Globalization

Learning objectives:

1. Understand what is meant by the term globalization

2. Be familiar with the main drivers of globalization

3. appreciate the changing nature of the global economy

4. appreciate how the process of globalization is creating opportunities and challenges for business managers
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opening case

KEA may be the world’s most successful global retailer. Established by Ingvar Kamprad in

Sweden in 1943 when he was just 17 years old, the home-furnishing superstore has grown into

a global cult brand with 230 stores in 33 countries that host 410 million shoppers a year and

generated sales of €14.8 billion ($17.7 billion) in 2005. Kamprad himself, who still owns the
private company, is rumored to be the world’s richest man.

IKEA's target market is the global middle class who are looking for low-priced but attractively
designed furniture and household items. The company applies the same basic formula world-
wide: Open large warehouse stores festooned in the blue and yellow colors of the Swedish flag
that offer 8,000 to 10,000 items, from kitchen cabinets to candlesticks. Use wacky promotions to
drive traffic into the stores. Configure the interior of the stores so that customers have to pass
through each department to get to the checkout. Add restaurants and child care facilities so
that shoppers stay as long as possible. Price the items as low as possible. Make sure that
product design reflects the simple, clean Swedish lines that have become IKEA's trademark.
And then watch the results—-customers who enter the store planning to buy a $40 coffee table
and end up spending $500 on everything from storage units to kitchenware.

IKEA aims to reduce the price of its offerings by 2 to 3 percent per year, which requires
relentless attention to cost cutting. With a network of 1,300 suppliers in 53 countries,
IKEA devotes considerable attention to finding the right manufacturer for each item.
Consider the company’s best-selling Klippan love seat. Designed in 1980, the Klippan,
with its clean lines, bright colors, simple legs, and compact size, has sold some
1.5 million units since its introduction. IKEA originally manufactured the product
in Sweden but soon transferred production to lower-cost suppliers in Poland.
As demand for the Klippan grew, IKEA then decided that it made more sense
to work with suppliers in each of the company’s big markets to avoid the
costs associated with shipping the product all over the world. Today
there are five suppliers of the frames in Europe, plus three in the
United States and two in China. To reduce the cost of the cotton





[image: image2.jpg]slipcovers, IKEA has concentrated production in four core suppliers in China
and Europe. The resulting efficiencies from these global sourcing decisions
enabled IKEA to reduce the price of the Klippan by some 40 percent between
1999 and 2005.

Despite its standard formula, to achieve global success IKEA had to adapt
its offerings to the tastes and preferences of consumers in different na-
tions. IKEA first discovered this in the early 1990s when it entered the
United States. The company soon found that its European-style offerings
didn’t always resonate with American consumers. Beds were measured in
centimeters, not the king, queen, and twin sizes with which Americans are
familiar. Sofas weren’t big enough, wardrobe drawers were not deep
enough, glasses were too small, curtains too short, and kitchens didn't fit
U.S. size appliances. Since then, IKEA has redesigned its U.S. offerings to
appeal to American consumers, which has resulted in stronger sales. The
same process is now unfolding in China, where the company plans to es-
tablish 10 stores by 2010. The store layout in China reflects the layout of
many Chinese apartments, and since many Chinese apartments have bal-
conies, IKEA's Chinese stores include a balcony section. IKEA also has had
to adapt its locations in China, where car ownership is still not widespread.
In the West, IKEA stores are generally located in suburban areas and have
lots of parking space. In China, stores are located near public transporta-
tion, and IKEA offers delivery services so that Chinese customers can get
their purchases home.

Sources: K. Capell, A. Sains, C. Lindblad, and AT. Palmer, “IKEA,” BusinessWeek, November 14, 2005, pp. 96-101;
K. Capell et al., “What a Sweetheart of a Love Seat,” BusinessWeek, November 14, 2005, p. 101; PM. Miller, “IKEA

with Chinese Characteristics,” Chinese Business Review, July-August 2004, pp. 36-69; and C. Daniels, “Create
IKEA, Make Billions, Take Bus,” Fortune, May 3, 2004, p. 44.




