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PREFACE


Anyone reading this book will conclude that I am an optimist. Donald Keough, when he was President of The Coca-Cola Company, commented that Coke is one of the most highly valued companies in the world, thanks largely to the more than 80% of its growing profit that comes from overseas. Keough jokes that if Coca-Cola’s leaders had not been optimists, Coke would never have gone beyond Macon, Georgia! Clearly, optimism fueled Coke’s global expansion and its resulting huge increases in stock market valuation. Forces of technical progress can globalize the economy. I hope to argue in this book that a more global, open capitalist economy can help the world’s people while enabling profit growth for firms with the foresight to help lead the charge. My secondary goal is to make clear that two starkly alternative scenarios are possible for the world as it moves into the new century. Policy actions and strategic decisions are crucial as the world economy is currently poised on a knife-edge.

When the increasingly wealthy 26 nations that dominate the world’s economy, yet comprise less than 20% of the world’s people (what I term the industrialized trading nations or ITN of the “traditional triad” detailed in Chapter 1), are contrasted with the widespread poverty and environmental destruction in the increasingly more populous “rest of the world,” it is easy to envision a pessimistic scenario. World population could explode by the middle of the next century. Increased poverty and environmental degradation could join with this population explosion in a “vicious circle” feedback loop as shown in Chapter 4. Pressures of immigration, global environmental decay and resource depletion, and spreading disease will have an increasingly negative impact if this pessimistic scenario is allowed to dominate.

The most populous areas of the world are now largely outside the focus of the world’s largest and most advanced business firms. Chapter 1 will show that nations comprising more than 80% of the world’s people are involved in less than 20% of the international business “action,” even when I define “action” using a variety of measures. Chapter 3 will illustrate that almost all of the world’s projected population growth is in this poor, often neglected, developing region. If the status quo continues, and no visionary leadership is forthcoming, the pessimistic scenario is a quite possible outcome.

Fortunately, we can also envision a more optimistic scenario for the world into the 21st century. Importantly, people can make a difference. Current business leaders and those with the potential to become constructive business leaders can help to move the world onto the path of the optimistic scenario. They can help save billions of people from a lifetime of poverty, one often linked with a lack of literacy and of natural resources or a healthy environment.

We will need a new generation of business leaders. These leaders can move the world onto the more optimistic trajectory if they respect the environment and the human potential of diverse people throughout the entire world. The ultimate point of this book is that this respect, and the attendant need for business to take positive actions to help ensure that the optimistic scenario prevails, is the “right thing to do.” Fortunately, with sufficient foresight we can make a truly global growth strategy the profitable path of action. Enlightened self-interest should give visionary business leaders the incentive to “do the right thing,” as detailed in the win-win strategy portrayed in our concluding chapter.

It is for this new generation of potential leaders that I write this book. Current students in many fields, young executives, disgruntled lawyers or doctors, middle-level managers or government workers who are told they are “not essential”; you are all essential and you must strive to keep up your spirit while steadily building your skills. Chapter 8 presents a road map indicating the needed skills. There are babies born in Africa and Southwest Asia today with less than a 75% probability of living until age five, and almost no probability of realizing their vast human potential. Business could try to run from them, but we cannot hide from the resulting global environmental and human degradation. We can make a difference; indeed we must develop our skills and global vision in order to win the global game. I am optimistic that a truly global strategy which looks to invest in children worldwide (and open capitalist policies in these potentially developing nations that enable these investments) will be the way to achieve profit growth. I know it is the right thing to do.
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INTRODUCTION
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GLOBALIZATION OR
“GLOBALONEY”?


A list of the most ubiquitous business buzzwords of this decade would surely include the following: empowerment, reengineering, and globalization. Overused though they might be, each term summarizes a trend or strategic process absolutely critical to business as we move into a new millennium. Identifying trends of globalization in the world economy and outlining strategies firms and individuals might employ to profit from these trends are the major focal points of this book. The empowerment of diverse people, particularly women in Africa and South Asia, will play a central role as well.

Before you decide to read this book, however, I must assume a burden of proof. Is “globalization” merely a buzzword, or is it indeed the future of business? Is all this talk about the economy globalizing useful for strategy, or is it just a bunch of “globaloney”?1 My goal is to answer this by delving deeply into the actual data trends, while portraying data in useful, often visual, ways. I hope to demonstrate that globalization is indeed an emerging reality. The implication of this emerging reality is that we all must create informed business approaches and personal strategies not only to survive, but also to prosper, in the coming global economy.

In order to test if globalization is a reality, we need to get a handle on what constitutes international business. The best way to begin our analysis is to realize that, essentially, international business has two major components: international trade and foreign investment. First, consider the case of a domestic firm starting to exhaust growth possibilities in its local market. The firm may decide to sell its products overseas, by producing in the domestic market and then selling its wares to foreign nations. Hence, the firm begins to engage in the first realm of international business, international trade, where trade is merely the selling of a product across a national border.

