Globalisation 

We have been moving away from a world in which national economies are isolated from each other by barriers to cross-border trade and invest. We are no longer divided by distance, time zones, language and national differences in government regulations, culture, and business systems. 

In a nutshell: “globalisation is the shift towards a more integrated and interdependent world economy. Globalisation has many different facets, including the globalisation of markets and the globalisation of production.” 
McGraw Hill, 2009

$4trillion in foreign exchange transactions are made every day, where more than $25 trillion dollars of goods and $3.7 trillion services are sold across national borders. Is a world in which a financial crisis in America can trigger a global recession, which is what happened in 2008/2009. (martin Khor) 

Foreign companies have entered formerly protected industries, increasing productivity and driving down prices. Advances in technology, lower transportation costs, and the rise of skilled workers in developing countries implies that many services are no longer required to be performed in the location where they are delivered. For example, the increase of medical tourism, and outsourcing accounting work to India where accountants are trained in US tax rules. 
Opinions 
W Ellwood:
“Globalisation has the potential to bring major improvements in productivity. But it’s being overshadowed by a corporate-led plan for integration, which threatens to undermine the whole project. Instead of helping build a better world for all, the current free-market model is eroding democracy and equity.”
Alan Rugman:
"Globalisation is a myth due to economic illiteracy. It comes down to mass ignorance.



Globalisation of markets:
The globalisation of markets refers to the historically distinct and separate international markets into one huge global market place. Falling barriers and cross-border trade have made it easier to sell internationally. It has been argued for a while that the tastes and preferences of consumers in different nations are beginning to converge, thereby helping to create a global market. 
Globalisation of production:
The globalisation of production refers to sourcing good s and services from locations around the globe to take advantage of national differences in the cost of quality of factors of production (such as labour, land and capital and energy). In essence, it is the application of theories such as absolute and comparative advantage (by Adam Smith and David Ricardo). 
By using global sourcing, companies hope to lower their overall cost structure or improve the quality or functionality of their product offering, thereby allowing them to compete more effectively. 
Consider the example of the Boeing’s 777 commercial jet airliner. 8 Japanese suppliers make parts for doors and wings, suppliers in Singapore makes the doors for the nose and the landing gear, 3 suppliers in Italy manufacture the wing flaps. In total, by value, 30% of the jet is build by foreign companies. The new 787 commercial airliners are scheduled to outsource 65% of its total value from foreign companies. 

Drivers of globalisation Two macro factors that underlie the trend towards greater globalisation, one is the decline of barriers, which allow the free flow of goods, services, and capital. This has occurred since the end of the II world war. 
The other factor is more recent, and that is the dramatic development of technology, communication, and information processing and transportation technologies.
Declining trade and investment barriers


Political 
There are many factors that encourage economic development in emerging countries, including political, social and economic. 
When Walt Whitman published his book “the stages economic growth” in the 1960, he made it clear that if poor countries intended to develop, they should adopt capitalism, not communism. 
Political factors have had a massive effect on the economic growth rate of new economies. During the1970s the majority of the world’s population lived in Communist states. By mid 1990s, however, communism was in retreat worldwide. Communism was swept out of Eastern Europe by the largely bloodless revolutions of 1989.
With the decline of communism, came the spread of democracy and capitalism. 
Three main reasons account for the spread of democracy. 
1. Many totalitarian economies failed to deliver economic progress to the vast bulk of their populations. 
Today, the economic success of many of the newer democracies, such as Poland, Philippines and Taiwan, and much of Latin America, has strengthen the case for democracy as a key component for successful economic advancement.
2. New information and communication technology have reduced the state’s ability to control access to uncensored information. These technologies have been a catalyst for the spread of democracy ideals and information from free societies. 
3. In many countries the economic advances of the past quarter-century have led to the emergence of middle and working classes who have pushed for democratic reforms. 
Despite all this, it would be naïve to conclude that democracy will continue unchallenged. Democracy is still rare in large parts of the world. Furthermore, there are no free states among the 16 Arab nations in the Middle East and North Africa. 

Although China is still nominally a Communist state with substantial limits to individual political freedom, in the economic sphere the country has moved rapidly away from strict Communist ideology.
Since the 1980s, there has been a shift from centrally planned command economies to market-based economies. 



Deregulation 
Deregulation involves removing legal restrictions to the free play of markets, establish private enterprises, and operating private enterprises in different ways. Before the collapse of communism, command economies had tight control over prices and output. They also prohibited private enterprises from operating in most sectors of the economy, restricted foreign direct investment and limited international trade. 
Deregulation thereby, removed price controls and allowed prices to be set by the laws of supply and demand. Abolishing laws regulating the establishment and operation of private enterprises, and relaxing or removing restrictions on direct investment by foreign enterprises and international trade. 

Privatisation 
Hand in hand with deregulation, comes a sharp increase in privatisation. This is the transfer of ownership of state property into the hands of private individuals, frequently by the sale of state assets through auctions. 
Privatisation is seen as a way to stimulate gains by giving the owner a powerful incentive to search for increased productivity, enter new markets, and to exit loosing ones. The owner/s in turn will receive greater profits. 






Legal systems
Without a legal system that protects property rights, and without the machinery to enforce that system, the incentive to engage in economic activity can be reduced substantially by private and public entities, including organised crime, that expropriate profits generated by the efforts of private-sector individuals. 
The Chinese government adopted a Property Law in 2007 that made significant steps toward providing legal protection for the private economy. (This appears to be part of a larger legal movement that aims to strengthen the rule of law of China).

Technological 
The rapid growth of China’s economy stems from the expansion of capital input, and growth in both labour productivity and technological progress. 
China, driven by the Internet and e-commerce has managed to speed up its development. China has made a good start in both areas. Internet users grew from a mere 1,600 in 1994 to 16.9 million in mid-2000. E-commerce transactions registered a total revenue of 200 million yuan in 1999, twice as much as in 1998. B2C e-commerce is expected to grow by 300% in 2000. However, the rapid growth of the sectors is constrained by high costs of using the Internet, government control of information access, and lack of an effective distribution network.
Trade barriers
We are moving towards a world in which barriers to the free flow of goods and services have been declining and where economies are merging into an interdependent, integrated global system.
By opening trade barriers, foreign firms can expand their operations to countries that specialise in the production of certain goods or supply of certain services. This is a form of Foreign Direct Investment. International companies can locate their production factories in countries where certain factors of production, such as labour, are lower than in e.g. Europe of the US. This helps international firms increase their production capacity and sell their product cheaper (depending on demand. Consumers could demand quality instead). 
Free flow of goods and services means countries can export their goods and sell them in international markets. For example, Ecuadorean Rose Industry exports its produce to many countries around the world, including New York and London. This is only possible because over the last 20 years, barriers of trade have gone down, allowing countries to sell in foreign markets as well as in their domestic markets, thus increasing productivity, decreasing unemployment, increasing GDP, and improving the life styles. 
The host country benefits because unemployment levels drop and thus, the GDP increases. 

For and against globalisation 
Many influential economists, politicians and business leaders seem to think that globalisation is in fact a good thing. They argue that falling barriers to international trade and investment are the twin engines driving the global economy towards greater prosperity. They say that increased trade and cross-border investment will result in lower prices for goods and services. 
However, despite the existence of a compelling body of theory and evidence, globalisation has critics. Some of these critics have become increasingly vocal, active and in some cases incredibly violent, taking to the streets to demonstrate their opposition to globalisation. 
For example, in December 1999, when the WTO met in Seattle to discuss a launch of a new round of talks to cut barriers to cross-border trade and investment, the protesters turned violent, transforming the placid streets of Seattle into a running battle between “anarchists” and the Seattle poorly prepared police department. 

Another example is France, August 1999. Anti-globalisation protesters destroyed a McDonalds restaurant. 
AGAINTS GLOBALISATION 

Globalisation, jobs and income
One concern frequently voiced by globalisation opponents is that the falling barriers to international trade destroy manufacturing jobs in wealthy advanced economies such as US and Western Europe. Critics argue that falling barriers of trade allows firms to move manufacturing activities to countries where wage rates are much lower. 
D.L. Barlett and J.B Steele, cite the case of Harwood Industries, a US clothing manufacture that closed its US operations, where it paid workers $9 an hour, and moved manufacturing to Honduras, where it paid workers 48 cents per hour. 
Barlett and Steele, argue that because of moves like these, the wage rates of the poorer Americans have fallen significantly over the past quarter of a century.
Supporters of globalisation reply that critics of these trends miss the essential point about free trade – the benefits outweigh the costs. They argue that free trade will result in countries specialising in the production of goods and services that they can produce more efficiently, and import those goods and services that they cannot produce as efficiently. 
This is called “Absolute Advantage” and was suggested by Adam Smith in his book the Wealth of Nations, 1776. Years later, David Ricardo identified flaws in Smith’s work and published his own theory, Comparative Advantage.  

When a country embraces free trade there is always some dislocation – lost textile jobs at Harwood Industries – but the whole economy is better off as a result. According to this view, it makes little sense for the US to produce textiles at home when they can be produced at a lower cost in Honduras and China. 
Importing textiles from china will lower the costs of clothes in the US, which enables consumers to spend more of their money in other items. At the same time, the increased income generated in china from textile exports increases income levels in that country. This allows the Chinese to purchase more products produced in the US, such as Pharmaceuticals, Boeing Jets and Intel based computers. 
Critics of globalisation must demonstrate three points to prove their argument. 
1. The share of national income labour receives, as opposed to the share the owners of capital (e.g. stockholders) receive, should have declined in advanced nations as a result of downward pressures on wage rates.  
2. Even though labour’s share of the economic pie have declined, this does not mean lower living standards if the total size of the pie has increase sufficiently to offset the decline in labours share. 
3. The decline in labour’s share of national income must be due to moving production to low-wage countries, as opposed to improvement in production technology and productivity. 
Several studies shed light on these questions. 
For example
Data do suggest that over the last two decades the share of labour in national income has declined. Although the decline is more pronounced in Europe and Japan (at 10 percentage points) than in the UK and the US at 3-4 percentage points. However, detailed analysis suggests that the share of national income enjoyed by skilled labour has actually increased, suggesting that the fall in labour’s share has been due to the fall in the share taken by unskilled labour. 










