„sourcing capital from where it is cheapest,
sourcing talent from where it is best available,
producing where it is most cost effective and
selling where the markets are
without being constrained by national boundaries.“
-- N. R. Narayana Murthy, Infosys
(Chanda, 2007)

The greatest world
economies

USA
China
Japan
Germany
Great Britain
France
Italy
Brazil
Canada

21,5
14,3
5,2

4,2
3
2,93
2,16
2,1

1,8
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25

Billions of USD; 2018

Forces Supporting Globalization
•
1.
2.
3.
4.
5.
6.
7.
8.

Global sourcing (outsourcing)
New and evolving markets
Economies of scale
Movement towards homogenous demand
Lowered transportation costs
Telecommunications
Homogeneous technical standards
Government tariffs and taxes
Containersation

4

Shipping in comparison to other
transportation options

• however, right now shipping goods is
the most carbon-efficient form of
transporting
• cheaper as air fright
• but slower, large quantities needed and
not as reliable
– weather, piracy, delays

Containerization as facilitator
of world business

• The worldwide GDP increased in parallel to the increase
in container shipments
• 90% of imports are transported by ship
• More than 2 tons are ship per person per year
• Individual parts are produced in many different parts of
the earth and are collected through containers and
5
finished at one point

Major ports of the world in TEU
in 2018
• Shanghai (1)
– 42 million
• Rotterdam (11)
– 15 million
• Los Angeles (17)
– 10 million
• Hamburg (19)
– 8.7 million
• Panama (38)
– 4.3 million
• Durban (Africa)
– 3 million
6

WORLD PLAYERS
•
•
•
•
•
•

POLITICAL GROUPINGS
United Nations
WTO
WORLD BANK- IMF
ECONOMIC INTEGRATIONS
EMERGING GIANTS-CHINA

ECONOMIC IMPORTANCE of G 20
▪
▪
▪
▪

2/3 of WORLD POPULATION
4/5 of GROSS NATIONL PRODUCTS
3/4 WORLD TRADE
The last initiative –under umbrella of OECD
meeting in Saudi Arabia discussing new minimal
tax of MNC worldwide. (USA-unsure).
▪ (alll MNC with sales higher than 750 mil EUR)

The United Nations (UN)
• 192 member countries
dedicated to world
peace and stability
• Fosters global business
relationships
• Helps write
international law

• Helps stabilize global
economy
• Headquartered in New
York City
3-10

The UN Impacts IB
•

UN Center for Trade
Facilitation and
Electronic Business
(UN/CEFACT)
– Technical
standards and
norms
– Standardized trade
documents
– Standards for Edata exchange

• UN Educational,
Scientific and
Cultural Organization
(UNESCO)
– Investment in
emerging
economies

– Development in
health, education,
governance &
political stability

3-11

The UN Impacts IB

• UN Agencies deal
with downsides to
globalization:
–
–
–
–

Terrorism
Crime
Drugs
Arms Traffic

• UN Environmental
Programme (UNEP)
– Climate control
Convention
– Kyoto Protocol
– Sustainable
Business Practices

3-12

The UN Impacts IB

• UN Addresses
Global Education &
Health
– The Global Compact
• Education and health
issues needing
private
industry/developing
nation partnerships

• UN Economic and
Social Council
promotes:
– Social Justice
– Human Rights
– Labor Rights

3-13

The UN Global Compact

• Framework for businesses committed to aligning
operations and strategies
• 10 universally accepted principles for:
– Human rights
– Labor
– The Environment
– Anticorruption

3-14

The UN and the
Conduct of Global Business
• Ships sail protected across international waters.

• Commercial airlines fly across borders and land in
emergencies – International Civil Aviation Organization.
• WHO sets quality standards for drug names and quality.

• Universal Postal Union protects mail and allows cross-border
mailing.
• International Telecommunications Union keeps airwaves
unclogged and avoids radio interference.

• World Meteorological Organization shares global weather data.
• UN Sales Convention and UN Convention on Carriage of Goods
by Sea set rights and obligations of international
buyers/sellers.

