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CHAPTER2 GLOBAL DIMENSIONS OF SUPPLY CHAINS

Learning OBJECTIVES

e Appreciate the complex issues facing managers of global supply chains and the
challenges of the more volatile global economy

e Understand the rationale for global trade flows (imports and exports) and especially
the concepts of absolute and comparative advantage in explaining international trade

e Discuss the role and importance of the Factors of Production in providing a trade
advantage to countries and/or regions for participating in global trade

e Appreciate how population size and age distribution differ among various countries
and the impact that they have on their economic growth and vitality

e Recognize and understand how the growth in urban areas around the world provides
challenges and opportunities for their countries especially, the development of the so-
called mega-cities

e Discuss the challenges and importance of migration for the economies of the world,
especially the developed countries

e Understand the internal and external roles of technology and information systems for
economic growth and development

e Appreciate and discuss the trade flow volumes (imports and exports) among and
between countries of the world

e Recognize and appreciate the importance of the various trading partners of the United
States

e Discuss the importance and nature of the major trade agreements that impact the
United States and its trading partners

INTRODUCTION

Global Supply Chains are dependent on the efficient and effective flow of commerce
between and among the countries and regions of the world. There are numerous
factors that can impact and influence the flow of global goods and services, especially
economic and political factors. Before discussing the Global Drivers, the rationale for
global and regional trade will be summarized.

RATIONALE FOR GLOBAL TRADE AND COMMERCE

As European countries advanced economically, particularly during the 18" century,
there was a growing awareness of the potential value of international trade. Adam
Smith in his renowned treatise, THE WEALTH OF NATIONS, provided not only a
rationale for a market economy based upon competition, but also advanced a rationale
for trade among nations called the Theory of Absolute Advantage. Smith argued that
countries would be better off if they would trade commaodities where each country had
an economic or cost advantage for one or more of the products that they produced

The underlying logic of Absolute Advantage was also used by Adam Smith to

advance the rationalization what he called “division of labor” or specialization of
labor.
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The theory of Comparative Advantage was advanced about 40 years later by several
economists. The analyses were also somewhat simplistic because not all of the
relevant costs were considered. However, the logic was sound as long as total landed
costs were considered. The importance of both Absolute and Comparative advantage
is they demonstrate that global trade and related global supply chain flows can be
based not only upon scarcity of items among countries but also differences in the cost
of production with implicit benefit to all parties involved.

Later economists explored more fully the rational of global trade and specialization.
The Factor Endowment Theory postulates that when a country has more of one of the
four so-called Factors of Production (land, labor, capital and entrepreneurship), they
may have a comparative advantage in producing one or more products.

The current more complex global economy means that there are more variables than
the traditional factors of production that can provide advantages to countries and be a
basis for global trade flows. Some of these factors help to explain the development of
the so-called BRIC (Brazil, Russia, India and China) and VISTA (Viet Nam,
Indonesia, South Africa, Turkey and Argentina) countries. India and China have
developed and prospered in recent years because of improved global transportation,
faster communication systems, population growth, education, and technology
advancement.

CONTRIBUTING FACTORS FOR GLOBAL COMMERCE AND SUPPLY
CHAIN FLOWS

Essential factors for economic growth and increased development of global trade
flows include population growth and age distribution, urbanization, land and
resources, economic integration, knowledge dissemination, labor mobility, financial
flows and investment in infrastructure by public and/or private sources, faster
communication systems, improved financial services for the effective flow of goods
and services. These factors are the driving forces for globalization around the world
and need to be discussed in order to understand the future course of global trade and
development.

Population and Distribution

The top ten countries account for almost 60% of the total world population.
Interestingly, two countries account for about 36% of the total, China and India. The
U.S. is a distant third and China and India have over four times as many people as the
U.S. Another interesting statistic is that India is projected to have a larger population
than China by 2050 and that Russia (#9) and Japan (#10) are projected to have fewer
people in 2050 than they had in 2015.

The sheer size of the populations in China and India will provide these two countries
with a potential economic advantage in terms of labor for growth as long as the
economies can support that population size. The decrease in size for Russia and Japan
reflects an aging population and has the potential of being an economic disadvantage
in terms of labor availability and the social cost to support an aging population.
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The median age is increasing, with one exception, over the course of the four years
for all categories. Developed countries have the highest median age in each year, and
the least developed counties have the lowest median age. The differences are
generally explained by the level of education, quality of health care and economic
well-being. The difference in median age between the most developed and least
developed is interesting to note. It is 21 years in 2010 and 2025 but drops to a
projected 18 years by 2050. Overall, however, the challenge is evident that the more
developed countries have a lower birth rate and an aging citizenry which has
implications for future economic development and prosperity.

Japan and three European countries are projected to have populations with median
ages over 50. The aging populations in these countries will result in increased health
care costs and a reduction in the size of the working population. This could result in a
lowering of labor productivity and increased taxes. The consequences of this
phenomenon could mean high unemployment, scarcity of some resources, and a need
for more housing, infrastructure (water, sewers, roads, etc.) education and other
services thus straining their economic viability even more. However, the size of the
potential workforce can attract industries that are labor intensive. Migration to
countries with aging populations is another possibility if not constrained. From the
perspective of world business and global supply chains, this data has some important
implications relative to economic growth, market size and development, capital flows,
labor availability consumer needs and utilization of natural and strategic resources.

A related issue is urbanization with the increase in migration in many countries from
rural areas to cities or urban areas. As one would expect this shift will be most
profound in the less and least developed countries of the world. The United Nations
projects by 2025 that 50% or more of the total Asian population will be in cities with
China having the largest urban population. A new category of city has been identified,
namely, Megacities (10 million or more inhabitants) which is a manifestation of the
migration to urban areas. One of the interesting and important dimensions of the new
Megacities is “where” they will develop.

