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THE NEW GLOBAL ECONOMIC ENVIRONMENT

Suna Oksay’
M.Serhan Oksay

Abstraci

Globalization has emerged as an unaveidahie process. Hs impact upon
different  levels create differens  results, Therefore, the  effects of
globalization on the world, on corniries, on industrizs, and on firms must be
exagmined separately. The principol werldwide effect of globalization is the
increase in the volume of world trade, Its effecis on countries have become
apparent through the process of deregulavion and the elimination of
abstacles 1o irade, eic. Al the industrial level, |t creates factors such as the
rapid development of technalogy and the realization of production through
indusiries in different countries. Lastly, its principal effect om firms is the
creation of a medium of competition whose intensity increpses rapidiy. For
example, during the next two years, the 10 largest firms of today sholl be
completely replaced by others. Developing technology, practices of
deregulition, regional powers and changing individual preferences shall
constituie the dynamics of change,

We live in an izzcraasin%iy giohal world. (3lobalization as "an irreversible
process, not #n option” . It is a positive force, but &t 15 alvo blind and
therefore needs to be carefully harnessed,

Globalization therefore should be examined thoroughly on different levels:
At the Worldwide Level; At the Level Of a Specific Country; At the Leavel
Of a Specific Industry; At the Level OF g Sgecific Company,
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1. At the warldwide level:

Globatization  refers to the growing interdependence mmong countries zg
reflected 1 increasing cross-border flow of goods, services, capital & know.
how. Betweer 1989 and 1996, cross-bosder tinde in poods and servicey
gyew at an average annual rate of 6.2% gzimi}’ii fwice as fast as the 4 average
anmual growth rate of 3.2% in the wocdd's GDP turing the same period.”

A prominent fearre of  the ongoing global cconomsic change 15 that the
developing counisley are aolive parbicipants ag both agonits and beneficianies
of the change, Countries Bost placed o benefit froma the new opportunities
offered by glohahization are those that are successfully wansiorming their
colicies and structures 1o support outward onented growth. Some of the
pooTest countries are the feast integrated ntermationally. Finding ways o
accelerate their imtegration into the new giobal cconomy 13 a spocial
challenge.

Glapalization demands zrester responsibiliias from all countries.  that for
geveloping countries, integration intno a glebalize and highly cvm;}ezz(zw
wuorld sconomy enlatls many new chal iﬁ'ﬁﬁt"’s These involve:”

s creating and sustaining a sound macreeconomie framework and an
appropriately open, favorable and stable environment for frade and
investment tows

s building economic and secial infrastruetires und institifions

»  creating social safely nets

e underfaking sustained offorts o enbiance the efficiency and
fiexibility of their econonues through continucus human resource
develnpment as weil us mote elfective, pariicipatory amd
accountable governance.

2. At the Jevel of a specific country

Globslization refers to the extent of the interlinkoages between a conny’s
economy wwl the rest of the world. Not all countries are egeally integrated
niu the global economy. Some key ndicalors tsed o measure the global
infegration of sy couniry's economy are cxports und Imports as g rae of
GDP, lnward and ourward Dows of Torgign diveet investment {Inflows of
foreign direct investmenl we ikely o exceed $LO00 hillion in 1896
compared with 1995 Dhguee of 5865 lillion. This compares with oniy 338
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billion as recently as 1982, Foreign direct investinent (FDI} is being driven
by cross-barder mergers and acguisitions, including the purchage by foreign
investors of prvatized state-owned enterprises and royally payments
assaciated with technology transfer’. The increasing global economic rale
and integration of developing countries alzo implies growing economic
feedback from developing to industrial countries, making the links between
thern increasingly more impariant in both directions. For example, abowt 145
of industrial country exporis went o developing countries in the late
&0s Today this share has risen to 1/3 and it appears likely o exceed that by
the end of the next decade.

Nawadays, data® shows that developing conntries which are the most open
o frade are the ones catching up with sich countries.

