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Dear Reader,

At a time of economic uncertainty around the world, increasing globalization represents one of the most 
powerful levers available for boosting growth. This report on the depth of globalization documents both 
the potential in this regard and the problems actually encountered in achieving that potential since the 
world is still less globalized than it was in 2007!  The report is designed to provide readers with the most 
comprehensive and timely source of hard data and analysis depicting the actual extent of globalization 
around the world. 

A key enhancement to this year’s report is that it includes detailed analysis of how globalization has been 
affected by the other big trend of our time: the “big shift” from advanced to emerging economies as a 
rising proportion of many types of activities occur in the latter.  This big shift has already had significant 
consequences for patterns of globalization and looks likely to continue to do so. 

The Depth Index of Globalization presented in this report covers 139 countries that jointly account for 
99% of the world’s GDP and 95% of its population. The data behind this year’s report have been completely 
refreshed, incorporating both the most recent updates (2012 data for most components) as well as revisions 
to earlier data going back to 2005. Estimated values that were used in last year’s report were also replaced 
with actual values where available. 

I am grateful to Steven A. Altman, my partner in conducting this research and the co-author of this report, 
to Tamara de la Mata López for the skill and care with which she helped compile the data and conduct the 
statistical analyses, and to Adrià Borràs Carbonell and Víctor Pérez García for excellent research assistance. 
Finally, I would like to thank IESE Business School for supporting most of the research underlying this 
report and NYU’s Stern School of Business, my host institution during fall 2013, while this report was 
actually being written.

 
Pankaj Ghemawat
Barcelona and New York, November 2013
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Ten Key Take-aways

Globalization’s post-crisis recovery stalled last year, leaving the world still less deeply 

interconnected in 2012 than it was in 2007.  Macroeconomic weakness was the main 

culprit, but there is also evidence of increasing protectionism.

1

Foreign direct investment depth plummeted 21% in 2012 and the share of the world’s 

economic output traded across national borders declined modestly, but growth on the 

information and people pillars continued.  The number of international tourist arrivals 

crossed the 1 billion mark for the first time.

2

Internet fragmentation has become a growing concern even as international bandwidth 

continues expanding.  Interactions on social media, like other information flows, mostly 

remain domestic and regulatory impediments may curtail the potential of technological 

advances (e.g., cloud computing) to expand them. 

3

The big shift in the share of world output from advanced to emerging economies 

continued, with the latter driving most of the growth of international flows even as the 

largest among them, China, significantly reduced its reliance on exports and foreign 

investment. 

4

Emerging economies are only about one-quarter as deeply integrated into international 

capital and people flows and one-ninth as globalized in terms of information flows as 

advanced economies, but are roughly at parity with respect to international trade.

5

3  



Multinational firms are struggling to keep up with the big shift.  While multinationals 

from emerging economies remain few and far between, firms from advanced 

economies are falling behind their new competitors.  Their people, in particular, have 

not globalized as fast as their operations and sales targets.  

7

The big shift has already driven profound changes in the pattern of globalization, 

e.g., declining regionalization of merchandise exports after increases for most of the 

post-war era.  If emerging economies tend toward advanced economies’ levels of 

globalization as they grow wealthier, the big shift beyond trade has only just begun.

6

At the regional level, Europe is still the most deeply globalized region despite recent 

setbacks.  Sub-Saharan Africa and South & Central Asia lag the farthest behind—

although South & Central Asia did experience the second biggest increase in depth of 

globalization in 2012, behind North America.   

8

Strengthening international flows could bolster macroeconomic recovery, with 

every country (and region) possessing untapped possibilities to increase its depth of 

globalization through domestic as well as international policies.

9

Looking ahead, the largest threat to globalization comes from policy fumbles rather 

than macroeconomic fundamentals, since the world economy is still projected to grow 

faster from 2012-2018 than over any of the past three decades.

10
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This report provides up-to-date data and analysis on the 
depth or intensity of globalization and relates it to what 
we call the big shift: the rising proportion of many types 
of activity occurring in emerging economies.  It points 
out that overall, globalization’s post-crisis recovery stalled 
last year, as a result of which the world is still less deeply 
interconnected today than it was in 2007.  It also shows 
that while growth in emerging economies has slowed 
somewhat, the big shift continues.  

In light of research indicating that globalization can be 
a powerful lever for increasing prosperity, this report’s 
finding that it is limited and faltering underscores its large 
untapped potential.  Globalization’s stalled recovery is 
explained in part by macroeconomic weakness, but there 
are indications, as well, of rising protectionism restricting 
both trade and foreign investment.  The facts presented 
here on actual levels of globalization should also help calm 
some fears that fuel protectionism, as they show that the 
world is generally less globalized than is often presumed. 

More specifically, the 2013 Depth Index of Globalization 
(DIG) measures and analyzes the globalization levels of 
139 countries that jointly account for 99% of the world’s 
GDP and 95% of its population.  It measures the depth 
of countries’ trade, capital, information, and people 
flows.  Twelve distinct components of globalization are 
incorporated across those four pillars, with historical 
coverage back to 2005.  

The index is based entirely on hard data in order to 
separate the facts about globalization from commonly held 
myths.  It relies on the most recent data available, which for 
most components are from 2012.  It focuses on measures 
of actual international flows (and stocks cumulated 
from prior flows) so as to distinguish clearly between 
globalization and its enablers.  This makes it more useful 
for policy analysis than globalization indexes that mix up 
flows and enablers.

At the global level, this report paints a detailed picture 
of how globalization has evolved since the onset of 
the financial crisis in 2007-2008 in terms of the size of 
countries’ international flows relative to their domestic 
economies (depth).  While merchandise trade staged a 
strong recovery after the crisis, its depth decreased slightly 
in 2012, and services trade continued to stagnate.  Capital 
markets became more fragmented as investors kept more 
of their funds at home.  Information flows continued to 
expand, though actual international communication lags 
the growth of potential connectivity on this pillar.  And 
globalization on the people pillar extended a modest 
growth trend. 

At the country level, while all countries have headroom to 
increase their depth of globalization, they do vary widely in 
terms of the levels that they have reached.  The top ranked 
economy, Hong Kong SAR (China) is almost 150 times 
more deeply connected than the bottom ranked economy, 
Islamic Republic of Iran.  Eight of the top 10 most deeply 
globalized countries are advanced economies, whereas all 
of the bottom 10 countries are emerging economies.  And 
country size and remoteness are negatively correlated with 
the depth of globalization.  The country profiles at the back 
of this report provide detailed data on each country’s depth 
of globalization, track trends over time, and display rooted 
maps based on countries’ merchandise export patterns.

At the regional level, Europe is the world’s most deeply 
globalized region.  East Asia & Pacific ranks second overall, 
as well as second on the trade and capital pillars.  Sub-
Saharan Africa and South & Central Asia lag the farthest 
behind—although South & Central Asia did experience the 
second biggest increase in depth of globalization in 2012, 
behind North America.   

Beyond measuring the depth of globalization, this year’s 
report includes detailed analysis of how globalization has 
been affected by the other big trend of our time: the big 
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shift from advanced to emerging economies as a rising 
proportion of many types of activities take place in the 
latter.  Recently, emerging economies have driven most of 
the increases observed in international flows. Their rise 
has also been responsible for some of the changes observed 
in the pattern of globalization, e.g., the decline in recent 
years of the regionalization of merchandise exports after 
increases through most of the post-war period—to a level 
last seen in 1986.  And despite rough parity on trade depth, 
emerging economies’ depth of globalization averages 
roughly one-quarter advanced economies’ on the capital 
and people pillars and only one-ninth on the information 
pillar, suggesting that emerging economies may continue to 
be the ones to power globalization going forward. 

The data presented here also show that broad 
macroeconomic indicators of the big shift far surpass 
corporate indicators: the rise of multinationals from 
emerging economies is still in its infancy.  Nonetheless, 
there is a growing body of evidence showing that 
multinationals from advanced economies are falling 
behind their competitors from emerging economies.  
Managers have yet to crack the code on how to bridge the 
distances and differences that separate the home bases of 
most of the world’s largest multinationals from their most 
important growth markets.  

These points on still untapped opportunities in emerging 
economies are particularly worth emphasizing given 
widespread gloom, as of fall 2013, about global growth 
forecasts in general and emerging economies’ prospects in 
particular.  Even after the IMF released another downward 
revision to its forecasts in October 2013, emerging 
economies are still projected to account for 53% of world 
economic growth between 2012 and 2018—and fully 65% if 
economic output is measured in terms of purchasing power 
parity rather than at market exchange rates.  And largely 
thanks to emerging economies, the world economy is still 

projected to grow faster over 2012-2018 than in the 1980s, 
the 1990s or the first decade of this century: at a compound 
annual rate in constant prices of 3.8%, thanks to a growth 
rate of 5.2% in emerging economies versus 2.2% in 
advanced economies. 

Given these relatively healthy fundamentals, what we 
really have to fear are policy fumbles.  At a country level, 
policies that directly target expanding international flows 
as well as policies that focus on improving countries’ 
domestic business environments can both contribute 
significantly to deepening countries’ globalization levels.  
And at a company level, changes in globalization and the 
big shift have significant implications for supply chains, 
investment patterns,  and internal information flows and 
organization—particularly for companies from advanced 
economies that have fallen behind in emerging ones.  If 
policymakers make the right choices, the potential for 
greater globalization—and greater prosperity—can become 
reality.
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There is considerable disagreement about whether 

globalization is deepening or diminishing.  Thus, some 

exult about hyperglobalization.1   Yet others worry that 

2013 might be like 1913, which marked the end of the first 

wave of globalization.2   This report provides up-to-date 

data and analysis on this fundamental question.  It points 

out that, overall, globalization’s post-crisis recovery 

stalled last year.  This report also digs deep into the 

interplay of globalization and what we call the big shift—

the rising proportion of many types of activities occurring 

in emerging economies.  Some have conflated these two 

phenomena.  Thus, Sir Martin Sorrell, the CEO of WPP 

and one of the prime movers behind the globalization of 

advertising and marketing services, has written of growth 

spreading across an expanding set of emerging economies 

as marking the arrival of “true globalization.”3 

As this report will make clear, globalization and the big 

shift are two related but quite distinct phenomena, and 

while the big shift has continued and even surged since 

the crisis began, some kinds of globalization have gone 

into reverse.  For a quick illustration, consider the flood 

of Chinese products on store shelves: Chinese growth is 

the far bigger factor than deepening international trade.  

The contribution of merchandise exports to China’s GDP 

actually fell from 35% in 2007 to 25% in 2012, even as the 

value of its exports rose 68%.4

The Depth Index of Globalization (DIG) presented 
in this report will measure globalization at multiple 
levels—globally, regionally, country-by-country, and in 
comparisons between advanced and emerging economies—
based on hard data on cross-country interactions.  We 
carry forward here the methodology for measuring the 
depth of globalization we introduced in the DHL Global 
Connectedness Index 2011 and 2012.  Globalization’s post-
crisis recovery, as measured using our depth index, stalled 
in 2012.  The material that follows elaborates the distinct 
evolution of twelve types of international interactions 
across four pillars: trade, capital, information and people.  
Thus, it extends well beyond the usual focus on trade and 
capital flows.5

Broad coverage across types of international interactions 
is of particular importance because of complementarities 
among them.  Migration has been found to stimulate 
both trade6 and information flows.7   Information flows 
have been positively and significantly associated with 
capital flows.8  And global value chains coordinated by 
transnational corporations account for about 80% of global 
trade.9   This figure includes trade within firms’ networks of 
affiliates, contractual partners and arm’s-length suppliers, 
implying very significant complementarities both between 
trade and foreign direct investment and between trade and 
the information flows (and relationships) that underpin the 
extended business networks of transnational firms.   

The big shift of economic activity to emerging economies 
will also be quantified across the same broad categories of 
cross-border interactions as well as via other more tailored 
metrics.  This analysis will reveal that while the growth 
of emerging economies is the big story of our era—bigger, 
our data indicate, than globalization itself—it is at different 
stages for different types of activity and proceeding at 
greatly varying speeds, with significant public policy and 
business implications.  
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This chapter first describes the state of globalization on a 
global basis, focusing particularly on developments over 
the past year.  It explains what we mean by the depth of 
globalization and summarizes the distinct trajectories of 
the various types of globalization covered in this report.  
The chapter then turns to a broad overview of the big shift 
of economic activity to emerging economies.  Finally, it 
highlights key public policy and business implications of 
this research. 

Chapters 2 through 5 focus in on the four broad categories 
of international flows that form the pillars of our index: 
trade, capital, information, and people.  These chapters 
follow a common structure: first the depth of globalization 
in each of the areas is tracked, then the shift of the relevant 
types of activity to emerging economies is analyzed, 
and finally the two are integrated and public policy and 
business implications are explored.  

Chapter 6 ranks the depth of globalization across 139 
countries, a set of countries that jointly account for 99% 
of the world’s GDP and 95% of its population.  It reveals 
that, across the countries covered in this report, 83 
countries became more deeply globalized over the past year 
(countries accounting for 35% of the world’s population 
and 61% of its GDP).  The lower share of population in 
countries where depth increased is driven by the fact 
that the world’s two most populous countries, China and 
India10, were among the 56 countries where depth declined 
over the past year.  At the back of this report are also 139 
country profiles, providing a handy reference on the depth 
of each country’s globalization over the period from 2005 
to 2012.  

Chapter 7 describes the methodology employed to generate 
the Depth Index of Globalization. 