Globalisation, labour policies and the environment
A second source of concern is that free trade encourages firm from advanced nations to move manufacturing facilities to less-developed countries that lack adequate regulations to protect labour and the environment from abuse by the unscrupulous. 
Globalisation critics argue that adhering to labour and environmental regulations significantly increase costs and put manufacturing enterprises that follow such rules at a competitive disadvantage in the global marketplace. 
In theory, firms deal with this cost disadvantage by moving their production facilities to nations that do not have such burdensome regulations or fail to enforce the regulations that they have. 
Supporters of free trade and globalisation express their doubts about this scenario. They argue that tougher environmental regulations and stricter labour standards go hand in hand with economic progress. 
Because free trade enables developing countries to increase their economic growth rates and become richer, this should lead to tougher environmental and labour laws. 
In this view, the critics of free trade have got it backward – free trade does not lead to more pollution and labour exploitation, it leads to less.  
Indeed, while pollution levels are rising in world’s poorer countries, they have been falling in developed nations. For example, in the US, the concentration of carbon monoxide and sulphur dioxide pollutants in the atmosphere decreased by 60% between 1978 and 1997. 
A number of econometric studies have found consistent evidence of a hump-shaped relationship between income levels pollution levels. 







As an economy grows and income levels rise, initially pollution levels also rise. However, past some point, rising income levels lead to demands for greater environmental protection, and pollution levels then fall. A study by Grossman and Krueger found that the turning point generally occurs before the income per capita level reach $8000. 

Globalisation and national sovereignty 
Another concern voiced by critics of globalisation is that today’s increasingly interdependent global economy shifts economic power away from national governments and towards supranational organisations such as the WTO, the World Bank and the UN. As a result, critics claim, unelected bureaucrats now impose policies in democratically elected governments, and thereby undermining the sovereignty of those states and limiting its ability to control its own destiny. 

The WTO is a favourite target of those who attack the headlong rush toward a global economy. Economists and politicians maintain that bodies such as the UN and WTO exist to serve the collective interest of member states, not to subvert those interests. 

Globalisation and the world’s poor 
Critics of globalisation argue that despite the supposed benefits associated with free trade and investment, over the past hundred years or so the gap between the rich and poor nations in the world has gotten wider. 
In 1870 the average income per capita in the world’s 17 richest nations was 2.4 times that of all other nations. In 1990, the same group was 4.5 times as reach as the rest. 
A quarter of the countries with a GDP per capita of less than $1000 in 1960, had growth rates of less that zero between 1960 and 1995, and a third had growth rates of less than 0.05 percent. Critics argue that if globalisation is such a positive development, this divergence between the rich and poor should not have occurred. 
Although the reasons for economic stagnation vary, several factors stand out, none of which has to do with free trade and globalisation. Many of the world’s poorest countries have suffered from totalitarian governments, economic policies that has destroyed wealth rather than facilitated its creation, endemic corruption, scant protection of property rights and war. 
Many of the world’s poorer countries are held back by large debt burdens. Of particular concern are the HIPC, which are home to 700 million people. Among these countries, the average government debt burden has been as high as 85 percent of the value of the economy, as measured by the gross domestic product. 
Servicing such heavy debt loads leaves the governments of these countries with little left to invest in important public infrastructure projects, such as education, health care, roads and power. The result is that HIPC are trapped in a cycle of poverty and debt that inhibits economic development. 

Free trade alone is a necessary but not sufficient prerequisite to help these countries to come out of poverty. Instead, large-scale debt relief is needed for the world’s poorer nations to give them the opportunity to restructure themselves and start the long climb to prosperity. 
Supporters of debt relief argue that new democratic governments in poor nations should not be made to honour debts that were incurred and mismanaged long ago by their corrupt predecessors. 

FOR GLOBALISATION 
Mercantilism in the 16th and 17th century advocated that countries should simultaneously encourage exports and discourage imports. Although mercantilism is an old and largely discredited doctrine, its echoes remain in modern political debate and in the trade policies of many countries. 
The benefits of trade
Common sense suggests that international trade is beneficial. For example, nobody would suggest that Iceland should grow its own oranges. Iceland can benefit from trade by exchanging some of the products that it can produce at a low cost (fish) for some products that it cannot produce at all (oranges). Thus, by engaging in international trade Icelanders can add oranges to their diet. 
Theories put forward by Smith, Ricardo, Ohlin and Heckscher go beyond common sense and explain why it is beneficial for a country to engage in international trade even for products that it can produce itself. 
This is a difficult concept for some people to grasp. For example, many people in America are encouraged to buy goods produced in America by American companies whenever possible to save American jobs from foreign competition. 
Smith, Ricardo and Heckscher-Ohlin tells us that a country’s economy may benefit if its citizens buy certain products from other nations that could also be produced at home. 
These gains arise because international trade allows a country to specialise in the manufacture and export of products that can be produced more efficiently in that country, while importing goods that can be produced more efficiently in other countries. 
Thus, it makes sense for the US to specialise in the production and export of Jet aircrafts, since the efficient production of jet aircrafts require resources that are abundant in the US, such as highly skilled labour force and cutting-edge technological know-how.
 One the other hand, it makes sense for the US to import textiles from china since the efficient production of textiles requires a relatively cheap labour force – and cheap labour is not abundant in the US. 

Foreign direct investment 
Globalisation and the decline of barriers of trade allows for global direct investment to take place. FDI occurs when a firm invests directly in facilities to produce or market a product in a foreign country. It is important to distinguish the difference between the flow of FDI and the stock of FDI. Flow of FDI refers to the amount of FDI undertaken over a given period (usually a year). Stock of FDI refers to the total accumulated value of foreign-owned assets at a given time.
The benefits of FDI
Host-country benefits:
The main benefits of inward FDI for the host country arise from resource-transfer effects, employment effects, balance of payments effects, and effects on competition and economic growth. 
Resource-transfer effects 
FDI can make a positive contribution to a host country by supplying capital, technology, and management resources that would otherwise not be available and thus boost that country’s economic growth rate. 
MNE’s, by virtue of their large size and financial strength, have access to financial resources not available to host-country firms. These funds may be available from internal company sources, or their reputation may make it easier for large MNE’s to borrow from capital markets than for host-country firms. 
As for technology, it can stimulate economic development and industrialisation technology can take two forms, both of which are valuable. Technology can be incorporated in a production process (e.g. technology for discovering, extracting and refining oil) or incorporated in a product (e.g. personal computers). 
Research supports the view that multinational firms often transfer significant technology when they invest in a foreign country. For example, a study of FDI in Sweden found that foreign firms increased both the labour and total factor productivity of Swedish firms they acquired, suggesting significant technology transfers had occurred. 

Employment effects 
Another beneficial employment effect claimed for FDI is that it brings jobs to the host country that would otherwise not be created there. The effects of FDI on employment are both direct and indirect. 
Direct effects arise when a foreign MNE employs a number of host-country citizens. Indirect effects arise when jobs are created in local suppliers as a result of investment and when jobs are created because of increased local spending by the employees of the MNE. 
Balance of payment effects 
FDI’s effect on a country’s balance of payments accounts is an important policy issue for most host governments. A country’s balance of payments tracks both its payments and receipts from other countries. Governments normally are concerned when their country is running a deficit on the current account of the balance of payments. The current account tracks the exports and imports of goods and services. A current account or trade deficit is when a country is importing more goods and services than it is exporting. Governments typically like to see trade surpluses. 
The only way in which a trade deficit can be supported in the long run is by selling off assets to foreign firms. For example, the persistent US trade deficit since the 1980’s has been financed by selling US assets (e.g. stocks, bonds, real state, and whole corporations). 
Since national governments dislike their country’s assets fall in foreign hands, they prefer their nation to run a trade surplus. There are two ways in which FDI can help achieve this goal.
1 – If FDI is a substitute for imports of goods and services, the effect can be to improve the current accounts of the host country’s balance of payments. 
For example, much of the FDI by Japanese automobile companies in the US and Europe can be seen as substituting imports from Japan. Thus, the current accounts of the US balance of payments has improved somewhat because many Japanese companies are now supplying the US market from facilities in the US, as opposed to facilities in Japan.   
2 – According to a UN report, inward FDI by foreign multinationals has been a major driver of export-led economic growth in a number of developing and developed nations over the last decade. For example, in china exports increased from $26 billion in 1985 to more than $250 billion by 2001 and close to a trillion by 2006. Much of this exaggerated export growth was due to the presence of foreign multinationals that invested heavily in china during the 1990s.



Home country benefits 
The benefits of FDI to the home country arise from three sources. 
1 – The home country’s balance of payments benefits from the inward flow of foreign earnings. 
2 – Benefits to the home country from outward FDI arise from employment effects. As with the balance of payments, positive employments effects arise when the foreign subsidiary creates demand for home-country exports. 
3 – Benefits arise when home-country MNE learns valuable skills from its exposure to foreign markets that can subsequently be transferred back to the home country. This amounts to a reverse resource-transfer effect. Through its exposure to a foreign market, an MNE can learn about superior management techniques and superior product and process technologies. These resources can then be transferred back to the home country, contributing to the home country’s economic growth rate. For example, one reason why GM and Ford invested in Japanese automobile companies was to learn about their production processes. 


Global outsourcing 
As trade barriers fall and global markets develop, many firms increasingly confront a set of interrelated issues. 
1 – where in the world should production activities be located? 
2 – what’s the strategic role of foreign production sites?
3 – should it own or outsource foreign production activities?
4 – how should it manage it globally dispersed supply chain?
5 – should it manage or outsource global logistics?

Production: these are the activities involved in creating a product. The term production is used to denote both services and manufacturing activities, since one can produce a service or a physical product. 
Logistics: these are the activities that control the transmission of physical materials through the value chain, from procurement to production and into distribution. 
Production and logistics are closely linked since a firm’s ability to perform its production activities efficiently depends on a timely supply of high-quality material inputs, for which logistics is responsible.
 The production and logistics functions of an international firm have a number of strategic objectives. 
One is to lower cost. Dispersing production activities to various locations around the globe where each activity can be performed most efficiently can lower cost.
Efficiency in supply chain management also reduced the amount of inventory in the system and increases inventory turnover. Which means the firm has to invest less working capital on inventory and is less likely to have excess inventory that cannot be sold or has to be written off. 
 A second strategic objective shared by Production and Logistics is to increase product quality by eliminating defective products from both the supply chain and the manufacturing process. 
The objectives of reducing costs and increasing quality are not independent of each other. The firm that improves it quality control will also reduce its costs of value creation. 



Where to produce 
An essential decision facing an international firm is where to locate its production activities to best minimize costs and improve product quality. For a firm considering international production, three main factors have to be considered: These are: Technological factors, Country factors and Product factors. 