Introducing the report, WTG Director-General Mike Muoore said: "This
report confirms that, although trsde alone may not be enough to aradicate
poverty, it 1s essentinl ¥f poor people are W have any hope of a boghter
futire.” The WTO Dircctor-CGieneral noted as an example that South Kores
was a8 poor as Uhana 30 vears ago, Thanks o trade-led growth if is as rich
as Purtugal today, he said. In general, living standards in developing
countrigs are not estching up with those in developed coontijes, But some
developing countries are catching up - the ones that are most open to trade,”

The study concludes that "trade Hiberalization is generully a strongly positive
cowributor 1o poverty alleviation - it allows people to exploit their
productive polential, assists ecomomic growth, curlalls arbitrary policy
mmterventions and helps to insulate against shocks."

Referring in 2 speech given in London w the study's findings squating
Conomic coftvergence with openness to trade, My Moore said “This is
particularty good news tor China. The liberalization that oining the WTG
requires will give another tig boost to Chinese Hving standards.”

Mr, Moore conceded that, in the short term, some people do lose out from
globatization. As tragde bamiers fall, foreign competition forces domestic
firms 1o specialize in what they do best, rather than making goods that can
be more etficiently produced elsewhere,

He snggested that the hardship of such people should be sased with welfare
beselits and job retraining, not by putting a halt to globalization, "The
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temporary losses of g fow should not prevent a country from reaping the
much bigger - and permanent gains - from free trade.

"After all, the interests of candle mekers were not allowed (o siop the
intraduction of electricily. Nor are governments scrambling 16 siop the
interpet cotthng out middlemen.” The WTO Director-Cleneral said.

1. At the level of g specific industry

Glehalizatian refery o the degree to which ¢ company™s competitive
position within that industry w one country is itendependent with that ip
another country. The more global an industry, the greater s the advantage
that it can denve from leveraging technology. manufacturing prowess, brand
names and/or capital weross countrics,  Globalized industries tend to be
dasmiiniated by the same set of global companies. The athletic foot ware
mdustry for example i3 dominated byt Nike, Roebok & Adidas. Key
indicators of the glohalization of an mdustry are the exiznt of cross-border
rrade within the industry av a ratio of total worldwide praduction; the exten
of cross-border investment as g ralio of wial capital invested in the industry
and the proportion of industry revenue accounted for by conpares that
commpeie 1o all major regrons,

4. A1 the Yevel of g specilic company

Globalizatten refers to the axtent # which a company has expanded #g
revenue aad asset base across countries and engages n cross- border fluws
of cupital, goods and know-how uscross subsidiaries. Toyota is ¢ good
cxample of a highly globalized company, At the end of 1995, onethird of
it's output carie rom wholly or partially owned affiliates in 25 foreign
countries spread aver the Americas, Earape & Asia, Furthermore it exporied
389 of it's demestiv production 1o foreign markets.* Key indicators of the
globalization of & company are inferniional dispersion of sales revenues
and ssset base, iatra-firm trade in infermadiate and Tindshed goods, and
intra-firre flows of technology,

According to Karl Sauvant, UNCTAD s World Investiment Report's chief
author: "A global marketplace for Hrms 13 emerging. Companiey are bheing
Bought and sold across borders on an unprecedenied seale”
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The integration leading to deaper forms of economic landscape is not the
same 15 it was 20 years ago nor is the pace of global economic change
expected to slacken in the next 20 years. On the contrary change s likely to
accelerate. To understand the pace of change it would be gnough o Jook at
the change within two years at the top 10 companies of FTS00" (Table). You
may notg that six of the top 10 are nAext new entrants, The tap ten
companies  will completely change in the 10 years,

If Giobalization is so fast, what fuels it? Trade and forcign dircet investment
are major engines of growth in developed and developing countries alike. '
Trade and investment-induced market

‘Fahle
The Change Within Two Years
at the Top 18 Companies of FTS06

Rank 2000 { Rank 1998 Company
i ! Microsoft

PA 2 Creneral Electric

3 NTT Mobile Commaunications
4 19 Cisco Systerns

5 g Wail-Mart Stores

6 7 intel

7 11 NTT

® Exxon Mobil

G 21 Lucent Technologies
10 27 Dieutsche Telecom

Source: World Investment Report, UNCT. AD,2000

Integration bas led to deeper forms of economic interdependence among
nations, as a growing number of developing and former centrally-planned
gconomies have become maore closely linked to the global economy.