Next, as the international markets grow, the firm may decide that it makes more sense to produce its wares in foreign nations themselves. This represents a more mature phase of the product life cycle. The firm may source production overseas in order to avoid transportation costs or import restrictions, or to take advantage of cheaper labor costs in foreign markets. By establishing a subsidiary abroad, or investing in a joint venture abroad, the firm has entered the second realm of international business, foreign investment. If the firm has a controlling or major interest in business units abroad, it is termed foreign direct investment (FDI). In contrast to this, if a firm or individual invests abroad, but does not gain a controlling or even a major interest in the foreign entity, it is termed portfolio investment.

In this introduction we will examine the recent record regarding globalization. We begin by studying trends in international trade, followed by international investment transactions.

GROWTH IN INTERNATIONAL TRADE: THE U.S. CASE

In terms of U.S. dollars or other nominal values, trade is clearly booming, which has led many casual observers to trumpet this as the “era of globalization.” The numbers are indeed stunning, both on a total worldwide basis and for the United States alone. We will quickly move to a more sophisticated analysis, but pause here to highlight the striking growth in world trade in terms of nominal values. Exports of good and services by the United States should exceed one trillion (a thousand billion) dollars in 1998, and imports will approach $1.2 trillion. By contrast, in 1963, neither exports nor imports of goods and services reached even $30 billion in the United States. Indeed, as late as 1972, exports from the United States were barely $67 billion; thus, in the succeeding quarter-century, U.S. exports increased nearly fifteenfold.

Readers with a background in economics or finance will no doubt realize that I am exaggerating the case here. To be sure, it is true that imports to the United States grew (fortyfold!) from less than $26 billion in 1963, to a figure far in excess of a trillion dollars in 1997. But these are nominal dollars, not adjusted for inflation. Obviously, the United States has experienced inflation in the period since 1963. Yet inflation has increased the price level not even close to 40 times, but rather, just a few times. Consequently, even if we corrected for inflation by measuring imports in “real” terms, that is, inflation-adjusted terms, we will see that they have grown tremendously.

Examining trade figures is one way to show that there has been something of a globalization of the U.S. economy. But the first, or most basic, measure of a nation’s openness to trade is the ratio of a nation’s exports or imports to its total production, its gross domestic product (GDP). This ratio is often the main measure employed to establish the extent of globalization of a nation’s economy. Let us examine the rationale for using this ratio in more detail.

For the most part, economies grow over time, and most of the relevant macroeconomic magnitudes grow as well. This is particularly true of successful economies, such as that of the United States. Even correcting for inflation and measuring things in “real” terms, macroeconomic magnitudes typically grow. As a result, a simple analysis of export or import levels, for example, will usually show an increase over time. So we need a more descriptive measure of globalization.

Thus, analysts usually portray economic magnitudes as shares of a nation’s total production, in order to see if the magnitudes are growing more quickly or more slowly than a nation’s total economy. Analysts normally use either GDP or a very similar concept, gross national product (GNP), as the best measure of a nation’s total economic output. Total economic output is a very close proxy for a nation’s income, because income is earned only by production that is valued by the market. That is, if you produce something that has no value in the market, you do not earn income from it, and it is not counted in a nation’s GDP or GNP. Therefore, GDP (or GNP) is a good proxy for a nation’s income, because it shows the total of a nation’s production in a given time period (usually one year), as that production is valued by the market.

Figure I-1 illustrates the case of the United States, with three global macroeconomic magnitudes expressed as a share of GDP. Indeed, rather than just showing exports as a share of GDP, we also show imports to provide added insight. Also, we portray the U.S. trade balance as a share of GDP, where trade balance is defined as a nation’s export revenues minus its import expenditures. Note too that Figure I-1 counts exports and imports of both goods and services, since goods and services are each an important aspect of the U.S. economy and of U.S. trade. A number of interesting trends can be noted from the figure, but two important ones deserve special emphasis.

First, Figure I-1 provides concrete evidence that globalization of the U.S. economy is much more than an en vogue cliché; indeed, we see that it does have an empirical reality supporting it. Both imports and exports have risen sharply as a share of GDP since 1962; and this trend toward globalization of overall U.S. production shows no sign of deceleration. You may ask if I chose the starting point, 1962, in order to best present this case. The answer is no, because if we go back in time even further, for example to 1950, we would notice globalization to an even greater extent, if we define “globalization” as increasing shares of trade in overall GDP. By 1962, where our graph begins, exports had reached 4.75% and imports 4.2% of U.S. GDP. The corresponding figures for 1950 are only 4% each of U.S. GDP.2 So we have not prejudiced the case by beginning our analysis in 1962. Thus, the first clear trend in Figure I-1 is that the U.S. economy is becoming increasingly more global, as proxied by import and export trade shares of total production.
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Figure I-1 GLOBALIZATION: TRADE RISES AS A SHARE OF U.S. GDP

The second clear trend is not such an optimistic one. The U.S. trade balance on goods and services as a share of GDP has shifted from significant surpluses throughout the 1960s to rather massive deficits in the mid- to late 1980s and 1990s. Some of the many reasons for this trend toward trade deficit will be discussed throughout this book, especially in Chapter 7. However, the simple explanation for this deficit is clear from Figure I-1: exports have risen strongly as a share of GDP, but imports have risen even more dramatically.