Introduction

We are moving away from a world in which national economies were relatively self-contained entities, isolated from each other by barriers to cross-border trade and investment; by distance, time zones, and languages; and by national differences in government regulation, culture and business systems.

We are moving toward a world in which barriers to cross-border trade and investment are declining; perceived distance is shrinking due to advances in transportation and telecommunications technology; material culture is starting to look similar the world over; and national economies are merging into an interdependent, integrated global economic system. That's globalization. 

A Canadian might drive to work in a car designed in Germany that was assembled in Mexico by Daimler Chrysler from components made in the US and japan that were fabricated from Korean steel and Malaysian rubber.

What is globalization?

Globalization is a more integrated and interdependent world economy.

There are several facets: globalization of Markets and globalization of production.

Globalization of markets refers to the merging of historically distinct and separate national markets into one huge global marketplace.

Visa, Coca-Cola, Sony, McDonald's, Starbucks, Ikea

However, significant differences still exist among national markets along many relevant dimensions: consumer tastes and preferences, distribution channels, value systems, business systems, and legal regulations.

These requires companies to customize marketing strategies, products features, and operating practices to best match conditions in a particular country.

Globalization of production refers to sourcing of goods and services from locations around the world to take advantage of national differences in the cost and quality of factors of production ( labour, energy, land and capital)

Consider Boeing's 777. Eight Japanese suppliers make parts for the fuselage, doors, and wings; a supplier in Singapore makes the doors for the nose landing gear; three suppliers form Italy manufacture wing flaps.
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"Two macro factors seem to underlie the trend toward greater globalization.!® The first
is the decline in barriers to the free flow of goods, services, and capital that has oc-
curred since the end of World War II. The second factor is technological change,
particularly the dramatic developments in recent years in communication, information
processing, and transportation technologies.

DECLINING TRADE AND INVESTMENT BARRIERS During the 1920s

and 30s, many of the world’s nation-states erected formidable barriers to international
trade and foreign direct investment. International trade occurs when a firm exports
goods or services to consumers in another country. Foreign direct investment (FDI)
occurs when a firm invests resources in business activities outside its home country.
Many of the barriers to international trade took the form of high tariffs on imports of
manufactured goods. The typical aim of such tariffs was to protect domestic industries
from foreign competition. One consequence, however, was “beggar thy neighbor”
retaliatory trade policies, with countries progressively raising trade barriers against
each other. Ultimately, this depressed world demand and contributed to the Great
Depression of the 1930s.
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riers made globalization of markets and production a theoretical possibility. Techno-
logical change has made it a tangible reality. Since the end of World War 11, the world
has seen major advances in communication, information processing, and transporta-
tion technology, including the explosive emergence of the Internet and World Wide
Web. Telecommunications is creating a global audience. Transportation is creating a
global village. From Buenos Aires to Boston, and from Birmingham to Beijing, ordi-
nary people are watching MT'V, they’re wearing blue jeans, and they’re listening to
iPods as they commute to work.

Microprocessors and Telecommunications Perhaps the single most
important innovation has been development of the microprocessor, which enabled
the explosive growth of high-power, low-cost computing, vastly increasing the
amount of information that can be processed by individuals and firms. The micro-
processor also underlies many recent advances in telecommunications technology.
Over the past 30 years, global communications have been revolutionized by devel-
opments in satellite, optical fiber, and wireless technologies, and now the Internet
and the World Wide Web (WW W). These technologies rely on the microproces-
sor to encode, transmit, and decode the vast amount of information that flows along
these electronic highways. The cost of microprocessors continues to fall, while their
power increases (a phenomenon known as Moore’s Law, which predicts that the
power of microprocessor technology doubles and its cost of production falls in half
every 18 months).?S As this happens, the cost of global communications plummets,
which lowers the costs of coordinating and controlling a global organization. Thus,
between 1930 and 1990, the cost of a three-minute phone call between New York
and London fell from $244.65 to $3.32.27 By 1998, it had plunged to just 36 cents
for consumers, and much lower rates were available for businesses.’® Indeed, by
using the Internet, the cost of an international phone call is rapidly plummeting
toward just a few cents per minute.