The case for open markels rests on solid foundations. Gne of these is the
fact that when individuals and companies engage in specialization and
exchange. a country will exploit its comparative advantage. It will devore 15
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natural, humas, industrzal and financial resources fo their hichest and best
uses, This will provide gatas to Trrms and Consuniers alike.

In sum, the case for opening markets to nvestment 1S ay compeiiing as it is
fowr trade. More open ceonomics eajoy higher ratey of private invesiment,
which is a major determinant of cconomic growih,

- st
NOTTe statisiles o

s The volume of world merchandise uade s 16 times greater today
than i was in 1954, refleching the dismantding of import and exposn
hgrriess,

OFECD "QOpening morkets mutterr The benetiis of irade and
mmvestiment liberaisation”

s A study of OBCD countries found that gach $1.00 of osiward
foreign divect mvestment was associated with $2.00 of additonal
EXpOrts and a trade surpivs of £1.70.
OECE "Opening  markets matter: The benefus of irade and
invesiment liberalisation®

The internagiosstisation of services will tikely lead to the next stage of
economee glebalisation. Services are interpationalising rapidiy. In bath cmda.

and foreign direct investment, services are the fastest-growing  compnasni,
Serviges comprise g wide array of economic activity, The main thrusts of
the services revolution are the  knowledge-based services and the growing
tradebility of sorvices.

[t is the keowledge based services (such w professional and wechrcal
services, information wohnology services, banking and insutance, modem
health care, and education) that constitute  the  dynamic edge of the
services  economy  foday.  An importamt driving foree  behind  the
tnferpabionalisation of sprvices is the expansion of clegironic nepworks and
the new possibilities {for trude in dong-distunce services assoviated with
these networks.

Progress o infenmution zm%mn!osgv is making 1t mcreasingly possible o
unbundle the production and consumption of information-intensive service
activiues, The introduction of new products (such as finascial derivatives)



and expansion of aceess to market information {(such as computer
reservation systems for zirlines} have been greatly facilitated by information
technolegy.

International wade in services is, of course, not a new phenomenos:
transportation, travel, and iansurance have long beem important Laded
activities. What is new is the rapid expansion of ipternational sorvice
transactions over the past decade or so and the advent of new modes of
supply, as in the ¢ase of services transmitted over electronic networks.

1t is clear that trade in commercial services has grown faster than trade in
merchandise over the past decade. As is the case in rade, services are the
most dynamic component of Foreign Ddrect Investment (FDI flows. To
maximize the benefits from the internationalization of services, adopling a
liberal (rade and investment regime wiil be essential. Industrial countries
also stand te gain from increased financial integraton with developing
countries. Increased foreign direct investment allows firms in industijal
sountries to reap the benefits of specialization in production and distribution
on a global scale.  In portfolio investment, emerging markets provide an
outlet offcring higher returns and risk diversification for the saviogs of the
aging pepulations of industrial countries.

{nternational Chamber of Commerce (ICC) %5 interest in the services sector
reflects the economic mierests of itz members in more than 138 developing
and industrialized countries arcund the globe and the importance they attach
o obtaining freer access (o markets worddwide. Services are coming to
dominate the economic activities of couniries at virtually every stage of
development, making services frade liberalization a necessity Tor the
integration of the world economy,

In the high-income industrialized sconomies, the valse adided by services
generally exceads 60 per cent of tolal cutput; for example, 70 per cent in
Australia, 71 per cent in France, 60 per cent in Japan, 72 per cent in the
United Btates. In many emerging markets, services account for half or more
of economic output: 55 per cent in the Czech Republic, 39 per cent in
Hungary, 34 per cent in Peland. The same applies to many advanced
developing or newly industrialized economiies, such as Argensina, Brazil,
Korea, Malaysia, Mexico and Thailand. ™

In smany developing economies as well, the service sector is the single
targest contributor to econorsc outpai, ahead of zither agriculture or
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indusoy. Even allowmng for the fact that governments are major service
providers teducarion, healthcare, sanitation, etel), the commiereial market for
services is huge and growing in virtually every country. And the trend i
clear: as nattonal ecobomics develop und incomes risg, the commercia]
servics secior accounts for an over farger share of GIIP.