3-15

World Trade Organization (WTO)

Global Economics

World Trade Organization

• International Organization that helps promote the free
trade of goods between member nations
• Covers 90% of all world trade (164) Countries)
•WTO Director-General: ONKOYO-Iwealov (Nigeria)
• Only organization of its kind
• Designed to help trade flow as freely and predictably as
possible
➢ through lowering of trade barriers and tariffs

The creation of the WTO

• Uruguay talks led to desire for a complete overhaul of
the system
➢ The WTO would take over for GATT on
January 1, 1995

• WTO had several unique features
➢ Dispute Settlement Body
The WTO’s procedure for resolving trade quarrels under the Dispute Settlement
Understanding is vital for enforcing the rules and therefore for ensuring that trade flows
smoothly.
A dispute arises when a member government believes another member government is
violating an agreement or a commitment that it has made in the WTO. The authors of these
agreements are the member governments themselves — the agreements are the outcome of
negotiations among members. Ultimate responsibility for settling disputes also lies with
member governments, through the Dispute Settlement Body.
➢Transparent trade policies encouraged, reviewed
➢ “Most Favored Nations” – special rights
➢ Cooperated with IMF and World Bank
➢ Future agenda – meetings pre-scheduled, dates

set

for gradual change in removal of trade barriers

Non-reciprocal Preference Agreements
ACP –group of African,Caribbean and Pcific countries- enjoy privileged access to the EU
countries. (Based on the Cotonou agreement- means an exception for regional clubs-like
EU itself, which can liberalise trade among their members without extending the privilage
to outsiders. EU devided 79 ACP countries into 6 regional groups-the groups would enjoy
generous access to EU market- for this they can trade more freely among themslvs, and
most controversially,open their own markets to EU firms. Otherwise the EU said ,it would
be forced to raise tariffs against them. ).

“Most-Favoured-Nation” (“MFN”)treatment — requires Members to accord the
most favourable tariff and regulatory treatment given to the product of any one
Member at the time of import or export of “like products” to all other
Members . This is a bedrock principle of the WTO. Under the MFN rule, if
WTO Member A agrees in negotiations with country B , which need not be a WTO
Member, to reduce the tariff on product X to five percent, this same “tariff rate” must
also apply to all other WTO Members as well. In other words, if a country gives
favourable treatment to one country regarding a particular issue, it must treat all
Members equally with respect to the same issue.

A Free Pass for China
Cambridge, Mass. — A World Trade Organization panel ruled last week that
China’s export restraints on rare earth elements and other metals violate
W.T.O. rules because they are discriminatory. Rare earth minerals are critical
in a wide range of industries, from electronics and hybrid automobiles to
petroleum and chemicals. Should the ruling stand, China will have to
dismantle the discriminatory policies or face trade sanctions.
This ruling may appear, at first glance, to be a vindication of the strategy of
turning to the W.T.O. to fight Chinese protectionism. But litigation victories
do not always translate into economic victories, especially when the W.T.O. is
concerned.
From 2010 up, China imposed quotas and other restraints to sharply limit
exports of rare earths. Because more than nine-tenths of the world’s production
of rare earths occurs in China, price shocks hit foreign producers who rely on
the Chinese minerals. Complaining that the export restraints were
discriminatory and illegal, the United States, the European Union and Japan all
filed complaints before the W.T.O.

A Free Pass for China
Although the W.T.O. panel ruled against China, it did not require China to pay
compensation. By design, the W.T.O.’s remedies are not retrospective.
Workers who lost their jobs because firms outsourced production to China
would receive no damages. In fact, so long as China eliminates the
discriminatory elements of its policies going forward, there are no remedies
available for the United States or the other countries. The main goal of W.T.O.
dispute settlement is to force compliance with the law rather than provide
economic justice for past harm.