The Internet and World Wide Web  The rapid growth of the World Wide
Web is the latest expression of this development. In 1990, fewer than 1 million users
were connected to the Internet. By 1995, the figure had risen to 50 million. By 2007,
the Internet may have more than 1.47 billion users, or about 25 percent of the world’s
population.?” The WWW has developed into the information backbone of the global
economy. Web-based transactions hit $657 billion in 2000, up from nothing in 1994,
and reached some $6.8 trillion in 2004.3°

Included in the expanding volume of Web-based traffic is a growing percentage of
cross-border trade. Viewed globally, the Web is emerging as an equalizer. It rolls back
some of the constraints of location, scale, and time zones.’! The Web makes it much
easier for buyers and sellers to find each other, wherever they may be located and
whatever their size. It allows businesses, both small and large, to expand their global
presence at a lower cost than ever before.

Transportation Technology In addition to developments in communication
technology, several major innovations in transportation technology have occurred since
World War II. In economic terms, the most important are probably the development
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of commercial jet aircraft and super-freighters and the introduction of containerization,
which simplifies transshipment from one mode of transport to another. The advent of
commercial jet travel, by reducing the time needed to get from one location to an-
other, has effectively shrunk the globe. In terms of travel time, New York is now
“closer” to Tokyo than it was to Philadelphia in the Colonial days.
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Ecuadorean Valentine Roses

Itis 6:20 a.m. February 7, in the Ecuadorean town of Cayambe,
and Maria Pacheco has just been dropped off for work by
the company bus. She pulls on thick rubber gloves, wraps an
apron over her white, traditional embroidered dress, and
grabs her clippers, ready for another long day. Any other
time of year, Maria would work until 2 p.m,, but it's a week
before Valentine's Day, and Maria along with her
84 coworkers at the farm are likely to be busy until 5 p.m.
By then, Maria will have cut more than 1,000 rose stems.

A few days later, after they have been refrigerated and
shipped via aircraft, the roses Maria cut will be selling for
premium prices in stores from New York to London.
Ecuadorean roses are quickly becoming the Rolls-Royce of
roses. They have huge heads and unusually vibrant colars,
including 10 different reds, from bleeding heart crimson to
a rosy lover's blush.

Most of Ecuador’s 460 or so rose farms are located in the
Cayambe and Cotopaxi regions, 10,000 feet up in the Andes
about an hour's drive from the capital, Quito. The rose bushes
are planted in huge flat fields at the foot of snowcapped
volcanoes that rise to more than 20,000 feet. The bushes are
protected by 20-foot-high canopies of plastic sheeting. The
combination of intense sunlight, fertile volcanic soil, an
equatorial location, and high altitude makes for ideal growing
conditions, allowing roses to flower almost year-round.

Ecuador's rose industry started some 20 years ago and
has been expanding rapidly since. Ecuador is now the
world’s fourth-largest producer of roses. Roses are the
nation’s fifth-largest export, with customers all over
the world. Rose farms generate $240 million in sales and
support tens of thousands of jobs. In Cayambe, the
population has increased in 10 years from 10,000 to 70,000,
primarily as a result of the rose industry. The revenues and
taxes from rose growers have helped to pave roads, build
schools, and construct sophisticated irrigation systems. In
2003, construction was to begin on an international airport
between Quito and Cayambe from which Ecuadorean roses
will begin their journey to flower shops all over the world.

Maria works Monday to Saturday, and earns $210 a
month, which she says is an average wage in Ecuador and
substantially above the country’s $120 a month minimum
wage. The farm also provides her with health care and a
pension. By employing women such as Maria, the industry

has fostered a social revolution in which mothers and
wives have more control over their family’s spending,
especially on schooling for their children.