The private sector can play an important role in the developments of these large urban
communities. The sheer size and density of the cities will require much effort and
innovation. To address the infrastructure shortages of transportation, fresh water,
sewage disposal, health services, educational facilities, etc. Meeting these needs will
require public and private funding. Global trade flows and global supply chains will
be impacted and businesses must be prepared to take advantage and participate for the
welfare of the citizenry.?

Migration can be disruptive and dysfunctional when it occurs with large numbers
under conditions of political upheaval. Absorbing that crush of humanity strains the
existing economic and social systems and causes unstable conditions. However,
humanitarian concerns dictate that every effort possible be made to accommodate this
mass migration from Syria and other nearby countries. The European Union countries
have felt the major impact of migration pattern because of their proximity and
economic status.

The United States should be given some attention. Table 2.4 addresses the U.S.
population (third largest) by age and gender for five years from 2010 to 2014. While
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the population has increased during this period, the increase has been modest, an
increase of about 9.5 million people over the five year period. Interestingly, there are
more females than males which is primarily due to their longer life expectancy. The
median age has remained stable during this period unlike some other developed
countries because of migration from various countries of the world

Land and Resources

Two other “Factors of Production” land and resources are also important for
economic advancement and development. These are general terms and would include
such items as energy, food and water which are critical for economic viability and
future development. Technology can play an important role in mitigating scarcity of
key resources, from desalinization of ocean water and fracking for gas and oil
production to bio-technology for improving crop yield and agricultural production.
Public and private sector collaboration and partnerships, could be very instrumental in
alleviating global economic disparities that currently exist around the world.
Investment in infrastructure will be required but most important will be the
elimination of terroristic acts along with economic and political stability!

Technology and Information

Technology has two important dimensions. It can be viewed as an internal change
agent that can enhance organizational efficiency and effectiveness and enhance the
ability to compete in the global marketplace. Technology, however, can also be
viewed as an external driver of change similar to globalization. In fact, one could
argue that its external role in recent years has moved technology ahead of
globalization as an agent or driver of change. The rapid development of new
technology whether it be hardware or software has changed the “rules of engagement
and enabled new sources and forms of competition and especially new “business
models”.

9

The availability and sharing of such information has become a major force for driving
competition and the development of new business models. A very important outcome
of these developments has been the opportunities for expanding global participation
with efficient and effective supply chains via outsourcing to other countries of the
world. It has made it possible for relatively small companies to participate in some of
the processes and expand their footprint.

Global Supply Chain Flows

As indicated previously, early in the 21% century there was frequent reference made to
the acronyms, the BRIC countries and the VISTA countries. The former were
identified as the top emerging economies and the latter as developing at a fast pace..
The development of global supply chains provided an opportunity for these
economies to participate in the global landscape because of material resources, the
size of their workforce, their technical skills or some other economic advantage that
made them attractive to companies from more developed economies. Their population
size also made them attractive as potential markets to businesses in the United States,
the European Union (E.U.), and Japan. They were hailed as a sign of more global
economic balance, and one author declared that the “world was becoming flat” on an
economic development basis.® Their status at the time was largely based on inherent
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factors of production and related development. At this point there have already been
some shifts and the future importance of some of the VISTA countries is not clear.
The political upheaval occurring during the 2" decade of the 21 century along with
terrorism have disrupted some economic development, Never-the-less, global supply
chain flows are significant and an examination of some of the related trade data
provides some important insights into the significance of various countries on the
world stage.

Figure 2.2 and the related Table provides data on the volume of export trade moving
from the top 12 countries of the World and the associated world map depicts
numerous circles which indicate, by their size, the volume of exports .Looking at the
map with its numerous circles indicating exports or out flow of merchandise, it
reflects good news and bad news. The good news is the number of countries
participating in exporting or global commerce. The bad news is the disparity among
the countries in terms of volume of exports. Certainly, some of this is attributable to
the size of the country, its stage of economic development, and the value of the
merchandise being exported, but the concentration of economic power is obvious.

The Table indicates that the European Union as a whole with its 28 countries is the
leader in terms of exports. This listing may seem unfair to some readers. But, the total
geographic size of the E.U. is smaller than of Russia and China, for example, and it is
considered an economic entity. Also, it is interesting to note, that in spite of their
relatively small geographic size, four European countries are among the top nine
countries on the list. Overall, the EU is an important component of the global
economy and a major economic force.

China is the leading individual, exporting country followed the United States which
exports about 30% less than China. The U.S. is followed closely by Germany, and
Japan is a somewhat distant 4™ on the list. It is also, interesting to note that the
Republic of Korea and Hong Kong and both compare favorably with Italy and France
in terms of their exports. If the Table were expanded to include the top 12, the United
Kingdom and the Russian Federation would make the list at 11" and 12 respectively.

Figure 2.3 and the related table provide data on the volume of imports moving into
various countries. Again, the EU is at the top of the list, but the U.S and China have
changed positions with the U.S. being number two. The two tables indicate China’s
position as a net exporter and the U.S. as a net importer. Keep in mind, however, that
these table are showing merchandise flows, and are not the equivalent of the Balance
of Payments which also reflects financial flows. The trade data in terms of value is the
most relevant to the instant discussion for global supply chains but one could argue
that the actual physical volume of the flows could also be important from a supply
chain perspective. An overall comparison of imports and exports is interesting. Note
the data for China and Germany in terms of exports versus imports.

