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Chapter 1

Globalisation: An Introduction 
“May all the nations soon throw down the barriers which separate them
.”

Frederic Bastiat, French Economist 1846.

Introduction 

Globalisation is a fact of life today. With trade and investment barriers between countries rapidly breaking down, companies are spreading their operations across the globe and targeting consumers across countries. More and more companies are increasingly taking into account what is happening across the world, rather than in only the country in which they are based. Even companies which offer their goods and services only in their domestic markets are affected if they face competition from global players. In short, globalisation is affecting a vast section of business and society, whether people realise it or not.

The major change since the previous edition of this book was published in 2001 is how the emerging markets like India are rapidly becoming integrated into the global economy. Sixty-one  of the Fortune Global 500 companies in 2007 came from emerging markets, compared to 28, two decades ago. The total value of emerging market shares increased from $80 billion about 25 years ago to $1.2 trillion in 2000 and has now (mid-2007) hit $6.4 trillion on an Emerging Markets Index constructed by Morgan Stanley. According to the Boston Consulting Group, the top 100 companies from the world’s fastest growing economies had combined revenues of $715 billion in 2005.  They are currently growing 10 times faster than their US counterparts, 24 times faster than Japan’s and 34 times faster than Germany’s. Most importantly, there has been a mindset change in developing countries.  Both in terms of optimism and ambition, countries like India and China are clearly on a high.
Our own country India, is very much in the thick of action. It is now quite common for Indian companies and their CEOs to be featured on the cover of international magazines like Fortune, BusinessWeek, Forbes, Newsweek and Time. Blue chip companies like Ranbaxy, Dr. Reddy’s, Tata Steel, Tata Motors, Asian paints, Bharat Forge, Tata Consultancy Services, Infosys, Wipro, Satyam and NIIT are exploring various overseas locations, to market their wares, set up full-fledged operations and R&D (Research & Development) centres and are inviting international experts to join their board. They are also following international disclosure norms and tapping capital markets in the West to fund their future expansion plans. And some of them have significantly expanded their presence in countries like China, Brazil  and Malaysia to tap the local talent pool. 
Another change since the first edition of the book was published in 2001, is the difference in lingo. The term globalization is somewhat less used today and has given way to another buzzword, offshoring, i.e., locating activities in emerging markets like India to cut costs and leverage the local talent. Another increasingly used word is nearshoring, i.e., the tendency among western companies to locate operations in regions like Eastern Europe to take advantage of geographical and cultural proximity, even if the costs are somewhat higher than those in countries like India. Yet another trend is insourcing, the strategy of some companies in emerging markets to locate activities in developed countries to provide products and services of higher quality and perceived value to customers. The overall strategy of companies making the optimal use of off shoring, nearshoring and insourcing is coming to be called total sourcing. It would not be entirely inappropriate to say that it is total sourcing which comes closest in meaning to the term globalization. We shall keep exploring this theme in the later chapters of the book. 
This book examines the opportunities to globalize in today’s business environment, how companies can make use of these opportunities and how they must manage the risks involved. By understanding how different companies have gone about globalizing and how they have handled various challenges, the book attempts to capture the best practices and lessons for the late movers. At an even higher level, the book also examines the role of national governments in today’s global business environment. 
Exhibit 1.1
Different levels of globalization
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 (Based on the work of Vijay Govindarajan and Anil Gupta)
A Historical Perspective

Though globalisation is a hot topic for discussion today, it is not as if the world is seeing  rapid international economic integration for the first time. As Thomas Friedman mentions in his book, “The world is flat,” the first phase of globalisation started in 1492 when Christopher Columbus sailed around the world. This phase continued till about 1800. Countries and governments led the way, the main  medium being sailing ships. The primary questions in this phase were: “Where does my country fit into global competition and opportunities? How can I go global and collaborate with others through my country?”
The British East India Company is a great example of this phase of globalisation. Indeed, it has been described as the mother of the modern corporation. During its 250 odd years of existence, the company established a global network that stretched from Britain across the Atlantic
 and around the gulf and on to India. Trading posts were established at St Helena in the mid-Atlantic, factories in the middle East and a national network in India. Penang, Singapore and Canton were some of the other important hubs in the company’s global network. But the East India company was only one of a number of companies who received a royal charter from the British state to exploit business opportunities in an age of European expansion and exploration. The others were Muscovy Company (1555), Levant Company (1581), the Company of Royal Adventures (1663), the Royal African company (1672), Virginia company (1606) and Hudson Bay (1670). (The Hudson Bay continues in a new avataar as one of Canada’s largest department stores). The Portuguese, Spanish, French and the Dutch were also active globally. 
The Multilateral Trading System

In the past 50 years, there has been a phenomenal growth in world trade.  Much of the credit goes to The General Agreement on Tariffs and Trade (GATT) which succeeded in reducing both tariff and non tariff barriers.  The first GATT rounds dealt mainly with tariff reductions. Later rounds covered anti-dumping and non-tariff measures. The last round — the 1986-94 Uruguay Round — led to the WTO’s creation.

