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Abstract. Globalization has changed the world. This paper aims to contribute to
the understanding of how companies’ competitive situation is affected by glob-
alization. The paper identifies the main drivers of economic globalization and
categorizes the effects into size effects, location effects and pressure effects.
Size relates to the magnitude of the potential competition. Location relates to
the potential impact on a company’s activities in terms of what to do where and
by whom. Pressure effects are the ones that are related to competitive pressure.
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1 Introduction: Globalization, Effects and Company
Competition

Globalization has changed the world and the competitive situation of companies, and
has affected us as individuals. The objective of this study is to contribute to the under-
standing of how globalization affects the competitive environment of companies. The
drivers and effects from globalization are identified and defined, and their impact on
the forces of competition evaluated.

A review of existing literature was carried out to identify a list of the main drivers
of the economic globalization, and to establish the main effects from these drivers that
are relevant in terms of affecting the competitive situation for companies. The ap-
proach focused on the impact on Michael Porter’s [1] model of the competitive situa-
tion and on the value chain.

1.1 Globalization as a Process

The term ‘globalization’ is used in literature in a variety of settings and contexts to
account for a number of different things. According to Stiglitz [2], the phenomenon of
globalization encompasses the international flow of ideas and knowledge, the sharing
of cultures, global civil society and the global environmental movement. Steger [3]
separates globalization into four dimensions, namely economic, political, cultural and
ecological. However, he stresses that the dimensions are overlapping and intercon-
nected. For the objective of investigating the effects of globalization on companies’



competitive situation, we will limit our use of the term to economic globalization,
which according to Stiglitz [2] entails the closer economic integration of the countries
of the world through the increased flow of goods and services, capital and labor.

Another necessary limitation and clarification arises from the fact that, according
to Steger [3], the term ‘globalization’ is used to describe a process, a condition, a
force, a system and an age. We choose here to use the term ‘globalization’, in accord-
ance with Ellwood [4], to be the process of accelerating integration of the global
economy. The process is characterized by movement toward greater interdependence
and integration [3].

By defining globalization as a process, we have defined it to be something that
brings us from one state to another [3]. Globalization is ongoing, indicating that the
process will continue and that we have not reached the end state yet, though our
economies and markets have come to be marked by the process and are molded to-
ward the end state. We therefore define globalized markets as markets that have be-
come significantly marked by the integration of the global economy, not ones that
have come to an end state of globalization. Similarly, we define globalized economies
as economies that have become significantly marked by the integration of the global
economy. Defining globalization as an accelerating process signals an expected inten-
sified movement in this direction.

1.2 Porter’s model of competition

Harvard professor Michael Porter’s model of the five forces on competition [1] (see
Figure 1) has become one of the most established approaches to view competition. It
can be used for industry competition or for a company’s place within an industry
competition. With the introduction of the model of the five forces of competition,
Porter lifted the view on competition from being focused on the rivalry between com-
petitors in an industry to include a number of other potential competitors: the suppli-
ers through their bargaining power, the buyers of the industry’s products through their
bargaining power, the potential threat from new entrants to the industry competition,
and finally the threat of substitutes through their potential to take market shares from
the industry. The model thus introduced a new dynamic situation where players from
all these forces over time are potential competitors, instead of a previously more static
picture focused on the existing rivals.
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Fig. 1. The five forces of competition [1] as represented in [5]



However, to be able to assess the impact of globalization on the competitive situation,
we will also need to address another of Porter’s concepts, namely the value chain [5].
The value chain offers a view of a company as a set of interlinked activities. Porter
argues for the necessity of addressing the strategic choices for the individual activities
to gain competitive advantage. The activities in the model are shown either as sequen-
tial, as part of the production process, or as support activities. The model is shown in

Figure 2.
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Fig. 2. The value chain from Porter (1985)

The question formed here is: What are the drivers and effects of globalization that
affect the model of the five forces of competition? To evaluate this, we start by inves-
tigating what the literature on the subject has to say on what are the different drivers
and the effects of these.

2 Drivers of Globalization

It is emphasized that in the evaluation of drivers of globalization the focus is on the
ones that are considered to have a significant effect on the competitive situation of
companies. Politics and social factors are major forces behind globalization (e.g. [2],
[6], [7], [8], [9]) and have led to the reduction of trade barriers and economic reforms,
paving the way for economic integration. Stiglitz [2] claimed that politics shaped
globalization. In this evaluation it is considered a predecessor event and omitted.