Another set of data that is of interest for this discussion is the trading partners of the
U.S. with respect to exports and imports. Table 2.4 shows the total exports of the U.S.
and their top 25 export partners for 2014. Canada, Mexico and China are the top three
recipients of exports from the United States, in that order. Japan is a distant fourth
with about half of what is exported to China, and China only receives about half of
what is exported to Mexico. Canada is by far the most important trading partner of the
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U.S., in terms of exports. Note that six European countries are in the top 25and an
array of Asian and South American countries, for the most part, complete the list. As
indicated above, the U.S. is a major global exporting country with some concentration
of trade with its two closest “neighbors”, but also with a broad reach throughout the
world. The U.S. imports presented in Table 2.5 indicate a counterbalancing global
flow as one might expect. However, in this case China is the top partner followed by
Canada and Mexico.

Supply Chains in a Global Economy

An important characteristic of today’s world economy is the increasing regional
economic integration. The globalized economy, the establishment of the General
Agreement on Tariffs and Trade (GATT) and its 1995 successor, the World Trade
Organization (WTO) have together led to multilateral trade promotion and lowered
barriers to international business transactions. Nevertheless, a growing number of
countries have grouped together to form Regional Trade Agreements (RTAs). The
biggest and best known example of an RTA is the European Union (EU), with
number of memberships growing from six members in the 1950s to 28 members by
2015.

Operating globally has become easier to accomplish for even individuals and small
companies, because of the advances in information/communications technology, as
noted above, and the continuing improvement of specialists such as UPS, FedEx,
DHL, etc., which can provide global supply chain services at a very reasonable cost.
A growing number of specialists and continuing improvements in information
technology/communications are contributing to the flattening of the world. Obviously,
large global companies are also contributing to this phenomenon.

Global supply chains impact all with lower prices, increased array of products, and
convenience (read 24/7, one-stop shopping, etc.), but some are critical of the
outcomes when individuals lose their jobs; businesses are closed, and so forth. Many
would argue the advantages outweigh the disadvantages, for instance, lower prices
have saved consumers billions of dollars in purchase prices. There are tradeoffs
(advantages and disadvantages), but there is no turning back.

Global Markets and Strategy

The global business environment has changed significantly and companies are not just
importing and exporting products but are also locating plants and other facilities in
other parts of the world. Honda and Toyota used to produce cars in Japan and ship
them to the United States. Now their cars are also produced in the United States for
sale in North America.

Tariffs and other trade barriers have been significantly reduced among many
countries, allowing a much more competitive global economy. Many Fortune 500
companies experience 50 percent or more of their sales in global markets. Small and
medium-sized companies have also been able to be players in global markets, with the
opportunity to source and sell on a global basis by developing appropriate
relationships.
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Success in the global market-place requires development of a cohesive set of
strategies including product development, technology, marketing, manufacturing, and
supply chains. Global companies tend to be more successful when their strategies help
them to simultaneously achieve their business objectives at their various global
locations. From a supply chain perspective, this means strategically sourcing materials
and components worldwide, selecting global locations for key supply depots and
distribution centers, evaluating transportation alternatives and channel intermediaries,
providing customer service, understanding governmental influences on global supply
chain flows, examining opportunities for collaboration with third-or fourth-party
logistics companies, and other supply chain issues.

From a customer service perspective, global markets and strategy have four important
characteristics.

e First, companies attempt to standardize to reduce complexity, but they have to
recognize that global markets need some customization.

e Second, global competition often reduces the product life cycle, Technology
companies are faced with this phenomenon even in the U.S. market, but
globally other products are faced with similar experiences. Technology
companies counteract with continual upgrades and new products.

e Third, traditional organizational structures and related business models
frequently change since companies get more involved in outsourced
manufacturing and some logistical activities such as transportation,
warehousing, and order fulfillment. All of this impacts the supply chain and its
related customer service activities.

e Fourth, globalization introduces more volatility and complexity The need for
flexibility and responsiveness is a requisite for customer service throughout
the supply chain. The expanded networks cover long distances and many are
complex. Trade policy, regulations, tariffs and currency exchange rates
exacerbate the level of complexity for global supply chains. Furthermore, the
number of intermediaries that can be involved adds another additional layer of
complexity.

In addition to the four areas indicated above, some of the customary strategies used in
the domestic market are also challenged. The increased length and complexity of the
supply chain make it more difficult to achieve shorter lead times. Also, demand-
driven supply or pull systems can lower inventory levels significantly, but they are
challenged by the longer distance and complexity of multi-layered supply chains.
Other strategies such as compression and lean supply chains are also more difficult to
achieve in the global environment.

Supply Chain Security: A Balancing Act

Given the importance of global trade to the United States, a delicate balance exists
between security and the efficient flow of global commerce. If security is too tight it
could impede the flow of needed goods or materials, causing delays and decreased
efficiency. Ports and border gateways can become congested because of security
measures. Consequently, clearance time has increased from hours to days in some
instances. Steps have been taken to improve the flow through border crossing. This is
necessary for our global economy.
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Electronic filing of cargo information has helped to improve the border clearance
times. The Trade Act of 2002 requires exporters to electronically submit shipping
documents to U.S. Customs 24 hours after delivery to a port or 24 hours before vessel
departure. For imports, the manifest must be filed by the ocean carrier or the
consolidator 24 hours before the U.S.-bound cargo is loaded on the vessel in the
foreign port. Because of Canada’s importance as a trading partner, an expedited
procedure (FAST) has been developed to speed up clearance through the U.S.-
Canadian border.

The U.S. Coast Guard was authorized by the U.S. Maritime Transportation Security
Act of 2002 to assess the vulnerability of U.S. ports and to deny entry to ships from
countries that do not meet U.S. security standards. This act requires the development
of standards for container seals and locks, cargo tracking, identification, and screening
systems for ocean containers.

In addition, the Customs Trade Partnership Against Terrorism (C-TPAT) was
established under the direction of the U.S. Department of Homeland Security in
November 2001. This voluntary initiative to secure the global supply chain was
started with seven companies; by 2007, some 7,400 corporations were involved in this
cooperative effort to secure the global supply chain and to facilitate legitimate cargo
and conveyance. C-TPAT functions under the U.S. Customs and Border Protection
(CBP) Agency, which previously was known as the U.S. Customs Service.’