Services promisc a <1!,,i:;z';tam fesp o oworkl prosperity  through  the
“information revolutien” Maodern, state-of-the-art information {ea,hmjjocry
services ame oritcal o Umproviag productivity and mamtmining  the
competifiveress of indusives and  economies  droughow  the world
tmpopantly. these capabilities ace nol geographically  cendiined by
endowrents of many of the waditional factors of preduction, but depend
uposr human resourees,  cducaiion, mielleciual capital and clectionic
wfrastructure. Hence, (0 15 vital 1o build up skilled homas resources and
elecironic iz&&m:imcture in developing countrios i order {0 enable them o
patake i the benetits of the knowledge coonomy.

ICCs support for services wade Hberalization s censistent with its fong-
standing suppoit der upen ade asd wvestivent. Vroer vade in services
erbles countries 1o betler enjoy the benefits of giohalization and improves
seouomiv efficiency just as freer trade ia goods dues. |t contributes w job
cregiton. higher sacames, more comiuner cholve, downward pressure on
milation, and o hetter guality of e hinporis of services and foreign
invesimion? i sorvices production stimuwlate the competition that improves
the efficiency of domestic service industries. They add fo the overall
avallability of services and w the vanety from which individual and
corporale CONSUMmErs can chomﬁ And they contribute to technological
advancement, In shert, fresr trade leads o more, betier and lower-cost
services,

More, better asd [ower Lost services are iImporkand bECsuse services are the
“enublesy” thul permil ¢conomies to fdaction and prosper. Seme form
essontind infrasruciire - transport, communications, Bnence, information,
Capiual markets, for example, cannot function efficiently without shundant,
high-quality iformation that can be quickly und freguently communicated.
Cther services ave ortical to the suceess of manufuctering and agriculture.

For some manuiacturens, services provide a large second source of revenacs
and contribute sigmficantly 1o company growth und job oreation. For all
mansfacturers, seevices are essental o their suceons. For cxample, while
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manufacturing is at the core of the automobile industry, it is clear that das
manufacturing ceatre must be sorrounded by highly developed service
functions if the industry is 1o be successful. These includer an extonsive
dealership netwark for distribution; highly developed financial services to
finance dealer inventory and sales; readily available maintenance and repair
services (o protect the consumer’s investment.

Moreover, the manufacturing process and the business of running
manufactoring indestrics are infused with services functions from beginning
to end: research and development, iaventory management and contvol,
transport, marketing, advertising, insurance, and “backroom” functions, such
as accounting and legal services. Similar observations can be made of
agriculure, where success also depends upon research and development,
finance, insurance, storage, transport, distribution, rmarketing, and a host of
techateal services. The point is that modern and efficient services play an
gssentia] rele in unproving the performaince of other sectors and of the
econorsy as & whole,

Liberalization of wrade in services is an important means to encourage the
continued rapid expansion of foreign direct investment, to infegrate national
economies more effectively and to reduce income and other disparities
among countries, Since services production and consumption normally are
proximate and stmuitancous, services traxde usually emtails @ significant
transfer of technology and know-how from country to country. This is
critival, especially for developing and emerging markets, which can acquire
state-of-the-art skitls relativelv quickly and inexpensively through trade - at
lgast in comparison with the time and expense that would be required to
develop them de novo,

These state-of-the-art skills are essential, in tn, o building and
maintaining the international competitiveness of other sectorg, But services
trade is not one-way, only from developed fo developing nations. In fact,
industrialized countries reatize important economic welfare gaing from the
import of services such as dala processing, software design and
implementation from developing conntries, Developing economies have
significant hard currency earnings from exporting tourism and labour, as
well, And there is substantial scope for expanding services flaws ia both
directions. ,

The potential for a degree of econumic dislocation from expanded trade in
services. But this is no different from the disiocation cansed by trade in
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goods and is Jikely to be substantiplly less than that caused by advancing
wehnology, Dealing with these dislocations requires vibrant economies ang
effective adiustment poiicies. such as mrgeted income support and fraining
programmes. Preventing or impeding the exchange of modern, cos.
effective services would, in fact, contrtbute o even greater dislocations ag
other sectors are dened competiive mputs and become increasingly
obsolete.