The overall picture for the United States is one of increasing exposure to the global economy. But the more rapid increases have been on the import side, leading to a shift in the U.S. trade imbalance from habitual trade surpluses to successive and large trade deficits. Again, the most important point here is that these trade deficits have arisen not because of any declines in the export position, but rather, because of the more extreme opening or globalization on the import side. The export share did decline in the early 1980s, because the rising foreign exchange value of the U.S. dollar rendered many U.S. exports unattractive to foreigners. In other words, the strong dollar made U.S. exports relatively expensive, pricing these goods and services out of world markets. However, the decline of the U.S. dollar since 1985 has restored the long-term trend of a prolonged rise in the U.S. export-to-GDP ratio.

One reason the U.S. trade share of GDP is rising so rapidly is the formation of NAFTA—the North American Free Trade Agreement. NAFTA and other integrating forces point to globalization as a current reality for other nations as well. Canada, the biggest trade partner of the United States, was highlighted for its own globalization in a front-page article in the Wall Street Journal, “Canada Sees Exports as Path to Prosperity.” The article stated that “exports now account for 43% of Canada’s gross domestic product, up from just 29$ in 1990. Canada’s imports, in the same period, rose to 36% of GDP from 25%.”3
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Figure I-2 GLOBALIZATION OF BUSINESS Trade Growth Integrates the World’s Economy

GROWTH IN INTERNATIONAL TRADE:
THE GLOBAL CASE

Figure I-2 provides a convenient way to illustrate the globalization, or lack thereof, of the entire world’s economy. The figure does so by testing the same proposition we examined in the case of the United States above: Does the internationally traded portion of world output constitute a growing share of total world production? In order to emphasize the dynamic trend in the world economy, this figure looks at yearly percent changes over the past thirteen years. Note that both the total aggregate of world merchandise trade and the total aggregate of world output, measured by world GDP, are portrayed in volume or real terms. This means that we have subtracted or corrected for any growth in nominal values due to inflating prices, to focus on the important concept of the growth in real volumes of business.

Figure I-2 clearly shows that business is globalizing, as the growth in the part of business that is traded across national borders strongly outstrips the growth of total business, as measured by total world output. A number of interesting facts emerge from a closer analysis of Figure I-2. First, the volume of world trade increased every year in the period under study. That is, since the graph depicts growth in merchandise trade volume year to year, as long as the bars are positive, then volume has increased from the year before. Thus, world trade seems somewhat recession-proof. Of course, we do not want to push this claim too broadly, because if the world ever fell into another economic depression, then obviously trade would decline.

Secondly, we note in Figure I-2 that growth in merchandise trade exceeds the growth of overall world output. Indeed, even in 1985—the one year in which trade grew more slowly than total outputs—we see only a minor difference. By contrast, note the number of years where trade growth far outstrips total world output growth, especially in the 1990s. For example, looking at 1995, we can see that global merchandise trade grew about two and one-half times as much as world GDP grew.

Figure I-2 also illustrates that in 1991, there was a decline in total output due to a worldwide recession. Nevertheless, that recession did not diminish total world trade, another indication that trade is somewhat recession-proof. Indeed, the trade portion of global business continued to grow even during that recessionary period induced by the Gulf War.4 Although the United States recovered quickly from recession, and in fact was growing by the second half of 1991, Europe and Japan remained in recession into 1992. Thus, we see only very low growth in 1992 overall world output.

Trade is pro-cyclic in the sense that trade growth does seem to move through the same business cycle as the overall world economy. That is, in years when the world economy grows quickly (e.g., 1984, 1988, 1994), world trade growth also appears to accelerate. Likewise, in years of slow global economic growth (e.g., 1985, 1986, 1990-1993), trade growth typically decelerates somewhat. However, even in the slowdown periods of the world business cycle, trade grows more rapidly than overall world output.

Thus, in many years, the world economy seems to grow about 3% or 4% percent, while world trade seems to grow at a faster rate, often between 4% and 9%. The upshot is that the world is moving forward, in the sense that total world output has grown nicely since 1983. Preliminary estimates reveal that total world output in 1998 will be at least 60% greater than the 1983 total. To avoid overstating our case, I used 1983, the year after the recession of 1981-82, to begin looking at growth rates. This was a year of very good economic growth and trade growth, during the height of the “Reagan boom” in the United States. The United States was sucking in a lot of imports from the rest of the world, helping other nations to grow as well. Thus, even when comparing to a good year in the world economy, such as 1983; we see that by 1998, world output volume will have increased over 60%.