CBP has responsibility for the traditional role of the U.S. Customs Service, namely,
preventing illegal entry of people and drugs, protecting agriculture from harmful pests
and diseases, protecting the intellectual property of businesses, collecting import
duties, and regulating and facilitating global trade. Partner companies in C-TPAT
agree to be responsible for keeping their supply chains secure to agreed standards and
to implement needed changes. One of the key features of this program is information
sharing of best practices for security among members. The goal is to develop a “green
lane” to speed goods across the border but also to protect the United States and the
global supply chains of the participants.

Ports

Ports are a critical part of global supply chains and also a major focus for global
security. Over $2 trillion in trade value per year passes through U.S. ports, and over
$20 billion is collected in industry fees and taxes. The 50 states utilize aboutl5 ports
to handle their imports and exports; over $6 billion worth of goods moves in and out
every day. About 99 percent of the international cargo of the United States moves
through its ports, or about 3 billion tons annually. In 1960, international trade
accounted for about 9 percent of U.S. gross domestic product (GDP). Todays, it is over
30 percent.®

The North American Free Trade Agreement was signed by leaders of Canada, the
United States, and Mexico in 1993 and was ratified by Congress in early 1994.
NAFTA establishes free trade between these three countries and provides the way the
agreement is to be interpreted. NAFTA states that the objectives of these three
countries is based on the principles of an unimpeded flow of goods, most favored
nation (MFN) status, and a commitment to enhance the cross-border movement of
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goods and services. MFN status provides the lowest duties or customs fees, if any,
and simplifies the paperwork required to move goods between the partner countries.

In the long run, the goal of NAFTA is to create a better trading environment.
NAFTA’s goals involve making structural changes to operate a borderless logistics
network in North America. Information systems, procedures, language, labels, and
documentation are being redesigned to expedite the border crossings and the flow of
commerce. There are continuing challenges to achieving the established goals among
all three countries. Migration from Mexico into the U.S continues to be a political
“hot button” because of the relative ease of entry into the U.S.

SUMMARY

* Global companies usually are faced with more complex and longer supply chains
which challenge them in terms of efficiency, effectiveness and execution.

» Successful global companies have transformed their supply chains on a continuing
basis as economic and political circumstances have changed to enable them to
deliver best cost and best value to the ultimate customer.

* The scope and magnitude of trade flows between the United States and other
countries have grown considerably in the last several decades. One very important
development has been the growth in the volume of trade with China and several
other Asian countries.

* (lobal trade is based upon economic factors of production including land, labor,
capital, and entrepreneurship. Population and the age distribution of a country
total population are important factors for labor availability

* Migration and urbanization are important issues for economic development and
vitality of the economy.

* Success in the global marketplace requires ongoing development of a cohesive set
of strategies including customer service, product development, business model,
and supply chains management. Supply chains have become increasingly more
important during the 21 century.

* Supply chain security has taken on increased significance since September 11,
2001. Companies individually, jointly, and in cooperation with the various levels
of government are actively involved. The federal government, in particular, has
expanded the scope of its regulations and policies for global security.

» U.S. ports play a critical role in global supply chains since over 90 percent of
global trade U.S. passes through them. Ports are also an important focus for
security. The U.S. needs to focus more attention upon port infrastructure.

* (Canada and Mexico are ranked number 1 and 3, respectively, on the list of most
important trading partners with the United States. That relationship is enhanced by
the North American Free Trade Agreement ratified by Congress in 1994. While
the treaty had lofty goals, it still is experiencing problems with full
implementation of its objectives. Nevertheless, it has helped to foster trade in
North America.
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STUDY QUESTIONS

1. Explain the underlying rationale for global trade and explain the difference
between comparative and absolute advantage.

Answer: Adam Smith in his renowned treatise, THE WEALTH OF NATIONS,
provided not only a rationale for a market economy based upon competition, but also
advanced a rationale for trade among nations called the Theory of Absolute
Advantage. Smith argued that countries would be better off if they would trade
commodities where each country had an economic or cost advantage for one or
more of the products that they produced. In other words, sell or trade products
where they had a cost advantage and buy or trade for products where they did not
have an advantage. Smith concluded that all participants in such transactions would
be better off than trying to be self-sufficient. While the analysis was relatively
simplistic, it was valuable advice, especially for that time period.

The underlying logic of Absolute Advantage was also used by Adam Smith to
advance the rationalization what he called “division of labor” or specialization of
labor. The latter concept led to mass production or assembly lines in manufacturing
plants. The underlying logic was that the specialization led to increased aggregate
output and lower unit cost, and provided an opportunity for regional specialization
and inter-region commerce for an overall economic benefit.

The theory of Comparative Advantage was advanced about 40 years later by several
economists. They maintained that even if one country had a comparative advantage
(lower cost) in the production of two products, they should focus on the production
of the one that they had the greatest advantage and trade for the other. The analyses
were also somewhat simplistic because not all of the relevant costs were considered.
However, the logic was sound as long as total landed costs were considered. The
importance of both Absolute and Comparative advantage is they demonstrate that
global trade and related global supply chain flows can be based not only upon
scarcity of items among countries but also differences in the cost of production with
implicit benefit to all parties involved.

As one would expect, later economists explored more fully the rational of global trade
and specialization. For example, the Factor Endowment Theory postulates that when
a country has more of one of the four so-called Factors of Production (land, labor,
capital and entrepreneurship), they may have a comparative advantage in
producing one or more products. For example, a country with an abundance of
capital and an educated workforce may produce high tech products and import labor
intensive products and agriculture products.

2. What are the essential factors for economic growth and increased
development of global trade flows? Why are they so important in today’s
global economy?

