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PREFACE

The eighth edition of International Business


We have continued to evolve the structure and content of this textbook in step with the rapidly changing world of international business. This includes completely revising several key chapters, including Chapter 6, on International Trade. This is entirely updated and includes new case studies covering both the trade-war between the US and China and the complex Brexit process. These and other real-world developments have made a wide range of stakeholders much more aware of the significance of global trade interdependencies than in the past. Chapter 16 on the European Union is also entirely updated to take account of Brexit and a range of new socio-political and economic events in Europe.

Chapter 11 (‘MNEs as Responsible Stakeholders’) has been removed, making this edition more consolidated, with 20 rather than 21 chapters. In place of Chapter 11 we have inserted new sections, frameworks and case studies on responsible business throughout the book as a fundamental dimension of international business theory and practice across all the other chapters. New case studies, such as ‘Businesses and NGOs working together on climate change’ in Chapter 4, provide additional material on this topic. Chapter 14, on ‘Political Risk and Negotiation Strategy’ also features new case studies ‘From riches to rags: the decline of the Venezuelan oil industry’ and ‘Huawei accused of spying’.

There are 95 case studies and more new and revised case studies than in the last edition. Of these, 25 are completely new and 70 have been thoroughly updated. The brand-new case studies represent a more diverse set of stories and illustrations, facts and figures, from different industries and countries, from the fortunes of the Turkish Lira to M-Pesa in Kenya; the significance of tomato exports for Mexico to the Chinese government’s international push via the ‘Belt and Road Initiative’.

The Introduction outlines a number of guiding frameworks to help the reader navigate, providing an overview of our approach and the structure of the book as well as the standard sections of each chapter. Figure 3 provides an outline, linked to a description of how the book is organised. Within the chapters the structure should be familiar to those who have used the book before. We have kept five case studies in each Chapter (except Chapter 1, which introduces the field of international business). Every Chapter has been thoroughly updated, with new data, trends, and references. A revised bibliography appears at the end of each chapter.
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FRAMEWORKS FOR THIS BOOK

Our Approach to the Study of International Business

Figure 1 sets the scene for this entire book. Our approach to understanding international business focuses on the interrelationships between the firm and its environment, at several connected levels. Multinational enterprises (MNEs) are firms (small and large) that have expanded to source inputs or sell outputs internationally. They are at the centre of our framework.
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Figure 1 The multiple, interacting levels and lenses of international business studies

International managers in MNEs make decisions based on their understanding of this environment and the (tangible and intangible) assets, resources and capabilities they can coordinate internally to help their firms succeed. In this evolutionary sense, managers and their firms need to adapt in response to an ever-changing competitive environment in order to survive. There are opportunities to create alliances with partner firms, or benefit from new technologies, improve productivity, innovate, and develop new products and services to attract more customers. But there are also threats from competitors that can exploit these same opportunities faster or more effectively.

Overall then, we look at how well ‘firm-specific’ assets (FSAs), resources and capabilities are aligned with the host country environments (country-specific assets, or CSAs) in which MNEs operate. The ‘dynamic capability’ of firms depends on the ability of decision-makers to maintain this alignment in a changing world, evolving FSAs to exploit external opportunities and cope with new threats. We make a distinction between the external industry environment and the external macro environment. The former is comprised of the specific threats and opportunities influencing the behaviour of firms that collaborate or compete directly with each other in a particular industry sector (automotive manufacturing, insurance services, container shipping, etc.). The latter represents the broader, global context comprised of a complex range of different country markets, institutions and cultures around the world. Country markets present opportunities (or ‘location advantages’) such as access to inputs like lower-cost labour, cheaper resources, new technology or expertise, or access to new customers. But this access may be constrained by local competitors, institutions, and regulations or different ways of doing business. One core aim of international business studies is to better understand these differences and how MNE decision-makers can cope with them.

At the macro environment level, it is important to understand how the interrelationships and interdependencies between countries are changing over time. The opening up of emerging markets, the growing dependence on China as a market and a source of manufacturing products, and the shifting nature of regional blocs (such as the EU) are the kinds of key changes that have implications for whole industries, each MNE, and individual decision-makers. Trade and FDI data help map these macro-level changes. As places (countries, regions, cities) compete to be net exporters and net recipients of inward investment, these empirical data show who are the winners and losers.