The salient point for this introductory chapter is that recent decades have witnessed a much faster growth in world trade than in world output. Our calculations show that 1996 world trade more than doubled the 1983 trade total in volume terms.5 If we constructed an index with the volume of world trade in 1983 set equal to 100, then preliminary estimates indicate the 1998 indexed volume of world trade will be approaching 250. In other words, global trade volume has increased by nearly 150%, reaching almost two and a half times its value in 1983. Given that total world output has “only” increased to 1.6 times its 1983 value, we can calculate that the ratio of trade to world output (2.5/1.6) rose by over 50% between 1983 and 1998. This is strong evidence that globalization is more a reality than a mere buzzword, because even though the world economy has grown very steadily since 1983, the truly dynamic aspect of output growth is the internationally traded portion. Furthermore, Figure 1-2 shows no apparent deceleration in this rapid growth of world trade volumes; if anything, world trade growth appears to be accelerating.

What accounts for this rapid increase in global trade volumes and can we expect it to continue? Two key factors are: (1) the advance of communication and information technology that facilitates doing business internationally, and (2) institutional progress in removing barriers to international trade.

First, the spread of modern distribution, communication, and information technology has clearly facilitated international trade. The global transport of people (hence, services they perform), ideas, information, and goods, is both cheaper and easier, thanks to modern telephony, jet transport, and containerization. The accompanying “spotlight minicase” highlights the importance of technology, particularly the ability to trade or perform “electronic commerce” over the Internet, in driving a recent further acceleration in the globalization of business (even for small firms). These trends are so powerful and clear that to further detail them risks resorting to clichés such as “the world is getting smaller.”



[image: Image]INDUSTRY SPOTLIGHT
Electronic Commerce Helps Small Business Open Global Frontiers

Modern information and communication technologies, especially the Internet, are accelerating the forces currently globalizing markets, as I noted in the Preface. In the past, only rather large firms could approach customers worldwide, as a result of the massive fixed costs of international business, such as maintaining a sales force or hiring local agents in numerous distant nations. Now however, the exploding growth in access to the Internet and the World Wide Web is thrusting a long-hyped new mode of transacting global business to the forefront. This new mode of conducting global business is termed electronic commerce.

Bill Gates in his book The Road Ahead6 gives us a clear and useful view of how the Internet (and new information technology more broadly) will change the way most of us communicate, learn, and conduct our daily business. Change will be dramatic and generally for the better. Gates describes how electronic documents, stored in digital form, will spawn a “content revolution.” He recounts (p. 131) how the Internet helped him write his book, a process that represents one more way we can learn from Bill Gates.

This book would have been much harder to write without e-mail. Readers whose opinions I valued received drafts electronically, made electronic changes to the drafts, and sent the altered documents back to me. It was helpful to be able to look at the proposed revisions, see the rationales for the proposed changes in electronic annotations, and see the electronic record of who made the revision suggestions and when.

Clearly my own business, teaching and writing books, is being fundamentally transformed by the Internet. I use it to find the latest data to upgrade my figures and trends; search for relevant articles; and send e-mail messages at virtually no cost or time delay to former MBA students scattered around the world. As I write this, the Teamsters Union has temporarily crippled United Parcel Service (UPS) by calling its workers out on strike. In the past this would have delayed my sending chapters of this book to my editor, Bob Wallace, in New York. Now I just e-mail them, and Bob can edit my ‘electronic chapter’ and reply promptly over the Internet. I can respond instantly (and at virtually no cost): “You think it’s a silly example, but I want to keep it in.” You can judge for yourself who won this round of electronic editing.

A recent article in The Economist, “Asian Electronic Commerce. Rubber Ducks in the Net” (26 July 1997, pp. 56-57), aptly shows the potential impact of the Internet as a globalizing force. It highlights the capacity of the Internet to empower even small firms to seek customers globally, through the cost efficiencies and ubiquitous reach of electronic commerce. Thus, I reproduce most of the article here.

At the heart of Asia’s electronic-commerce boom is the Asian Sources Media Group (ASM), a publishing company based in Hong Kong. The firm’s Web site serves as a shopfront for more than 7,000 Asian suppliers, mostly small-to-medium-sized factories in Hong Kong, China, Taiwan and Korea, selling everything from cheap plastic toys to multimedia electronics. Before the ASM sales representatives came calling many of these factories did not even have a personal computer, let alone an Internet connection. But that hardly made a difference: ASM got them what they needed, trained them in how to use it, and included them in its on-line catalogue of nearly 200,000 products.

The point about ASM’s site is that most of the commerce is genuinely electronic—by e-mail. About 70% of the firms on ASM’s Web site have e-mail, mainly thanks to ASM’s efforts. In about half of the cases, ASM provides the e-mail account, which the customers can dial into, but many have their own addresses. In either case, it has proved invaluable. E-mail is fast, considerably cheaper than international fax or telephone (especially in parts of Asia where local monopolies have kept telecom costs high), relatively insensitive to time-zone differences, and less psychologically daunting for wired buyers than a call or composing and sending a fax….

