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Unit 1: Introduction to Global Business Dynamics

Learning Objectives

1. Learners will acquire skills to recognize key elements shaping
international markets and elements affecting foreign investments.

2. Learners will learn how to identify market conditionality by assessing
global business environments and aspects.

3. Students will study how organizations adjusted their strategic plans
through improved global business performance in the context of
international laws combined with culture and economic systems.

Content
1.0 Introductory Caselet
1.1 Overview of Global Business Dynamics
- @ 1.2 Historical Context of Global Business
1.3 Key Factors Influencing Global Business
1.4 Global Business Environment
1.5 Key Players in Global Business
1.6 Challenges and Opportunities in Global Business
1.7 Strategic Considerations for Global Business Success
1.8 Future of Global Business Dynamics
- e 1.9  Summary
1.10 Key Terms
1.11 Descriptive Questions
1.12  References
1.13 Case Study
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1.0 Introductory Caselet

Business today is situated in a world that continues to interconnect itself and increasingly
into an environment being complexified in economically, politically and even culturally. The
likes of Apple, Toyota and Nestlé are among those which have adapted their products and
services to local conditions, for instance. But not every business can easily be successful
under these conditions, the businesses must consider key factors that affect how business is
being conducted around the world.

The Global Business Environment

Economic trends, political stability, technological changes and socio-cultural are a few of the
factors of global business environment. For example, international operations are influenced
by trade policies, tariffs and currency exchange rates; technological innovation introduces
new competition and structure. Below-the-line: What the EMs and global supply chains asks
for is a: Question to the prefference of MNCs in longing for "unfiltered" macro data, for
strategy decisions.

Key Players in Global Business

The MNC s, international financial institutions and regulators no less impact on business
transactions carried out in the world today. WTO and IMF cut the rules of international
trade, the MNCs take advantage of their enormous strength to get access to new markets.
Corporations such as Amazon and Tesla are continuing to transform global trade with a
strategy of disruptive innovation, incremental innovation and market extension strategies.

Critical Thinking Question:

In today’s global business world, when business is expanding into foreign countries, why
should the companies balance making a profit with doing the right thing — ethically and
sustainably?

1.1 Overview of World Business Dynamics

Learning to do business globally fills an important gap today within the interconnection
world. The reality, though, is that today's businesses operate in a global sphere outside of
national borders where the opportunities can be as daunting as they are abundant. Most
businesses need to comply with the laws as well as the regulations which pertain to
international business.

Internationalising a business affects several structure-related elements in a business but it
also has certain advantages. You may not be able to succeed without comprehending these
elements. All of these market dimensions which capture consumer behavior and operations
within the economic environment and regulatory circumstances are important from a
business strategy formation perspective.
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World markets are diversified by their nature and place of the activity as well as by a wide
range of difficulties which exist in the world’s business environment. They are an essential
part that business which do business internationally should know in order to improve their
operations. Market governance structures contextualise the regional setting in the sense
that they emerge from cultural, economic and political conditions embedded within the
region. Outcomes of business transactions are based on knowledge of local culture and
norms, as well as business customs which involve laws and legislation. Variations of fiscal
policies and trade legislations in different countries result into significant differences in
strategic marketing entry approaches, as well as the supply chain.

1.0.1 Role of Global Issues in the Strategic Plan

Global business strategy is a plan in which, a company adopts to bring their organization to
international levels for developing an international competitive position. A global business
rategy is designed to enable the increasing of a company's sales revenue, and its market
share as well as achievement of competitive advantage through utilizing economies of scale.
That of learning the niches to market to be different from other same type of product, they
also need to analyze their potential international markets and its differences in culture and
then “Competitive advantage has it built up into those markets?

And if they develop a strong global business strategy, that leads to higher revenue and profit
because they are able to access new markets, with more customers and bigger sales.
Expansion itself normally results in economies of scale which reduces costs and increases
profitability through cheaper inputs and the outsourcing of functions to cost-effective
centres or streamlining operations.

Global business strategy enables the organization to enlarge, consolidate its operations and
get competitive edge in the international markets. Many factors are essential to the success
of a strategy such as this, all of which must be executed well.

STEEPLE Analysis Market Research and Entry Strategy will be the next step of locating and
developing a market, which is relevant because it allows businesses to understand their
consumers’ wants, their competitors, the regulatory environment and cultural differences in
foreign markets. Organizations have to decide on foreign market entry mode such as export,
franchise, joint venture, acquisition or wholly owned subsidiary with various risks and
rewards.

Cultural and Regulatory Adaptation: To succeed in the global business environment, local
values, laws and methods of doing busines must be understood. The local language,
consumer behavior and adherence to regulation: Companies must tailor their product,
marketing approach and corporate policy to support how the locals think. If appropriate
legal and ethical parameters were not followed it can ruin a reputation and result in legal
penalties.
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Differentiating competitive advantage: A strong global strategy leverages the company’s
unique competitive advantages which might be technology driven, cost structure related or
brand penetration strategical or even supply chain best practices. Firms that use the value-
based strategies to create diverse products in global markets are able to distance themselves
from others while offering better value propositions, which result in long-term survival and
company profitability.

upply Chain and Operational Efficiency: The need to provide effective management of
supply chain by coordinating logistics, sourcing, and production among different countries.
This is why corporations are expected to optimize their global operations in terms of
production costs, transportation logistics, inventory level and supplier reliability. It is an
important part of keeping the operation running to be able to counter disruption —
geopolitical risk, a falloff in the economy or what have you.

Financial and Risk Management: Who work in global market are within big number of risk
such as currency exchange rate, trade barriers, tax regulation and inflation. A successful
financial plan includes risk reduction, diversified revenue and cost containment strategies to
minimize risks and increase profits.

Technology and digital infrastructure integration Company will not need to overhaul its
business-critical systems as the new application also provides a scalable technology
framework with global capabilities, better efficiency and increased customer communities.
When we embrace e-commerce, artificial intelligence and cloud-based with data analytics,
and during the same time integrated e-commerce with data analytics may give business
strategic leverage in these sophisticated international market.

Talent Management & Leaders Development: In order to be successful in the global
development, Minds needs talented people that can lead and work across cultural and
geographic boundaries. Organisations need to do everything for these in accordance as
cross-cultural training, leadership development and talent acquisition strategies that fit
their business goals and challenges in the market.

A sound global business strategy links these forces to help lead you along the path to
sustainable growth, enhanced competitive positioning, and ease the challenges confronting
you in your international pursuits. Successful Players in the World Market are Those That
Know How to Balance Between standardisation and Localization.

1.0.2 Strategic Decisions and International Comprehension

Chekina (2012) also affirms that, organizations can implement fundamental strategic
business strategies like global expansion by understanding the multinational operating
environment. The holistic approach has integrated cultural sensitivity into political-
economic comprehension and included legal regulations and exact market standards. Those
observations are important to make evidence-based decisions in various domains:

Z"—.I turnltln Page 8 of 38 - Integrity Submission Submission ID  trn:oid:::3618:127097351



z'l_.l turnitin Page 9 of 38 - Integrity Submission Submission ID _ trn:oid::3618:127097351

Market Entry Decisions: Market entry strategies represent a decision making point for firms
whether to trade through exporting, special licensing agreements and international
franchising or looking to establish joint-ventures with a local partner, establishing
subsidiaries in the market or direct investment into the host economy on considering factors
of market based capabilities, competitive dynamics and rules governing exchange Process.
This allows businesses to have a better understanding of the foreign market to be able then
evaluate these strategies and strategic decisions. Market entry strategies are no longer
concentrated with target market segments, but also bundled with on-time execution and
delegation frameworks for today's contemporary internationalization. Such factors are
important for successful international market entry and sustained growth (Schmid, 2018).

Product Development and Adaptation -A business must understand how customers around
the world are similar or different in three ways: the relationships they prefer; facility needs;
and their cultural meanings. When attempting to penetrate markets other than those of
their usual clientele, products are to be tailored according to the country's request and
customers' demand as an applicability or capability business when subjecting it so certain
applicable. This approach of alteration when it comes to the universal marketing while
customization according to a culture or people is known as “glocalization” which can be
more like “globalize” and “localize”.

Marketing and Communication: Organisations need to know variability in the cultural value
system of their target population as this knowledge will form the basis of successful
marketing efforts.

strategies and communication campaigns. The joining of targeted marketing copy along with
message graphics in your company guides people’s perception as well as response.

Supply Chain Management: A comprehension of cultural dynamics is important for a firm’s
ability to navigate the planet’s supply chains. If these logistical elements get reputed along
transportation cost, trade regulation or merely geo political and they can do both at once
when an organisation combines them.

Human Resources: Knowing the labor and culture sensitiveness of target regions
investigation prior to employing cross-border talent providers. To enhance working
effectiveness, Organisations should have multi cultured skills diversity along with team
collaboration communication tools for enhancing the team performance of global business
operations.

Risk management: Multinational projects benefit from international experience in finding
problems and solving them and so ensuring an accurate world-wide risk profile. In addition
to the legal hindrance these agencies face three key problems: Currency movements and
volatility create an economic and political risk which is unfavorable for business stability.
Organizations that sense potential threats derive strategic plans for these threats. There
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were studies by Snizhko (2019) that provided evidence the variety of uncertainty
dimensions have an impact on big multinational investment decision practices.

Current strategic policy making within a complex world environment requires nothing less
than an (international) understanding. Strategic determination to solve global issues causes
organizations to continue growing cautiously with awareness for the known risks and
utilization of market opportunities. The study also goes beyond, and the following literature
focuses on such decision maker’s attributes such as international experience) on the process
of strategic decision making internationally by firms. Musso&Francioni (2012).

1.0 Introduction Strategy for Business Adaptation in Turbulent Environment

Corporate companies, particularly those in the international arena, are having operate in a
more dynamic environment as consumer preferences, market trends and technology change
at whirlwind speeds. What worked in the past, may not work in today’s constantly evolving
markets. For companies to survive, and in some cases even to be born, organizations need
flexible operational models and an agile strategic guidance that enable them adjust as
markets change.

In this landscape of uncertainty, firms will need to be versatile and apply the findings of
market pattern analysis and strategic innovation in order to make informed adaptive
decisions based on the insights provided by market pattern analysis. Those organizations
that are prepared do not only position themselves better to deal with pressing realities and
challenges, but can also create genuine advantage from accelerated change, obtain a lasting
competitive edge.

Contextualizing Netflix’s Global and Polish Content Strategies

Netflix started in the USA as a DVD rental company and became an international media
powerhouse leaving businesses transforming their operating models.

Challenge: In late 2009, when Netflix changed its business model from DVD rental by mail to
streaming video on the web, digital video was bigger than renting DVDs. Their center-of-the-
road pivot to streaming services set up strategic roadblocks, though they faced the usual
competition from other big streaming competitors and worked finding international
benchmarks.

The Adaptation Strategy:

Computer analytics algorithms were employed using advanced platform technology to
provide customised recommendations with automatic adjustment of system outputs to
accommodate user preferences and correlated behaviour. The firm managed to enjoy an
impregnable market leadership, cloistered wholly within its own established technological
base.
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7.1 Localized Content Production Scanning through the evolution of Netflix, we observe a
drift from global content exportation to local audience programing thanks to lifecycle
adaptation. Post Delhi Crime and Sacred Games on Netflix, Indian entertainment received
the highest international viewing Pakistani audience due to which they watch both English
series. Squid Games, for instance, was an almost unknown quantity for Netflix’s audience
until its global release but it didn’t have to be polished to cut through.

e Versatile Pricing: Netflix was able to price on the basis of “Boom-and-Scrape” during
steady economic times which in turn led to ability to respond various regional markets. This
services based go to market approach allowed the Minneapolis Based Company to make a
significant impact in multiple countries at one time. Cable networks in India were powered
by screen-viewing devices for their mobile video service price packages.

Global Partnerships: Netflix can make a stronger push into new markets with great telecom
deals which enables providing both internet and mobile data services in the same package
without investing in extensive infrastructure.

Outcome: Elements of strategic matching contributed to the outcome as Netflix was able to
achieve market leadership through technology modifications that aligned with the market
consumer trends and competitive conditions. 250 million subscribers outside the US and
$150 billion in revenue were impossible for Netflix before expanding into the United States.

Key Takeaway:

Netflix is dominant for a reason that has to do with strategy. “Flexible Leadership” was
identified as one of the key constructs for the supportive leadership strategies that facilitate
organizations’ ability to maximize benefit from leadership strategies. Netflix does a move
like this to demonstrate that it can pivot so quickly in response to the market. This move,
underpinned in quick-response capacity and business model innovation, characterizes how
companies approach international business development with these 2 main traits: It makes
a company capable to quickly answer market changes and maintain the rugby advantage
through the structured processes that keeps it safe from sudden transformations.

It is this ease in responding and a culture of creative thinking that will see organizations well
placed to succeed in volatile markets. The rapid responsiveness by Netflix in fulfilling a
widespread worldwide consumer want, particularly with the transition from DVDs to
streaming (almost on a dime), demonstrates that they are still "ahead of the curve" when it
comes to revolutionary leadership for the marketplace. The companies with a history of
success in international business are also the winners who must have been favored by pure
advantages relative to predication and adaptation in managing changes. These businesses
have ingeniously innovated proactive strategies, that drive growth as well as defense from
the change.
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Organizations that succeed globally tend to have disciplined adaptive problem solving and
ethical decision making. In a time of uncertainty, these companies can protect market
position and take advantage of market intelligence benefits by harnessing connected
Market Reactions and predictive analytics. They try to ensure they are not behind others in
the race of being at the top and also ahead from their competitors when such unanticipated
challenges arrive.

1.2 History of International Business

Pre-civilization (Antiquity-pre-18th century): Trade included gold, precious stones, ivory and
silk already in the time of Pharaohs of Ancient Egypt. The amalgamation of Phoenicians,
Greeks and Romans under the control of one trading company created a trade network that
allied to monopoly over the Mediterranean region based on naval power. No "global"
system and no regulatory financial activities initially. One of the early traded commodities
was goods and services, subsequently two fundamental objectives were identified in
response to European countries occupying new regions during the late 15th century; and
this included satisfying resource requirements whilst meeting market demands when
empires expanded colonial territories (a key driver for economic growth).

Industrial Revolution (18th-19th Century):Advanced a century prior, then changing the world
forever, the Industrial Revolution has come to represent the new age of power and
potential making global trade possible with research in transportation and communications
opening doors into new worlds doing business globally. Steam engine technology attracted
companies to extend their reach and to build public transit systems taking the forms of
boats and trains — and a revolution in global exchange and trade followed. It was during this
period that new capitalist economies began to emerge, multinational corporations
skyrocketed in number, and modern forms of financing ascended.

Post-War (Mid 20th Century): Rebuilding Plans by the global markets in the immediate
aftermath of war, and imaginative business techniques led to a rise in global economies.
International trading systems were created by the United Nations, International Monetary
Fund and World Bank

uniting nations and steering them through the economic reconstruction after the war. The
world's financial systems created by the Bretton Woods Agreements of modern commercial
banking with currency rate systems that supported worldwide monetary exchanges kvinnors
uggs. Advanced aviation technology and enhanced telecommunications made history in the
increasing level of global connectivity, resulting in higher performance throughout cross-
border organization business........ 18 3.2 More cross-border organization linked by
telecommunication technology mediated performance advantaged17 3.3 The high
performance advantages enjoyed to date by partially connected companies.....18 4.0
REFEIENCES. ...ttt e e e e e ee s e s aanaraees 19 History: How LEOO
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grows? Multinationals combined with its trade disciplines to help create a robust
international system of commercial law.

Digital and Globalization Epoch (Late 20th Century-Present): This period made it easier for
businesses to participate in a variety of regulatory regime with trade agreements like NAFTA
or the European Union. During this gap period, China and India have emerged as economic
superpowers, restructured the world order of economy and hastened the globalization as a
whole.

Business models were developed in the increasingly uncertain world of business, political
and environmental landscape of the 21st Click here. They were aware that sustainability and
corporate social responsibility (CSR) and ethical trading was not jut the the ‘right’ thing to do
for their business, it was actually essential if they were going to be sustainable in the long
run, multinational brands took note. They’re not only policies that made their kind of
capitalism much more brand name worthy, such principles also cemented ties in the
international economics.

The contemporary global economy functions as a nexus that increasingly manifests itself in
technical innovation and political collaboration. It is part of a global integration, transforming
the international rules-based economy in a more effective, sustainable and resilient way of
doing business.

1.0.1 Domestic vs Foreign Business

When an organization expands its operations into a new country or countries, it has to
export the structure and processes of organisation and operation from home market to host
market. Yet the adaptation is required in a manner, that is as such necessary, due to
primarily these two sets of markets being vastly disparate in their depth and the structural
nature of their underlying worlds both home and international. Every country has its own
specific market expectations and foreign companies need to adopt the business ways that
meet those expectations.

Managers, in international operations, managers have to deal not only with normal
management problems but also more complex operational problems. So it is not just the
political, economic and legal systems together with cultural differences and foreign market
peculiarity that create significant managerial obstacles of the firm. Then there also comes
the challenge of volatile exchange rates. However,

the international markets imposed limitations on attaining corporate objectives-the strategy
planning as a result became more complex and sluggish.

Cultural Sensitivity and Adaptation

On the one hand, if representatives of organizations fail to consider cultural issues while
everyday tasks are loading the company’s schedule with an extensive strife period and heavy
cost of implementation and operation become created which then influences organization
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performance as well as general cost effectivity. Between these two types of businesses, you
can compare and contrast by: 1. Differences in characteristics of domestic business vs
international business; 2. Similarities & differences Foreign DM (demographic measures) In
this assignment the author will: ) In one page (or more), briefly describe what were your
thoughts about the module before you started it!

Business processes may be standardized globally if corporations appreciate the impact of
different or local cultural values and behaviors. There is great importance to diversity and
multiculturalism in an internationalized modern organization that the organization can
success, as well as the local culture! International business managers may work towards
encouraging a diversity of cultural values by highlighting intercultural norms and engaging in
local cultural practices rather than attempting to undermine or obliterate such values.

One good example of cultural sensitivity is the arrival of McDonald’s in India. It did have
some cultural barriers to cross initially, though — over in India, many are vegetarians, and
amongst a sizeable chunk of the population, beef is also a touchy topic. In order to
introduce more vegetarian products and eliminate beef-based offerings, McDonald’s
tweaked its menu. It listened to the cultural nuance in order to maximize for positive brand
reputation and loyalty gains in India. It is a case in point of the fact that to be a good
international business handler you have to take into account local habits and tastes.
Ignoring these dimensions could damage the brand and turn off potential customers.

Fiscal and Government Policies:

DEVID: The coexistence of multinational corporations in different countries is thwarted by
the presence of several regulatory systems for starting, running and shutting down
businesses aimed at maximizing returns on investment.

Multinational banks' global operations are restricted because free trade advocates find
governments demand other things in return for open markets--like fixed and managed
floating exchange rates.

Legal Framework: International organizations will need to accommodate their rules of
procedure to the specialized national legal regimes that are so important. If a company
cannot comply with local laws or regulation then there can be financial penalties, disruption
to business operations and impacts on the reputation of a business. Similarly, protocols for
sharing assets with regulators are difficult because of time-consuming bureaucratic
processes and frequently ongoing dialogue regarding compliance. But the largest drivers
that have created issues for multi—-national corporations, is that of stability, often times
spawned in the form of legal challenges.

Consumer Tastes and Preferences: Consumers are influenced by numerous backgrounds,
that results in businesses to have products/services fitting multiple needs as well as apply
tactics fetching them. For example Coca-cola does this with its "thums up" product, a spicy-
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flavour in India even though the they maintain their mainstream drink. Global brand may
“internationalize the core product and do local adaptation through technical ”(Peng, 2009).
Furthermore, packaging, communication or product attributes are decoded onsite and
hence create preferences of robot due to what is important to know about culture in
formulation of marketing strategy.

Factors of Production Availability: There are huge variations in how national markets are
prepared to supply production elements, while levels of production quality remain the
same. Operational and production processes need to be worked out by companies in
accordance with the availability of material within their operational areas. Firms cope with
the lack of necessary supply inputs by the combination of both foreign import and
establishment of new regional supply chains.

McDonald’s confronted supply difficulties when it opened in the Soviet Union in 1990
because it could not find produce that met its quality standards. McDonald's overcame this
impasse with agricultural technology transfer around the world that educated local farmers
in new practice and led to their adoption of better ways. Growers harvested an extra 50m
tonnes of potatoes over seven years thanks to the programme led by McDonald’s.
McDonald's dairying, combined with its cattle on ranches having processing plants and
distribution systems, provided consistent quality and sufficient quantity of food.

1.0.2 Importance of Global Business

In few years the international business has become importance for the host countries as
well as for the global economy, due to some development in several fields such as:

Technology Spill-in All the mundane world-wide technology spreading depends on this
international business as a leading force. At the same time, target markets suffer from
imports of contemporary management systems and methods of production, fundamentalist
marketing works and logistics centres. 1 The globalising knowledge transfer is driven by
local business organisations who are opting to adopt these systems, local and international
competitive institutions. Rapidly expanding information and communication technologies
link global markets to enable the global dissemination of technological innovation benefits.

Incitement to Competition: Business expansion is also motivated through a new
international market entry facilitated by international companies stimulating greater
competition among businesses,2. International business operations in the host country are
successful as a result of networks between local operational capabilities and technologic
competence. Companies that import high-quality foreign products to their sectors of activity
do business in competitive situations, and local companies have to get used to being more
entrepreneurial until change for entering the market comes.

Higher Standard of Living: Global companies bring standard goods right to the doorsteps of
developing countries in business centers to help contribute towards lifting up general living
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standards. The second step in a business, through the product, widens the horizons of
where the business must be, to increase their buy market groups -in order that is-,
surpassing regular demographic indices of wealth divisions to sell goods which may
favorably change elements from his lifestyle. They are the world’s leading creator of market
change at global product delivery, for these economies have no alternatively.

Standardization Drivers: Today's worldwide markets are seeing more and more facilities
becoming homogeneous as nonlocal firms build foreign plants. Standardization creates
globalized products by adopting standardized marketing-classification measures to such a
degree that firms are able to market their product offerings universally. The development of
consumer taste convergence, trained by modern transportation and technological networks
and, notable in this context, with strategic marketing seating (standardization) procedure. It
minimises the cost of operations to standard business processes that also consistently offer
premium products across the world to satisfied customers.

Adjusting to the International Environment: The environment in which organizations exist is
made up of internal factors and external forces. For the reasons of corporate mission and
structural architecture or

supplier selection, process change is still controlled by the organisation but external
influence on managerial behaviour is limited. External forces (national, international and
global lines) force organizations to adapt their way of operating. And with that nonaligned
approach, there may be negative business outcomes, regardless of whether a person is
fighting against outside changes like health and safety laws and trade policies or regulations
from within the industry.

For example, Nike announced its decision to terminate a relationship with its Asian licensee
accused of child labour showing how external forces can interrupt business practices. The
emergence of global enterprise forces the organizations to emulate best practices from
world leaders in managing structural and market-based environmental constraints.

For companies seeking to move into the global arena, they usually mimic multinational
business models. In this way, the operationsindigenous firm value are attuned to
international but only as an exanticipations market growth (Anderson & Gatignon, 1986). A
number of U.S. and European corporations have introduce Japanese management
ideologies TQM, JIT in an attempt to secure their domestic markets as well penetrate
overseas marketplaces.

Stimulation of International Business and Economic Reform: FDI provides capital inflows to
countries in the form of government-supported incentives for international business by
host-country leaders. As policies of trade and investment liberalization and domestic
industry deregulation and state-owned enterprise privatization have been implemented in
recent years, many international business opportunities were opened up. The reforms had
the overall effect of more international business through government opening up initiatives,
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standardisation and universal human rights / child labor policies. It is in these reforms that
countries entrench democratic institutions.

Economic Co-operation and Integration:Internationalisation made the national economies in
the sovereign states of World War Il reversible. Today, the national governments organize
partnership between organizations as an instrument for the promotion of new types of
border-crossing cooperation. Free trade areas and regional trade agreements result in
economic integration of the regions, which provide the neighbouring region with
opportunities to expand globally for those businesses from free-trade area. The creation of
our new economic system is not possible on Earth with global cooperation being needed.

1.3 The Key Drivers of Global Business

Adaptive to the global market: Organisational business models are characterized by
rudimentary traits. To perform in global markets, organizations need deep insight into what
motivates their employees. They construct regulatory technical systems for controlling
cultural diversity on the basis of technological success and political diffusion of international
corporations. A lot of dimensions are intertwined with the evolution of complex processes,
entry modes, product strategies and global institution development.

As more and more people and companies in every corner of the world create content,
businesses must figure out how all these factors intersect to impact their ability to compete
and succeed in a global market. Considering these factors, as the economic and political
grounds on the one hand, on the other technology fields and culture ones that lead to
strategic choices of multinational companies (MNCs) or newly industrializing firms. Those
organisations that wish to grow in a sustainable and competitive way in the global business
environment need to comprehend these key activators.

Fig 1.3 Global Business Success Critical Factors There are several important factors which
shape the success of business globally (Anderson, Avakian & Klarsfeld, 2005).

Economic Factors: Degrees of business success depend to a large extent on the economic
condition, i.e. the stability and size of the market in which a firm operates, inflation rate and
GDP growth rate. Foreign investment will flow into countries with strong economic growth,
and will expand business; however weak economic performance can lead to reduced
consumer spending and stagnant.

For example:China has captivated the world as a manufacturing powerhouse through its
rapid economic growth. For instance, Apple enjoys economies of scale in iPhone production
by producing them in China where production will be less expensive and a skilled labor force
is available. Yet, unlike the 2008 recession which had a profound impact on global economic
activity crushing businesses dependent on its consumer credit and demand.
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Political and Legal: Government regulations, political stability, and legal aspects impact
global business. Ease of business in a country is also influenced by trade, taxation and labor
regulation.

Example: When Tesla came to the Indian market, it had to face regulatory hurdles in the face
of heavy import duties levied on electric cars. Instead, the government subsidies and
construction of a all-owned Gigafactory in Shanghai opened up opportunity for it in China,
demonstrating how political and legal institutions influence entry strategies.

Technology: Business innovation makes technology move for efficiency enhancement and
transforming ‘new’ market opportunities. ENTS employing existing technological evolution
like Al, cloud computing and blockchain are the ones that gain a competitive edge. Example:
Al powered recommendation systems, and supply chain automation have transformed
global e-commerce at Amazon. Blockchains and digital payment offerings alike have been
leveraged by fintech firms such as PayPal and Square to drive financial transactions across
the globe.

Culture and Social: Customers choices, social factors, cultural differences these all would be
reason beyond to form businesses strategy. Product and marketing and experience have to
be adjusted per local cultural norms.

Example:McDonald’s tailors its menu to suit local tastes in different nations. It has
vegetarian options such as the McAloo Tikki burger in India and Teriyaki burgers in Japan.
That is what makes this culture and the culture relevant as well as acceptable in different
areas of world markets.

Environmental and Sustainability Business: It is becoming clearer that the world of business
is increasingly reluctant to engage in unsustainable practices. These days over the time
nearly all companies are trying to adopt environment protective actions such as minimizing
carbon footprints and other environmental constraints to fulfill consumer and regulatory
expectations.

Example:Under the Unilever Sustainable Living Plan, business growth will not be at the
expense of the environment. Like that, Tesla’s commitment to electric cars and a sustainable
renewable solution for energy shows how sustainability has become more important in
global corporate success.

Trade Treaties: An organization’s growth is influenced by trade pacts such as the EU,
NAFTA/USMCA and RCEP that reduce tariffs, remove bureaucratic red tape and encourage
cross-border cooperation. The presence of such treaties enables businesses to break into a
fresh market with few trade barriers in place.

Example:Trades can be further facilitated among member countries like China, Japan, South
Korea and the ASEAN members in Regional Comprehensive Economic Partnership (RCEP),
very useful for MNCs with operation there.
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Brobbey and Zormelo, (2002) Ansoff (1965) Exchange rates and currency fluctuations It can
lead to changes in the prices of products sold into overseas markets as well profitability and
financial risk. To counter such currency risks, business organizations engaged in importing
and exporting goods must use hedging strategies and better still to ensure there is diverse
sources of income.

Example: Japanese carmaker Toyota has used currency hedging by setting up the production
of cars in Nafta countries.

It also aims to work against the impact of exchange rate volatility, in particular vs USD and
EUR.

Geopolitical Issues: Global business activities are often affected by policies such as trade
wars, diplomatic relations and geopolitical friction. As Companies are moving towards other
international markets, they have to evaluate the exposure to risks related with political
instability, sanctions, and global wars.

Example:As the United States and China spar in a trade war, companies like Huawei were
forced to rewire supply chains and seek out new markets as tariffs on goods mounted.
Similarly, nation and geopolitical tensions in Russia have given rise to the articulation of
economic sanctions that can influence global trade relations and energy markets.

Demography: Opportunities for Business are influenced by population growth, size and age
distribution; income and labour markets. Markets that have an expanding middle class and
youth population present huge business opportunities.

Example:Exports to expanding populations, such as India’s, are attractive because it has a
sizable and young population that is an appealing market for consumer and digital services.
As digital consumers have surged in India, companies like Netflix and Amazon Prime have
been extremely aggressive in expanding hastily into the country while crafting their content
to suit local tastes.

Infrastructure and Logistics: This is essentially necessary for business success as well-run
networks of transportation, digital connection and supply chain infrastructure are required.
Nations with well developed infrastructure attract investment and importantly they allow
trade to flow easily.

Example:Logistics network of Germany is very much matured, developed corridors and
connectivity making it top in the list as a business hub of Europe. It also helps that Amazon
has a lot of fulfilment centres in Germany, which means faster delivery and more control of
their supply chain.

The elements of global business success are a combination of the economic political,
technological, culture and logistics. Businesses must constantly evolve with the global
environment, continue to monitor risk and latch on to potential opportunities With a good
understanding and careful management of these, but if they can do this then businesses will
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be in position to create sustainable growth amidst a burgeoning global economy that’s
growing ever more competitive.

1.4 Global Business Environment
1.4.1 How does globalization Impact Business Relationships?

Global business relations speeded up due to the progress of globalization. Contemporary
companies are becoming more adept at international collaboration to expand their
operational scope and potential. The 2023 Visa-SWIFT agreement to create better cross-
border payment technologies is evidence of the effect globalization has on society. In 2023,
a collaboration was established between Allegheny Health Network and Israel Innovation
Network to provide more access for Israeli medical start-ups to go global.

International business partnerships are illustrative examples which show how modern
international transactions merge constitutional and social elements with legal and economic
considerations in the management of a global enterprise. Interdependency of theglobal
environment is a network that we adapt to modern economic structures in which worlwide
business- ing forms the basic element.

1.4.2 The birth of the world economy

Market penetration enables national market forces to operate at various global World Bank
network levels. The balance of trade in goods and services requires the abilities of national
economies with which business are using to supplement their capital assets based on
economic and geographical decisions. Modern economies working with technology systems
that perform well and a balanced environment enable large and growing corporations all
over the world for decades.

In the age of new business communications technologies and agricultural transformation in
the 1970s, local entrepreneurs promoted service-based trade activation initiatives. Nobody
in the 1980s was looking for China to get wealthy at home and continue to export growth
elsewhere. Reforms to free trade also face new hurdles from pandemic restrictions and
Ukraine’s own problems — barriers in itself for all global business. From the time of its birth
global economic order faced an array of challenges and abundantly created good

1.5 Key Aspects in the Global Business Environment

Organisations must decide upon a collaboration type with external firms prior achieving
global operating efficiency. Sustainable material cycle management is a cultural act which
organisations will have to familiarize not only economic dynamics but also social changes,
environmental effects legal ones and technological. We thus construct the framework using
research on years of studying strategic decision-making features in tandem with the
knowledge base from social science and educational practices.
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**Political Motivations: Multinational companies will need the peace-of-mind to run their
business, through diplomatic means (outside of domestic markets) and depend on
governments for stable operational structures. Through proper global fund controls national
authorities are able to take full control of the markets, via tax and employment law. Both
America and China have felt the force of these countervailing trade tensions, and by
dispersing their supply chains around multiple market locations, multinational firms have
erected trade walls. Apple’s production costs in China were higher than the cost of
importing, and so it shifted assembly to other Asian countries. To assess risks about doing
business national frameworks must be highly secure and the politics stable. Yet companies
that are staying alive in politically unstable markets do find themselves up against these
kinds of operational woes due to unforeseen changes on the back end.