The W.T.O., in effect, provides countries with a free pass to breach its rules
temporarily. So long as a violating country ends its illegal policy in a
reasonable period of time following a final judgment, it need not worry about
being punished.
W.T.O. rulings do little to dissuade China from continuing to take advantage
of the free pass to advance other unfair and illegal policies when the gains are
large enough. China has done this in industry after industry, from
semiconductors to electronic payment services.

A Free Pass for China
The approach typically involves contravening trade rules just long enough to
allow domestic players to build up their market position without incurring
W.T.O. sanctions. China then undoes the policy and claims that it is respectful
of W.T.O. judgments. But undoing China’s gains afterward often proves
difficult.

It may seem as though the solution to China’s flouting of trade rules would be
to push for more robust remedies at the W.T.O. But retrospective remedies are
not necessarily in the interest of other big countries like the United States. That
is because they also lose cases at the W.T.O.
Beyond the simple calculation of whether China’s competitors would gain or
lose more with stricter punishments, there is also the political difficulty of
implementing such a solution. Imagine that having lost a cotton subsidies case
to Brazil, the United States was ordered to pay compensation. Would the
government claw back these subsidies from cotton farmers? Or would it try to
convince the American public to shoulder the burden on behalf of cotton
farmers through higher taxes or greater deficit spending?

The United Nations Monetary and Financial
Conference
a.k.a Bretton Woods Conference
Held from the 1st -22nd of July
1944, out of a need for postwar
economic order
A gathering of delegates from
45 nations at the Mount
Washington Hotel in Bretton
Woods New Hampshire, with
the purpose of regulating
international monetary and
financial conditions after WWII
As a result of the conference,
the World Bank Group and the
IMF came into existence

"The economic health of every country is a
proper matter of concern to all its neighbors,
near and far."
- Franklin Roosevelt at the opening of
Bretton Woods

The IMF and the World Bank
The IMF and the World Bank are sister institutions in the United
Nations system. They share the same goal of raising living
standards in their member countries. Their approaches to this
goal are complementary, with the IMF focusing on ensuring the
stability of the international financial system and the World Bank
concentrating on long-term economic development and poverty
reduction

The World Bank Group
Commenced operations on 25 June 1946
A source of financial and technical assistance to more then 100
developing countries around the world

President-Jim Yong Kim (naturalized American)
Made up of two institutions owned by 185 member countries
⚫

International Bank for Reconstruction and Development
(IBRD)

⚫

International Development Association (IDA)

The IBRD focuses on middle income and credit worthy poor
countries, while the IDA focuses on the poorest countries in the
world
⚫

To become a member of the Bank, under the IBRD Articles of
Agreement, a country must first join the International
Monetary Fund (IMF). Membership in IDA, IFC and MIGA are
conditional on membership in IBRD.

The World Bank Group cont

.

The World Bank is an international financial institution that provides loans[3] to developing countries for capital
programs.
The World Bank's official goal is the reduction of poverty. all its decisions must be guided by a commitment to the
promotion of foreign investment and international trade and to the facilitation of capital investment.[4]

The World Bank comprises two institutions: the International Bank for Reconstruction and Development (IBRD)
and the International Development Association (IDA).
The World Bank should not be confused with the World Bank Group, which comprises the World Bank, the
International Finance Corporation (IFC), the Multilateral Investment Guarantee Agency (MIGA), and the
International Centre for Settlement of Investment Disputes (ICSID).[5]
Generally, the governors are member countries' ministers of finance or ministers of development.
They meet once a year at the Annual Meetings of the Boards of Governors of the World Bank Group and the
International Monetary Fund.
Because the governors only meet annually, they delegate specific duties to 24 Executive Directors, who work onsite at the bank.
The five largest shareholders, France, Germany, Japan, the United Kingdom and the United States appoint an
executive director, while other member countries are represented by 19 executive directors.

The World Bank Group cont.

In addition to the IBRD and the IDA, three
other institutions are closely associated
with the World Bank:
⚫ the International Finance Corporation
(IFC)
⚫ the Multilateral Investment Guarantee
Agency (MIGA)
⚫ and the International Centre for
Settlement of Investment Disputes
(ICSID).
All five of these institutions together make
up the World Bank Group.

