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 Lecture Agenda： 

• The concept of globalization 

• The linkage of production, exchange, distribution and 

consumption: An example 

• Current global economic environment 

• General characteristics of transnational corporations 

• Top global business challenges 

─ Economic environment and challenge 

─ Regulatory environment and challenge 

─ Cultural environment and challenge 

─ Ecological environment and challenge 



The concept of Globalization 
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The process of Globalization can be captured by the world balance-of-payments. 

Globalization is normally referred 

to as trade globalization 



USA 
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In the 1980s the U.S. moved to expand free market capitalism within the 

global system  

What is 

free 

market 

capitalism

? 

• Little government interference in the market 

• Freedom of individual choice 

• Borderless market economy 

• Markets as masters over state policies 

• People should be free to pursue economic self-interest 

• Consuming goods a major value 

However, most nations continued to pursue 

some forms of economic nationalism 



China 
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In the 1980s China moved toward a free-market system and joined the global 

economy. 

In 2018, while China has a merchandise 

trade surplus of US$419.2 billion with the 

United States, the United States has a 

services trade surplus of US$41 billion 

with China. 



Eastern European Countries 
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In 1989, the Berlin Wall came down and the Cold War ended. Eastern European 

countries broke away from Soviet control. The Soviet Union itself broke into 

more than a dozen new states 

The Berlin Wall was built in 

August 1961 

The Wall was  

destroyed  

on November 9, 1989 



India 
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• In 1991, India abandoned it’s 44 year-old socialist oriented economy and 

embraced a  free market system and joined the global economy.  

• In 2018, with a GDP of 2.72 trillion US dollars, India is now the fourth 

largest world economy after the U.S., China and Japan.  

• India’s growth rate has averaged about 6.5 per cent for the past fifteen 

years.  

Major exports 

include: 

• Clothing 

• Automobiles 

• Handicrafts 



In the 1990s, with the integration of many of the states of the 

former Soviet Union and the entry of China and India, 

Globalization now embraced the majority of the world’s 

economies.  



• Increasing global connectedness through 

rapid communication and transport. 

• Rapid intensification of worldwide social 

relations.  

• Swift and free flow of capital, people, and 

ideas across national borders. 

What does Globalization imply?  



But what does 

globalization 

have to do 

with me? 

Jeans from  

Malaysia 

Backpack  

from China 

Shirt from 

Mexico 

Cap from 

Bangladesh 

Video game 

from Japan 

Sneakers from  

Indonesia Soccer ball from 

Pakistan 



More goods are being produced, bought, and sold worldwide 

than ever before. 

What shall 

I buy next? 

http://www.classicdriver.com/upload/cars/11119/1699736/biga.jpg
http://www.landsend.com/cd/fp/prod/0,,1_2_1931_1016_97723_76170_5:view=-1,00.html?sid=4771039419157161000
http://www.unifliteworld.com/Rendezvous/priorities.jpg
http://www.pcworld.com/howto/bguide/index.html
http://images.google.ca/imgres?imgurl=www.hummelgiftshop.com/images/armani_logo.gif&imgrefurl=http://www.hummelgiftshop.com/tourinfo_redroom.html&h=238&w=288&sz=21&tbnid=TYL5nZrKmjMJ:&tbnh=90&tbnw=108&prev=/images?q%3Darmani%2Blogo%26hl%3Den%26lr%3D%26ie%3DUTF-8%26sa%3DG


Globalization also spreads ideas and values. 

  

http://film.guardian.co.uk/bollywood/0,11871,678278,00.html
http://images.google.ca/imgres?imgurl=www.dustygroove.com/images/products/zzbestofbollywood15cl_101b.jpg&imgrefurl=http://www.dustygroove.com/prip/6/5/70656i.htm&h=351&w=350&sz=62&tbnid=ViyDugarw1IJ:&tbnh=115&tbnw=115&prev=/images?q%3Dindian%2Bcinema%26hl%3Den%26lr%3D%26ie%3DUTF-8%26sa%3DG
http://images.google.ca/imgres?imgurl=www.invismultimedia.com/multimedia/images/yoga.gif&imgrefurl=http://www.invismultimedia.com/yoga.htm&h=245&w=200&sz=22&tbnid=ttzdpe_3ZeEJ:&tbnh=104&tbnw=85&prev=/images?q%3DYoga%26hl%3Den%26lr%3D%26ie%3DUTF-8%26sa%3DN
http://images.google.com/imgres?imgurl=http://www.student.uwa.edu.au/~kpalmer/tomoe-maki sushi.jpg&imgrefurl=http://www.student.uwa.edu.au/~kpalmer/&h=768&w=1024&sz=334&tbnid=cgqlJH5RPyIJ:&tbnh=112&tbnw=150&hl=en&start=3&prev=/images?q%3DSushi%26svnum%3D10%26hl%3Den%26lr%3D%26sa%3DG
http://images.google.com/imgres?imgurl=http://p-a-k-i-s-t-a-n.net/koran[1].jpg&imgrefurl=http://eali.web-log.nl/archief/week/08/11/2004&h=450&w=600&sz=45&tbnid=kfWLZ4g-B-YJ:&tbnh=99&tbnw=133&hl=en&start=8&prev=/images?q%3DKoran%26svnum%3D10%26hl%3Den%26lr%3D%26sa%3DG