Political: Multinational companies thrive when the government of a country they are
operating in is stable and the backward stepping of operation platforms is held through
trading ways that involve diplomacy. Despite the country's economic regulation and labor
legislation, government control in market activity is highly ihigiE because national
government authority enforces this through laws which regulate economy of the country
and economics system of financial resourceses' labour law monitoring protocols' taxes.
Increasing political antipathy between the USA and China gave rise to mutual protectionism
wherein multinationals had to erect tariff barriers, which would lead to them having
multiple production nodes in different geo regions. It so happened that one of the
factorya€™s menace was more expensive than paying the Chinese import taxes, and Apple
moved his production on some new Asian countries next to China A countrya€™s political
stability had a strong impact in determining which national framework organisations choose
performing risk assessment relating to business operationsA 2. Operational quandaries that
follow sources of technological change, operating just beyond the horizon, create quagmires
for business organizations not detected at ground level.

Economic Situation: Multinationals compare job security with exchange rates and inflation
to decide on local investment abroad. Multinational enterprises can "look" into the
economic markets of target regions and hence such planners have better planning
outcomes. The worldwide recession was caused through numerous economic down-turns
after the 2008 financial crisis. You see, after the post global financial crisis era, international
trade organisations combed over each of their overseas expansion projects. One of the key
reasons regarding losses made by European automaker product strategy was why was there
a loss experienced for European automaker product strategy internationally. A stable market
situation allowed companies to work with customers who wanted feature-based contracts.

Most international orders of economic regulation are thus still rooted in the developing
world. Market entry planning for China and India was done by both McDonald's and
Starbucks, based upon third class revenue driven customer research. Businesses, at the
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time of global financial business were attempting to redesign their delivery approaches
combined with advertising methods so as to operate efficiently in consumer markets.

Sociocultural: The molecular economics expert business decisions are strongly conditioned
by the knowledge transfer from the regional customs. To become a market success,
companies must achieve both a strong value proposition for a specific group of clients and
an effective marketing strategy. Elemental Performance audits are the becauseof “green”
appeal in modern sustainability projects across the globe. Noticing the shift of consumers
towards responsible companies operating in a more responsible way has obligated Nike and
Unilever to build up their social responsibility programs.

Technology Progress: Nowadays internet is available and it also an evolution of technological
era.because technology rise day by day so today's organization mean MNC's uses computer
base system for marketing in their organization. The providers maintain control of their
production chain and international network infrastructure logistics and shipping routes
using these platforms. Enterprises analysing world markets in modern, electronic systems
with help of internet create a full service structure for enhanced customer satisfaction.

The basic component of the modern business process reengineering systems is e-commerce
technological solutions. That’s when Reach made the strategic decision to fundamentally
transform their business, eliminating traditional retail and letting people shop day or night
around the world — and changed the game completely. Whether you mix cloud with other
Al smarts or integrate big data connectivity, small companies are reimagining those
shopping solutions. Organizations may leverage advanced technology to construct efficient
teamwork for remote working.

workers across multiple geographies. Boosting virtual solutions from Microsoft to partners
with Zoom on creating virtual solutions using the Slack framework technology to free
employees who are working remotely around the world, including enterprise platforms that
can implement easy connections between custom video services.

Ecological Factors: Today’s management only gets to participate in the decision on climate
protection once a year. Now a day's organizations have realize that these times are of
pollution free and as growing concern for environment as well as declining resources has
forced the organization to develop such systems. Customers’ environmental concerns create
corporate leadership in electric vehicle manufacturing with Tesla as the leading company in
the sector. The business maintains its brand sustainability by continuing to protect the
environment and morally sourcing materials. All the international environmental
regulations of national and regional governments in which multinational companies are
active they are to be observed with. European companies have to establish systems for data
protection on a par with international standards, the demand of GDPR.

Regulatory and Legal Frameworks: While doing international business all firms have to follow
some legal norms with respect to doing their respective global commercial activities as
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stipulated in the commercial international laws. And globally, they need to comply with
labor and financial laws as well as IP rights shifts and treaty-making rules. Awareness by a
firm of its basic legal obligations is a key to the effectiveness of negotiation, permitting an
entity to comply with regulations and avoid legal problems. Indian MNCs should adhere to
traditional EWC's in so far as employee benefit regulations are concerned, while retaining
their own wage policies and pay scales. When Walmart and Amazon invested in the Indian
legal business models, that’s what they essentially went about doing as well. At this point,
the multinational corporations need to internalise current legal requirements and engage in
intellectual property protection in the full sense. In order to safeguard the natural rights of
copyright for licensed software protected by patents, Microsoft must do so on all market
platforms in the world since piracy of aforesaid software is spreading rapidly.

In today's economic situation all this strategic elements like political systems, functional
business structures, technological development and environment preservation, culture and
social effects and legal bodies have to cooperate closely towards each other. Firms looking
to be successful throughout the world require an understanding of substantial
organisational basics. Together with Amazon’s e-commerce grid and McDonald's Food
Operations case, presents performance drivers of global enterprises. A number of strategic
organisational decisions will affect the longevity to which a firm will survive success on
international markets.

1.6 188 SOPHOMORE CORE Students must take one course from each category.

Businesses enterprise their way to success amidst several business challenges and exciting
strategic opportunities available in the market today.

Enterprises with global operations face a multitude of operational problems. Businesses
winning at strategic planning come across opportunities to tackle challenges from abroad-
thus being able to open many new doors of commerce.

Fig 1.4 Problem Areas in International Business Expansion
1.6.1 Challenges of Doing Business in the Global Marketplace

Language Barriers and Cultural Difference: In international business and foreign corporate
institutions, complete understanding of differences in culture is attempted for better
business results. Such fundamental business elements as administrative systems and
standard customer interface techniques/trading mechanisms are executed differently in
different geographical locations. Company staff are required to give their all regardless of
personal lives in South Korea and Japan Even outside of work in formal business dealings.
More efficient operational performance of American companies comes from the free-
flowing principles based communication being consistently broadcasted throughout an
organization from floor to ceiling. Strategic leaders: Culturally challenged at stakeholder
companies The operational cultural shortcomings faced by these stakeholders precludes

Z"—.I turnltln Page 23 of 38 - Integrity Submission Submission ID  trn:oid:::3618:127097351



z'l_.l turnitin Page 24 of 38 - Integrity Submission Submission ID _ trn:oid::3618:127097351

them from achieving a balanced working relationship and leveraging it to create rewarding
team configurations.

As part of their international expansion plan, Walmart undertook a cultural examination of
German businesses and consumers to determine the most effective way to penetrate the
market. Walmart gave away their German store management Mormons, as they didn’t get
the Germans and way of shopping there — machines just don’t adapt retail concepts to the
fact that price cheap in personal service, even in the Walmart case dominating on earth
stores based on patterns Germans buy — have not opened stores there for sales now ending
where they made them finally ended nine years earlier.

Political and Regulatory Risks: In order to ensure government-regulated rate adjustments
are implemented in a controlled manner, which mitigates the resulting operations spending
decreases driven by similarly controlled cost-of-asset changes caused by proactive pricing
programs and investments. As a result of the diversified administrative system, large market
entry barriers are the compositions for firms interested in foreign markets. "High import
duties and predictable regulatory structure... are the biggest operational spoiler for official
regulators," it said. It is business as usual in supply chain management of the enterprises,
trading between America and China run by ongoing trade war.

Companies have to contend with higher business operational risks whenever they are
‘exporting’ new expansion schemes into politically infirm markets. They also have
operational problems created by government interference with financial wellbeing of
business and unpredictable policy swings. Agile operations, along with constant tracking of
the political environment, can be a way for companies to mitigate operating risk.

Demand risk and Currency risk : Two major financial risks (always linked to each other) that
multinational enterprises face here abroad are that of currency fluctuations, and demand
fluctuation; firm must come prepared for this, since FX volatility begets market instability.

Fluctuating exchange rates prevent businesses from reasonably foreseeing international
profits. The exchange rates of were affected by the unanticipated financial uncertainties
arising from Brexit referendum and .

International companies are not bound by national borders and cross more than one.
Domestic as well as multi-national businesses also had to suffer the strength in currency in
their respective bases after Brexit against the British Pound. Nations that make it to
economic balance by means of inflation face formidable obstacles for efitable enterprise.
Young et al. (2020) reveal that multinational companies closed most of their Venezuelan
operations as inflation led to a drop in manufacturing profits and an increase of prices.

1.6.2 Opportunities in Global Business

Global expansion opens new markets further afield and uncovers fresh marketing
possibilities for global enterprises. (*) Increased approachable market penetration with
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further lower customer pool penetration is a main B-T-B. Encounter the enterprise abroad,
enhance and develop the mainland customers of the unique positions of different groups
about how to build overseas brands. Microsoft's corporate attitude is making it redesign
elements of its enterprise software with dual SIM capabilities so their flagship products can
be sold in a way that people do business in China.

Global expansion strategy companies will have the desired capabilities through the most
found out skills of local employees in each market area. Large corporations set up R&D
centres around the world because they need to have access to low cost employees and
skilled workers in various fields. Microsoft's development centers in India feeds large a
number of techies with lower costs, and knowledgeable technical support than making
employment related facility of Microsoft.

Global Supply Chain Optimization Business globalization allows for material and product
procurement from various markets around the world to help optimize the supply chain.
When firms adopt international operations they are able to increase productivity through a
combination of enhanced technology transfer and increased intensity of competition. Firms
that optimally control around the globe supply chain establish a variety of suppliers’
networks over various markets in order to mitigate their own operational risk. Toyota's
global supply network sources parts from many different regions around the world to keep
costs down and its manufacturing nimble.

Innovation and Knowledge Sharing: International corporations develop new markets and
cultures, expanding to find new market segments and cultural environments from which
they can learn innovative practices. Global Market Operations Research through
International Alliances enables companies witness the creation of better operational systems
and service delivery system as well as more sophisticated product quality norms. The
company tailors its range of products according to regional markets to suit local tastes.

Consumers at various markets enjoyed unique combinations of beverages, provided
through personalized packaging. Firms gather valuable market knowledge that can be used
to expand the performance of their domestic production sites when they go international.
The company entered the U.S. home furnishings market by opening its first American store
featuring an array of unique furniture designs as well as affordable modern items.

Boost your Brand Equity: International entrepreneurial programs are the top ones to help
boost brand equity among all kinds of business network. Market power obtained through
operating in foreign markets is associated with firms' long term survival propensities.
Fighting to Maintain a Global Image Throughout its global expansion, Starbucks employed
strategic business tactics to ensure that the brand image was highly protected. When the
company combined luxury goods with those fantastic service quirks, it became a global
brand.
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No matter the cause that generates new market situation, e.g., uncertainties in economic,
politics, climate and technique field to promote the opportunity model of diversified
resources available in an open world’s business strategy. Multinational companies, if they
hope to succeed, must be as excellent at managing cultural factors as they are at managing
political risk and monitoring your regulatory expectation. Stability management of the
economy is''the key point for business'survival. Institutions with one or other or neither of
the latter two will also be unable to open their markets and have no ability in terms of
marketing and technology. Through strategic planning with market analysis, coupled with a
real commitment toward innovative action, organisations turn market challenges into
business growth.

1.7 Strategic Implications in Asia Pacific to Simplify Global Business Operations

It has to be prepared to analyze diverse situation of foreign market: from legal systems and
social forces, regional economic situations etc. HOWEVER, if businesses look anywhere for
any kind of 'balanced approach' to meeting home Vs host market demand requirements, it's
towards what | euphemistically call business benefit : organisational performance and
profitability ACTORS. To be successful in global markets, complete understanding of three
critical elements is needed: Key organisational performance factors, cross-national business
processes and market drivers.

Basic business skills underpinning both business expansion and operational leadership also
health to a strategic framework. SCM can allow a company to gain an advantage in the
current competitive markets with centralised technology and data that is accurate, reducing
risk by enhancing visibility to supply chain changes while minimising inaccuracy. In this study,
suitable frameworks for international application are identified.

Do Your Homework: To succeed in these international markets, it is essential to carry out a
complete assessment of economic drivers and laws as well as societal drivers across all other
markets.” By achieving a balance between what needs to be done for the domestic and
international markets of an organisation, organizational performance is enhanced and the
financial outcomes that result. "Learning Objectives: A better understanding of three
fundamental fields is critical for inter-national business success in international markets:
The identification of market dynamics, the transnational management practices, and
organiza-tional aspects that are responsible for successful international operations. As a
result, we rely almost exclusively on strategic frameworks and critical operational tactics for
business expansion and operational leadership. Regulatory-compliant data integration by
way of centralised technology supply chain management enables businesses to gain a
market footing and compete across sectors, in many instances for cost-effective prices and
superior operating economies. This chapter focuses on accepted frameworks of
international application.
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Be NON Ethnocentric No matter what goes on in other parts of the world use Sustainable
Vision All of these images serve as fundamental reminders that building successful business
relationships, bridges between cultures and environments come down to understanding
local culture norms and behavior. When a business looks to expand its business overseas, it
has cultural values, customs and preferences that need to match the marketing and
operation by the new country. That means not only does it accelerate your time to market
but also creates long term goodwill with the consumer.

Consider that of Starbucks in Japan, where it learned it had to adapt to local tastes. In the
meantime, they also added some beverages like Matcha Latte and this season’s Sakura.

flavored drinks that played well to Japan’s cultural association with tea and the sense of
season. As entering Middle East, as well; McDonald's customized after adopting mideast
favorites like the McArabia sandwich of pita bread and grilled chicken — to dietary tastes
and religious practices — halal food.

By incorporating culturally-native marketing practices, organizations can honor the way they
do business in international markets and connect in'a manner that is both capable and
effortless to reach various customer demographics thereby preserving their position in the
marketplace. Such approaches, in addition to respecting cultural diversity, also enhance the
company’s capacity to create strong and long term relationships with local consumers.

Leverage Local Expertise: Companies leverage local expertise and data to better understand
market dynamics at a regional level, in order to effectively navigate difficult business
landscapes. Any insight into the hiring of local consultants in electronic payroll systems and
accounting, as well as how to navigate tax laws and labor regulation laws would be a great
plus for time efficiency. For example, corporate success required local officials who allowed
Shanghai Gigafactory succeed and to follow Chinese government requirements. The local
experts’ intelligence and market acumen help companies avoid significant misfires and
ensure they are well-positioned for overall industry access and competitive success.

Invest in Global Employment Solutions: New technology substantially enhances
productiveness by simplifying the transmission of information between multiple-site
businesses. Advanced solution border payment management, including but not limited to
dual language invoices and automatic international employment systems also address cross-
currency problems entertaining complex tax issues. Consider Shopify’s home grown
payment methods, for example, which could be modified in creating global payments
solutions that appeal to customers from cross border countries while taking regional
economies differences into account as well.

In order for companies to be successful in the international arena, an upstream balancing
strategy is needed and it must go with their home market demand at one place, but does
not flow with that company’s similar needs of enter into service position that involves other
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countries. Insight into three key aspects - cross-border business processes, company
performance and market factors- are what will yield successful results.

There is a strategic fabric, and there are fundamental operational practices upon which
business expansion happens, and effective leadership. Firms may gain strong market
position and can go to many markets through the world by using supply chain management.
Companies the ability to significantly decrease costs and increase operability/ efficiency, by
having centralized technology platforms possessing regulatory compliant data.

remain agile and competitive. This set of measurements enable to compare various
frameworks for global business operations and their realisation.

1.0.1 Dealing with Challenges of International Business

e Communicate Well: In an open system of International Business, it is necessary to
communicate well which may help to save a business from disasters. If businesses want to
build the best communications connections possible, considering the time zones, cultures
and languages in which employees, vendors, partners and clients work,businesses should
be doing so. Slack and Microsoft Teams, for instance, facilitate instantaneous digital
communication and collaboration among geographically dispersed team members. Clear
culturally sensitive communication builds strong relationships and reduces the potential for
misunderstandings.

e Deliver Leading technology: Cutting-edge technology will increase efficiency of operations
and positively affect the results of individuals adding in a global context. While the
investment hurts hoped-for bottom line profit in the immediate term, and raises financial
risk for both Company A and Company B, it establishes a company position on solid ground
for what (despite recent de-schism after more than a decade of nasty spats) continues to be
tough and challenging times. For example, Amazon has been able to grow its international
operations so effectively thanks to advanced robotics and Al-led logistics systems. State-of-
the-art worksites for staff ensure that they are able to operate at their best in response to
the networks of disorder of international markets.

e Showcase Company Culture: Work culture is something that employees value a lot
nowadays, this comes from the workforce becoming more and more global. Organizations
should focus on their culture and build an environment that is attractive to employees
around the world. For example, Google’s commitment to innovation and flexible work has
made it an employer of choice around the world. Create what we call a purposeful,
engaging and balanced-pulling culture: And organizations can have the best of the best.

® Persistent Education: Lifelong learning is an essential element if a firm intends to keep
pace in the global market. Both the employees and the management should be sent for
training, skill enhancing courses, and career growth programs with respect to industry
update and market condition. "But they live the brand in their eating clubs, social
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experiences and daily choices.""For example, Deloitte does this through its leadership
development programs and skill resources with a focus on Deloitte University." A company
that promotes a culture of learning is making certain their staff can be creative, resilient and
future ready.

These are some of the strategies that will ensure work by international companies across
diverse and challenging landscape can be done in ways that will continue to create long-
term success and growth in a global community.

1.8 Future of Global Business Dynamics.

In present, enterprises are not merely competing at national and regional level; rather in a
tangled interconnected world of business. For you to know and be a master of these
dynamics it is no longer a plus but has become existential to exist and succeed in the global
market. The world as a whole is a competitive and complex place. “As a creative
entrepreneur, you need to have a very good grasp of market dynamics, from cultural
nuances shaping consumer trends to economic policies and regulatory frameworks that
determine how the market behaves. An integrated perspective on organization strategies
provides for the assessment of all company elements.

In the decades to come multinational corporations will face fluctuating world of business
due to technological advancements and changing political systems in addition to consumer
tastes. Organisations must embrace new opportunities and challenges in a connected world
context to be successful. The next several decades will be shaped along the following
central premises and components:

Technological Advancements Driving Transformation

- @ Global firms are changing as technology such as blockchain - alongside artificial intelligence

(Al) and Internet of Things (loT) and 5G connectivity comes into its own. Fueled by
“analytical Al,” enabling data to become a fundamental operating asset, with blockchain
providing document authentication and transparency across the entire chain of events leads
to a secure and transparent process.

international transactions. Robots with automatic systems are a complete game changer for
manufacturing and logistics, enhancing business efficiency and the bottom line.

Example:APEDA’s Blockchain for Agricultural Exports

In the case of agricultural exports such as basmati rice, organic produce etc., the board is
enabling traceability of what is being exported by using blockchain. The trust that blockchain
has made easy between international buyers and assured of food safety and quality
compliance— their vendors in SPWN.

Changes in Global Trade and Supply Chains
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More and more businesses are diversifying the chain, so that they can rely less on a specific
region, and therefore global trade is becoming more decentralized. It’s a trend that has been
accelerated by geopolitical tensions such as the trade war between the United States and
China, and disruptions like coronavirus. But companies are growing more diverse by
manufacturing products elsewhere such as in Vietnam, India and Mexico to hedge against
risks.

[llustration:Larsen & Toubro’s (L&T) Foray into Aerospace Machining

L&T, the Indian industrial giant, has also been pursuing strategic growth in aerospace.
Hindustan Aeronautics Limited (HAL) also is creating history by partnering with them in the
production of the first private built Polar Satellite Launch vehicle at their facility in
Coimbatore. The association is aiming to boost the role of the private sector in space and
wean Japan off costly satellite imports. India aims to increase its commercial space business
to $44 billion from the current $13 billion and L&T sees an opportunity to scale up its pace
business in India leveraging on its high tech manufacturing experience.

Sustainability and Green Business Practices

Sustainability is no longer a margin description, rather it has become the point in
corporations worldwide. Once the ‘sustainability’ of a brand is believed by investors and
people it won’t be long before environmental, social, and governance (ESG) is something
they seriously consider. Corporations are doing the reps: recycling and reducing carbon-
footprints, putting practice into operations.

Taking your example: Oil and Natural Gas Corporation(ONGC) :
PTC Energy, which Avantha Power’s ONGC unit bought in 2025 for about $106 mlIn, brought

288 megawatts of wind power capacity in three Indian states. It aligns with India’s
aspiration to produce 500

GW of non-fossil fuel electricity generation by 2030 and ONGC’s goal to builda 10 GW
renewable energy portfolioONENT.

by that time.
The Rise of Emerging Markets

Asia, Africa and Latin America are emerging markets and they are only going to have a
larger role in the global economy. These countries are undergoing an extremely fast
urbanization and with it, the growth of their middle class in numerical and purchasing terms.
These areas are also seeing more of a move to digital. Both of which offer opportunities for
profitable business.

Example: Advancements in Digital Payments
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The phenomenal uptake of digital payment has already yielded an incredible change to
India’s financial services industry. And the revolution that allowed financial services to
spread to the ends of the country — beyond it even? It's called Unified Payment Interface
(UPI1), and it facilitates bank-to-bank transfers. India’s digital leap in this domain has also
catapulted it to the top of financial technology among emerging markets.

Geopolitical Uncertainty and Regionalization

What we are witnessing this month in terms of a transition to regionalisation and reversal
of globalisation is geopolitical in nature: trade wars, tensions at the regional level, shifts in
global alliances. Regional economic blocs are becoming more central: the Regional
Comprehensive Economic Partnership (RCEP) in Asia, and USMCA in North America.

But this nuance also means that businesses need to be attuned to when policy changes are
on the way and navigate ever-shifting areas of concern in order to effectively align with
regional priorities.

Example ' Indian Steel Industry in the Face of U.S. Tariffs

Domestic industries have called for the 25% tariff on steel and aluminum imports, which will
take effect in March 2025. Steel trade terms of global trade got disturbed with this policy
shift, leading Chinese, South Korean and Japanese surplus to move elsewhere i.e. India. So,
Indian steel prices are likely to fall by about Rs 3,000 a tonne which is going to put further
pressure on local steelmakers who are already reeling under low-cost imports. The instance
of such tariff imposition illustrates that geopolitical decisions affecting trade can impact the
geographic pattern of markets within a region and will require industries to recalculate their
strategic determinants for competition.

Evolving Consumer Behavior

As increasing numbers of consumers prioritize personalized, sustainable and digital-first
experiences, diversity isamong one of the many factors in which they seek from brands.
The companies that understand local culture and local preference get aleg up.

Example: Netflix’s content creation in countries like India, South Korea and Brazil allowed it
to gain a greater share of the streaming market worldwide. Brands like Patagonia do the
same, spotlighting the ethical sourcing and sustainable content up for grabs.

The Role of Digital Globalization

In contrast to traditional movements of goods and services, [digital globalization] is flows of
information, web searches, streamed entertainment, social media, and wirelessly managed
factories. The emerging global realities of the Internet and cross-border data flows are
eliminating barriers to entry for SMEs and levelling the playing field so that they can
compete in an international economy.

Example: Mintoak’sAcquistion of Digiledge. Digiledge On Digital Payments
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Mintoak, the India-based fintech startup supported by PayPal and others, has secured $3.5
million in a deal that is connected to the acquisition of a payment provider that already
works with Mintoak on the ground in India. Through this acquisitions, Mintoak along with
its partner banks HDFC Bank, Axis Bank and SBI will be in a position to provide more digitized
simplified CBDC related payment solutions to their customer base and contribute towards
driving digital payment infrastructure in India.

Workforce Transformation and Talent Mobility

And while we automate, work in remote and need new skills more than ever somewhere the
world is getting ready to disrupt global workforce. In order to be competitive, companies
will have to invest in upskilling their employees and access remote talent.

Example: Air India's Talent Revitalization

After Air India was acquired by Tata Group in 2022, a bold transformation plan was in the
works led by CEO Campbell Wilson. Renewing its fleet, increasing its global route network
and adding 9,000 new employees are all part of the airline’s plan to upgrade. This major
recruitment exercise has reduced the average age of the existing team to introduce fresh
new blood which is a must for rejuvenation and remain competitive in the world’s aviation
business.

Innovation in Healthcare and Biotechnology

One of the things the COVID-19 pandemic has revealed is that global health care
collaboration has value. Advancements in biotech, personalized medicine and digital health
solutions will all drive the sector.

Example: Al Integration in Healthcare:

- e Integration by Al and data science They are redefining the country’s healthcare scenario like

never before. Al is empowering doctors to be more skilled and offer better standard of
patient care which are filling voids for insufficient healthcare infrastructure and shortage of
manpower. This technology adoption is the lynch-pin for changing how health care is
delivered and its effects.

Ethics in a Globalized World

And, as firms expand around the world, they face more scrutiny over labour practices, data
privacy and environmental impact. Building trust and a sustainable future will call for saying
“no” to many things, including the broader corporate social responsibility (CSR) agenda,
which isn’t half as frank.

For instance: Clothing company H&M, whose supply chain is not able to square up with fair
labor practices has incurred the pressure, whereby they have changed and become more
strict on oversight and transparency. Companies that actively try to identify these concerns
will do better in an increasingly complicated global market.
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The world of international business is one that is ever changing and interconnected.
Certainly those that incentivise innovation, pivot to geopolitics and take a sustainability
perspective should thrive in this retreating global world. In this way, businesses that are
flexible and proactive can profit from the additional opportunities as well as handle the
obstacles of doing business in what is an ever-changing world.

1.0.1 Global Business Strategy in Cyclical Perspective

A cycle view on the global business strategy As all perspicacious global managers know or
experience, the reality is that world economy, politics, technology and society are prone to
the cyclical patterns and pendulum swings of forces affecting global businesses. For
companies looking to be successful in the long run they need to recognize and react
according these cycles. And omitting these patterns in strategic decisions puts your business
into the reactive mode of change adaptation, rather than taking advantage of opportunity or
risk.

Business Cycles: Expansions, Recessions, and Recoveries

Business practices on a global scale are shaped by ebbs and flows of economic cycles ---
growth, slowdowns, recovery. Unlike an economic boom, which is based on expansion to
maintain the growth of the inflation rate and or real business growth, a business boom is not
dependant on constant market growth.

acquisitions to hit aggressive growth targets. But in times of recessions, companies
prioritize cost efficiency and risk reduction.

Fig 1.5 Navigating Economic Cycles

Other similar companies such as Walmart positively applied this during COVID 19 pandemic
by providing value through products and pricing while keeping them essential in nature.
More than any other retailer, Walmart deployed its supply chain and e-commerce
infrastructure to help meet the spike in demand for household essentials as rivals pivoted
too slowly. Porsche also saw a rebound in demand from consumers coming back into spend
post-pandemic, like many of the consumer patterns,cyclical consumer behaviour,luxury car
maker Porsche while America's wealthy began to return to discretionary spending.

Technological Cycles: Innovation and Obsolescence

But rather, “There are cycles of disruption and maturation that companies should build
technology on top of and should be able to predict; they should not innovate only once. Yet
those that do not keep up face the danger of withering away as early adapters gain fresh
relevance.

Example: Tesla benefited from large markets doubling down on clean energy and electric
vehicles (EVs). But as software program-enabled Teslas disrupted the car industry with
battery tech and autonomous driving tech, it took a major front-and-centre position in the
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electric vehicle marketplace. Traditionally Ford and General Motors started late, caught up
with the late-mover EV developers — but this time they have entered aggressively,
understanding that customer demand and regulations are cyclical.

For global business strategies, the geopolitical and trade cycles matter a lot too. A business
is simply going to have to accommodate trade agreements, tariffs and geopolitical tension
by moving its supply chain or market entrance.

Example: The U.S.-China trade war drags on and companies like Apple are building
manufacturing bases around the world. Moving beyond Taiwan and China, for years Apple
has gone back and forth between regional operations that also include India, Vietnam and
other countries to diversify its production. Semiconductor giant the TSMC (Taiwan
Semiconductor Manufacturing Company) has been investing in U.S. and Japan facilities to
deal with the U.S.-China tech decoupling as well as wean itself off China and pound its
footprints overseas.

Another such example is the European Union’s Green Deal agenda which seeks to promote
a kind of “business” that will accept stricter environmental norms. Bigger companies react
by pledging to carbon-neutral production processes and sustainable sourcing, all whilst
being in line with regulatory cycles and the increasing demand of consumers for green
products.

Consumer Behavior and Cultural Cycles

Consumer tastes might also go in cycles as economic conditions, generational belief systems
and cultural currents shift. These firms can gain competitive advantage by being able to
observe and adapt to change.

What’s more, the growing importance of sustainability has led brands such as IKEA to
embrace principles of the circular economy. Example: IKEA is now doing things like its
buyback and resale programme, appealing both to an environmentally aware consumer who
wants to make a sanity-conscious purchase and the middle-class house, touchingly
miserable but somehow durable. In the same way that those generational cycles have
aligned each time, Gen Z has made it hip for brands like Nike and Adidas to launch ad
campaigns whose messages favor social justice and inclusion and are vertically aligned to
cultural cycles.

The shift to digital convenience is just another expression of the cyclical nature of consumer
behaviour. DoorDash and Uber Eats grew like gangbusters during the pandemic, but when
Covid restrictions eased up these companies reoriented around grocery delivery in a bid to
stay relevant in a post-pandemic future.

Adapt, Thrive in a Rollercoaster World
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As we cycle through the world, being adaptable and resilient will be critical for long-term
success. Agile tactics and predictive technologies allow companies who invest in them, to
succeed well amid uncertainties.

Example: The pharmaceutical industry during the COVID-19 pandemic is a pertinent case.
Pfizer’s fast-track process and delivery of the COVID-19 vaccine showed the power of agility
and ingenuity for a rescue mode in global calamities. Pfizer leveraged years of research
capability and created

governments, staying ahead in health and exceeding all-time demand while we were at it.

Amazon’s handling of supply chain disruptions during the pandemic had been characterized
by a similar dedication to operational resiliency. Amazon’s capacity to do that comes from
its secondary logistics network and investment in sophisticated inventory management.

The above forces and responses are embodied in the cyclical dynamics of global business
strategy. “Successful companies realize this is not a cycle as in boom and bust but an ‘entry
point’ for growth, new operating models etc. Businesses learn from past cycles and design
their strategies according to the fast-moving trends as well as emerging opportunities.

1.9 Summary

< The dynamics of global business refer to the complicated systems of trade, investment
and commercial transactions that span national boundaries as a consequence of
technological change, economic transfer, and globalization.

< Global business has deep history — from ancient trade networks like the Silk Road to
colonial-era commerce, the Industrial Revolution and, more recently, globalism, which
rewired supply chains and stitched together national economies.

R

< Many issues influence global business such as economic, technological, political
establishment, big changes in culture and environment problems.

¢ PESTLE (Political, Economic, Social, Technological, Legal and Environment) factors of global
business environment that affect the market conditions also play a vital role as they are to
be considered in an international business strategy.

< Multinational corporations (MNCs), global organisations like the WTO, IMF and World
Bank as well as small- to medium enterprises (SMEs) are critical actors in facilitating
international trade and investment.

+ Differences in culture, compliance with regulations, trade restrictions and currency
volatility are amongst the challenges that companies contend with when operating within a
globalized framework.