At first, Hong Kong firms were the most receptive to ASM’s efforts: not surprising since the city is the centre of Internet activity in the region. They have now been overtaken by Taiwan, whose electronics-parts makers supply much of Silicon Valley. Eventually, Chinese firms may prove the most numerous: a third of those on the site already list an e-mail address.

In America, the first groups to adopt the Internet were universities and consumer-services companies; in Europe, it was students, hackers, and a few brave publishers. But in commerce-minded Asia it is the keychain and rubber-duck makers that are leading the way. Too small to have better ways of reaching the outside world, but able to adopt a new communications technology without the fuss and bureaucracy of larger firms, ASM’s prosaic customers are the perfect electronic-commerce pioneers.



Second, institutional agreements to remove barriers to trade have gained strong momentum. This progress includes both multilateral, or more truly global, arrangements, such as the creation of the World Trade Organization, and regional free trade areas or integrated economies. Regional progress in the 1990s includes the formation of NAFTA by the addition of Mexico to the Canada/U.S. Free Trade Agreement; the formation of a true single-market European Union in 1993 and its broadening to fifteen nations; the addition of three members (Vietnam, Myanmar, and Laos) to the Association of Southeast Asian Nations (ASEAN), and the progress of the Asia Pacific Economic Cooperation (APEC) forum. These developments will be analyzed further in Chapter 2.

Let us consider now whether the impressive record of increased globalization portrayed above is significant even in a longer historical perspective. After all, substantial integration of a global economy existed before World War I tore it asunder. John Maynard Keynes, writing in 1920, summarized this earlier “global economic era.”7

What an extraordinary episode in the progress of man that age was which came to an end in August, 1914!… The inhabitant of London could order by telephone, sipping his morning tea in bed, the various products of the whole earth, in such quantity as he might see fit, and reasonably expect their early delivery upon his doorstep; he could at the same moment and by the same means adventure his wealth in the natural resources and new enterprises of any quarter of the world, and share, without exertion or even trouble, in their prospective fruits and advantages; or he could decide to couple the security of his fortunes with the good faith of the townspeople of any substantial municipality in any continent that fancy or information might recommend. He could secure forthwith, if he wished it, cheap and comfortable means of transit to any country or climate without passport or other formality, … most important of all, he regarded this state of affairs as normal, certain, and permanent, … the ordinary course of social and economic life, the internationalization of which was nearly complete in practice.

The above passage certainly provides evidence of much earlier globalization both in trade and in foreign investments. Today, however, we have entered a new, and thanks to technological advances, far more extensive global era for business. The Economist8 summarizes the recent evidence.

How integrated is the “global” economy? One guide is the proportion of GDP accounted for by exports. Of the nine countries in our chart, seven now have a higher ratio of exports to GDP than at any time since 1870. Canada is the most integrated into the global economy. Its exports were worth 34% of GDP in 1995. Germany and Britain have only recently exceeded their export-GDP peaks of 1913. Argentina and Brazil still export a smaller share of GDP than in 1870—7.5%, down from 9.4% and 7.3%, down from 11.8%, respectively—although their export ratios are higher than in 1973. Mexico’s exports were worth only 2.2% of GDP in 1973, but have since soared to 31.9%

Let us now turn to a discussion of international investment flows. Noteworthy data trends indicate that this component of international business may be growing even more rapidly than the trade component of international business.

GROWTH IN INTERNATIONAL INVESTMENT

International investment flows may be the key to affirming the unique power of this recent globalization era. The World Bank discusses this point, contrasting the recent era to the globalizing period before World War I:

Thus the start of the twentieth century was a period of considerable global economic integration supported by relatively liberal economic policies. Still, it differed from the 1990s…. Gross (as distinct from net) capital flows are very high today, and come from a wider variety of sources.9

These gross investment flows are indeed reaching massive and unprecedented proportions. Two-way flows of foreign investment fuel the world’s biggest market: the global foreign exchange market, which the Bank for International Settlements (BIS) estimates averaged a daily turnover of $1,200 billion in 1995!10 Obviously, over a trillion dollars of foreign exchange transactions a day highlights quite clearly that trade is only a small part of the action. Indeed, capital is surging over national borders as individuals, firms, and investment funds truly are globalizing their investment strategies.

A common method to contrast the growth in international investment to growth in international trade is to compare the ratio of exports as a share of GDP to the ratio of foreign direct investment (FDI) to GDP. The Economist presents a novel and interesting way to further compare these two components of international business:11

A third ratio—FDI flows as a percentage of exports—compares the relative importance of each. According to ING Barings, an investment bank, the inflow of FDI to emerging economies has increased from 5% of exports in 1990 to 9% in 1995.