The linkage of production, exchange, 

distribution and consumption: An example 

15 
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Four areas of study in Economics 

• Production: The creation of value (or utility)  

 

• Exchange: The transfer of property right 

 

• Distribution: The allocation of production output (or  

income) to the owners of  production factors. 

• Consumption: The destruction of value or utility so  

as to satisfy human wants。 

Means 

End 
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Globalization simply means free international trade. 
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12 month’s total output produced by two countries 

  

 

Country B 
Total 

(MMT) 
Month MMT Month MMT 

Pork 4 320 9 90 410 

Rice 8 320 3 90 410 

Total 

(Months) 
12 - - 12 - - 

820 

24 

Country A 
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Their productivities per month  

  

 

Port 
(MMT) 

 

320÷4= 80* 

 

 

90÷9= 10 

 
 

 

 

320÷8= 40* 

 

 

90÷3= 30 

 

* More output demonstrating an absolute advantage 

  

Productivity is a measure of the efficiency of a person, machine, factory, system, etc., in 

converting inputs into useful outputs. It is computed by dividing average output per period 

by the total costs incurred or resources (capital, energy, material, personnel) consumed in 

that period. Productivity is a critical determinant of cost efficiency. 

  Rice  
 (MMT) 

Country A Country B 
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The opportunity cost of producing 1 Kg of pork/ Rice 

  

 

Pork ½  MMT of rice*   3 MMT of rice 

Rice 2 MMT of pork 1/3 MMT of pork* 

* It shows that the country has a lower opportunity cost in producing the product, 

and thus Country A has a comparative  advantage in producing pork, Country B 

has a comparative  advantage in producing rice. 

   

Opportunity cost is defined as the value of the next-best alternative that must be 

given up when scarce resources are used for one purpose instead of another. 

Country B Country A 
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• Country A’s opportunity cost of producing I MMT of pork is 1/2 

MMT of rice, Country B’s opportunity cost of producing I MMT 

of pork is 3 MMT of rice. Thus, Country A enjoys a comparative 

advantage in the production of pork; so it should be specialize in 

pig raising. 

 

• Country B’s opportunity cost of producing I MMT of rice is 1/3 

MMT of pork, Country A’s opportunity cost of producing I MMT 

of rice is 2 MMT of pork. Thus, Country B enjoys a comparative 

advantage in the production of rice; so it should be specialize in 

planting rice. 
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Results of 11 months of collaboration in producing pig and rice 

  

 

Country A Country B 
Total 

(MMT) 
Months MMT Months MMT 

Pork 9 720 0 0 720 

Rice 2 80 11 330 410 

Total 

(Months) 
11 - - 11 - - 

1130 

22 
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Through specialization in production, Country A and Country 

B each has one month rest in the year, but they can increase 

production output; Assuming the rate of exchange between 

Pork and rice is 1 to 1, rice consumption can maintain their 

original level, but everyone can eat more pork. 
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Consumption of pork and rice after exchange 

  

 
Month MMT Month MMT 

9 
720 -240 

= 480 
0 

0 +240 
= 240 

720 

Rice 2 
80 +240 
= 320 

11 
330 -240 

= 90 
410 

11 - - 11 - - 
1130 

22 

Pork 

Total 

(Months) 

Total 

(MMT) 

Country B Country A 
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Current Global  

Economic Environment 
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Current Economic 

Environment 

Microeconomic Environment 
 

The study is focus on the determination of 

product price and quantity in an industry  

or a firm. 