At the industry environment level, global value chains, buyer–supplier relationships, joint ventures, and alliances between co-dependent firms that specialise in different products and services all connect competing locations. MNEs derive competitive advantage by linking different places via these kinds of mechanisms. They leverage the benefits that come, for example, from buying or making products in one place (where cheap labour and other location advantages exist) and selling them in another, where disposable income and prices are high. They also benefit by integrating the knowledge and capabilities that exist in different locations to add value to products and services sold in other locations. All firms are brokers, but by definition MNEs are brokers that trade globally.

A full insight into the shifting complexities of international business requires a combination of theories, frameworks, concepts, tools and examples from across the social sciences, including economics, political science, sociology and human geography. Each of these disciplines explains a different set of factors operating at each of our levels of analysis, micro to macro. They also bring different ‘tool kits’ to answer our questions. Put them together and we have more powerful and convincing explanations of how the world works. So, our approach is explicitly multidisciplinary.

PRACTICAL THEORY

Kurt Lewin (one of the founders of social psychology) famously said, ‘There is nothing so practical as good theory.’ Good theory is useful as well as being evidence-based and broadly applicable to different contexts. Good theory, alongside key frameworks and concepts which simplify and explain the way the world works, can guide effective decision making by turning information into knowledge and knowledge into real-world wisdom.

This book takes a number of different perspectives to improve our understanding of international business. We take on the role of objective observers, compiling data and evidence to map trends and make predictions. Data on trade, foreign direct investment, global mergers and acquisitions (M&As), regulatory changes, the largest MNEs, and the fastest-growing SMEs (small and medium-sized enterprises) all help us understand what is going on in the world.

We also take on the role of decision-makers, putting ourselves in the shoes of government policy developers and (more often) practicing managers. A key question that runs through the book is: what are the main challenges facing an MNE manager, trying to enter new country markets and coping with very different country contexts?

Figure 2 outlines a series of decision stages for managers involved in the process of international expansion. The why, what, where and hows (and really, how?) of internationalisation are mapped on to some of the core concepts and frameworks featured in the book. Decision-makers have a wide range of strategic choices, which they make in the face of ever-changing opportunities and threats. The success of a firm, in fact its very survival, depends on its decision-makers making more right decisions than wrong ones. Firm sales revenues, profits and other measures of performance allow us to judge whether the right decisions have been made, both over time (looking at data trends over the years) and relative to competitors (comparative benchmarking). The list in the right-hand column shows some of the main analytical concepts and frameworks we use to address the key questions for decision-makers that are guiding the international expansion of their firms.

One of the measures we use is the ‘Transnational Index’ or TNI. This indicates how multinational a firm is by adding up three ratios: foreign sales as a percentage of total sales, foreign assets as a percentage of total assets, and foreign employment as a percentage of total employment. A low TNI (below 20 per cent) shows that a firm is domestic market-oriented and not very multinational. Researchers have explored the relationship between multinationality and performance and found that there is no simple correlation. 

Both quantitative and qualitative approaches are necessary to get more complete explanations of the internationalisation journey. Each of the chapters in our book (with the exception of Chapter 1) features five case studies of different kinds and these provide real-world stories about how specific firms (or, in some cases, industries or countries) have coped with particular international business challenges.

But our interest in this book goes beyond an understanding of what makes managers and firms successful – whether success is measured in profitability, providing employment, or just expanding in scale and becoming more powerful. We are interested in how MNEs and their activities affect the ‘rest of us’. In responding to external change MNEs have a significant impact on our world. They provide most of our products and services and employ millions of people. How they do this and where they do this affects not just international trade and investment, but local communities, our shared environment, and most people’s employment opportunities. One of our key aims is to help you, the reader, to critically appraise the effects of their actions. In what ways are they a positive or a negative force in our world? A substantial part of the book also discusses how government policies and the activities of non-government organisations (NGOs) influence the behaviour of MNEs.
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Figure 2 The internationalisation roadmap: decision stages for global expansion

So, our textbook uses multidisciplinary approaches, quantitative and qualitative methods, empirical data and real-world case studies to examine and understand the motivations, actions and effects of multinational firms, large and small, at multiple levels of analysis. In the final introductory section, we provide an overview of how all of this material is structured through the book.

THE STRUCTURE OF THIS BOOK

Chapter 1 is slightly different in structure from the other 19 chapters in this book as it introduces the field of international business and contains no case studies. Each of the remaining chapters opens with a set of contents and key objectives and an ‘Active Learning Case’, with learning checks throughout the chapter which ask (and answer) a series of questions relating the issues covered in the text to this opening case study. Two ‘International Business Strategy in Action’ case studies and two ‘Real Cases’ also feature, the latter coming at the end of each chapter. Key learning points and key terms as well as review and discussion questions also appear at the end of each chapter alongside a bibliography presenting references and further reading.