Based in Geneva, the WTO has nearly 150 members, accounting for over 97% of world trade. Vietnam became the 150th Member of the WTO on 11 January 2007. Currently (in January 2007) 28 governments are pursuing their accession to the WTO: Afghanistan, Algeria, Andorra, Azerbaijan, Bahamas, Belarus, Bhutan, Bosnia and Herzegovina, Cape Verde, Ethiopia, Iran, Iraq, Kazakhstan, Lao PDR, Lebanon, Libya, Montenegro, Russian Federation, Samoa, Sao Tomé and Principe, Serbia, Seychelles, Sudan, Tajikistan, Ukraine, Uzbekistan, Vanuatu and Yemen. WTO membership is open to any country or customs territory having full autonomy in the conduct of its trade policies. 
The WTO’s  main function is to ensure the smooth and predictable conduct of international trade. At the core of the WTO is the multilateral trading system. Decisions are made typically by consensus. A majority vote is also possible but it has never been used in the WTO.  Trade friction is handled by the WTO's dispute settlement process by interpreting agreements and commitments, and ensuring that countries' trade policies conform with them. The WTO, attempts to run a non-discriminatory trading system that spells out the rights and obligations of members.  It tries to ensure that each country’s exports are given a consistent and fair treatment in other member countries.
The WTO's top decision making body, the Ministerial Conference, meets once in two years.  Below this is the General Council which meets several times a year in Geneva and reviews trade policies and settles disputes. The Goods Council, Services Council and Intellectual Property Council report to the General Council.  Besides, there are also specialised committees, working groups and working parties. Till now, six ministerial conferences have been held in Singapore (1996), Geneva (1998), Seattle (2000), Doha (2001), Cancun (2003) and Hong Kong (2005).  The WTO Secretariat is headed by a Director General but its powers are limited as decisions are taken mostly by members.  The election of the Director General has often been a contentious issue. Europe, America and the developing countries have often had differing views.  
The multilateral trading system has evolved and continues to evolve with time as the global economy becomes more sophisticated and trade patterns continue to change. It all began with trade in goods. From 1947 to 1994, GATT focused on negotiating lower customs duty rates and other trade barriers. Since 1995, the updated GATT has become the WTO’s umbrella agreement for trade in goods. It has annexures dealing with specific sectors such as agriculture and textiles, and with specific issues such as state trading, product standards, subsidies and actions against dumping. 
Services have become increasingly important in recent years. Banks, insurance firms, telecommunications companies, tour operators, hotel chains and transport companies can now enjoy the same principles of free and fair trade that earlier applied to trade in goods. These principles appear in the new General Agreement on Trade in Services (GATS). WTO members have also made individual commitments under GATS stating which of their services sectors they are willing to open to foreign competition, and how open those markets are. 
In the knowledge economy, intellectual property  has become increasingly important. The WTO’s intellectual property agreement covers rules for trade and investment in ideas and creativity. The rules state how copyrights, patents, trademarks, geographical names used to identify products, should be protected when trade is involved.

The WTO has launched various initiatives to maintain the tempo of trade liberalization. In 1997, 69 governments agreed to a major liberalisation of telecom services.  During the year, 40 countries finalised agreements  for free trade in information technology products and 70 members concluded  a major deal for financial services.    

In 2000, new talks started on agriculture and services. These talks have now been incorporated into a broader agenda launched at the fourth WTO Ministerial Conference in Doha, Qatar, in November 2001. 

The Doha Development Agenda (DDA), has added negotiations and other work on non-agricultural tariffs, trade and environment. The Doha round has also focused on WTO rules such as anti-dumping and subsidies, investment, competition policy, trade facilitation, transparency in government procurement, intellectual property, and other challenges that developing countries face in implementing the present WTO agreements. 
The Fifth Ministerial Conference in Cancún, Mexico, in September 2003, focused on how to complete the rest of the negotiations. But the meeting was soured by discord on agricultural issues, including cotton, and ended in a deadlock on the “Singapore issues” (trade and investment, trade and competition policy transparency in government procurement and trade facilitation). Real progress on some key issues was not evident until the early hours of 1 August 2004 with a set of decisions in the General Council. The original 1 January 2005 deadline was missed. After that, members unofficially aimed to finish the negotiations by the end of 2006, again unsuccessfully. Further progress was made at the Hong Kong Ministerial Conference in December 2005, but some gaps remained unbridgeable. Director-General Pascal Lamy suspended the negotiations in July 2006. Efforts have continued since then to achieve a breakthrough. 

More than 75% of WTO members are developing or least developed countries, who enjoy various concessions, such as more time for implementing agreements and more trading opportunities. In 1997, a high-level meeting on trade initiatives and technical assistance for least-developed countries resulted in an “integrated framework” involving six intergovernmental agencies, to help least-developed countries increase their ability to trade, and some additional preferential market access agreements. As mentioned earlier, the 2001 Ministerial Conference in Doha set out tasks, including negotiations, for a wide range of issues concerning developing countries. A WTO committee on trade and development, assisted by a sub-committee on least-developed countries, has been examining developing countries’ special needs. Its responsibility includes implementation of the agreements, technical cooperation, and the increased participation of developing countries in the global trading system. 

