Chapter 1:  Globalization in the World Economy

The world economy is being transformed by a combination of 

(1) Technological, and 

(2) Geopolitical factors

Technological factors

(1) Improvements in transportation and communications

(2) Changes in the weight of transportable goods

(3) Movement toward greater Western styled cultural homogeneity

(4) Real time information about world events through television and the internet

(5) Role of jet travel, communication satellites, and fiber-optic networks

(6) Development of a single global capital market (New York, London, Tokyo stock markets)

Geopolitical factors

(1) Demise of communism and the rise of market based economies

(2) Removal of trade barriers and free capital flows (relative effects on exchange rates)

(3) Change in institutional barriers 

(4) Intervention of multinational corporations 

Cultural homogeneity

(1) Increased Western-styled tastes

(2) Greater diffusion among younger generations

(3) Greater concern over environmental linkages (Summit on Sustainable Development)

Nature of Multinational Corporations

(1) The primary agents of international trade

(2) Achieve larger scale of operations with information efficiency and allocation of world’s resources.  

(3) Four Stages of development of MNCs 

a. Seeking foreign markets 

b. Production facilities abroad (Foreign direct investment)

c. Spread of geographic market of foreign production

d. Export of goods back to original country from foreign subsidiaries

(4) Globalization is increasingly centered in the core regions—US, Europe, Japan and NIC’s

(5) Periphery countries are being left out in many instances as FDI by MNCs becomes more geographically selective.

a. Favoring more open countries with export-led policies countries 

b. Disfavor countries that protect domestic infant industries through protectionism and import substitution policies

c. Developing countries compete with one another to attract FDI (similar to competing cities in the U.S. economy?)

Global Locational Specialization of Work

(1) Declining role of population and resources per se

(2) Brain power has replaced muscle power

(3) Transmaterialization has changed the nature of resources

(4) Dematerialization has changed the nature of products

(5) Transnational corporations perform a packet of functions that they locate optimally around the world (engineering, extraction, production, storage, office function, marketing, and managing)

Skilled workers in India and other countries are in demand at lower salaries compared with productivity.  

(6) The result is a spatial division of labor based on required skill level, prevailing wage and unionization, tariffs, transport rates, etc.  

Globalization of the Tertiary Sector

(1) Can the service sector and consumption sector survive without domestic manufacturing and goods production?

(2) The U.S. is the world’s leading exporter of services with a huge trade surplus.

(3) Tourism based on accessibility, accommodations, and attractions is led by Europe followed by the Americas, then the far east

Growth of East Asia’s NICs

(1) Jump into higher value-added, high-tech production, aided by foreign sources of capital 

(2) Alternative model of strategic “industrial policy” aided by government (crony capitalism)

(3) Pressure on fixed exchange rates, risky over investment, and external dollar-denominated debt led to the Asian Financial Crisis 

Other Changes in Global Forces

(1) Collapse of communism

(2) Privatization of state owned industries

(3) Reduction in government regulation (Ronald Reagan and Margaret Thatcher)

(4) Higher growth and success of “market-based” economies

(5) A core, periphery, and semi-periphery (in between) international economic order is evolving in which a hierarchy of states is developing based on their level of economic development  

World Development Implies Progress toward Desirable Goals http://www.infoplease.com/ipa/A0778562.html

Problems in World Development

(1) Environmental constraints, especially energy and natural resource externalities

(2) Disparities in wealth and well being among countries and within countries.  Does higher economic growth result in greater income disparity?  (Reward system in market economy favors the productive—still a larger economic pie may provide the “luxury” of taking care of the aged, etc.)

(3) The U.S. has a real stake in the prosperity of the developing world.

a. Should economic aid have “strings attached?”

b. What is the role of the IMF for debtor nations?

c. Should World Bank Loans be forgiven, when interest and principle payments by poor countries outpace net financial transfers from rich to poor nations?

(4) World macroeconomic conditions are highly dependent on the U.S. business cycle

Other Economic Concepts Affecting the Global Economy

(1) The Four Questions: what (production possibilities curve), how (resources), where (market and/or resource locations), for whom (distribution of output) should production occur

(2) The role of political systems:  Capitalist economies versus Command Economies

(3) Reality: mixed economies between the two extremes supported by government policy

(4) The traditional economy is based on culture, custom, economic caste and heredity defined economic roles without individual upward mobility. (Production possibility shifts to the left?)

The Geographic Perspective

(1) Spatial dimension is central to geography.  Events in one place have a direct and often immediate impact on events in other places.  Relative more important than absolute location.

a. OPEC

b. September 11th, 2001

c. Terrorism 

(2) Trends in economic geography

a. Movement from environmental determinism to human adaptation and adjustment to potentialities in the environment.

b. Areal integration is becoming more important than areal differentiation with emphasis on spatial organization.

c. More emphasis is being placed on testing hypotheses based on theory with quantitative methods.  An example is testing the predictions of location theory used to explain and predict geographic decisions resulting from aggregates of individual decision making.

d. Geographers examine a hierarchy of spatial perspectives, from personal space to international space.  

e. Clustering and agglomeration economies, relative location and the friction of distance are more important than absolution location, such as longitude, latitude, or street address.

f. Spatial integration, spatial process and structure, flows of goods and people are applications of the concept of relative location.

g. Economic geographers are primarily involved with providing a basis for decision making, such as organized planning or action, and the development of policy.

h. Economic geographers at the city and regional level surpass the national level by a factor of 10.  Transportation planning, public resource location, business locations, ecosystem management, etc. are in great demand locally and regionally. 

i. The U.S. or international governments principally support international geographers. The tools of economic theory and ability to see spatial relationships can help to solve critical world issues.
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