The World Bank's money comes from a
number of different sources. IBRD, which
provides loans to middle-income
countries and to poorer countries able to
repay loans at terms based on market
rates, raises most of its funds on
the world's financial markets by
selling World Bank bonds to investors.

The IMF

The IMF is an international
organization of 188 member countries.
It was established to promote
international monetary cooperation,
exchange stability, foster economic
growth and high employment; and to
provide temporary financial assistance
to countries
Headquartered in Washington, CD
Managing Director of the International
Monetary Fund Christine Lagarde

Current membership: 188 countries
Staff: approximately 2,716 from 165
countries

Radiohead, “Electioneering”: Riot shields, voodoo economics, it's just business, cattle prods
and the I.M.F. I trust I can rely on your vote.

The IMF cont.

What the IMF Does

Surveillance
involves the
monitoring of
economic and
financial
developments,
and policy advice,
aimed especially
at crisisprevention

Lending
to countries
with balance of
payments
difficulties,
temporary financing
and
policies aimed at
correcting
the underlying
problems

Technical
Assistance, the
IMF provides
countries with
effective tools to
manage economic
and financial policies
and offers training in
these areas

Supporting all three of these activities is IMF work
in economic research and statistics.

Where the IMF Gets its Money
Most resources for IMF loans are
provided by member countries,
primarily through their payment of
quotas.
⚫

Based on relative size
in world economy

⚫

As of December 14, 2012,
145 members having 77.1
percent of Fund quotas1 had
consented to their proposed
quota increases under the
14th General Review of
Quotas. As of the same date,
129 members having 70.2
percent of the total voting
power

Growth in IMF Membership, 1945 - 2013
(number of countries)

Voting power
In 2010, voting powers at the World Bank were revised to
increase the voice of developing countries, notably China. The
countries with most voting power are now the United States
(15.85%), Japan (6.84%), China (4.42%), Germany (4.00%),
the United Kingdom (3.75%), France (3.75%), India (2.91%),
Russia (2.77%), Saudi Arabia (2.77%) and Italy (2.64%).
Under the changes, known as 'Voice Reform – Phase 2',
countries other than China that saw significant gains included
South Korea, Turkey, Mexico, Singapore, Greece, Brazil,
India, and Spain. Most developed countries' voting power was
reduced, along with a few poor countries such as Nigeria. The
voting powers of the United States, Russia and Saudi Arabia
were unchanged.[26][27]

IMF and Lending
International Monetary Fund Organization
Chart
Last Updated: August 05, 2013
International Monetary and Financial
Committee
Board of Governors
Joint IMF-World Bank Development
Committee1
Executive Board
Independent Evaluation Office
Managing Director-Lagarde
Deputy Managing Directors
⚫
the oil shock of the 1970s
⚫
the transition process in Central and
Eastern Europe
An IMF loan is usually provided under an
"arrangement," which stipulates specific
measures a country has agreed to implement
to resolve its balance of payments problem.

Example
AEGENTINA- Current debt- cca. 300 Bil US $. (90 % of
current economic performance in year). The government
rejects or not believe in repayment). 1/3 of loans comes from
private lender. In 2018 IMF provided highest ever loan of 56 Bil
US $.

Global players- Trade Blocs

IB

Overview
◼

What is an International Trade Bloc?

◼

Current Main Blocs

International Trade Bloc
◼

Large free trade zone with one or more tax, tariff and trade
agreements.

◼

Purpose: to facilitate the commerce between the countries
members.

◼

Most usually neighbouring countries.