For all of the benefits that roses have bought to Ecuador,
where the gross national income per capita is only $1,080a
year, the industry has come under fire from
environmentalists. Large growers have been accused of
misusing a toxic mixture of pesticides, fungicides, and
fumigants to grow and export unblemished pest-free
flowers. Reports claim that workers often fumigate roses in
street clothes without protective equipment. Some doctors
and scientists claim that many of the industry’s 50,000
employees have serious health problems as a result of
exposure to toxic chemicals. A study by the International
Labor Organization claimed that women in the industry had
more miscarriages than average and that some 60 percent
of all workers suffered from headaches, nausea, blurred
vision, and fatigue. Still, the critics acknowledge that their
studies have been hindered by a lack of access to the
farms, and they do not know what the true situation is. The
International Labor Organization has also claimed that
some rose growers in Ecuador use child labor, a claim that
has been strenuously rejected by both the growers and
Ecuadorean government agencies.

In Europe, consumer groups have urged the European
Union to press for improved environmental safeguards. In
response, some Ecuadorean growers have joined a
voluntary program aimed at helping customers identify
responsible growers. The certification signifies that the
grower has distributed protective gear, trained workers in
using chemicals, and hired doctors to visit workers at least
weekly. Other environmental groups have pushed for
stronger sanctions, including trade sanctions, against
Ecuadorean rose growers that are not environmentally
certified by a reputable agency. On February 14, however,
most consumers are oblivious to these issues; they simply

want to show their appreciation to their wives and

girlfriends with a perfect bunch of roses.

Sources: G. Thompson, “Behind Roses’ Beauty, Poor and Il Workers,” The
New York Times, February 13, 2003, pp. A1, A27; J. Stuart, “You've Come a
Long Way Baby,” The Independent, February 14, 2003, p. 1; V. Marino, “By
Any Other Name, It's Usually a Rosa,” The New York Times, May 11, 2003,
p.A9; A. DePalma, “In Trade Issue, the Pressure Is on Flowers,” The New York
Times, January 24, 2002, p. 1; and “The Search for Roses without Thorns,”
The Economist, February 18, 2006, p. 38.
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A multinational enterprise (MNE) is any business that has productive activities in
two or more countries. Since the 1960s, two notable trends in the demographics of the
multinational enterprise have been (1) the rise of non-U.S. multinationals and (2) the
growth of mini-multinationals.

Non-U.S. Multinationals  In the 1960s, global business activity was dominated by
large U.S. multinational corporations. With U.S. firms accounting for about two-thirds
of foreign direct investment during the 1960s, one would expect most multinationals to
be U.S. enterprises. According to the data summarized in Figure 1.4 (see page 22), in
1973, 48.5 percent of the world’s 260 largest multinationals were U.S. firms. The second-
largest source country was the United Kingdom, with 18.8 percent of the largest multi-
nationals. Japan accounted for 3.5 percent of the world’s largest multinationals at the time.
The large number of U.S. multinationals reflected U.S. economic dominance in the three
decades after World War II, while the large number of British multinationals reflected
that country’s industrial dominance in the early decades of the twentieth century.

By 2004 things had shifted significantly. Some 25 of the world’s 100 largest
nonfinancial multinationals were now U.S. enterprises; 14 were French; 14, German;
12, British; and 9, Japanese. In terms of the global stock of foreign direct investment,
21 percent belonged to U.S. firms, 14 percent to British, 8 percent to French firms,
8.5 percent to German firms, 5.6 percent to Dutch firms, and 4 percent to Japanese.*’
Although the 1973 data are not strictly comparable with the later data, they illustrate the
trend (the 1973 figures are based on the largest 260 firms, whereas the later figures are
based on the largest 100 multinationals). The globalization of the world economy has
resulted in a relative decline in the dominance of U.S. firms in the global marketplace.