The Depth of Globalization, 2005-2012
As shown in Figure 1.1, the depth of globalization was hit 
hard at the onset of the financial crisis, but began recov-
ering in 2009, and if its initial pace of recovery had been 
sustained, it would already have returned to its pre-crisis 
level.  The pace of its recovery, however, slowed in 2011 and 
stalled completely in 2012.  Before digging into the major 
factors behind the stalled recovery, some explanation is in 
order: what exactly is meant here by the depth of globaliza-
tion?

The depth of globalization measures how much of a 
country’s activities or flows are international versus 
domestic by comparing the size of its international flows 
with relevant measures of its domestic economy.  For 
example, to assess the depth of Hong Kong SAR (China)’s 
merchandise exports, its exports are compared to its GDP: 
Hong Kong’s merchandise exports-to-GDP ratio was 188% 
in 2012, the highest in the world and 38 times higher than 
Nepal’s (the lowest—only 5%).  

The depth index is constructed based on twelve such 
metrics across four pillars (for more details on the index 
methodology, refer to Chapter 7):

• Trade (35% weight): Exports and imports of products 
and services

• Capital (35% weight): Flows and stocks of foreign 
direct investment (FDI) and portfolio equity 
investment, with capital flow volatility smoothed 
over 3-year moving averages
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Figure 1.1
Overall Depth of Globalization, 2005-2012
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• Information (15% weight): International internet 
bandwidth, international telephone call minutes, and 
trade in printed publications

• People (15% weight): Migration, international 
university students, and international tourist arrivals 
and departures

Breadth, of course, is depth’s usual counterpart, and we 
measured the breadth of globalization most recently in the 
DHL Global Connectedness Index 2012.  Breadth measures 
the extent to which the international component of a type 
of activity is spread out evenly around the world or is 
concentrated more narrowly.  In most cases, interactions 
are most intense between neighbors, limiting the breadth 
of countries’ globalization.  As this report focuses in 
specifically on depth, readers who are interested in learning 
more about breadth are encouraged to refer to the DHL 
Global Connectedness Index 2012.  Breadth tends to vary 
less year-to-year than depth: taking merchandise exports 
as an example, the average annual changes in countries’ 
unnormalized depth was nearly 3 times greater than the 
average changes in their unnormalized breadth over the 
period from 2005 to 2011.

With that background covered, we can turn to Figure 1.2 
to disaggregate why the depth of globalization plummeted 
at the onset of the financial crisis and how its recovery 
has subsequently stalled.  Capital flows are the aspect of 
globalization that was hit first, with capital depth plunging 
in 2008 back to its 2005 level.  As Chapter 3 will elaborate, 

portfolio equity depth was hit the hardest.  Trade was the 
next domino to fall, declining in 2009 to well below its 2005 
level.  Starting in 2010, trade drove a recovery, while capital 
remained in the doldrums.

In 2012, however, the trade recovery reversed course, with 
trade depth turning in a modest decline.  As Chapter 2 will 
elaborate, this drop in trade depth is partially explained 
by weak macroeconomic conditions, especially in Europe.  
However, protectionism also seems to have played a 
part.  Global Trade Alert reports that among the 2000+ 
discriminatory trade policies implemented since the onset 
of the financial crisis, only 10% have since been unwound.11   
Roberto Azevedo, the new WTO Director General, has 
warned, “Protectionism is going up, it’s going up slowly, 
gradually, inching up; but it’s also growing in different ways, 
it’s become more sophisticated, it’s become more complex, 
more difficult to detect.”12   Chapter 2 also highlights 
the stagnation of services trade depth, a major untapped 
opportunity to accelerate global growth.

While Figure 1.2 shows capital pillar depth as basically 
flat in 2012, Chapter 3 will reveal that, after removing the 
3-year averages used to construct the depth index, the depth 
of foreign direct investment inflows dropped 21% (and the 
absolute dollar value of FDI inflows fell 18%).13  Foreign 
direct investment flows are widely viewed as the most 
clearly beneficial form of capital flows.  Chapter 3 will also 
describe a recovery in portfolio equity flows during 2012 
and explore the fragmentation of other forms of financial 
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Figure 1.2
Depth of Globalization by Pillar, 2005-2012
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globalization that are not covered in the index.  Banking, 
particularly in the Eurozone, has fragmented significantly 
over the period covered in this report.  However, debt-
based measures of financial market integration are 
excluded from the computation of the Depth Index of 
Globalization because this index is intended to focus on 
modes of globalization whose benefits are widely viewed as 
outweighing associated harms or risks.  

Information pillar depth has risen year-after-year since the 
index was first computed based on 2005 data, reflecting 
technological advancements that dramatically reduced 
the costs of transmitting information from one country to 
another.15   As Chapter 4 will elaborate, rising informational 
connectivity has been driven over this period by expansion 
of international internet bandwidth.  However, Chapter 4 
will also reveal that this connectivity is still used primarily 
to connect domestically rather than internationally. 

People pillar depth has been on a modest rising trend 
since the crisis.  The growth of international tourism has 
outpaced the growth of the other people pillar components, 
driving the number of international tourist arrivals across 
the one billion mark for the first time ever.  The growth of 
people flows, however, is constrained by more restrictive 

policies than those pertaining to any of the other flows 
covered in the Depth Index of Globalizaton, especially 
with respect to migration.  As Chapter 5 will explain, the 
proportion of first-generation immigrants in the world 
population is still roughly the same today as it was in 191016, 
despite the huge boost that more migration could provide to 
global growth.

Another message about the depth of globalization that 
will run throughout Chapters 2 through 5 is the limited 
extent of globalization in absolute terms across all of the 
pillars.  Popular notions like the “flat world” and the “death 
of distance” have led many to view the world as nearly 
completely integrated across national borders.  However, 
the depth metrics provided in this report demonstrate that 
the large majority of nearly every type of activity that could 
either take place within or across national borders remains 
domestic.  To cite just one example per pillar here: exports 
add up to only 32% of GDP (or only 23% if one eliminates 
double/multiple counting by focusing on value added 
measures of trade).  Just 8% of fixed capital investment in 
2012 was deployed internationally.  Less than 5% of phone 
calling minutes, including calls placed over the internet, 
are international.  And only 3% of people live outside the 
country where they were born.18
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To summarize, the world is less globalized than many 
people think.  And far from galloping ahead, the depth of 
globalization has stalled.

The Big Shift to Emerging Economies

In 2012, emerging economies generated 38% of the world’s 
economic output in U.S. dollar terms, nearly double their 
20% share in 2000 (in purchasing power parity or PPP 
terms, the emerging economies’ share of world GDP rose 
from 37% in 2000 to 50% in 2012).  With slow growth in 
the world’s advanced economies (and many experiencing 
recessions), 77% of the world’s economic growth from 2008 
to 2012 took place in emerging economies (74% at PPP).19   
As shown in Figure 1.3, the big shift predates the crisis, 
with the emerging economies’ share of world GDP having 

started a strong upward trend in the early 2000s (with a 
particularly pronounced uptick in 2004 based on market 
exchange rates).

The IMF’s latest projections (revised October 2013) call 
for the emerging economies’ share of world GDP to reach 
41% by 2018 (54% at PPP).  This does imply a modest 
deceleration of the shift versus the crisis years: 53% of 
growth is projected to take place in emerging economies 
from 2012-2018 (65% at PPP).  While deceleration in 
emerging economies is causing much angst as of this 
writing, with the majority of the world’s growth still 
projected to take place in emerging economies, it is 
important to remember that their deceleration is from 
extremely fast growth to fast growth.  Growth is not 

Figure 1.417

Maps of World GDP (PPP) in 1980, 2012, 2030 (projected)
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Figure 1.5
Emerging Economies’ Share of World Totals, 2000 vs. 2012 (or most recent available)

* Data from 2010 

† Data from 2011 

Notes: Variables shown in bold are components of the Depth Index of Globalization.  Fortune Global 500 companies and Fortune Global 500 companies (excluding 

state-owned) are from the 2013 edition of this list, which reflects companies’ revenues for fiscal years ended on or before March 31, 2013 (primarily 2012 data).20 

Interbrand Top 100 Best Global Brands are from the 2013 edition of this ranking.
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disappearing altogether from emerging economies, but 
a slower narrowing of the gap between rich and poor 
countries is more likely than a quick convergence.

Emerging economies, for the purposes of the analysis 
presented above and throughout the rest of this report 
refer to those countries designated by the IMF as emerging 
or developing in 2013.  The IMF classifies as emerging or 
developing both countries with low per capita incomes as 
well as countries that achieve high per capita incomes but 
lack advanced market infrastructures, typically because 
they achieve high income levels primarily based on the 
extraction and export of natural resources.  Thus, Qatar is 
classified as an emerging economy even though it ranked 
second worldwide on GDP per capita in 2012, behind 
Luxembourg.  For more on the classification of countries by 
levels of economic development, refer to Appendix B.  

What does the shift of economic activity to emerging 
economies imply about the geography of the world’s 
economy?  As the material presented in Chapters 2 through 
5 will reveal, geography matters greatly not only to cross-
country interactions that require physical transportation 
(such as trade and tourism) but it also impacts purely 
digital interactions such as telephone calls and connections 
on social media.  The rising share of output generated in 
emerging economies is causing a geographic shift eastward 
of the planet’s economic center of gravity, which had 
already moved from the mid-Atlantic in 1980 to the rough 
longitude of Turkey by the late 2000s, and forecasts suggest 
that it could be on the Chinese-Indian border by 2050.21   

The maps shown in Figure 1.4 contrast relative and absolute 
approaches to viewing the shift of economic activity to 
emerging economies.  Much of the discourse on the growth 
of emerging economies emphasizes the relative approach 
displayed on the series of maps on the left side of the 
figure—this is the approach in mind when those in the 
West speak with fear of being eclipsed by the rising East.  
It reflects the mistaken perception of a zero-sum game.  
However, at least with respect to economics (in contrast, 
for example, to military power), rising prosperity (or more 
precisely reductions in poverty) in one country need not 
come at the expense of falling prosperity in another.

It is important to avoid mistaking the declining relative 
share of activity in advanced economies with absolute 
decline.  Output per person (in constant currency) in the 
advanced economies, in spite of the crisis centered in 
those economies, was 13% greater in 2012 than in 2000 (as 
compared to 76% greater in the emerging economies).22   
The series of maps on the right side of Figure 1.4 provide 
an absolute perspective on the world’s economic output 
over the same period, allowing total land area to expand to 
depict rising total output as well as its shifting geographic 
distribution.  

Total economic output, the metric tracked in the maps in 
Figure 1.4 is a very broad indicator of the big shift.  The 
extent and velocity of the shift to emerging economies 
actually varies widely across types of activity, as shown 
in Figure 1.5.  Figure 1.5 compares emerging economies’ 
shares of world totals across 60 metrics in 2000 versus 
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Industry Level Shift of Production and Consumption to Emerging Economies
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2012 or the most recent year with data available.  Starting 
at the top of the exhibit, in light of their lower per capita 
incomes, it is unsurprising that population is the variable 
with the highest emerging share, but it is still striking to 
note that 86% of the world’s population resided in emerging 
economies in 2012 (up only one percentage point from 
2000).  Those 86% enjoyed only 31% of the world’s final 
consumption expenditure in 2011, but this reflected a very 
large improvement versus a mere 19% in 2000.23

The metrics with the largest shifts from advanced to 
emerging economies since 2000 were fixed broadband 
Internet subscribers (emerging share rising from 1% in 2000 
to 52% in 2012) mobile cellular subscriptions (up from 32% 
to 82%), and new registrations of passenger cars (up from 
20% to 54%).  These metrics exemplify the broader pattern 
of fast shifts in consumer telecommunications and heavy 
industry (and its associated environmental harms).  The 
emerging share of FDI inflows (up from 12% to 47%), total 
reserves (including foreign currency and gold reserves) (up 
from 36% to 67%) and gross domestic savings (up from 
23% to 51%) also reflect large changes in the roles played by 
emerging economies in international finance.24

In contrast, firm-related metrics fall to the bottom of Figure 
1.5.  The emerging share of the world’s 500 largest firms by 
revenue (the Fortune Global 500) rose from 4% to 25% from 
2000 to 2012 (with an accelerated shift since 2010 when the 
emerging share stood at 15%), but that rise was driven by 
Chinese state-owned firms, many of which focus primarily 
on the Chinese domestic market.  Excluding state-owned 
firms, the emerging share of the Fortune Global 500 rose 
only from 2% in 2000 to 9% in 2012. 

Large emerging economy based firms also remain more 
domestically oriented than their advanced economy 
counterparts, providing another indication of why it is 
important not to confuse the shift of economic activity 
to emerging economies with deepening international 
integration.  Among the Fortune Global 500, advanced 
economy based firms generated 24% of their revenue 
outside their home regions, as compared to only 14% for 
emerging economy based firms.25   And if the world’s 
largest corporations are ranked based on their foreign assets 
(instead of their revenues), only 7 of the top 100 are from 
emerging economies.26
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Emerging economy based firms, however, do have large 
global ambitions and forward-looking metrics suggest the 
big shift might lead to a big shakeup among the world’s 
largest corporations.  In October 2013, McKinsey released a 
report projecting that more than 45% of the Fortune Global 
500 are likely to be based in emerging economies by 2025.27

Covering an intermediate level between macroeconomic 
and firm level variables, Figure 1.6 traces the shift of 
production and consumption to emerging economies across 
9 industries.  The automotive industry exhibited the largest 
shift, moving from having roughly 85% of its production 
and consumption in advanced economies in 1998 to 
roughly 50% in 2012.  The pharmaceutical industry, in 
contrast, barely shifted at all, still retaining approximately 
90% of production and 80% of sales (in value terms) in 
advanced economies.  Nonetheless, analysts predict that 
upwards of 75% of pharmaceutical industry growth through 
2020 could come from non-traditional markets.28   Mobile 
phones and footwear, located well above the diagonal line, 
are industries with large net trade flows from emerging to 
advanced economies.29

The big shift of economic activity to emerging economies 
has not erased, however, the advanced economies’ large 
lead in terms of the depth of their international integration. 
As Figure 1.7 shows, advanced economies are still nearly 
9 times more deeply globalized on the information pillar 
and more than four times more deeply globalized on the 
people and capital pillars.  On trade, however, emerging 
economies were actually more deeply globalized than 
advanced economies in 2005 and both emerging and 
advanced economies are about equally globalized today.