Economics Integration Agreements

◼

Free Trade Area (FTA) – tariffs among
members eliminated but external tariffs
remain

• Customs Union – collaboration that adds
common external tariffs to an FTA

3-38

Economics Integration Agreements

• Common Market – customs union that
includes mobility of services, people, and
capital within a union
• Complete Economic Integration –
integration on economic and political levels

3-39
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Examples of
Economic Integration Agreements
◼

North America:
❑

◼

◼

◼

North American Free Trade
Agreement (NAFTA)

Central & South America:
❑

Mercosur

❑

Central American Free Trade
Union (DR-CAFTA)

❑

Andean Community (CAN)

Europe:
❑

European Union (EU)

◼

Africa:
❑

Economic Community of West
African States (ECOWAS)

❑

Common Market for Eastern and
Southern Africa (COMESA)

❑

Southern African Development
Community (SADC)

❑

African Free Trade Zone (AFTZ)

❑

African Union (AU)

Asia:
❑

3-41

Association of Southeast Asian
Nations (ASEAN & ASEAN+3)

Main Blocs
◼

European Union (EU)

◼

North America Free Trade Agreement (NAFTA)

◼

Association of Southeast Asian Nations (ASEAN)

◼

Southern African Development Community (SADC)

◼

Southern Common Market (MERCOSUR)

EU
1951: European Coal and Steel Community (ECSC) was set up, with 6
members: Belgium, West Germany, Luxembourg, France, Italy and the
Netherlands.
1957: Treaties of Rome  European Atomic Energy Community
(EURATOM) and European Economic Community (EEC).

1967: institutions of the three European communities were merged.
1992: Treaty of Maastricht  new forms of co-operation between the
member state governments  EU

EU (cont.)
1952/58 (founding members) :
• Belgium
• France
• Germany
• Italy
• Luxembourg
• Netherlands
• Denmark (1973)
• Ireland (1973)
• Greece (1981)
• Portugal (1986)
• Spain (1986)

Sweden (1995)
Finland (1995)
Austria (1995)
Latvia (2004)
Lithuania (2004)
Malta (2004)
Poland (2004)
Slovakia (2004)
Slovenia (2004)
Cyprus (2004)
Czech Republic (2004)
Estonia (2004)
Hungary (2004)
Bulgaria (2007)
Romania (2007)
Croatia (2013)

EU (cont.)
Nowadays…
• Headquarters: in Brussels.
• Many activities, the most important being a common single market.
• Single currency (adopted by 17 out of 28 member states)
• Most powerful regional organization in existence.

NAFTA
1988: beginning of negotiations between US and
Canada.
1991: negotiations were formalized.
August 1992: Mexico decided to join the bloc.

January 1st, 1994: official date of the launch of the
bloc.
Total elimination of customs tariffs → 15 years.

NAFTA (cont.)
Current members: Canada, United States and
Mexico.

Benefits:
- development of all economies, specially the
Mexican one,
- easier to compete with the Japanese economy and
the EU Bloc.

SADC
April 1980: Lusaka Declaration and creation of the
Southern African Development Coordination
Conference (SADCC).
July 1992: Declaration and Treaty  replacement of
SADCC for the Southern African Development
Community (SADC).
Working languages: English, French and Portuguese.
Population 2003: 219.5 millions inhabitants
Main exports: energy, petroleum, natural gas, coal,
electricity.

SADC (cont.)
Members and dates of accession:

1980 (founding members):
Angola
Botswana
Lesotho
Malawi
Mozambique
Namibia Swaziland
Tanzania
Zambia
Zimbabwe

1994:
South Africa
1995:
Mauritius
1997:
Democratic Republic of the
Congo
Seychelles

MERCOSUR
Current members:
- Brazil
- Argentina
- Uruguay
- Paraguay

Special associated
members:
- Bolivia
- Chile

- 12 millions square kilometers;
- 400 millions inhabitants;
- GDP in 2003 of more than US$ 717 billion
 fourth largest economic entity world-wide
(after the EU, NAFTA and Japan)

Econ performance of LA

MERCOSUR (cont.)
Some implications of the Agreement:
• Free movement of goods, services, and factors of
production  elimination of customs duties and
non-tariff restrictions on the movement of goods;
• Establishment of a Common External Tariff (CET);
• Commitment among member States to harmonize
their legislation on the relevant matters in order to
strengthen the integration process.