The WTO has an elaborate procedure for resolving trade disputes under the Dispute Settlement Understanding. Countries bring disputes to the WTO if they think their rights under the agreements are being infringed. Judgements by specially-appointed independent experts are based on interpretations of the agreements and individual countries’ commitments. The system encourages the settlement of differences through consultation. Failing that, countries can follow a carefully mapped out, stage-by-stage procedure that includes the possibility of a ruling by a panel of experts, and the chance to appeal against the ruling on legal grounds. Around 300 cases were brought to the WTO in eight years compared to the 300 disputes dealt with during the entire life of GATT (1947–94). 
Between 1658 and 1688, the British East India Company made 404 voyages between London and the East Indies. Cotton, silk pepper, indigo, saltpeter, coffee and tea were among the major traded commodities. The company’s profits grew smartly in the 1680s. The share price more than quadrupled from £60  in 1664 to £300 in 1680. Between 1657 and 1691, the proprietors received 840% in dividends on their original investment. And between 1681 and 1685, the company exported 240 tonnes of silver and 7 tonnes of gold to India. In short, though the East India company was started with government backing, it was driven by private enterprise. And indeed as Nick Robbins
  mentions, the company became the forerunner of the modern multinational.  
The next phase of globalization was largely driven by multinational companies. The key questions during this phase were: “Where does my company fit into the global economy? How does it take advantage of the opportunities? How can I go global and collaborate with others through my company? Early during this phase, globalization was facilitated by falling transportation costs thanks mainly to stream engines and railways. Later, the key driver was a sharp decrease in  telecommunication costs thanks to the telegraph and telephones. Subsequently, the PC (Personal Computer) arrived, followed by fibre optic cable and rapid commercial use of the Internet. 
Since the new millennium, we have been seeing the third phase of globalization. Now there is much more broad based participation with even individuals finding it easy to collaborate and compete globally. The combination of the PC, fibre optic cable and work flow software are making this possible. Unlike the first two phases of globalization which were largely driven by the Americans and Europeans, this third phase is driven by people from all over the world.  In their recent book, ‘Wikinomics,’ Don Tapscott and Antony D Williams describe this phenomenon as peering. Thanks to information technology in general and collaboration tools in particular, masses of people can collaborate openly to drive innovation and growth in their industries. These new collaboration tools are enabling thousands of individuals to co create products, access markets and satisfy customers in ways that only large corporations could manage in the past.   
The growth of trade

During the 50 years before World War I, the world saw large movements of goods, capital and people across national borders. Later, protectionism increased, and during the inter war period, world trade shrank. Subsequently, countries realised the need to remove trade barriers and attempted to come together through a new institutional mechanism, the General Agreement on Tariffs and Trade (GATT). This institution conducted several rounds of talks among member countries to reduce both tariff and non tariff barriers. As a result, international trade volumes picked up again. GATT subsequently gave way to the World Trade Organization (WTO). (See Box Item on the Multilateral Trading System). The ratio of exports to global output increased from 7%
 in 1950 to 15% by the mid 1990s. This momentum has been carried forward into the new millennium. 
According to a World Bank estimate
, the share in world output of multinational affiliates increased from 4.5% in 1970 to 7.5% in 1995. As multinational corporations (MNCs) spread their wings, intra firm trade is also increasing. In the US, by the early 1990s, intra firm imports were accounting for more than 40% of total imports. By this time
, an estimated 70% of global payments of royalties and fees were apparently transactions among parent companies and their overseas subsidiaries. Between 1966 and 19938, exports by companies in which US MNCs had a majority shareholding, rose from 20% of sales to 40%. According to a study conducted by McKinsey, global markets9 accounted for $6 trillion (20%) of the world’s GDP of $28 trillion in 1997. By 2027,  McKinsey expects the contribution of global markets to jump to $73 trillion, more than 80% of the world’s output.

But even more than the developed world, the multilateral institutional framework for global trade has helped many developing countries. One country which has benefited from the multilateral trading system is Bangladesh. In 2006, Bangladesh exported clothes worth approximately $8.9 billion or 80% of the country’s total exports. About 2 million people are directly employed and another 15 million indirectly. Going by current trends, Bangladesh will soon overtake India in garment exports. The country has made good use of its labour resources. Wages are lower, compared not only to rivals such as India but also China, Cambodia and Vietnam. Bangladesh is particularly strong in knitwear which makes up over 50% of garment exports. 

The globalization of capital

In the past three decades, along with liberalisation of trade, restrictions on capital flows have also been eliminated to a large extent. Till the early 1970s, the major countries of the world followed the Bretton Woods exchange rate system. This essentially meant fixed exchange rates, with the dollar acting as the international reserve currency. Later, the US ran up huge trade deficits and was forced to devalue the dollar. By this time, the greenback had lost some amount of credibility while currencies such as the Deutschemark and the Yen had strengthened.  In the early 1970s, the Bretton Woods system collapsed and floating exchange rates came into existence. The US and Germany soon removed capital controls, followed by Britain (1979). Other countries such as Japan, France and Italy followed.  

Exhibit 1.2

The rise and rise of emerging markets

	                   Company
	           Country

	· Samsung & Hyundai
	
South Korea

	· Taiwan Semi Conductor & HonHai
	
Taiwan

	· Lenovo
	
China

	· Infosys
	
India

	· Cemex & Gruopo Modelo
	
Mexico

	· CVRD & Embraer
	
Brazil


Source: Newsweek, 8 October, 2007

The rapid integration of the world’s financial markets is symbolized by the widespread use of global currencies such as the US Dollar and the Euro.  Indeed, some countries like Panama, Ecuador and El Salvador have surrendered their national currencies and embraced the US Dollar, a phenomenon described by economists as Dollarisation.  But in the last six years, the dollar has declined in relative importance even as the Euro has emerged as a strong currency. In particular, through most of 2007, the dollar has taken a severe beating due to concerns about the huge current account deficit and the banking crisis. The Sterling, Swiss Franc and Yen are some of the other popularly traded currencies in the foreign exchange markets.