Country factors
Due to some difference some factor costs, some countries have a comparative advantage for producing certain products. Also, differences in political economy and national culture influence the benefits, risks and costs of doing business in a country. Other things being equal, a firm should locate its manufacturing activities where the economic, political and cultural conditions including factor costs, are conducive to the performance of those activities.  
Of course, other things are not equal. Differences in factor costs, political economy, and culture are important, but other factors must be taken into account. Formal and informal trade barriers obviously influence location decisions, as do transport costs and rules and regulations regarding FDI. 
For example, although factor costs may make a country look attractive as a location for performing manufacturing activity, regulations prohibiting FDI may eliminate this option. Similarly, a consideration of factor costs may suggest that a firm should source certain components from a particular country, but trade barriers could make this uneconomical. 
Another country factor is expected future movement in its exchange rate. Adverse changes in exchange rates can quickly alter a country’s attractiveness as a manufacturing base. Currency appreciation can transform a location from a low cost location to a high cost location. 










Technological factors 
The type of technology a firm uses to perform specific manufacturing activities can be pivotal in location decisions. For example, because of technological constraints, in some cases it is necessary to perform certain manufacturing activities in only one location and serve the world market from there. In other cases, the technology may make it feasible to perform an activity in multiple locations. Three characteristics of manufacturing technology are of interest here: the level of fixed costs, minimum efficiency scale and flexibility of technology. 
Fixed costs:
In some cases, the costs of setting up a new manufacturing plant are so high that firms have to serve the world market from a single location or from a very few locations. For example, it now costs more than $1 billion to set up a state-of-the –art plant to manufacture semiconductor chips. Given the high cost, other things being equal, serving the world market from a single plant sited at a single (optimal) location makes sense.   
Conversely, relatively low fixed costs can make it economical to perform a particular activity in several locations at once. This allows the firm to better accommodate demands for local responsiveness.
Manufacturing in multiple locations may also help the firm avoid becoming too dependent in one location. Being too dependent on one location is risky in a world of floating exchange rates. Many businesses disperse their manufacturing plants as a “real hedge” against potentially adverse movements in currencies. 
 Minimum efficiency scale:
The concept of economies of scale tells us that as a plant output expands, unit cost decreases. However, beyond a certain level of output, few additional scale economies are available. Thus, the unit cost curve declines with output until a certain level is reached, at which point further increase in output realises little reduction in unit cost. The level of output at which most scale economies are exhausted is referred to as the “minimum efficiency scale” of output. This is the level of output a plant must operate to realise all major plant-level scale economies.
The implications of the concept are that the larger the minimum efficiency scale of a plant relative to the global demand, the greater the argument for centralised production in a single location or a limited number of locations. Alternatively, when minimum efficiency scale is low relative to global demand, it may be economical to manufacture a product at several locations. 


Flexible manufacturing and mass customisation: 
Central to the concept of economies of scale is the idea that the best way to achieve high efficiency, and hence low unit cost is through mass production of s standardised output. The trade-off implicit in this idea is between unit cost and product variety. 
Producing greater variety from a factory implies shorter production runs, which in turn implies an inability to realise economies of scale. Thus, wide product variety makes it difficult for a company to increase production efficiency and reduce unit cost. According to this logic, the way to increase production efficiency and reduce unit cost is to limit product variety and produce a standardised product in large volumes. 
This view of product efficiency is being challenged by flexible manufacturing technology (often called lean production). This technology is designed to:
1 – reduce set up time for complex equipment
2 – increase the utilisation of machines through better scheduling, and
3 – improve quality control at all stages of the manufacturing process

Flexible manufacturing technologies allow for a company to produce a wide variety of end product at low unit cost that at one time could only be achieved through mass producing a standardised product. 
Research suggests that flexible manufacturing technologies may actually increase efficiency and reduce unit cost relative to what can be achieved by mass production of a standardised, while at the same time enabling the company to customise its product offerings to a much great extent. 
Mass customisation is a term that has been coined to describe a company’s ability to use flexible manufacturing technologies to reconcile two goals that were once thought to be incompatible. 

Product factors
Two product features affect location decisions. The first is the value-to-weigh ratio because of its influence on transportation costs. Many electronic components and pharmaceuticals have value-to-weight ratios; they are expensive and they do not weigh very much. Thus, even if they are produced half way around the world, their transportation costs accounts for a very small amount of their total cost. Given these considerations, other things being equal, there is great pressure to produce these products in the optimal location and to serve the world market from there. 
The opposite holds for products that have low value-to-weigh ratios. Products such as refined sugar and petroleum products all have low value-to-weigh ratios. They are relatively inexpensive products that weight a lot. Accordingly, when they are shipped from long distances their transportation costs account for a large percentage of total costs. Thus, other things being equal, there is great pressure to make these products in multiple locations, closer to major markets to reduce transportation costs. 
The other product feature that can influence location decisions is whether the product serves universal needs. For example, industrial electronics, steel, bulk chemicals, and modern products such as calculator, and video consoles and video games. Because there are few national differences in consumer taste and preference for such products, the need to be local responsive is reduced. This increases the attractiveness of concentrating production in an optimal location. 


Locating production facilities
There are two basic strategies for locating production facilities. 
1 – concentrating facilities in a single location and serving the world market from there, or  
2 – decentralising them in various regional or national locations that are close to major markets. 

The appropriate strategy choice is determined by various country-specific, technological and product factors. 
Concentration of production makes more sense when:
1 – differences between countries in factor costs, political economy, and culture have substantial impact on the costs of manufacturing in various countries
2 – trade barriers are low
3 – important exchange rates are expected to remain relatively stable 
4 – the production technology has high fixed costs and high minimum efficiency scale relative to global demand, or flexible manufacturing technology exists. 
5 – the product’s value-to-weigh ratio is high.
6 – the product serves universal needs.

Alternatively, decentralisation of production is appropriate when:
1 – differences between countries in factor costs, political economy, and culture do not have a substantial impact on the costs of manufacturing in various countries.
2 – Trade barriers are high
3 – volatility in important exchange rates are expected 
4 – the production technology has low fixed costs and low minimum efficiency scale, and flexible manufacturing technology is not available. 
5 – value-to-weigh ratio is low
6 – the product does not serve universal needs (that is, significant differences in consumer tasted and preferences exist between nations). 



The strategic role of foreign factories 
Whatever the rationale behind establishing a foreign production facility, the strategic role of foreign factories can evolve over time. Initially, many foreign factories are established where labour costs are low. Their strategic role is to produce labour intensive products at a low cost. For example, in the early 1970’s, many US companies located their factories in south East Asia to take advantage of low labour costs, trade barriers, tax regime and adequate infrastructure. Initially, the components these factories produced were designed elsewhere and the final product was assembled elsewhere. Over time however, the strategic roles of these factories has expanded; they have become important centres for the design and final assembly of products for the global markets place. 

The development of such dispersed centres of excellence is consistent with the concept of transnational strategy. A major aspect of transnational strategy is a belief in global learning. This is the idea that valuable knowledge doesn’t just reside in a firm’s domestic operations; it may also be found in its foreign subsidiaries. Foreign factories that upgrade their capabilities over time are creating valuable knowledge that might benefit the whole operation. 
Managers of international businesses need to remember that foreign factories can improve their capabilities over time, which can be of immense strategic benefit to the firm. Rather than seeing foreign factories as sweatshops producing low costs goods, managers need to see them as potential centres of excellence and upgrade the capabilities of their factories and thereby enhance their strategic standing within the corporation. 
Make or buy 
International businesses often face make or buy decisions, decisions about whether they should perform a certain value creation activity themselves or outsource it to another entity. Most manufacturing firms have done their own final assembly, but have had to decide whether to vertically integrate and manufacture their own component parts, or outsource the production of such parts, purchasing them from independent suppliers. In the automobile industry, the typical car contains more that 10,000 parts, so car manufacturers constantly face make or buy decisions. 
In recent years, the outsourcing decision has gone beyond the manufacturing of physical products to embrace the production of service activities. For example, many US-based companies, from credit card issuers to telephone companies, have outsourced their call centres to India. 

Advantages of make

Lowering costs: 
It may be economical to continue manufacturing products and component parts in-house if the firm is more efficient at that production activity than any other firms. 
Protecting proprietary product technology 
Proprietary product technology is unique to a firm. It if enables the firm to produce a product containing superior features, proprietary technology can give a firm competitive advantage. The firm would not want competitors to get hold of this advantage. if the firm outsources the production of entire products or components containing proprietary technology it runs the risk that those suppliers will expropriate the technology for their own use or sell it to firm’s competitors. Thus, to protect its technology the firm may choose to produce such products in-house. 
Improving scheduling 
Another argument for producing all parts of a product in-house is that production cost saving result because it makes planning, coordination, and scheduling of adjacent processes easier. This is particularly important for firms with just in time inventory systems. For 
In the 1920s, ford managed to coordinate its systems so well that ore was turned into engine blocks with 24 hours. 
For international businesses that’s outsource worldwide, the time and distance between the firm and its suppliers can exacerbate scheduling problems. By using information technology, firms can attain tight coordination between different stages in the production process. 










Advantages of Buy 
Strategic flexibility: 
The great advantage of buying component parts, or even an entire product, from independent suppliers is that the firm can maintain its flexibility, switching order between suppliers as circumstances dictate. This is particularly important for internationally, where changes in exchange rates and trade barriers can alter the attractiveness of supply sources. 
One year Hong Kong may offer the best cost for a particular component, next year Mexico might. Many firms outsource the same product from multiple suppliers based in multiple countries, primarily as a hedge against sudden movements in factor costs, exchange rates and the like. 
Souring products from independent suppliers can also be advantageous when the optimal location for manufacturing a product is affected by political risk. Under such circumstances, establishing a manufacturing plant in that country would expose the firm to political risk. The firm can avoid many of these risks by buying from independent suppliers in that country, thereby maintaining the flexibility to switch to alternative suppliers if war, revolution or other political changes alters that country’s attractiveness as a supply source. 

Lower costs:
Outsourcing can also result in the reduction of costs. Making all or part of a product in-house increases an organisation’s scope, and that increases the organisational complexity, which in turn raises the cost of infrastructure. There are reasons for this:
1 – the greater the number of subunits, the more problems arises in coordinating and controlling those subunits. This required top management to process large amounts of information about subunit activities. So, theoretically, when firms become involved in too many activities, production efficiency may suffer and the minimum efficiency scale level may be reduced. 
2 – vertically integrate firms have to determine appropriate prices for goods transferred to subunits within the firm. This is a challenge in any firm, but is even more complex in international business. Different tax regimes, fluctuations in exchange rates, and headquarters’ ignorance about local conditions all increase the complexity of pricing decisions. 