Further reductions in barriers fo wvade In services through muliilateral
pegotiations will result in immense economic gains, These gains will benefie
both imperting and espording counirtes. in the indwsirialized aml the
developing world,

The increased competition that 18 driving giobalisstion will always produes
both winners and losers, Bt is therefore not surprising that some matsgers
see curvem trends as a preat threar while others view thenmt s a challenge
and an opporiunity.

Four forces are behind the increase in global competition:

* changing eustomer expectations and preferences
* techaalogical change

* de-regulation

* and regional forces

Consumer expectations of quality: service and price arc higher than over
ang still iereasing. At the same tme, future consumer preferences are
hecoming extremely difficult 1o predict. For example, the massive consumer
acceptance of Lhe Internet has been o surprisc even to companiey such as
Microsoft, Few firms predicted the enormous success of mobile wlephones
but those fow who did have profiied enormousiy, Those companies that
rruly understand and can predict changing end-user needs are kely 1o be the
winnery in e fre,

Technulogical change: The prime example of an indusiry affecied by
muassive fechnnlogical change is the personzi compuier industry, More
powerful PC's are introduced every month. At the same thne prices are
faliing. However, the effect of these changes is not limiled o the PC
indusiry. New informution iechnology allows many companies o run thelr
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business In a way that was impossible vesterday and at a fraction of the
price. In almost every case, new technology will cither reduce the entry
barriers 1o an industry or create new substitute products and services, ' For
example, start-up companies such as Amazon.com have revolutionised the
global book retailing industry by exploiting the Intermet. They provide
ouistanding customer value - the best prices. and the hest book selection -
while avoiding the expensive infrastrocture of other retailers. Global
Competitivencss Banking and insurance products are routinely sold and
marketed on the Internet. In addition to the direct selling of these products,
the Internet makes global pricing information much more transparesnt.
Consumers aan very easily consalt the net before they decide what they will
buy and where they will make their purchase.

Beregulation: Excessive regulation has Iong been an entry barrier in many
industries. In recent years, the giobal trend - with the notable exception of
environmental regulation- has been fowards deregularion and  less
government intervention, [n newly deregulated industries, such as
telecommunications and utilities, competition has increased dramatically.
The ultimate winner has begn the consumer, who has benefited from better
service and more choice at 2 lower cost.

Regional forces: There are huge regional differences in cost structure and
prowth ratey i the world. At the same time, politicaily motivated regional
trade hlacks such as the European Union are being formed. Until the recent
financial ¢risis, most global growth seemed certain to bappen ia Agia, Now
the situation is not so clear. Flexible companies will view these rends as
opportunities rather than threats and find ways to profit from change. There
are two Jessons we can learn from successfal companies: They will exploit
changing end-user needs & fechnologies,

Most people now accept that globalization i3 here to stay. The lssue now is
what form it should take, and what are ils economic rules and its political
guidelines and constraints™. Similarly, proponents of globalization have
changed their tune - conceding that o giobal economy will not automatically
Yead to rising prosperity for everyone,

"The question now often asked by free-traders is how to take care of the
victims of globalization without endangeting the gains from enhanced
competition and economic efficiency®”. The issues now being worked on
by the world’s financial leaders include such priorifies as how fo easire
better standards of governance, including greater accountability and
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sransparency’ and less corruption, both for corporations and financial
institutions and for national governments.

The consequence s that global capitalise: and private Cnterprise are going 1o
become even more firmly entrenched as the 'hest practices’ of the indastrial
countriés are spread arcwnd the warld - not least because investors wil]
damand the highest standards of sccounting and carporate and governmental
disclosure.
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