Between
 1970 and 1997, as many as 102 countries removed exchange controls relating to the imports of goods and services.  In the past ten years, this trend has only accelerated with countries like India and China leading the way. Now we are seeing the ease of restrictions on capital flows. Recent Reserve Bank of India guidelines
, have  raised the ceiling on investments in overseas ventures to 400% of the net worth from 300%. The limits on portfolio investments have been increased from the earlier 35% of the net worth to 50%. Companies have also been allowed to repay overseas loans of upto $500 million (earlier $400 million) without RBI’s express permission. Resident individuals can make remittances of upto $200,000 (earlier $100,000). While these steps may look small in a global economy which sees movements of billions of dollars across countries each day, it does show that India too is slowly but surely moving in the direction of capital account convertibility. 
The flow of capital has accelerated thanks to the Foreign Institutional Investors (FIIs) who are making huge investments in emerging markets like India. According to the Institute of International Finance
, total flows to emerging markets reached  $782.4 billion in 2007, compared to $ 568.2bn in 2006 and $521bn in 2005. FDI jumped from $167.4 billion in 2006 to $255.6 bn in 2007.  At the same time, companies based in emerging markets like India and China have also made big overseas acquisitions in recent years. Even companies and institutions based in the middle east are making major global forays. Following the recent sub prime crisis, the global banks, Merrill Lynch, UBS and Citigroup have accepted major chunks of capital from investors based in the middle east to shore up their capital  base.
In the past 20 years, stock markets across the world have undergone a sea change due to greater and greater global integration. During the recent sub prime crisis, the market turmoil after starting with housing loan defaults in the US, has affected banks in Germany, the currency markets in the Asia Pacific and the stock markets in India. Increasingly brokers on Dalal Street in Mumbai have to take into account what their counterparts on Wall Street in New York are doing as they make bids and offers for stocks. Indian brokers also watch keenly the policy decisions and announcements made by the central bank of the US, the Federal Reserve. An interest rate cut on September 8, 2007, by the Fed drove the Indian markets crazy. At the same time, a less-than-expected rate cut by the Fed in December, drove Indian stock prices downwards. In the third week of January 2008, the Sensex seemed to be falling into a bottomless pit when a sharp 0.75% cut in the interest rate by the Fed restored sanity on Dalal Street. 
Exhibit 1.3

Global logics and their implications

	Global Logic
	Implications

	· Customer
	· Customer across the world are looking for similar benefits/functionality

	· Purchasing
	· Customer are purchasing globally

	· Competitive
	· Competitors are going global

	· Industry
	· Critical success factors in the industry are same across the world

	· Size
	· Minimum size may mean huge investments that can be recouped  only through global marketing

	· Regulatory
	· Similar regulations exists across countries


 (Based on the work of Jeannet and Hennessey)
According to a study by McKinsey Global Institute, in 2005, worldwide cross-border capital flows, which include foreign purchases of equity and debt securities, cross-border lending, and foreign direct investment—increased to more than $6 trillion. Since 1990, cross-border capital flows have grown by 10.7 percent annually, outpacing growth in world GDP (3.5 percent), trade (5.8 percent), and financial stock (8.7 percent). Roughly 25% of debt securities and 20% of equities are now owned by investors outside the local issuing markets. National financial markets are increasingly becoming integrated into a single global market for capital.
The rise of sovereign wealth funds is a manifestation of this phenomenon. It is estimated that these funds have about $2.0 trillion to invest
. With about 2% of the assets traded throughout the world, these funds control volumes of trading almost as large as the global hedge fund industry. The sovereign wealth funds have been investing in various industries including telecoms, technology, aerospace, entertainment and banking. Essentially what we are seeing is the trade deficits of countries like the US being financed by high savings economies in the middle east and Asia. Among the funds making the headlines are UAE’s  Abu Dhabi Investment Authority, Singapore’s GIC and Temasek Holdings, China Investment Corporation, Quatar Investment Authority and Brunei Investment Authority. The rise of these funds has been fuelled by a boom in commodities especially oil and years of running current account surpluses by the respective countries. The dollars which flowed in, were first invested in US treasury bills. But as returns on these bills are low, investments are now being made in ventures which promise higher returns. The relative secrecy under which the funds operate and their potential political ambitions have attracted criticism from various political leaders in the west including Nicholas Sarkozy of France, Angela Markel of Germany and Hilary Clinton of the US. Will this lead to protectionism
? Reacting to these concerns, some of these wealth funds have promised better disclosures of their investments. 
Exhibit 1.4
The Three As of globalization
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Source: Pankaj Ghemawat, “Redefining global strategy,” Harvard Business School Press, 2007 

Changing demographics

Changing demographics is also encouraging globalization. The rapid ageing of society in Japan and many parts of Europe means that these regions will face a labour shortage in the coming years. This will make it increasingly difficult for the current social welfare system to take care of the retired people. Along with offshoring, immigration is emerging as a potential solution here. The European Union Justice Commissioner
, Franco Frettini mentioned last year that the time had come to view immigration more positively. Realising that Australia, Canada and USA have been far more successful in attracting and absorbing immigrants into their society, Frattini has plans to introduce an EU blue card to compete with the US green card. Skilled workers can apply for a two year residency that can be further extended. People staying consecutively for five years, can apply for a permanent residency status. True, a more liberal immigration policy will undoubtedly face political opposition. However, the very fact that a leading EU administrator is making out a case for easier movement of people across borders clearly shows the likely trends ahead. Greater people mobility will undoubtedly add that extra momentum to globalization. Meanwhile changing demographics is also changing the patterns of social interaction. As Tapscott and Williams mention in their book, Wikinomics, a new generation, comfortable with the Internet and various collaboration tools is emerging as a force to reckon with. These youngsters are taking to social networking and open source projects, as fish take to water. Consequently, a vibrant global market place for ideas has been created. 
Advancements in communications 
Technology is acting as a great leveler. Plunging communication costs are enabling firms to conduct business activities globally, without being handicapped by locations or distances. Phone calls can be made over the Internet at zero or close to zero cost. At the same time, people can travel in comfort and fast when required, thanks to the global airline network.
Compare this with the British East India company, a couple of hundred years back. A round trip from London to India and back would take the company’s traders two years! The exchange of information was woefully slow, making planning and coordination extremely difficult. And to complicate matters, hazardous conditions prevailed during the voyages and period of service. Over half the employees of the Company posted to Asia, died in service.
Cheap and efficient electronic communication have made it possible for firms to locate different parts of their business in different countries, without worrying about coordination. According to a McKinsey study, in the late 1990s, the expenditure involved in the coordination of work among different parties accounted for 51% of labour costs in the US. Technology is slashing such costs and eliminating the need for expensive face-to-face encounters between buyers and sellers. Computing costs have also come down sharply and are expected to drop further. Many businesses are conducted on a computer screen or over the phone. Activities ranging from writing software to selling airline tickets can be carried out anywhere in the world, through satellite links and computer networks. In the Wiki world, mass collaboration is possible without the need for people having to sit across the table.
Explosion in global finance