MERCOSUR (cont.)
From 1991 to 1994: 95% of intra-regional trade was
liberalized.

Nowadays: Mercosur does not have quantitative
restrictions between its members, with the exception of
the automotive sector.

New Emerging World Players
◼
◼

◼
◼

CHINA
INDIA
RUSSIA
BRAZIL

INTRODUCTION BRIC COUNTRIES

Apart from their growth characteristics, the BRIC countries
frankly have little in common

China
Largest population in the world: 1.3 billion.
Since 1978 it has been moving from closed
central planning towards an open market
economy and is increasingly participating as a
major player in the modern world.
It joined the WTO in 2001.

South and East Asia

China´s Economy

REAL GDP Growth
annual percentage change, 2017

Chin
a
6.6 %

World
3.5 %

Source: IMF

NOMINAL GDP
Billions os US dollars, 2017

World
77, 99
thousand

China
11, 8
thousand

Source: IMF

Growth of GDP

Source: Forbes

Why China?
General business environment in China is very inviting
•

it is only a matter of time before China becomes the biggest economy in
the world - sometime between 2030 and 2050

•

China will be also the largest the creditor in the world

•

China has been the fastest-growing major nation with an average annual
GDP growth rate above 10%

•

China's per capita income has grown at an average annual rate of more
than 8% over the last three decades drastically reducing poverty

•

up to 1.3 billion possible consumers

•

is one of the biggest countries in production and consumption covering
almost every industries and products

•

government is improving the investment climate for foreign companies

•

improvement of the infrastructure.

Results of China’s liberalization
➢
➢

➢

➢

GDP growth has maintained an average of 8% in recent years, reminiscent of Japan’s
“catching-up” period in the 1960s and 1970s.
Exports and imports, as well as FDI have surged but with a positive imbalance (exports
exceeding imports) resulting in growing foreign reserves and contributing in particular
to the USA’s massive deficit.
In 2003, China’s external trade reached US$851 billion, ranked the fourth in the global
economy, up from the fifth in 2002.
⚫
Note that over 50% of these exports came from foreign-owned or foreigninvested firms.
Overall the country is now considered to be 6th largest economy in the world and the
second largest market in purchasing power parity (PPP) terms.

MNE investment in China
➢

China holds the double attraction for MNEs of being:
⚫

a growing consumer market
• Note that the Chinese want to buy the best quality available

⚫

➢

an increasingly cost-effective source of inputs, particularly cheap labour.

At the same time the rapid growth of the economy and the country’s growing
purchasing power is channelling investment into transportation, energy, utilities,
communication systems, and other aspects of China’s infrastructure.

➢

In January, China made its first direct investment
in Britain’s creaking infrastructure, The Guardian
reported, when its $410 billion sovereign wealth
fund, China Investment, bought an 8.68% holding
in Kemble, the private owned group that controls
Thames Water, a utility company, in a deal
analysts valued between £600 million and £700
million, or about $940 million and $1.1 billion.

➢

Also in January, the privately held Sany Heavy
Industry, a Chinese machinery manufacturer,
together with the Chinese private equity firm
Citic, bought the German pump maker
Putzmeister Holding, in a deal worth €360 million,
or almost $480 million.

➢

In December, the state-controlled China Three

Countries having the highest deficit in trade
with China

USA-

Hongkong

294,4
60,8
58

India
33
30
20
17,3
16,8
16,3

Mexico
Poland
Spain
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Area : 3.3 Million sq. km
Border Countries: Afghanistan and Pakistan to
the north-west; China, Bhutan and Nepal to the
north; Myanmar to the east; and Bangladesh to
the east of West Bengal

Main business partners of India
Imports to India

Exports from India

Total imports: 166 mld. EUR

Total exports: 262,2 mld. EUR

from:

from:

European Union
UAE

18,8 %
13,4 %

European Union

12,2 %

China

11,9 %

USA

10,7 %

UAE

8,9 %

China

7,9 %

Switzerland

6,4 %

Hong Kong

4,3 %

Saudi Arabia

5,9 %

