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What is Globalization? 

Globalization is commonly referred to as the breaking down of national boundaries and barriers for the 
free flow of goods, capital, and people. Technological advancement, especially in telecommunications in 
the last several decades helped open markets, connect the world, and made the movement of people 
and capital efficient and easily available.  The Internet was the ultimate globalizing force, making the 
world’s collective knowledge readily accessible. 

Rise of Globalization 

Global interconnectivity rose after the second world war through political engagement and as 
economies opened. The rise of China in the early 1990’s, accentuated with its’ joining the WTO in 2001, 
pushed globalization into overdrive. Today, the globalized world is a vast network of complex supply 
chains and interconnectedness, the dependencies of which were was once sold as a barrier to future 
conflict. This peace dividend has lasted for many decades until tested by disruptions such as the covid-
19 pandemic and most recently Russia’s aggressions in Eastern Europe. 

Few, if any, would dispute that the benefits of globalization have done more to lift the human condition 
and people out of extreme poverty than any development in history. Additionally, consumers across 
continents have enjoyed access to cheaper and diverse products. Likewise, technology and knowledge 
have flown freely across international borders boosting global economic growth.  

Goods Production 

A few centuries ago, production had to be close to the point of consumption due to limitations on 
transportation and lack of infrastructure. As railroads were built, followed by airplanes and then large 
container ships, the greater distances that separated the centers of production with consumption hubs 
were minimized. Cross-border trade grew rapidly as goods were then produced in places where labor 
was abundant or where the benefits of specialization could be maximized.  

The last several decades unveiled thriving economic growth throughout the developing world and 
primarily throughout Asian nations, as many industries transferred their production offshore given the 
low-cost of labor. Savings, competition, and corporate margins all rose, and consumers, in turn, 
benefited from low-priced goods. 

Conversely, offshoring, and particularly in the U.S., led to a change or complete elimination of millions of 
jobs. Many blame offshoring for the hollowing out of the rust belt and the manufacturing regions, and 
even the middle class generally. Others posit that offshoring contributed to the weakening of private-
sector labor unions. Some have even argued that by moving these jobs overseas without providing 
adequate re-training services, a fertile ground for the opioid crisis to take hold was created. 

Nevertheless, offshoring contributed to low levels of inflation in developed countries during the past 30 
years. It was not until the pandemic-fueled supply-chain disruptions and the global shutdown of 
production centers that this trend began to reverse. This disruption has illustrated in real-time how 
supply has not been able to keep up with elevated demand, particularly as many economies were 
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infused with massive amounts of monetary and fiscal stimulus. After all Milton Friedman reminds us, 
that inflation is “too much money chasing too few goods”.  

The Downside of Efficient Supply Chains 

Modern day acute efficiencies mean that it would take only one failure in the supply chain to stop or 
impact production and delivery. Liebig’s Law of the Minimum can be used to understand a globalized 
world with its highly precise and efficient supply chains; whereby, production is not limited to the total 
level of resources, but rather by the scarcest resource. You can’t build a functional car without the tires, 
or the rubber used to make them. 

A Ford F-150, for example, has over 10,000 parts. Their parts suppliers have, say, 1000 suppliers of their 
own, who in turn have, say, 100 suppliers. This is a crude calculation, but it is a permutation of 1 billion 
pathways. Dun & Bradstreet reported back in 2019 when the pandemic broke out that 51,000 
companies around the world had one or more direct (tier-one) supplier, and 5 million companies had 
one or more tier-two suppliers in the Wuhan region where the virus originated.  

A more precise recounting comes from a U.S. Air Force officer responsible for extracting intelligence 
from aerial photography, and particularly about his training from WWII photos from near the end of the 
War. The photos showed many German aircraft sitting idle – and no one could figure out why. After the 
US invaded Germany, he, and fellow officers - found out that the planes had everything they needed to 
be operational except the ball bearings; a direct result of the ball bearing factory in the Schweinfurt 
being bombed.  

In a globalized world economy with highly complex lines of production, there are many hidden critical 
links that tie production to delivery, and ultimately to world trade. Efficiencies and increases in 
economic complexity, magnify global vulnerabilities of critical supply chains. Covid-19 ruptured the 
global economic links and exposed the risks inherent in transferring production without having a 
redundancy plan.  

To remain price-competitive and deliver greater profits, U.S. businesses had come to rely increasingly on 
material, components, and finished goods from abroad. For instance, the U.S. currently has an 
inadequate supply of rare earth metals, which are essential to make semiconductors.  This could 
jeopardize key electronics used for surveillance, communications, and transportation.  In another 
instance, Europe in its quest to be “greener”, allowed its energy needs to be largely supplied by Russia. 
U.S. and other countries could arise similarly. Dependencies can create vulnerabilities, and at a certain 
point, food and energy insecurity could become a major national security issue for several countries.  