Macroeconomic Environment 
 

The study is focus on the determination of 

Gross Domestic Product (GDP), employment, 

and general price level firm. 
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Sustainabl

e Industry 

Profits 

Power of 

 Input Suppliers 
Supplier Concentration 

Price/Productivity of 

Alternative Inputs 

Relationship-Specific 

Investments 

Supplier Switching Costs 

Government Restraints 

Power of 

Buyers 
Buyer Concentration 

Price/Value of Substitute 

Products or Services 

Relationship-Specific 

Investments 

Customer Switching Costs 

Government Restraints 

Entry 

 
Entry Costs 

Speed of Adjustment 

Sunk Costs 

Economies of Scale 

Network Effects 

Reputation 

Switching Costs 

Government Restraints 

Substitutes & Complements 

Price/Value of Surrogate Products 

or Services 

Price/Value of Complementary 

Products or Services 

Network Effects 

Government 

Restraints 

Industry Rivalry 

Switching Costs 

Timing of Decisions 

Information 

Government Restraints 

Concentration 

Price, Quantity, Quality, or 

Service Competition 

Degree of Differentiation 

Microeconomic Environment: Michael Porter’s Five Forces Model 
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Macroeconomic 

Economic Environment 

Hong Kong 

China 

Global 

Macau 

Taiwan 
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Hong Kong Macroeconomic Data 

• Census and Statistics Dept. 
       https://www.censtatd.gov.hk/home.html 

• Previous Budgets 
       https://www.budget.gov.hk/2018/eng/previous.html 

• Office of the Government Economist 

     https://www.oge.gov.hk/ 

• Policy Innovation and Co-ordination Office 
        https://www.pico.gov.hk/en/home/index.html 

• Hong Kong Economy Today 
       https://www.hkeconomy.gov.hk/ 

• The HK Centre for Economic Research 
       http://www.hkcer.hku.hk/ 

• IMF Country Report 
       https://www.imf.org/en/Publications/CR/Issues/2018/01/22/People-s-Republic-of- 

China-Hong-Kong-Special-Administrative-Region-Staff-Report-for-the-2017-45572 

http://www.info.gov.hk/censtatd/home.html
http://www.budget.gov.hk/2018/eng/previous.html
https://www.oge.gov.hk/
https://www.pico.gov.hk/en/about_us/PICO.html
https://www.pico.gov.hk/en/about_us/PICO.html
https://www.pico.gov.hk/en/about_us/PICO.html
https://www.pico.gov.hk/en/about_us/PICO.html
https://www.pico.gov.hk/en/about_us/PICO.html
http://www.info.gov.hk/hkecon/index.htm
http://www.hku.hk/hkcer
http://www.imf.org/external/pubs/cat/longres.aspx?sk=41577.0
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China Macroeconomic Data 

• National Bureau of Statistics of China 
       http://www.stats.gov.cn/ 
 

• The State Council 
       http://www.gov.cn/ 
 

• The National people’s Congress 
       http://www.npc.gov.cn/ 

 

• PBC 
       http://www.pbc.gov.cn/ 
 

• IMF Country Report 
       https://www.imf.org/en/Publications/CR/Issues/2018/07/25/Peoples-Republic-of-China-

2018-Article-IV-Consultation-Press-Release-Staff-Report-Staff-46121 

http://www.stats.gov.cn/
http://www.pbc.gov.cn/
https://www.imf.org/en/Publications/CR/Issues/2018/07/25/Peoples-Republic-of-China-2018-Article-IV-Consultation-Press-Release-Staff-Report-Staff-46121
https://www.imf.org/en/Publications/CR/Issues/2018/07/25/Peoples-Republic-of-China-2018-Article-IV-Consultation-Press-Release-Staff-Report-Staff-46121
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Macao Macroeconomic Data 

• Macao SAR 
       https://www.gov.mo/zh-hant/ 

• Macao Statistics and Census Services 
       https://www.dsec.gov.mo/home_zhmo.aspx 

• AMCA 
       https://www.amcm.gov.mo/ 

• IMF Country Report 
       https://www.imf.org/en/Publications/CR/Issues/2017/02/14/People-s-Republic-of-