According to UN data, the ranks of the world’s largest 100 multinationals are still
dominated by firms from developed economies.*® However, four firms from developing
economies entered the UN list of the 100 largest multinationals. They were Hutchison
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Whampoa of Hong Kong, China, which ranked 16 in terms of foreign assets; Singtel of
Singapore, which was ranked 66; Petronas of Malaysia; and Samsung of Korea.’* The
growth in the number of multinationals from developing economies is evident when we
look at smaller firms. By 2004, the largest 50 multinationals from developing economies
had foreign sales of $202 billion out of total sales of $512 billion and employed
1.08 million people outside of their home countries. Some 60 percent of these companies
came from China or countries with large ethnic Chinese population (20 percent from
Hong Kong, 18 percent from Singapore, 16 percent from Taiwan, and 6 percent from
mainland China). Other nations with multiple entries on the list included South Korea,
Brazil, Mexico and Malaysia. We can reasonably expect more growth of new
multinational enterprises from the world’s developing nations. Firms from developing
nations can be expected to emerge as important competitors in global markets, further
shifting the axis of the world economy away from North America and Western Europe
and threatening the long dominance of Western companies. One such rising competitor,
Lenovo of China, is profiled in the accompanying Management Focus.

The Rise of Mini-Multinationals ~ Another trend in international business has
been the growth of medium-size and small multinationals (mini-multinationals).*
When people think of international businesses, they tend to think of firms such as
Exxon, General Motors, Ford, Fuji, Kodak, Matsushita, Procter & Gamble, Sony, and
Unilever—large, complex multinational corporations with operations that span the
globe. Although most international trade and investment is still conducted by large
firms, many medium-size and small businesses are becoming increasingly involved in
international trade and investment.

For another example, consider Lubricating Systems, Inc., of Kent, Washington.
Lubricating Systems, which manufactures lubricating fluids for machine tools, employs
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China's Lenovo Acquires
IBM'’s PC Operations

In late 2004, the Chinese personal computer manufacturer
Lenovo stunned the business world when it announced that
it would acquire IBM's PC operations for $1.25 billion.
Lenovo, formerly known as Legend, was founded in 1984 by
a group of young Chinese scientists with government
financing. The company started as a distributor of computers
and printers, selling IBM, ACT, and Hewlett-Packard brands.
In the late 1980s, however, the company moved into
manufacturing and began to design, make, and sell its own
personal computers. Taking advantage of China’s low labor
costs, Lenovo quickly emerged as a low-cost provider.

By 2004, the company led the PC market in China, where
it had a 26 percent share. But for Lenovo's founders, this
was not enough. They were worried about the entry of
efficient foreign competitors, such as Dell, into the Chinese
market. Lenovo might have low labor costs, but its
2.3 percent share of global PC sales left it trailing far behind
Dell and Hewlett-Packard, which held 18.3 percent and
15.7 percent of the global market, respectively. Dell and HP
could realize substantial economies of scale from their
global volume. As a result, increasingly they were able to
match Lenovo on costs. At the same time, Lenovo’'s
managers wondered whether it was time to expand
internationally and turn Lenovo into a global brand. To deal
with Dell at home, and expand into the global marketplace,
Lenovo's managers realized that they needed to do two
things: (1) attain greater scale economies to further lower

R R R e e e

costs, which meant more sales volume, and (2) match
Western companies on product innovation, differentiation,
and brand.

Their solution was to acquire IBM's PC business, which
held 6 percent of the global market in 2004. The IBM
purchase not only gave Lenovo potential scale economies
and global reach, but it also brought Lenovo IBM's
renowned engineering skills, exemplified by the company’s
best-selling line of ThinkPad laptop computers, and
IBM’s extensive sales force and long-established
customers. Top executives at Lenovo were smart enough
to realize that the acquisition would have little value if
IBM's managers and engineers left the company, so they
made another surprising decision—they moved Lenovo’s
global headquarters to New York! Moreover, the former
head of IBM's PC division, Stephen Ward, was appointed
CEO of Lenovo, while Yang Yuanging, the former CEO of
Lenovo, will become chairman, and Lenovo’s Mary Ma will
be CFO. The 30-member top management team is split
down the middle—half Chinese, half American—and
boasts more women than men. English has been declared
the company's new business language. The goal, according
to Yang, is to transform Lenovo into a truly global
corporation capable of going head-to-head with Dell in the
battle for dominance in the global PC business.

