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Preface

The title Nations and Firms in the Global Economy: An Introduction to International
Economics and Business reflects our main motivations for writing this book. It con-
tains the six core elements we address (i) introduction, (ii) the global economy,
(iii) nations, (iv) firms, (v) international economics and (vi) international business.
We briefly review these components and their interaction in this preface.

Introduction Our book is an introduction to the subject, indicating that our
target audience consists of students interested in (international) economics and
(international) business for whom this is the first structured encounter with the issues
discussed, who wish to get acquainted with the facts and forces of the hotly debated
globalization process. Depending on the background of the student and the type of
programme (s)he is enrolled in, this first encounter could be in different parts of the
curriculum, although it will usually be in the first or second year of an undergraduate
programme. For other interested readers, this book offers an up-to-date introduction
to what we know about globalization, its drivers and its consequences, particularly
from an economics and business perspective. The preliminary requirements for a
proper understanding of our book are limited. We assume that the reader has taken
an introductory (micro and macro) economics course, and that (s)he has some grasp
of elementary mathematics allowing him or her to understand simple graphs and
equations. We also provide some technical material in boxes, as quick reminders of
essential concepts.

The global economy We analyse the global economy—or, as it is more popularly
known: the globalization process. As this is an introduction to the global econ-
omy, we define in chapter 1 what we mean by ‘globalization’ and what we will and
will not analyze in the sequel. Throughout the book, we provide ample empirical
information on the globalization process so that we may distinguish between fact
and myth. In presenting the facts, we show longer time series than most textbooks
or popular introductions. This enables readers to place current developments into
their proper perspective, providing a better understanding of the developments giv-
ing rise to today’s complex structure of the international economy. We address all
the major economic components of the globalization process, both real and mon-
etary. We discuss international trade and capital flows, foreign direct investments
(FDI), multinational firms, exchange rates, financial crises, outsourcing, economic
development, location and much more. In doing so, the emphasis will be more on
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international trade and capital mobility, and less on international labour mobility,
which reflects the fact that in economic terms international trade and capital flows
are much more important than international labour migration, as we shall show.

Nations A proper understanding of the globalization process necessarily looks
at the role of nations, governments and international organizations.

e Why do nations specialize in the export of certain types of goods and services, and
import others?

o Isspecialization always beneficial, or are there winners and losers from the globaliz-
ation process?

e If so, who are these winners and losers?

e Why do governments adhere to particular policies regarding exchange rates, trade
flows and capital mobility?

And so on and so forth. We address these and other issues from both a theoretical

and a practical point of view by giving many empirical examples and discussing

numerous case studies.

Firms In many respects, the decisions by individual (multinational) firms pro-
duce the most important driving forces behind the globalization process, ultimately
determining international trade, capital flows and FDI. Naturally, these firms react to
the conditions of the economic environment in which they operate, which is deter-
mined to a considerable extent by governments and international organizations.
Firms therefore both shape the global environment and are shaped by it. Through-
out the book, we discuss the forces with which firms are confronted, the competitive
forces they unleash and how the interaction of these powers influences the firm’s
organizational structure, human resource management (HRM), corporate gover-
nance and other issues internal to the firm. Here, our focus is on the multinational
enterprise (MNE).

International economics To some extent, it could be argued that the international
economics literature tends to emphasize the role of nations (and comparative advan-
tage) rather than the role of firms in the globalization process. This is, of course, not
entirely accurate as the role of the industrial organization and international business
literatures, and thus the factors influencing the organizational structure of indi-
vidual firms, is becoming increasingly important in the international economics
curriculum. We argue, therefore, that it is becoming increasingly clear that the latter
type of analysis complements the former. Compared to other introductory text-
books on international economics, the primary goal of our book is not to cover the
whole field, but to focus on those theories and insights that help us to understand
the economic causes and consequences of globalization, as well as the role played
by both nations and (multinational) firms. To give just one example, monetary
policy is discussed in our analysis of international capital mobility, but we do not
dwell on issues such as the conduct of monetary policy or the theory of monetary
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integration as such. We discuss such issues only if they are relevant within the con-
text of the main theme of our book. This also means that when it comes to under-
standing the global economy, we cover a lot more ground than other introductory
textbooks.

International business Itcould be argued that the international business literature
tends to emphasize the role of firms (and competitive advantage) rather than the
role of nations in the globalization process. This, too, is not entirely accurate as the
international economic environment in which the (multinational) firm operates is
an increasingly important part of the international business curriculum. Once again,
the latter type of analysis complements the former, which is the reason we combine
these perspectives throughout the book. After all, MNEs do not operate in a vacuum —
on the contrary, they must take account of all kinds of issues related to international
economics, from exchange rate fluctuations and capital market restrictions to fiscal
policies and labour market conditions.

To complement the material presented in this textbook, there is a website avail-
able providing additional information and supporting material. Its location is:
www.charlesvanmarrewijk.nl.

The website provides: (i) background information on the structure of the book;
(ii) background information on the authors; (iii) additional illustrations and data
material, such as all the figures and tables used in the book; (iv) different types of
exercises for self-study, as well as answers to (a subset of) these exercises; (v) other
self-study material; and (vi) updates, and links to useful other sources of information.
The choice of posting questions on a website rather than including them in the book
itself is motivated by the important advantage that it allows us to integrate and
respond to recent developments in the global economics and business environment
in the questions posed.