Trade-offs
Clearly, there are trade-offs in make or buy decisions. The benefits of making all or part of a product in house seem to be greatest when highly specialised assets are involved, when vertical integration is necessary to protect proprietary technology, or simply when the firm is more efficient that external suppliers at performing a particular activity. 
When these conditions are not present, the risk of strategic inflexibility and organisational problems suggest it may be better to outsource some or all the production to independent suppliers. 

Strategic alliances with suppliers
Several international businesses have tried to reap some benefits of vertical integration without the associated organisational problems by entering strategic alliances with essential suppliers. For example, in alliance between Kodak and Cannon, Canon manufactured photocopiers to be sold by Kodak, in alliance between Apple and Sony, Sony built laptop computer for apple. By creating such alliances, Kodak, Sony, Canon, and Apple have committed themselves to long-term relationships with these suppliers, and this has encouraged suppliers to undertake specialised investments. These alliances build trust between a firm and its suppliers. 

The adoption of JIT, CAD and CAM over the past two decades seems to have increased the pressure for firms to establish long-term relationships with their suppliers.  These systems all rely on close links between firms and their suppliers and are supported by substantial specialised investment in equipment and technology hardware. 










Managing a global supply chain 
Logistics encompasses the activities necessary to get materials from the supplier to the manufacturing facility, through the manufacturing process, and out through a distribution system to the end user. In international business, the logistics function managers the global supply chain. The twin objectives of logistics are to manage a firm’s global supply chain at the lowest cost possible in a way that best serves customer needs. Thereby lowering the costs of the firm’s value creation and helping the firm establish a competitive advantage through superior customer service.

Just In Time

Just in time is a philosophy of integrated management that aims to eliminate waste and produce what’s needed when needed. Lean synchronisation aims to meet demand instantaneously with perfect quality and no waste. 
The JIT approach means that stock or parts are ordered for delivery only when they are required, and fed straight into the production line. It brings inventory costs down and the effect on the balance sheet is quite significant. However, approached to inventory depend on the type of business you operate e.g. Tesco, Strada, burger king, amazon, ikea. 

Other things being equal, this will boost the firm’s profitability as measured by Return on Capital Invested. It also means the company is less likely to have excess unsold inventory that it has to write off against earnings. 

The drawback of JIT is that it leaves firms without buffer stock of inventory. Although buffer stock is expensive, it can help a firm react quickly to sudden fluctuations in customer demand. A fully integrated JIT system can be substantially affected if there are unforeseen national or local disruptions. For example, after the attacks on the WTC (9/11), many firms that relied on globally dispersed suppliers and managed a tight JIT supply chain, were affected by the suspension on air travel and shipping. 
 

The role of information technology and the Internet 
Web-based information systems play an important role in the modern materials management. By tracking parts as they make their way across the globe toward an assembly plant, information systems enable a firm to optimise its production scheduling according to when components are expected to arrive. 
Firms now typically use Electronic Data Interexchange (EDI) via the Internet to coordinate the flow of materials into manufacturing, through manufacturing, and out to customers. 
Suppliers usually use EDI links to send invoices to the purchasing firm. One benefit is that EDI allows shippers, suppliers and the purchasing firm can communicate with each other with no time delay, which increases the flexibility and responsiveness of the whole global supply system.
Another benefit is that much of the paperwork between suppliers, shippers and the purchasing firm is eliminated. 
Good EDI systems can help a firm decentralise material management decisions to the plant level by giving corporate-level managers the information they need for coordinating and controlling decentralised material management groups. 
The web-based system have transformed the management of globally dispersed supply chains, allowing even small firms to achieve a balance between supply and demand, and thereby reducing the inventory in their systems and reaping the associated economic benefits. 
 


Challenges BRIC face 
At issue for the continued success of all BRIC economies are the multiple hindrances which limit their maturation. In order to achieve consistent positive development and growth that echoes their recent expansions and successes, the world’s leading nations will need to overcome these limitations.

Brasil 

Climate control in Brazil is recognized as a highly critical issue, as sugar cane production involves heavy deforestation and has the ability to destroy the Amazon rainforest. The positive development of the economy will need to be balanced against the world’s greatest wildlife and oxygen resource.
Brazil wants to be recognized as an international political force and is therefore pushing for permanent membership on the UN Security Council. Brazil was the driving force behind the creation of MERCOSUR and is its dominant member. The country has been especially active in recent WTO discussions, leading a contingent of developing nations against the suggested policy changes of the G8.

Russia 

For Russia, limited supply of iron ore and steel will eventually impact export markets while permafrost/desertification conditions and over-grazing by livestock contribute to poor soil for sowing crops. Lower-than-average quality of life among Russian citizens is attributable to malnutrition in rural areas (an effect of the over-grazing issue causing dismal harvests) and a renowned alcoholism struggle. The production of Russian people may also be threatened by the devastatingly high consumption of Afghan heroin, with approximately 2.5 million addicts as reported in the March 11, 2009 article “Russia is World’s Biggest Consumer of Heroin” from the UK publication 

The Telegraph.

India


Development in India is most subject to the struggles of the massive population living in poverty. In worse than Sub-Saharan conditions, about two of every three Indians lives on just $2 a day, and with a population of 1.3 billion, India has become a place of notorious corruption among those who are able-minded and struggling to improve their living conditions.

China 

China experiences limitations to its development in environmental degradation due to over-exploited lands in the processes of its behemoth export sector. The leading Asian economy is also challenged with overcoming regional coal shortages , while coal has, until recent years, supplied 75% of the country’s energy needs and designated it with the highest mining-related death toll. 
The major oil field Daqing is depleting at a rate that has suggested that China will depend on imports for its energy necessities by 2015. The massive current efforts in renewable energies development throughout the growing nation will be a saving grace if projects are well-implemented.

Although China has embarked on the free market policy, it still continues to protect its economy and many sectors are still not open to competition. For example, China still follows a controlled exchange rate system. On one hand, this has been responsible for low value of Yuan in spite of a burgeoning trade and current account surplus. On the other, this has had impacts on the trade deficit of countries like the U.S. The U.S. trade deficit (not seasonally adjusted) with China, which stood at USD 162 billion in 2004, has increased to USD 202 billion in 2005. In order to prevent Yuan from rising, Chinese authorities had been investing huge trade surplus and capital inflows earnings in U.S. Treasury securities. However, burgeoning trade surpluses with China and China's demand for U.S. Treasury bills has forced U.S. Federal Bank to keep interest rates at low level (despite record levels of indebtedness in the U.S.).































Socio economic reforms in china:
In 1978, China embarked on a series of economic reforms that helped China open up to the world. These reforms fuelled China’s dramatic economic rise over the past 32 years.
Rapid socio-economic growth has given rise to a strong middle class, which can be further separated into new social groups such as private entrepreneurs, businessmen and professionals.
China is now at a turning point. The original driving forces of economic growth are slowing down while new growth engines remain to be cultivated. Whether China can sustain the high-speed economic growth depends on the fundamental transformation of its growth mode. The country's GDP grew 9.8% per annum on average since China opened up in 1978.
Sustaining long-term growth in China will require substantial economic restructuring. To that end, major reforms should aim to transform the current capital-intensive model into a more labourr intensive one that is less dependent on external demand. Efforts are also needed to further strengthen the financial sector, foster personal consumption, improve income redistribution mechanisms, and develop comprehensive safety nets. Moreover, to promote innovation-driven growth, increased education expenditure should strengthen links between education and vocational training and the labour market.
The long-standing investment-driven and export-oriented economic growth strategy has served the Chinese economy well. However, changing external and domestic conditions raise concerns about the sustainability of this model. Export dependence, in particular, amplifies the vulnerability of the economy to sudden changes in external demand, as shown during this current global crisis.
One child policy 
For about 30 years now, the Chinese government has been enforcing a one child policy “for the safety” of its citizens.
China has about 10 years before their population of workers who are 20-24 is cut in half. At the same time, the population of elderly will be increasing. So as the elderly population increases and the population of young people decreases, that means that the government and families will have to tap savings to care for the elderly, reducing funds for investment and driving up interest rates. At the same time, labor costs probably will rise as the work force shrinks and squeezes out some industries.
Richard Jackson, revealed that research results indicate that by the year 2020, China’s population will include around 400 million people aged 60 years and older, with around 100 million being older than 80. Moreover, by the year 2050, at least a third of China’s 1.4 billion inhabitants will be 60 and over.

According to the calculations of Dr. Cai Fang, in five years the growing number of elderly will slow down China’s economic growth.
Therefore the strength of china’s labour force will weaken due to the fall in supply of young labour, which will lead to an increase in labour costs. This will in turn reduce China’s manufacturing industry will suffer, and thus international firms will be forced too look elsewhere for cheaper labour. This will in turn lead to the manufacturing industry in china to sink even further. 


Other 
While manufacturing will remain a leading sector in China in the coming years, the services sector has the potential to become an important source of growth. Services play a major role in improving production efficiency, and promoting technical progress and innovation. Moreover, the carbon footprint of services is generally smaller than that of manufacturing. In developed economies, services have become the primary source of output and employment, accounting for the largest part of GDP and total employment. In developing economies, the adequate provision of services—particularly transportation, telecommunications, logistics and financial services—is a prerequisite to ensure and sustain economic growth. A larger services sector would absorb labor surpluses from manufacturing and agriculture, increase productivity levels, and accommodate a significant share of the new workers entering the labor force each year.

Enhanced labor mobility is essential for the rebalancing to succeed. And, supportive policy measures are required. These include relaxing the household registration system, which in turn, will speed up urbanization, a key force to drive inclusive development in coming years. In addition, adequate investments in education, vocational training, and safety nets will strengthen the quality of the labor force. These measures will help to reduce precautionary savings and mitigate the impact of population aging, a key upcoming challenge. Future aging-related deficits in the labor force will erode economic competitiveness, depress productivity levels, and ultimately reduce economic growth.
Fiscal reforms are needed to improve living standards and strengthen the provision of basic social services in China.


Exchange rate policy: 

The IMF Articles of Agreement forbid a country from manipulating its currency for unfair advantage.

