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What You Need to Know 
Reasons for greater globalisation of business 
The importance of globalisation for business 
 
What is Globalisation? 
The OECD defines globalisation as 
 
“The geographic dispersion of industrial and service activities, for example research and 
development, sourcing of inputs, production and distribution, and the cross-border 
networking of companies, for example through joint ventures and the sharing of assets.” 
 
Key points to remember about the overall process of globalisation: 
 

• Globalisation is a process in which economies have become increasingly 
integrated and inter-dependent 

• Globalisation is dynamic rather than an end state 
• Globalisation is not inevitable – it can reverse, indeed the growth of world trade 

in goods and services slowed in recent years following the global financial crisis 
 
Key Features of the Changing Global Economy 
 
The world’s largest economies, as measured by their share of global GDP, are illustrated 
in the chart below: 
 

 
 
It is important to understand that the world economy has changed significantly in recent 
decades and continues to change as emerging economies develop further. Since 1980 the 
share of global economic output has shifted towards Asian-Pacific countries who now 
dominate, as illustrated in the chart below: 
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The Key Features of Globalisation 
The process of globalisation has had a dramatic effect on both the structure of the global 
economy and also how business is done in international markets. The key features of 
globalisation include: 
 

• Trade to GDP ratios are increasing for most countries 
• Expansion of Financial Capital Flows between countries 
• Foreign Direct Investment and Cross Border M&A 
• Rising number of global brands – including from emerging countries 
• Deeper specialization of labour – components come from many nations 
• Global supply chains & new trade and investment routes e.g. South-South trade 
• Increasing levels of international labour migration and migration within countries 
• Increasing connectivity of people and businesses through mobile and Wi-Fi 

networks 
 
What Factors Have Contributed to Globalisation? 
Whilst there are many factors that contributed to the process of globalisation, certain 
factors are widely considered to have played a major role over the long-term. These are 
summarised below: 
 
Containerization The costs of ocean shipping have come down, due to containerization, 

bulk shipping, and other efficiencies. The lower unit cost of shipping 
products around the global economy helps to bring prices in the country 
of manufacture closer to those in export markets, and it makes markets 
more contestable globally 

Technological 
change 

Rapid and sustained technological change has reduced the cost of 
transmitting and communicating information – sometimes known as “the 
death of distance” – a key factor behind trade in knowledge products 
using web technology. 

Economies of 
scale 

Many economists believe that there has been an increase in the minimum 
efficient scale (MES) associated with some industries. If the MES is 
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rising, a domestic market may be regarded as too small to satisfy the 
selling needs of these industries. Many emerging countries have their 
own transnational corporations 

Differences in 
tax systems 

The desire of businesses to benefit from lower unit labour costs and other 
favourable production factors abroad has encouraged countries to adjust 
their tax systems to attract foreign direct investment (FDI). Many 
countries have become engaged in tax competition between each other in 
a bid to win lucrative foreign investment projects. 

Shift from 
protectionism 
towards open 
trade 

Old forms of non-tariff protection such as import licensing and foreign 
exchange controls have gradually been dismantled. Borders have opened 
and average import tariff levels have fallen. However, in the last few 
years, there has been a rise in non-tariff barriers such as import quotas as 
countries have struggled to achieve real economic growth and as a 
response to persistent trade and current account deficits 

Growth of 
MNCs 

In their pursuit of revenue and profit growth, increasingly global 
businesses and brands have invested significantly in expanding 
internationally. This is particularly the case for businesses owning brands 
that have proved they have the potential to be successfully globally, 
particularly in faster-growing economies fuelled by growing numbers of 
middle class consumers. 

 
 
Who Benefits from Globalisation? 
The key potential benefits for businesses and the economies in which they operate 
include: 
 

• Encourages producers and consumers to benefit from deeper division of labour and 
economies of scale 

• Competitive markets reduce monopoly profits and incentivise businesses to seek 
cost-reducing innovations 

• Enhanced growth has led to higher per capita incomes – and helped many of 
poorest countries to achieve faster economic growth and reduce extreme poverty 
measured as incomes 

• Advantages from the freer movement of labour between countries 
• Gains from the sharing of ideas / skills / technologies across national borders 
• Competitive pressures of globalisation may prompt improved governance and 

better labour protection 
 
Drawbacks and Risks of Globalisation 
 
Key points include: 
 

• Inequality: Globalisation has been linked to rising inequalities in income and 
wealth. Evidence for this is the growing rural–urban divide in countries such as 
China, India and Brazil. This leads to political and social tensions and financial 
instability that will constrain growth. Many of the world’s poorest people do not 
have access to basic technologies and public goods. They are excluded from the 
benefits. 
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• Inflation: Strong demand for food and energy has caused a steep rise in 
commodity prices. Food price inflation has placed millions of the world’s poorest 
people at great risk. 