The analysis presented in Figure 1.7 foreshadows the 
pattern that will unfold across Chapters 2-5 of emerging 
economies having made a major impact on global trade 

flows but a much more limited one on most of the other 
types of international interactions tracked in this report.  
While it may sometimes seem that emerging economies 
are punching above their weight as traders, this analysis 
reveals that emerging economies are really only punching 
their weight globally in trade, and punching far below 
their weight on almost every other type of international 
interaction.  This implies that trade is really the only 
area where the big shift has already played out in a 
significant way.  The contrast between the exports and 
FDI maps in Figure 1.8 provides an illustration of how 
these differences are reflected in global flow patterns.  If 
emerging economies trend toward the higher levels of 
capital, information, and people integration of advanced 
economies as they grow wealthier, then the broader 
phenomenon of the big shift has really only just begun.

Public Policies to Maximize Benefits of 

Globalization

Why should countries care about the depth of their ties 
to the rest of the world?  The most straightforward reason 
to quantify is economic: deeper international integration 
boosts economic growth, still an urgent priority as 
recovery remains feeble in much of the developed world 
and growth is slowing in the emerging economies 
(although the macroeconomic outlook is not really as bad 
as it is often made out to be—more on that later).  Feasible 
measures to deepen globalization could increase global 
GDP by several percentage points, and that’s leaving 
aside theoretically attractive but politically impossible 
opportunities such as removing all restrictions on labor 
mobility, which could alone double the size of the world 
economy.30   For a detailed description of the economic 
benefits of deeper globalization, refer to Chapter 4 of 
Pankaj Ghemawat’s World 3.0: Global Prosperity and How 
to Achieve It (Harvard Business Review Press, 2011), and 
for statistical analysis specifically on the benefits of the 

Figure 1.8
Maps with Countries Scaled based on Merchandise Exports (Left) and FDI Outflows (Right) in U.S. Dollars, 
highlighting Advanced vs. Emerging Economies, 2012
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depth of globalization as measured here, see Chapters 4 
and 5 of our DHL Global Connectedness Index 2011.  

The benefits of deeper integration also extend beyond the 
realm of economics, but non-economic benefits naturally 
don’t lend themselves as cleanly to quantification in 
GDP terms.  While we do not subscribe to the theory 
that globalization can prevent all wars, we do note with 
some optimism how trade disputes seem to substitute 
for military interventions—where you have more of 
the former you have less of the latter.31  And culturally, 
while globalization does blur the distinctions at national 
boundaries, it provides individuals a richer set of cultural 
possibilities, something we think deserves to be celebrated.

In light of such evidence on the benefits of deepening 
globalization, we view its stalled recovery as a worrisome 
development.  Some of the forces favoring fragmentation 
over the past year were cyclical and will diminish as 
macroeconomic conditions improve.  However, the analysis 
of both actual absolute levels of integration and recent 
trends contained in this report reveals that mere reversal 
of cyclical inhibitors would still leave globalization far 
short of its potential.  Our aim, therefore, in documenting 
the evolution of globalization—globally and by region and 
country—is to bring to light those untapped opportunities 
that, with courageous leadership, could expand human 
possibilities.  

What policies could countries employ to deepen their 
international integration?  The chapters that follow will 
describe policy measures that specifically target trade, 
capital, information, and people flows.  A broad policy 
theme, however, is the surprising extent to which policies 
aimed at improving the domestic business environment 
can have a very large impact on international integration, 
sometimes even larger than policies that directly target 
international openness.  Perhaps, this result should not be 

so surprising, since foreigners have even greater flexibility 
than locals to choose to operate in more favorable 
environments.

Many of the specific policy measures that can boost 
international interactions are, frankly, rather obvious: 
reducing the administrative complexity of doing business 
across borders, improving infrastructure, and so on.  Since 
the basic ingredients are well known, in much of the world, 
achieving more benefits of globalization requires first 
changing minds in order to later gain the political support 
required to change policy.  

Broadening circles of cooperation with people who are 
distant and different has never been the easy course.   
When times are tough and uncertainty looms, the instinct 
to build up walls and hunker down with our immediate 
neighbors can seem irresistible.  But it’s precisely in times 
like these that there is the most to gain from reaching out 
across boundaries.  We owe much of our prosperity and 
our security to those, throughout history, who did reach 
out and who did advance humanity from small bands of 
hunters and gatherers into nation-states and beyond.  It’s 
a messy process and one of its greatest achievements—the 
European Union—is now struggling to correct major 
construction mistakes, but it’s a process worth carrying 
forward so that future generations will continue to enjoy 
ever-broader horizons.

The findings presented in this report can help assuage 
many fears about globalization and the big shift.  As 
globalization is much more limited than many people 
presume, worries about its potential negative effects are 
overblown if not completely misplaced.  Much of what 
gets blamed on globalization really has domestic root 
causes (unsurprising since more than three-quarters of 
all economic activity is domestic), but it’s often easier 
to divert blame abroad than to face up to internal 

21 1. Global Depth and the Big Shift



shortcomings.  And by recognizing that the big shift is 
primarily a reflection of domestic expansion in emerging 
economies rather than deepening globalization, one can 
avoid the tendency for fears about these two phenomena to 
compound upon each other.

Doing Business in a Semiglobalized, Shifting World

Managers could be forgiven for complaining of a mild case 
of whiplash of late with respect to trends and forecasts for 
globalization and the big shift.  In one ear, they hear that 
borders are tumbling down while in the other they hear 
about a potential Eurozone breakup ushering in a new 
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wave of deglobalization.  Emerging markets have seemingly 
gone from hot to not overnight.  Financial markets swing 
violently from “risk-on” to “risk off” and back again.

The data presented in this report provide perspective that 
can help avoid whiplash, which is not only painful but also 
threatens the ability of firms to make the commitments 
required to build and sustain competitive advantage.33  
Globalization has stalled, but it was never quite as 
advanced as it was supposed to be in the first place: the 
world remains semiglobalized.  And while emerging 
market growth has slowed, the dire rhetoric about 
emerging markets of late is also overblown.  Even after the 
recent downward forecast revisions, emerging markets 
are projected to grow 5.2% in real terms from 2012-2018 
(versus 2.2% for the advanced economies).34   The big shift 
continues, just a bit slower than before.

The central business implication of semiglobalization 
is that smart business strategies must take into account 
the persistence of major cross-country distances and 
differences.  The big shift to emerging economies makes 
the same implication even more crucial because it expands 
the distances and differences across which multinational 
firms must operate.  Geographically, the average distance 
from one advanced economy to another advanced economy 
around the world is 5,360 km.  From advanced economies 
to emerging economies, the average distance is 7,750 km.35

Beyond geographic distance, there are also other large 
differences between advanced and emerging economies 
(see Figure 1.9), all of which require smart strategies if 
firms are to bridge them effectively.   Culturally, people 
in emerging economies report that they accord work a 
higher priority in their lives, presumably an advantage 
for employers.  However, generalized levels of trust are 
lower in emerging economies, which complicates all sorts 
of business dealings, and societies are typically more 

hierarchical, implying differences in the styles of leadership 
that will be most effective.36  Emerging economies are 
also, on average, more internally diverse ethnically and 
culturally, providing a reminder of the importance of not 
treating large emerging economies as monolithic entities: 
China and India are, in some ways, as diverse as Europe.37

Administratively, emerging economies rank significantly 
worse on rule of law, political stability and corruption.  
The latter is of particular importance with respect to 
international interactions.  According to one estimate, an 
increase in corruption levels from that of Singapore to that 
of Mexico has the same negative effect on inward foreign 
investment as raising the tax rate by over 50 percentage 
points.38   Emerging economies also tend to pose more 
challenging geographic conditions: they are more likely to 
be landlocked, and poor built infrastructure can exacerbate 
natural geographic barriers.  Economically, firms have 
to deal with differences that extend beyond obvious ones 
such as lower consumer buying power (GDP per capita 
averages almost 10 times higher in advanced economies 
on market exchange rates basis and 6 times at purchasing 
power parity). 39  Growth rates in emerging economies are 
also more volatile, and competing in fast markets requires 
fundamentally different capabilities than managing 
incremental change in stable settings.  

This review of cross-country distances and differences 
was structured around the cultural, administrative, 
geographic, and economic categories of Pankaj Ghemawat’s 
“CAGE Distance Framework.”  For a brief introduction to 
this framework and how to use it to guide international 
strategy decisions, see Pankaj Ghemawat’s September 2001 
Harvard Business Review article, “Distance Still Matters: 
The Hard Reality of Global Expansion.”  A more extended 
explanation may also be found in Chapter 2 of Pankaj 
Ghemawat’s Redefining Global Strategy (Harvard Business 
School Press, 2007).
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Evidence is mounting that the world’s largest 
multinationals are struggling to bridge the distance 
required to keep up with the big shift.  100 of the world’s 
largest companies headquartered in advanced economies 
derived just 17 percent of their total revenue in 2010 
from emerging economies—even though those markets 
accounted for 36 percent of global GDP and were projected 
to contribute more than 70 percent of global GDP growth 
through 2025.  Analysis over  time frames from 1999 to 
2008 indicates that emerging economy companies not 
only grew 10 percentage points faster annually at home 
than companies from developed economies (18% vs. 8%) 
but also enjoyed a similar edge (22% vs. 12%) in advanced 
economies and an even bigger one in other (foreign) 
emerging economies (31% vs. 13%)!40

Surveys indicate a growing recognition among executives 
in multinational firms from advanced economies of the 
problems their firms face dealing with the big shift.  A 
recent survey by the Boston Consulting Group indicates 
that while 78% of MNCs expect to gain market share in 
emerging economies, only 13% say they have an advantage 
over local competitors.41   56% of executives attending the 
London Business School’s Global Leadership Summit in 
May 2013 said they believe “Western leaders are missing 
key opportunities in BRICS (S. Africa included) because 
they do not understand local business practices in these 
nations.”42

There are also worrisome indicators that firms are making 
investment decisions that could impair their future 
capacity to globalize.  Investments in brand-building and 
R&D have long been recognized as building intangible 
assets that support international as well as domestic 
expansion strategies.  But media expenditure as a share of 
world GDP has dropped every year since 2006, and R&D 
expenditure as a share of world GDP has stagnated over 
that period.43

A full discussion of business strategies for creating value 
across distances and differences lies beyond the scope 
of this report.  In brief, however, there are three broad 
strategy archetypes to consider: adaptation (adjusting to 
differences), aggregation (overcoming differences), and 
arbitrage (exploiting differences).   These strategies are 
described in detail in Pankaj Ghemawat’s Redefining 
Global Strategy (Harvard Business School Press, 2007).
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Globalization—measured in this report based on the depth or intensity of interactions between countries—is far more 
limited than many presume and its post-crisis recovery has stalled.  The intensity of trade and foreign direct investment 
fell over the past year.  The world remains “semiglobalized.”  And yet, globalization has progressed to an extent that rapid 
growth in emerging economies—sharply increasing those countries’ share of global economic activity—has the potential 
to provoke a big shakeup.  This is the essence of semiglobalization: an accurate understanding of the world requires 
an appreciation for both the still large effects of national borders and cross-country distances as well as the significant 
interactions across them. 

Weak macroeconomic conditions are contributing to faltering globalization, and the emerging economies’ slowdown adds 
to the gloom.  However, a broader perspective suggests that—as tends to be the case—sentiment has overshot reality.  Even 
after the recent downward forecast revisions, the world economy is projected to grow at a compound annual rate of 3.8%—
in real terms—over 2012-2018.  That is a higher level than it managed to achieve over the course of the 1980s, the 1990s or, 
for that matter, the first decade of this century.  The difference is driven by emerging economies which are now forecast to 
grow at a compound rate of 5.2%, versus 2.2% for advanced economies.44   The big shift continues to march ahead, albeit 
now at fast rather than breakneck pace. 

Similarly, at a corporate level, things don’t look nearly as bad as the doom-and-gloom brigade insists.  Stock markets in 
advanced economies are setting new records, and world stock market capitalization amounted to a relatively healthy 77% 
of world GDP in 2012—lower than during the pre-crisis bubble and the dot-com bubble that preceded it but significantly 
higher than in the late 1980s and through much of the 1990s.45  And companies are literally sitting with trillions of dollars 
of cash on their balance sheets.  

Faltering globalization therefore seems also to reflect policy failures—and fears around them—rather than only 
fundamentals.  On the governmental side, it is easy to point to national/regional dysfunctions ranging from the U.S. 
government shutdown to the Eurozone’s continuing crisis that have led to a collapse in confidence.  But international 
economic policies have hurt as well, whether one is talking about the collapse of the Doha round of trade negotiations or a 
free trade deal between the European Union and the United States that could be worth more than a trillion dollars46 being 
held up by quarrels over the movie industry (worldwide box office revenues only $35 billion).47

Nor are the dysfunctions confined to governments: there is evidence of managerial failures as well.  Perhaps most 
strikingly, whether one goes by growth rates or self-assessments, many of the largest companies in the world—still 
overwhelmingly from advanced economies—have generally failed to crack the code for competing in emerging economies.