Figure 3 shows how the book is structured to cover the different aspects of international business across the levels of analysis outlined in Figure 1. There are five major parts. Part One contains the introduction and Chapters 2 and 3. We introduce some key frameworks and explore why and how firms become MNEs. Part Two covers the macro environment and discusses how political, cultural, and institutional contexts vary by region and require MNEs to adapt. Financial transactions and institutions and trade are given particular attention. This part looks at how places vary and how they interact, compete, and develop particular interdependencies.

Part Three shifts the emphasis toward the MNE and the decision-maker to examine how different international business strategies are appropriate in different global contexts. The interplay between strategy and structure (or ‘organising strategy’; Chapter 9) is a central theme. As Alfred Chandler observed, these evolve in tandem. A firm’s structure and organisation enable some strategic options and limit or exclude others. So MNE structure shapes strategy. Strategic choices in turn require structural changes as the firm must reorganise its divisions, resources, and people to implement new initiatives, like entering a new overseas market. So, strategy shapes structure. Chapter 10 focuses on the diamond models of advantage and the integration-responsiveness framework.

Part Four takes a more detailed look at some specific functions within MNEs: production, marketing, HRM (human resource management) and finance. These are specialist areas of business and management studies in their own right and we focus on the international dimensions of these functions and the ways in which they can facilitate effective international strategies. Chapter 14 presents the ‘Weighted Country Risk Assessment Model’ as a framework for guiding the ‘where’ and ‘how’ decision steps outlined in Figure 2. It allows decision-makers to compare country markets and different modes of market entry as a precursor to investment.

Finally, Part Five presents five regional (macro) environments and discusses some specific international business strategies for ‘coping’ with them. We provide an overview of the political, socio-cultural, economic and institutional characteristics of these key countries and regions, alongside case studies of both foreign MNEs and local firms. MNEs are distinctive because they have successfully leveraged their FSAs to establish themselves in these markets, learning about the differences and adapting accordingly. Local firms have evolved and stayed in these environments and reflect particular strengths, weaknesses, and characteristics that will underpin their ability (or inability) to eventually expand internationally and become MNEs.
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Figure 3 The structure of this book
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AN INTRODUCTION TO INTERNATIONAL BUSINESS
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Objectives of the chapter

In this chapter we are going to define the boundaries of the field of international business in an introductory overview of the main themes of this book. We will examine trends in international business, keeping in mind how globalisation has evolved over the last century. We will examine some of the worldwide economic and political changes that are taking place and look at how globalisation (and its constituent elements) is altering the way international business is conducted.

We will then focus on innovation and technology, and discuss how they lie at the core of greater interdependence, which is one of the defining features of globalisation. After this, we look at social political developments and institutions, which effectively define how businesses conduct their operations. Understanding institutions, both formal and informal, is important for both firms and employees, so they can adjust their behaviours accordingly. We then discuss how supranational agreements try to harmonise some of these institutions, such as the World Trade Organization, which has led to the liberalising of markets between member states and has been used to solve disputes. The next ­section looks at multinational enterprises (MNEs), which are at the core of spreading globalisation, and we examine their controlling investments abroad, otherwise known as foreign direct investment, which will be a key feature throughout this book. We also trace the rise of MNEs to the present day. MNEs are not the only important actor in international business; so are small and medium-sized enterprises (SMEs), which will also be examined in this chapter. Finally, we discuss global value chains and networks, and show how products are assembled through firms that are based in several countries.

The specific objectives of this chapter are to:


	
1 Define the boundaries of the field of international business in an introductory overview of the main themes of this book.

	
2 Examine how worldwide economic and political changes have driven globalisation and shape the way international business is conducted.

	
3 Highlight innovation and technology as major factors underlying global economic growth and greater interdependence between firms and countries.

	
4 Introduce some of the main actors that feature throughout this book: multinational enterprises and small and medium-sized enterprises, which are at the core of spreading globalisation; value chains and networks, which connect firms globally; and institutions (national and global), which shape how these other actors evolve.






INTRODUCTION

Chapter 1 provides an introduction to the field of international business (IB). We begin by drawing the boundaries of the field of IB, its main definitions and concepts, and then introduce the main activities and stakeholders in IB and discuss their roles and inter-relations. We provide an overview of worldwide economic and political changes as a background to understanding the process of globalisation and its main driver, the multinational enterprise. The section concludes with a discussion of new developments in international business. Specifically, we discuss both the emergence of emerging economies and the growth of non-equity mechanisms, paying particular interest to the growth of global value chains.