Answer: Essential factors for economic growth and increased development of global
trade flows include population growth and age distribution, urbanization, land and
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resources, economic integration, knowledge dissemination, labor mobility, financial
flows and investment in infrastructure by public and/or private sources, faster
communication systems, improved financial services for the effective flow of goods
and services. These factors are the driving forces for globalization around the world
and need to be discussed in order to understand the future course of global trade and
development.

3. A number of authors have observed that traditional, hierarchical
organizations have changed in the current global economy. How have
organizations changed? Why have they changed? What are the impacts of
those changes likely to be?

Answer: Changes have resulted in shorter product life cycles, new forms of
competition and new business models. Traditional organizational structures and
related business models frequently change as companies get more involved in
outsourced manufacturing and some logistical activities such as transportation,
warehousing, and order fulfillment. All of this impacts the supply chain and its related
customer service activities. Out sourcing, off-shoring and insourcing have become
part of the lexicon of 21st century businesses, and information technology has
allowed supply chains to be redesigned for more efficiency and effectiveness as well
as better execution. Supply chain management has become an important and for some
organizations, even critical ingredient for their competitive strategy and success in
this global environment. Companies have transformed themselves by changing their
supply chains to take advantage of global opportunities.

The synergism between globalization and technology, especially, has permanently
changed the dynamics of the world’s marketplace. This new era has and will continue
to spotlight supply chains as a critical part of the ability of organizations to compete
economically.

4. What private sector company epitomizes the concept of a global company
with a well managed global supply chain? Provide a rationale for your
response.

Answer: Evaluate each student on the merits of their work

5. What special role do supply chains play in the globalization of organizations?
What contributions do successful supply chains make to companies?

Answer: A supply chain is boundary spanning; that is, encompassing a group of
interrelated firms focused on delivering the best price or value products and services
to the ultimate customer at the end of the supply chain. It was also noted a supply
chain can manage four important flows, namely, materials/products, information,
financials and demand.

An important characteristic of today’s world economy is the increasing regional

economic integration. The globalized economy has led to multilateral trade promotion
and lowered barriers to international business transactions. The best supply chains
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allow organizations to compete very successfully on a national, regional and global
basis.

6. What is meant by the current description of the global economy that “time
and distance have been compressed”? Do you agree? What has been the
impact of this compression?

One can hardly dispute that the exponential rise and evolution of information
technology, boundary spanning trade agreements, advances in transportation
medium capabilities/capacities (better shipping, better over-ground transportation,
access to ports and shipping lanes, etc.), and reduced product life cycles, along
with many other factors, have combined to relatively “compress” time and
distance when compared to business models of yesteryear. Whereas a customized
personal computer may have taken weeks to build and ship in the mid-90s, an
accepted standard due to lack of available alternative, can now reach the customer
in a matter of days, if not hours.

It can be argued supply chains help to establish the limits of what is competitively
possible in the market. In other words, the cost and value at the end of the supply
chain help determine a firm’s ability to compete in a global marketplace. Good
supply chains are business power and good supply chain managers are continually
pushing the limits of their supply chains to be viable in both domestic and global
markets.

Operating globally has become easier to accomplish due to advances in
information/communications technology, as noted above, and the continuing
improvement of specialists such as UPS, FedEx, DHL, etc., which can provide
global supply chain services at a very reasonable cost. A growing number of
specialists and continuing improvements in information
technology/communications are contributing to the flattening of the world.

Obviously, large global companies are also contributing to this phenomenon.

It is safe to conclude supply chains and supply chain management play an
important role in the global economy and have helped to push the growth and
success of companies that do “supply chaining” very well. Reduced order cycle
time, for example, has become an important part of supply chain management
since it can lead to lower inventory levels for customers, improved cash flow,
lower current assets and accounts receivable. Conversely, the increased length and
complexity of the supply chain make it more difficult to achieve shorter lead
times. Global supply chains impact all with lower prices, increased array of
products, and convenience (read 24/7, one-stop shopping, etc.), but are not
without challenges.

7. Why are customer service and its related strategy so important for

companies operating global supply chains? Do you think that customer
service is more important than lower cost to the customers?
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From a customer service perspective, global markets and strategy have four
important characteristics. First, companies attempt to standardize to reduce
complexity, but they have to recognize that global markets need some
customization. For example, in contrast to the U.S. market where large retail
stores buy in volume quantities for delivery to their large warehouses, less
developed countries may have tiny retail stores that are only 80 to 100 square feet.
This means deliveries of small quantities, more frequent deliveries, different
packaging, etc. Customer service levels have to be adjusted for these markets in
terms of delivery schedules, volumes, order fulfillment, and other areas.

Second, global competition often reduces the product life cycle, as previously
mentioned, since products can be copied or reengineered quickly by competitors.
Technology companies are faced with this phenomenon even in the U.S. market,
but globally other products are faced with similar experiences. Technology
companies counteract with continual upgrades and new products. Apple, for
example, had great success with its iPod, but it quickly followed this with the
iPhone, and now the iPad, to maintain financial momentum. Shorter product life
cycles present challenges for inventory management with respect to obsolete
items. Customer service levels are also impacted because changes have to be
made as the product matures in terms of sales volume and then declines, which
reduces product profitability. Usually, companies cannot afford to provide the
same level of customer service when the product volume declines.

Third, traditional organizational structures and related business models frequently
change since companies get more involved in outsourced manufacturing and some
logistical activities such as transportation, warehousing, and order fulfillment. All
of this impacts the supply chain and its related customer service activities. The
collaboration indicated requires effective coordination among the various parties
to ensure that customer service levels (on-time delivery, complete orders,
reliability, etc.) are maintained.