Thus, if FDI flows are rising as a ratio of exports, then we can conclude that direct investment in these emerging economies is growing even faster than trade (exports).

As we shall see, foreign investment is growing very rapidly within the wealthy, advanced nations. But it is useful to observe that this trend also applies to the emerging and developing economies. We will structure our analysis of foreign investment in a manner similar to our approach to trade above. First, we will briefly examine the case of the United States, and then we will discuss some trends for the world as a whole.

GROWTH IN INTERNATIONAL INVESTMENT: THE U.S. CASE

The United States is indeed becoming increasingly integrated into the global economy through international investment transactions in addition to increased international trade volume. Data on U.S. international investment is presented annually by the Commerce Department.12 Recall that total foreign investment is made up of both direct investment (FDI) and portfolio investment. Thus, when we speak of ownership here, we are referring to total foreign investment. Measuring FDI at current cost of assets (accountants traditionally use historical costs, but that can lead to very misleading conclusions in an inflationary world), the Commerce Department figures are quite revealing.

Figure I-3 summarizes the trends toward globalization of ownership currently engulfing the U.S. economy and spurring U.S. firms. Strikingly, U.S. assets owned abroad totaled just over $1.1 trillion in 1982. This exceeded by far the $790 billion of foreign-owned assets in the United States. Thus, the United States had a net international investment position, that is, a net equity or net worth position vis-à-vis the rest of the world, of positive $325 billion. At this time, the United States was the world’s largest creditor nation; it had the greatest net foreign worth.

We all know that the United States has evolved from the largest net foreign creditor to the world’s largest net foreign debtor. However, this frequently cited fact obscures a more important point: international investment gross totals clearly demonstrate the signficant recent expansion of globalization. The important thing to note is that U.S. assets abroad have continued to grow dramatically during the 1980s and 1990s, illustrating the globalization of ownership. The only reason we have moved to a net debtor status is that foreign ownership of assets in the United States has grown even more dramatically; indeed it has grown at breathtaking rates.

Thus, as with trade, two important trends emerge. The primary one is that globalization is a reality, that the gross flows in both directions are huge. Our assets abroad and foreigners’ assets in the United States have grown dramatically in gross terms. The secondary trend pertains to imbalance: Just as import growth outstripped export growth and led the United States to huge trade deficit imbalances, the growth of foreign assets in the United States is far outdistancing the growth of U.S. assets held abroad, an imbalance resulting in the net debtor status. Of course, these two imbalances are linked. In order to fund the trade deficits resulting from our added imports, the United States must sell assets to, or borrow from, foreigners. This foreign borrowing or selling of assets leads to our current status as a net international debtor. These linkages will be discussed much more deeply in the model underlying Chapter 7.
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Figure I-3 GLOBALIZATION OF OWNERSHIP
U.S. Net Foreign Worth Declines

Figure I-3 summarizes the U.S. position in international investment. U.S. assets abroad have far more than tripled since 1982, from $1.1 trillion, to over $3.7 trillion in 1996. Strikingly, even this fast growth is dwarfed by the growth in foreign ownership of assets in the United States, which has gone up nearly sixfold, from $790 billion in 1982 to $4.6 trillion in 1996. Thus, U.S. liabilities to foreigners increased $3.8 trillion in fourteen years.

Of course, total wealth in the United States is massive and difficult to measure precisely. So even if foreigners currently own substantial assets in the United States, we have not, as certain popular books decry, “sold America.” However, one could argue that we are beginning to sell off chunks of (U.S.) America. I am not overly worried about this trend, however, as it is merely a reflection of two-way globalization of ownership. The fact is that U.S.-Americans are still buying big chunks of Europe, Canada, and parts of Latin America and Southeast Asia. The bottom line is that globalization of ownership is a healthy trend, because it shows a beneficial diversification of assets on the part of businesses and investors, and it makes the world a more peaceful place. Indeed, it is hard to imagine the Japanese dropping bombs anywhere near Hawaii now, given that they own so many hotels in that beach-laden state!

To see if international ownership is not just rising, but is rising even in relation to total economic output, we must compare the more than tripling of U.S. assets abroad and the sextupling of foreign assets in the United States between 1982 and 1996 to the growth of the overall U.S. economy. The key fact is that, although nominal U.S. GDP more than doubled since 1982, from $3.24 trillion to $7.64 trillion in 1996, it did not approach tripling, let alone sextupling. Therefore, international ownership did indeed rise significantly even when compared to the strongly growing GDP in the United States.

The country’s deepening entanglement in a more global economy is clearly shown by the rise of servicing payments that it must send abroad. Servicing payments are income payments made by the United States on its liabilities to foreigners (e.g., interest on debt). These servicing payments flowing out of the country rose to over $250 billion in 1997; compared to only $53 billion in 1983, $14 billion in 1977, and a mere $1.56 billion in 1963. Globalization of investment income flows is clearly a reality.