WHAT IS INTERNATIONAL BUSINESS?

The world of international business is a wonderful and exciting field of study. The ‘international’ in ‘international business’ is superfluous because globalisation has meant that all business is to some degree international. Today it is almost impossible to find a product or service that does not have an international aspect to its customer base, as well as at least one element of its supply chain. By supply chain, we refer to the chain inputs that come from other sources, including the raw materials, components and equipment used to produce, store and package the product or service. Therefore, in this book we approach IB as a study of business.

We define international business as the study of transactions taking place across national borders for the purpose of satisfying the needs of individuals and organisations. There are many forms of international business transactions. The ‘classical’ view of international business has been international trade, in the form of  exporting and importing. Trade is about transactions between actors that are physically located in different places. These actors may be in the same country, but located in different cities, states or provinces, for instance. They may also be in different countries, in which case the activity is known as international trade. International trade continues to grow, and remains core to the world economy. According to the United Nations Conference on Trade and Development (UNCTAD) the exports of goods and services in 2017 was worth US$22,7 trillion, an almost six-fold increase from US$4 trillion in 1990. (By definition, the total world exports will be equal to the total world imports, so it is axiomatic that exports have grown as fast as imports.) In this book, when we refer to trade, we implicitly assume that this refers to international trade. Trade is not new, as human beings have been engaged in bartering goods since the dawn of civilisation. International trade is also not new – we know that early Egyptians, Assyrians, Indians and Chinese all systematically traded with each other. Indeed, as we shall discuss later, trade has been the driving force of economic growth and has been a driving force for globalisation.

Since the beginning of the twentieth century, the key change has been the growth of the international firm, with operations and activities that are directly (and actively) controlled in overseas locations. Such operations are known as affiliates or subsidiaries. These international firms are known as multinational enterprises (MNEs), and although the casual observer may think of them as large behemoths like Google, Huawei, IBM, Iberia, Hon Hai, Reliance, etc., a majority of MNEs are small and medium-sized (e.g., Codex, Acro Aircraft Seating, SafeGuard World International and Mind Gym). While you may not have heard of these companies, they are important partners and suppliers to their larger, more famous counterparts. For example, Walt Disney Studio’s Star Wars: The Last Jedi relied on video recording equipment supplied by UK-based SME Codex.1 Moreover, small and medium-sized firms also dominate the landscape of almost every country. For instance, firms with fewer than 200 employees accounted for 98 per cent of all firms in Taiwan in 2017 and employed 80 per cent of the workforce!2

International firms are responsible for about one-third of global trade, much of which moves between affiliates: that is, these goods and services are being exchanged across borders but within the same MNE. Large MNEs – through various linkages – have considerable influence on other non-affiliated firms as well, because they depend upon a vast array of other firms to supply them with various inputs, intermediate goods and supplies. Smaller firms are dependent upon a variety of larger MNEs as customers. Indeed, the total effect – which is hard to estimate accurately – is that possibly half of the global economic activity is in one way or another dependent upon international business and MNEs of all sizes.

The principles of trade are well known, having been a subject of study at least since the 1700s, and the principles and processes by which trade is undertaken are very unambiguous. Chapter 6 deals with international trade in considerable detail. Our interest in this opening chapter is to place the global economy and international business into context, and the novelty here is the role of the international firm, and how it undertakes international business.

The reader will have noted that we have not used the term ‘global firm’, but instead we refer to ‘international firms’ or ‘multinational enterprises’. There are few firms that are truly global, and it is a common error to use the word ‘global’ as a synonym for ‘international’. This error lies in the failure to understand globalisation, and therefore we begin this chapter by clearly defining globalisation. We will then go on to explain how the MNE and international business have evolved, and how the intertwining of so many disparate factors has created the complex tapestry that is today’s global economy.

GLOBALISATION

There is little doubt that we live in a world defined by globalisation. Globalisation, however, remains a vague concept, used by different people in different ways. It is also a divisive subject because many of the social, political and economic problems in the world today are attributed to the negative effects of globalisation, while others regard it as a force for positive change. In this book we do not seek to take sides in the debate about the pros and cons of globalisation, or to engage in a discussion of ‘making globalisation good’. It is simply a fact of the twenty-first century, and it is an ongoing process, rather than an event. In this book, we focus on economic globalisation. We define economic globalisation as the growing interdependence of locations and economic actors across countries and regions.3

By referring to economic actors we are able to include very small actors (such as individual entrepreneurs), or very large ones (such as a nation-state, which itself consists of individuals), as well as firms of all sizes. We use the term ‘economic actor’ deliberately to include not only MNEs, but all formally and systematically organised entities (such as non-governmental organisations, clubs, associations, charities, governmental organisations, state-owned firms, hospitals, research centres and universities), each functioning (however imperfectly) as a clearly delineated single organisation for the generation of a specific set of outcomes or goals defined by their stakeholders. These may be the generation of profits, the provision of jobs, reducing poverty, or some other goal, and they seek to act as a single cohesive unit towards the achievement of this goal. The logic of how each economic actor interacts internally follows similar principles, and they are seen by other actors as a cohesive single unit, regardless of the nature of its intended goal, or its size.