Z"—.I turnltln Page 35 of 38 - Integrity Submission Submission ID  trn:oid:::3618:127097351



z'l_.l turnitin Page 36 of 38 - Integrity Submission Submission ID _ trn:oid::3618:127097351

Z"—.I turnltln Page 36 of 38 - Integrity Submission Submission ID  trn:oid:::3618:127097351

<+ Cultural knowledge, market intelligence, nimble supply chain organisation, a team of
people and ‘not-needing’ in terms of regulation and geopolitical insecurity are the requisites
for a good global business strategy.

¢ Artificial Intelligence, Blockchain (renewable energy and consumer behaviour) passing
towards a trendshift to ‘sustainability & ethics’ will define the future of global business.

+» Global business requires an ability to grasphow markets are linked around the world, be
proactive in innovation and adapt to dynamic environments and trends.

1.10 Key Terms

International Business: All business transacted beyond national borders. Most significant
types of international business are: Export-Import (EXIM), appointing foreign agents aboard,
management contracts and turnkey operations, licensing, franchising joint ventures or
cooperations and wholly owned subsidiaries.

Globalization is the expansion of economic activity across politically defined national or
regional lines. It paves the way for greater trans-border movement of things and services —
trade and investment, typically, also people through migration. It is a creature of the
behaviour of individual economic agents: be they firms, banks or people and it is typically
motivated by profit and frequently by the exigencies of rivalry.

Multinational Corporations (MNCs): These are the powerhouses of international business
that have gone a long way towards globalising the world market. MNEs are often described
as companies that are operating across the national political frontiers and are active in
several countries by investing abroad.

Marketing: Marketing is an activity that promotes taking a business's perspective from the
outside in. It implies that the company ought to produce its merchandise according to the
want and choice of customers. The term market has to be construed as the total customers
that is, present and future (non users plus current users of the competitors’ products).

FDI: Foreign Direct Investment (also called DFI in some contexts) means an investment made
to acquire a lasting interest in enterprises operating in countries other than that of the
investor, the investors’ purpose being to have an effective voice and lasting interest.

U (European Union): An economic group of 15 European countries consisting of: Austria,
Belgium, Denmark, Finland, France, Germany and Great Britain, Greece - the Netherlands,,
Ireland Italy,, Luxemburg, Portugal, Spain as potential members.

Spain, and Sweden. Originally a customs union, it is in the process of becoming an economic
union (known as the European Community prior to 1993).

Multinational Corporation (MNC) - A corporation that serves as a vehicle for multinational
operations, i.e., MNCs produce and market their products in various foreign countries.
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Foreign Trade: Countries relate to each other through exchange of goods and services that
enables them to specialize in a certain sector than then can produce with comparative
advantage.

Emerging Markets: The period of quick industrialization and that of economic development
of developing countries produce market opportunities with accompanying policy shifts and
market development complexities that have implications across international business.

Barriers To Trade: Governmental Restrictions on the international exchange of goods and
services, such as tariffs, quotas and embargoes.

-Global Supply Chain : - a network of suppliers, manufacturers, distributors and retailers in
two or more countries through which raw materials are acquired, transformed into goods
and services, and made available to customers.

World trade organization (WTO): An international body that develops and imposes trade
regulation among participating countries as a channel for free market system.

1.11 Discussion Prompts

Explain why the dynamics of global business in a rapidly changing world has to be
understood. How can companies use this information to stay ahead in the market?

Charts the development of global business practices from the period of the industrial
revolution all the way to today's rapidly expanding corridors of digital globalization. What
can the organizations of today learn from this history?

Describe and recognize the economic, political, cultural and technological influences on
decisions concerning international business. Provide examples of how each reason has
impacted world trade in the recent past.

How do macroeconomic trends such as inflation, exchange rates and global trade policies
impact on the international business environment? By recent examples example them.

What are the main problems that firms face when they enter into emerging markets? And
how can those turn into opportunities?

What are some key strategic factors companies must consider when entering overseas
markets? Look at how successful firms adjust to culture, research the market, and the way
they do a competitive analysis.

Describe risk management in the context of the global supply chain for multinational
companies. Give examples of how companies have pivoted as a result of supply chain
disruptions in the past few years.

How does CSR and Business Ethic Influence Global Strategies of Business? Critically analyse
CSR as the equilibrium between profit and both social and environmental impact.
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Challenges and Politics in Globalisation

Learning Objectives

1.

Learners will grasp all major challenges globalization produces from economic

and social aspects as well as political and environmental perspectives.

2.

Learners will evaluate how globalization develops based on current trends and

innovations and regional interests and ecological sustainability factors.

3.

Learners will create knowledgeable viewpoints about how to remake

globalization into an inclusive sustainable concept.

Content

2.0 Introductory Caselet

2.1 Challenges of Globalization

2.2 Politics of Globalization

2.3  Criticisms of Globalization

2.4  The Future of Globalization
- e 2.5 Key Terms

2.6 Descriptive Questions

2.7 References

2.8 Case Study

2.0 Introductory Caselet

Economic, social and political systems in every nation on earth have been changed by
globalisation. It has promoted to some extent economic expansion and technological
advances, but it also generated political controversies on sovereignty, labour rights and

economy. The presence of tensions between economic integration and domestic
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concerns also implies that countries must necessarily balance the two, often within
states over trade policy, and across them over regulation and political ideology.

You certainly don’t have to look further than China and America’s trade war, which

L] @ began in 2018. The United States needed to apply tariffs to Chinese imports because of

unfair trade practices, theft of intellectual property and fears about dependence on
foreign economies. China struck back with tariffs of its own on American products. It
had consequences for global markets and upended supply chains, forcing a debate
over economic nationalism versus free trade. Some sectors received protectionist
measures but some were severely burdened by high cost and market irrelevance.
Governments and national policies meet the new globalisation of the economy marked
by economic interconnectedness.

Globalisation does not only reshape the political map in trade wars, it also affects
politics elsewhere — namely in international institutions like the World Trade
Organisation (WTO) as well as agreements such as TPP. But such bodies are supposed
to create common economic rules and have often been accused of giving priority to
larger economies over developing nations. And second, governance and policy making
in the world moulds under pressure of globalisation that is mirrored in migration
policies, climate agreements and digital trade rules.

Critical Thinking Question:

What is the government’s trade off betweenthe gains of globalisationand protecting
public health?

national industries and labour markets?

2.1 Challenges of Globalization

Today is a world in which the planet has been transformed into an enormous
marketplace thanks to globalization; and one where various economies are increasingly
mutually dependent, where we all exchange culture as much as goods, and technology.
It also, however, has opened doors for governments, businesses and people at the
same time it presents hurdles. That includes economic disparities, cultural
fragmentation and homogenization, ecological problems and the governance of
international trade and its regulation. In addition, political tensions, labor market
disruptions and cyber-security threats have made global integration terribly messy.
Safely sailing through globalization, however, needs to be aware of these challenges for
the policymakers and businesses and societies are central in pursuing a sustainable
and inclusive globalization. The key barriers of globalization that impact today's world
are analysed in this chapter.

2.1.1 Economic Challenges
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Globalisation has increased economic linkages between economies, resulting in an
increasing amount of trade, investment,and technology Development. Hence thereis
also an economic quotient to it for example in income inequality, labor market and
financial instability. Some of the important economic problems from globalization are
listed as follows along with corresponding real life examples:

Economic Injustice and the Wealth Divide

Thus, the globalisation has generated room for enlarging the income disparities within
as well as between any two countries. These new markets and technologies — though
a boon to multinational firms and skilled labor — have left behind working-class people
with stagnant wages and greater job instability.

Example: Automation and offshoring have eliminated middle class jobs in the U.S. and
been a bonanza for high-skilled workers, investors; income inequality worsens. The
World Inequality Report says the U.S. top 1% of earners have a “disproportionately
larger share” of national wealth than the bottom 50%.

Similarly, India has reported that as it gets richer, income inequality also increases with
the development of higher-end IT and finance sectors powering up globalization and
then this money flows into the city where urban elite reside in contrast to their rural
counterparts with lower incomes.

Impact on Developing Economies

While globalization is globally you two-fold opportunity after advancing countries to the
global economy, but also by foreign capital, multinational companies and the world
market dependent. That generally provokes economic chaos and environmental
catastrophe.

Example: For years, globalization has been a boon to Bangladesh’s garment sector and
its exports have provided a substantial lift to GDP. Indeed: the conditions for working
people are lousy (especially with an economy that relies on western retailers and is
exposed to external shocks).

A lot of African economies that export raw materials such as oil, minerals etc. could fall
prey to the phenomenon known as the ‘resource curse’ wherein their economies are
excessively reliant on commodity exports and exposed to fluctuations in global prices,
curtailing their ability solve problem of diversification.

Job Displacement and Labor Exploitation

Jobs outsourced, jobs automated and competition from low cost economies have
resulted in job losses in some of the sectors due to globalization. These are the very
industries that have gone global — and cutting-edge companies are indeed generating
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many new jobs for workers — yet these workers often face great difficulty in adapting,
leading to economic misery.

Example:

Some nations, including China, India and Vietnam, have taken manufacturing jobs away
from the U.S. and western Europe, leading to deindustrialization in regions such as the
Rust Belt in the U.S. and northern England.

Though the workers in low cost countries are working for really really low wages and
pathetic working condition (Nike and Apple suppliers factories in China ) where factory
worker right violation news we have heard lots of time.

Trade Imbalances and Financial Crises

Trade imbalances are a product of globalisation that has seen some countries
accumulate trade surplus and others, trade deficit. If the private sectoris unable to
spend enough we get an imbalance that can potentially create a financial instability and
economic collapse.

Example: One of the key issues is U.S. China trade imbalance problem where China
still maintains a very high surplus given they export products to USA and importonly a
little bit in return. It’s because of this that trade wars and tariffs ended up being
triggered over it. This is striking as a commentary on how financial markets have
accelerated in the process of global warming. US mortgage backed securities blew up
and that infected many correlated economies in Europe, they also all wentinto
recession particularly Greece, Spain and Italy were the three european PIIGS.

The globalization it bring may have an economic benefit. At the same time,
globalization is posing huge challenges to us like income inequality, disruptions in labor
markets and financial instability. These are impacts that policymakers should prepare
themselves to mitigate—through investment in workforce retraining, improved labor
protections, and enforcement of fair trade practices.

2.1.2 Social and Cultural Challenges

Globalization has brought the two economies and cultures closer together in both ways,
with some of the benefits and problems that come along with that.

Cultural Homogenization vs. Cultural Diversity

Challenge: Homogenization of cultures: While there is an incentivizing forcein
globalization to have communities get together, exchange and blend their cultures, it
also leads to erasing diversities of native traditions, languages, customs by strong
dominant ones (mainly western). This could lead to disappearance of indigenous
cultures, languages and traditional ways of life.
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Cultural homogenization is making all of the culture a little more similar, mainly due
globalization, media and money. This is a mixed issue there are good points and there
are bad.

Positives:

e Sharing Culture & Inform: The shift in freedom of movement for smooth culture
already experienced in, yoga, k- pop, world cuisine comes with a greater appreciation
and understanding of our fellow societies.

¢ A Shared Foundation: Aspects of separate societies’ cultures can be found in common
with one another to create a shared foundation that makes it possible for them to see
where they are coming from, and how to work together.

e Economic: The other way round, the success of cultural products around the world
(i.e. Hollywood, anime and fashion skews) also acts as an inspiration for industries and
provide jobs.

Negatives:

* Emergence of Globalization and Stronger Encroachment by Global Cultures
According to this type of literature, the most powerful cultures emerge as global winners
and they might destroy indigenous or traditional practices out right.

e Context of appropriation: establishes that some of the culture are traded or
misrepresented without honoring it.

* Monoculture hazards : The culture of the world may become too similar and cultural
diversity is diminished.

Example: Western streaming services change the show-watching habits of audiences
with cultural blending. “The world is shrinking and the new generation has its choices in
the palm of its hand with Global streaming platforms like Netflix, Amazon Prime and
Disney + coming to fore which are not only altering the entertainment consumption
pattern of India but also making Indian audiences used to Hollywood content and
international stuff,” Mehra told us.

Examples: Money Heist (Spain), Squid Game (Korea) and Stranger Things (USA) have
become hugely popular in India etc., hence exposing audiences to consume more of
the Western-originated storytelling format on OTT platforms.

Impact Global audiences are on the rise, traditional television channels and its formats
like Indian mythological serialized dramas or folk theatre, have falling viewerships.

Cultural Diversity: The Emergence of Regional OTT Platforms and Local Content
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To counter western media dominance, India withessed the rise of regional streaming
platforms like Aha (Telugu), Hoichoi (Bengali), ManoramaMax (Malayalam) with local
language content.

Notable examples : The 2021 Tamil film Jai Bhim, and the 2021 Malayalam movie Minnal
Murali have had cinematic works that received widespread notice as their narratives
were based on the local culture, traditions and social concerns.

Impact: These platforms are helping to narrate the stories of artists, regional languages
and contexts

stay up to date and ensure India maintains a linguistic and cultural diversity in setting
entertainment benchmarks.

Challenge: Globalization makes it easier for the best and brightest to flee from
developing countries, where they could do the most good, to richer ones. The resultis a
'brain drain' where developing countries loose their share of intellectuals. At the same
time, millions are being displaced by war, economic collapses and climate events.

Lately India has been the victim of migration, displacement and brain drain.
Internal Displacement:

Recurring incidents of ethnic violence have led to large-scale internal displacementin
north-east India, particularly in Manipur. As a result of such conflicts, more than
900,000 people have been displaced from their homes since the 1980s.

By February 2025, the Indian government was imposed direct rule over Manipur
following the resignation of chief minister in frustration due to continuation of ethnic
violence where more than 250 had died and thousands driven away from their home.

Natural Disasters Some of the internal displacement is due to natural disasters, such
as floods in 2023 and Cyclone Biporjoy that drove more than half a million people from
their homes in India.

Brain Drain:

The flight of skilled human resources to other nations is perhaps a puzzle that has
repeatedly rested India. The 2022 Indian outbound numbers for higher education
students surpassed a six year high of 770,000.

After aro1 million Indians have renounced their citizenship since 2011 in what is having
a significant economic impact, including against tax revenues.

This is what the H-1B visa system, which has entirely displaced its original purpose to
maintain U.S. wages in certain high-skill fields (as economists from Milton Friedman on
down first sought it as a policy), does for Indian tech professionals who seek to emigrate
to the United States — except that this brain drain’s bill here is mostly paid by India.

Z"—.I turnltln Page 12 of 56 - Integrity Submission Submission ID  trn:oid:::3618:127097353



z'l_.l turnitin Page 13 of 56 - Integrity Submission Submission ID _ trn:oid:::3618:127097353

These developments underscore the many challenges that India must address with
regard to internal displacement as a consequence of ethnic conflicts and natural
disasters, and in regards to its dilemma over “brain drain.” Clipping this drain-a
contributor to limiting human capital and economic growth-is central to the pursuit for
excellence.

Human Rights and Labor Issues

Result: Laboring sent abroad to countries with cheaper labor and fewer working
conditions. It has brought exploitation through working conditions, child labour and
human rights abuses within supply chains into questions.

The horrors of the global fast fashion industry and its poor working conditions where laid
@ bare as late as 2013 when a factory building collapse at Rana Plaza in Bangladesh
resulted in the death of more than 1,100 garment workers. Some multinationals
purchase from factories with lax safety and abusive labor practices.

Health Crises and Pandemics

The interconnectedness of all parts of the modern world means that diseases travel
extremely fast across borders. Greater travel, trade and urbanization facilitate rapid
spread of pandemics and health emergencies.

The rapid spread of the COVID-19 Pandemic (2019-2023) was facilitated by
globalization, a process of moving people around the planet; cheaper trans-ocean
travel destroyed economies as it unmasked medical failures around the globe. Vaccine
distribution was an asymmetrical transfer of vaccines among countries where the more
advanced economies received the vaccine faster than did the less developed ones.

Globalization enables cultural exchanges resultingin economic growth, yet have their
own serious social and cultural problems. These problems must be confronted with
international cooperation, responsible policy making and balance in a scenario where
we take globalization, but the local cultures and rights need to be retained.

2.1.3 The economic and cultural integration of the world has brought countries closer
but also several political challenges. Issues such as nationalism and protectionism,
geopolitical conflict and trade wars, the involvement of global businesses in policy
making, and ga p sin g Ll obal governance are the defining political topics. They are all
detailed below, along with examples from both the real world and Bitcoin Cash
blockchain.

Nationalism and Protectionism

Nationalism: Nationalism is an ideology that stresses the interest and culture of a
particular nation, as opposed to cantonal or confederal models which we can find in
loose federations. Nationalism can provoke opposition to all of these types of
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international cooperation, the creation of trade pacts and migration in a globalised
world. No doubt, there might be nationalist movements as the nation feels threatened
by loss of national identity, economic competition with overseas markets or
dissatisfaction with global institutions such as WTO or IMF.

Nationalism in Globalization: Some Fundamental Features

@®Resistance to foreign domination and global governance structures - Includes
policies related to protection of domestic industries and maintenance of local culture
and traditional lifestyle.

@® National identity and labor markets maintenance of the restriction of immigration.

Protectionism, the use of interventionist trade restrictions This is a type of economy
policy, political position regarding domestic production (a whole society). It embodies
macroeconomic contractions that restrict imported goods. Governments do it because
there is something nationalist about wanting to protect local businesses and jobs from
being crushed by the international hand of market forces.

Features of Protectionism in Globalization:

@ Taxes and duties levied on imported goods would make it more expensive than the
local equivalent or locally produced products.

® Import Quotas: If certain goods that are being imported have limited quantity in
terms of that country.

® ‘Subsidies’ to ‘domestic’ industries by domestic governments in order to increases
the competitiveness of these industries.

@ Tough standards or requirements that make it difficult for foreign firms to do
business

Impact on Globalization

Globalisation is counteracted by nationalism and protectionism that diminish
international trade and foreign investment, however, decreasing international trade
increase inefficiency in an economy. While these would provide some short term
economic gain to domestic economies, such policies are likely to result in trade wars
and consequently higher prices for consumers and less innovation as there is no global
competition.

@ Example: Brexit (2016-2020) Brexit was the United Kingdom’s withdrawal from the
European Union partly due to nationalist sentiment which strongly revolves around
keeping sovereignty and preventing immigration. This led to massive interruptions of
trade, investment and EU supply chains. During President Donald Trump’s residency,
2017-2021, his America First Policy involved protectionist policies that included
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imposing tariffs on Chinese goods and would renegotiate NAFTA to USMCA in order to
benefit American manufacturing and jobs.

Geopolitical Tensions and Trade Wars

The economies have integrated, international trade has been simplified and countries
have become dependent on each other. And that has also meant heightening
geopolitical tensions and trade wars between countries as they add their web of
intricate economic and political ties. This is due to the competition of national
interests, economic influence and military strategies as well as different ideologies
between two nations.

A. Geopolitical Tensions

Geopolitical tensions are disputes between nations, but not simply because of
territorial muscle and economic, military or political influence. But such tensions have
been turned up by globalization, as nations fight to ensure goods for their country, to
keep their industry safe and to preserve the advantage of their strategic position.

Key Factors Driving Geopolitical Tensions
A. Economic Competition

The world is increasingly competitive with the onset of globalization and various
governments want to compete in areas, such as trade manufacturing and technology.
Trade and diplomatic tension between China and India on the one hand, traditional
global powers such as the US and the EU on the other have been caused by China and
India becoming economic challengers to these nations.

Example: U.S.-China Economic Rival With tensions between China and the U.S., it all
started with China’s incredible economic explosion, their industrial policies, their
dominance in production. The U.S. has accused China of unfair trade practices,
intellectual property theftand a directed economic strategy that gives Chinese
competitors advantages over foreign ones. In response, US tariff and other retaliation
were imposed targeting Chinese goods and tech companies causing Chinato
reciprocate.

B. Military and Strategic Conflicts

The world is more militarised with an increased number of military alliances, defence
pacts and geopolitical power struggles as a consequence of globalisation. They are
using economic pressure, military might to assert dominance over these countries.

Example:

® South China Sea Disputes — The South China Sea and China’s military expansion into
that area have led to tensions with neighboring countries as well as the U.S. Mostly war
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of words are exchanged, although the U.S. and U.S.-allied countries perform naval
exercises in that region to counter China’s territorial claims.

@ Russia-Ukraine War (2022-Present): Russia attacked and occupied Ukraine in 2022
starting a major world geopolitical crisis also leading Western powers to impose
sanctions on Russia. The war had disrupted energy and food supply chains globally,
feeding inflation and economic instability throughout the world. NATO expansion and
Western military aid to Ukraine have added to the friction between Russia and Western
countries.

C. Political and Ideological Conflicts

New pattern of international relations were forming under the influence of globalization,
and ideological struggle between democracy and authoritarianism regimes arose.

Example:

® U.S. and Western Sanctions Against Authoritarian Regimes: Nations such as North
Korea, Iran and Venezuela are subject to economic sanctions because of their form of
government,growing nuclear capability, or abysmal human rights records. The
sanctions have negative impacts on the economy of the affected countries and global
trade and supply chain.

® China’s Belt and Road Initiative (BRI): China is financing infrastructure projects
across Asia, Africa, and Europe to expand its economic influence. Western nations see
it as a strategic economic power play and a political rivalry, therefore to be tensive.

B. Trade Wars

Trade Wars are the economic battles between nations who set tariffs, quotas, and other
trade barriers in order to protect home industries or because of hostilities felt over
unfair trade practices. In the era of globalism, trade wars disrupt global supply chains,
are costly for businesses and consumers and generally lead to economic uncertainty.
These usually arise from complaints that trade imbalances, intellectual property theft
or subsidies exist.

Key Causes of Trade Wars
A. Protectionism and Nationalism

They don’t, because like | said above they’re opposed in principle to tariffs and
restrictions on trade; but at least the system of import quotas we do have is there to
protect domestic industries from being put out of business by competition from foreign
companies that TITFs who are “just there to dance” DISINFECT TITFs all believe should
be able to BUTTCLAMPS FUCKA CLAM. ((!))*/GG One more option: how about we stand
up for the embattled economic living conditions that so many people endure instead of
caving in slavishly (LOL) just because some bien pensants think it looks cute?
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India-China Trade Restrictions: (2020-Present)

India joined the China trade warin 2020 following a flare-out of geopolitical tensions.
Despite India having made decisive but painful choices to weaken its economy from
ChinainJune 2020, protecting itself through national security and massaging local
economies India still cannot afford the luxury of twiddling thumbs.

These are the top events advertised on the Fortune Business Insights website in the
time period examined for India-China’s trade war.

Ban on Chinese Apps: In June, India blocked 59 apps developed by Chinese firms,
which included TikTok, WeChat and UC Browser over concerns related to data security
and national sovereignty. India then expanded the ban to cover over 300 Chinese apps
across categories such as social media, gaming and financial services. It was viewed at
the time as an effort to reduce China’s digital sway over India.

Limits to Chinese Investments: India has tightened rules regulating FDI or foreign direct
investment aimed at stopping automatic investments by the Chinese companies in
Indian firms by securing government approval prior to putting money even from
neighboring countries. Big Chinese investors such as Alibaba, Tencent faced regulatory
hurdles to grow their footprintin India.

Domestic Manufacturing Drive Supported by Import Restrictions: The Indian
government hasimposed a ban on Chinese products forimportin all major sectors
like:

@ Electronics (smartphones, telecom equipment)
® Pharmaceutical ingredients (API)
@® Automobile components

It was a bid to chart a course toward less dependence on China and more economic
development of

@ domestic production, as part of India’s “AtmaNirbhar Bharat” (Self-Reliant India)
campaign.

India also started to get tough on Chinese imports: by imposing stricter customs
checks and increasing Indian tariffs on Chinese products.

5G and Infrastructure Exclusion: First, India restricted Chinese telecom giants Huawei
and ZTE from its 5G network implementation due to concerns over security. Chinese
companies were banned from infrastructure projects, including the construction of
highways and upgrading of railways.
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1) Decrease in Bi-Lateral Trade: Indian imports from China fall initially while they
continue to be India’s largest trading partner. Nevertheless, India was beginning to
source vital products (i.e. electronic appliances and raw materials) from other markets
(the US, Japan or South Korea).

2) Promotion of Domestic Industries: The war accelerated India’s journey towards self
sufficiency in electronics, pharma and the telecom sectors. The Chinese apps ban
became a boon for the Indian tech startups that devised local alternatives to these (like
Chingari, an alternative to TikTok).

3) Chinese Retaliation: Operating in India was already tough for Chinese companies
and they invested less money into Indian startups. But China continued to export key
products such as medical equipment and electronics to India.

What’s Happening Now: Economic links between India and China persist but India’s
protectionist policies have totally transformed the trading relationship, forcing the
country to reduce its reliance on Chinese imports and step up investmentin local
production.

B. Intellectual Property and Technology Disputes

A lot of the brawling between trading partners has focused on theft of intellectual
property and attainment of technological primacy.

@® American Barriers on Chinese Tech Companies: In the last year, the U.S. has placed
restrictions on Chinese companies like Huawei and TikTok out of national security
measures and privacy of its data. This led to a broader decoupling of technology, and
so on and so forth, into the global semiconductor and telecommunications sectors.

® Chip Wars: The U.S. does not trade advanced semiconductor technology with China
and its allies

e.g. Japan and the Netherlands. That has fuelled a few more tensions as China has
been throwing vast amounts of money into domestic semiconductor manufacturing.

C. Disputes over Subsidies and Tariffs
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Traditionally various governments had trade arguments with regard to national
subventions which unfairly allowed domestic industries an advantage in the
international markets.

@ ® U.S.-EU Trade Disputes: The U.S. and the EU have decades old subsidy disputes
regarding Boeing (US) and Airbus (EU) which, due to no one’s surprise, has resulted in
tit-for-tat tariffs between those governments on airplanes, wine and other products.
The response was for the EU to slap back tariffs on steel and aluminum imposed by the
U.S. under the Trump administration.

D. Energy and Resource Trade Conflicts

Energy, as in trade wars, is not just left alone and countries work to ensure control over
the delivery of much-needed resources.

Russia’s Energy Conflicts with Europe:

® Russian oiland gas According to Bloomberg, Russia’s imports of Russian oil and gas
were sanctioned.

@ Russia cut gas to Europe in retaliation for the sanctions causing an energy crisis and
near record prices.

OPEC and Oil Production Policies:

@ The price of energy around the world rises and falls depending on OPEC’s ability to
control crude oil production, so And

sparking disputes between the oil-exporters and importers.

Globalisation has created vast economic possibilities but untamed geopolitical
competition and the threat of trade wars now raise instability in the world at large. As a
result, the economic interdependence needs to be weighed on country security and
polity interests. To mitigate these tensions, and to have a sustainable world economy,
diplomacy, trade deals and intercultural collaboration are necessary.

Role of Multi-National Corporations (MNCs) in State Policy

MNCs have a tremendous politics over their host countries, including with out of that
country. In fact, a great deal of MNCs have financial strengths equivalent to those
nations themselves. The vast wealth and business dominance of MNCs provides them
with the power to shape national political choices especially in emerging economies
where multinationals are dominant actors on the economic front. In their legislative
function MNCs strive for policies favorable to them as the special benefactors through
tax breaks, subsidies and relaxed regulations.

MNCs spend vast amount of money in lobbying campaigns to orient government
decisions toward their corporate interests. They make their business objectives through
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campaign donations to politicians and media outreach which promotes policy they are
in favor of. The way MNCs operate is being affected by the introduction and also the
implementation of trade agreements together with environmental regulations and
labor laws, among some other operational policies.

Due to the sheer size of their activities and worldwide operations, MNCs are directly
involved ininternational market processes. By virtue of their status, these corporations
have become bullies in negotiating trade deals as well as bilateral relationships
between countries that favor the conditions for their supply chain networks and modes
of production and distribution.

International Practice becomes standardised via MNC involvement: including
technology, pharmaceuticals and finance where companies also dominate
international standard setting. Their global business, providing them the facility to
perform uniform regulation across nations that reduces market entry barrier and also
create a level playing field for operations across countries. MNCs are in a position to
compel nations to lower their regulatory standards so that they could compete for
MNC investments.

Most LDCs depend on multinationals as the source of employment and utilize the
transfer of technology and infrastructure from these multinationals arts. Governments
are likely to promote investment-enhancing MNC-related policies, and thereby
encourage FDI positive development results. Policy consideration usually goes to the
benefit of MNCs rather than domestic sectors and public care because itis MNCs who
have a power controlto job creation and resource exploitation.

Multi-national corporations wield the ability to influence policy indirectly via their
control over media trends and popular culture and through their subsequent
"marketing" of those values. The power of MNCs to shape consumer tastes, as well as
their use of branding which serve the interests of corporations can prompt governments
to make moves through taking action on consumer-protection legislation and
advertising bans and health initiatives.

MNCs operate beyond performing economic activities as they also possess significant
political clout in order to shape national and global agendas even if this is at the
expense of local or national initiatives. As a result, there is often skepticism about the
efficacy of organizations with financial power and whether or not they direct their
strength in defense of national democratic systems.

@ Example: The big tech companies, e.g. Google, Apple, Facebook and Amazon (in one
word GAFA) are said to shape regulations and policies in various countries because they
may fear more strict data privacy laws, taxation as well as antitrust measures.
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Pharmaceutical industry & COVID 19 vaccine distribution Role of big pharmaceutical
companies was significant in achieving vaccine development and acquiring it, but with
the epidemic came issues concerning intellectual property rights and vaccine
nationalism which has led to a very lopsided timeline for vaccine distribution in that
most developed countries already had doses while not one in developing ones.

The Global Governance Challenges

The international relations, economies and conflicts of the global society are complex,
creating challenges for global governance. Stabilization and development operations,
Q as well as the solution of global problems by the United Nations (UN), International
Monetary Fund (IMF), World Trade Organization (WTO) encounter a series of problems.
Here are some challenges:

International Monetary Fund (IMF)

The IMF has a huge problem with conundrum of global economic balances - between
the developed world and the developing world. But the IMF's policies are widely
accused of being too biased for the benefit of rich nations. Structural adjustment
programmes of the IMF are lending thatis based on economic reforms such as cuts in
public expenditure that disrupt public life and sovereignty concerns. These services
tend to have poor social welfare systems at the expense of fiscal stability, a system
some countries criticize. It's governance is called into question in favour of rich nations
due to the weighted-majority voting system where votes are determined according to
financial contributions. Booming emerging markets and developing economies are keen
to have a bigger say, but progress toward reform on that front has been sluggish.

World Trade Organization (WTO)

The WTO tries to improve upon free trade deals but falls short of being able to
meaningfully address the maternal issue of trade conflicts, including among the big
leagues like America, China and Europe. Protectionism, levies and trade wars that are
escalating all the time have sapped WTO mediation strength.

® Trade Rules for Inequity: The WTO agreements are generally biased towards
developed countries and in many cases against the interest of developing countries.
Agricultural subsidies, intellectual property rights and market access are highly
controversial because they thwart fair competition of poorer countries.

@ Decision-making and Process: The process of consensus makes WTO incapable of
responding to the requirements for functioning in the contemporary world (such as
regulations regarding e-commerce or environmental facilitation). Also on the table is
pressure for a reform of the dispute settlement system as the Appellate Body risk
starvation to death.

United Nations (UN)
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m Veto power in the UN Security Council14: The lack of blood on all key international
issues and conflict such as Syria, Ukraine and Yemen by permanent members (P5)
appears to be frequently exercising veto power towards “blocking” action. The demand
for the reform of Security Councilto represent current geopolitical reality, on its part, is
quite an old one.

@® Humanitarian Interventions & Sovereignty: The UN struggles to reconcile
interventions in the name of humanity with traditional conceptions of state sovereignty.
There is a difficulty to intervien these conflicts like Sudan and Libya without violating the
sovereignty, even though itis not entering into the war above all.

A slow response to the crisis is also due to the bloated bureaucratic structure of the
UN. Itis accused of being inefficient in running peace-keeping operations, disaster
relief and development programmes.