According to Diana Farrell, Susan M. Lund, and Alexander N. Maasry of the Mckinsey Global Institute. the world’s financial assets—including stocks, bonds, and other instruments—totaled  more than $140 trillion in 2005 and may reach $214 trillion by 2010. In 1980 the global financial assets roughly equaled world GDP. By 1993 they were twice as big, and by the end of 2005 they had risen to 316 percent—more than three times the size—of world GDP. Deeper financial markets are facilitating a more efficient allocation of capital and risk, creating more choices for investing savings and raising capital, respectively. Which is probably why emerging markets like China have been able to attract huge amounts of capital from developed countries. 
While the United States remains the largest financial market, the Eurozone1 has emerged as a financial powerhouse. The Eurozone, the United Kingdom, and the United States today account for some 80 percent of all cross-border capital flows. By contrast, Japan despite being the world’s second largest economy, is somewhat insulated. The country’s capital flows are smaller even than China’s, although China’s stock of financial assets is only one-quarter the size of Japan’s.

The US which plays a central role in the global financial system, receives mainly debt inflows (US Treasury bills are very popular investment vehicles indeed) and sends out equity and outflows of foreign direct investment. Its capital inflows and outflows totaled roughly $1.5 trillion in 2005. Capital flows between the Eurozone and the rest of the world are similar in size. (In addition, cross-border capital flows within the Eurozone totaled $1.7 trillion in 2005.) Despite a relatively small domestic financial market, the United Kingdom also is an important global financial intermediary, particularly for cross-border bank lending. Its total inflows and outflows averaged $1.4 trillion each year from 2001 to 2005. 

The value of total global financial assets (including equities, government and corporate debt securities, and bank deposits) has expanded to $140 trillion (by the end of 2005). Just four areas—the Eurozone, Japan, the UK, and the US — continue to account for more than 80 percent of the world’s financial assets. The US remains the largest market, with $50 trillion in assets at the end of 2005, nearly 70 percent of them in equity and private-debt securities. The Eurozone has the second-largest financial market, with nearly $30 trillion in financial assets; Japan ranks third with $19.5 trillion. The UK market has less than $8 trillion in financial assets but is an important intermediary for cross-border capital flows and international banks.

The Eurozone’s financial markets, added $3.3 trillion of financial assets in 2005, boosting their financial depth to more than three times the Eurozone’s combined GDP. Although the US and the UK have greater financial depth, the Eurozone’s financial depth has grown at a rate of 6 percent annually over the past ten years, twice the pace of those two hubs. The Eurozone’s financial markets are also shifting away from traditional banking, towards equity and bond markets. 

Asian financial markets remain fragmented and differ widely. Japan, has a very large market for government debt. Nearly three-quarters of China’s more than $5 trillion in financial assets is held as bank deposits. India’s financial system, with $1.4 trillion in assets, though significantly smaller than China’s, is more balanced  with a relatively large and fairly sophisticated equity market. 

