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Five major kinds of drivers, all based on change, are leading international firms to the
globalization of their operations: (1) political, (2) technological, (3) market, (4) cost, and
(5) competitive:

1. Political There is a trend toward the unification and socialization of the global
community. Preferential trading arrangements, such as the North American Free Trade
Agreement and the European Union, that group several nations into a single market
have presented firms with significant marketing opportunities. Many have moved
swiftly to gain access to the combined markets of these trading partners, either through
exporting or by producing in the area.

Two other aspects of this trend are contributing to the globalization of business
operations: (a) the progressive reduction of barriers to trade and foreign investment by
most governments, which is hastening the opening of new markets by international
firms that are both exporting to them and building production facilities in them, and (b)
the privatization of much of the industry in formerly communist nations and the

opening of their economies to global competition.

2. Technological advances in computers and communications technology are permitting
an increased flow of ideas and information across borders, enabling customers to learn
about foreign goods. Cable and satellite TV systems in Europe and Asia, for example,
allow an advertiser to reach numerous countries simultaneously, thus creating regional
and sometimes global demand. Global communications networks enable manufacturing
personnel to coordinate production and design functions worldwide so that plants in
many parts of the world may be working on the same product.

The Internet and network computing enable small companies to compete
globally because they make possible the rapid flow of information regardless of the
physical location of the buyer and seller. Internet videoconferencing allows sellers to
demonstrate their products to prospective buyers all over the world without the need to
travel. It also permits international companies to hold corporate meetings between
managers from headquarters and overseas subsidiaries without expensive,
time-consuming travel. In addition, communicating by e'mail on the Internet is faster
and more reliable than using postal mail and much less expensive than using a fax
machine. Both Internet users have given home office managers greater confidence in

their ability to direct overseas operations.
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The ease of obtaining information and making transactions on the Internet
has started to have a profound effect on many firms and especially on
business-to-business commerce. Whereas companies formerly used faxes, telephones, or
regular mail to complete their transactions, they now use the cheaper and faster
Internet. The emergence of third-generation (3G) broadband wireless

telecommunications technologies and associated applications promises to further

accelerate this trend.

3. Market as companies globalize, they also hecome global customers. For years,
advertising agencies established offices in foreign markets when their major clients
entered those markets to avoid having a competitor steal the accounts. Likewise, when
an automaker, about to set up a foreign plant where there was no tire factory, asked a
tire company if it was interested in setting up a plant in this new market, the response
was, “When do you want us there?” It is also quite common for a global supplier to make
global supply contracts with a global customer.

Finding the home market saturated also sends companies into foreign markets.
According to a recent Dow Jones survey of the world’s largest companies, 84 percent of
the respondents expect that international markets will generate most of their growth in
the next five years.13 Indeed, since the United States has only about 5 percent of the
world’s population, the vast proportion of most companies’ potential customers are

located abroad.

4. Cost Economies of scale to reduce unit costs are always a management goal. One
means of achieving them is to globalize product lines to reduce development, production,
and inventory costs. The company can also move production or other parts of the
company’s value chain to countries where the costs are lower. Dramatic reductions in
the cost of generating and transmitting information due to innovations in computing
and telecommunications, as well as the decline in transportation costs, have facilitated

this trend toward relocating activities worldwide.

5. Competitive Competition continues to increase in intensity. New firms, many from
newly industrialized and developing countries, have entered world markets in
automobiles, computers, and electronics, for example. Another competitive driving force
for globalization is the fact that companies are defending their home markets from
competitors by entering the competitors’ home markets to distract them. Many firms

that would not have entered a single country because it lacked sufficient market size

have established plants in the comparatively larger trading groups (European Union,
ASEAN, Mercosur). It is one thing to be shut out of Belgium, but it is another to be
excluded from all Europe. The result of this rush to globalization has been an explosive

growth in international business.
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