Other Global Governance Challenges

Advert It is as difficult for the international institutions with regard to human rights,
social justice and global equality. It is also a hindrance to effective global governance,
with selective enforcement of human rights conventions and impunity for violations in
places like Myanmar or North Korea. New challenges arise for global governance from
such technological developments, including Cybersecurity; protection of Data Privacy;
the regulation of Al and biotechnology. There are no international model systems to
address the problems in a reasonable way.

@ The international organizations in the field of global governance such as the IMF, WTO
and UN play a very crucialrole in global governance today however these they have
numerous issues associated with their reform to parallel to dynamic globally political
and economic activities. These are the things that will continue to make public
institutions relevant and effective in addressing world challenges, if there is indeed a
call forreform, for greater fair representation and processes of decision making.

Contextual Review:

The EU vs. U.S. - Boeing and Airbus Subsidy Dispute The EU-
U.S.KArlD1kcyo4fQ5Cz4vHuUBeywpp2Tj6d-and Aircraft (superjumbo) manufacturer
industry is a several sided trade dispute between the two largest economic blocks in
@ the world, the European Union (EU) and the United States (U.S.), over unfair state aid
that state-aided their respective aircraft manufacturers, Boeingin t.he U.S., when it
benefitted from illegal subsidies during its development of aeroplanes, while Airbus got
assistance from firms like EADS in Europe. Each side accused the other of providing
unfair financial support and unfairly warping global competition.

Key Issues:

Government Subsidies:
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® The U.S. has alleged that Airbus had received illegal subsidies from European
governments.

@ Boeing had been able to profit from US government assistance, the EU shot back.
WTO Ruling:

@® WTO ruled against Airbus for illegal subsidies in 2011.

®In 2012, WTO give verdict in favor of EU against US's subsidyacquiescence to Boeing.

Also, Retaliatory Tariffs: The WTO has ruled against the U.S. for imposing higher
retaliatory tarrifs on Europe than on Canada and, subsequently, the EU imposed
retaliatory tarrifs on US products; as well as finding in favor of them for that same
reason.

WTO’s Role and Challenges:

® Long Dispute: The case has dragged on for nearly two decades, illustrating how
@ complex and protracted the W.T.O.'s dispute settlement process can be.

Limited Rewards: The W.T.O. does not have its own enforcement mechanism so the
subsidies persist and triggering retaliatory tariffs.

WTO Only Works at the Might of Big Economies America & Or EU, & The Big Economies
can even maneuver around and Stall decisions which render it Ineffective.

Outcome:

Despite the WTO’s decisions, subsidies continued and retaliatory tariffs rose. It reveals
that while these deep and enduring disagreements can’t be resolved in the WTO and
are perpetuated by expensive squabbles between major powers, at least some pretend
version of compliance can be imposed.

The global politics of uncertainty have effects on issues like trade, diplomacy and
world stability. m Globalization creates economic growth and cultural exchange, which
are resolved through international cooperation, reform of the governance structure and
reconciliation between national interests and global responsibilities.

2.1.4 Environmental Challenges

Political, social and economic ties between countries were more intense than never
before with globalization but also brought environmental problems that must be
actuated now. The following is a roundup of some key environmental challenges:

Climate Change and Sustainability Issues

Globalization has also been driven by the global economy, so connected that trade and
industry are both affecting carbon emissions. Higher GHG emissions are produced,
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leading to global warming in the course of increased industrial production,
transportation and consumption.

@ Politics: “There’s a failing of countries to figure out how to consistently interact” in
the name of balancing economic growth and environmental protection. For instance,
international negotiations, the kind you’d find at a COP summit, are notorious
nightmare scenarios in which poor countries blackmail rich ones into reducing
emissions.

@ COP: The COP Summit (Conference of the Parties) is an annual United Nations
conference on climate change, and the annual gathering of world leaders, policy
makers, scientists and activists to discuss and address global climate change issues. It
was developed under the Convention of Climate Change (UNFCCC) and has taken
place since 1995.

@ Sustainability: Energy production, consumption and agriculture have been super
urgent, and we’ve kind of piled sustainability on top. But, achieving sustainability is
uphill againstthe economic needs and political will.

Resource Exploitation and Environmental Degradation

® Globalization effects: Consumption globally and the need for such resources as
fossil fuels, minerals, timber have been on the rise. This kind of resource recycling
always leads to the stripping away of trees, soil degradation, depletion in genetic

diversity and water scarcity.

¢ Political Challenge at Present: Due to these abundant natural resources many
countries have been struggling with serious political turmoil and corruption, therefore
making it impossible for sustainable management. It could get worse since
governments would rather concentrate on short term booming economies than
anything else in the long run.

For example, countries in the Global South may be under pressure from global
institutions, environmental advocates and other countries to pursue more sustainable
practices but local economic interests could be at odds.

The effect of international supply chains on ecosystems

@ Sootfrom Shipping:As the World Supply Chain Ships More Ship Shipment Pollution
Increases to Environment. The factis that cheap manufacturing in the third world
usually means things are made unsustainably, with little or no consideration of
environmental cost.

@ Political Risk: Multi-national companies are able to ‘work around’ environmental
regulations in states with weak enforcement, whilst a lack of political will or resources
to enforce regulation has been characteristic of developing world governments.
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Fair Trade certified projects, sustainability programs and supply chain transparency
efforts-all are global attempts to at last lower the environmental dents of global trade.
Yet for such a movement to be real, it will have to result from political bargaining and
agreements involving not only developed but also developing countries.

Globalization is differentially connected to climate change, exploitation of resources
and environmental deterioration. They get caught up in political complexity and
conflicting economic imperatives. In such environmental challenges, sustainable global
governance mechanisms, local characters political willingness and the action of both
public and private sector are critical.

2.2 Politics of Globalization

The economy has been liberalized, global cooperation expanded, sovereignty
challenged. While the global processes of trade, services, capital and information are
encounters without borders, they have also inflamed political frictions over issues of
governance, community-making ideas of equality including environmental
sustainability. The politics of globalization are shaped by states, international
institutions and multinational corporations competing for trade policy, labour rights
and environmental regulation, as well as global governance. As the realities of
globalization play out, nations need to develop strategies that combine their goals as
self-defined states with their responsibilities to the larger world, finding ways they can
both engage and collide in a more globalized political order.

2.2.1 Globalized World of Power and Influence

The international globalised world has led to the creation of politics of domination
between the institution, multinational companies and the power equates, vested
interest of advanced countries, over lucrative policies thereby paving way for peaceable
policies. It has impact on trade, financial sector, economic development and
governance and determine the future direction of developed as well as underdeveloped
nations.

Developing vs. Developed Nations Role

@ a. Economic and Political Power: Developed countries including the U.S., the EU
nations and Japan are powerful economically, technologically developed as well as
financially equipped to extend assistance to other parts of the world definitely wield a
greater influence in terms of global decision making. Most likely, many developing
countries (such as the vast majority in Africa, South Asia and Latin America) are left
with an uneasy status quo of economy dependence, weaker negotiators, and victims of
shifts in global economic trend.

b. Trade, Market acces: The Free Trade Agreements developed countries are dominance
of trade followed by Tariffs and IPR it mostly affects developing countries negatively.
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Export of raw materials is very closely related to the Third World, but the industrial
sector with high value such as technology and finance controlled by developed
countries.

c) Debt and Dependence: Majority of developing countries are dependents on loans
from word institutions (IMF, world bank etc.) with stringent economic policies thus
sometimes denying their own independence.

d. Climate Change and Policy Power: The traditional historical agents of climate change
are the developed states who implement policies governing the environment affecting
developing states in some cases, e.g.,RIHonduras, Guatemala(cosmopolitan based
norm for recognizing “carbon emissions as a global commodity”) 34 (1997).

taxes or deforestation regulations. Developing countries call for climate justice,
seeking financial help to transition to green types of energy.

Global Institutions and their Impact

@ a. World Trade Organization (WTO): The WTO is the international body or the
organization that administers trade rules, acts by using administration of agreements to
assist in reducing tariffs and other barriers to free trade. WTO is dog in the manger’s
treatment It means World Trade Organization and contrary to what the die (sic) hard
protagonists say, its rules are stringent."Indigenous rules against poor nations!
GERMANE"The argument of critics of these rules arguing that they favour rich countries
do not allow room for developing countries to produce their own local industries with
subventions.

b.International Monetary Fund (IMF) : IMFprovides loans to needy countries, but along
with strict economic conditions (austerity measures). Some say that the IMF’s policies
are more about debts of the lending countries than social welfare of the borrowing ones
Others say that in general it is about few guys enjoying themselves in exchange for
pleasures of many.

c. World Bank: It funds development projects that tackle infrastructure, education and
health in poor countries. Some of the projects have been criticized because of a
reliance on what critics calls displacement, environmental harm, and that they benefit
only large companies and not local communities.

Power Imbalance: Votes are linked to financial contributions, which puts more decision-
making power into the hands of the United States and other European nations. They
shall not be equal participants in the making of world economic policy.

Corporate Influence on International Policy

a. Multinational Corporations (MNCs) and Global Governance: The economic power of
the corporate world is so strong that even French President Emmanuel Macron
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characterizes big corporates (e.g., Amazon, Google, Shell, Pfizer) as more powerful
economically than “some states” and able to influence regulation internationally.
Through lobbing governments and movements to pursuit less taxing, weaker labor laws
and deregulation of the environment, they impact their policies positively.

b. Tax Havens and Economic Control: many firms used tax heavens to avoid paying
taxes in their home countries which means less resources into public sector for social
services. Reduction in corporate taxes is one of the indirect methods for developing
countries to attract investment, and hence there is a 'race to the bottom' on labour and
environment standards.

c Input on Climate Policy: Historically, the most influential opponents of strict
environmental regulation have been oil and gas and agribusiness titans. They are
produced, with green washing campaigns providing the illusory sense of sustainability
while producing from the harm.

d. Big Tech and Digital Influence: Like-minded global data, media and all-knowing
artificialintelligence are being shaped - controlled by tech that already controls the
political systems -Elections included. They use weak powers to manage their power,
including the debates over data privacy, misinformation and monopolization.

The world is being globalized and sapping the strength from developed nation states,
international organizations, and multinational enterprise. It informs trade, finance,
governance, and sometimes environmental policies that damn developing countries.
Obviously these inequalities must be addressed through better global governance,
more equitable economic policies and in fact increased representation of the
developing countries in decisions.

2.2.2 Trade and Economic Policies

On a global level, it has shaped the content of trade and economic policy because itis
subject to such profound influences. Rather, it did one thing but provoked political
arguments and clashes about the trade-off between free trade and protectionism, role
of regional trading blocks and resurgence of economic nationalism and autarky
movements.

Free Trade vs. Protectionism

The question of free trade versus protection in politics globalization is very important
and points out distinctiveness between politics and economics. Reconciling free trade
with protectionism is one of the most important challenges facing global politics today
as countries try to balance their economic fate, domestic pressures and a world that
can no longer be divided up into separate entities.

Arguments for Free Trade:
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® Spurring competition leads to both efficiency and innovation.

Itis opening new markets for businesses and fueling economic growth.
@ Benefits consumers through lower prices and greater choice.
Political Challenges:

® They argue that it will mean jobs being lost in home industries which cannot
compete with cheaper imports.

® Some countries worry they are overly reliant on foreign suppliers.

® Government policy of limiting trade between countries in order to protect domestic
industries, otherwise known as protectionism.

Common Protectionist Policies:

@ Tariffs Tax levies on imports that raise the price of foreign goods.

® Caps on the amount of foreign goods a country can import: Quotas.

@ Subsidies: Financial assistance from government to home industry.

Political Motivations:

® Tardying the competition from foreign countries and domestic work and industries.
@ Protects national security (e.g., export controls on advanced technology).

® Reduces dependency on foreigh economies.

The US's enlisting of China in the trade war is an example of this tension, as it was only
through a tit-for-tat worth of tariffs that disrupted supply chains and denied general
equilibrium on the global market.

The Role of RTAs (Regional Trade Agreements)

RTAs are one of the two sides of the GT Politics sum. They are tools of integration in
effect, which produce economic whereas members are exposed to their geopolitical
consequences. Well-known RTAs such as European Union (EU), North American Free
Trade Agreement (NAFTA)/ United States Mexico Canada Agreement (USMCA) and
Regional Comprehensive Economic Partnership (RCEP) help promote trade
liberalization, Tariff elimination, establish common rules among the members.
Facilitating economic cooperation and promoting regional stability, they also help to
"fragmentalize" the division of economic trade, but cause political friction with third-
party countries by not including them as participants. RTA also determines to a great
extent the global power politics since deal makers of powerful economies in RTAs taking
control over market access, labour-rights and environmental norms followed by even
causing at times intense political tiffs amid these economies. The sheer number of RTAs
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has also complicated multilateral trade negotiations at the WTO, as regional blocs
pursue their own agenda for economic development that not infrequently conflicts with
global trade cooperation.

Key Regional Trade Agreements:

@ Brexit (UK leaving the EU) was a political consequence, raised the principle of
national sovereignty within regional integration and other relevant concerns.

@® Component of NFAT (1994) and USMCA (2020), see North American Free Trade
Agreement (NAFTA)/USMCA.

- ° = 0World’s largest trade agreement covering 30% of the world GDP- ‘Regional

Comprehensive Economic Partnership (RCEP)- 15 Asia-pacific nation (China, Japanto
ASEAN countries etc.)

Challenges of RTAs:

But the Regional Trade Agreements (RTAs) aimed at enhancing economic integration
between member countries have their woes and this is because:

@® RTAs may also generate ‘trade diversion’ in which trade moves from a lower tariff
partner to a 42 greater one.

higher inducing party.

* Most countries belong to overlapping agreements, bound by more than one RTA; as a
result trade rules become complicated and inconsistent.

Larger, more developed members of an RTA may gain more than smaller, less-
developed members.

@® Harmonizing Regulatory Terminologies is hard to achieve, as standards and policies
vary among member countries that become trade barriers despite the agreement.

Loss of Policy Autonomy, Member states may lose domestic policies (—> tariffs,
subsidies, etc.), reduced economic flexibility and the menu of possible economic
policies.

e RTAs often lack effective enforcement and that makes it difficult for the members to
settle their disputes.

Economic and military tensions Economic systems, political status and form of
government differ from country to country creating internal inhibition to integration.

@ Trade Discrimination to Non Member Countries — In such a scenario the non member
countries can be discriminated from this trade which may lead to decline in market
access and perhaps even geopolitical tensions.
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® Problems of Implementation — Committed to RTA obligations need strong institutions
and policing, which some members may not have.

@ Spread of RTAs — This led to prolonged fragmentation of the Multilateral Trade System
and on a global scale eroded the world trade negotiations in WTO.

Economic Nationalism and Self-Sufficiency Movements

As aresponse to the economic interdependence of globalisation, there are emerging
political movements of economic nationalism and autarkic tendencies. It becomes an
engine that promotes the ‘flosconomy’, or the domestic industry, jobs and economic
security over foreign trade, and vindicates a variety of protectionist policies such as
tariffs, subsidies and limitations towards foreign investments. Through this method,
these nations seek to reduce their reliance on the world market as an impact of
economic crises, geopolitical conflicts or concerns for national sovereignty.

At the same time, self-sufficiency movements promote local level production using
locally sustainable resources, minimizing dependence on international supply chains
(mainly alimentary) in response to the environmental, national security or cultural
reasons64). Movements like these cut against the grain of globalisation’s free trade, but
also represent frustration with material unfairness and exposure reflected to us through
global financial shocks, pandemics and geopolitics. But while nationalistic feelings
have been rising, cooperation on such measures is heeded globally in order to avoid
trade wars, a lack of innovation and wasteful spending.

Examples of Economic Nationalism:

@ 'America First' policies that then president Donald Trump adopted, slapping the tariffs
back on and raving about returning manufacturing to US.

Atmanirbhar Bharat (self-dependent/self-reliant India) of our country, to promote the
manufacturing in India.

® China is engaged in its policy decisions called “Dual Circulation” whereby they opt
for a domestic economy while maintaining international trade.

Reasons for Self-Sufficiency Movements:

The dangers of relying on foreign suppliers for vital goods have been exposed by the
pandemic.

@ Geopolitical conflict: Countries often try and reduce their dependence on other
competing countries (with the US, for example, restricting the supply of semiconductors
to China). Anumber of countries are implementing domestic renewable energy
technologies (Reuters 2013) in order to increase their energy security by reducing
dependence on foreign oil.
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Political and Economic Risks:
@® Economically, reduced global trade will be detrimental to economic growth.
@ [t may resultin increased costs to consumers, after all.

@ It can also cause trade restrictive measures applied by a nation responding with
protectionist retaliation, and general tension between countries.

The business and economic policy sides of trade also remain hugely difficult from a
globalization politics perspective. Countries have to decide where they balance
economic and political integration. And free trade brings growth — but what also
happens in crisis is that the flames of protectionism and populism burn, and the world
economy becomes relatively insecure. Because of the world we live in — an
interconnected one — the question for policymakers isn’t whether they should do more
or less, but how to strike a balance where we can protect our national security and also
continue to prosper economically.

2.2.3 Globalization and National Sovereignty

So with globalisation and growing lack of clarity over how far states are still masters of
their own policies, their own economies and their security, national sovereignty has
been severely eroded. Globalisation has enhanced economic interdependence and
cultural exchange, butitis also an agenda that undercuts national autonomy in various
ways.

Loss of Policy Autonomy
Impact of Globalization:

@ International institutions like WTO, IMF and World Bank exhort countries to align their
political policies with global economic and trade norms.

National policies are therefore determined by multinational corporations (MNCs) and
foreign investors through lobbying and economic pressure.

@ ® Free trade agreements (FTAs) and regional blocs (such as the EU or NAFTA) restrict a
country’s ability to determine its.

sovereign trade, tax and regulatory counterparts.
Political Challenges:

@ ® When challenged by public opinion, governments usually strike a balance between
national interests and international obligations.

@® The ambition of poorer nations to defend local industries and resources is muffled as
it sticks within global trade regulations.
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® There are global institutions that can control economic policy (think of the
International Monetary Fund imposing austerity on poor countries), and so forth.

Example:The Greek crisis (2010s): to alleviate the debts of the country, the Greece
government was required to execute stringent economic reform under EU and IMF
Counts.

Resistance to Globalization (Brexit, Anti-Globalization Movements)
Brexit: (UK leaving the EU)

An action of EU sovereignty anxiety, given so many Britons believed that rules from
Brussels too often had denied Britain the right to govern its laws and trade — and yes,
also immigration. The 2016 referendum was a battle of the populist movements, one in
favor of economic and political integration and one against. The UK had taken back
control of its trade policy after Brexit, but has found itself battling economic headwinds
as companies were buffeted by post Brexit supply chain woes and labour shortages are
challenging many employers.

Anti-Globalization Movements:

@ Outsourcing and loss of industrial jobs has been a result of globalisation,
workers/trade unions are opposing this.

® Counter-currents to the Trump “America First” and France Yellow Vest movement
movements

express anxieties about economic inequality and national identity loss.

® The right wing nationalist parties in U.S., Europe and India have been advocates of
protectionist policies to counter globalisation.

Digital Sovereignty and Cyber Politics

¢ Control of national data, digital security and regulation has been transformed from the
hands of nations to global-tech companies (Google, Amazon, Meta etc). The
discussion is true to some level. Foreign nations and companies are just as much a
threat over the information of the populations in the countries. That has raised worries
over data privacy, “fake news” and cyber surveillance as western platforms have a lock
on them.

Political Responses:

Chinais defending its “Great Firewall” to hold onto the government’s control over
@ information by keeping out foreign internet platforms. There are strict data privacy
regulations under the EU’s General Data Protection Regulation (GDPR) on place to
counter U.S. tech hegemony.
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Russia and India’s data localization laws require companies to store data on servers
within the country’s borders, because in particular, the state wants an eye over what is
happeningin the digital sphere.

Example:

The U.S. has restricted two Chinese tech companies—Huawei and TikTok—citing
national security interests in the American confrontation with China.

The sovereignty of nation-states is under attack on many fronts in the age of
globalisation and countries must among other things meet economic interdependency,
political allegiance and cyber insecurity challenges to survive. On one hand, some
countries integrate themselves further; at the other hand some push back against
integration with protectionist measures, digital regulations and nationalist movements.
How those between the two will balance themselves out will be a crucial factor in
determining the future of globalization.

2.3 Criticisms of Globalization

Economic expansion, technological development, and intercultural communication
are traits that globalization prides itself with, but has also been repeatedly challenged.
Globalization is attacked: because it widens the disparity in income, drains labor
resources of developing countries, and undermines national sovereignty and
accelerates Environmental degradation. Moreover, international financial organisations
enact policies not always in the terms of nation’ s interest and multi national
corporations also undue out of local business. In addition, social and cultural
assimilation, the elimination of diverse local customs and becoming a single world
culture is feared against globalization. Populist and nationalist movements are gaining
ground, disputes over digital sovereignty, fair trade and other measures aimed at
stemming perceived negative impacts of globalization abound.

2.3.1 Economic Criticisms

Innovation, economic growth and market expansion have all been phenomenal as a
result of globalization; we would not be growing the way that we are now without it.

Wealth Disparities Widen and Income Inequality Expands

e Impact of Globalization: Globalization has led to rocket-like GDP growth in many
countries, but it has mainly benefited the rich and political power elite (be it at nation,
corporate or individual level). Simultaneously, the high skilled workers in the most
advanced economies are benefiting with their access to world markets are getting
richer, while low-skilled workers’ wages have notincreased or have been eliminated.
Economic
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developmentin the South is task to development of elites and transnational corporate
capital." (Esteva 1992, p.68) The result of this process mountainous.

® The Political and Social consequences : There is political instability, we witness the
rise of populism and social unrest ( protests against economic policies in Latin
America, the US or Europe) as income inequality grows. Many IMF and World Bank
programmes require countries to undergo extreme social infrastructure adjustmentin
which they gut social spending. We have 0 "wealth distribution", middle (and lower)
class will make it paycheck to paycheck as life continues to keep getting more
expensive while the top 1% continue to reincarnate wealth.

Example:

Impact of Globalization on China’s Economy: The rapid expansion of the Chinese
economy due to the US - China trade boom : US trade with China also caused the
displacement of thousands and thousands of jobs for American manufacturing workers
in outsourcing and thus, in turn gave rise to a backlash in the market place against by
government as seen in Trumps’ “America First” policies etc.

Over-Reliance on Multinational Corporations (MNCs)

@ Effect of Globalization: >Yet the process is monopolized by MNCs, it\'s trade and
finance flow of supply chain affecting all economies including those of any country
culminating to SMEs. In most of the less developed countries, when foreign companies
give them jobs, brings technology and infrastructure etc with them then they are left
dependent onthem i.e., it leaves them prone to an economic crisis. Of course, in this
mechanism it is generally the case that MNCs simply relocate to low cost areas
undermining home industries with unanticipated economic blows.

@ Political and Economic: MNCs are capable of influencing government to draft laws
that suits their interest like favorable tax, labor and trade legislations that privileges only
the MNCs. Tax exemptions, subsidies and loosening of the regulatory environment by
developing countries are luring MNCs (and at times at the expense of their local
economic sovereignty). It times,as MNCs exit or withdraw it leaves the economy in
stagflation, unemployment and financial crisis.

Example:

Apple Can take advantage of cheap labour forces / plants in production from China
done through foxconn, here if china ever gets political problems or raise wages away it
Apple goes with Thousands loosing their job.

abuses of workers and shit working conditions

® Globalization and its consequences: Offshoring to exploit insufficient labor laws in
other countries, as well as an outcome of global supply chains, are sweatshops, low
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wages and unsafe working conditions. Companies shift production to countries with
lower labor costs, like Bangladesh or Vietnam — but also without a cost attached to
dealing when labor rights are violated. Factory workers, miners are paid a pittance; their
work is dangerous and with long hours.

@ Ethical and Human Rights Issues: Widespread abuses such as child labor and forced
labor persist in, inter alia, textiles, electronics, and mining. "Many brands in the west
are also make(ing) a lot of money on cheap labor, but fail to ensure the availability of an
ethical supply chain. Fear of losing capital from abroad is what stops the governments
of underdeveloped countries from enforcing conditions for labour.

Example:

In Pakistan, in Ali Enterprises Factory Fire (2012), over 250 workers died when a textile
factory in Karachi burned to the ground. The factory majority client was known to be
producing clothes for international-based European brands and inside, it had no fire
exits and its windows were barred while the doors were locked —virtually trapping
workers in. The tragedy highlighted the dangers of lax labor laws that went unenforced
in global supply chains.

Globalisation has led to economic expansion, but also exacerbated inequality,
unreasonably close ties and dependencies of countries economy on multinational
companies and enabled unfair labour practices. And the only solutions are stronger
labor laws, more corporate accountability and a far more equitable sharing of the gains
from globalization.

2.3.2 Social and Cultural Criticisms

The impact of globalization has joined and formed a combined global village, but
caused very severe debates on the social, cultural values. Globalization has also been
criticized as aforce that destroys traditional ways of living, increases inequality and
promotes cultural homogenization. These are the main social and cultural critiques to
which globalization has been subjected:

Loss of Local Identity and Homogenization of Culture

® Globalization: There’s a general perception that the Western culture, particularly
when it comes to media, entertainment and consumer brands (e.g. Hollywood,
McDonalds, Starbucks), is dominating local traditions and indigenous cultures. But the
advantageand this is where it gets business and diplomacy and language-likeis that it's
starting to serve us isSelected as the chosen.

to threaten linguistic diversity. Many cultures are being colored by much of What
people the west likes or how it behaves.

Criticism:
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Globalization, in the sense they argue it has been developed to date, involves a
'McDonaldization' of cultures and movements away from diversity of tradition towards
homogenized profit-serving mass culture. They won't let small cultural groups and
previously indigenous communities keep their heritage.

Example: In many countries, the expansion of American pop culture through movies,
music and social media has been observed influencing the decline of local music,
cinema and artistic ways of life.

Rising Social Inequality

@ Globalization impact: While the Globalization has taken millions out of poverty but it
e has also widened the chasm between rich and poor, which is both nation as well
international. Capital and labor Move FreelyCars and Computers not.Current offshoring
is bad for both Labor AND Capital because Multinationals enjoy Low-cost labour from
developing Countries(#2)Free flow of workers Work Exactly as Practiced by
CarsMultinational Companies can now benefits from wages in starving countries while
paying miniscule Taxes in like British Virgin Island (Dick Durbin);(09:00 on the
Interview=$71K+Worker must be paid=>$8.60/Hour). It brings unemployment in
industrialized countries as they export jobs, it creates sweatshops where conditions
are harsh and workers are exploited.

Criticism:

Though others argue that globalization benefits the wealthy and multinationals to the
detriment of labor and small business. Globally integrated supply chains are also
linked to the gig economy and insecure work (such as sweatshops, child labour).

Instances:Other examples include Zara, H&M fast fashion brands whose workers in
Bangladesh earn less money and are compelled to work under fatal conditions (Rana
Plaza accident, 2013)

Clashing Cultures and the Erosion of Social Solidarity

® Globalization: Migration and cultural cross pollination increases yet also creates
more divisions, more social conflicts, xenophobia and nationalism. Traditional societies
have trouble keeping up with the globe and its fast paced transition on gender roles,
LGBTQ+ rights orindividualism. In order to fight to protect national identity, a
campaign has been led by governments and communities, which had resulted in
cultural protectionism.

Criticism:

The concern is that globalization amounts to 'cultural imperialism' in which powerful
culturally traditions flood other countries with the norms and values. So, if you could
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try to rely on the traditional way of life, by simply confronting your local tradition against
this invasion of the global.

Illustration: Nationalist movements have risen in Europe and the US because of
opposition to immigration and multiculturalism that some see as undermining national
identity.

Spread of Consumerism and Materialism

® Globalization Effects: Global marketing and advertising reflects to the people of
global corporations that they must model themselves around consumerist culture; they
must measure up to certain material wealth, not with tradition, or you're nothing. This
has resulted in over-consumption and waste, and the resultis that environmental
issues such as this are being encouraged in their quest for international brands and
luxury items.”

Criticism:

They maintain that through globalization we are made superficially happy with
consumer goods and accordingly complacent about life’s social and environmental
woes.

As a result, we now have global body image concerns and cosmetic surgery trends that
were never presentin many developing and Middle Eastern countries before the
proliferation of Western beauty ideals.

2.3.3 Political and Governance Criticisms

While there has been an escalation of both economic interdependence and cultural
exchange brought on by globalization, itis actually blamed for bad politics and bad
governance. Globalization is denounced as a project that drains the power of national
governments, piling into global elites and corporations, but cannot fix inequalities.

Weakening of Nation-States

Globalization:Their hands are tied by global trade pacts, transnational corporations
and international organisations like the WTO, IMF and WB. Either they have to

adhere to international trade and investment rules, which require them to subsume
their national interest at times. Today, we have globalization encouraging the
supremacy of supra-national entities (ex:EUR; European Union), and placing at stake of
national sovereignty.

@ Political Barriers: The multinational corporations working seamlessly with a politically
driven national government is a problem forthe country. When corporations can take
refuge to do business where there are lax regulations, it is hard for governments to
implement and enforce tax laws, labor rights or environmental policy at home. The
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border control has long been the cornerstone of political discussions surrounding
immigration, security and identity — but globalisation have brought weakened power’s
control over travel and economy.

Example:

The EU and the power of decision-making The European Union issues economic and
trade policies for its members restricting them from controlling their own economies.
The U.K. wanted sovereignty back, a key part of the drive for Brexit.

Influence of Global Elites and Corporations One could say that our economy is in the
hands of “global elites” and corporations up until the point when things start to go
wrong.

m Globalization’s effect: Hence, democratic accountability is retreated to accumulation
of wealth and power — for the multinational corporations (MNCs) and global elites.
Policy is shaped for business interests rather than the good of the public, including
corporate lobbying and political donations. Perhaps more so than in many
governments, billionaires’ interests, tech giants’ ambitions and financial institutions’
desires matter for global affairs.

¢ Political pocket-money The more wealth is concentrated, the more corporations and
1% elites are hijacking the decision making process and they know it as well, when they
impose their will on barefooted masses. This often forces countries into a “race to the
bottom” in which they reduce corporate taxes, deregulate business and undermine
workers’ rights and social protections. Global digital infrastructure — information,
surveillance, it all comes back to elections — is owned by Big Tech monopolies
(Google, Amazon, Facebook and so on).

Example:

The global financial crisis of 2008 provided a good example just how much deregulation
of banks and the entire financial sector contributed to the downfall if the world’s
economy, and on the flip-side how people were portrayed as defending corporate
interests at their expense.

Global Institutions Failure to Tackle Inequality

Impact of Globalization The World Bank, IMF and WTO are organizations established to
support global development however critics claim they benefit wealthier countries and
multinational corporations. The economic gap in developing countries has widened
due to the practised trade liberalization and Structural Adjustment Programmes (SAPs)
adopted by both IMF and World Bank. Globalization has made the rich even wealthier,
and the poor all the more poorer which led to political unrest and social unrest.
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@ Political Issues: The developing nations suffer due to inefficient execution of
equitable decisions by Global institutions. Destitute countries that have to bear poverty
inducing conditionalities, which include the slashing of crucial spending on items like
health or education, are heaping unpayable debt service burdens on the backs of their
most impoverished citizens. There is no enforcement mechanism to ensure that
wealthy nations and corporations will contribute their fair share toward global
economic stability.

Example:

@® IMF reductions in Greece’s budget (in the 2010s) led to more extreme poverty and
unemployment.

@® While rich nations hoarded vaccines and vaccine shortages plagued developing
countries, all of this playing out against the backdrop of the collapse of global
governance.

Globalization, for all its successes, is criticized on the political and governance fronts —
e.g., weakening of national sovereignty; aggregation of power to global elites and
outcomes that fail the test for equality. Globalisation has lifted economic conditions,
butits institutions of governance are not accessible to the weakest and poorest.
Addressing these problems calls for more effective national rules and fairer global
policies—which in turn also require increased accountability on the international actor,
first and foremost those global institutions and transnational corporates.