The outcomes of globalisation

As summarised in Figure 1.1, globalisation has manifested itself through certain very clear outcomes. Most obviously for the study of IB, there has been a greater interdependence of locations (whether countries, regions or cities) and an interdependence of firms.
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Figure 1.1 The consequences of globalisation

The interdependence of locations is an especially complex issue, and is associated with the growth of the international firm. At the most basic level, the growth of trade has reduced distances, and the concurrent growth of MNEs has accentuated this trend. The borders of countries (and cities and regions) have become increasingly blurred, because the economic actors located within that location also have operations in multiple other locations. At the country level, it affects the identity of the nation-state. On the one hand, countries remain sovereign and independent, while on the other hand, they are increasingly swayed by developments outside their borders. Currencies are floating, and their values are determined by the vagaries of currency traders the world over, and by political and economic developments not just in neighbouring countries. Should a government decide to raise corporation taxes for companies located within its borders, this does not mean that there will be greater tax revenues. Higher tax rates in one country can motivate firms to relocate their operations to a lower-tax country. The declining sovereignty of countries reflects itself in the fact that home country governments can intervene directly to influence the investment decisions of their MNEs, and few countries can afford to make policy decisions without considering what other countries are doing. Government policies have to tread a thin line between responding to international developments and to domestic priorities. Countries in the EU cannot make laws that contravene EU laws; members of the World Trade Organization (WTO) must adhere to the rules of the WTO.

At the same time, this does not mean countries have no distinct identity: there are clearly defined characteristics and patterns that are history-dependent and idiosyncratic, such as areas of specialisation, technological competences, structure of markets, consumption patterns and culture. Although at a policy and international business level, countries have less independence, at a sociological, cultural and political level they remain distinct. These differences continue to matter, and despite the rhetoric, there is little evidence that there is significant convergence at these levels.

The interdependence of firms has taken place through alliances, joint ventures and outsourcing activities and is a distinctive feature of globalisation. Collaboration by economic actors is happening in ever-greater numbers with every passing year. This is a phenomenon that has sparked the attention of managers, policy-makers and academics alike. Some believe that this phenomenon is the death knell of the traditional firm, that firms will become increasingly ‘virtual’, although we think this idea is somewhat exaggerated. Although collaborative activity is not a new practice, it is undeniable that there has clearly been a process of evolution whereby there is an increasing use of alliances explicitly for strategic purposes. Its novelty is not as an organisational form – economic units have collaborated for millennia. Intricate linkages between economic entities that create informal and formal networks to undertake value-added activities date back to before the seventeenth century. Rapid Japanese industrial growth over the last century has been partly attributed to the cooperation between interlinked firms with limited equity cross-holdings within industrial groups referred to in the post-World War II era as keiretsu. What is unique about today’s collaboration between firms is its widespread use by firms of all sizes and nationalities, and its use in a growing variety of activities such as R&D, manufacturing, sales, distribution and logistics. Furthermore, cooperative activity has a growing international element, and it is not just limited to related firms but is often undertaken with international competitors.

It is important to point out that just because it seems that globalisation is leading towards a convergence of consumption patterns and the global presence of certain firms, products and services, convergence does not imply uniformity. Just because consumer preferences have become similar, this does not mean they are the same. Markets are simultaneously local as well as global, and in some instances they may remain local. Coca-Cola is an example of a firm that advertises and sells the same product on a global basis. This seems to work most of the time for Coca-Cola, but homogeneity in consumption patterns in the food and drinks industry is rarely achieved. A good example of this is the soft drinks market in Indonesia, which, despite Coca-Cola’s considerable marketing efforts, continues to be dominated by unsweetened and non-fizzy tea. A local firm, Sinar Sosro PT, continues to dominate this market, with a 58 per cent share in 2014. A similar example is the coffee market in Italy. Despite priding itself on its Italian inspiration, Starbucks only entered the market in 2018 with its Starbucks Reserve Roastery in Milan. With operations in over 78 countries, it took Starbucks 47 years to target the local Italian market, which is highly distinct in terms of taste and preferences due to the ‘Italian coffee culture’.