A fixed exchange rate (sometimes called a pegged exchange rate) is a type of exchange rate regime wherein a currency's value is matched to the value of another single currency or to a basket of other currencies, or to another measure of value, such as gold.
A floating exchange rate (or fluctuating exchange rate) is a type of exchange rate regime where a currency's value is decided by the law of supply and demand in the foreign exchange market. 
Exchange rates powerfully affect cross-border economic transactions e.g. trade, investment, finance, tourism, migration, and more are all profoundly influenced by international monetary policies.

China has effectively (almost) fixed the exchange rate of the RMB to the US dollar. It does this through intervention in the market and not by giving up monetary independence. IF the RMB were allowed to float it would appreciate, and this would reduce China’s high current account surplus as well as the US deficit. Thus the Chinese exchange rate regime and policy within the regime are the causes of the imbalance. It is implied that Chinese exchange rate intervention causes the Chinese current account surplus and at least plays a role in causing the US current account deficit 
Currently, these imbalances relate to the risks of abundant liquidity, overcapacity in some industries and external surpluses, and appear linked – among other factors – to the tightly managed exchange rate regime, which hinders the effectiveness of monetary policy and diverts it from domestic objectives.

In 2010, consumer prices in China were up 4.8% from a year earlier. That's down from an 18-year high of 5.1% in November but still well above the official target of 3%. Food prices rose 7.2% in 2009. 
U.S. Sen. Charles Schumer, D-NY, on Wednesday said that the currency is undervalued by as much as 40%
U.S. Sen. Charles Schume, said that the currency is undervalued by as much as 40%. 



The renminbi’s hard peg to the US dollar is undesirable as a long-term foundation for managing monetary policy, since it reduces the range of policy options available to respond to real shocks hitting the economy and introduces distortions in the process of adjustment to structural economic changes, such as the real currency appreciation due to the Balassa-Samuelson effect. The peg also poses a monetary policy dilemma between controlling inflation and limiting foreign capital inflows. Furthermore, there is a risk that the peg may become unsustainable in the long run. China’s exchange rate arrangement leads to a rapid accumulation of foreign exchange reserves and monetary expansion, which in turn generates a liquidity overhang in the financial system. So far, this risk has been partly mitigated by central bank sterilization intervention. However, sterilization implies some costs, including an opportunity cost from accumulating large stocks of low-yielding liquid instruments on banks’ balance sheets. Moreover, the peg favours a credit expansion, which may lead to overinvestment. This, in turn, can generate defl ation and recession in the long run. Defl ation affects the corporate sector, as profi ts fall and the real interest rate on loans increases. Non-performing loans can also increase rapidly, thereby undermining financial stability.

China’s exchange rate policies matter most to China itself. 

Chinese authorities have concluded for good reasons that they want to move from an investment and export-led growth strategy to a more balanced path that is driven by consumption and domestic demand. 

They also would like to move toward a more independent monetary policy, to continue to strengthen their banking system, and to be regarded as a “responsible stakeholder” in the international system.

But China’s seriously undervalued and manipulated exchange rate puts at risk achievement of all worthy objectives. 

China’s currency manipulation will eventually lead to a retaliatory trade policy response in the United States—and perhaps in Europe and Japan as well. 

This will in turn destroy prospects for achieving what is known as a win-win “grand bargain” between the industrial countries and the emerging economies.  

-Grand bargain means that emerging economies would get good access to large markets in developed countries for their exports and their foreign investments.-  

Some say that China now finds itself in a “nondilemma” situation for exchange rate policy. That is, an exchange rate appreciation would move the economy closer to both internal and external balance simultaneously. 


Between 1994 and early 2001, China’s real effective exchange rate appreciated by at least 30 percent, yet China’s average growth rate during that period was 9 percent and in no single year did growth drop below 7.5 percent.

A reduced Chinese surplus would raise world real interest rates, and this in turn would reduce private spending in the United States – investment falling and perhaps savings rising. Hence the US current account deficit would indeed decline because US spending would decline in response to higher interest rates. When one notes this one realises that there will certainly be losers in the United States, namely all those who lose from a rise in interest rates. 



In theory, the company that achieves location economies by dispersing   each of its value creating activities to its optimal location, should have a competitive advantage than a company that bases all of its value creation activities in a single   location.

Some Caveats 
It is important to assess political and economic risks when making location decisions. Even if a country looks attractive as a production location when measured against all the standard criteria, if it’s government is unstable or totalitarian, the firm may be advised not to base production there.
Similarly, if the government appears to be pursuing inappropriate economic policies that could lead to foreign-exchange risk, that might be another reason for not basing production in that location, even if other factors look favourable.

Experience affects

The experience curve refers to systematic reductions in production costs that have been observed to occur over the life of the product.  Some studies have shown that the product’s production cost declines by some quantity each cumulative output doubles.  
Think about the relationship: learning effects and economies of scale.

Learning effects

Learning effects refer to cost savings account from learning by doing. Labour, for example, learns by repetition how to carry out tasks, such as airframes, most efficiently. Labour productivity increases over time as individuals learn the most efficient ways to perform particular tasks. 
Equally important, in new production facilities management learns how to manage a new operation more efficiently over time. Hence, production costs decline due to increasing labour productivity and management efficiency, which increases the firm’s profitability. 

Learning effects tend to be more significant when a technologically complex task is repeated because there is more that can be learned about the task. 
It has been suggested that the learning effect are only important at the beginning of the new process and they cease after two or three years. 
Economies of scale 

Economies of scale referred to the reductions in unit cost achieved by producing a large volume of the product. Attaining economies of scale lowers a firm’s unit cost and increases its profitability. Economies of scale have a number of sources. One, is the ability to spread fixed costs over a large volume.

Fixed costs of those costs required to set-up a production facility and develop new products. These can be substantial. For example, developing new drug and bringing it to market and costs about $800 million and takes about 12 years. The only way to recover such high fixed costs may be to sell the product worldwide, which reduces average unit costs by spreading fixed costs over a large volume. 

 Strategic Significance 
Moving down the experience curve allows the firm to reduce its costs of creating value and increase its profitability. The firm removes down the experience most rapidly will have a cost advantage over its competitors.

One key to progress and downward and extends growth as rapidly as possible is to increase the volume produced by a single plant as rapidly as possible. Because global markets and larger than domestic markets, a firm serves a global market from a single location is likely to build accumulated volume more quickly than a firm serves only it’s home market or that service multiple markets from multiple production locations.

Is addition, to get down experience rapidly, a firm may need to price and market aggressively so demand will expand rapidly. It would also need to build sufficient production capacity for seven global markets. Also, the cost advantage of serving the world market from a single location will be even more significant if the location is the optimal one for performing a particular value creation activity. 

 Once a   firm has established a low-cost position, it can act as a barrier to new competition. An established firm that is well down the experience curve can price so that it still making a profit while new entrants, which are further up the experience  curve,  are making losses. 

Cost Pressures and Pressures from local Responsiveness 
Companies that compete in the global marketplace face pressures for cost reductions and pressure to be locally responsive. These affect their ability to achieve economies of scale and experience effects.
Responding to pressures for cost reductions requires that a firm try to maximise its unit cost. By responding to pressures to be locally responsive requires that a firm differentiates its product offering and marketing strategy from country to country in an effort to accommodate the diverse commands arising from national differences in consumer tastes and preferences business practices distribution channels competitive conditions and government policies.

 Some companies face how precious for both cost reductions and local responsiveness. Dealing with these conflicting and contradictory pressures is a difficult strategy challenge, primarily because being locally responsive tends to raise costs.

Pressures for Cost Reductions 

 Universal needs exist when the tastes and preferences of consumers in different nations are similar if not identical. This is the case for conventional commodity products such as bulk chemicals, petroleum, steel, sugar etc.

Pressures forecast reduction can be particularly intensive industries producing commodity type products where price is the main competitive weapon.

Pressures for Local Responsiveness 
Pressures from local responsiveness arise from national differences in consumer tastes and preferences, infrastructure, accepted business practices and distribution channels. To respond to pressures to be locally responsive requires a firm to differentiate its products and marketing strategy from country to country is to accommodate these factors, all of which counts to raise the firm’s cost structure




Differences in customer tastes and preferences 
Strong pressures for responsiveness emerge when customer tastes and preferences differ significantly between countries.  In such cases, a multinational’s product and marketing message have to be customised to appeal to the tastes and preferences of local customers.

Some commentators have argued that customer demands for local customisation are in decline worldwide. According to this argument, more the communications and transport technologies have created the conditions for convergence in tastes and preferences of consumers from different nations.
 The worldwide acceptance of McDonald’s hamburgers, Coca-Cola, Gap clothes, Nokia cell-phones, and Sony PlayStations, all which are sold globally as standardised products, is often cited as evidence of the increasing homogeneity a of the global marketplace. 

Example:
American  tend to think   of  mobile phones primarily as devices  for talking, and not as  a device that can also send e-mails and browse the web. Consequently, when selling to US consumers, cellphone manufacturers focus more on slim good looks and less advanced functions and features. This is in direct contrast to Europe and Asia, where text messaging and web browsing functions were much more widely embraced by the early 2000’s. 

Differences in infrastructure and traditional practices 
Pressures talking locally responsive arise from differences in infrastructure or traditional practices among countries, creating a new to customise products accordingly. For example, in North America, consumer electrical systems are based on   110 V, were in some European countries, 240 V systems are standard. Does, domestic electrical appliances have to be customised for difference in infrastructure. 
Although many national differences in infrastructure written a history, some quite recent. For example, in the wireless telecommunications industry, different technical standard exists in different parts of the world.





Differences in distribution channels 
A firm’s marketing strategies may have to be responsive to differences in distribution channels among countries, which may necessitate the delegation of marketing functions to national subsidiaries.
 For example, in the pharmaceutical industry, British and Japanese distribution systems are radically different from your systems.  Britain and Japan object to a US style high-pressure sales force. Thus, pharmaceutical companies to adopt    different marketing practices. 
Host government demands 
Economic and political demands imposed on the host-country government may require local responsiveness. For example, pharmaceutical companies are subject to clinical testing, registration procedures, and price restrictions.
 More generally, threats of protectionism, the nationalisation, and local content rules (which require that is certain percentage of a product should be manufactured locally)  dictate that international businesses manufacture locally.


















Choosing strategy
Local responsiveness implies that it may not be possible for a firm to attain the full benefits from economies of scale, learning effects, and location economies.  It may not be possible to serve the global marketplace from a single low-cost location, producing a globally standardised product and marketing it worldwide to obtain the cost reductions associated with experience effects.

Firms choose among four main strategic postures when competing internationally: a global standardisation strategy, a localisation strategy, a national strategy, and an international strategy.