2.3.4 Environmental Criticisms

The beneficial effects of globalization can be observed. These are economic growth,
the transfer of technology; but it also causes serious environmental damage. Yet also, it
is said, economic growth, global trade and lax environmental regulations bring on
ecological crises.

Unsustainable Growth and Resource Depletion

® Globalization: There is increased demand for natural resources (oil, wood, water,
minerals and agricultural land) around the world due to population growth as well as
industrialization and consumption. Developing economies frequently consume their
natural resources faster than they can be replenished and.gradleAnd don't think that
only developing countries destroy natural resources at rates which are not sustainable.

provide natural resources to the Global North, with which deforestation; overfishing and
the degradation of biodiversity take place. Contemporary industries like fast fashion
and agribusiness, which are driven by globalization, promotes overconsumption
leading to the creation of waste and pollution.

Criticism:
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® Economic Development often trades off short run gains versus long run losses for
the environment.

Butthe device of resource exploitation in developing countries is, in reality, carried out
at enormous pain to local populations; environmental damage is left behind as the
resources are extracted by multi-national corporations.

Example:

L @ @ Deforestation in the Amazon Rainforest: The global demand for beef, soy and palm

oil is leading to large scale deforestation and destruction of the rainforest causing harm
toits biodiversity and accelerating climate change.

Carbon Emissions from International Trade

@ Effects of globalisation: The burgeoning of global supply chains has led torise in
transportation that is dependent on fossil fuels. The production of the goods taking
place in one location and their assembly and sale occurring in another contribute to
shipping, aviation and logistics emissions. Air emissions are greater for many of the
multinational companies that can export produce without paying duties to nations with
weak environmental law.

@ Criticism: Developed countries are relocating their polluting industries to the
developing nations in order to emit less, even though they truely aren’t. Shipping and
aviation are two of the major unregulated carbon emitting industries. The emissions
arising from international trade are also not covered by stringent emissions limits in the
framework of current climate treaties such as the Paris Agreement.

Example: China’s “Made in China” phenomenon: The gradual relocation of Western
countries manufacturing sectors to China,

pointing heavily at China while trying to keep their own records unsmirched.
Absence of Liability for Environmental Adverse Effects

Effects of Globalization: Domestically, multinationals operate in places where the rigour
or enforceability of their environmental regulations is not convincing. They've been
incentivized by profit to do terrible things for the environment, things like oil spills, illegal
dumping, and numerous other forms of chemical pollution. WTO and IMF types of
International Organisation take economic liberalisation more seriously than
environment protection, leaving loop holes in regulations.

@ Critique: Many polluting industries escape responsibility through legal loopholes and
deflect blame from governments. Countries and companies pledge to go green, but
then fail to back up their words with action. There is no sworld-wide legal system that
would hold companys responsible for destroying the environmentin other countries.
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Example:

One recent disastrous example was the BP oil spill of 2010, and the breakupcue to
local business.

environment is still ongoing.

Corporations and wealthy countries have successfully evaded accountability by
shifting blame for climate change resource exhaustion and pollution to globalization.
Only with stronger global regulations, sustainable trade practices and corporate
responsibility — argued critics — can such environmental failures be remedied.

2.4 The Future of Globalization

The future of globalization stands at a critical point that reflects prevailing economic
patterns, technology and science innovations, as well as geopolitical and ecological
trends. Globalization has historically increased economic growth, innovation and
culture; however, it is now challenged by protectionism, climate policy issues, digital
sovereignty fights and evolving global supply chains. A new global economy may be
upon us, ushered in by automation, artificial intelligence and regional trade alliances as
countries, and companies, accelerate to accommodate one another’s pace for doing
business around the world. The future of globalization will surely involve a shift toward
more sustainable, digital, and politically fraught forms of global linkage.

2.4.1 Technological Advancements and Globalization

There’s a reformation of globalization taking place through technology, in terms not just
of today’s economies being more connected, but also that economic insecurity is on
the rise, job displacement anxiety caused by technology-related job displacements
exists, troubles about internet privacy and cyber security exist, digital divide concerns
persist. Al, automation, digital platforms, and blockchain innovations are transforming
how business is done, how individuals find work and the way that the global world does
business.

Al and Automation in international trade

Globalization: As it happens, Al and automation are transforming the manufacturing,
logistics and supply chain landscape into a more efficient and global trade — though
also one that is job-destroying. Businesses are using predictive analytics and A.l. to
optimize shipping routes, predict demand and manage inventory in real time.
Automated and smart factories Warehousing and delivery are automated also realizing
areductionin labor costs, as well as an increase in productivity while influencing the
production strategy trend.

Examples:
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® Amazon’s Robot Staff: With robotics, not to mention Al based sorting algorithms that
the company uses to automate handling and storing of large quantities of products,
need for human labor is gradually disappearing.

Tesla Gigafactories are largely automated production lines that do not employ many
humans — and resourcing of manufacturing is really a story about reshoring.

Future Implications:

This will prove to be a challenge for countries that rely on cheap labour for exports (e.g,
Bangladesh, Vietnam) when the same automation makes it possible to do without the
human workers in Mull textile or electronics and may | add lino assembly line jobs. Use
of Al in supply Chains would de-globalize thesupply chains, making them much more
localised, thereby reducing dependence on manufacturing in eg : China and a regional
trade system for example US investing in Mexico or India as alternate production
centres.

Digital Globalization and Remote Work

Reductionist Globalization: With cloud-based computing, video conferencing and
other forms of remote working tools now easily to hand, a business can effectively
operate with all its employees on completely different borders — sans physical
presence. As digital platforms begin to make remote work cross border feasible, they
also bring the opportunity for a larger pool of talent and the beginning of
decentralization in labor markets. Rise of digital services (online education, fintech,
digital healthcare) replacing traditional trade and commerce.

Examples:

® Work from home, virtual meetings, decreased business travel and global
employment changed around the world.

@ Freelance marketplaces like Upwork and Fiverr, where companies outsource remote
work to international talent that impact the conventional job jobs.

® Small businesses can sell directly to customers in other countries without a
storefront using Shopify

and Amazon’s Global Selling.
Future Implications:

The trend of remote work provides a significant boost for developing countries
(supposing they happen to have a good digital infrastructure, such as India and
Philippines) to provide globalized workforce in the sectors like tech and customer
service. We've already been seeing softening on visa regulations for digital nomadism,
as with Digital Nomad Visas currently accessible in places like Dubai, Portugal and
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Thailand - all trying to muscle in on remote talent. Such a change in the arrangement of
world labor markets could mean that companies move away from outsourcing towards
distributed global teams.

Blockchain and Decentralized Global Systems

Globalization Effects: with Blockchain technology a transaction becomes safer, more
transparent and decentralized, removing the banks playing field and other financial
intermediates from them. The smart contracts make global trade agreements
automated which results in less fraud and more efficiency. They introduce other
systems in volatile econometric conditions, such as those presentin inflationary,
restrictive banking environments.

Examples:

® Ripplenet, Bitcoin and Ethereum in Cross-Border Payments: Applied to the
developing world (Nigeria, Argentina), where bank services are too expensive or non-
existent.

@® Walmart and IBM’s Blockchain for Supply Chains: Deploys a platform to track in real
time food items for safety, efficiency and to ease logistics across the globe.

® Decentralized Finance (DeFi): Uniswap and Aave are both DeFi platforms that allows
individuals to trade and lend assets outside of banks, disrupting the dominance of
centralized globalfinancial system.

Future Implications:

Central bank digital currencies (CBDCs), such as the digital yuan being floated by
China, may be proposed by governments to maintain their hold on digital finance. For
example, deploying blockchain could potentially help to eliminate some of the abuses
and friction from the world of global trade and logistics, intellectual property rights as
well as halt digital piracy. The issues in the system adopted for blockchain are
regulatory challenges, cyber security threats and energy consumption of blockchain
based systems.

Globalization is changing again, this time because technology follows money to make
trade in machines, work done on computers and finance. And even as they usherin
these changes, shifts bring with them challenges: displaced jobs, regulatory uncertainty
and cybersecurity threats. These rapidly evolving technologies make it a matter of
national policy and corporate strategy to shape the future of globalization.

Why China, India, Vietnam and Mexico are Becoming the New Shoring Nations.

For decades, as a manufacturing hub, China has been the big world’s low cost and
expansive labor force and infrastructure. In recent decades, however, they have
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rethought their supply chain, and reshoring and decentralization have followed. Key
alternatives are countries including India, Vietnam and Mexico.

Why Firms Are Leaving China
Companies are diversifying the manufacturing base for several reasons.

* Yet to be cost competitive with low cost countries — Chinese wages continue to rise
and there is now a question over whether this country remains really well placed for
this pitch.

* Trade — As with trade tensions, geopolitics and trade disputes have led to several
instances of tariff and policy uncertainty.

*Covid-19 Pandemic — One of the risks exposed in putting too much production into
one country was supply-chain disruption.

Elsewhere — Countries like India, Vietham and Mexico are offering tax breaks and
infrastructure support to attract investment.

India: The Tech & Mfg Agricultural Powerhouse GetEnumerator, No.

India is now proving to be a tough contender for China in electronics and
pharmaceuticals sectors as well.

e Foreign investment -- Schemes like 'Make in India' and production linked incentives
(PLIs) be.

introduced to attract foreign investment.

* Young Trained labor Pool —full labor pool arrives with industries like semiconductor,
automotive and electronics industry.

* Apple & Other Companies On the Move — Apple has ramped up iPhone production in
India with Foxconn and Pegatron building factories.

Vietnam: Southeast Asia’s Manufacturing Hub

Firms have been rushing to Vietnam in one of Asia’s favorite destinations for shifting
supply chains.

* Cheap labor - cheaper than China option and therefore interesting for low margin
industries.

e Lowering the cost of exports; there are free Trade Agreements between Vietham and
EU, U.S. countries and major markets out there.

* Big companies such as Samsung, Intel have been increasing investmentin the
country's production.
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Mexico: The Nearshoring Advantage

Mexico is a luring nearshoring location to North America for businesses who sells to
N.A.

e Shorter supply chains — lower transportation costs and faster delivery times —
typically mean nearer the U.S.

e Tariff Advantage from USMCA Trade Agreement — Indiana manufacturers will benefit
from the U.S.-Mexico-Canada Agreement (USMCA) and receive tariff advantage.

* Mexico is an Automotive & Aerospace Boom, Tesla and General Motors among
companies expanding in Mexico.

The Future of Global Manufacturing

Because companies are looking for ways to minimize risks and make the supply chain
more resilient, reshoring/ decentralizing will continue. China remains a major player
but India, Vietnam and Mexico are gaining more fashion in global manufacturing, which
is a serious sign from the international economy.

2.4.2 Sustainable and Inclusive Globalization

The next face of globalization is heading towards a club of sustainability, fair business
and inclusive society. A lot depended on the notion that this was what it meant to be
‘green globalization’, or ‘responsible globalization’— a vision whereby one could
square economic growth with environmental protection, or make sustainable economic
growth compatible with sustainable environmental protection.

Green Globalization and Environmental Policies

What it Means: The direction for the eco —friendly trade, production and investment to
lessen the carbon footprints and burst up climate change is altered. Government and
international bodies are establishing sustainability goals, such as net-zero emission
and adopting renewable energy. Business are seeing economic activity to integrate the
waste minimization model and recycling of material and use sustainable natural
resources, ( Circle Economy 2019).

Examples:

@ E uropean Green Deal (EU): Aims to be carbon neutral by 2050 and a range of
policies around clean energy, green finance and sustainable agriculture.

® China’s Green Belt and Road Initiative (BRI): The enormous transnational
infrastructure plan funded by the Chinese government will have a greener hue with less
coal-financed investment and more renewables-financed projects.
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® Tesla Working to Sell Ecological Solar Power and EVs which will lower the need for
gas also prevented the burning of fossil fuels.

Challenges: But then again they are in the developing country, green policies are
expensive. Others wash their hands green instead of cleaning up their act.

Ethical Trade and Corporate Responsibility

What it means: That businesses should be ethical, that they pay fair wages, that work is
safe and that the sourcing is sustainable. But governments and consumers also
demand to know what happens in global supply chains, and thus how it can be that
there will be an end to warehouse explosions or the use of child labour, forced labour
and environmental degradation. Fair trade certified and responsible sourcing, as
activism movements are in favor of.

Examples:

@ Fair Trade Cocoa Global Certification: Today, brands such as Ben & Jerry’s,
Starbucks, Tony’s Chocolonely all use fair trade cocoa and coffee offering to guarantee
living wage and environmental sustainability.

@® H&M Conscious Collection : The fast fashion giant steps into the sustainable sector.

apparel collections from organic cotton and recycled materials to minimize their
impact on the environment.

Challenges: There are companies that mislead consumers through green/ fair washing,
pretending to be ‘ethical’ but with few real changes. Being a responsible supplier costs
money, which would be passed on in higher sticker prices at retail.

Social Entrepreneurship and Local Economies

Whatitis: Social entrepreneurship involves finding a new solution to address global
issues and creating business models that have a positive effect on society and the
environment. Governments, investors and the rising crop of businesses, cooperatives
and sustainable startups are pouring resources into helping local industries reduce
stress on them.

exploitative global supply chains. Decentralizing production and equitable economies
makes it easier to prevent resilience against global crises — be they pandemics or
trade wars.

Examples:

® Grameen Bank (Bangladesh): A microfinance bank, begun by Nobel laureate
Muhammad Yunus, that grants small loans to poor entrepreneurs — mostly women — so
they can start a business enterprise that will support itself.
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@®Patagonia (USA) — The Outdoor Brand on which they have "1% for the Planet", where
the company supports 1% of sales to benefit environmental causes and as well use
recycled material in their product.

® Local Farmers' Cooperatives (Kenya/India/Brazill):Good idea to allow small scale
farmers do business in fair trade markets to avoid being extorted by corrupt middlemen
and also promote sustainable habitudes.

Challenges: Through a model still too poorly understood, most social enterprises have
challenges with scaling up impact and staying financially sustainable at the same time.
And access to funding remains an issue because investors are more interested in
what’s profitable than what is socially good.

This trend will have an effect on the shape of future. [Of] globalization also because
whether business, government and consumers will adopt sustainability, [,] ethical
trade and social responsibility. Genuine progress must be driven by more robust global
policies, corporate accountability and consumer activism that will allow the earth’s
people —rich and poor and in between — to taste a life-enhancing economic growth
without experiencing the actual death of their planet.

2.4.3 Potential Globalization Scenarios

Dynamically poised Globalization denotes uncertainty, and alternative paths can be
drawn under the impact of economic, political, technological and environmental
determinants. The future of globalization is one of the following:

The old world is reconnecting (Deepening Globalization) — In this scenario,
globalization continues to expand and lead to greater economic interaction, tech-
nological flows and open markets. What is more, any additional trade barriers are being
eliminated and supply chains made more efficient as well as multilateral cooperation
(WTO, IMF, UN) is fostered in the case of global governance. Cross-border trade and
investment are further spurred by breakthrough developments in Al, automation, as
well as digital finance (cryptos, blockchain).

Driving Factors:

® Global deals are relatively smooth with tech-driven advances, including Al, fintech
and 5G.

® A greater economic interdependence is the mechanism by which the international
institutions preserve peace.

@ Increased awareness of climate change and sustainability promotes worldwide
cooperation over environmental concerns.

Example:
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@® Development of the EU Single Market: The EU is more and more developing its
greatest asset,.ultimateimagemua

integration of its members, facilitating the free flow of goods, services, capital and
people.

@ A global connectivity infrastructure project for Asia, Africa and Europe along with.

these giant infrastructure investments in transport and energy by China’s Belt and Road
Initiative (BRI).

Risks: Increasing geopolitical tensions (US-China rivalry and Russia Ukraine conflict)
could slow integration. Some of these dislocated groups may face pushback due to the
regularincome inequality and worker displacement that already reserves many
societal woes. "Sud, South sudan these days, are not isolated economies, they are not
just poor."Certain risksThe closer those economies are linked and interconnected it
creates risks in terms of cyber-security.

Fragmented Globalization

The world is heading away from a global economy toward regional trade blocs -a.K.A.
local and regional rivalries take primacy once again over global commerce. Security
outweighs efficiency: Governments use the crisis to cut dependence on faraway
supply chains. We’re ‘Friendshoring’ and ‘Nearshoring’, not offshoring as usual instead.
It means companies are moving production to countries that are politically aligned or
geographically proximate.

Driving Factors:
Instead of global agreements, trade wars and protectionism resultin more RTAs.

@® Companies are dealing with supply chain interruptions (e.g. COVID-19, war in
Ukraine) which necessitates a more localized form of networking.

@ Escalating geopolitical tensions — U.S.-China decoupling, EU-Russia frictions —
enhance the impetus for economic self sufficiency in all such regions.

Example:

® The USMCA (United States Mexico Canada Agreement) is an agreement to replace
NAFTA and emphasize regional economic connections over international ones.

The European Union’s agenda for EU strategic autonomy aims to advance the EU’s
economic and technological independence from relying on foreign supply chains, such
as those in semiconductors and energy.

Pressures: There could also be economic inequities and competition among the
members of the regional groups. Some smaller countries could have a harder time
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because they are in weak trading partnerships. In When Collaboration Stops If the trend
toward collaboration abates, many companies run the risk that technology transfer and
innovation may taper off.

Deglobalization and Self-Sufficient Economies

Post globalization era, which comes with self-reliant nation s areduced reliance on
international trade and increased indigenous production. Tariffs are high, economic
protectionism is practiced and immigration by countries is tightly regulated to keep
local industries and jobs for the locals. Dean Pinto, executive vice president of North
American Products for Jindal Steel and Power, talks more specifically about sour grapes
on the subject of steel ties being cut with foreign markets over national security
concerns, climate risks and political instability.

Driving Factors:

@ Policies aimed at registing world integration are backed by populist movements and
nationalism.

® Worldwide financial crises and inflation fears spur governments to focus on making
their economies more resilient.

® The pandemic has spawned made in Chinarisks focusing by climate change and
global supply chain risks eliciting local production.

Example:

Britain voted to leave the E.U. (Brexit) and didn’t want deep integration into Europe,
both economically and politically.

There, Donald Trump opted to not enter the United States into some big trade deals
(TPP) and instead placed tariffs on China; here they always put the U.S. first.

@ The Russian Post-Ukraine War Economy: Western sanctions on Russia are driving the
Russians to self-sufficiency and trade dependence on a small number of its trading
partners.

Challenges:

@ Increased costs for consumers and businesses because of less efficient supply
chains.

@® Reduced pace of technological advancement as a result of lack of international
cooperation.

Trade through the ages has resulted in global economic growth, and threats of global
stagnation have kicked right back.
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These futures of globalization would probably operate side by side. There could be a
deepening of globalization in some sectors of the economy, regionalism or selective
deglobalization in others. Globalization will be shaped, in large part, by what transpires
around the world to make it collapse, or not — a process that will have everything to do
with geopolitical disputes being resolved (or not); financial crises resolving (or not); and
technology continuing to advance (or not).

2.4.4 Shaping the Future

As globalization plays out, there is still considerable discussion on how it should be
developed to become more inclusive, sustainable and equitable. The future of
globalization will depend on government roles, particularly those of the corporations
and thus individuals, with policy measures aiming to establish a fairer system as well as
more inclusive global governance.

Duties of Government, Pilot Cities and Everyone

Governments The government will play an instrumentalrole in globalizing the future
with regulation and policymaking. they need regulations that will prevent such a thing s
sustainable and fair,non harmful to local populations and environment global
economic growth. They will also need to balance the issue of national sovereignty with
benefits of transnational cortex integration. Increased inequality and job loss could
drive the countries to seek economic protectionism or trade wars.

Example:

The Paris Agreement (2015): All world governments are now responsible for limiting
global warming to below 2°C, and the targeting of reaching below or equal to 1.5°C is
becoming common. And if countries can work together, it offers a model for how
governments may be able to negotiate with each other and govern in the face of some of
those environmental problems we have long written off as just an inevitable side effect
of globalization.

Corporations

Corporate Social Responsibility (CSR) : They need to do more than just making money
for those corporations by involvement in sustainable business practices. This includes
reducing carbon footprints, fair labor practices and participating in fair trade.
Corporations with global supply chains need to make it a condition of doing business
that all elements within the chain are transparent and ethical; holding their suppliers
responsible to environmental and labor standards. Corporations that investin green
technologies and digital products, meanwhile, have the opportunity to shape the future
of globalization and jobs while promoting a more sustainable and socially connected
world.
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People: In a globalized world with consumers having access to goods and services
from everywhere, their purchasing power can result in corporate behavior being
modified. Rising awareness to the ethical, environmental and socialimpacts of
purchasing a productis only also forcing customers to make a sustainable choice;
companies must now adapt in their favour.

@ Activism or Advocacy: Additionally, they can also advocate for fair trade, sustainable
business practices and the environment. Social media sites allow people to educate
and influence public opinion about these issues with the help of advocacy messages.

® Global Citizenship: Everyone is more and more connected now, so there are people
who see themselves as global citizens, people who want economic policies that work
for everyone, people who want nations working together not isolating or being
nationalistic.

Example: In mobilizing millions of young people around the world to demand action on
the climate, Greta Thunberg has used advocacy to pressure governments and
corporations on sustainable policies.

Policy Instruments for a Fairer Globalization

More appropriate policies have to be pursued at the local, national and international
level to see that globalization serves everyone.

Trade and Economic Policies

@ The Future of Globalization: Fair trade agreements should be more participatory and
should result in better environmental and labour rights protection, poverty alleviation
(especially in developing nations). Richer nations and individuals can share the wealth
through progressive taxation to support international aid for those who need it most,
education, healthcare, infrastructure.

Climate-focused economic policies: These resemble the Green New Deal that has been
on the US political agenda or is now promoted in Europe, which would generate work,
reduce inequalities and concentrate efforts towards a sustainable economy.

Example: The policy formulation by EU is around the European Green Deal for becoming
world’s first climate-neutral continent by 2050 and clean energy, sustainable industry
and cutting emissions.

Labor and Social Policies

Global Policies including implementing global Labour Standards for decent wages/safe
work conditions and rights on the part of their workforce can be reduced in its negative
impacts of Globalisation upon workers, particularly in low wage economies. A social
safety net designed to reflect a globalized world in which automation and offshoring
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prevents jobs from bouncing back. Such a policy would ensure that we do not blow
people in the wind of changing economy.

Example: Quand un essai de revenu universel a démontré, en Finlande, qu’un certain
nombre d’individus ont pergu un revenu mensuel minimum ayant fait diminuer la
pauvreté et augmenter 'équilibre mental.

The imperative of inclusive global governance

@ Multilateralism: Climate Change, pandemics and digital rights are global problems
which require global solutions. It is political multilateralism that needs to be reinforced;
thatis, multilaterally organized institutions (the UN, the WTO, WHO etc.) as a way to
cope with a number of critical issues without equity-based sharing of the benefit and
costs of globalization between countries and her peoples.

® Global Environmental Governance: Global governance Not only do worldwide
governance institutions must be directed towards sustainable development but also
global environmental international treaties and policies should hold countries
accountable (e.g., Paris Agreement). Protection of the planet for future lighting rounds
will require global cooperation on climate change, biodiversity and resource use.

@ Integrate All Voices: The next stage of globalization should make way for the lesser
developed countries and group to be involved in global decision making. World
governance should be democratic as well in the sense that it offers up th allies of those
beyond the club of economic elites (developing world and indigenous peoples).

Example: Production from the activities can be developed considering the UNSGD: The
United Nations 2030 Agenda for Sustainable Development, called as Sustainable
Development Goals (SDGs) is aimed at attaining following global goals regardi ng -
Poverty, Inequality, Climate and environment change to ensure that no one is left
behind in globalization.

For the future of globalization to be secured this time, inclusive and equitable systems
of fair trade, worker rights, global cooperation: everything seized upon by popular
leadership that shows humanity where the real enemy lies. The role of both the state
(or governments), corporations and the individual towards a more equitable,
sustainable global system are all key factors. The irresponsible use can create
devastating localised plumps and potentially have effects in the region of release,
continent where they are used (i.e. South America) and globally Large Regional Intense
Explosions: “Taking full advantage of globalization without assuming its risks is about
strong policy and effective global governance” (Zwolski, 2016).

2.5 Summary
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< Economic prosperity is brought by globalisation and yet not all countries had
benefited equally, leading to inequality and political discontents in the developing
world. Many countries opt for national over global interests rather than promote
international cooperation, leading to the trade wars, economic protectionism and
obstruction of global governance.

+ (International organisations, trade agreements and transnational corporations) Tap
into the educational mindset of governments to:.gson.

cede control of the decisions that drive their economy and policies.

+ Geopolitical friction can quickly escalate in a world that is becoming progressively
enmeshed, economically at least as with the ongoing US-China disagreements where
trade and technology are turned into political instruments of power.

% Global vs. National Interests: Conflicts between global and national interests are
function of diversity in labor laws, environmental standards, and corporate tax policies.

«+ globalisation, which allows MNC’s to produce where Labour isn’t recognised at all or
very poor working conditions and low wages.

< They are the agenda setters for government and corporate policy, since corporations
profit at that cost of public and national interest they tend to consider profits over
people.

< Countries are increasingly resistant to globalisation over time, leading the focus back
towards regional trade

treaties to ensure economic peace.

< The internet, remote work and e-commerce are reshaping globalization, creating a
digital dimension as important as physical trade.

+ Trade pacts, tech competition and diplomacy have left America, China and the EU
still shaping globalisation.

< Whilst globalisation has introduced some positive economic trends in trade
enhancement, it is a risk to national security and its unrestrained acceleration risks
compromising the economic resilience of a country.

2.6 Key Terms

L e Trade Protectionism: Government policies or actions thatrestrict orimpede

international trade, often done with the purpose of protecting local businesses from
foreign competition.
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Geopolitical Tensions: Conflicts between, and combat for power among Nations due to
everything from economic or political interest (orindeed a military one) in a globalized
world exampled by the Arab Spring.

Sovereignty Erosion - Produce the erosion of a national government’s policy/Economy
control because of institutions, multinational corporations or trade agreements.

Income disparity: The growing divide between the rich and poor, more often a
consequence of globalization favoring capitalists over low-skilled laborers.

Cultural Homogenization: The phenomenon of local cultures vanishing, while they are
consumed by a more dominant one, like Western consumerist culture across
societies.

Destruction of the Environment: The adverse effects of globalization on the
environment e.g., pollution, climate change, deforestation et al that have emanated
from excessive industrial expansion and globalized production networks.

2.7 Descriptive Questions

What are the current implications of globalization to constitutional sovereign and
administrative powers of government? Do we even comprehend the extent of how far
our ability to maintain sovereign nations has been impacted by globalization?

L @ What role do intergovernmental organizations as the (WTO) World Trade Organization,

(IMF) International Monetary Fund and(UN) United Nations have on the political
character of globalization?

In what ways does economic power shape political globalisation, especially in the
relations between developed and undeveloped nations?

What role does globalization to the production of economic inequality at national and
country level? Consider the impact of globalization on the environment and what
measures can be taken to control this.

How has globalisation led to the transmission of financial crises from country to
another and region to another?
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®@  29CaseStudy
The U.S.-China Trade War (2018-2023)
.@ The former _America First policy -America First

econoimc nationalism term refers it is on the sentiment of less reliance on foreign

economies, notably China and more reliance on American workers than their foreign 2
counterparts prevailed. The U.S. trade war with China is a country's trade war of the
United States to impose tariffs on Chinese outputs as a result of its investigation
findings related to intellectual property and China's large deficit in the bilateral trade
balance, along with other grounds the US has described unfair trading conditions by
China. Chinain turn slapped tariffs on American products — and the fight was on.

A Nationalist Edge to the Trade War

Tariffs were framed in the U.S. government presentations as action intended to protect
American jobs and industries, particularly in manufacturing and technology.

@ Bringing Supply Chains Home: Nationalist language encouraged Americans to insist
on bringing supply chains home from the U.S. and the Chinese fall dipped.
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® National Tech Rivalry: The U.S. blocked other Chinese firms, including Huawei, from
gaining access to American technology, citing concerns for national security.

Protectionist Aspects of the Trade War

@ Tariffs: The U.S. has slapped tariffs on more than $360 billion of Chinese goods,
including electronics, steel and consumer products. In response to those tariffs, China
retaliated by imposing duties on

U.S. farm goods, auto parts and chemicals.

® Regulatory Hurdles: Lists Blacklists for Chinese tech companies by the U.S.
government, preventing them from operating in the American market.

Subsidizing industries: The U.S. subsidized American farmers to make up for losses
they experienced as a result of retaliations by China, which in turn funded its own
industries to cover the damage caused by the trade showdown.

Impact on Globalization

@® Companies began changing global trading patterns by seeking alternative suppliers
outside China.

® Product costs rose, in both countries, thanks to tariffs — a cost that businesses and
consumers bore.

® Global slowdown Indicator and a great parameter of foreign Investment was also
hindered due to uncertainty revolved around trade wars leading to recession declared in
numerous regions.

@® The conflict sped up U.S. and China attempts to build up their own separate
technological ecosystems, reducing globalties in the tech industry.
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Theories of International Business and Trade

Learning Objectives

1. Learners will learn the Classical and Modern Trade Theories — focusing on the main
- e . eoncepts of Absolute Advantage by Adam Smith, Ricardo's Comparative Advantage, and the

Heckscher-Ohlin (H-O) model concerning international trade.

2. Learners will examine the distinctions among various trade theories. Examine how
Smith's, Ricardo's, and the H-O models describe patterns of trade and specialization in terms

of their assumptions, forecasts, and actualities.

3. Learners will apply trade models to assess how countries gain from specialization,

factor endowments, and comparative advantage in formulating international trade policy.

4, Learners will methodically evaluate the premises and constraints of each trade
theory, considering contemporary economic intricacies such as technology, worker mobility,

and trade obstacles.

Content

31 Introduction to International Trade Theories
3.2 Adam Smith’s Absolute Advantage Model
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3.6 Future trends in international trade theories
3.7 Summary

3.8 Keywords

3.9 Self Assessment Questions

3.10 References

3.11 Case Study

3.1 Introduction to International Trade Theories

International trade is a cornerstone of the global economic growth and development. Such
specialisation allows the countries to focus on goods and services they are skilled at
producing, leading to efficiency, innovation and connectedness among nations' economies.
Over the years economists have offered a number of explanations about how and why trade

between countries does, in fact, happen.

The two main principles of early trade theories; Absolute Advantage theory by Adam Smith
and Comparative Advantage theory by David Ricardo are specialization and the cost
efficiency. Later, the Heckscher- Ohlin (H-O) Theory developed role of factor endowment
such as labour and capital influencing the trade patterns. Each theory of the different trade

dynamics directly affects current economic politics and tradesmanship.

Familiarity with these theories is essential for policy makers, corporations and economists to
adapt in the new global trade enviroment and participate effectively in trade agreements
while developing strategies to access competitive advantage. This chapter focuses on these
basic tenets of international trade theories and their relevance in the present globalized

economy.

3.1.1 Definition and Significance of International Trade
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The world we are living in, the planet in which we live is being changed, it's called a
globalized world and the nations of our planet are entering into exchange with commodities
and services through processes. As a result there has been international trade and
international trade agreements. Trade between countries has been increasing worldwide
The economies of a country have been relying on the export of products With that, very
good international relations were developed and parts of supply chains also rely on raw
materials from other countries even before the final product is ready to be exported. Some
of the world’s largest and most successful companies have succeeded in establishing a
strong customer following after grasping the dynamics of varied supply and demand trends
around the world. But international trade has received multiple knocks in recent years in the
shape of the pandemic, political friction between China and the USA, Brexit, war in Ukraine
and the climate crisis's impact on raw materials. International trade is necessary because all

countries are dependent on each other for goods that can’t be obtained at home.