Large companies like Nestlé and Unilever have carefully plotted a course that allows them to differentiate between those product lines that can be marketed and produced regionally, locally or globally (we will discuss the integration-responsiveness framework throughout this book, particularly in Chapters 8, 9 and 10). Other markets, such as banking services and mobile telephones, have shown considerable market convergence. Even in such sectors, there are limits to how far and how fast convergence has occurred. Despite HSBC’s huge investment in announcing itself as a ‘global’ bank operating under one brand since the 1990s, and with global technological platforms to allow seamless activity across borders, in 2015 HSBC announced its intention to disinvest from a number of key markets, such as Brazil and Turkey, and return to being a regional, Asia-based player.4

Understanding interdependence in globalisation

There is a tendency to mistake internationalisation for globalisation, and the key to differentiating the two is the issue of interdependence. Interdependence is the essence of globalisation, and as usual, it is a continuum, with firms, individuals and countries demonstrating different degrees of interdependence. Understanding globalisation requires us to appreciate the increasing degree of interdependence between economic units, whether firms, individuals or countries.

The term ‘interdependence’ has a very specific meaning. It refers to a mutual reliance between groups of actors, and the degree of this mutual reliance can vary considerably. Members of a soccer team are typically deeply interconnected, with a high degree of interdependence. The sudden departure of a key player in a team can severely affect the efficiency of the team as a whole, and can endanger its very survival. The decision of the United Kingdom to withdraw from the European Union in June 2016 (‘Brexit’) will prove to be very difficult to implement because both the EU and the UK are highly interdependent, and are bound very tightly together. There are at least 759 agreements to be renegotiated,5 including agreements with non-EU partners.

The key issues are the degree of centrality and reciprocity. Reciprocity refers to the degree to which the reliance is two-way. Take the case of the USA and India. Their economies are obviously interdependent. However, the relationship is unequal. As an economic, political and military superpower, the US has greater economic and political clout, and has greater influence in shaping the rules that define their interaction, while India remains peripheral in international affairs outside South Asia. Likewise, when it comes to economic activity, there is a strong imbalance. Over a third of India’s exports go to the US, but for the US, India is only its thirteenth largest destination for exports, just after Taiwan, a country many times smaller. The United States enjoys a much more ‘central’ status within the global economy, while India is less central and more towards the ‘periphery’. On the other hand, India has a higher centrality than Vietnam or Kenya, given its larger economic size and its geopolitical position.

The last two decades have seen China, and some East Asian economies (such as Taiwan, Korea, Singapore and Malaysia) become increasingly central compared with Laos, Vietnam or Bangladesh. Much of Africa is firmly within the periphery. It is not only about physical size, or the lack of natural resources or markets. The Netherlands and Belgium are small in these terms, but have high centrality, whereas Norway, Finland and New Zealand are on the periphery, but are less integrated into the world economy.

A more central economy is one which plays a significant role as either host or home to MNEs; engages in considerable trade in intermediate and manufactured goods; contributes greatly to innovation and scientific progress; is strongly linked or accessible physically to other central countries, through strong infrastructure, transport, and communication links; and plays a significant role in decision making within supranational organisations.6

It has become increasingly obvious that many more peripheral countries are unable to make and implement economic decisions unilaterally because in these economies MNEs from more central economies that are major players in international markets determine prices, and the central economies’ banks determine lending, and therefore exchange rates, and the value and use of resources. Peripheral countries have to consider external and foreign conditions and actors in making economic decisions, and are thus more or less obliged to consider external (non-domestic) dimensions. They are dependent rather than interdependent on other more central countries, through supranational institutions as well as firms.

Interdependence is not just a country-level phenomenon. Economic actors come in all sizes. Large MNEs matter more than others because they are often large and powerful: the largest MNEs have revenues greater than the GDP of many countries. MNE-based industrial development policies are now commonplace among most countries.7 There is also increased competition for MNE investment, particularly investments that provide opportunities for technology transfer, employment, and capital. Firms of all sizes are increasingly integrated with firms, customers, suppliers, governments and organisations in other countries.