China-Macao-Special-Administrative-Region-2016-Article-IV-Consultation-44661 

http://portal.gov.mo/web/guest/welcomepage;jsessionid=DF7C5A618634A428FAD530DB0CF9B084
http://www.dsec.gov.mo/default.aspx?lang=en-US
http://www.dsec.gov.mo/default.aspx?lang=en-US
http://www.dsec.gov.mo/default.aspx?lang=en-US
http://www.dsec.gov.mo/default.aspx?lang=en-US
http://www.amcm.gov.mo/cIndex.htm
http://www.amcm.gov.mo/cIndex.htm
https://www.imf.org/en/Publications/CR/Issues/2017/02/14/People-s-Republic-of-China-Macao-Special-Administrative-Region-2016-Article-IV-Consultation-44661
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Taiwan Macroeconomic Data 

• POC Government  

    https://www.gov.tw/Default.aspx 

•  National Statistics, Republic of China (Taiwan) 

     https://eng.stat.gov.tw/mp.asp?mp=5 

• Central Bank of the Republic of China (Taiwan) 

     https://www.dsec.gov.mo/home_zhmo.aspx 

http://www.gov.tw/
http://eng.stat.gov.tw/mp.asp?mp=5
http://www.dsec.gov.mo/default.aspx?lang=en-US
http://www.dsec.gov.mo/default.aspx?lang=en-US
http://www.dsec.gov.mo/default.aspx?lang=en-US
http://www.dsec.gov.mo/default.aspx?lang=en-US
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Global Macroeconomic Data 

• The World Bank:  Statistical Capacity Country Profile 
       http://datatopics.worldbank.org/statisticalcapacity/CountryProfile.aspx 

 

• International Monetary Fund: IMF DataMapper  
       https://www.imf.org/external/datamapper/NGDP_RPCH@WEO/OEMDC/ADVEC/WEOWORLD 

 

• Bank For International Settlements  
       https://www.bis.org/ 

 

• United Nations Economic and Social Council 
       https://www.un.org/ecosoc/en/ 

http://datatopics.worldbank.org/statisticalcapacity/CountryProfile.aspx
http://datatopics.worldbank.org/statisticalcapacity/CountryProfile.aspx
mailto:       https://www.imf.org/external/datamapper/NGDP_RPCH@WEO/OEMDC/ADVEC/WEOWORLD
mailto:       https://www.imf.org/external/datamapper/NGDP_RPCH@WEO/OEMDC/ADVEC/WEOWORLD
mailto:       https://www.imf.org/external/datamapper/NGDP_RPCH@WEO/OEMDC/ADVEC/WEOWORLD
https://www.bis.org/
http://www.un.org/en
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Sources: Emerging Markets Economic Data    

               Available at: http://www.emed.com.hk/forecast.html 

               (Accessed 25 November 2019). 
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Who controls the new globalized world?  

States or Transnational Corporations (TNCs)? 



General characteristics  

Transnational Corporations (TNCs) 

40 
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Transnational corporation may be defined as a firm which 

engages in direct investment in more than one country; that is, 

it owns and/or controls income-generating assets (factories, 

mines, plantations, etc.) in a number of countries, and is thus 

engaged in international production. 



The nature of TNCs  

• The number and size of TNCs have significantly increased in the second 

half of the past century and have caused a shift from an international 

economy to a globalized economy. 

• HQ in 1 country (in richer areas such as Japan and USA) , branches across 

world (in poorer areas with lower labour costs, lenient laws or government 

wants investment). 

• The main advantage of TNCs is the large scale of their operations which 

enables them to run efficiently and reduce operational cost. 

• Reduced cost from mass production leads to increased profits and so TNCs 

can invest heavily in research, marketing, advertising, and general 

development. 

• Acquisition of another domestic firm which already has foreign operations; 

virtually all TNCs include merger and acquisition as part of their 

development. 

42 
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Source: Fortune Global 500 

https://fortune.com/global500/2019/ 

The Top 10 Revenues ($M) 

1. Walmart US$514,405  

2. Sinopec Group US$414,649  

3. Royal Dutch Shell US$396,556  

4. China National Petroleum US$392,976  

5. State Grid US$387,056  

6. Saudi Aramco US$355,905  

7. BP US$303,738  

8. Exxon Mobil US$290,212  

9. Volkswagen US$278,341  

10. Toyota Motor US$272,612  

 The Global 500 rankings 



44 

How much 

is a trillion 

dollars? 

A trillion dollars is enough to give $400,000 each 

family in Hong Kong. 