A country which is an exporter of goods may find that some species of raw materials are
known in more abundance than is needed by its own markets. Or it may have some sort of
expertise, say in technology or manufacturing, that drives demand overseas. The world

market that the world economy needs to prosper is built on international trade.
- @ 3.1.2 Benefits of International Trade

International trade is the licensed exchange of goods between nations. It results in trade
policy and trade agreements. This builds cooperative among nations which are dependent
upon each other for a better quality of life throughout its peoples. In times of disagreement,
the normal response is to apply sanctions and trade restrictions in order to hinder the flow

of assets.

Europe is an example of how a region can use FTAs to improve its position in the world
economy and GDP so that it adds to the global economy. Free trade occurs when member
countries sacrifice their borders of trade to each other, so that no tariffs are imposed on
imports or exports. The UK has been seeking to make trade deals with so the world now
that it is no longer part of the European Union. The European Union concept began

" ° following the Second World War, also with an increase in international trade.
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Tariffs on industrial products fell precipitously, and for the 25 years following the war world
economic growth averaged about 5% per year. This [relatively high level is partly due to the
fact that trade barriers are low. Over the same period, world trade expanded at an even
faster average pace of about 8%. However, when trade s liberal and goods and services
move relatively freely competition tends to be intense and innovation generates successful

businesses. Arguably the most powerful insight, from an economist’s point of view, is

- e . eomparative advantage. The doctrine of comparative advantage says that even if a country

is worse than another country at producing all kinds of goods, trade will benefit both sides.
As the World Trade Organization (the WTO) reminds us, in an important but too-little-

mention factoid: no country has a comparative disadvantage in everything.
3.1.3 Historical Evolution of Trade Theories

The economics of international trade is a field that has been studied for over 200 years with

adherents to different economic principles:

Mercantilism (16th-18th Century) — It proposes that a nation’s wealth should be quantified
by the amount of gold or silver it has, and for a country to have more gold and silver money
than other countries, investors should export as much as possible and import very little in
order for their country to retain the gold, so it remains wealthy. Protectionist measures and

state intervention in trade were the result.

= @ . adam Smith’s Absolute Advantage (1776) made a case against Mercantilism where countries

)

should specialise in the goods that they have relative efficiency over the rest and thus there

are gains of trade from free-trade policy.

Comparative Advantage by the Ricardian College Back in 1817 David Ricardo took this kind of
thinking to a higher level with his notion of opportunity from costs, that where one region
does at least contain the absolute best method of doing something compared to virtually

any other land.

Heckscher-Ohlin (H-O) Theory (20 th Century) This theory argues that a country exports the
‘commodities’ which use its abundant factors (labour or capital) and imports those who

require poorly equipped factors.
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New Trade Theories (Late 20th Century to the Present) — New theories represent Paul
Krugman's economies of scale and Michael Porter's competitive advantage that focuses on

technology, market structures, and strategic trade policies rather than factor endowments.

> Mercantilism (16th-18th

> Absolute Advantage (1776) of Adam

) Combarative Advantage from the Ricardian School

> Heckscher-Ohlin (H-O) Theorv (20th

> New Trade Theories (Late 20th Centurv-

Fig 3.1 Unveiling the Spectrum of Trade Theories

3.1.4 Role of Trade Theories in Modern Global Business

Trade theories are the dominant force shaping international economic policies, business
decisions and trade arrangements today. They help policy-makers to come up with trade
policy that not only promotes economic growth but also, simultaneously cares about
national interests. These theories are used by businesses to form strategies such as when
entering a market, outsourcing and for supply chain management. Furthermore,
international associations such as the World Trade Organization (WTO) and trade blocs (e.g.,
EU, ASEAN) use these principles to assure that trading between nations is conducted in a

fair and efficient manner.

The understanding of the theories of trade assists companies and governments to navigate
through the complex world markets, identify the best allocation of resources in order to

move towards sustainable economic development.

3.2 Adam Smith’s Absolute Advantage Model
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3.2.1 Overview of Adam Smith’s economic philosophy

Adam Smith was an 18th-century philosopher who wrote about economics. Perhaps Smith’s
most famous book was The Wealth of Nations, which later inspired the field of
macroeconomics. Many of today’s economic theories can be traced to those Mr. Smith laid
out; indeed, he is often called the father of economics. In one of his most famous ideas, the
invisible hand theory, Smith claims that self-interested people, rather than the government,
determine what goods people should make. He called the process an “invisible hand” that
would direct the marketplace better than the “physical hand” of a government agent

functioning as a central planner. This eventually evolved into the theory of capitalism.
3.2.2 Theory of Absolute Advantage in Production
Absolute Advantage:What Is?

Absolute advantage in economics refers to the ability of any economic actor (individual or
collective) to produce more of a product than another actor. Adam Smith, the Scottish
economist who published his most seminal work “An Inquiry into the Nature and Causes of
the Wealth of Nations” in 1776, was first to define absolute advantage as a country's
inherent ability to make more guns or butter than all other countries in the world. (It)
means that one country has an absolute advantage in the production of a good if it

produces more units of that good with the same quantity of resources than another country.
Origin:

Therise of economists such as David Hume and John Locke was an open attack on the
prevailing view held throughout most of the 16th to end of 18th centuries, though the new

authors brought significant backlash. Mercantilism

advocated a national economic strategy to concentrate resources by increasing the country's
money and gold reserves and promoting trade. Mercantilism developed as this list of worlds
and economies grew, with colonial countries such as Britian and Portugal taking up the
mantle. Adam Smith and Daniel Ricardo themselves, who were both vehemently opposed
to the concept, later developed their own theories that would discredit it. The concept of
absolute advantage is one of the first theories that clarified the benefits of specialisation

and subsequently trade between two countries. It was the father of modern economics,



z'l_.l turnitin Page 15 of 48 - Integrity Submission Submission ID _ trn:oid:::3618:127097356

Adam Smith himself, who first floated this theory in 1776, in “The Wealth of Nations,” his
seminal work. According to the absolute advantage theory, a nation benefits from trade if it
specializes in producing goods or services at which has an absolute advantage relative to

other nations.

3.2.3 Purpose of Absolute Advantage Theory

Specialization Increased Economic Lr:/?r:oved
Introduction by Countries Production Growth St g d
of Absolute ETICRATRS
Advantage o

: Application

Theaty Adam Smith's s gggfrtumty to Technological

Contribution International Differences

Concept
Trade
- @ Fig 3.2 Absolute Advantage Theory Flowchart

However, the absolute advantage theory is one that demonstrates why specialisation

between countries and among nations is advantageous to all by producing more with fewer

- o resources (or at a lower opportunity cost) due to concentrating its production on those

goods and services in which it has an absolute advantage. The result of this is that an output

increase can generate a rise in economic growth and hence living standards.

Smith himself explicitly denied that, and was very proud of the evenness and breadth of his
own judgments about matters he discussed } Smith introduced the notion of absolute
advantage but did not formally present it.] His defence of a Smith notesTim Harford (August

19, 2014).

strengthened by this concept. In “The Wealth of Nations,” Smith makes the first point that
rules which help one industry at the expense of another are misallocating resources:

Opportunity costs are those that could have benefited the second more profitably.

- @ Second, he introduces the example of a shoemaker who refuses to wear his own shoes (and

hence wastes his productive resources) as an illustrative application of opportunity cost to
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people in society. Therefore, each individual concentrates on creating things and services

they are especially good at.

Third, Smith generalizes the same ideas of specialisation and opportunity cost to
international trade and international economic policy. Because it allows a country that
imports to deploy its limited resources into the industries where they're most competitive
and efficient, he says, than trading for items produced more cheaply by another nation.

Smith thus notes that differences in technology between countries constitute the dominant

.° explanation of international trade flows on the world.

‘e 3.2.3 Assumptions of the Model

There are certain implicit assumptions of the theory absolute advantage. These are

provided below.

e Smith argued that it was the quantities of labour required in a given commodity's mode

of production which determined its costs.
e Labour he thought immobile between the nations, but migratory within them.
e He assumed a two-country, two-product model to analyze the cases.

e He made the hidden assumption that if both countries had absolutely lower costs of

production for one of the goods, then they will trade with each other.

Higher ™~ Lower
production ZI ﬁ-ﬂ@ opportunity cost

capacity

Absolute Advantage /AN Comparative
A\ Advantage

)

Fig 3.3 Understandihg Production Advantages

3.2.4 How to Get a Absolute Advantage
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What wins is low-cost production which has absolute advantage. Put another way, it
represents one person, business or nation's ability to produce at a lower marginal cost. 2-0

129When (in the sense of, compare with rivals), such an advantage exists:

e A product is produced with reduced amount of materials.

e An inferior raw material produces an inferior end product at a lower cost.

e A product can take fewer hours to produce.

e The good is produced using lower-paid (in terms of an hourly wage) workers.
Example: The Trade between US with Bangladesh

The theories of absolute advantage is a country should produce and export those things it

can make at a lower cost than other countries, whether in terms of time or resources.

Capacity to produce (per hour of labour):

Country Textile (Units) Automobiles (Units)
USA 20 50
Bangladesh 40 10

Identifying Absolute Advantage:

e |ts ability to take only 40 hours, compared with the United States’ 20, also gives

Bangladesh an absolute advantage in textiles.

e US and Bangladesh: The USA produces 50 cars per hour, while Bangladesh mass produces

only 10 units.
Trade Based on Absolute Advantage:

Bangladesh has to ship textiles to the United States of America and concentrate on this

sector.

e The USA should specialise in cars and cars should be exported to Bangladesh.
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Both of these nations are better off from specialisation and trade since they are able to buy
each others goods at a lower opportunity cost (than would be the case if tried to produce

both themselves).
3.2.5 Critiques and restrictions of Adam Smith’s Model

Adam Smith’s absolute advantage theory of international trade as set forth in The Wealth of
Nations (1776) holds that a nation should produce all and only those goods which it can
produce more efficiently than other countries; cost here refers to the opportunity cost of
production. Though revolutionary as a concept, there are several limitations and drawbacks

to the notion.

Does not consider comparative advantage: The model does not acknowledge that a country
can benefit from trading even if it does not have an absolute advantage in any one good.
Example: David Ricardo's theory of comparative advantage (1817) expanded Smith's model
in showing that a country could still benefit from trade, if it specialized in goods that it was
least less inefficient at producing, even if they could produce all goods more efficiently.less

efficient than the foreign nation.

Opportunity Cost Does Not Matter: Smith’s framework does not consider the trade-offs
involved in producing a good relative to producing an alternative good, considering only
absolute cost differences. Example: Smith's model is silent about what a nation should
specialize in if, say, it has "comparative advantage" (using this term quite loosely) in both
wheat and machinery. Ricardo’s is the method of opportunity cost as a better way to

reason.

Treats Labour as the Sole Input: In Smith’s framework, there is no space for capital, natural
resources or technology; he claims that comparative advantage depends not on “capital
added” but purely on labour productivity. Example: Countries with the most advanced
technology—Japan in electronics, for example—do not always have the most productive

labor; but these still dominate world trade.

Neglect of Economies of Scale: The model does not consider economies of scale (where
high production results in low costs) and are based on the assumption that speciali-sation

does not raise productivity. Example: Actually, mass production is good for businesses such
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as the auto industry, which adds complexity to trade that goes beyond the pure numbers of

absolute cost differences.

Dismisses Market Failures and Trade Barriers: The model extrapolates its effects on free
trade by assuming no taxes, quotas or other government-related obstructions in trade,
something that is far from the experience of modern-day business. Example: If absolute
advantage suggests that trade will flow in a certain way, tariffs (like the U.S. taxes on

Chinese steel) undermine that reasoning.

Failure to account for Preferences and Demand Differences: The underlying fallacy in
Smith’s model is that it ignores how preferences of consumers differ from one country to the
other and hence negates that trade hinges only on production efficiency. Example:

Europeans may prefer luxury goods made in their regions.

labels due to their perceived quality and brand status, even though China has an edge in

producing all sorts of clothing.

No Long-run Growth Effects in the Static Model: The model does not consider how
advantages can evolve over time as a result of innovation, capital accumulation and
technological progress; it assumes that trade patterns remain unchanged. Example: The
USA did not initially enjoy any significant technological advantage but efforts made over
years to invest in R&D paved the way for it to dominate industries such as software,

semiconductors.

. ° 7Though it is the foundation of trade theory, Adam Smith’s model of absolute advantage is
too simple for today’s economies. This can be broadened by findings in the comparative
advantage model, economies of scale and excluded factors other than pure ideas such as

tariffs, customer tastes and technological advancement.

3.3 Ricardian Model of Comparative Advantage

- @ David Ricardo was a popular economist in 19th century whose idea of comparative
advantage revolutionized the concept of international trade. Expanding upon Adam Smith's
work, Ricardo demonstrated that trade is advantageous between countries even if one of

. @ them was more efficient in the production of all traded goods than its partners. His writings
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provided the foundation for modern trade doctrine based on opportunity cost,

specialisation, and free trade.

Comparative Advantage ?ﬁ} [%g Opportunity Cost
Lower Opportunity Cost -+ ' r- Trade Decisions
Specialization - - = ‘ Export and Import
Trade Benefits Labor Productivity
Dynamic Analysis -~ Comparative Advantage

Fig 3.4 Ricardian Model of Comparative Advantage

His advocacy of free trade and opposition to protectionism influence the economic policy of
those who find his conclusions politically expedient; Ricardo is a force for change, liberals
would point out, since because of him England had abolished its Corn Laws. Today, talks of
international trade are still in the shadow of his beliefs, which provided the foundation for
models that later incorporated economies of scale and capital and technology into

consideration.
3.3.1 David Ricardo’s Contribution to Trade Theory

The Comparative Advantage Theory David Ricardo’s greatest contribution to trade
economics is the law of comparative advantage (1817). ' He found that it made more sense
to argue, not in terms of absolute cost of production, but whether a country could make
commodities with less or greater opportunity cost. There can still be mutual advantage to
trade even if one country is less efficient at producing all goods. This is the basis of modern
international trade policy: It’s why countries trade even when one country is strictly more

productive in every industry.

Specialisation and Opportunity Cost: Adam Smith’s absolute advantage theory did not
acknowledge the concept of|opportunity cost in trade that was incorporated by Ricardo. He

recommended that countries import the products they can't make as efficiently, and focus
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on producing goods they can make more effectively. However, to the extent that countries
use resources more effectively then trade may be win-win for both sides. He demonstrated
how specialisation in accordance with opportunity cost raises the overall output of an

economy using cloth production in England and wine production in Portugal as a model.

The Labour Theory of Commercial Value: It is rooted in the theory about value as proposed
by Ricardo, which postulates that only labour is the real factor in determining production
cost. Hoffman was under the impression that he could explain productivity gaps entirely by
labour, assuming capital and technology were unchanged. This characterization proved to
be highly controversial, but the logic of it provided a simple way to discuss why trade is
beneficial. Incorporating features such as capital, technology, and economies of scale in
computational trade theory models modern economists developed upon Ricardo’s

principles.

Ricardo's Comparative Advantage is Time-Independent: As per Ricardo’s concept, countries
would specialize in same sectors throughout history since comparative advantage did not
change. In practice, however, countries can develop new comparative advantages by
investing in infrastructure, innovation and education. South Korea, for example, transitioned
from a labor-intensive economy to a high-tech dynamo. In due course, modern trade
theories such as Heckscher-Ohlin and New Trade emphasized this limitation of the thesis

espoused by Ricardo.

Impact on Policy and Advocacy of Free Trade Ricardo firmly advocated free trade, he
opposed the protectionist ban or tariff levies. He argued that free trade elevates the
general standard of living, makes operations more efficient and lowers prices. The British
Corn Laws (1846) that imposed heavy taxes on grain importations were liberalized mainly
due to his ideas. More recent economic policies supporting free trade were enabled by
Ricardo's objective of minimising net imports; free trade policies’ agreements today, such as

the WTO and IMF were assignments from Ricardo.

Impact on Modern Trade Theory: A cornerstone of modern economics, Ricardo’s theory of
comparative advantage has been embellished and extended by subsequent economists.
Market imperfections and economies of scale were introduced by Paul Krugman's New Trade

Theory, while factor endowments were included in the Heckscher-Ohlin model. Despite its
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limitations (and the assumptions it makes), Ricardo’s theory continues to underpin much of
our thinking about globalisation and trade in practise, illustrating how enduring was his

impact.

3.3.2 Comparative Advantage and Opportunity Cost

Comparative
Opportunity Cost Advantage
Represents the Explains

value of the next
best alternative
foregone

specialization
based on lower

opportunity cost
Fig 3.6 Understanding Economic Efficiency

Comparative advantage is an economic term that refers to an economy’s ability to produce
goods and services at a lower opportunity cost than trade partners. The theory was
developed by David Ricardo in 1817 and has evolved in the last several centuries as the
cornerstone of modern trade theory. Even if one country is more efficient than the otherin
all goods, absent of undoable economics of scale, both still will produce and mutually gain
from trade as long as they each specialise according to comparative advantage. Hence,

production is stimulated and the world-wide economic welfare increases.

The concept of comparative advantage rests upon the principle 6f opportunity cost. It
means the value of the next best alternative thatlis sacrificed when making a choice. Which

ones a country should produce in trade is determined by opportunity cost.

Example: If Country A is able to consume 10 units of wheat or 5 units of cloth, then the cost
in terms 6f'wheat is 2 when they use 1 unit. Country A should produce cloth only if its
opportunity cost of producing cloth'is lower than that for Country B, and likewise, Country B
should produce cloth as long as the opportunity cost to produce cloth'in'this country A'is

also higher than own production cost in their own countryB That means by trade there are
both potential better off work side and by trading goods they would not have been able to

themselves.
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Both comparative advantage and opportunity cost are the underlying reasons that support
our trade with other countries, allocation of finite resources and the choices that must be
made to accomplish economic efficiency and growth not only among markets in any given

nation but also internationally as a whole.
3.3.3 Assumptions of the Ricardian Model

The Ricardian model of trade has been used to explain patterns in international trade using
the single factor assumption (a good is also known as a commodity here) which holds that
there is only one factor of production. The model predicts that countries will specialize in
the goods which they can produce at a lower opportunity cost than other countries and
trade these goods with each other to their mutual benefit. The model assumes several

critical conditions:

e Two-Country, Two-Good Model—This model is an exaggeration of reality in that it deals
with a world involving only two countries and two goods, which allows us to illustrate

comparative advantage more easily.

@ Single Factor of Production — here Ricardo assumes that the production can be made by
only labor, and any differences in productivity occur only due to differences in labor power,

and no consideration is given to capital, land or technology.

<l Constant labor productivity: The model assumes constant returns to scale, i.e., the
amount of labor required to produce one unit of a good is fixed and does not depend on the

guantity of produced goods.

e Differences in labor productivity—Countries have different ratios of the time required to
produce goods, and this is a source of comparative advantage. Productivity differences are

exogenously given (are not determined in the model).

MOBILITY OF LABOUR WITHIN, BUT NOT BETWEEN: A country may permit free movement
of workers between industries to find jobs in the most efficient places but not

internationally.

® No Trade Costs — The model is built upon the premise that goods are freely tradable

without incurring transportation fees, and trade is friction- fewer (i.e., cost-free).
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e Full Employment and Utilization of Labor — It is further assumed that all labor available is
fully employed in each country, thus the trade would not create joblessness nor

underemployment of workers.

e Perfect Competition: it assumes perfect competition, where the market is fully competitive
and firms as well consumers are price takers and there are no monopoly or market

imperfections.

These assumptions make the Ricardian model easy to understand, but they render it less
useful as a description of the real world because things like capital, technology, transport

costs and increasing returns matter a great deal in actual trade today.
Example:

For example, consider two countries (say, Country A-USA and Country B-India) both
producing cars and textiles. Both nations can produce both goods, but at different

opportunity costs.

USA: 1 car uses resources that could be spent in producing five units of clothing. India: 1

automobile is using resources that might have produced 10 units of textiles.

This implies that the USA has a lower opportunity cost (1 car = 5 textiles) for producing car
than India (1 car = 10 textiles), but India has a lower opportunity cost in terms of producing

textile (1 textile = 1/10 cars while in case of the USA, it is 1 textile = 1/5 cars).

3.3.4 Benefits of Specialization and Trade:

e USA is way into cars because they’re losing less textiles when they manufacture a car.

e [f you arein India, it's something to weave, because there are fewer cars lost on textiles.

e |n trade, each country sends the other stuff, so that both can specialize in producing more

of what they need than if it tried to produce everything within their respective economies.

By comparative advantage in low-opportunity cost production, the two nations produce a
greater total of both commodities than they could if each were to concentrate only on
producing whatever it can produce at lowest opportunity costs, thereby becoming more

efficient.
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3.3.5 Application of Ricardian model in contemporary trade

The Ricardian model has shaped the understanding of international trade in much the same
way, and continues to predict patterns of world trade as nations shift their production to
those goods in which they enjoy a comparative advantage due to lower opportunity costs or

labor productivity differences. Some key real-world applications include:

China vs. America: Manufacturing vs. Technology: The manufacturing imbalance favors China
significantly, as the economy of scale makes electronics, clothing and machineries to be
made more cheaply in China with cheaper labor costs than when made else where. But, in
high tech fields like software, aerospace and pharmaceuticals, they enjoy higher levels of
innovation and productivity. And through trading, what both countries are productive in,

they've benefited economically.

IT Services vs. Financial Services India has a comparative advantage in IT services and
software development because of its highly skilled, but cheaper labor. This is why financial
services is one of the UKG€™s strongest suits a€“ it has national banks and investment
houses, with strong levels of professionalism. India trades IT services to UK and UK receives

the financial services.

Brazil V EU — Ag V Ind: Brazil has a SoF and an abundant availability of land, thus a CA in
agriculture (soy beans, coffee, beef). The EU is concentrated on high value manufactured
goods such as machinery, pharmaceuticals and luxury cars. Brazil exchanges of high-
technology imports in general and European Union have the importation of basic

agricultural products at lower cost.

These applications demonstrate how the Ricardian model still impacts world trade by
enabling nations to specialize in the production of goods which they have a comparative
advantage, thereby achieving more efficient overall economic levels, and ultimately

benefiting both parties.
3.3.6 Criticisms and Limitations of the Ricardian Model

Although David Ricardo's model of trade is successful in providing a basis for comparison

advantage, it has the following weaknesses that do not easily apply in real life:
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= e Multiple factor of production Omission: The Ricardian model considers -labour- as the sole
factor of production, excluding capital, technology, accessible land or natural resources
among other characters which contribute considerably today. In the present day, they're

also using high-capital and resources based industry to achieve a revenue.

Implies constant opportunity costs: The model implies that returns to scale are constant;
when the scale of production increases, neither the cost nor the revenue 5 rises. In actuality,
production exhibits decreasing returns, where making more of one item requires a higher

opportunity cost.

No Trade Barriers Considered: The model presumes free trade, no tariffs or quotas and no
non-sheet-level regulation. Reality trade, however, is often also driven by policy making

protectionism and geopolitical events to which the model’s application might be limited.

Ricardo assumes there are no transportation costs — but that is not the case. Shipping,
Logistics and Infrastructure directly influences the Maritime trade-flows and goods

competitiveness in global trading & shipping and distribution network.

Ignoring Labour Movement Between Countries: The model assumes free and unrestricted
movement of labour within a country but none between countries. But in reality, labour
movement across borders is also influenced by migration, outsourcing and work from

home, just as they influence trade patterns.

Puts No Emphasis on Income Distribution and Inequality: The framework (model) assumes
that trade will promote overall economic efficiency but does not consider income
distribution. Trade liberalization raises the openness of one or more sectors and lowers it in

others, leading to job losses and greater inequality of wage income.

Ignored Dynamic Comparative Advantage: In Ricardo’s theory, comparative advantage is

static such that the competitive edge of a country remains unchanged over time. But over
the long term it would redefine their comparative advantages in technology, innovation and

education.

However, this simple theoretical stylized model is also highly imperfect when it comes to

any advanced cross border trade flows. The second development of modern trade theories,
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provide more than one production factor, the existence of economies of scale and trade

policies inside its models (unlike the Ricardian model) with HO model and New trade theory.
3.4 Heckscher-Ohlin (H-O) Theory

Heckscher-Ohlin (H-O) theory is one of the basic theories in international trade, developed
by Eli Hecksher and Bertil Ohlin; it explains a world where individual countries specialize on
particular goods and executed the purchase or sale of a specific kind of thing based on their
factor endowments. The H-O theory is, however, different in that the basis of trade patterns
arise from differences in factor endowments or supply of factors of production like labour,
capital and land but does not predict any differences in terms of the productivity work like

in the Ricardian thesis.

The H-O model argues that a country should ‘export’ those goods that are made using
abundant resources and ‘import’ those products that are made using scarce resources. If
the capital is really abundant (which counts for US, Germany and sort of everywhere else),
then the Kapital-goods will be produced and if it cannot use its lapour on productive
activities (here labour-intense products like textile, clothings ) that country will specialise in

production of product of all labour-intensive products.

Ricardo’s trade model is limited, it only includes two factors of production of trade, but this
theory includes all other producton factor. However, the operation of the H-O model does
not explain much of actual international trade because real trade need not be consistent
with they predictions of the H-O model due to influence from technology government
policy and increasing returns to scale. Despite its limitations, the H-O theory is one of the

few such models that provides insight into international trade and resource allocation.

Labou Capita Good Comnetitio Technolog Factor
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Fig 3.7 Foundations of Trade Theory

3.4.1 Overview of the Factor Endowment Model

The relative factor abundance of country's production factors lead the way for Heckscher
Ohlins (H-0) theory to explain international trade. Hence these elements of labour, capital
and land. So the H-O model is built on this assertion about what a country will be producing

and trading : it depends on differences in factor endowment.
3.4.2 Basic Principles of Factor Endowment Model

@ Snazzy Charts — Comparative Advantage The country will export goods which require

intensive use of its abundant resource and in return import those that do not.

«If capital is abundant and labor is scarce, then prefer big < small specialization (template) —
rich country (like Germany): it will specialize in capacity-using industry, while the labor-rich

one (like India) will work on a smaller scale =labor-intensive goods.

e Relative Factor Prices: If there is an abundance of a factor in one country, then that

country will have lower cost production for goods that use that feature intensively.
e Whenever this is the case, it’s worth specializing and trading.

e Factor-Price Equalization Theorem: As the countries play by the rule of trade, factor prices
— wages and returns to capital— will equalize across nations and so global income

inequality will fall over time.

e Comparative Advantage Through a Factor Endowment Model, Unlike the Ricardian model
which was unrealistic; the factor endowment model is relatively realistic for modern day

trade because it considers variables other than differences in labor productivity
3.4.3 Limitations of the Model

e |t assumes full factor mobility within a country but no interational movement of labour

and capital-It is not realistic.

e There exists a real-world reliance of technology, economy of scales and government policy

that the model does not fully account for.
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® There is Paradox of Leontief where U.S. exports are particularly labour-intensive goods

but capital is relatively abundant in the country.

For all its faults, the factor endowment model is still an important lens through which to
examine how resources (or at least ability and willingness to use them) contribute to global

trade patterns and why one country specializes in a given industry.
@ 3.4.4 Key assumptions of H-O theory

The H-O theory is based on several assumptions that reduced the complexity about
international trade analysis. It demonstrates how factor endowments of a nation: labor,

capital and land determine the comparative advantage and trade pattern for trading.
2x2x2 Model

e Two-Factor, Two-Good, Two-Country Model

e Two countries, two goods and labor and capital as two production factors.

@ e One country is relatively labor-intensive and the other is capital-intensive.

—eo One is labor abundant and the other capital abundant.

Several Factors Contribute to Comparative Advantage

® The country exports the good relatively intensive in abundant factor and imports the

good relatively intensive in scarce factor.

e For example, a country that has lots of capital will export goods that require a lot of capita,

and a country who has plenty of labor force will export things needing huge labor.
Same Technology of Production

e They use identical technology in producing their goods.

Output differences arise solely from factor supplies and not technology differences.
Markets for Factors and Products in Perfect Competition

e Markets are competitive, in that:

e No producer or consumer, by themselves can influence prices.
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e Producers and workers are price takers, and resources employed efficiently.
Constant Returns to Scale (CRS)

e |f you inputs double, the ouuts also double, as such no economies of scale exist.
Factor Mobility is Seamless Within a Country but not Across Nations

e Labor and capital can easily move between sectors in a country.

e Factors can’t move across countries, though. It means that international movement of

capital and labor may not be possible.

There are no costs of transportation or trade.

e The model assumes that it has a free trade, no tariffs, quotas, and the distribution costs.
" e In practice, trade is influenced by the policies on trade and costs.

Factor-Price Equalization Theorem

(ii) Trade leads all factor prices (wages and the return to capital) across countries to

equalize.

® Wages and capital returns across the world become globalized as countries specialize and

trade.

Situation Review: Factor-Price Equalization Theory: Pre and Post TradeExample 1 The world

has only two countries, Home (H) and Foreign (F).

The Real Factor Price Equalization corresponding to the endogenous technological change
model is described and is used to explain several facets of U.S.-China interactions in the last

few decades.

Pre-Trade Expansion (Up Until 1980s — Early 2000s) United States (Capital-Abundant,

Labour-Poor)
* High wages because of its relatively low supply of unskilled labor.

e Industries began to make heavy investments in automation and technology, resulting in

high returns on capital.
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e Solidly manufacturing, but with higher costs of production.

China (Labor-Rich, Capital-Scarce)

* Wage reductions, because of the vast supply of workers.

e Abundant returns on capital from a scarcity of sophisticated machinery and infrastructure.

* One of the world’s ivestment centres, but changing from being a mostly service-oriented
economy. ® Small manufacturing base which is growing but with a focus on labour-intensive

industries particularly textiles and assembly electronics.

Post-Trade Expansion (After 2000s — after China’s WTO accession in 2001)
Trade barriers came down, China emerged as an exporter to the US:

e U.S. Imported More Labor-Intensive Goods From China

e Industries like textiles, electronics assembly and low end manufacturing industry in the US

were killed by China competition.

e The demand for low-skilled labor in the U.S. diminished, leading to stagnant or even

declining wages in some segments of the lower-income workforce.
China Exported More and Drew in Capital Investments

» China got foreign direct investment (FDI), which it used to construct factories, technology

and infrastructure.

e The demand for workers grew, particularly in manufacturing centers like Shenzhen, and so

wages went up in China.

* As capital poured into China and competition rose, so did diminishing returns on capital.
Final Result: Factor Prices Started to Become More Alike

Wages in China rose as demand for labor increased.

*\Weakening demand for industry that requires domestic, labor-intensive work meant that

wages did not increase (or fell) in the U.S.

® China saw diminishing returns on capital as more capital became available.
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To this extent, returns on capital in the U.S. were stable or rose with a flourish of capital-
intense industries like tech and finance. This is in keeping with the factor price equalization

theorem observation in actual scenario.

On the labor abundant (China), wages rose.

e Wages in my country of labor undersupply (U.S.) remained flat, or suppressed.
The return on capital in the capital poor country has now declined.

e Capital returns in the capital-abundant country (the United States) remained strong or

even increased.
3.4.5 Concept: Trade is determined by Differences in Factor Availability (Labor vs. Capital)

According to the Hecksher-Ohlin (H-O) model, countries trade with each other because they
have different endowments of factors—labour and capital. Countries will specialize in
producing and exporting goods which use their relatively abundant factors efficiently, while

importing goods that make relative use of their scarce factors.
Factor Abundance and Comparative Advantage

e he relative supply of labor is higher in a country if there is more labor per unit of capital

and it is lower in a country with less labor per unit of capital ecountries are called: 21 Okt.

e A labour-surplus nation (like India, Bangladesh) will have comparative advantage in

products that are labour-intensive like textiles, garments and farm-related products.

® A capital-rich country (e.g., Germany, the U.S.) specializes in goods that use a lot of

capital: cars, machinery and electronics.
Trade by Factor Intensity

® Goods have different factor intensities—some are more labor-intensive, others are more

capital-intensive.

e Labor-intensive goods (like garments, furniture) are relatively more labor consuming —

cheaper to produce in countries abundant with labor.
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[J Capital intensive products (such as machinery used in industry, pharmaceuticals) require

large investment in technology & machines e Advantage capital wealthy countries.
Factor-Price Equalization Through Trade

e Under conditions of trade, demand for abundant factors rises and wage and capital

returns equalize between countries.