The rise and rise of the Internet
While technology in general has helped in making the world a global village, a particularly important influence on global business has been the dramatic growth of the Internet. This has led to the rapid emergence of what has come to be known as the New Economy. Thanks to the Internet, new methods of procurement, product development, sales and distribution are emerging. The Internet (Net) is making national borders less if not completely irrelevant in the manufacture and distribution of many goods and services. More and more companies are embracing the Net and taking full advantage of its capabilities to cut costs and spread their reach. True, after a lot of hype and euphoria, the dotcom bubble burst in 2000. But that was mainly because few people had a clear idea of how the Internet would enable businesses to reengineer themselves. In the past seven years, the utility of the Internet has become more obvious and exciting possibilities have clearly emerged.  
There are countless examples of companies using the Net to build what seem fairly sustainable business models. These include pure pay dotcoms like Google, Amazon and eBay. At the same time, companies like Cisco, Dell and Oracle have reengineered themselves using the Net. Even the quintessential brick and mortar retail giant, Wal-Mart has really leveraged the Internet. As John Fleming, a senior Wal-Mart executive recently mentioned
, “We have about 20 million customers who shop at walmart.com, and 94% of those customers also shop at Wal-Mart once a month. There are Wal-Mart shoppers who are looking beyond the store for things that the online channel can provide – whether it is information, additional services or assortments. We carry over 1.2 million SKUs online, as opposed to an average of 130,000 SKUs in stores. And online, we can also see the things consumers are looking for that we don’t carry. So whereas we used to see walmart.com as just another channel, now we see it as a complement to the stores and to the Wal-Mart brand.”
Computer manufacturer, Dell has been able to achieve ‘virtual’ vertical integration using the Net.  Amazon.com has been selling books globally without having set up ‘brick and mortar’ stores around the world. Ebay is using the Internet to conduct auctions among people across the world, for a mind-boggling range of items.   Word class education is being provided on the Net to students all over the world, by virtual universities. Google, the search engine is enabling people to search and locate useful information from books located in various leading libraries.
The Net is helping global companies cut costs by automating various processes, and reducing manual errors. At the same time, it is improving responsiveness to consumer needs by capturing more information in real time. This enables companies to customize their offerings to meet even the needs of small segments. In the past, industries like automobiles used batch processes where production was taken up only after the order was received. This ensured a high degree of customisation, but resulted in high costs. Later, companies developed mass production assembly lines that reduced costs by producing large quantities of an item, in a fairly standardised manner.  Unfortunately, mass production systems, although very cost effective, do not have the required flexibility to respond quickly and efficiently to the specialised needs of small market segments. For many marketers today, the real challenge is to offer customised products for several small market segments, economically and efficiently. This is referred to as mass customization. The Net is facilitating mass customization by collecting and processing information quickly and efficiently. For example, Dell's website allows customers to choose their own configuration. Similarly, automobile companies are offering customized cars, using the Internet. 
The Net has acted as a great leveler (and created a flat world in Thomas Friedman’s language) and created exciting opportunities for even small companies, who can now expand globally using a virtual network.  These firms can cut procurement costs significantly by processing information far more efficiently. Traditionally handicapped by lack of buying clout, such firms have found it time consuming and expensive to strike the best deal.  The Net has made it possible for online intermediaries, to pool the buying power of small businesses and negotiate discounts on their behalf. The Net also facilitates efficient search for alternatives. So it is quite difficult for a particular vendor to get away by quoting exorbitant prices. All this is good news for small companies.
The Net is facilitating the faster diffusion of new ideas, technologies and innovations from the developed to the developing countries.  In the past, it took decades and sometimes, even centuries for the benefits of innovations such as railways, telephones and electricity, to trickle down to developing countries.  Thanks to the Net, emerging markets have a real chance of catching up fast with developed countries. And of course, enterprising people in emerging markets have an unique opportunity to get a global audience for their ideas, products and services. The net is allowing even small companies to have easy access to markets, that in the past only larger companies could enter. A good example is the Indian online tuition provider, Tutor vista which is discussed in more detail, subsequently in the chapter.  Smaller companies can coordinate overseas operations cost effectively. And the way Google managed its IPO shows that the Net can even be used as a powerful medium for raising capital. 
One of the pillars of modern society is education. The Net is making a tremendous impact here. Professors based in different countries are collaborating, exchanging notes regularly and writing research papers and books jointly.  They are putting up their working papers on the Net to get quick feedback from peers. The Web is also enabling students in Third World countries to receive instruction from world class professors based in countries such as the US.  Such instruction would be prohibitively expensive in a conventional classroom format.  The day is not far when great lectures on all important subjects will be available on the Internet. Teachers will be able to design their core presentation around these lectures and then add value by developing more in-depth material and offering personalised instruction that takes into account local needs.  The Net will also for the first time, allow educational institutions to make bold strides in experiential learning.  Experiential learning has traditionally been expensive, involving as it does, field trips or experiments.  The Net can provide a virtual world of simulations that to a large extent can replicate real life experiences. Google Earth and Google Moon are good examples. 
The exciting possibilities offered by the Net in education are well illustrated by the success of the Indian dotcom start up, TutorVista, (mentioned a little earlier) which  offers personalized online private tution to high school students in the US. It charges $100 per month for unlimited hours of tution. The subjects covered include English, Mathematics, Science, History and Geography. The company also offers coaching for professional admission tests such as SAT and TOEFL. TutorVista has 600 teachers all working from their homes. Many of them are  based in India but some are in the Philippines, Hong Kong (a base for teaching Mandarin) and Singapore. The company is currently looking beyond the US at markets like the UK and Korea. A 52 strong technology team is constantly fine tuning and improving the educational platform. Pedagogic tools include a whiteboard, speech and keyboard chat. 
As Tapscott & Williams
 mention, the trend will be more and more towards mobilizing the collective knowledge and capabilities of thousands of people working in different locations: “Whether designing an airplane, assembling a motorcycle, or analysing the human genome, the ability to integrate the talents of dispersed individuals and organizations is becoming the defining competency for managers and firms.”
Concerns have been expressed that trust is extremely difficult to achieve over a digital network.  And it is trust which drives modern society. If digital transactions start dominating, will human interaction start reducing, thereby eroding trust? Will man no longer be a “social animal”?
But others like Microsoft chairman, Bill Gates
 argue that the Net will facilitate more human interaction:  "It's easy to speculate that the Web lifestyle, with everyone off in his  or her own little world will cause society to fly apart.  I believe the opposite is actually true.  Just as the phone and e-mail have increased contact between people living in different communities and between people on the go, the PC and the Internet give us another way to communicate. They don't take any away." So the most likely scenario is that while face-to-face contacts will remain important in building trust, the Net will act as a good complement. As bandwidth improves and streaming videos improve in quality, “virtuality” will increasingly come to resemble “reality.” 
There are already indicators that this is happening. Social networking sites like Orkut, My Space and Facebook are among the most popular sites today on the Internet. People can get to know each other, share information, documents and photographs and socialize without being handicapped by location. Encouraged by the success of social networking, companies like IBM, Google, TCS and Wipro have created internal social networking sites. Employees can chat, manage blogs, share pictures and create communities. 
Challenges ahead 
Globalization, however, still has its cynics and critics.  As the Economist magazine reported
, “But despite the spectacular rise in living standards that has occurred as barriers between nations have fallen, and despite the resulting escape from poverty by hundreds of millions of people in those places that have joined the world economy, it is still hard to convince publics and politicians of the merits of openness.”  If we view globalization as simply the adoption of international capitalism, we will better appreciate where the problem lies. Bill Emmott
  provides a deep insight when he mentions that feelings about capitalism have always been and will continue to be mixed. Capitalism appeals to the competitive instinct in man, creates incentives and promotes risk taking. But man is at  heart a social animal, who finds meaning in cooperation and working for the larger good of society. “The losers, the less successful, are always likely to think of fighting against the outcomes of capitalism. Yet even the winners, the more successful, feel a clash between their selfish instincts and their moral ones.” 