The world’s 500 largest companies generated $32.7 

trillion in revenues and $2.15 trillion in profits in 2018.  
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Examples: 

 
McDonald's is the world's largest restaurant chain by revenue, serving over 69 

million customers daily in over 100 countries across 37,855 outlets as of 2018. 

 

Nike operates in 80 countries, its three major HQs are in Netherland, USA, and 

Hong Kong,   

 

The giant American conglomerate General Electric (GE) holds more assets 

abroad than any other non-financial firm in the world—over $500 billion worth. 

Its foreign assets make up over 70% of its total.  



46 



TNCs and LEDCs  

• NTCs have a very powerful influence on LEDCs and their 

economies. 

• In many cases they control most of, if not all, activities involved 

with a product from producing the raw material to processing, 

packaging, transportation, advertising, and sales. 

• They provide LEDCs with the necessary investment and the 

provision of skills and technology. 

•  However, they may decide to switch production from one 

country to another. (the decision are made outside the related 

LEDCs at the TNC HQ.  

47 



Advantages of TNCs 

48 



Disadvantages 
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• Damage to the environment by ignoring the local laws of 

the host country. 

• Profits going to companies overseas rather than locals. 

• little reinvestment in the local area. 

• Markets appear to be homogenizing. 

• Sweatshops 
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Top Challenges Businesses Face Today 

51 
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As the accelerating shift in the global economic landscape 

from Europe and North America to Asia, Latin America and 

Africa intensifies, global business enterprises are happening to 

find themselves operating in new and sometimes unfamiliar 

market environments. 
 

Such global dynamics create new opportunities, challenges, 

risks and threats, which would need to be understood if such 

businesses are to succeed. 



Economic environment and challenge 
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Opportunity Challenge 

Access to customers in new countries New competition for existing customers 

in domestic markets 

Learning about customers in new 

markets 
Adjusting products to local tastes and 

cultural peculiarities 

Access to new, cheaper sources of 

finance 
Global financial contagion 

Government incentives to relocate Costs of meeting a multitude of 

local/national laws and regulations 

Access to regional trading 

agreements/avoidance of trade barriers 
Exchange rate fluctuations 

Economies of scale Managing long supply chains 

Access to new resources (e.g. cheap of 

skilled labour, natural resources) 
New competition for local resources 

(e.g. more demand for labour pushing 

up local wage costs) 



Regulatory environment and challenge 

• Gaining a comprehensive understanding of the local laws and regulations 

governing your target markets is key. From tax implications through to 

trading laws, navigating legal requirements is a central function for any 

successful international business.  

• Eligibility to trade is a significant consideration, as are potential tariffs and 

the legal costs associated with entering new markets. 

• It is important to note that employment and labor requirements also differ by 

country.  

•  Determining acceptable payment methods and ensuring secure processing 

must be a central consideration for businesses who seeks to trade 

internationally 

• Depending on your industry, it can make much more sense to bring in a 

consultant to help with these areas rather than trying to understand the 

complexities yourself — and risk fines or worse for non-compliance. 
54 



Cultural environment and challenge 

• Beyond abiding by official laws, engaging in international business 

often requires following other unwritten cultural guidelines. This 

can prove especially challenging in emerging markets with ill-

defined regulations or potential corruption. 

• Good communication is at the heart of effective international 

business strategy. However, communicating across cultures can be 

a very real challenge.  

• Cultural differences can also influence market demand for your 

product or service. 

• Corporate social responsibility issues. 

• Capricious political environments/political risk /bias in favors of 

domestic companies. 
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Ecological environment and challenge 

• As the environmental risks and effects of climate change are becoming 

better understood, sustainability is high on the agenda of many major 

global corporations. Recent international legislations and proposals, such 

as the UN’s Sustainable Development Goals, have put environmental 

issues at the forefront of international business development. 

• It is important to be aware of the country-specific environmental 

regulations and issues associated with your industry. Some key 

considerations include how your production methods might impact the 

local environment through waste and pollution. 

• Beyond a legal or ethical incentive to be more eco-friendly, establishing 

environmentally conscious business practices can attract new, forward-

thinking consumers to your company.  

• There is an opportunity and demand for changing production methods 

and consumer behavior to establish a more sustainable future for the 

environment and society as a whole 

56 
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How much blame can we place on ourselves for the expansion 

of transnational corporations in its unjust globalized practices? 

(Keeping in mind that we are the consumers of these tainted 

goods and services who these corporations profit from) 
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Thank you  

for your attention！ 