In sum, 2012 wasn’t a great year for globalization.  But the years to come could be much better—if policymakers in 
government and business get their acts together.  And the big shift further expands the potential gains from drawing the 
world closer together.  Whether those gains are realized or not depends greatly on the extent to which the world adopts 
the perspective of the left side of the maps in Figure 1.4 or the right side.  If we focus on expanding the world’s shared 
opportunities—and figure out ways to distribute them that are fair enough that most of us can live with them—then we 
have much to look forward to.  If we mistakenly view ourselves as fighting a zero-sum game, misguided policies are likely 
to shrink our collective possibilities, and we would have no one but ourselves to blame.

Conclusion 
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2.  The Trade Pillar
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The depth of globalization on the trade pillar declined 

marginally in 2012.  This reflected weak macroeconomic 

conditions and, probably, protectionism.  Over a longer 

time frame, China’s rebalancing towards domestic rather 

than foreign demand has also reduced merchandise trade 

depth by a full percentage point.

Despite Chinese rebalancing, merchandise trade is the one 

area in which emerging economies’ depth of globalization 

(still) exceeds advanced economies’.  All of the absolute 

growth in merchandise trade flows since their pre-crisis 

peak has involved emerging economies: merchandise trade 

between advanced economies has stagnated.  The big 

shift to emerging economies is also responsible for the fact 

that the intra-regional share of merchandise trade, after 

growing for decades, has declined in recent years.

Looking forward, there are significant opportunities to 

boost world trade flows through multilateral, bilateral and 

unilateral initiatives—especially since the world economy 

is, despite recent reductions in growth forecasts, still 

predicted to grow faster over 2012-2018 than it did during 

the 1980s, the 1990s, or the first 10 years of this century.  At 

the same time, given the speed with which trade patterns 

have shifted over the last decade, risk-reduction and 

improved supply-chain flexibility are important agenda 

items for business. 

Depth of Trade Flows

In 2012, the ratio of global (gross) exports of goods and 
commercial services to GDP fell from 32.1% to 31.6%, 
reversing a modest part of its post-crisis recovery, while 
remaining near its all-time peak (see Figure 2.1).  One 
major contributor to the drop in trade depth has been the 
weak macroeconomic conditions prevailing in much of 
the world over the past year.  Global GDP and trade depth 
tend to move together (the correlation coefficient between 
their annual growth rates was 0.88 over the period from 
1991 to 2011).  The world economy grew only 3% in 2012, 
down from 4% in 2011 and 5% in 2010 (in constant prices), 
and output shrank in Europe, the region where countries 
average the highest trade pillar depth scores.1

Before examining recent trade depth trends in greater 
detail, as trade depth remains near its all-time high and 
trade features so prominently in popular ideas and fears 
about globalization, the limited extent of actual versus 
potential trade integration should be emphasized.  First, it 
should be noted that the trade data underlying Figure 2.1 
(and the depth index) reflect gross trade values.  If goods 
cross borders multiple times at intermediate stages of their 
production processes, their value is double- or triple-
counted or more.  With the rise of multi-country supply 
chains, this problem has become severe, and new statistics 
on trade in value added have been developed to address 
it.  On average, roughly 28% of the value of gross exports 
of goods and services in 2010 was foreign value added.2  
Applying this ratio to the 2012 gross exports data implies 
that exports really accounted for only about 23% of value 
added around the world in 2012 (versus the 31.6% ratio for 
gross exports to GDP reported above).3

To get a sense of how little trade actually takes place versus 
how much potentially could, consider the hypothetical 
benchmark of how much countries would trade if national 
borders and cross-country distances and differences had no 
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impact at all on buying patterns—if the world really were 
flat.5  In this hypothetical situation, buyers in a particular 
nation would be as prone to obtain goods and services 
from foreign producers as domestic ones, and the share 
of imports in total domestic consumption would equal 1 
minus the nation’s share of world output.6  For example, 
since the U.S. economy accounts for 22% of the world’s 
GDP, the U.S. import/GDP ratio would, at this benchmark, 
equal 1 minus the U.S. share of world production, or 78%, 
as would, under the first-order assumption of balanced 
trade, the U.S. export/GDP ratio.  However, the actual 
ratios are less than one-quarter of these hypothetical ratios 
(U.S. imports added up to only 18% of U.S. GDP in 2012 or 
about 16% in value added terms).7

On a global basis, if borders and distance had no impact at 
all, exports would be expected to sum to 90% or more of 
global GDP.  Thus, global trade (in value added terms, i.e. 
after removing double- and triple-counting) also reaches 
only about one-quarter of the hypothetical benchmark 
associated with a flat world. Of course, this benchmark is 
only hypothetical because borders and distance do matter 
a great deal—more on that later—but even taking into 
account that some products and services are not tradable, 
the magnitude of the shortfall underscores the limited 
extent of trade integration.  The policy section later in this 
chapter will elaborate gains from expanding trade and 
some measures that could be employed to foster greater 
trade integration.    

Figure 2.2 zooms in on trade depth trends since 2005, 
separately tracking goods (merchandise) and services 
exports as percentages of global GDP.  It reveals that the 
decline in trade depth from 2011 to 2012 was driven by 
merchandise rather than services trade, and highlights 
another major contributor to the limited extent of trade 
integration: low services trade depth.

Services accounted for 70% of world GDP in 2010 but only 
22% of exports, indicating greater untapped opportunities 
to expand services trade relative to merchandise trade, 
even after accounting for the fact that some services are not 
tradable because of local presence requirements (haircuts 
are the classic example).  Thus, studies have indicated that 
a given percentage cut in services trade barriers would 
produce greater gains than those from a comparable 
cut in merchandise trade barriers.8  While barriers to 
services trade are more complex than those pertaining to 
merchandise (and international expansion in services often 
also takes the form of FDI), greater effort at reducing them 
is warranted.  

It has recently been argued that tracking trade in value 
added terms reveals more trade in services than was 
apparent when only gross trade statistics were available.  
Thus, The UN Conference on Trade and Development 
(UNCTAD) reports that in 2010, services accounted for 
46% of trade in value added (versus 22% of gross trade 
flows), and suggests that this helps account for the large 
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disparity between the share of services in global economic 
output (70% in 2010) and its share of trade. 9  However, 
boosting services trade estimates by counting embedded 
labor content raises many questions.  Why not count 
capital contributions as “capital services,” and so on?  
Regardless of whether or not one accepts the new value-
added accounting boost to services trade, the conclusion 
remains that there is still a very large gap between services’ 
share of GDP and services’ share of trade, even after 
stripping away non-tradable services, and hence large room 
for gains from growing services trade.  

Looking to the future, the World Trade Organization, 
World Bank, and International Monetary Fund all revised 
their trade growth projections downward during summer 
2013, with the World Bank and IMF, on average, cutting 
their trade growth projections three times as much as 
they cut their GDP growth projections.  The IMF again 
reduced its projections in October 2013, forecasting only 
2.9% growth in both real output and volume of goods and 
services traded in 2013 (and 3.6% and 4.9% respectively in 
2014).

The IMF projects that the value of goods and services 
trade in current U.S. dollars will grow faster (2.8%) than 
world GDP in current U.S. dollars (1.7%), bringing about a 
modest increase in trade depth in 2013.  Based on the IMF’s 
forecasts, trade depth will eventually surpass its pre-crisis 
peak in 2018.  The World Bank’s trade volume projections 
(as of July 2013) are a bit more optimistic than the IMF’s, 
suggesting the potential for an even faster trade depth 
recovery.  The World Bank projects the volume of goods 
and non-factor services to grow 4.0% in 2013 (versus 2.9% 

according to the IMF).  The difference between these trade 
forecasts reflects the uncertain trade environment that 
prevails.

Shifting to comparisons across regions, another reflection 
of the limited extent of globalization is the degree to 
which the depth of globalization varies widely from region 
to region (and country to country).  Figure 2.3 tracks 
the depth of merchandise and services trade by region.  
While Europe is the most integrated region in terms of 
the trade pillar, the Middle East and North Africa region 
leads on merchandise exports depth on account of the 
large contributions that natural resource exports make 
to economic output in that region.  The Middle East and 
North Africa, as well as Sub-Saharan Africa, also stand 
out for the intensity of their services imports.  Sub-
Saharan Africa, in particular, while overall one of the 
world’s least integrated regions (see Chapter 6), leads on 
services imports depth.  This is not necessarily bad since 
earnings from natural resource (or primary) exports in 
such economies might be expected to lead to imports of 
services and capital goods that can contribute to long-term 
economic growth.

Europe’s strong lead on services exports depth, and steady 
growth of services imports depth as well, reflect some 
good news amidst the general gloom around European 
integration.  While free trade in services is one of the 
European Union’s basic “four freedoms” (the others involve 
free movement of goods, capital, and people), service 
sector integration in Europe has lagged far behind product 
market integration.  A 2013 European Commission report 
estimated that if all EU members matched the five most 
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open members in terms of removing barriers to service 
sector integration, it could boost EU GDP by 2.6%.10

Protectionist Rumblings

Looking beyond short-term trade forecasts, a great deal of 
uncertainty clouds the policy environment within which 
global trade depth will evolve in the longer run.  The Doha 
round of global trade talks has repeatedly been declared 
dead, and as of this writing negotiators are preparing 
to attempt another resuscitation in Bali.  Expectations 
have been lowered to such an extent that any deal—even 
a very limited one—would be viewed as a victory for the 
multilateral trading system.  And as negotiations to try 

to liberalize global trade drag on (and somewhat greater 
progress is made at bilateral and regional levels), there are 
indications that protectionism has quietly expanded. 

Protectionism has been called “the dog that didn’t bark” 
in the crisis.11  The G20 pledged at the onset of the crisis to 
resist calls for protectionism, and the world indeed mostly 
did refrain from repeating the policy mistakes of the Great 
Depression era.  Nonetheless, a raft of discriminatory 
trade policies have been implemented since the onset of 
the financial crisis, only 10% of which have since been 
unwound.12  This is despite the G20 leaders’ reaffirmation 
in June 2012 at Los Cabos of their “standstill commitment” 

Figure 2.3
Trade Pillar Depth Ratios by Region, 2005-2012
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and “pledge to roll back any new protectionist measure that 
may have arisen.”13

Rather than further unwinding, there are indications of a 
potential intensification of protectionism.  Global Trade 
Alert reported in September 2013 that 335 new “beggar 
thy neighbor” trade policies were implemented by G20 
member countries during 2012, a 17% increase versus 2011.  
In 2013 through August, the proportion of discriminatory 
trade measures in total trade policy changes (based on 

simple counts) did fall below 70% for the first time since 
the onset of the crisis, but at roughly 70% those data still 
indicate a strong tendency toward rather than away from 
protectionism.14

Roberto Azevedo, shortly after becoming WTO Director 
General at the beginning of September 2013, added his 
own warning: “Protectionism is going up, it’s going up 
slowly, gradually, inching up; but it’s also growing in 
different ways, it’s become more sophisticated, it’s become 

Conflicted in Colombia
(by Pankaj Ghemawat and Carlos Ronderos)16

Colombia runs a (small) merchandise trade surplus, thanks to its oil exports, but has a very low trade-intensity overall, 
ranking 135th out of 139 countries.  Restrictive trade policies that particularly depress imports seem to bear a large 
part of the responsibility: thus, Colombia ranked 89th out of 132 countries on the World Economic Forum’s Enabling 
Trade Index in 2012, including (among other components) ranks of 94th on domestic market access and 16th on foreign 
market access.

This state of affairs provides some perspective on the progress of Colombia’s efforts to open up its economy.  An initial 
drive during the 1990s, known as the “Apertura,” was mostly unilateral and took the form of lowering tariffs, joining 
the WTO, liberalizing the rules for FDI and moving forward with privatizations.  A second wave of opening up since 
2009 has focused on bilateral/multilateral trade agreements, with Colombia being both praised and pilloried for having 
signed more than a dozen such deals.  But of the significant new agreements, the only ones already in force are those 
with Canada, the United States and the European Union.   And even in those cases, the time frames for removing 
protectionistic barriers stretch out to 10 years for manufactures and 16 years for agricultural products.  

Furthermore, some of the clauses in the agreements that are in force have perpetuated monopolistic practices. The 
provisions concerning rice in the agreement with the U.S. provide an important example.  Rice imports into Colombia 
are governed by a quota rather than a tariff.  And since the right to import rice is auctioned off, it has been monopolized 
by one company and has done little to lower the price that Colombians pay for this staple, supposedly higher than in any 
other major market except Japan.

In that sense, the situation in rice fits with what Harvard Professor James Robinson has characterized as “oligarchized” 
wholesaling in Colombia, which depresses prices paid to farmers while pushing up prices to consumers.  The actual 
market impact of the free trade agreements on these high prices has so far been limited—perhaps less than smuggling 
from Ecuador and Venezuela.  But the agreements have provoked protests against the damage they are supposedly 
causing to the Colombian economy.  Protectionism has been fuelled by misleading arithmetic: thus opponents of free 
trade cite rapid growth in the volume of Colombia’s agricultural imports, ignoring the fact that a large part of those 
imports is literally chickenfeed, and that in value terms, Colombia runs a trade surplus in agricultural products.  And 
even more pressure has been exerted by large-scale agrarian strikes.