Regional integration

One of the most visible outcomes of globalisation is economic integration, and this is happening naturally as a result of growing interdependence. However, at the same time as ‘natural’ integration takes place because of growing MNE and trading activities, and the greater interdependence due to supranational organisations, common institutions, etc., there is also a process of formal regional integration. Most often, countries that are geographically proximate set up formal agreements to create ‘groups’ that seek in large part to increase foreign direct investment (FDI) and trade within their region, consequent from increased opportunities to exploit economies of scale. Smaller and more peripheral countries also hope that it will increase their bargaining power with larger and powerful ‘central’ economies. Interdependence caused by globalisation is more a consequence of increased cross-border activity, while regional integration is intended to cause it.

There is no question that globalisation has resulted in economic integration. This has led to a revival of previously unsuccessful or dormant schemes and the establishment of a number of new agreements. Although estimates vary, there are more than a hundred regional integration schemes in existence. Part of this enthusiasm has to do with the benefits that have accrued to members associated with the EU and NAFTA. The latter lasted from 1994 to 2018, when it was renegotiated among the three member states, the US, Canada and Mexico, resulting in a new agreement, called ‘USMCA’. This new deal, together with Britain’s 2016 decision to leave the EU, shows that nations perceive the benefits associated with regional integration schemes differently.

There are several similarities between globalisation and regional integration. Both are processes and closely associated with cross-border economic activity, although globalisation is more a consequence of increased cross-border activity, while regional integration is intended to cause it. Both globalisation and regional integration are believed to provide opportunities for more rapid economic growth, associated in large part with increased FDI and trade that are consequent from increased opportunities to exploit economies of scale.

The single largest and most comprehensive regional integration scheme is the European Union. This group of nations, whose history and current developments will be discussed in Chapter 17, was formed by six countries in the late 1950s. Today there are 27 members of the EU.8 This includes the EU15 – Austria, Belgium, Denmark, Finland, Germany, Greece, France, Ireland, Italy, Luxembourg, the Netherlands, Portugal, Spain, Sweden and the UK – an additional eight eastern European countries that joined on 1 May 2004 – Czech Republic, Estonia, Latvia, Lithuania, Hungary, Poland, Slovenia and Slovakia – as well as Cyprus and Malta. Bulgaria and Romania became members of the EU in 2007 and Croatia joined in 2013. The collective GDP of the EU is greater than that of the United States or Japan, and the economic data show how important the EU is in the international arena. For example, in terms of imports and exports, the EU accounts for 15 per cent of world imports and exports, with its main partner for exports being the United States and for imports China.9 A large portion of EU exports is in the form of intra-EU trade, which was 75 per cent higher than EU exports leaving the EU (extra-EU trade) in 2014 (see Chapter 17).

Mapping globalisation

It is not straightforward to map globalisation: globalisation has to do with the intertwining of a number of social, economic and political factors, and the problem is that it is all linked to human behaviour and action. Understanding human behaviour is unfortunately not a science but a social science. The beauty of science is in its clear-cut boundaries. An experiment in physics or biology can be repeated with exactly the same results, regardless of by whom or where or when. Furthermore, it is possible to exclude certain processes in the repetition, to create a ‘control’, in order to clearly determine cause and effect. In the social sciences, we are obliged to throw in a ceteris paribus (Latin for ‘all else being equal’) clause. In order to test arguments we sometimes introduce numerous restrictive and often implausible assumptions. Unfortunately, all else rarely is equal. Thus, with globalisation we are only able to say that there are numerous factors that are interrelated, but we are unable to be certain about the causality or the relative importance of each factor.10

Figure 1.2 maps out the primary forces underlying globalisation; the dynamic interactions and interdependencies that drive it forward. The main forces that shape globalisation are:


	
■Those associated with socio-political developments. Political decisions (or indecision) shape the success or failure of firms, and the competitiveness of countries. Liberalisation and the preferred policy orientation of a country play a significant role in shaping economic policy.

	
■Those associated with technology and innovation. The ability of firms to be successful depends ultimately on their ability to generate new ideas through innovation, and obviously firms shape the competitiveness of the location they are in. We discuss this in much greater detail in Chapters 3 and 10.
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Figure 1.2 The dynamics of globalisation

There are an assortment of ‘push’ and ‘pull’ factors as well, which affect the capacity of a firm to internationalise (Figure 1.2). At the upstream end of the firm’s activities, it must balance push factors arising from rising prices of inputs that encourage it to go abroad to seek cheaper inputs. At the same time, these activities are ‘pulled’ abroad because there are scale economies from relocating these activities in foreign locations.

Likewise, at the downstream end, closer to the final market and the customer, there are a variety of push and pull factors. The home market may be mature, and firms need to seek new opportunities for growth in new and faster-growing countries (push factor). On the other hand, there may be barriers to exports that encourage the firm to relocate production overseas, acting as a pull factor.