And as scholar Lant Pritchett mentions
, though globalization may have created wealth, the gap between the richest and the poorest has widened. In 1870, Britain and the US had a per capita income that was nine times that of the poorest country. In 1990, America’s per capita income was about 45 times that of a poor country like Ethiopia. In the 1870s, the world’s 17 richest countries had an average per capita income that was 2.4 times as high as all other countries. In the 1990s, this figure increased to 4.5. 

That is why the 1846 dream of Frederic Bastiat, quoted at the beginning of the chapter and that of Beatles singer, John Lennon who asked people to “imagine there’s no countries” in his 1971 song, have yet to be realized fully.

Meanwhile, other delicate issues do remain to be addressed as globalisation gains momentum. Integrated capital markets provide more opportunities to raise capital. But integration also means that shocks in one part of the world get quickly transmitted to other parts of the world. Capital flows, while facilitating the more efficient use of resources, are also increasing volatility in international financial markets. During the Asian currency crisis, which began in the middle of 1997 and continued well into 1998, countries like Thailand, Philippines, South Korea and Indonesia plunged into economic crisis when their currencies came under heavy speculative attack. A similar phenomenon now seems to be happening in the developed world, after the unfolding of the sub prime crisis.  Initial reports of the problem were reported in the US. But there is now clear evidence that Europe has been affected and there has been some impact on the Asian markets as well. After some initial euphoria and optimism about the “decoupling” of emerging markets from the developed world, people are now talking of “recoupling.”
Meanwhile, globalization is also not proceeding with as much speed and momentum as the media hype would seem to suggest. Based on his extensive research
, Harvard Business School professor, Pankaj Ghemawat mentions that differences between countries continue to be larger than acknowledged. Most types of economic activity are still localized by country. The ratio of FDI to overall fixed capital formation was less than 10% during each of the years, 2003, 2004 and 2005. Ghemawat uses the term semi globalization to describe this phenomenon. Companies must take into account both the barriers and bridges between countries to succeed in the global market place.
Writers such as John Naisbitt have referred to what they call the global paradox. Even as a global economy emerges, many local issues will continue to dominate. Naisbitt has argued, that while people do want to come together to trade more freely, they would like to retain their cultural and political independence. So integration of different economies can only take place up to a point. Recall the recent resistance to a single European constitution and greater political integration in several European countries. 

The importance of local factors has also been articulated by former Dutch Primer Minister Ruud Lubbers. He mentions that in a globalizing world, “people turn to local and ethnical identities to distinguish themselves from others. They accentuate their uniqueness, look for identification with local groups, cultural, ethnic notions.” But most of the time, local identification is constructive and raises solidarity between group members, without threatening outsiders.


The rise of the Net is also throwing up some intriguing issues such as online privacy. One company which finds itself in the hot seat today is Google which stores various customer related information on its site for years together. The European Union data protection authorities have questioned the length of time Google keeps data on individuals using its search engines. Google is taking various steps to deal with the situation. It is working with international bodies to draft OECD privacy guidelines, some of which, framed in 1980, have clearly become outdated. 

But these concerns do not effectively make out a case for going back. Globalisation is here to stay. As the Economist has argued
, globalization is the best way to eradicate poverty and raise living standards across the world: “Although the case for reducing poverty by sending more aid to the poorest countries has some merit, the experience of China, South Korea, Chile and India shows that the much better and more powerful way to deal with poverty is to use the solution that worked in the past in America, Western Europe and Japan: open, trading economies, exploiting the full infrastructure of capitalism amid a rule of law provided by government. In other words, globalization.”
What this book covers

This book is about globalization. The best way to understand globalisation is by looking at the world around us and understand how some of the successful regions, nations and global companies have evolved and how they operate today.  Throughout this book, we provide several examples to illustrate the challenges and opportunities in the global business environment. 

A major portion of this book will deal with multi national corporations (MNCs). These companies have been both praised and attacked. While they have been praised for their efficient management practices, systems and processes, and for bringing new technology to developing countries, they have also been attacked for exploiting cheap labour and natural resources in overseas locations. They have been accused of supporting repressive regimes, paying bribes to secure political influence, not respecting human rights and destabilizing national governments they do not approve.  They have also been criticised for misleading and deceptive advertising, polluting the environment and using technologies that are inappropriate for developing countries. Be that as it may, we need to appreciate that MNCs today play a critical role in the global economy. There is no doubt that MNCs have been agents of change and progress and helped disseminate technological and managerial excellence across the world. Take the example of Hindustan Unilever Ltd (earlier Hindustan Lever Ltd), the Indian subsidiary of Unilever. Hindustan Unilever has been a favorite employer for campus graduates of India’s leading technological and management institutions. Recently, the Unilever subsidiary was ranked fourth in the world by Fortune magazine  for its leadership development capabilities. Similarly Pepsico’s Indian subsidiary has played a major role in giving a boost to agro processing industries in places like Punjab. There is little doubt that local companies learn a lot from MNCs, especially when people who have worked earlier in MNCs join them. In short, no definitive conclusion can be drawn except to say that MNCs are increasingly under pressure to prove to the local communities in which they operate, that they are indeed responsible citizens. 
Alan Rugman adds that
MNCs are neither monolithic nor excessively powerful in political terms. Some are indeed large with revenues greater than the gross national products of many small countries. (We will see shortly that even this argument has a fallacy).  But MNCs have a good record of observing the regulations imposed by governments and international organizations. They are in any case too preoccupied with survival, profitability and growth, to interfere in any major way in the social, cultural and other non-economic areas of national activity. 
Bill Emmott has  correctly pointed out that
 people tend to compare the GDP of countries with the market capitalisation or sales of companies. GDP is a flow item where as market capitalization is a stock item. Moreover, GDP is a measure of value added whereas the equivalent in the case of a company, the sales turnover, is not. The right way to compare economies and companies is on the basis of value added. In that case, net profits should be the right metric, not sales. If we use net profits, companies would look much smaller in relation to economies. The other point which Emmott makes is that economic power need not necessarily translate into political power. Governments of even small countries can control and punish companies within their borders. The only way companies can use their wealth to influence the state is by direct bribery. This, however, is difficult if not impossible. Greater competition, NGO activism and the voluntary acceptance by many companies of codes of conduct that ban payment of bribes or giving of gifts means that the potential of MNCs to do mischief is extremely limited to say the least. More generally as Emmott mentions, concentration of power in the hands of a few businesses is less likely in the years to come: “…. So the pressure towards concentration of business in fewer and fewer hands also faces counter pressures: new competitors, unleashed especially by open world markets amid globalization, diseconomies of scale and scope, as companies find it hard to maintain their vigour and innovativeness once they become huge organizations; and technological innovation itself, which has the ability to disrupt whole industries, all around the world.”
This book is not about companies alone. We also take a look at what we believe are trends that cannot be separated from globalization - the convergence of management styles across the world, the impact of the Internet and the role of governments in boosting national competitiveness. 