Sources: D. Barboza, “An Unknown Giant Flexes Its Muscles,” The New
York Times, December 4, 2004, pp. B1, B3; D. Roberts and L. Lee, “East
Meets West,” BusinessWeek, May 9, 2005, pp. 1-4; and C. Forelle, “How
IBM's Ward Will Lead China's Largest PC Company,” The Wall Street
Journal, April 21, 2005, p. B1.
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25 people and generates sales of $6.5 million. It’s hardly a large, complex multinational,
yet more than $2 million of the company’ sales are generated by exports to a score of
countries, including Japan, Israel, and the United Arab Emirates. Lubricating Systems
also has set up a joint venture with a German company to serve the European market.*!
Consider also Lixi, Inc., a small U.S. manufacturer of industrial X-ray equipment; 70
percent of Lixi’s $4.5 million in revenues comes from exports to Japan.* Or take G.W.
Barth, a manufacturer of cocoa-bean roasting machinery based in Ludwigsburg,
Germany. Employing just 65 people, this small company has captured 70 percent of the
global market for cocoa-bean roasting machines.* See the Management Focus box
above for a look at how Lenovo is entering the global PC market. International business
is conducted not just by large firms but also by medium-size and small enterprises.
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industries least vulnerable to dislocation from globalization.
After all, like many service businesses, health care is
delivered where it is purchased, right? If an American goes to
a hospital for an MRI scan, won't that scan be read by a local
radiologist? And if the MRI scan shows that surgery is
required, surely the surgery will be done at a local hospital in
the United States. Until recently, this was true, but we are
now witnessing the beginnings of globalization in this
traditionally most local of industries.

Consider the MRI scan: The United States has a shortage
of radiologists, the doctors who specialize in reading and
interpreting diagnostic medical images, including X-rays,
CT scans, MRI scans, and ultrasounds. Demand for
radiologists is reportedly growing twice as fast as the rate at
which medical schools are graduating radiologists with the
skills and qualifications required to read medical images. This
imbalance between supply and demand means that
radiologists are expensive; an American radiologist can earn
as much as $350,000 a year. In 2002, an Indian radiologist
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Dr. Sanjay Saini, thought he had found a clever way to deal
with the shortage and expense—hbeam images over the
Internet to India where they could be interpreted by
radiologists. This would reduce the workload on America’s
radiologists and also cut costs. A radiologist in India might
earn one-tenth of his or her U.S. counterpart. Plus, because
India is on the opposite side of the globe, the images could be
interpreted while it was nighttime in the United States and be
ready for the attending physician when he or she arrived for
work the following morning.

As for the surgery, here too we are witnessing the begin-
nings of an outsourcing trend. In October 2004, for example,
Howard Staab, a 53-year-old uninsured self-employed car-
penter from North Carolina had surgery to repair a leaking
heart valve—in India! Mr. Staab flew to New Delhi, had the
operation, and afterward toured the Taj Mahal, the price of
which was bundled with that of the surgery. The cost, includ-
ing airfare, totaled $10,000. If Mr. Staab’s surgery had been
performed in the United States, the cost would have been
$60,000 and there would have been no visit to the Taj Mahal.