There are many challenges for supply chain managers. The soft side of global
supply chain management presents significant challenges. The social and cultural
elements come into play when dealing with foreign business partners and require
daily effort to ensure smooth supply chain execution. This is because “soft” issues
and physical problems are, in many cases, not mutually exclusive.
Misunderstanding the culture and miscommunicating can cause havoc on the
physical side of global supply chain planning and execution. Cross-cultural
communication is made complicated by not only different languages and time
zones, but also other culturally-rooted practices such as communication styles,
different approaches to completing tasks, different attitudes toward conflict, and
different decision-making styles, among other factors.

Fourth, globalization introduces more volatility and complexity. It is much more
likely that global supply chains will experience challenges with weather,
terrorism, strikes, and other disruptions. The need for flexibility and
responsiveness is a requisite for customer service throughout the supply chain.
The expanded networks cover long distances and many are complex. Trade
policy, regulations, tariffs and currency exchange rates exacerbate the level of
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complexity for global supply chains. Furthermore, the number of intermediaries
that can be involved adds another additional layer of complexity.

When considering which is more important, customer service or lowered cost, one
must take into consideration not only physical, but “soft”, cultural factors as well.
Some, more affluent sectors may be willing to pay an increased price for goods so
long as those goods are backed by a good and robust customer service “tail” —
think customer loyalty. However, more developing nations and counties, whose
population may be more defined by “fickle” youth and rapid change of taste,
customer service becomes less important when compared to price point. These
phenomenon must then be weighed against the physical cost of providing either
prime customer service, competitive cost, or a delicate balancing of both.

8. What is meant by the phrase “that supply chain security, especially on a
global basis,” is a balancing act? Is the pendulum swinging in one direction
or the other?

Given the importance of global trade to the United States, a delicate balance exists
between security and the efficient flow of global commerce. If security is too tight it
could impede the flow of needed goods or materials, causing delays and decreased
efficiency. Ports and border gateways can become congested because of security
measures. Consequently, clearance time has increased from hours to days in some
instances. Steps have been taken to improve the flow through border crossing that
include infrastructure improvements/adjustments, and regional and global trade
agreements. This i1s necessary for our global economy. There are continuing
challenges to achieving this balance, for certain. For example, migration from Mexico
into the U.S continues to be a political “hot button” because of the relative ease of
entry into the U.S.

Due to globalizations inherent threats, physical, geopolitical, weather related, or
otherwise security measures are necessarily increasing to adjust, while still attempting
to pay homage to cross-boundary principals that help define global supply chains and
corresponding management thereof.

9. Why are regional trade agreements among countries so important in the
global economy? What is your evaluation of NAFTA and its impact on the
participating countries?

Steps have been taken to improve the flow through border crossing that include
infrastructure improvements/adjustments, and regional and global trade agreements.
This is necessary for our global economy.

Electronic filing of cargo information has helped to improve the border clearance
times. The Trade Act of 2002 requires exporters to electronically submit shipping
documents to U.S. Customs 24 hours after delivery to a port or 24 hours before vessel
departure. For imports, the manifest must be filed by the ocean carrier or the
consolidator 24 hours before the U.S.-bound cargo is loaded on the vessel in the
foreign port. Because of Canada’s importance as a trading partner, an expedited
procedure (FAST) has been developed to speed up clearance through the U.S.-
Canadian border.
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The North American Free Trade Agreement was signed by leaders of Canada, the
United States, and Mexico in 1993 and was ratified by Congress in early 1994.
NAFTA establishes free trade between these three countries and provides the way the
agreement is to be interpreted. NAFTA states that the objectives of these three
countries is based on the principles of an unimpeded flow of goods, most favored
nation (MFN) status, and a commitment to enhance the cross-border movement of
goods and services. MFN status provides the lowest duties or customs fees, if any,
and simplifies the paperwork required to move goods between the partner countries.
In the long run, the goal of NAFTA is to create a better trading environment.
NAFTA’s goals involve making structural changes to operate a borderless logistics
network in North America. Information systems, procedures, language, labels, and
documentation are being redesigned to expedite the border crossings and the flow of
commerce.

Canada and Mexico in the top three recipients of exports from the United States.
Canada is by far the most important trading partner of the U.S., in terms of exports.
The U.S. is a major global exporting country with some concentration of trade with its
two closest “neighbors”, but also with a broad reach throughout the world.

10. What is the role of ports for global commerce and why is that role
important? Is our current port infrastructure sufficient? Why or why not?

Ports are a critical part of global supply chains and also a major focus for global
security. Every day, thousands of containers from countries all around the world
arrive at U.S. seaports.

Over $2 trillion in trade value per year passes through U.S. ports, and over $20 billion
is collected in industry fees and taxes. The 50 states utilize about15 ports to handle
their imports and exports; over $6 billion worth of goods moves in and out every day.
About 99 percent of the international cargo of the United States moves through its
ports, or about 3 billion tons annually. In 1960, international trade accounted for about
9 percent of U.S. gross domestic product (GDP). Today, it is over 30 percent.8
Accounting for a threefold increase in international trade using largely the same
historical number and locations of ports, infrastructure may need to be reevaluated,
particularly if, due to globalization and global warming other shipping routes gain
primacy (Suez Canal widening, Northeast with Northwest Passage, etc.).

U.S. ports also play a vital role for the cruise industry. In 2015, about 80 million
passenger nights were booked on North American cruises. The top five departure
ports account for about 60 percent of the North American cruise passenger departures.
The top three are Florida ports: Miami, Fort Lauderdale and Port Canaveral. This flow
of passenger traffic has a very positive economic impact on the U.S. economy
because of the expenditures to support the cruise industry.9

The ports also play a vital role in national defense and security. The ports are bases of
operation to deploy troops and equipment. Port security is very important for military
and civilian purposes, and it is a shared responsibility between the public and private
sectors.
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Case Study

CASE 2-1
Red Fish, Blue Fish, LLP:

1. Explain the advantages of a trade agreement and how it might impact a
company like red fish-blue fish?

While the answer to this question is straight forward, an option for the instructor is to
have the students do some research on the internet about the so-called Trans-Pacific
Trade Agreement which was a major goal of the Obama Administration and was
supported and opposed by legislators and others. It is a far reaching agreement
intended to have a major influence on trade between the U.S. and many Asian
countries. Students could be assigned to present the case for and/or against the
agreement. It will elevate their understanding and appreciation of the discussion pro
and con about such agreements.