Global standardisation strategy
Firms that pursue a global standardisation strategy focuses on increasing profitability and profit growth by reaping the cost reductions that come from economies of scale, learning effects, and location economies. In short, their strategic goal is to achieve a low cost strategy on a global scale.

The production, marketing, and R&D activities of firms pursuing a global standardisation strategy are concentrated in a few favourable locations. Those following global standardisation strategy try not to customise their products and marketing strategy to local conditions because this position involves the duplication of functions, which tends to raise costs. Instead, they prefer to market a standardised product worldwide so they can reap the maximum benefit from economies of scale   learning effects.
This strategy makes more sense when there are strong pressures for cost reductions and demand for local responsiveness and minimal. This strategy is inappropriate when demands for local responsiveness are high. 

Localization strategy
A localisation strategy focuses on increasing profitability by customising firm’s goods or services so they provide a good match to tastes and preferences in different national markets. Organisations most appropriate when there are substantial differences across nations with regards two consumer tastes and preferences, and where cost pressures and not too intense. 




By customising the product offering to local market is, the firm increases the value of that product in the local market.  However, because it involves    some duplication of functions and small production runs, customisation limits the ability of the firm to capture the cost reductions are associated with mass- production. 

 At the same time, firms still have to keep an eye on costs. Firms are  a pursuing localisation strategy still need to be efficient and, whenever possible,  benefit from economies of scale.
 Localisation strategy makes most sense when demand for local responsiveness are high, but cost pressures are moderate or low.

Transnational strategy 
Firms that pursue a transnational strategy are trying to simultaneously achieve low costs through location economies, economies of scale, and learning effects; and differentiate their product offering across geographic markets to account for local differences. 
 How best to implement a transnational strategy is one of the most complex questions, large multinationals are grappling with today. Few if any enterprises have reflected this strategic posture. Some clues as to the right approach can be derived from a number of companies.


For example, with Caterpillar,  the need to compete with low-cost competitors such as, soon of Japan forced Caterpillar to  look for greater cost economies. However, variations in construction practices and government regulations across countries means that Caterpillar also had to be responsive to local demands. Therefore, the pillar confronted significant pressures for cost reduction and local responsiveness.







International strategy 
 Sometimes we find firms confronted with low cost pressures and low pressures for local sponsors. Many of these enterprises have adopted an international strategy, Taking products first produced for the domestic market and selling them internationally with only minimal local customisation.  Their distinguishing features of many such firms is that they are selling a product that serves universal needs, but they do not face significant competitors, and thus unlike firms pursuing a global standardisation strategy, they are not confronted with pressures to reduce their cost structure.

Example:
 Xerox fund itself in this position in the 1960s after its invention and commercialisation of the photocopier. The technology underlying the photocopier was protected by strong patents, so for several years Xerox did not face competitors – it and at a monopoly. Since Xerox did not face direct competitors, it did not have to deal with strong pressures to minimise its cost structure. 

The evolution of strategy 
The Achilles heel of international strategy is that over time, competitors inevitably emerge, and if managers do not take proactive steps to reduce their firm’s cost structure, it will be rapidly overtaken by efficient global competitors. This is exactly what happened to Xerox.   Japanese companies such as Canon ultimately made their way around xerox’s patents, produce their own photocopiers in very different manufacturing plants, price and below xerox’s products, and rapidly to global market share from Xerox. Xerorx’s   loss of market share was not due to the emergence of competitors, for that was bound to occur, but its failure to proactively reduce its cost structure in advance of the emergence of efficient global competitors.
 International strategy may not be viable in the long-term, and to survive, firms need to shift toward a global standardisation strategy or the transnational strategy in advance of competitors. 
The same can be said about localisation strategy.  Localisation may give a firm a competitive edge, but if it is simultaneously facing aggressive competitors, the company will also to reduce its cost structure, and the only way to do that may be to shift towards in transnational strategy.  




National differences in political economy 

Countries have different political, economic, and legal systems. Cultural practices can vary dramatically, ask and education and skill level of the population, and countries are at different stages of economic development. All these differences can and do have major implications for the practice of international business. 
 The term political economy is as is used to stress that the political, economic, and legal systems of a country are interdependent; they interact and influence each other, and in doing so they affect the level of economic well-being.
Political systems 
The political system of the country   shapes its economic and legal systems. Political systems referred to the system of government in a nation. Political systems can be assessed according to 2 dimensions. The first is there degree to which they emphasise collectivism as opposed to individual. The second is the degree to which they are democratic or totalitarian. However, grey areas exist in the middle. It is possible to have democratic societies that emphasise a mix of collectivism and individualism. Similarly, it is possible to have totalitarian societies that are not collectivist.
Collectivism and individualism 
Collectivism refers to a political system that stresses the primacy of collective goals over individual goals. When collectivism is emphasised, the needs of society as a whole are generally viewed as being more important than individual freedoms. In such circumstances, an individuals right to this offer may be restricted on the grounds that it runs counter to the “good of society” or to “the common good”.
 Collectivism can be traced back to ancient Greek philosopher Plato, who argued that individual rights should be sacrificed for the good of the majority and  that property should be owned in common.

Socialism
 Morning socialists trace their intellectual roots to Karl Marx. Marx argued that capitalists expropriated for their own use the value created by workers, while paying workers only subsistence wages in return. According to Marx, the pay of workers does not reflect the full value of their labour. To correct this perceived wrong, Marx advocated state ownership of the basic means of production, distribution, and exchange. His logic was that in the state and the means of production, the state could ensure the workers will fully compensated for their labour. Thus,  the idea is to manage state-owned enterprises to benefit society as a whole.

The communists believed the socialism could be achieved only through violent revolution and totalitarian dictatorship, whereas the social democrats committed themselves to achieving socialism by democratic means, turning their backs on violent revolution and dictatorship.  
Consistent with Marx’s ideology, many social Democratic governments (including Australia, Germany, Great Britain, Spain, France etc) after world war two nationalised private companies in certain industries, transforming them into state owned enterprises to be run for the “public good rather than for private profit”. 
However, experience demonstrated that state ownership of the means of production run counter to the public interest. In many countries, state-owned companies performed poorly. Protected from competition by their monopoly position and guaranteed government financial sport, many became increasingly inefficient.














 Individualism
The opposite of collectivism, individualism, refers to the philosophy that an individual should have freedom in his or her economic and political researchers. Individualism stresses the interests of individual should take precedence over the interests of the state. Individual reason can be traced to an ancient Greek philosopher, in this case Plato’s disciple Aristotle.
 Aristotle argued that private property was more highly productive than communal property and will thus stimulate progress. According to Aristotle, communal property receives little care, whereas property that is owned by an individual will receive the greatest care and therefore the most productive.
This philosophy was refined in the work of a number of British philosophers including Adam Smith and John Stuart Mill.
 The second principle of individualism is that the welfare of society is best served by letting people pursue their own economic self interest, as opposed to some collective body (such as government) dictating what is in societies best interest.

Collectivism asserts the primacy of the collective over the individual; individualism asserts the opposite. This ideological conflict shaped much of the recent history in the world. The Cold War, for example, was in many respects a war between collectivism, championed by the former Soviet Union, and individualism, championed by the United States. 
Democratic ideals and free-market economies swept away socialism and communism in many states.

Democracy and Totalitarianism  
Democracy and totalitarianism are at different ends of a political dimension. Democracy refers to a political system in which government is by the people, exercised either directly or through elected representatives.  Totalitarianism is a form of government in which one person or political party exercises absolute control over all spheres of human life and prohibits opposing political parties.
Democracy and individualism go hand in hand, as do the Communist version of collectivism and totalitarianism. 





Democracy
The pure form of democracy, as originally practised by several city-states in ancient Greece, is based on a belief citizens should be directly involved in decision-making. In complex, and advanced societies with populations in the tens or hundreds of millions this is impractical. Most modern democratic states practice representative democracy. In a representative democracy, citizens periodically elect individuals to represent them. These elected representatives then form a government, whose function is to make decisions on behalf of the electorate. In a representative democracy, elected representatives who fail to perform this job adequately will be voted out of office at the next election. 

 Totalitarianism
 In a totalitarian country, all the constitutional guarantees which representative democracies are built (an individuals right to freedom of expression and organisation, a free media, and regular elections) are denied to the citizens. In most totalitarian states, free and fair elections are lacking, media and heavily censored, basic civil liberties, and those who questioned the right of the rulers to rule find themselves imprisoned, or worst.

Communist totalitarianism was the most widespread. Communism, however, is in decline worldwide, and most of the Communist Party dictatorships have collapsed since 1989. Exceptions to this trend (so far) China, Laos, North Korea, and Cuba.
Governments such as China, Vietnam, and Laos are Communist in name only since those nations now here to market based economic reforms. They remain, however, totally tearing states that my many basic civil liberties to the populations.
 A second form of in totalitarianism might be labelled theocratic totalitarianism. Theocratic totalitarianism is found in states where a party, group, or individual that governs according to religious principles monopolises political power.
 The most common form of theocratic totalitarianism is based on Islam and is exemplified by states such as Iran and Saudi Arabia. This states limit free, political and religious expression with laws based on Islamic principles.




Tribal totalitarianism is another form of totalitarianism. Tribal totalitarianism has arisen from time to time in African countries such as Uganda, Zimbabwe, and Kenyan. The borders of most African states reflect the unrestricted boundaries drawn by the old European colonial powers rather than travel realities. Tribal utilitarianism occurs when a political party that represent the interest of a particular tribe monopolises power. Such one party state still exists in Africa. 
 A fourth major form of totalitarianism might be described as right-wing totalitarianism.   Right-wing totalitarianism generally remains some individual economic freedom restricts individual political freedom, frequently on the grounds that it would lead to the rise of communism. Many right-wing totalitarian governments are backed by the military, and in some cases the government may be made up of military right-wing totalitarian states. Until the early 1980s, right wing dictatorships, many of which were military dictatorships, were common throughout Latin America. Most Latin American countries are now genuine multi-party democracies.