The agrarian strikes have resulted in countervailing duties against imports of potatoes—with the saving grace that 
Colombia hardly imported any to begin with.  More seriously, protective measures have also been applied beyond 
agriculture, to clothing and shoes, in probable violation of Colombia’s WTO commitments.17  Such protectionism, 
while popular among producers focused on the domestic market, has handicapped firms that have sought to penetrate 
foreign markets—firms such as Permoda, which designs its garments in Colombia and produces some of them there 
but others in Asian locations.  And on the consumer side, high prices for products such as rice, clothing and shoes 
disproportionately hurt the poor, in whose name left-wing parties have opposed the free trade agreements.
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more complex, more difficult to detect.”  Azevedo cited 
protectionism as a factor behind the WTO’s downward 
revision of its trade growth projections for 2013 and 2014.15  
See Conflicted in Colombia (box) in this chapter for an 
illustration of how protectionism may persist even as a 
country signs a growing set of free trade agreements.      

UNCTAD also warns that the phenomenon of global 
value chains (along which intermediate goods and services 
may cross borders multiple times during their production 
processes) exacerbate the costs of protectionism.  Even 
small tariffs and non-tariff barriers to trade can add up 
to large costs as border-crossings multiply.18  UNCTAD 
reports that 60% of global trade is in intermediate goods 
and services, and that 80% of trade takes place within 
global value chains orchestrated by multinational firms 
(trade among firms’ foreign affiliates, contractual partners 
and arm’s-length suppliers).19

The slowdown now underway in the emerging economies 
provides another reason for concern about protectionism.  
At the onset of the crisis, the majority of protectionist 
trade measures enacted by G20 members were imposed 
by the United States, the EU27, and Japan.  In 2013 
(through August), the BRICs accounted for over half of the 
protectionist measures.20

In present times of geopolitical uncertainty and shifting 
power dynamics, it is also important to remember that 
protectionist economic policies are not the only national 
policies with the potential to harm trade integration.  
The broader nature and tone of foreign relations can 
also have large impacts, as exemplified by the 11% year-
on-year decline in Japan’s export shipments to China 
in 2012 (versus a 1% decline in Japan’s exports to other 
destinations) as relations soured over the disputed 
Senkaku/Diaoyu islands in the second half of the year.21

The Big Shift in Trade

Merchandise trade is the exception to the general rule that 
emerging economies are far less deeply globalized than 
advanced economies.  The right side of Figure 2.4 tracks 
the depth of merchandise exports and imports of advanced 
and emerging economies since 2005.  In line with the 
pattern of emerging economies pursuing export-driven 
economic development strategies, emerging economies 
maintained higher merchandise exports depth ratios over 
the period, though their lead over the advanced economies 
in this respect has narrowed as post-crisis economic 
rebalancing has begun showing noticeable effects.

Emerging economies’ leading position on merchandise 
exports depth has combined with their rapid economic 
growth to bring about a major reorientation of global trade 
flows.  As shown on the left side of Figure 2.4, advanced 
economies’ share of global exports fell from 69% in 
2005 to 59% in 2012.  The fastest growing component of 
world trade was “South-South” trade between emerging 
economies, which grew 18% (CAGR) 2005 to 2012.  Exports 
from advanced economies to emerging economies and 
vice versa both grew 10% over the same period, while 
trade between advanced economies grew only 4%.  All 
of the growth of trade since 2008 has involved emerging 
economies: trade between advanced economies has still not 
yet recovered in U.S. dollar terms to its pre-crisis level.  

The big shift itself has also contributed to deepening trade 
integration by spreading the world’s economic activity 
more broadly across countries.  According to one estimate, 
roughly one-third of the increase in trade intensity 
since the early 1990s was caused by economic output 
becoming less concentrated among a small number of large 
economies.22

Figure 2.4
Merchandise Trade, Advanced vs. Emerging, 2005-2012
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With respect to rebalancing, however, it is of some concern 
that the depth of emerging economies’ merchandise 
imports dipped below the depth of advanced economy 
imports in 2012.  Across both advanced and emerging 
economies, there is a tendency to view trade policy 
exclusively in terms of promoting exports, which both runs 
up against the tautology that one country’s export must 
always be another country’s import, and also underplays 
the benefits countries can derive from imports.

It has long been known that imports of capital goods—
machinery, equipment, and so forth—boost productivity 
by facilitating adoption of new technologies. More recent 
evidence suggests that imports—and inbound FDI—may 
facilitate innovation as well as imitation.23  Small firms also 
tend to internationalize first by sourcing inputs and then 
enter export markets.  According to one European study, 
twice as many SMEs that both export and import went 
abroad first to import instead of to export.24

Figure 2.5 adjusts the categories shown in Figure 2.4 to 
examine China’s growing share of world exports.  Arvind 
Subramanian and Martin Kessler classify China as the first 
“mega-trader” since Britain at the height of its empire.25 
China’s share of the world’s merchandise exports, however, 
would have risen even faster had the Chinese economy 
not started a process of rebalancing away from export-led 
growth.  If China had maintained its 2005 merchandise 
exports depth of 34% rather than seeing it peak in 2006 
at 36% and then decline by 2012 to 25%, its share of world 
merchandise exports could have reached 16% in 2012 
rather than its actual share of 12%, as shown in Figure 2.6.  
Also, if China had sustained its 2005 depth ratio, that alone 
could have pushed global merchandise exports depth up 
from 26% to 27%.

Shifting focus from merchandise to services, advanced 
economies continue to lead on services trade depth, 
with respect to both exports and imports and their 
services trade surpluses with emerging economies have 
actually grown, as shown in Figure 2.7.  While the greater 
integration of advanced economies with respect to services 
trade (in light of their more developed service sectors) is 
unsurprising, the fact that emerging economies’ services 
exports depth has declined since the onset of the crisis is 
surprising and worrisome. 

Regionalization Reduced

The Big Shift has also altered the pattern, particularly 
pronounced during the 1980s, of intra-regional trade 
comprising a rising share of global trade.  There has been 
much discussion of the possibility that integration within 
trade blocs (such as the European Union) might come at 
the expense of global trade integration, i.e., would involve 
trade diversion rather than trade creation.  Figure 2.8 
tracks the actual evolution of the intra-regional share of 
merchandise exports globally and by region since 1960, 
revealing that most of the growth of the intra-regional 
share of exports on a global basis took place before the 
1990s and that this metric peaked in 2003 at 60% before 
beginning a steady decline.  By 2012, it had fallen all the 
way back to 54%—a level last observed in 1986!

The fact that 2003 was the inflection point after which the 
intra-regional share of trade started to decline provides 
an initial clue of a link to the big shift.  Recall from Figure 
1.3 in Chapter 1 that 2003 was also the last year before the 
emerging economies’ share of world GDP began to take off.  
Figure 2.9 illustrates the big shift’s effect by comparing the 
composition of the world’s merchandise exports in 2003 
versus 2012. 

Figure 2.5
China’s Growing Share of World Merchandise Exports but Declining Depth, 2005-2012
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The vertical axis on Figure 2.9 shows the intra-regional 
share of exports in each of the regions.  Strikingly, the 
only region where the intra-regional share declined 
significantly was North America, where it fell from 57% 
to 49%, but North America accounted for only 14% of the 
world’s exports in 2012, implying that—if nothing else 
had changed—North America could only have dragged 
the global intra-regional share of exports down a bit more 
than one percentage point.  Add in Europe’s decline from 
75% intra-regional to 73% and one reaches a global drop 
of about two percentage points.  However, those effects—
before taking the big shift into account—are partially 
offset by the rising intra-regional share of exports in every 
other region except Sub-Saharan Africa.  In fact, had all of 
the region-level changes tracked between 2003 and 2012 
taken place but regions’ shares of world exports remained 
constant, the result would have been a drop in the global 
intra-regional share of trade of only 1.2 percentage points.  

What really drove down the global intra-regional share 
of trade, therefore was the big shift, which shows up on 
the horizontal axis of Figure 2.9.  Since Europe’s trade is 
substantially more regionalized than that of any other 
region, Europe’s falling share of global exports (from 48% 
to 38%) alone significantly reduced the intra-regional share 
of world trade.  East Asia & Pacific, the region with the 
largest share gain in world exports, did continue its three 
decade long trend toward more intra-regional trade, but 
its trade still remained significantly less regionalized than 
Europe’s.

The rising intra-regional share of trade in East Asia 
& Pacific also presents an interesting contrast to 
regionalization in Europe as East Asian trade integration 
has been driven more by the creation of multi-country 
regional production chains, whereas a higher share of 
intra-European trade involves final goods.  Parts and 
components comprise 38% of intra-regional manufacturing 
exports in Asia, nearly double their 21% share in Europe 
(and also far exceeding their 28% and 17% shares 
respectively in North America and in South and Central 
America).26

Trends in trade regionalization also reflect the big shift in 
the pattern of regions where regionalization rose versus 
where it fell.  As East Asia & Pacific became an ever larger 
share of the world economy, rising regionalization there 
reflected, in part, the simple fact that a growing share of 
the world’s trading opportunities were located within the 
region rather than outside it.  Similarly, in the regions 
where most countries are classified as advanced economies, 
Europe and North America, it is unsurprising that the 
intra-regional share of trade declined as emerging market 
growth implies a rising share of export opportunities 
located beyond the home region.  

Looking ahead, in addition to continued pressure from 
the big shift, the cross-regional deals now being negotiated 
(transatlantic and transpacific) would—if successful—
further accelerate the growth of inter-regional trade.  
However, firms shortening their supply chains, as described 
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in the final section of this chapter, could contribute toward 
bending the curves in Figure 2.8 back upward in favor of 
greater regionalization.  

The shift from rising regionalization to reductions in the 
intra-regional share of trade prompt reflection on whether 
to view this as a positive or negative development.  On the 
positive side, it should provide some comfort to those who 
worried about regional trade pacts harming growth via 
trade diversion.  But those worries overlooked the natural 
benefits of intra-regional trade.  Trading with neighboring 
countries can be more efficient than trading with distant 
ones because of commonalities including but not confined 
to the purely geographic: countries within a region also 
tend to share cultural, administrative, and economic 
similarities.  The smaller distances and differences among 
countries within regions imply that significant levels of 
regionalization are efficient, as they enable trade to take 
place with lower costs of adapting products and services 
to make them appealing and affordable to foreign buyers 
and to ensure compliance with foreign market regulations 
(as well as, of course, reducing transportation costs and 
delivery times).  

Comparison between present levels of regionalization 
and those that might be deemed optimal lies beyond the 
scope of this report: the extent to which countries should 
focus more on intra-regional versus inter-regional trade 

varies based on their locations, products and services 
being traded, and so on.  However, the fact that reductions 
in regionalization were driven by the big shift rather 
than by breakdowns of trading relations within regions 
is encouraging.  This suggests that rather than giving up 
on intra-regional trade in favor of inter-regional trade, 
countries are developing both as complements rather than 
substitutes.   

Maximizing Public Benefits of Trade

The Economist, in its October 2013 survey on globalization, 
described two opposing approaches to trade liberalization: 
one is the “behind-the-border” approach favored by the 
United States and European Union, which emphasizes 
“harmonizing safety, health and technical standards, 
currencies, national treatment for foreign investors, 
the protection of intellectual property, services such 
as telecommunications, and enforcement of labor and 
environmental protection.”  The other, favored by China, 
focuses more narrowly on tariff reduction.28

While both of those approaches have merit, we argue in 
this section that both of them miss large gains that have 
the advantage of not requiring the type of consensus that 
has stymied recent multilateral trade liberalization efforts.  
China’s approach is far too narrow, and the Western 
emphasis on changing standards in other countries (what 
might more accurately be termed “behind the other 

Figure 2.7
Services Trade, Advanced vs. Emerging, 2005-201227
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country’s border”) is often a tough sell in light of the major 
changes it requires from potential partners—especially 
given some Western countries’ own protectionism in 
sectors such as agriculture.

To begin with tariffs, their average level in the world has 
fallen from roughly 9% in 1980 to about 3%, but further 
reductions could still be beneficial.29  There continues to 
be a significant negative relationship between the weighted 
average tariffs that countries apply to their imports and 
trade pillar depth.30  A recent study has estimated that 
removing all tariffs worldwide would boost trade by 10% 
but only increase GDP by 0.7%.31  While we will argue 
below in favor of a much broader approach to trade 
liberalization, the benefits of even this limited measure 
could be significantly greater than 0.7% of GDP.  

The reason why the gains available from boosting trade 
simply by cutting tariffs could be larger than traditional 
estimates is that such estimates are typically based on 
models that assume full employment, leave out scale 
economies, and fail to account for efficiency gains 
that trade can promote: by exposing domestic firms to 
international competition and prompting them to raise 
their game, by serving as a conduit for knowledge flows, 
and by facilitating cross-country diversification.  Taking 
into account this broader set of factors could expand the 
benefits of tariff reduction to 2-3% of world GDP or more.32 

Those gains do, however, pale in comparison to the larger 
gains available via the reduction of non-tariff barriers, 
and indeed the Western approach with its emphasis 
on cross-country harmonization of standards could 
yield very large benefits—if and when agreements can 
be struck and implemented.  But greater emphasis on 
improvements “behind your own border,” along the lines 
emphasized in the literature on trade facilitation could 
yield surprisingly large gains.  The same study cited above 
estimated that world GDP could rise by 4.7% (and trade 
by 14.5%) “if every country improved just two key supply 
chain barriers—border administration and transport and 
communications infrastructure and related services—even 
halfway to the world’s best practices.”33

The two barriers that were incorporated into that 
study, border administration and transportation and 
communications infrastructure, are two of the four 
subindexes of the World Economic Forum’s Enabling Trade 
Index.  Border administration encompasses the efficiency 
of customs administration, the efficiency of import-export 
procedures, and the transparency of border administration.  
Transport and communications infrastructure includes 
the availability and quality of transport infrastructure, 
the availability and quality of transport services, and 
the availability and use of ICTs (information and 
communication technologies).34  The report adds that 
similar improvements on the remaining two subindexes 
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(market access and business environment) could boost the 
overall economic gains by 70%, i.e. could grow GDP by up 
to 8%.