As indicated in the Chapter the advantages of such an agreement is that it eases the
trade barriers between the various countries and promotes a flow of commerce (goods
and services) that can have a very positive impact on the countries participating as
suggested by the concepts of Absolute and Comparative advantage in the Chapter.
The expectation is that the long run advantages of lower prices, improved product
availability enhanced employment along with economic growth will outweigh any
short run economic displacement.

2. What makes the demographics of the Asian countries attractive for future
trade development?

One of the important dimensions of the Asian populations is the size of the potential
workforce. The median age of some of these countries is also important along with
their education. As Adam Smith and other economists have pointed out Labor is one
of the four most important factors of production. European countries and even the
U.S. are faced with aging populations that can be a disadvantage to economic growth
in terms of a dynamic work force but also a liability in terms of the health care needed
for an aging population. The very important related aspect of the larger, younger
population is the size of the consumer market and their need ( if gainfully employed )
for goods and services. Some of these countries can be a source for minerals and
agriculture products also. Developed countries can frequently be the source of the
needed capital for economic expansion. The mutually beneficial dimension is an
important argument for such a relationship. The U.S. was an example during the
Colonial Era of such a relationship in terms of its development.
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An interesting addition to this discussion is to ask the students to examine the data
presented in the chapter (as well as other sources) and present an analysis of what
countries would be most attractive for U.S. trade relations.

3. What challenges would red fish-blue fish likely experience?

Like many small companies they would probably be faced with the challenge of not
enough experience and talent to exploit all the opportunities. However, they have
been selling and buying in these countries using intermediaries and the internet which
they can continue to do. They need to add resources ((people and capital) to be more
aggressive. Also they need to analyze the comparative data presented in the chapter
and from other sources to determine if the are focused upon the right market
opportunities.

This question can also be refocused by assigning groups of students to work as teams
to analyze assigned countries to evaluate for Red Fish-Blue Fish,
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Discussion Outline

* Rationale for global trade and commerce

* Contributing factors for global commerce
and supply chain flows

* Supply chains in global economy
* Micro perspective of global supply chains

% Supply chain security and role of ports
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Rationale for Global Trade

Absolute advantage

* Lower cost and/or access to items
not available locally

» Differences in the cost of producing
products in different countries
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Contributing Factors
for Global Flows and
Trade




Contributing Factors for Global Flows and Trade

Population size and
@ distribution
@ Land and resources
Technology and
0 information
@ Globalized economy
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Rank C ¢ 2000 2010 2015 2050
an oun
Y Population Population Population | Expected Pop.

Population = Labor

China 1,268,853,362 1,330,141,295 1,361,512,535 1,303,723,332

2 India 1,004,124,224 1,173,108,018 1,251,695,584 1,656,553,632

3 United States 282,338,631 310,232,863 321,362,789 439,010,253

4 Indonesia 213,829,469 242,968,342 255,993,674 313,020,847

5 Brazil 176,319,621 201,103,330 204,259,812 260,692,493

6 Pakistan 146,404,914 184,404,791 199,085,847 276,428,758

7 Nigeria 123,178,818 152,217,341 181,562,056 264,262,405

8 Bangladesh 130,406,594 156,118,464 168,957,745 233,587,279

9  Russia 146,709,971 139,390,205 142,423,773 109,187,353

10 Japan 126,729,223 126,804,433 126,919,659 93,673,826
IFOP TEN Countries || 3,618,804,827|  4,016,489,082 4,213,773,474" 4,950,140,178
Rest of the World 2,466,012,769 2,829,120,878| 3,050,850,319' 4,306,202,522
Il'OTAL World Population ‘l 6,084,907,596 6,845,609,96o| 7,264,623,793‘] 9,256,342,700

Source: Table 2.1
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Population = Labor (continueq)

26

Median age

1950 2010 2025 2050

B Waorld E More developed regions Less developed regions O Least developed countries

Source: Figure 2.1
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Urbanization

* The rise of
“megacities” - By
2030, 60% of the

Waste and pollution

Social security Pl world’s
population will
P Urban live in urban areas
nd Sustainability (vs. 47% in 2000)

“‘ Challenges

Poverty Traffic congestions

* Change most
profound in the
less and least

= developed
, ?’ countries of the
| world - Urban
Green spaces Health problems Sus talnablh ty
challenges

Image courtesy of Gijsbert Koren
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Land and Resources

Image courtesy (left to right) of NRCS (USDA), U.S. Chamber, Agricultural Law blog, and Glacial Energy
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Technology and Information

Technology has two important dimensions.