Economic systems 
 In a country where individual goals and giving primacy of the collective goals, we are more likely to find free market economic system. We can identify three prototypes of economic systems. These are:

1-in market economy
2- a command economy
3- a mixed economy
Market economy
  In a pure market economy, all productive activities are privately owned, as opposed to being owned by the state. The goods and services that a country produces are not planned by anyone. Production is determined by the interaction of supply and demand and signalled to producers through price system. If demand for a product exceeds supply, prices will rise, signalling producers to produce more. If supply exceeds demand, prices will fall, signalling producers to produce less. The purchasing patterns of consumers, determine what is produced and in what quantity.
 A sublime restriction occurs when a single phone monopolising the market. In such circumstances, rather than increase output in response to increased demand, a monopolist might restrict output and their prices rise. Although this is good for the monopolies, it is bad for the consumer, who has pay higher prices. It is also probably bad for the welfare of society. The net result is that the monopolies is likely to become increasingly inefficient, producing high priced, low quality goods, and society suffers as a consequence.

 The role of the government in a free market economy is to encourage vigorous free and fair competition between private producers. Governments do this by outlawing monopolies and irresponsible business practices designed to monopolise a market.
 Command economy
 In a pure command economy, the government plans existing services that country produces, the quantity in which they produce, and the prices at which they are sold. Consistent with their collectivist ideology, the objective of a command economy is for government to allocate resources for “the good of society”. In addition inaugural, economy, all businesses are state-owned, the rationale being that the government can then direct them to make investments are in the best interests of the nation as a whole rather than in the interests of private individuals.

While the objectives of the command economy is to mobilise economic resources for the public good, the opposite seems to have occurred. In a command economy, state owned enterprises have little incentive to control costs and be efficient because they cannot go out of business. Also, the abolition of private ownership means there is no incentive four individuals to look for better ways to serve consume needs. Instead of growing and becoming more prosperous, such economies tend to stagnate. 

Mixed economy

 In a mixed economy, certain sectors of the economy are left to private ownership and free-market mechanisms while other sectors have significant state ownership and government planning. In mixed economies, governments also tend to take into state ownership troubled firms whose continued operation is thought to be vital to national interest.
 For example,  the French government took over Renault when it ran into serious financial problems. The French government reasoned that the social costs of the unemployment that might result if Renault  collapsed were unacceptable, so he nationalised the company to save it from bankruptcy.





Legal systems
The legal system of the country refers to the rules, or laws, that regulate behaviour along with the process by which the laws are enforced. The legal system of the country is of immense importance to international business. A country’s laws regulate business practice, to find the manner in which business transactions are to be executed, and outline the rights and obligations of those involved in business transactions. Differences in legal systems can affect the attractiveness of the country as an investment site or market.

The government of the country defines the legal framework within which firms do business. For example, totalitarian states tend to enact laws that severely restrict private enterprise, whereas laws enacted by governments in democratic states (where individualism is the dominant political philosophy) tend to be pro-private enterprises and pro-consumer.

 Different legal systems

 Remain times of legal systems are in use around the world: civil law, common law, and theocratic rule.

 Common law

 The common law system evolved in England over hundreds of years. It is now found in most of Great Britain’s former colonies, including the US.
 Common law is based on tradition president and custom. Tradition refers to a country’s legal history, president to cases that have come before the courts in the past, and custom to the ways in which the laws are applied in specific situations. Judges in a common-law legal system have the power to interpret the law survey applies to the unique circumstances of an individual case. As new president arise, rules may be answered, clarified, or amended to deal with new situations.






 Civil law

Is civil law system is based on a detailed set of laws organised into codes. When law courts interpret civil law, they do so with regard to these codes. More than 80 countries, including Germany, France, Japan, operate with a civil law system. Judges in a civil law system have less flexibility and those under a common law system. Judges in a civil law system have the power only to apply the law, but not the power to interpret it.

 A theocratic law system is one in which the law is based on religious teachings. Islamic law is the most widely practised theoc little system in the modern world. 
Although Islamic law is primarily concerned with moral behaviour, it has been extended to cover certain commercial activities. An example is the payment or receipt of interests, which is considered usury an outlawed in the Koran.
In 1999, Pakistan’s Supreme Court ruled by Islamic banking methods should be used in the country after July 1, 2001.


 Differences in contract law

A contract is a document specifies the conditions under which an exchange is to occur and details the rights and obligations of the parties involved. Some form of contract regulates many business transactions. Contract law is the body of law that governs contract enforcement. The parties to an agreement normally resort to contribute all when one party feels the other has violated either the letter or the spirit of an agreement.

Because common law tends to be relatively ill specified, contracts drafted under a common law framework tend to be very detailed with all contingencies spelled out. In civil law systems, however, contracts out of the much more shorter and less specified because many of the issues are already covered in the civil code. 
Thus, it is more expensive to draw up contracts in a common-law jurisdiction, and resolving contract disputes can be very adversarial in common law systems. But common law systems have the advantage of greater flexibility and allow for judges to interpret the contract dispute in light of their prevailing situation.
In contrast to the rise in international trade, there is always the question of which countries laws to apply. To resolve this issue, a number of countries, including the US, have ratified the United Nations Convention on contracts for the International sale of goods (CIGS).

The problem with the CIGS is that fewer than 70 nations have ratified the convention. Many of the world’s largest trading nations, including Japan and the United Kingdom, have not ratified CIGS.

 When firms do not wish to accept the CIGS, they often opt for arbitration by a recognised arbitration court to settle contract disputes. The most well-known of this course is the international court of arbitration of the international chambers of commerce in Paris.






Property rights and corruption 
In a legal sense, the term property refers to a resource overweight an individual or business holds the legal title; that is, a resource that it owns. Resources include land, buildings, equipment, capital, mineral rights, businesses, and intellectual property.

Property rights is the exclusive authority to determine how a resource is used, whether that resource is owned by government or by individuals.
 Is all countries now have laws on the books that protects property rights is. In China, finally enacted a law to protect the rights of private property holders in 2007. However, in many countries the authorities do not enforce these laws and property rights are violated. Problems arise can be violated in two ways -through private action and through a public action.

Private action
Private action refers to the theft, piracy, and blackmail, by private individuals or groups. Although theft occurs in all countries, a weak legal system allows for a much higher level of criminal action in some than others. 
 
Public action and corruption

Public Action to violate property rights occurs when public officials, such as politicians and government bureaucrats exhort income, resources, or the property itself from property holders. This can be done through legal mechanisms such as excessive taxation, or redistributing assets without compensating the prior owners. It can also be done through illegal means, or corruption, by demanding bribes from businesses in return for the rights to operate in a country, industry, or location.

The society is immune to corruption. Corruption is so endemic in some countries the politicians and bureaucrats regarded as a perk of office and openly flout rules against corruption. 
According to transparency International, businesses and individuals spend some $400 billion a year worldwide in bribes related to government procurement contracts alone.
Economic evidence suggests that high levels of corruption significantly reduce the foreign direct investment, level of international trade, and economic growth rate in a country. 

The protection of intellectual property
 Intellectual property refers to property that is the product of intellectual activity, such as a computer software, a screenplay, or the chemical formula for a new drug. A patient grants the inventor of a new product or process exclusive rights for a defined period to manufacture, use, or sell the invention.

 Copyrights are the exclusive legal rights of authors, composers, playwrights, artists, and publishers to publish and disperse the work as they see fit.

 Trademarks are designs and names, often officially registered, by which merchants or manufacturers designate and differentiate their products.
Intellectual property has become an increasingly important source of economic value for is businesses.  Protecting intellectual property has also become increasingly problematic, particularly if it can be rendered in a digital form and then copied and distributed at very low cost by pirated CD’s or over the Internet. 
The philosophy behind intellectual property law is to reward the originator of the new invention, look, musical record, restaurant chain, etc full use of the idea and effort.
Weak enforcement encourages piracy (theft) of intellectual property. China and Thailand have recently being among the worst offenders in Asian. The International Federation of the phonographic industry claims that about one third of all recorded music products sold worldwide are pirated (illegally), suggesting that piracy costs the industry more than $4.5 billion annually. 

Product safety and product liability 
 Proper safety rules said certain safety standards to which a product must comply. Product liability involves holding a phone and his officers responsible when a product causes death, injury, or damage. Product liability can be much worst if the product does not meet required safety standards. Both civil and criminal product law exist. 
Liability laws are typically least expensive in less developed nations. A boom in product liability suits and awards in the US resulted in a dramatic increase in the cost of liability insurance. 
In addition to the competitiveness issue, country differences in product safety and liability law raise an important ethical issue for firms doing business abroad. 


Determinants of economic development

The political, economic, and legal systems of a country can have a profound impact on the level of economic development and hence on the attractiveness of a country as a possible market or production location for a firm. 

Differences in economic development

One common measure of economic development is a country’s gross national income (GNI) per head of population. It measures the total national income received by the residents of a nation. 
Countries such as Japan and Sweden and the US are among the richest on this measure, whereas the large countries of India and China are among the poorest. 
However, GNI per head can be misleading, because this measure does not consider differences in the cost of living. 
To account for the difference in the cost of living, one can adjust the GNI per capital by purchasing power. Referred to as the purchasing power parity (PPP) adjustment, it allows for a more direct comparison of living standards in different countries. 
The GNI and PPP data give a strategic picture of development. They tell us, for example, that china is much poorer than the US, but they do not tell us if China if china is closing the gap. To assess this, we have to look at the economic growth rates achieved by countries. Although countries such as china and India are currently poor, their economies are already large in absolute terms and growing more rapidly than many advanced nations. 
Political economy and economic progress
It is often argued that a country’s economic development is a function of its economic and political systems. 







Innovation and entrepreneurship are the engines of growth
There is substantial agreement among economists that innovation and entrepreneurial activity are the engines of long-run economic growth. Those who make this argument define innovation broadly to include not just new products but also new processes, new organisations, new management practices, and new strategies. 
Innovation and entrepreneurial activity helps to increase economic activity by creating new products and markets that did not previously exist. 
Furthermore, innovation in production and business processes is lead top an increase in the productivity of labour and capital, which further boosts economic growth rates. 
Firms such as Google, Amazon, and Dell were all founded by entrepreneurial individuals to exploit new technology. These firms created significant economic value and boosted productivity by helping to commercialise innovations in products and processes. 

Innovation and entrepreneurship require a market economy
It has been argues that the economic freedom associated with a market economy creates greater incentives for innovation and entrepreneurship than either a planned or mixed economy. 

In a market economy, any individual who has an innovative idea is free to try to make some money out of that idea by starting a business. Similarly, existing businesses are free to improve their operations through innovation. To the extent that they are successful, both individual entrepreneurs and established businesses can reap rewards in the form of high profits. 