Trade will, in the long run, narrow income disparities that arise from differences in factor

endowments.
Applications

» Many Asian economies (China, Vietnam) export labor-intensive products while Western

nations (Germany, Japan) lead the high-tech capital intensive industries.

e The U.S. imports textiles from developing countries but exports high-tech products, such

as aircraft and medical devices.

Trade is in essence based on dissimilarity of labor and capital endowments, whereby
countries specialize in production and exports of goods making intensive use of those
factors with which they are well endowed. This principle is still a central account of the

pattern of world trade and industrial specialisation in modern economies.
Contextual Review: How the U.S. Exports Labor-Intensive Goods with a Surfeit of Capital

Traditional economic theories, such as the Heckscher-Ohlin model5: Capital rich countries
like the US should specialize in producing capital intensive goods (technology, machinery)
and import labour intensive products (medicines, clothing, cheap manufacturing). Except for
labor intensive goods like agriculture, food processing and high-tech manufacturing, the
U.S. has been able to keep a lid on exports. Why this might seem contradictory is examined

in this case.
Agriculture and food processing is a classic case.

In terms of agriculture and food processing, the US is a net exporter of one of the most
labor intensive industries. While there has been significant mechanization, including for
fruit picking, meatpacking and seafood processing, many tasks still require a vast number of

workers. A significant portion of

Z"—.I turnltln Page 33 of 48 - Integrity Submission Submission ID  trn:oid:::3618:127097356



z'l_.l turnitin Page 34 of 48 - Integrity Submission Submission ID _ trn:oid:::3618:127097356

The United States exports the following agricultural products from the U.S.:

* Whole and cut fresh fruits and vegetables

* Meat and poultry products

¢ Dairy and grain-based processed foods

Determinants of US Labor Intensive Exports Low Cost and Migrant Labor Supply

e In the US, wages are high but so is low cost immigrant labour for many labor intensive

industries especially in agriculture and food processing.

* The workforce for most workers is seasonal, the majority, notably those inthe H-2A visa

program, are temporary to engage offerings of laborhensive agriculture work.

e While these plants are semi-automated, the precision work is achieved by labor-intensive

methods.
Comparative Advantage in Agriculture

e The United States has plenty of arable land, state-of-the-art agriculture and government

support that makes it a powerhouse in agricultural exports.

* Farming is labor-intensive, but economies of scale and high productivity make American

farming products compete around the world.
High Value-Added Processing

* Nevertheless, many labor intensive goods in the U.S. that are exported go through a great
deal of value added production making them competitive even with higher labor shares.

Examples include:
e Tyson Foods, JBS USA, prepackaged meats, frozen meals
e Kraft Heinz, General Mills and other branded processed foods

*With the production and export of labor intensive ingredients for U.S. food brands, plus

safety standards for global markets, the need is there.

Technological and Logistical Efficiency
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* The industries are labour intensive and with high productivity and technology support,

there is cost reduction.

* The extensive supply chain networking, the automation of logistics and government aid all

help keep U.S. exports competitive.
Powerful Global Demand for U.S. Food Products

¢ U.S. demands for quality controlled and processed food items are high from several

countries especially Asia and Europe.

e Largely U.S. agricultural and processed food brand and trust driving part of this

globalisation of these products
success.
Other U.S. Labor-Intensive Exports

* Aerospace and High-End Manufacturing — While producing an airplane (Boeing, for
example) is capital heavy, final product assembly and precision component manufacturing

are very labor intensive.

e Luxury items and Specialty goods: U.S. imports Gold jewelry, high tech branded
wearables, designer bottled water among other luxury or collectibles (high end soft drink

representing 16% value of its products).
Conclusion

Nevertheless, the U.S. continue to be an exporter of lot of labour-intensive goods because
they do have a comparative advantage of agriculture produce and through access to labor
migration (import), added valued in processes, technology efficiency and to demand for
global supply. This paper argues that the patterns of trade are not simply determined by
endowments of economic and labor factors, but rather influenced by a complex cascade of

economic, technological and policy variables.

3.4.6 Example: How Labor-Abundant and Capital-Abundant Countries Specialize in

Different Goods
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- @ . gccording to the Heckscher-Ohlin (H-O) theory, nations ought to specialize in the production
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of goods that intensively use their abundant factors and import those which intensively use
their scarce factors. This feature is summarized in trades between a labor-rich and capital-

rich country.
Labor-Abundant Country: Bangladesh (Textile Industry)
e Factor Supply: The Bangladesh is rich in low cost labor but deficient in capital.

Specialisation: This country specialises in producing labour intensive goods such as textiles

or clothing and require a lot of human labour compared to capital.

Trade Outcome: Bangladesh exports garments and textiles to capital-abundant nations in

exchange for machinery and high-tech goods.
Capital-Scarce Country: Germany (Automobile Industry)

e Factor Endowment - Germany is well endowed with capital and sophisticated technology,

whereas labor is relatively expensive.

® Expertise: Specialized with capital intensive industries which need a lot of funds to be
invested in automation, machinery and R&D such as auto manufacturing (eg:BWM,

Mercedes Benz)

® Trade Result: Germany exports automobiles, industrial machinery and high-tech

equipment, while importing low-cost textiles and labor-intensive goods.

Trade arises because countries with lots of labor, like Bangladesh, benefit from exporting
goods that are intensive in l[abor and capital-rich countries, like Germany, gain from
importing those goods. This division of labor facilitates the most efficient use of resources,

cheaper production costs, and mutual economic benefits for both countries.
The Role of Modern Digital Economies in the Factor-Price Equalization (FPE) Theorem

The Factor Price Equalization Theorem suggests that what trade does it bring together
wages and returns on capital between countries, but the digital economies of today,
especially the ones from modern services- or technology-driven businesses do not fall into

this category. In India, for example, we have IT as an illustration par excellence of the
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development of a sector and high growth without yet full wage equalization with developed

economies.
What is the FPE theory and why would India’s IT industry face this challenge

Digital Trade is not Like traditional Goods Trade: Most notably, the FPE seems to depend on
an underlying factor price equalization from trading in physical goods. In a digitized
economy, the services get traded digitally and therefore we don't need large scale migration
of labor. For example, a US company could hire programmers in India to write code without

transferring the workers by virtue of which there is full wage equalisation.

The Labor Markets for Skill are not Perfectly the Same: After decades of its trade and
outsourcing, the IT offers sectors have generally managed to keep their well-below U.S. tech
sector-level pay. Because the pool of talent (in India) is constantly increasing (engineers,
software developers), salaries don't keep up to what they are in the U.S." They also are
unlike manufacturing in that capital can be moved easily, while digital skills take years to

acquire and even out far more slowly.

Capital Is Not Moving as Freely as Predicted In the traditional FPE theory, capital should be
chasing labour, and receiving an even return wherever it is invested around world. But still,
India’s IT companies are struggling to get access to venture capital and infrastructure which
allows U.S. firms to maintain higher returns. Google, Microsoft, Apple are tech giants who
still did value focussed R&D and innovation in capital rich countries like U.S. and maintain

gaps between Wages and Productivity.

Skill Based Distributed Digital Work: Top end tech innovation in partnership with West,”
lower-end IT services (customer support, simple coding etc.) is outsourced to India. This
segmentation is what prevents full wage and capital equalization between the U.S. and

Indialichkeit}} at both the wage rates and capital returns.
Conclusion: A Partial Equalization, Not a Complete One

Salaries in India’s IT boom have indeed increased, but remain well below U.S. tech salaries
that rose after decades of outsourcing and off-shoring rendering the latter a poor fit for
Modi’s ‘Make in India’ effort which aims to create “good jobs with high paying wages and

salaries”. Western companies are still scorin' on returns to capital, 'cause, like it or not, high
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value tech innovation is largely more concentrated in the U.S. and Europe than emerging
markets. FPE works even better for the trade in physical goods, but technological, skill and
capital constraints prevent full equalization from taking place even in today’s digital age
economies. In this case, factor-price equalization is incomplete in a digital knowledge-based

age.

Imagine you are a business consultant advising a multinational corporation on global
expansion. Choose two countries—one rich in labor (e.g., India) and one rich in capital
(e.g., Germany). Analyze how their factor endowments influence trade patterns by
considering which goods or services each country would specialize in based on the
Heckscher-Ohlin model. Write a short report (300-400 words) explaining how these
differences in labor and capital availability create comparative advantages, impact trade

flows, and shape business strategies for firms looking to invest in these markets.
3.5 Comparative Analysis of the Theories

The H-O theory and Ricardian model are two classical trade theories that answer why
countries trade with each other. Though both focus on comparative advantage, they

disagree about the assumptions and causes of trade patterns.
@ 3.5.1 Comparison between H-O Theory and Ricardian Model

Comparative advantage as the underlying cause of trade: Both theories predict that
countries trade due to differences in productivity and resources, which results in

specialization and comparative advantage.

e Benefits of Trade: Both theories demonstrate that trade is mutually beneficial as the two
countries can now consume more than they otherwise could have (outside their production

possibilities).

® The Assumption of Full Employment:Both the theories presume that all factors, namely,

labor and capital are fully employed.

e Two-Country, Two-Good Assumptions: The classical Ricardian model as well as the basic H-

O model sometimes feature a two-country, two-good assumption for ease of exposition.
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3.5.2 Key Differences

Relevance in the context of the current global trade:

Feature Heckscher-Ohlin (H-O) Theory Ricardian Model
Key Factor in Differences in factor endowments (labor & Differences in labor productivity
Trade capital) determine trade patterns. due to technology differences

determine trade patterns.

Source of A country specializes in goods that use its A country specializes in goods in
Comparative abundant factors intensively. which it has a relative productivity
Advantage advantage.
Factors of Two factors: Labor and capital. One factor: Labor.
Production
Factor Mobility Labor and capital are mobile domestically Only labor is used, and it is

but immobile internationally. immobile across countries.
Technology Technology is identical across countries. Technology varies between
Assumption countries, explaining productivity

differences.

2 _
P

*

@ 3.6 The Future of International Trade Theories

Theories of International Trade Just as the world is changing, globalization is different now,
technology is transforming and economies are altering so too are least international trade
realities. Although classical theories such as Ricardian theory and Heckscher-Ohlin (H-O)
theory provide some elementary ideas, new styles of trade necessitate structural

approaches. Some of the major upcoming trends in international theories of trade include:
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Technology and Innovation-Driven Trade

e Traditional trade models assume pinned technology levels, but innovation, automation

and Al are redefining comparative advantage.

\item Intellectual Property, R&D Investment and Digital Trade are theories that are

becoming more relevant.

Countries with the Top Tech Ecosystems - the U.S., South Korea -- lead in Al, software, and
semiconductor sectors, and not just about their endowments of labor or capital.

Global Value Chains (GVCs) and Fragmentation of the Production Network

@ Production is so fragmented among many countries that there is what’s called a GVC, as

different stages of production take place in different countries.

e In modern trade theories, intermediate goods trade is stressed rather than final goods

trade.

Example: A cellphone could have chips from Taiwan, screens from South Korea, be

assembled in China and branded by a U.S. company.
The Role of Trade in Services and Digitalisation

In the traditional trade theories trade in services, such as IT services, consulting or financial
services etc are not considered even though they play a more dominant role in world hau f

ba tr ti (2011) trades.

® There is an urgent need to develop new theoretical models for digital trade, which

includes e-commerce, cloud computing and services based on Al.

Illustration: Take India's IT outsourcing industry, which flourishes with labor but bucks

traditional models that focus on goods trade.
Sustainability and Green Trade Theories

® Trade policy and agreements are making their way into being "carbon" or environmentally

friendly.
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® These theories also include carbon footprints, sale of renewable energy and sustainable

manufacturing.

And Think of the Carbon: When the EU imposes tariffs on carbon-intensive imports through

its Carbon Border Adjustment Mechanism (CBAM), trade patterns change.
Trade and Behavioral/Political Economy Causes

+/ ** Structuralist logic:Political, cultural and psychological aspects of trade policyg/ Classical

theories assume rational decisions./ 0.

e The free trade paradigm is under attack from increasing protectionism, trade wars and

economic nationalism.

Example: The U.S.-China trade war refutes classical trade theories, where it is politics, and

not any.
than economic efficiency.
Trade, Al and Automation

e Automation cast by Al is changing labor-intensive Vs. capital-intensive composition of

industry, and subverting comparative advantage as traditionally conceived.

Future trade theories Theories of future trade may involve data flows, Al-generated

products and machine-learning economies.

Example: Content created by Al and robotic automation make cheap labor in the

manufacturing less necessary.

Technology, services, sustainability, political economies and Al-based economies will
become part of the new trade theories in the future. Classical models will serve as the basis,

but dynamic and data-driven methodologies will shape international trade in the digital era.

Choose the correct option:

1. Which future trend in international

trade emphasizes the increasing
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importance of R&D, intellectual
property, and digital trade?

A. Global Value Chains and Supply Chain Fragmentation
B. Technology and Innovation-Driven Trade
C. Sustainability and Green Trade Theories

2. The concept where different stages of
production occur in various countries is best
described as:

A. Role of Services Trade and Digitalization
B. Global Value Chains (GVCs) and Supply Chain Fragmentation
C. Behavioral and Political Economy Factors

3. Which emerging area of trade theory
focuses on digital services such as e-
commerce, cloud computing, and Al-driven
services?

A. Technology and Innovation-Driven Trade
B. Role of Services Trade and Digitalization

C. Sustainability and Green Trade Theories

3.7 Summary

«* Internationaltrade theory refers to trade among countries, and explain why and how
countries tradewith one another; the workings of efficiencyallocation of resources, and

economic benefits.

° < Adam Smith and Absolute Advantage — States that countries should specialize in their

most adequate goods, those they can produce more effectively than other as mutual gains

from trade will occur.
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< The model of absolute advantage ceases to apply when one country is more efficient in
the production of all goods but two or products and then we have to factor in comparative

advantage.

< Ricardian Model of Comparative Advantage asserts that countries trade in accordance
with opportunity costs, specializing production in goods they produce at a lower relative
cost. This model has the unrealistic assumptions of a single factor input, Ixed productivity

and 0 middling costs, so it's hardly applicable to real world.

+» The H-O model requires that countries export goods which are intensive in their
abundant factors of production, whether they be labor or capital. They import those goods

that make scarce demands on factors.

«» There is “smooth” specialization by labor-abundant countries in labor-intensive goods and

by capital rich countries in capital-intensive goods that complement trade.

<+ Distinction of Ricardian and H-O models: -Productivity difference is the source of
comparative advantage when using Ricardian model while The availability of a resource

causes trade according to the H-O theory.

< Applicability of trade theories in economics today : these trade models (slightly modified
to incorporate the actual complexities of technology, trade policies and globalisation) can

describe most things that are happening at the world level.
3.8 Key Terms

Absolute Advantage:Absolute advantage states “If a country can produce some goods by
using relatively few resources of another country than its own, then one country will

mutually get the benefits production more efficiently in trading.”

Comparative Advantage: One of the most important ideas introduced by David Ricardo is
that a comparative advantage exists when one country can produce at a lower opportunity

cost than another country. It's efficiency over real productivity.

Opportunity Cost: This is the cost of the best alternative that has been forgone when a
choice was made, so practical in discussing comparative advantage where countries trade on

what they have to offer.
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sacrifice least.

Factor Endowments: Hecksher-Ohlin Theory suggests that countries export commodities,
which are most intensively produced with their abundant factor. For example, labour-
abundant countries export la bour-intensive commodities and capital-rich coun try\’s

exports are intensive in capital.

Specialization: The act of a country concentrating on the production of those goods in which
it has an absolute advantage, making for more efficient resource allocation and higher levels

of output.

Labour-intensive goods: Goods that are particularly dependent on labour input, such as
textiles and foodstuffs, often products of developing countries which are abundant in low-

cost labour according to the H-O model.

Capital-Intensity Goods: Commodities that demand expensive machinery and technology,

including cars and electronics, generally made in developed nations rich in capital.

Heckscher-Ohlin Model: A theory that explains patterns of international trade by differences
in factor endowments, where countries tend to export goods that make intensive use of

their most abundant factors.

Trade Liberalization: The proces s of eliminating or decreasing barriers to trade, such as
tariffs and quotas, in order to foster free trade usually based on theories of absolute and

comparative advantage.
3.9 Descriptive Questions

What is it about the notion of absolute advantage as first introduced by Adam Smith? How

does it differ from the other theories of trade?

Explain the Drawbacks of Adam Smith’s Absolute Advantage Model. Why doesn't it always

work in practice?

Explain the meaning of comparative advantage as presented by David Ricardo. How can it

rationalize the trading of nations when one is strictly more efficient at producing all goods?

How is opportunity cost essential in Ricardos' theory of Comparative Advantage? Give an

example.
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What are the key assumptions of the Ricardian Model of trade? How are these

assumptions effecting the practical applicability?

Explain Heckscher-Ohlin (H-O) Theory. To what degree does it forecast trading

arrangements based on factor supplies?

Differentiate the Ricardian Model from the Heckscher-Ohlin Model. Describe the primary

points of similarity and differences between their trade models.

Describe how labour-abundant and capital-abundant countries would specializve in

different goods according to the H- 0 model.
O Model. lllustrate with the relationship between two countries who meet this profile.
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1: B Technology and Innovation-Driven Trade

2: B. Global Value Chains (GVCs) and Supply Chain Fragmentation 3: B.

Role of Services Trade and Digitalization

3.11 Case Study

Foreign trade is one of the important sources of economic growth. Transfer of goods and
services across borders leads to economic interdependence, innovation and market
expansion. Although trade is being impacted for a number of reasons. These factors range
from tariffs and regulations to political disputes and supply-chain disruptions. One of the
most prominent recent instances took place between the US and China on trade. As the
world’s two largest economies, their trade policy unquestionably reverberates around the

world.
Introduction:

Since that time, trade between the US and China has expanded at a breakneck pace and of
course it’s been interspersed with tensions over the years as well. Trade between China and
the U.S. has driven their economic success, but also disagreements such as tariffs, patents
and trade imbalances. The U.S. has also always had complaints that China used unfair trade
practices against them, which China counter-dapitalized by claiming the U.S. was simply
protectionist. Those confrontations have escalated into a trade war, with the countries taxing
hundreds of billions of dollars worth of imports. This case study discusses two major trade

issues between U.S. and China and possible resolutions.
Problem Statement 1: Trade Deficits and Tariff Conflicts Between US and China

The United States has constantly had a trade deficit with China in that it purchases more
from the-country-of-export than what it sells there, but despite good intentions on both

sides for a balanced trade relationship of interdependence benefits to both nations.
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U.S. than vice versa. It led to huge fears of jobs losses in America's manufacturing sector.
The United States retaliated by imposing tariffs on goods imported from China, leading to a
retaliatory action from China of new tariffs on goods exported by the United States. This
tariff war has further complicated supply chains and resulted in higher prices for businesses

and consumers.
Solution:

e Diversifying Trade: America could lessen its reliance on China by deepening trade with

other nations, such as India, Mexico and Vietnam.

e Likewise, increasing domestic production and investment in technology innovation can

narrow the trade deficit.

e Mutually Beneficial Bilateralism: The parties can negotiate with each other to reach
agreements that will lead to resolution of tariff problems, technical barriers to trade, and

competitive fairness.

Problem #2: Forced Technology Transfer and IP Theft Next on the list of gripes with China is

the issue of forced technology transfer and intellectual property theft.

The second dispute is the forced technology transfer and intellectual property theft that
they continue to accuse China of. American firms in China say that dictated by Beijing,
despite contract confidentiality obligations and through the manipulation of investment
joint ventures agreements, foreign companies have been coerced into sharing intellectual

property with Chinese entities. Solution:

e Strengthen international trade laws- Both the U.S. and China should work together
through international groups like the WTO to develop stronger intellectual property

protection rules and procedures for enforcing IP rights.

* “By boosting domestic investment, we get more U.S. companies competing to be world
technology leaders; the R&D from this competition ensures we stay ahead technologically

and don’t have to transfer as much technology that can be stolen,” he said.

Reflective Questions:
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What is the impact of trade deficits on home economies? How do income strategies differ

in countries that seek to achieve balanced trade?

Discuss the role of international trade institutions on settlement of trade disputes? Do they

work for in resolving contemporary trade issues?

How can companies react to the shifting terrain of international trade policies to mitigate

risks and capture opportunities?
Conclusion:

The U.S.-China trade standoff is an indicator of the complex world of international trade.
While trade policies are designed to protect national interest, there are instances when the
resulting effects can either disrupt supply chains or lead to an economic slowdown. A
balanced policy that fosters fair trade practices and reinforces world regulations would be
able to maintain relations in global trade stable thereward. Going forward, cooperation,
economic variety and innovation in approach will be the strategies where countries pivot to

meet the challenges of an increasingly interdependent world.
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Unit4: Theories of International Business and Trade |l

Learning Objectives

1. Learners will understand the basic ideas of the Gravity Model, New commerce
Theory and National Competitiveness Theory and how they apply to patterns of
international commerce.

2. Learners will be able to evaluate the factors that help a country achieve and
maintain competitive

advantage, namely, government regulations, innovation driven growth, and Porter’s
Diamond Model.

3. Learners will be able to assess how New Trade Theory explains economies of
scale, first mover

advantages and multinational firms’ influence on global trade dynamics.

4, Learners will be able to predict bilateral trade flows between countries based on

factors such as economic size, distance, and other relevant considerations, with the aid

of the Gravity Model of Trade.

Structure

4.1 National Competitiveness Theory

4.2 Porter’s Diamond Model

4.3 New Trade Theory (NTT)

4.4 Gravity Model of Trade

4.5 Comparative Analysis of Trade Theories

4.6 How Technology and Al Are Changing Global Trade
4.7  Summary

4.8 Key Terms
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z'l_.l turnitin Page 10 of 62 - Integrity Submission Submission ID _ trn:oid:::3618:127098225

5O

4.9 Descriptive Questions
4.10 References

4.11 Case Study

4.1 National Competitiveness Theory

National Competitiveness Theory focuses on how nations gain competitive advantage in the
world economy. This theory assumes that innovation, structure of industry, government
policy and the strategy adopted by company will determine economic success more than
natural resources/ comparative advantage as in the Classical Trade Theories. Porter’s
Diamond the four determinants of National Advantage (1998) One of the most powerful
frameworks in this theory is Porter Diamond model and it looks at four elements: Factor
conditions, Demand conditions, Related and supporting industry, Firm Strategy, Structure
and Rivarly that a country is build upon to be successfull on international market. Nations
with strong infrastructure, workforce capabilites, research and development and corporate
ecosystems have always performed well in the international marketplaces. This not only
allows governments and business to become more productive, it is a means for financial
investment in their growth while ensuring they can compete in global commerce.

4.1.2 What is National Competitiveness?

National Competitiveness is a country's ability to produce goods and services more
efficiently, at higher quality, with better technology while ensuring rising living standards for
citizens of the country. Doing more with less is innovation and work — just part of the price
to be paid for making a competitive living in the international competition we have to face.
Michael Porter has described national competitiveness as ‘the efficiency with which a nation
employs its factors of production (human, natural and capital resources)’. A competitive
country creates an environment where economy thrives, capital is attracted and effective
competition takes in world markets.

4.1.3 Key Factors Influencing Competitiveness

Z"—.I turnltln Page 10 of 62 - Integrity Submission Submission ID  trn:oid:::3618:127098225



z'l_.l turnitin Page 11 of 62 - Integrity Submission Submission ID _ trn:oid:::3618:127098225

Factor Conditions

Demand Conditions Education Allocations

Associated and Supporting Trade Policies

Industries Regulatory Frameworks

L@ Infrastructure & Logistics J

Transportation

Firm Strategy, Structure, and
Rivalry

and Technological

. R > -~ Communication

Research and Development Digital Infrastructure

Technological Implementation

-2 Human Capital and Labor Market

Higher Education

Vocational Training

Fig 4.1 Factors Influencing National Competitiveness

Competitive factors for a country can be diverse and they include at least:

. 9 . @orter’s Diamond Model (Four Major Determinants) The model explains the competitive
advantage of nations and it has four principal determinants.

- @ ® Factor conditions - The availability of skilled resources, infrastructure and technology.

® A vigorous domestic market forces companies to upgrade quality and innovation, known
as demand conditions.

e Strong suppliers and related industries that increase competition — Associated and
Supporting Industries.

® An active business environment competition and innovation between companies.
Public Policies

Allocations @ Education — tech/infrastructure.

e Trade, tax and regulatory policy to encourage business growth."

Innovation and Technological Progress

e Ability of a country to produce innovative and new technologies is an important long-
term driver for competitiveness.

e Nations with strong R&D ecosystems tend to lead in global markets.

Human Capital and Labor Market Process-efficientotp: Ca 1 ital_aeducation is used to
signify the change of variable.

e The proficiency, flexibility, and efficiency of the workforce substantially enhance
competitiveness.
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e Nations that emphasize higher education and technical training tend to have stronger
competitive advantages."

Infrastructure & Logistics Good transport, communication and digital infrastructure helps to
save costs and improve productivity.

e Mismatched infrastructure may be a barrier to company growth and international
investment.

Taken together, these factors determine a country’s competitiveness at an international
level and the course of its economic growth.”

Digital Read

Scan the QR Code to Read!

The Competitive Advantage of

- @ 4.2 Porter’s Diamond Model

Michael Porter’s Diamond Model, which was first published in 1990, is a theory that explains
why specific industries become competitive and have a leading edge in particular locations.
Unlike standard trade theories, which focus on natural resources, the model emphasizes the
importance of innovation and productivity as well as a friendly business environment in
determining a country's global competitiveness. Porter identified four primary points of

a @ contention — factor conditions, demand conditions, related and supporting industries, and
firm strategy, structure and rivalry — that play off each other to drive a country's and an

- @ industry’s competitive success. In addition, behaviors of government and even chance
events aid in increasing or reducing competition. There are important lessons for
governments and firms engaged in developing internationally competitive sectors.
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Context for
Firm
Strategy
& Rivalry

B Local context
encourages investmeant

& upgrading
1
B Vigorous competition
Fact among local rivals
,ac - L ! | Demand
Tioss Il "| cConditions
Conditions
B Factor quantity & cost B Demanding local
T
B Faclor quahly\\ consumers
B Factor specialisation B Local needs reflect
global preferences
Related & B Local specialised needs
Supporting can be served globally
Industries

B Presence of good
local suppliers

B Presence of
competitive related
industries

Fig 4.2 Porter's Diamond Model of Competitiveness

.@ 4.2.1 Factor Conditions

Factor conditions refer to a nation's basic and advanced factors of production that enable it
.@ to gain competitive advantage in global markets. Contrary to traditional economic models
which.

highlighting physical and natural factors (including land, labor, and capital) Michael Porter on
.@ the other hand argues that a country's national competitiveness is|dominated more by how
the resources are created, used or abused than by mere possession of them!

Porter divides factor conditions into two subgroups:
Fundamental Elements

These are the natural and genetic advantages that count, but only initially; insufficient for
long-term competition.

In particular, through the investment fund known as a sovereign wealth fund: e Natural
resources (eg Petro oil; minerals crops land endowments)

e Climatic, and geographical influences (e.g., agriculture suitability, trade routes)
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e Unskilled labor and capital availability
Useful as these fundamental variables are, they do not necessarily confer lasting competitive

advantage: most countries have access to them and can harness them without the need for
innovation.

Sophisticated Elements

These are not free resources, they require investment in education, technology and
infrastructure to create or develop. These are the genes of sustained competitive
advantage.

e Skilled labour, and Specialist skills (e.g. engineers in Germany, IT specialists in India)
e High-end infrastructure (Japan’s Shinkansen, ports in Singapore)
e Scientificand technological innovation (such as 'science parks' in Silicon Valley)

Capital markets and financial institutions, e.g.,London and New York are international
banking cities.

Factor Conditions and the Competitive Advantage of a Nation

e Each of the “new” countries focuses on advanced factors, while also orienting to high-
value-added sectors. Switzerland is a country that has almost no natural resources but has
become one of the world’s leaders in pharmaceuticals and precision engineering. Is this just
an accident?

e Competing nations and territories continuously improve the quality of their factors of
production in lieu of relying solely on natural wealth through innovation, education and
policy measures.

Illustration: The German Automotive Sector

Germany's dominance of car manufacturing (BMW, Mercedes-Benz, Volkswagen) is not just
about access to raw materials but is because of a skilled labour force, an excellent
engineering school system and good infrastructure. It is an example of how the factor
conditions influence competitive advantage beyond basic resources.

Contributions of Factor Conditions to Porter’s Diamond Model Note that according to the
factor conditions in Porter’s model, advantageous endowments can only be cultivated by
continual investment, innovation and development rather than being inherently present in
any nation (Sherman et al.

4.2.2 Demand Conditions

Demand context—that is, the nature and intricacy of domestic consumers and markets,
which require enterprises to innovate, improve quality and enhance competitiveness.
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According to Michael Porter, stringent domestic market standards require local firms to
create high value-added products and services, which in turn lead to a competitive
advantage on the international market.

Fundamental Elements of Demand Conditions

Fig 4.3 Fundamental Elements of Demand Conditions

- ° Size and Expansion of the Domestic Market

. @ There is|a large and attractive domestic market, there are strong demand drivers which

encourage enterprises to scale up production and enhance efficiency.

Included in this equation is that Americas technology industry thrives because of a huge
domestic consumer market which quickly adopts new products.

Consumer Sophistication and Preferences

e |[f the demand is high as domestic consumption consumers have quality outlooks,
companies are forced to create innovative methods for meeting tougher demands.

Japanese customers have a strong preference for the latest technology and best quality
products, thus putting pressures on companies like Toyota and Sony to focus on precision
engineering and continuous improvement.

Early Market trends and Innovation Adoption

e Nations whose consumers quickly embrace new ideas and technologies often become the
world’s leading industries.

e Swift adoption of mobile technology and the internet in Sweden led to global success
stories with companies like Ericsson and Spotify.

Government Impact on Demand

"® The country's regulations, environmental standards and safety criteria affect IE domestic
demand as well as force enterprises into serving higher level of products.
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Germany's tough environmental standards forced its auto sector to develop some of the
world's most advanced fuel-efficient and electric cars.

Effect on National Competitiveness

Strong demand conditions require firms to constantly innovate and improve on their
products in order to sustain competitiveness.

v Those that do well in a competitive domestic environment are usually more able to
expand globally, as they have grown accustomed to higher standards and increasingly
demanding consumers.

Which is why rich domestic consumers supply high (America, Germany, Japan) are often
associated with industries that compete globally.

Finally, the rate and patterns of industrial expansion of a country are affected by demand
conditions that spur firms to produce novel products with globally competitive properties.

4.2.3 Related and Supporting Industries

The concept of related and supporting industries in Porter’s Diamond Model is represented
by strong, competitive supplier industries and downstream sectors that support the ability
of a country to succeed internationally. These industries create value-added and unlock
economies of scale, stimulate innovation as well as supply cheap factors of production to a
country’s economy making it more competitive international.

Importance of Combined and Feeder Industries An incentive to efficiency and progress

e Hyperproductive supplier industries provide high-quality inputs, leading-edge
technologies, and specialized expertise that free organizations to focus on improving their
products and services.

Close collaboration between companies and suppliers leads to continuous innovation and
productivity improvement.

Encourages Knowledge Transfer and Expertise Building

e Existence of related sectors allows for spillovers in best practices, research and skills
leading to greater specialisation.

e Nets of dependent sectors result a network effect that helps businesses adapt tendencies
of the markets.

Decreases Expenses and Enhances Efficiency

e Capable supplier-inderstries allow corporations to reduce costs in the production process
and improve product quality.
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e Use of local vendors and support industries - by supporting local resources, reduces
logistic and supply chain disruptions as their own order fulfillment cycles are shortened.