• Vulnerability to external economic shocks – national economies are more 
connected and interdependent; this increases the risk of contagion i.e. an external 
event somewhere else in the world coming back to affect you has risen / making a 
country more vulnerable to macro-economic problems elsewhere 

• Threats to the environment: Irreversible damage to ecosystems, land 
degradation, deforestation, loss of bio-diversity and the fears of a permanent 
shortage of water afflict millions of the world’s most vulnerable 

• Race to the bottom – nations desperate to attract inward investment may be 
tempted to lower corporate taxes, allow lax health and safety laws and limit basic 
welfare safety nets with damaging social consequences 

• Trade imbalances: Global trade has grown but so too have trade imbalances. 
Some countries are running big trade surpluses and these imbalances are creating 
tensions and pressures to introduce protectionist policies such as new forms of 
import control. Many developing countries fall victim to export dumping by 
producers in advanced nations (dumping is selling excess output at a price below 
the unit cost of supply.) 
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What You Need to Know 
Investment appraisal should include the calculation and interpretation of net present 
value using discounted cash flows 
 
The Three Main Methods of Investment Appraisal 
Discounted cash flow is one of three methods of investment appraisal that you need to 
be able to calculate and interpret: 
 
Payback period The time it takes for a project to repay its initial investment 

Average rate of 
return 

Looks at the total accounting return for a project to see if it 
meets the target return 

Discounted cash flow 
(NPV) 

Net present value (“NPV”) calculates the monetary value now 
of the project’s future cash flows 

 
Discounted cash flow takes account of the “time value of money” to reduce (or 
“discount”) the importance of cash flows arising further in the future. 
 
So, discounting is the method used to reduce the future value of cash flows to 
reflect the risk that they may not happen. 
 
Why might it be important to take account of the time value of money? 
 

• It is surely better to receive cash now rather than in the future 
• Future cash flows are worth less 
• Using discount factors brings cash flows back to their “present value” 
• The relevant discount factor is determined by the required rate of return 

 
How to Calculate Present Values? 
Each cash flow needs to be discounted before they can all be added up. This is done 
very simply by multiplying the cash flow by the relevant discount factor (which you 
will always be given): 
 

 
 

For example: 
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To get to the Net Present Value (NPV) of an investment project, we simply add all the 
present values together and consider whether the total is positive or negative. 
 

 
 
 
An example of these calculations is provided in the table below: 
 

Year Cash 
Flows 

Net 
Flow 

Discount 
Factor 

Present 
Value 

0 Investment (100,000) 1 (100,000) 

1 Project Profits 40,000 0.91 36,400 

2 Project Profits 50,000 0.83 41,500 

3 Project Profits 60,000 0.76 45,600 

Total 50,000  23,500 
 
In the above example, the total of the present values (the NPV) is £23,500 – i.e. it is 
positive. This would normally suggest that the investment project should go ahead. 
 
  

SA
M

PL
E



Topic: Investment Appraisal – Net Present Value (NPV) 
3.7.8 Analysing strategic options: investment appraisal 

© tutor2u                     http://www.tutor2u.net 

Benefits and Drawbacks of Using Discounted Cash Flow (NPV) 
These can be summarised as follows: 
 
Benefits of Using NPV Drawbacks of Using NPV 

Considers all future cash flows 
Reflects the risks that future cash flows will 
not be as expected 
Different levels of risk can be accounted for 
by adjusting the discount rate 
Creates a straightforward decision - 
positive NPV suggests project should go 
ahead 

The most complicated method compared 
with Payback & ARR 
Choosing the discount rate is hard, 
particularly for long projects 
Result can be influenced / manipulated 
using the discount rate 
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What You Need to Know 
How to compete in terms of benefits and price. Strategic positioning to include: 
• Bowman’s strategic clock. 
 
Introduction to Bowman’s Strategic Clock 
Bowman’s Strategic Clock is a model that explores the options for strategic positioning 
– i.e. how a product should be positioned to give it the most competitive position in the 
market. 
 
The purpose of the clock is to illustrate that a business will have a variety of strategic 
options of how to position a product based on two dimensions – price and perceived value. 
 
Exploring the Strategic Positioning Options on Bowman’s Clock 
The Strategic Clock looks like this: 
 

 
 
Low Price and Low Value Added (Position 1) 
Not a very competitive position for a business. The product is not differentiated and the 
customer perceives very little value, despite a low price. This is a bargain basement 
strategy. The only way to remain competitive is to be as “cheap as chips” and hope that 
no-one else is able to undercut you. 
 