GROWTH IN INTERNATIONAL INVESTMENT:
THE GLOBAL CASE

An examination of globalization of ownership on a world scale reveals that worldwide international investment activities confirm and even amplify the message from international trade growth: that trends toward the globalization of business are much more than mere rhetoric. This section relies heavily on the work of the United Nations Conference on Trade and Development (UNCTAD), which publishes annually its World Investment Report. These reports highlight the growing importance of transnational corporations (TNCs) in the global economy, and the foreign direct investment TNCs undertake and control. A theme of this book is that more firms should follow these TNC global leaders by adopting a more international strategy over time.
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Figure I-4 FOREIGN DIRECT INVESTMENT The Level Booms with Globalization (Stock of Inward FDI in Billions of U.S. $)



Figure I-4 summarizes the boom in the level of international investment during recent decades. The worldwide total stock (cumulative level) of FDI rose from $480 billion in 1980 to $3,233 billion in 1996.13 This total has been rising rapidly, due to huge and increasing annual flows of FDI. The World Investment Report 1996 summarizes how the record-sized flows indicate a globalizing force (p. xiv), and are leading globalization.

World economic growth and the response of transnational corporations (TNCs) to technological development, international competition, and liberalization propelled global foreign direct investment (FDI) flows to unprecedented levels in 1995. Investment inflows rose by 9% in 1994 (to $226 billion) and by another 40% (about $90 billion) in 1995, to reach a record $315 billion…. In 1995, FDI growth was substantially higher than that of exports of goods and nonfactor services, world output, and gross domestic capital formation, (p. 3)

World FDI flows increased again in 1996, to $349 billion, with the United States attracting more than any other nation. The U.S. Department of Commerce reported that the country attracted a record FDI inflow of $80.5 billion in 1996, up 41% from 1995 and three times greater than the 1993 inflow.14 Indeed, the U.S. figures are instructive, as most of the globe’s foreign direct investment has been directed to the economically advanced nations. However, there is finally an increased share of FDI flowing to developing nations.

The total stock of FDI invested in developing nations rose more than eightfold from 1980 to 1996, and nearly tripled between 1990 and 1996 to $918 billion. This fast growth enabled developing countries to move from a mere 20% share15 of the total global FDI stock in 1990 to over 28% by 1996. The World Investment Report 1996 (p. xvi) shows that firms’ strategic plans point to a continued deepening and broadening of their globalizing investment strategies: “The future investment plans of the top 100 TNCs suggest a strong upward trend in FDI (as well as total investment), fueled partly by economic growth in major destinations, among which the developing countries are becoming more prominent.”

Indeed, the United Nations reports16 that FDI did continue to rise in 1996. In fact, in that year FDI to developing countries rose by $33 billion to $129 billion. In particular, major destinations such as China and Latin America continued to experience substantial increases in FDI inflows in 1996. The World Investment Report 1997 neatly summarizes and highlights the major trends discussed above17:
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Figure 1-5 GLOBALIZATION: CHINA OPENS FOR BUSINESS

FDI flows set a new record in 1996…. Inflows increased by 10%….

Developing countries invested $51 billion abroad and received $129 billion in 1996….

South, East and South-East Asia and Latin America attained record FDI inflows…. Flows to South, East and South-East Asia increased by 25 per cent, to more than $80 billion, while those to Latin America were nearly $39 billion in 1996, about $13 billion more than in 1995.

EXAMPLE OF GLOBALIZATION:
CHINA OPENS TO INVESTMENT

We have already examined globalization in the United States, the largest economy in the world. Now let us consider in depth one other major example of globalization. Given its world-leading population of over 1.2 billion people, China is a focal point for global firms, reflecting and accelerating the economic globalization initiated in 1978 with the market-opening reforms of the late Chairman Deng Xiaoping. The startling rise of China as a global business force is evident in both major components of international business: trade and foreign investment.

Figure I-5 displays the two striking trends that may help presage business in the 21st century. First, China is attracting massive and increasing annual flows of FDI, leading to a stock of investment (e.g., factories and infrastructure) that is helping China industrialize. This industrialization is driving the second trend, China’s increasing exports to the rest of the world. Furthermore, Figure I-5 uses confirmed data through 1996,18 but initial estimates indicate that China’s attraction of foreign investment inflows continued in 1997 and into 1998 (despite the moderating influence of the Asian crisis).

Nicholas R. Lardy, in his excellent book, China in the World Economy,19 highlights both China’s market-opening reforms and its consequent growth into a global business force:

At the outset of its economic reforms in the late 1970s, China was an insignificant participant in international markets for goods and capital. In 1977 … it was only the 30th largest exporting country in the world … prior to the late 1970s, China also was barely a participant in world capital markets….

By the early 1990s, China’s role in the international economy had been totally transformed…. In 1992 it was the world’s tenth largest exporter, lagging behind only the largest and most advanced industrial states. It also was a significant recipient of foreign aid and a major borrower on international capital markets….