The latter finding is broadly consistent with analysis 
we reported in the DHL Global Connectedness Index 
2011, indicating that the transport and communications 
infrastructure and business environment indexes of the 
Enabling Trade Index actually contributed more to a model 
explaining trade pillar depth than the overall Enabling 
Trade Index itself.  We selected those two subindexes 
because they highlight one of our main policy themes: 
they focus on factors that improve the efficiency of both 
domestic and international business operations.  

Our conclusion, therefore, is that countries should pursue 
multilateral, bilateral, and unilateral efforts to expand 
trade in parallel.  International regulatory harmonization, 
tariff reduction, and so on, can indeed bring about large 
economic gains.  But countries don’t have to wait until 
international agreements are signed to take action to boost 
their trade integration.  And they don’t have to choose 
between policies that improve domestic market efficiency 
and policies aimed at expanding trade.  Policies aimed at 
improving the efficiency of supply chains and a country’s 
general business environment can go a long way toward 
accomplishing both objectives.  

Business in the Shifting Trade Landscape

The reorientation of trade flows that has taken place over 
the past decade, with emerging economies increasingly at 
the center of global trade, has been accompanied by the 
stretching of supply chains over unprecedented distances.  
Surveys of supply chain executives, however, suggest that 
firms may have overstretched and the pendulum has, 
at least in the short run, shifted toward shorter supply 
chains.  According to a 2012 global survey of supply chain 
executives from 200 firms, “87% indicated that their 
companies were considering or had already begun to move 

production closer to end markets.”35  The emphasis on 
shortening supply chains was greatest among the smallest 
firms in the study: 92% among firms with $100-500 million 
of annual revenues versus 81% among firms with more 
than $10 billion of annual revenues. 

Rising production costs in China—which had for many 
companies become the default location for labor-intensive 
manufacturing and assembly—is one factor behind firms 
searching for alternative production bases, a search that has 
led some to rediscover nearby alternatives.  Thus, Mexico 
is positioned to be a potentially large beneficiary in North 
America.  In 2012, wages in Mexico were only about 30% 
higher than in China, compared to nearly 400% a decade 
earlier.  And surface shipments from Mexico can reach 
the U.S. in a matter of days—rather than 20 days to two 
months from China.36

Similar trends along with the development of new domestic 
energy sources underpin projections by the Boston 
Consulting Group (BCG) of a major “reshoring” wave of 
manufacturing back to the United States.  BCG estimates 
that across seven industry groups, “production of 10-30% 
of the goods that the U.S. now imports from China…
could shift back to the U.S. before the end of the decade, 
adding $20 billion to $55 billion in output annually to 
the domestic economy.”37  Nonetheless, aggregate data on 
the ratio of U.S. manufacturing imports to U.S. domestic 
manufacturing value added, at least through 2011, do not 
yet provide evidence of significant reshoring back to the 
U.S.  

Environmental concerns represent another oft-cited 
rationale for shortening supply chains, but sometimes 
failed to hold up to careful scrutiny.  According to the 
WTO, 90% of global merchandise trade by volume is 
transported by sea whereas 74% of transport-related 
emissions are caused by ground transportation.38  On a 
per-ton-kilometer basis, a cargo ship emits just 15-21g 
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of carbon dioxide, as compared to a truck’s equivalent 
of 50g39  and overall, international sea transportation 
is estimated to account for only 2-3% of energy-related 
carbon dioxide emissions.40

UK retail giant Tesco’s bid to respond to customer concerns 
about long-distance supply chains provides a cautionary 
illustration about how even the environmental impact 
of air transport over long distances can be overstated.  
International air transportation does contribute an 
estimated 3% to human-induced climate change41, which 
is too large to ignore but far short of the 20%+ the general 
public tends to guess42 and less than one-tenth as much as 
(mostly domestic) driving.43

Tesco decided to ban rose imports from Kenya to try to 
reduce greenhouse gas emissions.  However, research 
revealed that the Dutch roses Tesco substituted generated 
six times as much greenhouse gases, largely because they 
were literally grown in greenhouses.44  Thus, careful 
analysis taking into account different production processes 
and modes of transport is required rather than following 
the simple assumption that minimizing distance travelled 
is the best course of action to protect the environment.  
If not, protectionist pressures are likely to masquerade 
as environmental concerns, harming both economic 
efficiency and environmental protection.  

Risk-reduction and improving supply-chain flexibility 
should naturally be on the agenda in light of the 
tremendous speed with which trade patterns have shifted 
over the past decade.  The importance of diversifying 
production and supply locations has also been brought 
front-of-mind by the downstream effects of the Fukushima 
disaster in Japan and China’s near-monopoly on 
production of “rare earth” metals.  

Firms’ rhetoric about shortening supply chains—whether 
to boost economic efficiency, reduce environmental impact, 
or enhance flexibility—must, however, be considered 
in light of business’s poor standing in the eyes of the 
public in many countries.  According to a 2013 survey 
in the United States, business executives ranked ninth 
out of ten occupational categories, with only 24% of 
respondents having a favorable view of them. While this 
did represent an improvement versus 2009 (when only 21% 
of respondents had a positive view of business executives, 
placing them last in the ranking after lawyers), it still 
compares very unfavorably to scores in the 70–80% range 
for respected professions such as military service and 
teaching.45

In light of public skepticism about trade and about business 
in general, one should expect firms to be far more vocal 
about their new investments at home than their continuing 
expansion in faraway locations.  While there has been 
much discussion of Caterpillar bringing manufacturing 
back to the U.S., for example, that decision was apparently 
partly driven by capacity constraints in China—and 
accompanied by an expansion of its Chinese R&D 
activities.46

The summary implication for firms of limited trade depth 
and rapidly shifting trade flows is to move beyond the 
mindset of searching for “one best place” to produce or 
source products.  Reshoring will sometimes be the right 
course of action, but in other cases firms may need to shift 
activities from one emerging economy to another.  Such 
decisions will have to account not only for local production 
costs but also proximity to regional supply chains, which 
may tip the balance toward keeping some activities in 
Asia.  Flexible supply chains are required to enable swift 
responses to changing economic conditions as well as to 
unexpected natural or political shocks.
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Conclusion 

Trade as a fraction of GDP fell from 32.1% to 31.6% during 2012—which sounds pretty small until one remembers that 
under what the WTO deems “normal” conditions, the growth rate of trade is supposed to be about twice that of GDP.47  
Even with global real GDP growth of only about 3%, trade-intensity should have set an all-time high by finally surpassing 
the levels achieved before the financial crisis.  But it remains stuck below its pre-crisis peak.  

Forecasts of trade growth vary widely across official sources with IMF projections implying modest growth of trade 
depth in 2013 and 2014, and this metric only surpassing its pre-crisis peak in 2018.  World Bank forecasts suggest a faster 
recovery of trade depth.

Uncertainty around the future trade environment presents clear opportunities for policymakers to have a significant 
impact on how the future evolves.  With trade as a key enabler of growth, policymakers should resist pleas for 
protectionism and make serious efforts to revive multilateral trade liberalization.  However, the world must not wait 
for consensus at the WTO.  In light of the natural cultural, administrative, geographic, and economic (“CAGE”) 
commonalities that bind countries within regions, intra-regional trade integration should also continue to remain a 
priority.  

In such a volatile trade environment—characterized both by uncertain trade depth and rapid changes in the direction 
of trade flows associated with the big shift toward emerging economies—supply chain flexibility is key for corporations.  
There is no longer “one best place” for production or sourcing.
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The opening years of the new millennium were marked by 

an unprecedented run-up of international capital flows, 

which came crashing down at the onset of the financial 

crisis.  As described in Chapter 1, capital pillar depth 

plummeted in 2008, and then trade pillar depth followed in 

2009.  After a partial rebound in 2010, global gross capital 

flows declined again in 2011 and 2012, making financial 

fragmentation—especially in Europe—one of the main 

features of the post-crisis environment.

The trend toward fragmentation, however, was not 

universal.  With the world awash with liquidity as the 

United States and other advanced economies implemented 

monetary stimulus programs (quantitative easing), there 

were large flows of funds (including a record increase in 

bank loans) into emerging economies in search of higher 

yields.  In 2013, however, those inflows went into reverse, 

contributing to dramatic currency and stock market declines 

in many emerging economies.  

In light of the stronger evidence that its benefits outweigh 

associated risks, the Depth Index of Globalization focuses 

on international equity investment, excluding more 

dangerous cross-border debt.  During 2012, the depth of 

the world’s foreign direct investment (FDI) flows declined, 

while the depth of global portfolio equity flows rose.  

The majority of the world’s international investment still 

flows between advanced economies, but capital flows 

into and out of emerging economies have generally grown 

faster or at least held up better than their advanced 

economy counterparts since the onset of the crisis.  The 

emerging economies’ share of FDI flows (both inward and 

outward) rose to record levels in 2012, with emerging 

economies receiving roughly half of the world’s inward FDI 

flows.  The emerging economies’ share of inward portfolio 

equity flows also rose, but their share of outward portfolio 

equity flows declined as a larger rebound took place in the 

advanced economies.

Mounting evidence about the risks associated with some 

capital flows (particularly debt capital) have also led to 

important changes in prevailing public policy wisdom 

about their regulation, with the IMF loosening its blanket 

opposition to capital controls.  Financial fragmentation and 

turbulence have also forced non-financial firms to pay more 

attention to finance.  This chapter highlights key lessons 

for executives outside the financial sector on how to 

manage through the financial turmoil and possibly to take 

advantage of it.  

Financial Integration: The Big Picture

Across all of the pillars of the Depth Index of Globalization 
except the capital pillar, we have sought to provide 
comprehensive coverage of the most important types 
of international flows, subject only to data availability 
constraints.  On the capital pillar, however, debt capital is 
excluded not because it is unimportant but rather because 
of the dangers that international indebtedness can pose for 
an economy, risks that have been illustrated to dramatic 
effect during the financial crisis (and will be elaborated 
briefly in the section on public policy implications later in 
this chapter).  

While debt capital is excluded from the Depth Index of 
Globalization in order to make the index more useful as a 
guide to capturing more benefits of globalization, some of 
the most dramatic financial market developments in recent 
years have involved international debt flows.  Therefore, 
this section provides an overview of recent developments 
in total capital flows (equity and debt together) before the 
next section focuses in on the equity capital components 
included on the Depth Index of Globalization: FDI and 
portfolio equity.  

Figure 3.1 tracks total gross capital flows (loans, portfolio 
debt and equity, and FDI)1 as a percentage of GDP from 
1980 to 2012, providing a metric that parallels the depth 
ratios presented later in the chapter.  It reveals a dramatic 
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run-up in international capital flows prior to the onset of 
the economic crisis.  Gross capital flows peaked at 20% 
of GDP in 2007 before plummeting to 3% in 2008.  After 
rebounding to 9% in 2010, gross capital flows began 
another declining trend, reaching 4% in 2012.2

Gross capital flows are used here to measure capital market 
integration because they account separately for both net 
purchases of domestic assets by foreign investors and net 
purchases of foreign assets by domestic investors rather 
than only the balance between the two (the difference 
between a country’s savings and its investment) as net 
capital flow data do.  Net capital flow data, however, 
remain relevant for analyzing countries’ net borrowing or 
lending and hence their contributions to capital market 
imbalances.  For an overview of recent and projected net 
capital flow trends, see the Net Capital Flows: From the 

Lucas Paradox to Chimerican Exceptionalism? box in this 
chapter.

As shown in Figure 3.2, the pre-crisis run-up in 
international capital flows was driven primarily by loans 
and portfolio investment (debt and equity) inflows into 
advanced economies.4  86% of the growth of total capital 
flows from 2003 to 2007 came from inflows into advanced 
economies, and FDI never contributed more than 20% 
of the inflows into advanced economies over that period.  
Much of this run-up, even extending farther back to 1980, 
was actually more reflective of European rather than global 
financial market integration.  From 1980 to 2007, 56% of 
the global growth in capital flows and, since 2007, 72% of 
the decline took place in Western Europe.5  See Financial 

Fragmentation in Europe box for more on the evolution 
of financial market integration in Europe since the 
introduction of the Euro.

Figure 3.2 also highlights how capital flows into emerging 
economies have been relatively more stable than those 
into advanced economies through the crisis period.  
Inflows declined only 39% from 2007 to 2008 in emerging 
economies (versus 87% in advanced economies), and 
inflows into emerging economies surpassed their pre-crisis 
peak in 2010 while inflows into advanced economies are 
still less than half their peak value.  

Emerging economies have also benefited from attracting 
more stable types of capital inflows, with FDI regularly 
accounting for more than half of their annual inflows.  FDI 
transactions—companies buying, setting up, or reinvesting 
in businesses in foreign countries—tend to represent 
long-term commitments since such decisions are typically 
driven by strategic rather than tactical considerations.  
Thus, FDI is estimated to be only 8-30% as volatile as short 
term bank lending, with portfolio investment having a level 
of volatility in between the two.6

Emerging economies, nonetheless, did continue to struggle 
with capital flow volatility related to global liquidity 
conditions.  In the first quarter of 2013, cross-border 
lending to emerging economies rose 8.4%, by far the 
largest increase ever recorded by the Bank for International 
Settlements, only to go into reverse later in the year in 
anticipation of the U.S. Federal Reserve winding down its 
stimulus program.8  (Meanwhile, banking fragmentation 
in advanced economies—particularly those in Western 
Europe—continued in the first quarter of 2013, with 
cross-border lending to advanced economies falling 2.4%.)  
Emerging markets bond funds also suffered violent swings: 
funds withdrawn between June and August completely 
reversed cumulative investments made over the previous 
five months.9
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Looking forward, the World Bank has generated long-run 
projections of gross capital flows through 2030.  Among 
the highlights of this analysis is a return to rising total 
capital flows depth, albeit one that suggests overall depth 
remaining lower than its pre-crisis peak.  Total capital 
flows are projected to rise to $13-$23 trillion by 2030.  
These projections also call for a large increase in the 
emerging economies’ share of total capital inflows: from an 
average of 8% over 2003-2007 and 24% in 2011 to 47-60% in 
2030.  This shift reflects faster underlying economic growth 
in emerging economies’ as well as possible deepening 
of their capital market integration.  Total inflows into 
emerging economies in 2030 are projected to be between 6 
and 11% of their GDP, compared to a historical peak of 9% 
in 2007 and an average of 5% from 2003 to 2011.  