Social and Psychological Effects 

Most people take simple things for granted: grocery store and pharmacy shelves being stocked; money 
accepted in exchange for goods and services; the train arriving on time; and their mobile phone and 
internet working. People notice the immediacy of things, but not the conditionality from which it 
emerges. People rarely think about, or see, the constraints to critical infrastructure or the factors that 
provide for social stability. A global pandemic and disrupted supply chains are good reasons to shift 
one’s thinking to consciously consider them.  

China’s zero covid policy, the war in Ukraine, and work from home preferences have all impacted the 
availability of good and services. Certainly, there are groups of individuals who need to go to work to 
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provide services that support critical infrastructures. What happens if not enough of them go to work? 
What are the demand impacts when people are told not to go anywhere where large number of people 
gather?  Or if a factory shutters? What happens, for instance, if truckers do not receive their normal 
supplies for delivery or if rail workers strike for an extended period?  

All kinds of spillover effects could happen within a few days. Food shortages, hospital dwindling 
supplies, baby formula and gas shortages; garbage piling up; U.S. mail stopping; blackouts of power grids 
and sewer system troubles, etc.  

Underlying Resentment 

Modern industrialized societies are used to having freedoms and choices with goods and services. 
However, today the culture of abundance has become tarnished. The unavailability of once plentiful 
goods and the economic promise has created an underlying social distrust of political motives. 

Despite the many benefits of globalization, there has been a steady rise in the distrust of 
interdependence due to cyber-attacks, ransom ware, financial services weaponization, and threats of 
information warfare.  We believe this distrust has also been accelerated by growth in entertainment 
news industry in recent decades, which thrives by focusing on faults of existing systems and authorities.  

Ramifications  

The IMF and other agencies have warned that higher prices of basic goods and/or shortages of water, 
food, and energy could lead to social unrest, riots, stealing, higher crime rates, and mass migration, and 
we agree that these are real risks which will be with us for many years to come.  

When the factors mentioned above arise, countries tend to turn inward and prioritize their interests. 
This can backfire in the long run, but also creates investment risks and opportunities in the short run for 
debt capital markets and in sectors like manufacturing, agriculture, infrastructure, and real estate. The 
pursuit of nationalist policies and economic independence along with decoupling, has the potential to 
gradually divert knowledge and prolongs stagnation across economies. Smaller and developing 
economies are most affected by supply shortages and struggle to build resilient local value chains; as a 
result, there is a high likelihood to become dependent on larger economies.  

The risk of environmental degradation can also increase with supply chain fragmentation, if managed 
incorrectly, as industrial production redundancies could rise. Fragmentation may also lead to restrictions 
on the trade of good and services and can diminish cross-border flows of capital and investment.   

Shifting Landscape 

Today’s low economic growth and high inflation is causing great hardship for many people. Those 
tensions and troubles linger and boil below the surface. Central bank mandates to combat inflation 
through raising interest rates should lower inflation marginally but will also likely raise the 
unemployment rate and lower GDP. Rate hikes do little to impact the supply side factors pushing 
inflation higher which is why many see stagflation as the new baseline forecast. 

Historically, high global sovereign indebtedness places a limit on how much fiscal support countries can 
offer in the near term as economic activity slow. Many countries do not appear eager to provide 
expensive subsidies to offset slow growth and hardships from inflation. Instead, countries are setting 
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policies to cut spending or raise taxes to tackle current high deficits and elevated debt levels from prior 
stimulus. 

Summary 

Many business decisions about globalization and trade over the past several decades were primarily 
based on the economics of finding the lowest cost producer, following David Ricardo’s 400-year-old 
“Theory of Comparative Advantage.”  Today, however, more nuanced variables such as national 
security, dependencies, and timeliness are playing a role in the terms of production and trade decisions.  

Price, quality, and efficiencies remain paramount, and globalization is not in full retreat in our view. 
Tracking by the WTO supports our belief as regional trade agreements have soared to new all-time 
highs, indicating that “regionalization” might be replacing “globalization”. A substantial shift has 
certainly taken place from off-shoring to on-shoring and near-shoring operations with inventories 
processes moving from “just-in-time” to just-in-case”. Shortening supply lines should make them more 
dependable in the long run. Workers are also reassessing their lifestyles and work-life balance, adding to 
a stubbornly low labor participation rate. 

The composition of global trade will continue to change in subsequent years and will have many second 
order effects. As manufacturing and distribution locations are brought closer to home, transportation 
links will shift in kind. Labor, capital, production and working arrangements will also adapt accordingly. 
Corporate expenses, revenues, profits, and margins will initially be negatively impacted leading to 
persistent and elevated levels of inflation.  

A high probability of a prolonged period of stagflation is a reasonable possibility. There is little doubt 
that a seismic shift in the geo-political and geo-economic world order is unfolding before our very eyes. 
It might take a “Bretton Woods” type of collaboration to put the world’s collective economic prosperity 
and sustainability-related issues on the right path. Therefore, rather than repair what is broken, it might 
be time to rethink and transition to a whole new and improved modernized global economic framework. 

 