In evaluating the effects of globalization, it can be useful to separate drivers and ef-
fects, though both can affect the competitive situation of a company. The drivers of
globalization are the forces that lead towards closer economic integration. Rather than
setting up a comprehensive list, the paper focuses on the factors mentioned most in
the literature. These can be summarized as:

* Lower trade barriers

* Lower transportation costs

¢ Lower communication costs

* Information and communication technology (ICT) development
* Spread of technology



2.1 Lower Trade Barriers

Lower trade barriers are recognized as one of the main drivers. The International
Monetary Fund (IMF) [10] states that the expansion of world trade through the elimi-
nation or reduction of trade barriers, such as import tariffs, is a core element of glob-
alization. Lowering trade barriers involves more than just reducing import tariffs; the
IMF further mentions openness to foreign technology, investments (especially foreign
direct investments), and a participation in — and integration with — the global econo-
my. Defined this way, the lowering of trade barriers includes the attaching of national
economies to global trade, as has gradually happened with India and China. (See e.g.
[6] and [8])

2.2 Lower Transportation Costs

Lower transportation costs and lower communication costs are described by Stiglitz
[2] as the main parts of economics that are driving globalization. Lower transportation
costs enable products manufactured far from the market to become more competitive.
Rubin [11] demonstrates how changes in fuel and transportation costs act the same
way as changes in import tariffs on products manufactured far from the market. Re-
duced transport costs have enabled the world markets and economies to become more
linked together and integrated.

2.3 Lower Communication Costs

The same applies to communication costs. The costs of international or overseas
phone calls have been reduced significantly over the last two decades. According to
Friedman [6], the massive investment in IT-infrastructure, especially fiber optic ca-
bles, up to the dot.com bust in 2001 and the subsequent lowering of data transfer cost
to practically zero was one of the main drivers of globalization.

2.4  Information and Communication Technology Development

It is not just the cost of communication that has improved; it is the whole way we
communicate and interact. Over the last two decades we have seen the internet evolve
and spread as a source of information as well as a tool for communication. The latter
is shown in terms of e-mails taking over from normal post, cheaper solutions for
phoning, video conferencing, massive amount of data transfer and so on. Friedman [6]
further points to the evolution of shared work platforms that enable people from dif-
ferent locations to work together on the same project as one of the things that have a
significant effect on how we work and share work between locations. Milberg and
Winkler [12] note that the progress in electronic communication has enabled the mas-
sive expansion of international supply chains, that again lead to more foreign invest-
ments and aligning with foreign suppliers, creating the potential for cost reductions.



2.5 The Spreading of Technology

The potential from the developments in information and communication technology
could not be achieved if not for the widespread use of the technology. Former HP
CEO, Carly Fiorina (cited in [6]), described how everything from photography, word
processing, architectural drawings to home appliances are being digitized and can be
transmitted, shaped and manipulated from other locations wirelessly on a computer or
by handheld devices like PDAs or cell phones. The digitization thus plays its part in
globalizing the world, but without the spread of the technology to link to this infor-
mation (PCs, PDAs, smartphones, iPads and so on), the digitization would not help
much. James [13] argues that much of the difference in growth patterns in the devel-
oping world comes from exactly this: the difference in the spread of information tech-
nology. Manufacturing and production technologies are other enabling technologies
that are spreading [14], and access to technological progress gathers speed. The
spread of technology, whether in the form of information technology or for manufac-
turing or agriculture, is as important as its development in the first place and is con-
sidered a driver of globalization.

3 Effects of Globalization

The literature study further identified numerous effects of globalization in various
areas. These effects were evaluated in terms of which could influence the competitive
situation of companies. The ones that had an influence were grouped according to
how they could influence the situation. The effects of globalization on companies’
competitive situation have therefore been grouped under three headings: size, location
and pressure. Size covers the factors of larger market potential, larger numbers of
potential clients, larger numbers of potential competitors, and larger numbers of po-
tential suppliers and co-operating partners. Location covers disaggregation of value
chains, offshoring, outsourcing, and complex supply chains. Pressure covers cost and
price pressure, higher rates of change, more diverse markets, lower start-up barriers,
and lower visibility.

3.1 Size Effects

The market in which a company is competing is no longer one or a group of regional
geographically isolated markets. According to a study by Harvard University ([15]
cited in [6]), “the global economic world” in 1985 consisted of North America, West-
ern Europe, Japan and parts of Latin America, Africa and the countries of East Asia,
and the total population of this area participating in international trade was about 2.5
billion people. By 2000 the former Soviet Union, India and China had joined the
global economy and its population had expanded to 6 billion people. As the trade
barriers have come down, most of the globe acts more like one single market. That
does not imply that it is one homogenous market place, but that the markets are being
linked together, hurdles that prevented foreign competition have gradually been re-
duced and that it is possible for others to enter. The national markets may be diverse,
but the market potential for products and services is to a large extent now global not



local. This means that for an individual company’s or an industry’s products and ser-
vices, the market potential is larger where previously there was segmentation through
limitations in the geographical reach of the industry boundary. As a natural conse-
quence of the increasing total market, so the number of potential clients, number of
potential competitors, and the number of potential suppliers and co-operating partners
also increase. The literature has focused more on the increased competition (e.g. [16],
[7] and [17]) than on increased markets and the potential and challenges related to
suppliers and co-operating partners.

