries in South East Asia and the more successful countries in Eastern Europe,

which have been able to compete in Western economies.
ECONOMIC UNION:

An economic union is a common market involving more than one nation based on a mutual

agreement to permit the free movement of capital, labor, goods and services. An economic

union can also require the coordination of various social, fiscal and monetary policies among

participating nations.

Exercise:

Define the following words and concepts and explain how they relate to globalization

Balance of payment: (BOP) A statement that summarizes an economy’s transactions

with the rest of the world for a specified time period.

Custom duties: A tax or fee imposed on imports or exports to or from a country. These taxes may be put in place to generate additional tax revenue for the nation, or to protect domestic industries or businesses from external competition, or to limit the use of certain products by citizens of the nation.

Domestic market: The part of a nation's market that represents the systems of trading securities of entities located within that nation.

Free trade: Free trade is the economic policy of not discriminating against imports from and exports to foreign jurisdictions. Buyers and sellers from separate economies may voluntarily trade without the domestic government applying tariffs, quotas, subsidies or prohibitions on

their goods and services. Free trade is the opposite of trade protectionism or economic isolationism.

International Monetary Fund: (IMF) is an international organization that provides financial assistance and advice to member countries. The IMF was born at the end of World War II, out of the Bretton Woods Conference in 1945. It was created out of a need to prevent economic crises like the Great Depression. With its sister organization, the World Bank, the IMF is the largest public lender of funds in the world. It is a specialized agency of the United Nations and is run by its 186 member countries. Membership is open to any country that conducts foreign policy and accepts the organization's statutes. The IMF is responsible for the creation and maintenance of the international monetary system, the system by which international

payments among countries take place.

MNE: Multi National Enterprise (Multinational Corporation or MNC) A multinational corporation (MNC) has facilities and other assets in at least one country other than its home country. Such companies have offices and/or factories in different countries and usually have a centralized head office where they coordinate global management. Very large multinationals have budgets that exceed those of many small countries.

Open market: An open market is an economic system with no barriers to free market activity. An open market is characterized by the absence of tariffs, taxes, licensing requirements, subsidies, unionization and any other regulations or practices that interfere with the natural

functioning of the free market.

Tariff: A tax imposed on imported goods and services. Tariffs are used to restrict trade, as they increase the price of imported goods and services, making them more expensive to consumers.

Trade deficit: A trade deficit, which is also referred to as net exports, is an economic condition that occurs when a country is importing more goods than it is exporting.

The deficit equals the value of goods being imported minus the value of goods being

exported, and it is given in the currency of the country in question. For example, assume that the United Kingdom imports 800 billion British pounds worth of goods, while exporting only 750 billion pounds. In this example, the trade deficit, or net exports, would be 50 million pounds.

Visible Export/ Invisible export and Visible import/ Invisible import: An invisible trade is a business transaction that occur with no exchange of tangible goods. An invisible trade involves the transfer of non-tangible goods and/or services, including customer service, intellectual property and patents. The items involved in invisible trade are associated with a value and can be exchanged for tangible goods. By contrast, visible trade involves the exchange, or the import and export, of tangible goods. Examples of invisible trade include consulting, income from foreign investments, shipping services and tourism. Invisible trade represents an  increasing percentage of world trade.

World Trade Organization: The World Trade Organization (WTO) is the only international organization that deals with the global rules of trade between nations. The WTO is built on WTO agreements signed by the majority of the world's trading nations; its main function is to help producers of goods and services, exporters and importers better protect and manage their businesses.
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