Even more significantly, by the early 1990s China was attracting substantial inflows of foreign direct investment, (pp. 1-3)

The increasing linkage of China to a more global economy applies to other populous nations in East or Southeast Asia as well. For example, Indonesia has the world’s fourth largest population, roughly 200 million citizens, and it is also globalizing its economy. Indonesia nearly rivals China in the growth rate of its exports and the flood of FDI it is attracting. Indeed, a graph similar to Figure I-5 for Indonesia would show somewhat smaller magnitudes than China, but a similar pattern of global growth. Even Vietnam is emerging in the global economic sense by attracting FDI, industrializing, and boosting its exports.

Globalization is increasingly real. Transnational corporations are leading this development by making direct investments around the globe, with a renewed focus on developing nations. These populous nations can only truly develop if they gain needed infrastructure, which the World Investment Report 1996 identifies as a future source of global demand (p. 18): “One reason we can expect continued growth in FDI flows is that transnational corporations are becoming increasingly involved in infrastructure development….” This report goes on (p. 20) to identify the favorite regions for firms or investors seizing such future opportunities for global infrastructure investment:

The financial requirements for infrastructure are vast. Present growth rates in East Asia suggest that such investment requirements will be $1.4 trillion during the next decade; for China alone the figure is over $700 billion. In Latin America, requirements are around $600 to $800 billion.

Clearly, globalizing forces are extending into the developing world. Indeed, some nations, such as South Korea, Singapore, and Taiwan (Republic of China), formerly categorized as developing nations, are now wealthy enough to contain firms that are themselves globalizing—they are currently sending FDI outward as well as attracting it.

On a cautionary note, however, we must remind ourselves not to be overly euphoric. Recall that I began this introduction with the notion that “globalization” can be a hollow buzzword if it is not subjected to close analysis. Evidence in this introduction clearly shows an increased extent of globalization, thanks to both burgeoning trade and investment flows. However, we also have seen that most of the world’s stock of foreign investment is hosted by nations that are already advanced or industrialized. Furthermore, the increased flows of investment to the developing world are not widely and equally distributed. Rather, these flows are mostly aimed at East Asia and Latin America, and not toward South Asia, West Asia, or Africa. The next chapter highlights this critical divergence, as it analyzes the limited geographic range of globalization at the end of the second millennium.
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REGIONAL ASPECTS OF
(OR ROUTES TO) A
GLOBALIZING ECONOMY
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THE LIMITED WORLD OF
BUSINESS AT THE END OF
THE 20TH CENTURY


For billions of people on this Earth, talk of the prosperous and growing global economy is just a cruel reminder of their own abject poverty. In terms of trading or communications/information technology, many nations are still barely participating in the supposedly global network. Despite the growing power of the global business network, inequality and lack of effective access to this network still distinguish the international business environment as the 20th century draws to a close.

The decades marking the end of this century clearly represent a “mixed bag.” Some nations, particularly in East Asia but also elsewhere, like Chile, enhanced their global business linkages and gained from rapid economic growth. However, other nations did not fare so well: “Economic decline or stagnation … affected 100 countries, reducing the incomes of 1.6 billion people—… more than a quarter of the world’s population.”1 A recent World Bank book2 summarizes both the overall progress and its unequal global spread:

Developing countries as a group have participated extensively in the acceleration of global integration, although some have done much better than others … there are wide disparities in global economic integration across developing countries…. Many developing countries became less integrated with the world economy over the past decade, and a large divide separates the least from the most integrated…. Countries with the highest levels of integration tended to exhibit the fastest output growth, as did countries that made the greatest advances in integration.

The great challenge of the 21st century is to establish a more truly global international business network, one that can foster a much more comprehensive spread of economic progress than that which the world currently enjoys. The contrast between nations that rapidly grew their economies and trade linkages and those more numerous nations that failed to achieve this progress is discussed in the United Nations Development Program’s Human Development Report (HDR). The 1996 HDR stresses the point that inequality is still the name of the game: “The world has become more polarized, and the gulf between the poor and rich of the world has widened even further.”3 The HDR goes on to detail this widening inequality, stating that “the poorest 20% of the world’s people saw their share of global income decline from 2.3% to 1.4% in the past thirty years. Meanwhile, the share of the richest 20% rose from 70% to 85%. That doubled the ratio of the shares of the richest and the poorest—from 30:1 to 61:1.”4

That the richest 20% of the world’s people amassed more than 80% of global income is a clear example of the “80/20 rule.” This “rule” is well known to apply in many diverse situations. For example, teachers know that 20% of their students will be responsible for 80% of their headaches. Similarly, in business, it is often the case that 20% of customers render 80% of the complaints, special requests, and the like. On the other hand, wise executives and managers know that a special 20% of their customers typically generate more than 80% of their companies’ profits. We will use the 80/20 rule later in our analysis of the current global economy.
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