Howard Staab is not alone. Some 170,000 foreigners vis-
ited India in 2004 for medical treatments. That number is pro-
jected to rise by 15 percent a year for the next several years.
According to the management consultancy McKinsey & Co.,
medical tourism (overseas trips to have medical procedures
performed) could be a $2.3 billion industry in India by 2012. In
another example, after years of living in pain, Robert Beeney,
a 64-year-old from San Francisco, was advised to get his hip
joint replaced, but after doing some research on the Internet,
Mr. Beeney elected instead for joint resurfacing, which was
not covered by his insurance. Instead of going to a nearby
hospital, he flew to Hyderabad in southern India and had the
surgery done for $6,600, a fraction of the $25,000 the procedure
would have cost in the United States.

Mr. Beeney had his surgery performed at a branch of the
Apollo hospital chain. Apollo, which was founded by
Dr. Prathap C. Reddy, a surgeon trained at Massachusetts
General Hospital, runs a chain of 18 state-of-the-art hospitals
throughout Asia. Between 2001 and 2004, Apollo treated
43,000 foreigners, mainly from nations in Southeast Asia and
the Persian Gulf, although a growing number are from
Western Europe and North America. In 2004, 7 percent of its
revenue came from foreigners. With 200 U.S.-trained doctors
on his staff, Dr. Reddy reckons that he can offer medical care
equivalent to that in the United States, but at a fraction of the
cost. Nor is he alone; Mr. Staab’s surgery was performed by
Dr. Naresh Trehan, a cardiac surgeon who was trained at
New York University School of Medicine and worked there for
a decade. Dr. Trehan returned home to India and opened his
own cardiac hospital, which now conducts 4,000 heart
surgeries a year, with a 0.8 percent mortality rate and

0.3 percent infection rate, on par with the best of the world's
hospitals.

So will demand for American health services soon
collapse as work moves offshore to places like India? That
seems unlikely. Regulations, personal preferences, and
practical considerations mean that the majority of health
services will always be performed in the country where the
patient resides. Consider the MRI scan: To safeguard patient
care, U.S. regulations require that a radiologist be licensed in
the state where the image was made and that he or she be
certified by the hospital where care is being given. Given that
not many radiologists in India have these qualifications, no
more than a small fraction of images can be interpreted
overseas. Another complication is that the U.S. government-
sponsored medical insurance program, Medicare, will not
pay for services done outside of the country. Nor will many
private insurance plans. . . or not yet anyway. Moreover, most
people would prefer to have care delivered close to home,
and only in exceptional cases, such as when the procedure is
not covered by their medical plan, are they likely to consider
the foreign option. Still, most experts believe that the trends
now in place will continue. Given that health care costs in
America are the highest in the world, it seems likely that
increasingly, a small but significant percentage of medical
service will be performed in a country that is different from
the one where the patient resides. The trend will certainly get
a big boost if insurance companies start to offer enrollees the
option of getting treatment abroad for expensive surgeries,
as some are rumored to be considering.

Sources: G. Colvin, “Think Your Job Can't Be Sent to India?” Fortune,
December 13, 2004, p. 80; A. Pollack, “Wha's Reading Your X-Ray,”
The New York Times, November 16, 2003, pp. 1, 9; S. Rai, “Low Costs
Lure Foreigners to India for Medical Care,” The New York Times,
April 7, 2005, p. C6; J. Solomon, “Traveling Cure: India’s New Coup in
Outsourcing,” The Wall Street Journal, April 26, 2004, p. A1; J. Slater,
“Increasing Doses in India,” Far Eastern Economic Review, February
19, 2004, pp. 32-35; and U. Kher, “Outsourcing Your Heart,” Time,
May 29, 2006, pp. 44-47.

Case Discussion Questions

1. Adecade ago the idea that medical procedures might
move offshore was unthinkable. Today it is a reality. What
trends have facilitated this process?

2. Is the globalization of health care good or bad for
patients?

3. Is the globalization of health care good or bad for the
American economy?

4. Who might benefit from the globalization of health care?
Who might lose?

5. Do you think that the U.S. government should restrict the
outsourcing of medical procedures to developing
nations? What if physicians in those countries are
certified by U.S. medical institutions?
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