Low Price (Position 2) 
Businesses positioning themselves here look to be the low-cost leaders in a market. A 
strategy of cost minimisation is required for this to be successful, often associated with 
economies of scale. Profit margins on each product are low, but the high volume of output 
can still generate high overall profits. Competition amongst businesses with a low price 
position is usually intense – often involving price wars. 
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Hybrid (Position 3) 
As the name implies, a hybrid position involves some element of low price (relative to the 
competition), but also some product differentiation. The aim is to persuade consumers that 
there is good added value through the combination of a reasonable price and acceptable 
product differentiation. This can be a very effective positioning strategy, particularly if the 
added value involved is offered consistently. 
 
Differentiation (Position 4) 
The aim of a differentiation strategy is to offer customers the highest level of perceived 
added value. Branding plays a key role in this strategy, as does product quality. A high 
quality product with strong brand awareness and loyalty is perhaps best-placed to achieve 
the relatively prices and added-value that a differentiation strategy requires. 
 
Focused Differentiation (Position 5) 
This strategy aims to position a product at the highest price levels, where customers buy 
the product because of the high perceived value. This the positioning strategy adopted by 
luxury brands, who aim to achieve premium prices by highly targeted segmentation, 
promotion and distribution. Done successfully, this strategy can lead to very high profit 
margins, but only the very best products and brands can sustain the strategy in the long-
term. 
 
Risky High Margins (Position 6) 
This is a high risk positioning strategy that you might argue is doomed to failure – 
eventually. With this strategy, the business sets high prices without offering anything extra 
in terms of perceived value. If customers continue to buy at these high prices, the profits 
can be high. But, eventually customers will find a better-positioned product that offers 
more perceived value for the same or lower price. Other than in the short-term, this is an 
uncompetitive strategy. Being able to sell for a price premium without justification is 
tough in any normal competitive market. 
 
Monopoly Pricing (Position 7) 
Where there is a monopoly in a market, there is only one business offering the product. 
The monopolist doesn’t need to be too concerned about what value the customer perceives 
in the product – the only choice they have is to buy or not. There are no alternatives. In 
theory the monopolist can set whatever price they wish. Fortunately, in most countries, 
monopolies are tightly regulated to prevent them from setting prices as they wish. 
 
Loss of Market Share (Position 8) 
This position is a recipe for disaster in any competitive market. Setting a middle-range or 
standard price for a product with low perceived value is unlikely to win over many 
consumers who will have much better options (e.g. higher value for the same price from 
other competitors). 
 
Overview 
Looking at the Strategy Clock in overview, you should be able to see that three of the 
positions (6, 7 and 8) are uncompetitive. These are the ones where price is greater than 
perceived value. Provided that the market is operating competitively, there will always be 
competitors that offer a higher perceived value for the same price, or the same perceived 
value for a lower price. 
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What You Need to Know 
Issues with growth should include: overtrading 

 
What is Overtrading? 
Overtrading happens when a business expands too quickly without having the 
financial resources to support such a quick expansion.  
 
If suitable sources of finance are not obtained, overtrading can lead to business 
failure. 
 
Importantly, overtrading can occur even a business is profitable. It is an issue of 
working capital and cash flow. 
 
Overtrading is, therefore, essentially a problem of growth. It is particularly associated 
with retail businesses who attempt to grow too fast  
 
When is Overtrading Most Likely to Happen? 
Overtrading is most likely to occur if: 
 

• Growth is achieved by making significant capital investment in production or 
operations capacity before revenues are generated 

• Sales are made on credit and customers take too long to settle amounts owed 
• Significant growth in inventories is required in order to trade from the 

expanding capacity 
• A long-term contract requires a business to incur substantial costs before 

payments are made by customers under the contract 
 
Classic Symptoms that a Business Might Be Overtrading 
Whilst the following symptoms do not guarantee that a business is overtrading, one or 
more of them might prove to be good indicators: 
 

• High revenue growth but very low gross and operating profit margins 
(compared with key competitors 

• Persistent use of a bank overdraft facility 
• Significant increases in the payables days and receivables days ratios 
• Significant increase in the current ratio 
• Very low inventory turnover ratio 
• Low levels of capacity utilisation (alongside high levels of investment in 

capacity) 
 
How Can Businesses Manage the Risk of Overtrading? 
The most effective steps to avoid overtrading are essentially those that would be taken 
as part of a sensible cash flow and working capital management. For example: 
 

• Reducing inventory levels 
• Scaling back the pace of revenue growth until profit margins and cash reserves 

have improved 
• Leasing rather than buying capital equipment 
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• Obtaining better payment terms from suppliers 
• Enforcing better payment terms with customers (e.g. through prompt-payment 

discounts) 
 
Key Terms 
 
Overtrading When a business expands too quickly without having the 

financial resources to support such a quick expansion. 
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