Thus, market economies contain enormous incentives to develop innovations.  
In a planned economy, the state owns all means of production.  Consequently, entrepreneurial individuals have a few economic incentives to develop valuable new innovations because it is the state, rather than the individual, that captures most of the gains.
The lack of economic freedom and incentives for innovation was probably a main factor in the economic stagnation of many former communist states.
A study of 102 countries over a 20 year period provided evidence of a strong relationship between economic freedom and economic growth.  The study found that the more economic freedom a country had between 1975 and 1995, the more economic growth it achieved and the richer its citizens became.
Innovation and entrepreneurship require strong property rights
Strong legal protection of property rights is another requirement for a business environment that is conducive to innovation, entrepreneurial activity, and hence economic growth. Both individuals and businesses must be given the opportunity to profit from innovative ideas. Without strong property rights protections, businesses and individuals run the risks that the profits from their innovative efforts will be expropriated, either by criminal elements or by the states. 

Inadequately enforced property rights reduce the incentives for innovation and entrepreneurial activity – because the profits from such activities are “stolen” and hence reduce the rate of economic growth. 

Fernando de Soto has argued that much of the developing world both fail to reap the benefits of capitalism until property rights are better defined and protected. De Soto’s argument are interesting because he claims that the key problem is not the risk of expropriation but the chronic inability of property owners to establish legal title to the property they own. 
Example:
In Haiti, individuals must take 176 steps over 19 years to own land legally. 

Furthermore, banks will not lend money to the poor to start businesses because the poor possesses no proof that they own property such as farmland, which they could use as collateral.

Economic progress results in democracy 
Whilst is possible to argue that democracy is not a necessary pre-condition for a free market economy in which property rights are protected, subsequent economic growth often leads to establishment of a democratic regime. Several of the fast growing Asian economies adopted more democratic governments during the past three decades. Including South Korea and Taiwan. Thus, although democracy may not always be the cause of initial economic progress, it seems to be one consequence of that progress. 




Geography, education and economic development 
Whilst a country’s political and economic system are probably the big engines driving its rates of economic development, other factors are also important. One that has received attention recently is geography. But the believe that geography can influence economic policy, and hence economic growth rates goes back to Adam smith. 
Sachs’s points that by virtue of favourable geography certain societies were more likely to engage in trade than others and were thus more likely to be open to market-based system whish in turn would promote faster economic growth. He also argued that irrespective of the economic and political institutions a country adopts, adverse geographic conditions, such as the high rate of disease, poor soils, and hostile climates that afflict tropical countries, van have a negative impact on development. 

Sachs’s tested for the impact of geography on countries economic growth rates between 1965 and 1990. He found that land locked countries grew more slowly than coastal economies and that being entirely land locked reduced a countries economic growth rates by 0.7% a year. He also found that tropical countries grew 1.3% more slowly each year than countries in the temperate. 

Education emerges as another important determinant of economic development. The general assertion is that nations that invest more in education will have higher growth rates because an educated population is a more productive population. 
A survey of 14 statistical studies that looked at the relationship between a country’s investment on education and its subsequent growth rates concluded investments in education did have a positive and statistically significance impact on a country’s rate of economic growth. Similarly, the two works by Sach’s suggest that investment in education helped explain why some countries in south East Asia, such as Indonesia, and Singapore have been able to overcome the disadvantages associated with their tropical geography and grow far more rapid than tropical nations in Africa and Latin America. 









Strategy and the Firm 

A firm’s strategy can be defined as the actions that managers take to achieve the goals of the firm. For most firms, the most important goal is to maximise the value of the firm for its shareholders (pursued in an ethical, legal and socially responsible manner). To maximise the value of the firm, managers must pursue strategies that will increase the profitability of the firm and its rate of profit growth over time. 

Profitability can be measured in a number of different ways, one of which is the Return on Invested Capital (ROIC), calculated by dividing the net profit by the total capital invested. 
Profit growth can be measured by the percentage increase in profits over time. 
In general, higher profitability and profit growth will increase the value of the firm and thus the dividend to shareholders. 

Value Creation 

The way to increase the profitability of a firm is to create more value. The more value customers place on a firm’s product, the higher the price the firm can charge for those products. 
The price a firm charges for a good or a service is typically less than the value placed on that good or service by the customer. Economists call this consumer surplus. 
The greater the consumer surplus the higher the “value for money” the consumer gets. 
It is normally impossible to segment a market to such a degree that the firm can charge each customer a price that reflects that individual’s assessment of the value of a product, which economists refer to as a customers reservation price. 

A company can create more value (V – C), by either by lowering production costs (e.g. streamlining production) or by making the product more attractive to consumers through superior design, functionality, features, reliability, after-sales service etc, so that customers place more value on it (V increases) and, consequently, are willing to pay higher prices (P increases). 


According to Porter, superior profitability goes to the firm that can create superior value. And, the way to create superior value is to reduce the costs structure of the business and/or differentiate the product in some way that consumers add more value to it and are therefore prepared to pay higher prices. 

Strategic Positioning 

Diminishing returns imply that when a firm already has a significant value built into it product offerings, increasing value by a relatively small amount required significant additional costs. Conversely, when a firm has a low-cost structure, it has to give up a lot of value in its product offerings to get additional cost reductions. 

Porter points out that it is very important for management to decide where the company wants to be positioned with regard to valued (V) and cost (C), to configure operations accordingly, and to manage them efficiently to make sure the firm is operating on the efficiency frontier. 

In order for a firm to maximise its profitability, it must do three things:
1) Pick a position in the frontier that is viable in the sense that there is enough demand to support the choice 
2) Configure its internal operations, such as manufacturing, logistics, information systems, human resources and so on, so that they can support that position.
3) Make sure the organisation has the right structure in place to execute its strategy. 

The strategy, operations and organisation of the firm must all be consistent with each other if it is to achieve a competitive advantage.
Operations are all the value creation activities a firm undertakes. 

Operations: Firm as a Value Chain 

The operation of a firjm can be thought of as a value chain composed of a series of distinct value creation activities including production, marketing and sales, manufacturing, R&D, human resources etc. 
These activities can be categorized in as primary activities or support activities. 

Primary activities

Primary activities have to do with the design, creation, and delivery of the product, its marketing and its support and after-sales service. Primary activities are divided into four functions, R&D, production, marketing, and customer service. 

R&D – this is concerned with the design of products and production process. R&D can increase the functionality of products, which makes them more attractive to consumers (thus increasing V). Alternatively, R&D may result in more efficient production processes, thereby cutting down production costs (Lowering C). Either way, R&D can create substantial value. 

Production – these activities create value by performing its activities efficiently to reduce costs (reduce C), or producing them in such a way that a higher quality product is produced (higher V).

Marketing – marketing and sales create value by discovering consumer needs and communicating them back to the R&D function of the company, which can design products, which better match those needs. 

Customer service – the role of the service activity is to provide after-sales service and support. This function can create a perception of superior value (V) in the minds of consumers by solving customer problems and supporting customers after they have purchased the product. 


Example of customer service:

Caterpillar, the US based manufacturer of heavy earthmoving equipment, can get spare parts to any point in the world within 24 hours, thereby minimizing the amount of downtime its customers have to suffer if their Caterpillar equipment malfunctions. 

Support activities 

The support activities of the value chain provide input that allows the primary activities to occur. In terms of achieving a competitive advantage, support activities can be as important as, if not more than, primary activities. 

Logistics – this function controls the transmission of physical materials through the value chain, from procurement through to production and into distribution. The efficiency with which this is carried out can significantly reduce costs (lower C), and thereby creating more value (V). The combination of logistic and information systems is a source of cost saving for many firms, such as Dell. 

Example: 
At Dell, the information systems tell Dell on real-time basis where its global logistic network parts are, when they will arrive at the assembly plant, and thus how production should be scheduled. 

Human resources – this function helps create value in a number of ways. It ensures the firm has the right mix of skilled people to perform its value creation activities effectively. The HR function also ensures that people are adequately trained, motivated and compensated to perform their value creation tasks. 

Infrastructure – this support activity is the context within which all the value creation activities take place. Infrastructure includes organisational structure, control systems, and culture of the firm. 

Global expansion, Profitability and Profit Growth
Expanding globally allows firms to increase profitability and the rate of profit growth in ways not available to purely domestic firms. Firms that expand internationally are able to:

1) Expand the market for their domestic product offerings by selling those products in international markets.
2) Achieve greater cost economies from experience effects by serving an expanded global market from a central location, thereby reducing the costs of value creation. 
3) Earn greater returns by leveraging any valuable skills developed in foreign operations and transferring them to the firm’s global network of operations. 

However, a firm’s ability to increase its profitability and profit growth by pursuing these strategies is constrained by the need to customize its product offerings, marketing strategy, and business strategy to different national conditions; that is, by the imperative of localization. 

Expanding the market: Leveraging products and Competences

The success of many multinational firms is based not just upon on the goods and services they sell in foreign nations, but also on the core competences that underlie the development, production, and marketing of those goods or services. 
The term ‘core competences’ refers to skills within a firm that competitors cannot easily match or imitate. These skills may exist in any of the firm’s value creation activities, such as Marketing and sales, R&D, Production, HR, logistics and so on. Core competences are the bedrock of a firm’s competitive advantage.

Example:
Toyota has a core competence in the production of cars. It is able to produce high quality, well design cars at a lower delivered cost than any other firm in the world. 




Furthermore, the success of manufacturing companies such as Toyota and P&G was also based (in addition to leveraging products) on the transfer of core competences to foreign markets where indigenous firms lacked them. The same can be said of companies in the service sector. Expanding the market for their services often means replicating their business models in foreign nations. 

Location economies 

The difference in a range of dimensions, including political, economic, legal and cultural can either raise or lower the costs of doing business in one country. The theory of international trade tells us that due to differences in factor costs, certain countries have a comparative advantage in the production of certain goods. 
Example:
Japan might excel in the production of automobiles and consumer electronics, while the US in the production of pharmaceutical goods, software and financial services. 

For a firm to survive in the global market (this implies that trade barriers and transportation costs permitting) the firm will benefit by basing each value creation activities at that location where economic, political and economic factors are most conductive for the performance of that activity. Thus, if the best designers live in France, a firm should base its design operation in France. If the most productive labour force for assembly operations are in Mexico, then assembly operations should be based in Mexico. 
 Firms that pursue such strategies can achieve what it is referred to as location economies. These are economies that arise from performing a value creation activity in the optimal location for that activity, wherever in the world that might be. Locating the value creation activity in the optimal location for that activity can one of two effects. It can lower the costs of value creation and help the firm achieve a low cost position, and/or it can enable a firm to differentiate it product offering from those of competitors. 
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