Technology as an “internal” change agent

* Enhanced efficiency, effectiveness, and ability
of an organization to compete in the global
marketplace

Technology as an “external” change agent

& 4) * New forms of competition or new business

models (e.g. omnichannel distribution, global
outsourcing)
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Globalized Economy

Export-Trade Flows of Merchandise (2014)
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Million US Million US
Economy Dollars Economy Dollars
European Union (28) 6,162,240.0 France 582,589.5
China 2,342,306.0 Korea, Republic of 572,664.0
United States 1,620,531.9 Italy 528,738.2
Germany 1,507,593.7 Hong Kong, China 524,064.9
Japan 683.845.6 United Kingdom 505,840.8
Netherlands 672,126.6 Russian Federation 497,764.0 Source: Figure 2.2
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Globalized Economy

Import-Trade Flows of Merchandise (2014)
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European Union (28) 6,132,500.0 P 677.702.6
United States 2,412,547.0 Hong Kong, China 600.613.1
China 1,959,356.0 Netherlands 587,587.8
Germany 1,215,654.0 Korea, Republic of 525,514.0
Japan 822,251.1 Canada 475,000.0
United Kingdom 683,979.2 Italy 471,769.6 Source: Figure 2.3
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Globalized Economy
U.S. Total Exports and Top Export Partners (2014)

Rank‘ Export Total Merchandise
Partner (Thousands USD) Partner (Thousands USD)
World 1,620,531,899,958 Slngapore 30,237,316,176

1 Canada 312,420,805,048 14 Taiwan 26,670,195,718
2 Mexico 240,248,662,812 15 Australia 26,581,669,437
3 China 123,675,667,401 16 Switzerland 22,175,920,059
4 Japan 66,827,397,507 17 United Arab 22,0060,272,402

5 United 53,823,429,587 Emirates

Kingdom 18 India 21,607,502,707

6 Germany 49,363,335,254 19 Colombia 20,106,608,178
7 South Korea 44,471,327,831 20 Saudi Arabia 18,704,915,502
8 Netherlands 43,075,167,531 21 [taly 16,968,200,542
9 Brazil 42,429,393,191 22 Chile 16,514,555,095
10 Hong Kong 40,857,860,576 23 Israel 15,083,044,959
1 Belgium 34,789,502,310 24 Malaysia 13,008,413,088
12 France 31,300,777,142 25 Thailand 11,809,766,363

Source: Table 2.4
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Globalized Economy
U.S. Total Imports and Top Import Partners (2014)

Import | Total Merchandise Import | Total Merchandise

s Partner | (Thousands USD) sl Partner | (Thousands USD)
World 2,347,685,228,534 13 Ireland 33,955,621,192
1 China 466,754,455,239 14 Switzerland 31,190,602,048
2 (Canada 347,797,986,092 15 Viet Nam 30,588,511,328
3 Mexico 294,074,053,415 16 Brazil 30,536,551,551
4 Japan 134,003,716,530 17 Malaysia 30,420,378,588
5 Germany 123,259,613,666 18 Venezuela 30,219,171,644
6 South Korea 69,518,424,385 19 Thailand 27,122,648,583
7 United 54,392,304,698 20 Russian 23,658,083,164
Kingdom Federation
8 Saudi Arabia 47,040,791,358 21 Israel 22,962,203,403
9 France 46,873,955,079 22 Belgium 20,885,204,358
10 India 45,244,019,937 23 Netherlands 20,818,228,944
n Italy 42,115,177,018 24 Indonesia 19,360,892,962
12 Taiwan 40,581,485,120 25 Colombia 18,299,722,680

Source: Table 2.5
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Supply Chain in
Global Economy




Supply Chain in Global Economy

Global trade growth has been fueled by free trade agreements (FTAs)
that lift most tariff, quota, and fee/tax limitations on trade.
The best supply chains compete very successfully on a national,
regional, and global basis.

Bilateral Regional
Bi-lateral agreements Regional trade agreements involve 3 or more nations
are between two nations US currently involved in:

US currently in 20 bi- Free Trade Area of Americas
lateral FTAs Middle East Free Trade Initiatives

Enterprise for ASEAN Initiatives
North American Free Trade Agreement
(NAFTA)
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Supply Chain in Global Economy

* NAFTA establishes free
trade among Canada, the
United States, and Mexico.

* NAFTA’s goals involve
making structural changes
to operate a borderless
logistics network in North

America.

Image courtesy of PanCanadian Immigration Law Group
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Micro Perspective Of
Global Supply Chains

Global Markets and Strategy



Global Markets and Strateqgy

Success in the global market-place requires
development of a cohesive set of strategies
including product development, technology,
marketing, manufacturing, and supply chains.

e

%

i

Supply chain perspective Customer service perspective
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Global Markets and Strategy

Supply Chain Perspective

Strategically sourcing materials and

" components worldwide

/. Selecting global locations for key
- supply depots and DCs

e . Evaluating transportation alternatives

/ and channel intermediaries

/ - Understanding governmental
4 / influences on global SC flows J

| .~ Examining opportunities for ':
'/ collaboration with 3PLs or 4PLs J
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Global Markets and Strategy

Customer Service Perspective

Standardization to reduce complexity
/ must maintain some customization.

Global competition often reduces
the product life cycle.

\ Organizational structures and business
I [ [ |
/ models change with more outsourcing. /

| \ Globalization introduces more
4 / volatility and complexity.
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Supply Chain Security
and Role of Ports




Supply Chain Security

A Balancing Act

Security Efficient Flows

— S—

e

Security Measures Global Trade Flows
information

* The U.S. Maritime
Transportation Security Act of
2002

% Standards for container seals
and locks, cargo tracking,
identification, and screening

* The Customs Trade Partnership systems for ocean containers

Against Terrorism (C-TPAT) % A “green lane’
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Role of Ports

Global Supply Chain and Security

Ports are a

Over go percent of U.S. international critical part
trade passes through ports. of gl obal

supply
chains and a
Ports are bases of operation to deploy maj()r fOCllS

troops and equipment.
for global

security.
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* Trade flows between the United States and other countries have
grown considerably, resulting in global supply chains becoming
increasingly important.

* The increased complexity and competiveness of a global
economy have resulted in shorter product life cycles, new forms
of competition, and new business models.

* Success in the global marketplace requires ongoing
development of a cohesive set of strategies that has implications
to both supply chains and customer services.

* Companies individually, jointly, and in cooperation with the
government are actively involved in supply chain security.

* With increasing regional economic integration, NAFTA has
helped to foster trade in North America.
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