To summarize, the capital flows that are normally the most 
volatile remained so through the crisis period, wreaking 

precisely the kind of havoc that is expected of them.  What 
was perhaps most distinctive about the capital market 
chaos of the past few years was that much of the turmoil 
took place in advanced rather than in emerging economies.  
In Europe, markets showed more faith in cross-border 
institutions than their true configurations warranted.  And 
the Eurozone continues to stumble forward: the European 
Central Bank has managed to restore a modicum of calm, 
but Europe’s politicians have thus far used that respite to 
continue arguing about how to repair their institutions 
rather than to commence the repairs themselves.

FDI and Portfolio Equity Depth

The previous section provided overall context on capital 
market integration by looking at total capital flows, 
incorporating both debt and equity.  Here, we focus in 
on the equity capital components that are covered on the 
Depth Index of Globalization: foreign direct investment 

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
Loans 32% 31% 29% 35% 42% 40% 41% 50% . . 33% 47%
FDI 31% 23% 25% 15% 11% 13% 15% 17% . . 22% 34%
Portfolio 37% 46% 45% 51% 47% 47% 44% 33% . . 46% 19%

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
Loans . . . 8% 24% 27% 26% 42% . 18% 30% 35%
FDI . . . 75% 60% 55% 53% 42% . 58% 45% 52%
Portfolio . . . 16% 17% 19% 21% 17% . 24% 25% 13%
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Net Capital Flows: From the Lucas Paradox to Chimerican Exceptionalism?

The “Lucas Paradox” is the pattern identified by Nobel-prize winning economist Robert Lucas of capital flows not 
conforming to the expectation that capital would flow from rich countries (where capital is abundant and labor scarce) 
to poor ones (where the opposite holds).  This pattern was especially pronounced in the years leading up to the financial 
crisis.  From 1995 to 2008, the advanced economies’ share of global current account surpluses fell from 90% to 39%, and 
the advanced economies’ share of current account deficits rose from 63% in 1995 to 83% in 2000 after which it remained 
above 80% in every year until 2008, as shown in Figure 3.3.

Figure 3.3. Composition of Global Current Account Surpluses and Deficits, Advanced vs. Emerging, 1995-2018 
(Projected)10
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Germany and China were the world’s largest capital exporters as the countries that ran the world’s largest current 
account surpluses in 2012 (15% and 12% of the global surplus total respectively).  In 2011, Germany overtook China as 
the country running the world’s largest current account surplus, a position held by China from 2006 to 2010.  However, 
the IMF forecasts that China will again overtake Germany in 2013 and by 2018 will run nearly three times as large a 
current account surplus (32% of the world total) as Germany’s (11%).

Among the 10 countries running the world’s largest surpluses in 2012, 6 were major energy exporters:  Saudi Arabia 
(10%), Kuwait (5%), Russia (5%), Norway (4%), United Arab Emirates (4%), and Qatar (4%).  These six countries 
collectively accounted for 32% of the total surpluses in 2012 (more than Germany and China combined), but their share 
is projected by the IMF to fall to only 16% by 2018.  Japan’s declining share of the world’s surpluses is also noteworthy.  
Japan’s share peaked in 1992, when it accounted for 56% of the global total.  By 2012, Japan ranked 11th, with only 4% of 
the world’s surpluses.  By 2018, however, Japan’s rank was projected to rise to 5th, based on a 6% share.  
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Among the countries running current account deficits in 2012, the United States alone stands out with a 35% share of 
the total, and contrary to expectations for a rebalanced role for the U.S. in global capital flows, the U.S. share is projected 
to rise to 42% by 2018.  The UK ranks second in 2012 (7% of total), and four more former British colonies also feature 
in the top 10: India (7%), Canada (5%), Australia (5%), and South Africa (2%).  These six countries (UK and former 
colonies) jointly accounted for 61% of the world’s aggregate current account deficits.  

Perhaps the most striking aspect of the IMF’s current account forecast is the projected continuation of the exceptional 
(and rocky) symbiosis between the world’s two largest economies.  Based on the IMF projections, countries’ current 
account positions—with the two large exceptions of the U.S. and China—are expected to sort themselves out in close 
relation to their levels of economic development.  Advanced economies are expected to run surpluses, exporting capital 
to developing countries.  In 2018, China and a set of advanced economies are expected to contribute 84% of the world’s 
surpluses (up from 59% in 2012).  Meanwhile, the U.S. and a set of emerging economies are expected to run 87% of the 
world’s current account deficits (up from 73% in 2012).  

Why do China and the United States defy the general pattern of their peers by level of economic development?  On the 
Chinese side, large current account surpluses are projected to arise from the country’s savings rate falling more slowly 
than its investment rate as the country transitions away from investment driven growth.11  The United States, as the 
issuer of the dominant reserve currency, faces the Triffin Dilemma, under which foreign demand for its currency can 
contribute to trade (and current account) deficits.  Capital flows seem likely to be only one of many areas where the 
future may be marked by Chimerican exceptionalism.

Financial Fragmentation in Europe

The introduction of the Euro ushered in a wave of progress toward the EU’s longstanding goal of creating a single 
European capital market.  Intra-EU foreign bank exposures rose 215% from 2000 to 2008.  In late 2007, 40% of inter-
bank claims of Euro area banks were on banks in other EU member countries, as were 25% of their equity holdings.  
Bond markets were even more integrated with bonds from other EU countries making up 54% of the EU bond portfolios 
of Euro area banks.  Integration, however, did not extend to retail lending.  At the end of 2007, 85% of loans by Euro area 
banks were still domestic, 12% were to other Euro area countries and 3% were to non-Euro area EU countries.12

Since the onset of the crisis, however, much of Europe’s financial integration has been reversed.  Inter-bank claims on 
other Euro area financial institutions fell 42% since September 2008, and lending to other non-Euro area EU members 
fell 23%.  Cross-border loans to private sector entities fell 40%.  Euro area banks reduced their exposure to other Euro 
area countries’ bonds by 55% and to non-Euro area EU members’ bonds by 50%, contributing to rising home bias in EU 
banks’ sovereign debt portfolios13 and to fears of a sovereign debt doom loop.  In Spain and Italy, domestic sovereign 
debt came to account for more than three quarters of national banks’ sovereign debt portfolios.14  Cross border equity 
exposure also fell 8% and 23% vis-à-vis other Euro area countries and non-Euro area EU members respectively.15

Beyond the banking sector, quantity and price-based measures of financial integration in Europe also point toward 
dramatic post-crisis fragmentation.  Divergence between distressed and non-distressed sovereign bond markets was 
obvious as fears of a Eurozone break-up grew during 2010 and 2011.  The share of intra-EU international equity holdings 
in Euro area investment funds’ equity portfolios had declined by 2012 all the way back to its 2001 level.  The dispersion 
of equity market returns across Eurozone stock markets also widened significantly between 2010 and 2012.16

46Depth Index of Globalization 2013



(FDI) and portfolio equity investment.  The distinction 
between these two types of equity capital is that FDI 
implies control over a foreign enterprise whereas portfolio 
equity does not.  The typical threshold to distinguish 
between them is whether or not the investor’s holding 
exceeds 10% of the value of the foreign enterprise.  
However, as 10% is an arbitrary cut-off point, it is useful 
to think of the two as forming a continuum across the 
broader category of international equity investment.  

During 2012, the depth of the world’s FDI flows declined, 
while the depth of its portfolio equity flows rose, as shown 
in Figure 3.4.  Stocks of both types of foreign equity 
investment deepened during the year.  Nonetheless, none 
of the four types of capital market integration measured 
in the Depth Index of Globalization had surpassed its 
pre-crisis peak as of 2012.  Figure 3.5 provides additional 
historical context on the depth of FDI stocks, revealing that 
this metric—which soared through much of the 1990s and 
2000s—remains near its all-time peak. 

Note that in Figure 3.4 and throughout this chapter the 
3-year moving averages used to calculate the depth of 
capital flows for purposes of generating country-level index 
scores have been removed.  The use of three year moving 
averages reflects the varying time frames of capital flows: 
if flows were infinitely long-lived we would only measure 
stocks; if infinitely short-lived only annual flows.  Three 
year-averages represent a compromise designed to reduce 

volatility of the country rankings.  However, for analysis 
of global and regional trends in this chapter, purely annual 
data are more relevant.

The decline in FDI inflows depth during 2012—an 18% 
drop in the absolute value of FDI flows to $1.35 trillion and 
a 21% drop in their depth as a percentage of gross fixed 
capital formation—was driven, like the decline in trade 
depth, primarily by weak and uncertain macroeconomic 
conditions.  From 1991 to 2011, global GDP growth and 
FDI inflows intensity growth were correlated, though not 
as closely as global GDP growth and trade depth (a 0.54 
correlation coefficient for FDI with growth, versus 0.88 for 
trade).  The decline in new cross-border investment was 
even more dramatic when taking into account the fact 
that MNCs are holding record cash balances that could be 
invested abroad and that across a sample of 37 advanced 
economies a record 61% of FDI outflows reflected firms 
reinvesting their overseas earnings.  FDI stocks continued 
growing, though, (up 9% in 2012) since even slower FDI 
flows do continue to add to existing stocks.17

Among the components of FDI flows, cross-border M&A 
was hit hardest, dropping 45%, back to its 2009-2010 
level.  Greenfield investment was down 33%.  The number 
of FDI transactions did not fall as sharply as the value 
of FDI flows, as the average transaction size declined.  
From a sectoral perspective, the decline in FDI flows was 
steeper in the primary and manufacturing sectors relative 

-5%

0%

5%

10%

15%

20%

25%

30%

35%

40%

2005 2006 2007 2008 2009 2010 2011 2012

Outward FDI Stocks (% of GDP) Outward FDI Flows (% of GFCF)
Outward Portfolio Equity Stocks (% of GDP) Outward Portfolio Equity Flows (% of GDP)

Figure 3.4
FDI and Portfolio Equity Depth Ratios, 2005-2012
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to the service sector, where FDI proved relatively robust, 
particularly in greenfield terms (down only 16%).  

The UN Conference on Trade and Development 
(UNCTAD) forecasts that FDI flows will remain close 
to their 2012 level of $1.35 trillion in 2013 (upper range 
$1.45 trillion), and then grow to an estimated $1.6 
trillion and $1.8 trillion in 2014 and 2015 respectively. 
While projections are not available for gross fixed capital 
formation (the denominator used to calculate FDI flows 
depth ratios), assuming the continuation of historical 
norms,19 UNCTAD estimates imply a return to increasing 
FDI flows depth in 2014. 

UNCTAD does, however, warn of a possible increase in 
“investment protectionism,” reporting that while 75% of 
policy measures affecting FDI in 2012 were liberalizing, 
promoting or facilitating measures, the share of such 
favorable measures for FDI has been on a declining trend 
since 2001 when 95% of policy measures favored expanding 
FDI.  There were also a record low number of International 
Investment Agreements concluded in 2012 (only 30).  The 
number of such agreements has also been on a declining 
trend over the past decade: nearly 200 such accords were 
enacted in 2001.  

Turning from FDI to portfolio equity, outflows rebounded 
from 0.2% of GDP in 2011 to 0.8% of GDP in 2012, almost 
reaching their 2010 depth of 1.0% of GDP.  While the 
normalization of portfolio equity flows based on GDP 
makes them appear much smaller than FDI flows, in U.S. 
dollar terms, global portfolio equity flows were roughly 
one third as large as global FDI flows in 2012.  Research on 
portfolio equity flows is more limited than research on FDI 
flows, so analysis of drivers of the changes that took place 
in 2012 is not yet available.      

Figure 3.6 tracks regional depth ratio trends across each 
of the capital pillar components of the Depth Index of 
Globalization from 2005 to 2012.  This analysis provides 
some perspective on Europe’s financial fragmentation.  
Despite recent reversals, Europe still maintains a large 
lead over other regions on the depth of its stocks of both 
FDI and portfolio equity.  Nonetheless, Europe’s decline is 
clearly visible particularly with respect to FDI flows, where 
it relinquished its leading position on outflows to North 
America in 2012.  The rise of emerging regions, elaborated 
in the next section is also apparent.  South & Central 
America and Sub-Saharan Africa were the leading regions 
in 2012 on depth of FDI inflows.