Parts of this book were written during a visit by Brakman, Garretsen and van
Marrewijk to the Department of Economics at Princeton University in June—July
2003, and duringa visit by van Marrewijk to the School of Economics at the University
of Adelaide in 2004. We are grateful to Princeton University and the University of
Adelaide for their hospitality. In particular, we would like to thank Avinash Dixit,
Gene Grossman and Ian McLean for making these visits possible. Moreover, we are
grateful for financial support from the University of Groningen (Brakman and van
Witteloostuijn), Utrecht School of Economics (Garretsen), the Erasmus University
Trust Fund (van Marrewijk), the University of Adelaide (van Marrewijk) and the
University of Durham (van Witteloostuijn).

We would also like to thank Bart van Ark, Gerrit Faber Karl Farmer, Peter Kenen,
Henryk Kierzkowski and Chris Harrison for help in finding relevant data, and for
providing useful comments and suggestions. Steven Poelhekke provided able research
assistance for parts of this book. Harry Garretsen would also like to thank Hans van
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Ees, Hans Groeneveld and Ralph de Haas for the opportunity to make use of previous
mutual work.

Steven Brakman
Harry Garretsen
Charles van Marrewijk and
Arjen van Witteloostuijn
Groningen, Utrecht, Rotterdam and
Groningen—Durham
February 2005
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ASEAN Association of Southeast Asian Nations

BCG Boston Consulting Group

BIS Bank of International Settlements

boe barrels of oil equivalent

BPR business process re-engineering

CEE Central and Eastern European

CEO chief executive officer

CFO chief financial officer

CIF cost, insurance, freight

CIS Confederation of Independent States
COMESA Common Market of Eastern and Southern Africa
CPE centrally planned economy

FDI foreign direct investment

EADS European Aeronautic Defence and Space Company
EFTA European Free Trade Association

EIC East India Company

EITF Emerging Issues Task Force

EMS European Monetary System

EMU European Monetary Union

EMBI Emerging Market Bond Index

ERM Exchange Rate Mechanism (EU)

EU European Union

EVA economic value added

FOB free on board

FSU former Soviet Union

FTA free trade area

GAAP Generally Accepted Accounting Principles (US)
GATT General Agreement on Tariffs and Trade

G(CI gross capital income

GDP gross domestic product

GGDP Groningen Growth and Development Centre
GNP gross national product

HGB German Commercial Code
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XXVi Glossary

HRM
IB

ICP
ICRG
ICT
1E

IFI
IES
IMF
10
IPO
IT
ITC
JIT

VvV
M&As
MC
MERCOSUR
MFN
MITI
MNC
MNE
MPC
MR
NAFTA
NIC
NIO
NTB
NW
NYSE
OECD
OLI
PPC
PPP
PTA
PWT
R&D
SAR
SDR
SDRM

human resource management

international business

International Comparison Project (UN)
International Country Risk Guide
information and communication technology
International economics

international financial institution
International Financial Statistics (IMF)
International Monetary Fund

industrial organization

initial public offering

information technology

International Trade Commission (US)
just-in-time

joint venture

mergers and acquisitions

marginal costs

Southern Common Market
most-favoured-nation

Ministry of International Trade and Industry (Japan)
multinational corporation

multinational enterprise

marginal productivity of capital

marginal revenue

North American Free Trade Agreement
newly industrializing country

New International Order

non-tariff barrier

Net worth

New York Stock Exchange

Organization for Economic Cooperation and Development
Ownership, Location and Internalization (Dunning)
production possibility curve

purchasing power parity

preferential trade agreement

Penn World Tables

Research and Development

special administrative region (Hong Kong)
Special Drawing Rights (IMF)

sovereign debt restructuring mechanism
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xxvii  Glossary

SEC

S-1
SITC
SOE
SSA
TFP
TNE
TNI
UDROP
UTP

UN
UNHCR
USTR
VMPL
VOC
WB
WTO

Securities and Exchange Commission (US)
savings—investment (model)

Standard International Trade Classification
state-owned enterprise

Sub-Saharan Africa

total factor productivity

transnational enterprise

TransNationality Index

universal debt rollover option with a penalty
uncovered interest parity

United Nations

United Nations High Commissioner for Refugees
United States Trade Representative

value marginal product of labour

Verenigde Oostindische Compagnie

World Bank

World Trade Organization
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Suggested course structure

Our book consists of five parts — Introduction (part 1), Firms, trade and location
(part II), Capital, currency and crises (part III), Policy, dynamics and organization
(part IV) and Conclusion (part V). As the name suggests, part I provides an intro-
duction into the world economy. We recommend that any course based on this
book should always start with studying chapters 1 and 2. Part II concentrates on
the real aspects of the global economy and analyzes, for example, production struc-
ture, trade flows, multinational firms and migration. Part III concentrates on the
monetary aspects of the global economy and analyzes, for example, exchange rates,
capital flows, investments, risk and uncertainty and financial crises. Depending on
the focus of the course and the available time, either part IT or part III can be skipped.
We recommend that any course focusing on the real aspects of the global economy
should study chapters 3-5 in sequence. Similarly, we recommend that any course
focusing on the monetary aspects of the global economy should study chapters 6-9
in sequence. The first two chapters of part IV present important topics with a real—
monetary combination. Both could be dealt with in a course skipping either part II
or part III of the book, although a more complete comprehension is obtained when
both parts are studied before turning to these chapters. Independently of the details
of the course structure, we always recommend that any course should conclude by
studying chapter 12 (on the organizational implications for the firm of operating in
a global environment) and the two chapters of the concluding part V (an evaluation
of globalization, from both a macro and micro perspective).
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