Exhibit 1.5 
The different themes
 covered in this book
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Level Implications


The book has been written primarily for Indian readers.  Throughout the book, we look at the experiences of various Indian companies which have been serious about globalisation. In the first edition of this book, we had provided a separate chapter to explain how Indian companies were globalizing. That was because most of the Indian companies were in their early stages of globalization. It was difficult to consider them in the same league as other companies which had moved far ahead in the race to go global. In the past six years, much has happened and Indian companies have made rapid strides in expanding overseas. They are competing head-to-head with other global players. In many cases, they are shaping rather than responding to industry trends. Consequently, their experiences have been described in appropriate places in different parts of the book, rather than in a separate chapter. 
Certain broad themes underpin the process of globalization. This book will take up these themes and explore them in detail. Some of these themes will keep coming up again and again.  These are listed below, though they may not follow in that sequence or be dealt with one by one. 
Theme 1:  No company can globalize without the development of core capabilities. Before a company thinks in terms of going global, the question it needs to ask is: “Do we have some core advantage, which we can sustain in overseas markets?” A core advantage could mean a manufacturing skill, a technology, a brand or a management capability. Without such a core advantage, globalisation will only remain a pipe dream.

Theme 2: Globalization should not be equated with exports or overseas plants. Exports and overseas plants are only initial stages in the evolution of a truly global company.

Theme 3: Different industries have different requirements. In some industries, taking an integrated view of the entire network of overseas operations is very important. In others, integration is practically infeasible and each market has to be dealt with on a stand-alone basis. Taking a uniform view of all industries is hence inappropriate.

Theme 4: For a global company, the strategic challenge is to strike a balance between adding value and cutting costs. Some value chain activities need to be performed efficiently so that costs are tightly controlled. In the case of others, costs become less relevant while the need to innovate, differentiate and customise assumes greater importance. It is necessary to look at both strategic and comparative advantages, while configuring the global value chain.  Each value chain activity needs to be examined to see whether it should be performed globally or locally.  

Theme 5: Intangibles are playing an increasingly important role today. Indeed, much value addition in many industries today takes place even without any physical activity.  In fact, in many industries, knowledge based activities and intangible assets add more value than physical activities and assets.  Even if local manufacturing is necessary, scope for global standardisation may exist in areas such as quality standards, plant layout, product development, branding and information systems.  

Theme 6:   A thorough understanding of the socio-economic, cultural, political and legal systems of different countries is a must for any company with a serious commitment to globalisation.   The world is getting smaller but has certainly not become a unified homogeneous market. Understanding local conditions is a must if a company wants to be sufficiently responsive to the needs of stakeholders in different regions.  As Pankaj Ghemawat mentions
, it is still a “semiglobal” economy.
Theme 7:  Companies must achieve the right blend of standardization and customization. Globalisation should not be equated with the development and marketing of a product based on the ‘average’ of the tastes and preferences prevailing in different countries. At the same time,   excessive customisation for different markets may undermine cost competitiveness. The need to customise must be balanced by the ability to generate efficiency through global economies of scale.

Theme 8:  Centralisation and decentralization go hand in hand. Global companies must centralize certain functions while decentralizing others. The key question is what activities should be centralised and what should be decentralised. Central coordination generates efficiencies while decentralisation promotes local responsiveness. Tight central coordination and sufficient decentralisation should coexist.  

Theme 9: In the knowledge economy, creation and sharing of knowledge will be critical.  Companies should be able to leverage knowledge which exist in different parts of the organization and transfer best practices seamlessly across the worldwide system. 
Theme 10: Partnering is becoming an increasingly important capability today. When all the knowledge necessary is not available internally and time is short, alliances with potential competitors / partners can be useful.  Alliances can provide access to some unique expertise or skill, which is not available in-house and which would need a long time to develop internally.  

Theme 11: Information technology (IT) has created new opportunities to globalise where none existed before. In particular, the Internet is bringing about fundamental changes in the way businesses operate. IT is also enabling global companies to share information across the worldwide system efficiently.  As a result, coordination is becoming easy and geographic locations are becoming less relevant. 

Theme 12: The role of governments should not be underestimated. They still have a major role to play in boosting national competitiveness. But their role is changing from that of regulators to facilitators.  A proactive approach on the part of governments can help countries attract foreign investments and also create the necessary conditions for local companies to become more competitive and emerge as global players.   
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