Attracts Foreign Investment

Countries with developed connected sectors are also a magnet for multinational companies
in search of strong supplier networks and ecosystems.

® This also increases global trade participation and economic growth.
Example: Silicon Valley (United States) - Technology and IT Industry

® The presence of the mature ecosystem through well-known software, semiconductor and
hardware companies (Intel, Apple, NVIDIA etc.)

Start-ups benefit from the large war chest of venture funding, research and development
clusters, and pools of trained human resources.

Germany — Automotive Sector

The leading car industry in Germany including household names like BMW, Volkswagen and
Mercedes-Benz is driven by a healthy support industry including high-quality suppliers of
components such as Bosch and Continental.

® Tightly connected automakers and auto parts makers drive product innovation and
efficiency.

Italy — Apparel & Textile Industry Output

e |talian luxury fashion houses (Gucci, Prada, Versace) are using local textiles/leather
suppliers that will push-up their name globally due to these suppliers given good quality
and skilled craftsmanship.

Related and Supporting Industries are crucial for improving a country’s competitive
advantage by fostering efficiency, innovation, and cost savings. Large industrial clusters and
supplier networks of the countries are real advantages in the context of global markets,
confirming the thoughts in Porter’s Diamond Model.

@ 4.2.4 Firm Strategy, Structure, and Rivalry

Firm Strategy, Structure, and Rivalry relates with enterprise organization, management or
competition system within nation. The Diamond Model of competitiveness by Michael
Porter argues that the presence of strong domestic rivalry between firms pushes them to
move innovation, efficiency and seek international visibility.

Key Elements: Business Strategy and Enterprise Model

Many nations have their unique corporate cultures and business philosophies that will
affect how enterprises are run.
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There’s a strong engineering heritage and precision manufacturing in Germany, leading to
globally competitive companies like BMW and Siemens.

Japan values long-term investment, quality control and lean production exemplified by
companies like Toyota.

Domestic Competition as a Catalyst
® Intense competition among local businesses promotes innovation and productivity.

The competition between Airbus (Europe) and Boeing (USA) in aviation drives the ongoing
development of aircraft technology.

55 * Domestically, companies face tough competition so that they can go on to the global
stage without difficulty since they are already accustomed to facing high-level opponents.

Effect on National Competitiveness
e Countries with strong domestic rivalry frequently have vigorous global companies.

*Theltalian Fashion Industry (Gucci, Prada, Versace) thrives off of intense competition
amongst luxury businesses.

The world around a country is a stage for business and level competition which deeply
affects ability to develop top global class firms. Where they face such strong domestic
competition, firms are more-likely to develop cutting-edge inventions, superior management
techniques and globally competitive products.

Activity: Analyzing Firm Strategy, Structure, and Competitive Rivalry

Analyze a well-known firm's strategy, structure, and rivalry using Michael Porter's Diamond
Model. Identify how the firm’s internal organization and competitive strategies align with
industry dynamics. Research a direct competitor and compare their approach. In a one-page
summary, discuss how the firm's structure influences its competitive advantage and how
rivalry shapes its strategic decisions. Conclude with recommendations for improvement.

4.2.5 Applications and Empirical Studies

The application of Porter’s diamond has been widely used to analyze the national
competitiveness in various industries and economies. Its importance for explaining why
industries succeed in some countries, but fail in others, is widely acknowledged and
empirical studies have analyzed this issue. Relevant applications and experimental results
are reported below.

Utilization in Industrial Analysis
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The Porter Diamond Model helps governmental officials and businessmen to analyze the
competitiveness of their industry. By considering the four main determinants, namely factor
conditions, demand conditions, related and supporting industries and firm strategy, nations
can develop policies to enhance competitiveness.

Example: German Automotive Sector

he automotive industry in Germany, which hosts companies such as BMW, Mercedes-Benz
and Volkswagen offers a real-world demonstration of this model:

e Factor Conditions — Germany has well-educated labor force, huge R&D resources and
capital infrastructure technology.

e Demand Conditions — Germans are demanding high performance, carefully engineered
automobiles and the manufacturers must meet these high standards.

® Supporting and Related Industries — Established world class suppliers of engineering,
robot and automotive components reinforce the sector.

e Firm Strategy, Structure, and Rivalry — Fierce domestic competition between German car
manufacturers has spurred ongoing innovation.

That Germany is in several Segment mechatronic categories a leader of worldwide
importance, has supported also an empirical work to find it that the dominating position the
German automotive industry comes with Try Porter’s on 2.6 transferred.

Diamond model.
Utilization in National Competitiveness Analyses

Many countries also use the methodology of Porter to analyse their economic capability
and identify zones for disruption.

enhancement.
Illustration: The Electronics Industry in the Republic of Korea

South Korea, home to tech giants like Samsung and LG, applied the Diamond Model
formulated by Porter

in the consumer electronics and semiconductor industries globally."

Fac tor Conditions: Extensive invest ment in education, technology and research generated
the highly skilled work force and innovation concoon_“ca”0n::-— 1 ecosystem.

e Demand Conditions: South Korea had a tech-lovin’ population that demanded cool new
things, creating organic market pressure for companies to innovate.

o Related and Supporting Industries: A well-organised supply chain, including semiconductor
and components makers, improved efficiency .
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50

e Firm Strategy & Rivalry: Samsung, LG and other domestic companies were driven by fierce
competition to introduce innovative products.

This demonstrates how policyelligentbasedonPorter’smethodforsowthe p in... g industrial
growth is driving the for owinof newpecialization actually based od.efurrencesosources e of
guidancedco_rpcan beade.

competitive industries.
Empiric Evidence for Porter’s Diamond Model
Example 1: National Competitive Advantage in Pharmaceutical Sector (Switzerland vs. India)

One study looking simultaneously at the high-end Swiss pharmaceutical industry and India’s
booming generic drugs industry

sector:

e Switzerland does well by virtue of its high R&D, rigorous quality standards and IP-
protection.

e India has a strength in low-cost production and bulk manufacturing, and in the case of
generics government incentives.

Both match the model of Porter, which shows that diverse competitive strategies can work
depending on whether or tendencies in an industry.

on national conditions.

Example 2 The IT Industry: United States vs China

One study of IT industry in the U.S. and China identified:

e The U.S. excels in software development and innovation (Google, Apple, Microsoft).

e China is the world mom manufacturing hub and delves into hardware production
(Huawei, Lenovo).

These differences are accounted for by the Porter’s Diamond Model, in which national
(Research & Development) R&D possible with a nation’s framework conditions of working,
marketing and supplier markets.

government policies strengths.

Porter’s Diamond Model Despite this critique the basic results of the diamond model are
still useful to explain why some industries perform better in certain countries. The validity of
has been established empirically but use to sectors like automobiles, electronics,
pharmaceuticals and IT and the method would be employable by both policymakers and
business with respect to creating strategies for sustaining competitiveness. The model’s
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insights now underpin the industrial policies, trade strategies and economic plans of the
world.

4.2.6 How Government Policies Affect Competitiveness

Each point of the Diamond Model is subject to direct intervention by government policies
that sets a nation's level of competitiveness. Effective policy ensures the conditions for an
industry to flourish whereas ineffective policy obstruct economic development and weaken
a nation's status in the global community.

Factor Conditions-Infrastructure And Human Capital Governments can shape factor
circumstances through the investments in:host nations.

e Education and the Workforce - Policies that promote education, technical training, as well
as R&D will lead to a higher number of low-skill workers becoming high-skilled ones: For
instance, Germany's quality of vocational education assures sufficient skilled workers for its
manufacturing sector.

® Road infrastructures, ports, communication network and energy supply system reduce
manufacturing cost and production efficiency notably but also play a role in promoting
Infrastructure. For example the massive investment in high speed rail and port
infrastructure to become the most important manufacturing city in china has raised status.

Demand Conditions — Fostering the Local Market

To a certain degree, government can promote local demand that which beneficial to the
revolution of the industry and of production quality.

e Consumer Safety and Quality Standards: Increasing restrictions on product safety and
sustainability force manufacturers to innovate in terms of both quality products. “Example:
Japan’s tough automobile safety and emissions regulations forced Toyota and Honda to
develop fuel efficient, safe products, giving them a competitive advantage worldwide.”

® Public procurement and government expenditure. Promoting local firms to receive
contracts (defense, technology, infrastructure) from a government can be used as means of
creating strong demand in the domestic market and encouraging the development of
industries.

Related and Supporting Industries — Developing Strong Industry Clusters

Policies can nudge cooperation across different industries and encourage development of
key sectors.

— Investment on Research & Development and Innovation Hubs: lllustration -an example is
US; silicon valley has prospered on account of Government funded research activities,
academia-industry linkages for creating a state-of-the-art technology environment & specs
for slide 5 * Developing RE and Designing the policy framework around it.
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e Trade and Industrial Policies — Governments may provide tax incentives and support to

help key industries maintain their scale, presence in the global supply chain. Example: The
South Korean government has been instrumental in helping Samsung and Hyundai, and to
help them became leaders worldwide.

Corporate Strategy, Organization & Competition -Encouraging Competing Market Rivalries

The competition and growth of companies and their activities in toward global markets are
dependent upon the rules imposed by the government.

e Anti-Monopoly & Competition Laws: If the monopoly stops and fair competition rules are
established, better innovation and efficiency will exist. Illustration: The European Union
blocks companies from hampering competition as a monopoly does by introducing antitrust
laws that ensure economic expansion in markets.

e Trade Policy and Facilitation of Global Expansion: FTAs, export incentives to cut tariffs help
domestic firms achieve the goals of their international expansion. The resultant enhanced
competitiveness and trade among US, Canadian and Mexican businesses is evident in the
following example.

National level competition is essentially determined by policies made by the government
which sets out the education frameworks and builds up infrastructure, make policies over
trade and market regulations while extending industrial support. Growth in the economy via
creative development and performance in international business.

is from countries that have strong-business dash conducive with sound institutions and
well-thought-out policies.

4.2.6.1 Criticisms and Limitations

Porter’s analytic model on national competitiveness as a basis for organizational guidelines
(keeping aside its merits and demerits in itself, there are certain inherent road blocks that
prevents his approach to give uniform performance measures).
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Critiques of Porter's Diamond Model

Globalization and Market Access g+
Supply Chains ® Assumptions “E&
Role of MNCs Trade Tariffs
Dependency on FDIs — Geopolitical Conflicts
@-‘ Limitations of Porter's
@ Diamond Model
Social Inequality — Strategic Investments
Political Stability State-led Development

Government

Political and Social
Involvement §

Factors

Fig 4.4 Critiques of Porter's Diamond Model

A|Good deal of Attention to Local Factors This interpretation of the model rests on local
conditions in so far as they can be relied upon to explain competitiveness, for industries
operate on their own within national economies before world competition becomes an
issue.

Limitation: Nowaday globalization makes a fact that business need to compete with
multinational companies rather than foreign direct investment to have outstanding
performance. The model does not possess the appropriate system of global supply and
international collaboration processes like outsourcing that’s essentially for many industries.

Political and Social Factors: The Porter way fails to consider Political stability & corruption
along with social rifts & cultural issues that have a major influence on the position of a
country in global marketplace.

Constraint: If economic development is inhibited by bureaucratic hurdles & corruption &
stability issues then no company can be competitive, if a company has superior factor
conditions such as skilled labors & infrastructure.

Equal Market Access: the model assumes unequal opportunities between all nations of the
world off little distance at a greater market opportunity in some countries than in others.
Restrictions: In the context of a global trading economy, there are two significant effects--
tariffify trade agreement as well as geopolitocal conflict and economic sanction, resulting in
competition problems 3limits. The model indicates that it is the case of such a country as
developing countries: then they come across a wall of unrepresented media.

Z'l—.l turnltln Page 23 of 62 - Integrity Submission Submission ID  trn:oid:::3618:127098225



z'l_.l turnitin Page 24 of 62 - Integrity Submission Submission ID _ trn:oid:::3618:127098225

Limited Applicability for the Critique of Emerging Markets: The model is based upon mature
infrastructure and industrial base as well as strong institutional frameworks, which are
prevalent in developed economies.

Constraints: The level of competition and technological capability are not yet high enough in
emerging markets, where the demand situation is also weak. The competitive nature of
these markets is determined by the collective impact of resource extraction and government
policy, as well as, cheap labor (not standard market forces).

Issues in Measuring and Quantifying Variables: Critique: Antibody to toxin is not linked to an
associated risk. Limitation: Whereas standard economic models are based on measurable
guantities (GDP, trade balances), there exists no accepted way to measure the intensity with
which these variables occur in a particular industry under Porter’s model, making it difficult
to test empirically.

Porter’s Diamond Model is academically robust although in many ways, less applicable
within the contemporary Globalised, Multi-polar and Technology-intensity contexts.
Although it aided in knowledge of international business evolution competitive advantage
across the nations, it was limited in exploring the international two: Trade policy industrial
foreign direct investment and governmental intervention on the international business in
development country. The model is very much alive; it simply requires modifications and
more frameworks to make national competitiveness in the 21 st century easier to
understand.

Knowledge Check 1

Choose the correct option:

Choose the correct option:

L ° 1. Which of the following is NOT a determinant in Porter’s
Diamond Model?

a) Factor Conditions
b) Exchange Rates
¢) Demand Conditions

2. How do sophisticated factor conditions contribute to national
competitiveness?

a) By relying solely on natural resources
b) By investing in education, technology, and infrastructure
¢) By reducing the need for skilled labor
3. Whyis domestic rivalry important in Porter’s Diamond Model?

a) It compels firms to innovate and enhance efficiency
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b) It reduces competition and stabilizes the market

¢) It discourages new firms from entering the industry
4. Which of the following is an example of

demand conditions influencing

competitiveness?

a) Germany’s environmental regulations pushing automakers to
innovate

b) The availability of natural resources like oil in the Middle East

¢) The reduction of import duties on raw materials

4.3 New Trade Theory (NTT)
4.3.1 Introduction and Background

Developed in late 20th century by Paul Krugman and others, New Trade Theory (NTT)
guestions the Classical theories of trade and advocates that scale economies, market
imperfections and product differentiation play an important role in shaping the dynamics of
world trade. NTT stands in sharp contradistinction to the canonical theories of comparative
advantage and factor endowments, but it thrives on why some industries are dominated by
a small handful of giant men and gobs of trade among geographically- and resource-similar
people. That is the concept of increasing returns to scale, network externalities and first
mover advantages, which have help firms as well as governments gain a grip on world
market domination lies in the heart of the theory. Therefore, NTT recommends the
participation of government in strategic areas to bring subsidies and industrial policies to
establish competitive advantages. It is the case, particularly in sectors such as technology,
planes or drugs that production and innovation are so high that they impact international

trade.

L]

Scan the QR Code to Read!

4.3.1.1 Why New Trade Theory Emerged

Theory New Trade Theory (NTT) began in the last years of the 20th century as a response to
the limitations of classical and neoclassical trade theories, such as those natural equivalence
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Comparative Advantage (Ricardo) and Heckscher-Ohlin Model. While traditional models
explained trade with factor endowments and productivity differences, they failed to explain
the observed trading patterns where countries with similar endowments tended to trade
similar goods.

Major Causes for the Emergence of NTT :

Explaining Trade Between Similar Countries:Traditional trade theories used to hold the view
that countries traded because they were characterised by differences in resources, labour or
capital. However, a quite reasonable amount of international trade occurs between
industrial countries with similar economic structures (for example, the U.S. and Germany
both export cars). NTT employed economies of scale and product differentiation to explain
why similar industrial nations still have large volume of trade and concluded that the
customers habituating substantial trade dealings with a country will remain in the business
despite inefficiencies.

Importance of Economics of Scale: Traditional trade models assumed constant returns to
scale, where double the inputs would create double the outputs. Some industries have
increasing returns to scale, if only due to the economies of scale associated with research
and development and gains from specialization. NTT revealed that production scale can give
a cost advantage to firms and hence industry leadership in certain countries (eg Boeing in
the US, Airbus in Europe).

The Importance of Early Mover Advantage: Traditional trade concepts have neglected the
importance of early industrial power. NTT has shown that early investment and
development bring enterprises and nations a dominant position in the world market, as well
as benefits such as brand leadership, technological superiority, and cost advantages (e.g.,
Intel for semiconductors, Microsoft in software).

From Resource-Based to Knowledge-Based Trade: According to traditional models, those
states that have natural resources (oil, agriculture) would trade with industrialized nations.
By the end of the 20th century, trade had shifted from products — land and labor — to
intelletctual property, technology, and innovation. NTT emphasised the importance of R&D
(and patents) and technology clusters for international trade, as demonstrated by the
dominance in hi-tech of Silicon Valley.

The Role of the State in Determining Trade Patterns: Classical perspective made only free
markets determine trade patterns. "The Japanese government has for its automobile
industry and Europe for Airbus," NTT said, stating that policies, subsidies and industrial plans
by governments can spur the growth of competitive industries in a lot of countries.
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Fig 4.5 Comparing Trade Theories: Traditional vs. New

The New Trade Theory revolutionized thinking about international trade by adding scale
economies, product differentiation, first-mover advantages and government into trade
models. Unlike the traditional theories, NTT better explains modern trade politics, wherein
we observe a dominant influence of e.g., aerospace, pharmaceutical and technology
industries that are competitive aspired to by innovation, strategic investment in them and
economy in scale rather than only factor endowments.

\g’
’
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Global trading patterns show that many countries conduct commerce
through similar industries with each other. The Uted States participates
in automobile trading by both importing vehicles and exporting vehicles
which allows the country to access multiple car models that scale m
production.

4.3.1.2 Difference from Classical Trade Theories
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The New Trade Theory (NTT) has evolved as a reaction to classical trade theories, such as
thelJust corne out from ist monopole selon durerais Il real sufficient sont des friends
rencontre vitesse datant Ryan lochte chemin Il y a Theories of Comparative Advantage and
Factor Proportions. Unlike its predecessors, NTT incorporates economies of scale and
market structure alongside strategic trade policies to account for real-world patterns of
trade. This is the fundamental difference between NTT and conventional trade theories:

Economies of Scale versus Factor Endowments

Classical Trade Theories: Focus on factor endowments (land, labor and capital) as the main

. ° drivers of trade. Ricardo's Comparative Advantage and the Heckscher-Ohlin Model

demonstrate that nations export goods based on more efficient endowments of their
factors.

The Modern Trade Theory: Bases on economies of scale where organizations achieve
smaller costs per unit, as the size of operation increases. 2) Trade is not only explained by
differences, but the production at large scale increases the possibility of competition among
industries.

The United States doesn’t export commercial aircraft because it has a surplus of aluminum
— an essential input — but because Boeing takes advantage of economies of scale, which
provides larger and cheaper (and better) planes.

Market Form: Pure Competition versus Less than Perfect Competition

Classical Trade Theories: Perfect competition in terms of enterprises (price takers) and
industry sectors operates efficiently when there are many small firms.

New Trade Theory: Recognizes that the level of competition in imperfectl because the
control by a handful of large firms ( monopolies, oligopolies) allow them to manipulate
prices.

Key players in the worldwide automobile industry (Toyota, Ford, Volkswagen) are a handful
of large firms that make use of a brand differentiation strategy as well as patents and
economies of scale to compete - not just cost.

Elucidating Commerce Among Comparable Nations

Classical trade Theories : Predicts that trade occurs between countries with different factor
endowment (e.g., Poor country exports raw materials; Rich country exports manufactured
goods).

The New Trade Theory provides an explanation why there might be far-reaching trade
between countries with similar resources and technology, due to product diversity and
economies of scale.
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US and Germany produces cars and trade with each other; but Americans buy BMW's, while
Germans like Ford (due to branding quality features, etc.) as both would prefer diversity
than mere cost benefits.

First-Mover Advantage and Strategic Trade Policies

Traditional Trade Theories: If no firm is ahead of another by entry time and all firms can only
compete in resource efficiency terms you get traditional trade theories.

Modern Trade Theory: First mover advantages (when one companies toeholds the market
and sets up high barriers of entry). Governments influence trade by favoring or protecting
particular industries (strategic trade policy).

Airbus and Boeing control the bleeding in aviation through sunk cost, government support,
and economies of scale that create high barriers to entry for new entrants.

Government's Role in Trade

Classical trade theories call for a free market, asserting that the trade patterns should be
based on the markets themselves free from any intervention.

New Trade Theory argues that interventions by governments (like subsidies, tariffs and R&D
investments) can help domestic firms achieve economies of scale and compete on the
global stage.

The Japanese government provided support to Toyota and Honda in their formative years,
which made them world leaders in the automotive industry.

New Trade Theory, going beyond traditional models combines economies of scale, product
differences, imperfect competition and strategic government actions. It explains modern
trading patterns, including intra-industry trade between similar economies and the influence
of large multinational companies. Traditional trade theories remain relevant, but NTT
provides a practical way of thinking about global trade for our times when scale, innovation
and market leadership matter most in many sectors.

4.3.2 New Trade Theory (NTT)
Key Concepts Economies of Scale and Increasing Returns to Scale

Omugbe and Ohuche (2017), state that New Trade Theory theory (NTT) stresses on
economies of scale and increasing returns to scale as an important factor with influence
international trade. Unlike traditional factor-based theories that focus on asymmetries in
endowments (for example, of land, labour or capital), the theory accounts for why firms and
industries benefit from mass production through which trade patterns are shaped in ways
those models cannot explain.

Z"—.I turnltln Page 29 of 62 - Integrity Submission Submission ID  trn:oid:::3618:127098225



z'l_.l turnitin Page 30 of 62 - Integrity Submission Submission ID _ trn:oid:::3618:127098225

- e Economies of scale refer to the cost advantages that companies gain when production
. e becomes higher. With the rise of production, the average cost per unit decreases and
corporations become more competitive in world markets.

Mechanism of Operation in Trade:
® Production on a mass scale will lower costs so companies can compete in export markets.

e Nations might develop industry clusters through which economies of scale are enforced
irrespective of the lack of a resource basis.

e Helps us understand intra-industry trade (trade between countries producing similar
goods) a phenomenon traditional theories have difficulty explaining.

Example:

The Airline Industry (Boeing & Airbus): It requires a heavy fixed cost investment in aircraft
production, that includes:R&D, Production and technology development. Only a relatively
small number of companies in the world reach scale efficiency and can crush the market.

Returns to Scale in Modern Trade Theory

Increasing returns to scale (IRS) are said to exist when an increase in all inputs
simultaneously leads directly and proportionally to a more than proportional increase in
output. They increase in scale, gaining efficiencies and self-reinforcing competitive
advantage.

Mechanism of Operation in Trade:
m Large firms could outperform small ones just because they are cheaper.

When an industry earns more than a normal rate of return, it becomes difficult for the new
comers to enter.

RESULTS IN FIRST MOVER ADVANTAGES: drawing from page 1, this means that the very first
successful businesses will control the world.

Example:

Then you have the tech industry with the likes of Microsoft, Google and Apple being able to
grow very fast which then lowers costs per user — especially in cloud services and software
platforms — which is problematic for smaller businesses.

- a Impacts of Economies of Scale and Increasing Returns in Business

e Explains trade between similar countries (for example, Germany and Japan export cars
because of economies of scale).

Spotlights governmental support to Key Industries (strategic trade policy).
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e Describes the dominance of specific companies in global markets (Boeing, Toyota, Apple
etc).

Modern international trade relies upon economies of scale and increasing returns to scale.
They explain why a small number of large firms dominate industries, countries swap similar
goods with each other and the impact governments have on trade outcomes. Unlike
standard trade theories, NTT provides a realistic explanation of international trading pattern
specifically in the high-tech and capital-intensive industries.

4.3.3 Role of Product Differentiation

Product—differentiation is central in NTT as it explains why countries with similar resources
and sectors still engage into trade. Unlike traditional trade models which assume that goods
are homogeneous across producers, NTT takes into account the fact that firms produce
multiple versions of products in order to meet a range of consumer preferences.

What constitutes Product Differentiation?

Product differentiation is a term used to describe the process of companies making @ single
product in ways that meet the needs of different customers.

These variations may stem from:
e Quality & Technology — High cost vs low cost items (IPhone against Xiaomi phones).

® Brand & Marketing — Unique branding approach attracts various consumer demographics
(e.g. Nike vs Adidas).

e Design & Features: Differentiated product designs for different needs (think Tesla vs
Toyota in electric)/.

NTT trade and product variety in an international oligopoly: The role of cost asymmetries
under free entry.

a) Explains the Intra-Industry Trade (Exchange of Homogenous Goods between Nations)

e Traditional: Trade is motivated by resource imbalances (oil from the likes of Saudi Arabia,
cars from Germany).

e NTT shows how nations trade even when they produce similar things because buyers
want variety. Ex: Germany exports the BMW to America but America exports the Ford to
Germany, both nations have automotive industry.

b) Outcomes in Monopolistic Competition on a Worldwide Scale
e Firms compete through innovation, branding and design rather than by price alone.

e Large companies lock in extensive market shares through branding and customer loyalty.
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Example: Smartphone market - Apple, Samsung, Huawei offer products with [different]
characters, change trade [game].

c) Creates First-Mover Benefits and Barrier to Entry

Firms that create strong brands and new products early on have an effective monopoly in
global markets.

® Market access is becoming more and more complicated for new entrants as consumers
associate quality, trust with the brands on offer.

Example: The aviation industry is controlled by Boeing and Airbus owing to years of
technological advancement and product variation.

d) Facilitates High-Value Exports

Countries prioritize high-quality differentiated products rather than simple raw materials or
cheap trifles.

Example: Switzerland doesn't sell watches; they sell high-end (Rolex, Omega) luxury
watches and follow the money offering this "yacht lifestyle" component of their brand.

Implications for Policy of Product Differentiation in Trading

. Governments can also use the power of support homegrown companies in branding, R&D
and innovation to improve competitiveness.

*Trade is paying more and more attention to intellectual property rights (IPR) for branded
and innovative products.

Illustrative market: Each country invests in high-tech industry where product differentiation
is crucial (e.g. pharmaceutical, aerospace, consumer electronics).

Product variety is a central trade creating force in New Trade Theory. It helps to explain
why countries trade the same things, how companies become globally competitive and why
in a global market branding and innovation count. In contrast to traditional trade theories,
NTT reveals that diversity, brand specificity and innovation are just as important to current
patterns of trade as ability to produce.

4.3.4 First-Mover Advantage

First Mover Advantage (FMA) is the advantage derived by the organization or country when
it is first to enter a new market/industry. Within New Trade Theory (NTT), it is one of the key
reasons as to why some industries and countries are so successful in trading around the
world, regardless of traditional comparative advantage theories. “But incumbents [have]
favorable conditions due to brand, scale economies, technological champions and huge
entry barriers which pose challenges for latecomers to compete with them.

Principal Advantages of First-Mover Advantage
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Economies of Scale -- The first players grow output faster, reducing per unit costs and
making their products cheaper, more competitive.

¢ Brand Loyalty and Recognition-First-mover's brand is associated with quality, reliability,
innovation by the consumers, therefore making entry into market difficult for new rivals.

* Technological Leadership & Patents — First movers set industry standards and can capture
patents that prevent competitors from copying advancements.

eHigh Switching Costs to Consumers —Consumers become accustom to the first mover’s
product and are reluctant to switch those products with later deployment.

Preemptive Advantage in Global Commerce

a) High-Tech and Capital-Intensive Leadership: A first-mover advantage often occurs in
capital-intensive, high learning-curve industries with a large R & D established by the
industry leader. Example: The

semiconductor subsector - Intel and TSMC were among the earliest ones and are now
dominant in globally chip manufacturing.

Countries which invest in vital areas quickly become leaders of the world. Take for example
the aerospace industry where Boeing (US) and Airbus (EU) dominate based on early entry
into the market, obstructing competition from new companies.

b) Market power through network effects: There are some industries that become more
powerful when more people start using their product. Example: Microsoft's head start in
the operating system business allowed it to achieve significant market share around the
world, creating a virtuous circle.

c) Government Aid for Pioneer Firms: Some countries favour pioneers through subsidies,
trade restrictions and research and development funds. Example: South Korea heavily
invested in Samsung and Hyundai, leading to mastery of electronics and vehicles.

Obstacles and Limitations of the First Mover Advantage

® Postponed Innovation - Sometimes latecoming rivals study the pioneer and improve on its
weaknesses (e.g. Apple surpassing early smart phone makers like BlackBerry).

e High R and D costs and risk of failure - Not all early birds succeed, some fall into traps of
high expenses slim market uncertainties.

Regulatory and Political Risks — Early players could face regulation challenges as
governments enforce antitrust laws (eg Microsoft and Google are under monopoly
investigations).

The First-Mover Advantage is determining power in world-market particularly, and the first-
mover in an industry often assumes cost leadership by scale economy, branding, technology
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innovation and institutional support. However, for competitive advantage to be sustained
continuous innovation is required and late entrants can sometimes destabilize an
established market by benefiting from the mistakes of t~~ ~~+"~overs.

Did You @ —
3
*

Research indicates that first movers have a 47% failure rate,

and only 11% of first movers maintain their market
leadership over time.

4.3.5 Paul Krugman’s Contribution

° Nobel Prize-winning economist Paul Krugman played a key role in the development of New

Trade Theory (NTT) during the late 1970s and through the 1980s. The contribution of his
work was to challenge the standard trade theories (Ricardian Comparative Advantage and
Heckscher-Ohlin Model) by examining global trade dynamics where economies of scale,
monopolistic competition, and intra-industry imperfections were accounted for in analysis.

Principal Contributions

a.Economies of Scale and World Trade: Krugman argued that it is not only the resource
difference (comparative advantage) that drives trade but also how lower cost can be
achieved as a result of large- scale production. Businesses operating at scale are driving
down their average costs, making them more competitive in international markets.

o b. Monopolistic Competition and Product Differentiation: Krugman introduced monopolistic

competition to trade theory showing that firms compete in a small number of markets by
selling differentiated products as opposed to through price competition only.

c. Trade between Similar Goods: Theoretical Background Classical models of trade assume
that countries exchange differentiated goods (e.g., oil versus machinery). Krugman showed
that countries with similar resources and technology will trade massively simply because
individuals want variety and economies of scale.

d. First-Movers and Industrial Clusters: Krugman explained the manner in which early
entrants to an industry benefit from network effects and agglomeration economies, leading
to correlation between companies within industries and their geographical location.

Strategic Trade Policy:Krugman suggested that governments could help industries (e.g. via
subsidies and R&D) reach scale of economy to compete in world markets2. Influence of
Krugman's Contributions
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e Revolutionized the study of trade a theory by explaining actual patterns of trade beyond
conventional models.

e Rationalised industrial policy of Government aid to essentials industries.

e Formulated the foundation of economic geography, explaining why industries are located
in certain geographic areas.

Paul Krugman’s New Trade Theory transformed our understanding of international trade by
including economies of scale, product differentiation, and most importantly strategic trade
policy. His work is even more relevant in explaining current trade relationships,
multinational corporations and the international division of labor.

4.3.6 Market Structure and Trade Patterns

In Krugman’s New Trade Theory (NTT), market structure is the key factor affecting trade
patterns. Unlike neoclassical trade theory assuming perfect competition, NTT assumes the
existence of imperfectly competitive sectors with economies of scale, product-differentiation
across countries and strategic trade policies determining the international trading pattern.

Market Structures Characteristics Effect of Trade Patterns

Idealized composition Lots of small homogeneous firms, price-takers Apply classical trade
theories (trade based on comparative advantage) (eg-agriculture, raw materials)

Monopolistic Competition Firms produce a variety of differentiated products, product
diversity Why do we trade identical goods with other countries?

— Germany and Japan both export cars but of different models)

Oligopoly Few large firms and no close substitutes, interdependence in decision-making
First-mover advantage & economies of scale (ex: Boeing & Airbus for aircraft production)

Monopoly Single firm that is the only producer of a good Not common in international trade,
but it is fairly common for patented products (eg. pharmaceuticals & drugs are
manufactured and made by a company with a patent)
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