TECHNOLOGY AND INNOVATION

Technological change and innovation are acknowledged almost universally as determinants of globalisation. Technology implies the application of scientific knowledge for practical aims. It involves applying scientific concepts that help us understand our environment, and allows us to convert this knowledge to develop and fabricate artefacts. Technology and science are cumulative, and build upon previous science and technology. The practical dividing line between science and technology is not always clear. Science and technology advance through innovation, which represents change in the stock of knowledge. Technology and science are subsets of knowledge.

Innovation means the introduction of any novelty, but there is an important distinction between ‘invention’ and ‘innovation’. An invention is an idea, sketch or model of any new or improved device, product, process or system. Innovations only occur when the new product, device or process is involved in a commercial transaction. Multiple inventions may be involved in achieving an innovation. Technology represents the cumulative stock of these innovations. It therefore includes all activities that provide assets with which an economic actor can generate products or services. Science provides us with more generic knowledge, which may or may not generate products and services.

Innovation and technology lie at the core of the greater interdependence that we see as part of globalisation. International business is tightly connected not only because it enables firms and countries to be interdependent (through communication technologies, transportation, logistics, etc.) but also because it is the source of economic growth and competitiveness (see Chapter 3).

Growth comes from the ability of a nation’s industries to develop and sustain their competitive position, and this requires growth in the productivity of its capital and labour. Economic growth concerns not just the acquisition and development of knowledge through innovation and learning, but also the diffusion and efficient utilisation of this knowledge.

New technologies

New technologies are only new until an even newer technology comes along. There have been numerous waves of new technologies, each of which has contributed to an industrial revolution, or, at the very least, to industrial evolution. The first industrial revolution was instigated in part by the development of centralised production units (the factory), the mass production of textiles, the use of waterpower and access to cheap cotton (from the colonies). A century or so later, chemical mass production, the internal combustion engine, electricity, the telegraph and the telephone brought about another. Some have argued that information and communications technologies (ICTs) represent a new ‘revolution’. Each of the technologies credited has fundamentally affected the organisation of economic activity, and has had knock-on effects on a wide variety of sectors. However, it is not always clear why certain technologies are regarded as more important than others. New technologies constitute a paradigm that shares the distinctive features of creating a technological discontinuity, and having significant cross-industry influences.

Each of these new technologies has, in its turn, promoted the increasing interdependence of economic units. Steam power made transportation much more reliable and rapid. Electricity and radio technologies improved communications. That the British managed to maintain an empire as far-flung as it did owes much to these technological changes: goods could be transported to and from colonies efficiently and cheaply; colonial administrators were able to keep in touch with London; civil unrest was curtailed by the use of machine guns. At the same time, these new technologies have allowed firms to coordinate and control (much more efficiently and reliably) their activities in different countries, and utilise differences in factor costs and inputs to better exploit comparative advantages and scale economies. The boundary-spanning MNE might never have come to exist in the absence of each of these ‘new’ technologies.

Information and communications technologies are pervasive because they have affected numerous other industries. Biotechnology – another ‘new’ technology – is highly dependent on advances in automation and data processing. In the absence of ICTs, mapping and cloning genes would be a tedious and slow process. Without these technologies, the human genome project might have taken several times as long. ICTs have affected other products where the importance of data processing and communications was hitherto marginal or negligible, such as the automobile, which was primarily a mechanical product. The average new automobile boasts several microprocessors controlling everything from the positioning of the seats and the anti-lock braking system, to electronic fuel injection and the ignition system. A whole gamut of new industries has evolved where ICTs are a core and central technology: internet service providers, e-bookshops, mobile telephony and global positioning systems, to mention but a few.

ICTs are also a facilitating technology. Satellites, fixed-line networks, mobile networks, the internet and networked computers have all acted to reduce costs of communications while improving reliability, efficiency and coverage. Distances have ‘shrunk’.

ICTs also facilitate economic activity by disseminating information, collecting information or reducing transaction, information and communication costs. These developments have had a significant effect on the ability of the MNE to coordinate overseas activities (be they sales or manufacturing subsidiaries), as well as better undertake outsourcing and alliances.

The knowledge-intensive, multi-technology firm

It has long been the case that undertaking any form of economic activity has required access to a variety of skills and knowledge. There is an increasing need for non-traditional and non-intuitive skills. Many of the skills and much of the knowledge required in the workplace today require a certain level of education. ‘Basic skills’ that one acquired through primary or secondary education are less relevant in today’s workplace. Newer technologies have a greater non-intuitive aspect.
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