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An Introduction to Globalisation

= Globalisationis the economic integration of different countries through increasing freedomsin the
cross-border movement of people, goods/services, technology and = finance

= Thisintegration of global economies has impacted national cultures, spread ideas, speeded up
industrialisation in developing nations and led to de-industrialisation in developed nations

= Globalisation has beenincreasing for thousands of years - itis not anew phenomenon

= |mprovementsintechnology and the speed of global connections have exponentially increased the
level of interdependence between nationsin the past 50 years

= Consumers now source products globally recognising global brands wherever they travel

The Four Main Characteristics of Globalisation

1. Increasing foreign ownership of companies 2. Increasing movement of labour & technology
across borders
3. Free trade in goods/services 4. Easy flows of capital (finance) across borders

= Globalisation has severalimpacts on domestic businesses thatincreasingly need to compete with
global brands
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Impacts of globalisation on domestic businesses

Domestic businesses face increased competition as a result of globalisation
= Thisincentivises them to improve efficiency in order to remain competitive against global brands
= Some domestic businesses may drastically cut staffing or require higher levels of
productivity from workers

The transfer of skills between global and domestic businesses can be mutually beneficial
= Domestic workers can gain skills and knowledge from an international competitor
= Global businesses will gainlocal knowledge, market insight and experience from domestic
workers

Domestic businesses can compete by developing or emphasising a persuasive unique selling point
(perhaps the fact they are local)
Both domestic and global businesses can benefit from close collaboration through joint ventures or

strategic alliances
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Reasons for the Growth of Multinational Corporations (MNCs)

=  Amultinational company (MNC) is a business thatis registered in one country but has manufacturing
operations/outlets in different countries
= E.g.Starbucks headquarters are in Washington, USA but they have 32,000 storesin 80 countries

= Factors such as globalisation and deregulation have contributed to the growth of MNC'’s
= Globalisation has made it easier for firms to do business on a global scale and the number and size
of MNCs continues toincrease
= Deregulation through trade liberalisation and the harmonisation of financial and technical
standards has made it easier for businesses to operate in diverse locations

Reasons why Businesses want to Become Multinationals

= There are numerous reasons why businesses aim to grow to become multinationals

| ECONOMIES OF SCALE |

[ RISK MANAGEMENT |\ |INCREASED PROFIT |

REASONS FOR | | CREATE EMPLOYMENT |
|COST ADVANTAGES |@ BECOMING A

MULTINATIONAL [~=>| ENTER NEW MARKETS |
[ TAX INCENTIVES |K CORPORATION

)\ TRANSPORTATION|

V
| AVOID TRADE BARRIERS |

There are many benefits to becoming a globally recognised brand

1. Economies of scale: as they operate globally they are able to increase their output & benefit from
lowered costs created by economies of scale

2.Increased profit: much of their profitis sent back to theirhome country. This pointis debatable as
many MNCs have offshore bank accounts and do not bring the profit back home

3. Create employment: new jobs are created in host countries each time a new facility is setup & this
raises income which helps to improve the standard of living in that country

4. New markets: MNCs can identify potential markets & begin to sell there
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5. Transportation: MNCs are able to setup facilities closer to their customers which reduces
transportation costs

6. Risk management: by sellingin many national markets, the risk of failure is reduced
= |[f Egypt goesthrough arecession (with sales falling there), then this could be less impactful due to
rising salesin a strong German market

7.Taxincentives: MNCs are able to increase their profits by setting up in countries with low corporation
tax - or countries that offer MNCs a tax break (no tax) for their first 5-10 years of operation

8. Cost advantages oftenrelated to labour: many businesses choose to locate production facilities in
countries where labour costs are low
= Nike originates from the USA but 50% of their manufacturing takes place in China, Vietnam and
Indonesia due to the lower production costs in these countries

9. Avoidance of barriers to trade: MNCs can establish bases in countries that are operating protectionist
measures and by doing so, they avoid the measures e.g. A Chinese MNC may setup in the USA &
produce there, thus avoiding import tariffs on their products exported from China to the USA
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The Impact of MNCs on the Host Countries

= Many governments are in favour of MNCs establishing in their country as there are benefits to the wider

economy
FDI FLOWS CONSUMERS
\ IMPACT OF
BAL(?FNCE 2 MNCs ON THE | BUSINESS
PAYMENTS NATIONAL i
/ ECONOMY \

TECHNOLOGY AND
SKILLS TRANSFER

TAX REVENUE AND
TRANSFER PRICING

MNCs impact several metrics in the national economy

= MNCs offerboth advantages and disadvantages for a host country withregard to:

= Employment, wages and working conditions

= Theimpactonlocal businesses

= Theimpact onthelocal community and environment

= Theimpactonthe nationaleconomy

Advantages and Disadvantages of MNCs to the Host Country

Advantages

Disadvantages

= MNCscanhelp to boost the local economy
creating jobs and opportunities forlocal
businesses
= MNCs often offer competitive wages and
better working conditions than local
businesses

= MNCs may exploitlocal workers if employment
regulation is weak or not enforced and
may reduce the supply of workers available to
local businesses if they offer better pay and
working conditions
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= |fthe populationis benefiting from higher
wages, they may spend more onlocal
business products

= MNCs may utilise the services of local
businesses

= MNCs ofteninvest toimprove infrastructure
= Betterroads, transportation and access to
water and electricity would help the local
community in addition to helping the MNC
operate more efficiently

= Thereis aninitial lump sum of money and
ongoing tax revenue which generates
economic growth
= This money enriches local firms or citizens
who now have more money available to
spendinthe economy
= |fthismoney isreinvested backinto the
local economy, it may help to generate new
jobs and boost economic growth

= Domestic businesses may be influenced by the
business culture of MNCs

= E.g.Inthe1990s, UK businesses adopted
the working practices of Japanese
businesses such as Nissan

= Workplaces became more openand
employers started to copy ideas such as
Kaizen and continuous improvement

= MNCs can bring new technologies and skills to
local businesses
= Thiswill help to improve efficiency and
productivity, helping domestic businesses
to become more competitive in the
national and international market

= Customersin countries whichhost MNCs
benefit from
= A wider choice of goods and services
= Lower prices if MNCs pass their cost advantages
on in the form of lower prices
= Better quality of goods and services

MNCs tend to establish production facilities in
regions where labour costs are lower and pay
relatively low wages
= E.g.Bangladeshisused by many clothing
brands to produce cheap clothes and many
turn ablind eye to poorworking conditions
= This encourageslocal firmsto alsoignore
the working conditions

MNCs may not create jobs forlocal workers as
they may relocate workers from their own
country to work abroad (Chinese companies are
notorious for this)

If MNCs are able to produce at alower cost and
compete with local businesses, MNCs can push
domestic businesses out of the market leaving
customers with less choice and higher prices

MNCs may cause damage to the local
environment during and after the production
process
= E.g.Shellhasatrackrecord of oil pollution
invulnerable communities in Nigeria

Assets from the home country are now owned
(or partly owned) by foreign businesses

who may not reinvest the money into the local
economy but may move it abroad/offshore

MNCs seek to maximise profits and will try to
reduce their taxliabilities
= Transferpricingis a method used by MNCs
to shift profits from where they are
generated to countries with lower tax rates
= Thisis amethod of tax avoidance and
means that the businesses will pay less taxin
the host country
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