3.2 Location Effects

Location addresses the globalization effects that have a potential impact on a compa-
ny’s activities: what activities to do where and by whom. Fragmentation of the pro-
duction process has become a major theme in international economics research (e.g.
[18], [19], [20], [21]). Krugman [22] referred to this phenomenon as “slicing up the
value chain” and argued 16 years ago that this is one of the major trends in interna-
tional trade, resulting in higher growth in trade than in the underlying growth in val-
ue-adding or the gross domestic product (GDP) of countries. This higher trade growth
comes from the increased options of locations across borders for the value-adding of
the different slices of the value chain resulting from lower barriers for the flow of
goods, capital and technology. Exploiting these options is normally termed ‘offshor-
ing’ and has become another major theme in research (e.g. [23], [12]). Offshoring
may be defined as transnational relocation or dispersion of activities in line with Doh
et al. [24]. Some of these relocations of activities across borders happen within the
firm by setting up their own facilities, normally termed Foreign Direct Investment
(FDI), and some of the relocations happen in the form of outsourcing to other compa-
nies.

For the last 20 years there has been a general trend in corporate restructuring to
concentrate on the core activities and outsourcing of a range of business functions
[25]. For firms that they studied, Mudambi and Venzin [23] noted that “the magnitude
of offshoring appears to be increasing for all firms. However, the magnitude of out-
sourcing is not uniform.” This implies that while companies continue to relocate ac-
tivities to low-cost countries, the setting of firm boundaries varies. Lau and Zhang
[26] find that the main economic factors of outsourcing are cost reduction, cost sav-
ings and reduction in capital investment. Levy [27] argues that what has enabled these
latest forms of offshoring and outsourcing is “the increased organizational and tech-
nological capacity of companies, particularly multinational companies, to separate
and coordinate a network of contractors performing an intricate set of activities.”
These increasingly more complex supply chains “are playing an increasingly crucial
role in the competitiveness of companies and national economies” [28].

33 Pressure Effects

The last grouping of factors is related to competitive pressure. Liemt [29] states that
“economic globalization has intensified competitive pressures.” The increased pres-
sure comes along several axes at the same time. Cost and price pressure has increased
(e.g. [30], [20]) as a result of the new openness of economies. The pressure to cut



costs in order to stay competitive acts in a loop so as to put increased pressure on
further offshoring and outsourcing of activities, and also on further specialization or
fragmentation of the value chain. There is also a higher rate of change in a company’s
competitive environment (e.g. [7], [6]). The higher rate of change relates to product
cycles, production technology, competitors and customer preferences. Another factor
that adds to the pressure is the added diversity of the market (e.g. [16]). With industry
boundaries changing to becoming global, added complexity comes from the diversity
within this new larger market. Competitors can have a larger global potential, but to
achieve it this added diversity must be addressed, and companies that are better at it
will gain a competitive advantage. The spread of technology and information has also
led to lower start-up barriers for setting up companies (e.g. [6]). Another factor that
relates to the model is lower visibility. In a regional geographic market prior to glob-
alization, a medium-sized company could have a relatively good overview of its com-
petitive situation. We can visualize this by a pie chart where white represents the
known part, black the unknown, and gray the ‘hinted’ part which is suspected or on
which some partial knowledge exists. The expansion from regional to global then can
be represented as in Figure 3. In the new markets it is generally more difficult to get
an overview, and it might be impossible to get the full picture. This representation can
be used on all the different parts of the competition model, to represent the direct
competition, potential buyers and suppliers alike.

Fig. 3. Reduced visibility in the integrated market (white representing known, gray representing
partly known, and black representing the unknown part of the competitive situation)

-

4 Concluding remarks

Based on a literature study, the main drivers of economic globalization that affect the
competitive situation have been identified to be lower trade barriers, lower transporta-
tion costs, lower communication costs, ICT development and the spread of technolo-
gy. These have a number of effects that have been grouped into the areas of size, loca-
tion and pressure according to how they influence the competitive situation as shown
in Figure 4.
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Fig. 4. The drivers and effects from globalization affecting the competitive situation




The size effects relate to the fact that as the markets of the world comes closer to-
gether, the market potential for individual companies increase several-fold, but the
number of potential competitors increases too. Larger number of potential customers
increases the potential, but also the complexity.

Location effects relate to the increased fragmentation of value chain into smaller
and more standardized activities, and to the increased use of outsourcing and/or off-
shoring to relocate activities to the outside of the company or to other low cost coun-
tries.

Pressure effects relate to the factors that increase the pressure on the competitive
situation. These include a higher cost and price pressure, higher rate of change, more
diverse markets, lower start-up barriers and lower visibility. Higher rate of change can
include rate of change for products (shorter product cycles) changes to production
technology or changes in competitors. The competitive situations of companies are
changing at an unprecedented rate.
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