Figure 3.518
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Figure 3.6
Capital Pillar Depth Ratios by Region, 2005-2012

Outward FDI Flows Inward FDI Flows

Outward FDI Stocks Inward FDI Stocks

Outward Portfolio Equity Stocks Inward Portfolio Equity Stocks

Outward Portfolio Equity Flows Inward Portfolio Equity Flows

0%

5%

10%

15%

20%

25%

30%

35%

2005 2006 2007 2008 2009 2010 2011 2012

%
 o

f G
ro

ss
 F

ix
ed

 C
ap

ita
l F

or
m

ati
on

 

%
 o

f G
ro

ss
 F

ix
ed

 C
ap

ita
l F

or
m

ati
on

 

0%

5%

10%

15%

20%

25%

30%

2005 2006 2007 2008 2009 2010 2011 2012

%
 o

f G
DP

 

0%

10%

20%

30%

40%

50%

60%

70%

2005 2006 2007 2008 2009 2010 2011 2012

%
 o

f G
DP

 

0%

5%

10%

15%

20%

25%

30%

35%

40%

45%

50%

2005 2006 2007 2008 2009 2010 2011 2012

%
 o

f G
DP

 

-2%

-1%

0%

1%

2%

3%

4%

5%

2005 2006 2007 2008 2009 2010 2011 2012

%
 o

f G
DP

 

-2%

-1%

0%

1%

2%

3%

4%

5%

2005 2006 2007 2008 2009 2010 2011 2012

%
 o

f G
DP

 

0%

5%

10%

15%

20%

25%

30%

35%

40%

45%

50%

2005 2006 2007 2008 2009 2010 2011 2012

%
 o

f G
DP

 

0%

10%

20%

30%

40%

50%

60%

70%

2005 2006 2007 2008 2009 2010 2011 2012

East Asia & Pacific Europe Middle East & N. Africa

North America S. & C. America, Caribbean South & Central Asia

Sub-Saharan Africa

49 3. The Capital Pillar



The Big Shift in Capital

2012 marked a milestone for the shift of FDI flows to 
emerging economies, as UNCTAD declared that emerging 
economies had received the majority of FDI inflows for 
the first time.  Based on the IMF classification of emerging 
economies adopted throughout this report, advanced 
economies still accounted, by a small margin, for the 
majority of FDI inflows in 2012 (see left side of Figure 3.7), 
but the emerging economies’ share did reach a record high: 
47%.  Advanced economies remained the dominant source 
countries for outward FDI flows, still accounting for 79% of 
outflows, but again, emerging economies provided a record 
share.  Stocks, of course, shift more slowly than flows, as 
shown in Figure 3.8.  Thus, advanced economies continued 
to hold dominant positions with respect both to inward 
and outward FDI stocks.  

The rising share of FDI flows going into emerging 
economies has been driven by emerging economies’ 
growing share of economic activity (in this case gross 
fixed capital formation) rather than by increasing depth of 
FDI flows.  Emerging economies’ depth of FDI inflows as 
a percentage of gross fixed capital formation has actually 
declined every year since 2008.  Similarly, growing FDI 
outflows from emerging economies have taken place 
against the backdrop of stagnant depth on that component.  

Declining FDI flows depth in advanced economies (both 
inward and outward) also contributed to the emerging 
economies’ rising share of FDI flows.  The decline was 
steepest in Europe, with FDI inflows into the European 
Union accounting for almost two-thirds of the absolute 
global decline in FDI flows.20  Across the advanced 
economies, FDI inflows declined by 28% (vs. falling 3% 
into emerging economies) and FDI outflows declined 
by 21% (while they rose 1% in emerging economies).  
Japan (the world’s second largest FDI source in 2012), 
was an exception to the general pattern across advanced 
economies, increasing its FDI outflows in 2012 by 14%.

The faster decline in FDI inflows depth during 2012 in 
advanced economies than in emerging economies also 
narrowed the advanced economies’ lead on this depth 
component to only 1 percentage point: 8% of gross fixed 
capital formation in advanced economies versus 7% in 
emerging economies.  However, advanced economies 
continued to have much higher FDI outflows depth: 13% 
of gross fixed capital formation versus 4% in emerging 
economies.  

Turning to Figure 3.9, the shift of portfolio equity 
investment flows (and a fortiori, stocks as shown in Figure 

3.10) to emerging economies has been more modest than 

Figure 3.7
FDI Flows, Advanced vs. Emerging, 2005-2012
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that of FDI.  The general trend has been toward a rising 
share of portfolio equity investment involving emerging 
economies, but as this type of flow tends to be more 
volatile, the emerging economies’ share has fallen in some 
years, as it did during 2012 with respect to outflows.  In 
absolute terms, emerging economy outflows grew 49%, 
but advanced economy outflows grew much faster, rising 
in 2012 to almost 7 times their 2011 level.  The emerging 
economies’ share of portfolio equity inflows did rise in 
2012.  In absolute terms, emerging economy inflows in 
2012 were 10 times their 2011 level as compared to 3 
times for advanced economy inflows. While the depth of 
portfolio equity flows rose in 2012 in both advanced and 
emerging economies, emerging economy depth continues 
to lag far behind advanced economy depth.

Public Policy Implications

The financial crisis and its devastating effects on the 
real (non-financial) economy have led to a great deal 
of reconsideration of the benefits and risks associated 
with connecting up capital markets across countries.  
When markets are functioning well, connecting them 
across countries should enable investors to earn higher 
risk-adjusted returns via the power of international 
diversification.  Businesses should also benefit via 
improved access to capital at more favorable terms.  But 

when markets fail, connections can become conduits of 
contagion, raising the specter of greater destruction than 
would have taken place if markets had remained separated.  

In June 2012, the Bank for International Settlements 
(which serves as a bank for central banks) convened a 
conference on “The Future of Financial Globalization,” 
which the head of its monetary and economics department 
introduced as follows: “Trade very clearly supports 
middle-class living standards, among other things putting 
literally tens of thousands of different products on the 
shelves of even a modest-sized supermarket. But this real 
side of globalization relies on financial intermediaries to 
fund the trading of all this stuff across borders.  And the 
recent crisis showed how problems both on and off the 
intermediaries’ balance sheets can have very large, very real 
and very bad implications.  Many of us have started to ask 
if finance has a dark side.”21

In November 2012, the IMF weighed in, issuing a 
document describing its “institutional view” of the 
management of capital flows, a perspective that loosened 
the IMF’s former blanket opposition to any form of capital 
controls.22  As The Economist put it, “It was as if the Vatican 
had given its blessing to birth control.”23

Figure 3.8
FDI Stocks, Advanced vs. Emerging, 2005-2012
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This trend toward greater acceptance of capital controls 
should not, however, be overstated.  While capital markets 
are indeed prone to failure, those who would regulate them 
also have a far from perfect track record.  Thus, when India 
imposed capital controls in August 2012 to try to stem 
capital flight, the controls backfired by sowing worries 
about other measures the government might seek to 
implement.  Rather than waiting to see how policy would 
continue evolving, investors acted on their fears, plunging 
the Indian rupee to an all-time low and driving the Indian 
stock market’s largest single-day drop in 4 years.24

One simple distinction that can help guide policy with 
respect to the capital pillar is the one between debt versus 
equity capital that led to the exclusion of the former from 
the Depth Index of Globalization.  To start with FDI, 
while it fluctuates significantly year-to-year—especially 
around waves of mergers and acquisitions—investments 
are seldom withdrawn quickly and, from the host country’s 
perspective, have the advantage of not requiring regular 
interest payments. If host markets do falter, firms tend to be 
relatively well positioned to reorient production to exports 
rather than pulling out.  And more broadly, FDI helps 
transfer knowledge and information as well as capital, 
and functions, like trade, as a channel for strengthening 
competition in product markets.

Opening up to international stock market investment 
(portfolio equity) has also been shown to have positive 
effects. Equity market liberalization has been linked to 
faster growth.25  And increasing financial integration, 
measured based on the convergence of equity risk premia, 
has also been associated with less volatile growth.26

International portfolio debt and bank loans can be 
substantially more problematic.  When host country 
conditions deteriorate, such highly volatile flows don’t 
simply shrink: they are susceptible to reversing course 
and making a mad dash for the exits precisely when a 
country needs them most.27  Thus, “there is a systematic 
empirical link between exposure to short-term debt and 
the likelihood (and severity) of financial crises.”28  And 
heavy reliance on portfolio debt has been identified as 
a likely contributor to developing countries’ inability to 
take advantage of financial market integration to smooth 
consumption over time.  Portfolio equity flows are also 
more volatile than FDI and can, thus, be subject to similar 
problems, though not to the same extent as bank loans and 
other forms of short term debt.  

More broadly, given the real risks posed by capital market 
integration, Pankaj Ghemawat’s World 3.0: Global 
Prosperity and How to Achieve It (Harvard Business 

Figure 3.9
Portfolio Equity Flows, Advanced vs. Emerging, 2005-2012
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Review Press, 2011) suggests a set of ABCs (and a possible 
D) for managing capital market integration which will be 
recapped here.  Alarms are early warning systems, breakers 
curb contagion, cushions soften the blows, particularly for 
the most vulnerable, and dampeners try to manage flows 
on an ongoing basis to reduce the probability of small 
problems growing into systemic ones.

To use alarms effectively, define specific exposure metrics 
and threat levels. Alarms may simply be advisory but can 
also, especially when the degree of threat is acute, trigger 
specific responses. As mentioned above, tracking net 
capital flows can help spot potentially dangerous capital 
imbalances.  Based on the historical data summarized in 
Figure 3.11, it would seem to make sense to start paying 
attention when they reach 3 percent of GDP and to start 
getting worried when they exceed 4 percent.  Other 
possible metrics include foreign debt as a proportion of 
GDP, mix of short-term versus long-term capital flows, 
etc.  And threat levels often need to be tuned to country 
characteristics.

One specific action that serious threats can trigger is the 
activation of various kinds of breakers to curb market 
excesses.  In a general capital market context, limits on 
daily movements in prices of individual stocks or broad 

market aggregates and suspension of trading when those 
limits are reached provide an example of circuit breakers. 
In a specifically cross-border context, capital controls may 
have to be considered as a moderating influence, especially 
by small economies, although they do have undesirable 
side effects.

When safety mechanisms fail and trouble does develop, 
cushions can help soften the blow. Maintain strategic 
reserves. Put appropriate hedging and insurance 
arrangements in place.  Prepare policy responses ahead 
of time to a range of macroeconomic contingencies.  
Remember the special role of the government: when 
disaster strikes, it’s still national governments that get 
the call, and so they need to be in a position to meet basic 
requirements such as food security.  And perhaps most 
importantly, build redundancy into critical systems. 

More controversially, these ABC’s might be augmented 
with a D in the form of dampeners. Breakers are designed 
to be applied only in the event of trouble, but there are 
some indications that with widespread speculation and 
high frequency trading, it might be necessary to “throw 
some sand in the wheels” of market operations on an 
ongoing basis to make them function better.  This was 
the idea behind Nobel laureate James Tobin’s proposal 

Figure 3.10
Portfolio Equity Stocks, Advanced vs. Emerging, 2005-2012
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for a small tax on all international currency transactions, 
intended to curb waves of speculative capital flowing in and 
out of countries while leaving healthier longer-term flows 
basically unaffected.  

An EU initiative to implement such a tax has gained the 
support of Austria, Belgium, Estonia, France, Germany, 
Greece, Italy, Portugal, Slovakia, Slovenia, and Spain.30   
However, the United Kingdom (particularly sensitive 
as home to the London financial center) and other EU 
members have voiced strong opposition, arguing that 
unless such a tax is implemented globally, it would harm 
the competitiveness of financial centers in the EU.31

Finally, beyond the ABC(D)’s listed above, the challenges 
faced at present by emerging economies as capital flows 
back to advanced economies in anticipation of the 
winding down of monetary stimulus provide a reminder 
that it is when external liquidity begins to shrink that 
the countries that managed prudently through the boom 
are plainly distinguished from those that did not.  When 
external capital is abundant, governments must resist the 
temptation to put off indefinitely the reforms that would 
ultimately position a country for sustainable prosperity 
even when external conditions change. 

Business Implications

Managers of financial sector firms benefit from a range of 
specialized models to navigate shifting capital markets.  

This section is directed toward managers of non-financial 
(“real sector”) firms, who more often lack even basic 
gameplans for financial turmoil.  Specifically, when there 
are signs of financial market fragmentation—such as those 
the Eurozone has produced of late—what can non-financial 
managers do to respond intelligently?  

A first lesson is that capital is a real asset when financial 
markets seize up, as recent dealmaking in Europe has 
illustrated.  In October 2013, Bill Gates (now ranked as the 
world’s second richest person by Forbes) invested €113.5 
million in FCC, a Spanish construction firm whose market 
value had dropped more than 90% during the crisis and 
was struggling to refinance €5bn of bank debt that starts to 
mature in 2014.32  Hutchison Whampoa, controlled by Li 
Ka-shing (Asia’s richest person) was on the prowl as well, 
although exploiting bridges from its base in Hong Kong, it 
had focused on UK utilities mostly.  Similar combinations 
of financial and strategic objectives underpin the spike of 
Chinese investment in Europe.33

A second lesson is that financial turmoil requires real 
changes in business and reporting processes, which create 
opportunities for business services firms.  One firm’s 
adjustment cost is another’s growth opportunity.  While 
the opportunities generated by capital market catastrophes 
are most obvious in the accounting, legal and consulting 
arenas, they also extend to less-obvious sectors such as IT 
services.  The IT costs alone of a hypothetical Eurozone 

0%

1%

2%

3%

4%

5%

6%
18

70
18

74
18

78
18

82
18

86
18

90
18

94
18

98
19

02
19

06
19

10
19

14
19

18
19

22
19

26
19

30
19

34
19

38
19

42
19

46
19

50
19

54
19

58
19

62
19

66
19

70
19

74
19

78
19

82
19

86
19

90
19

94
19

98
20

02
20

06
20

10
20

14
20

18

12 Country Sample All countries

Figure 3.1129

Net Capital Flows (absolute values of current account balances as % of GDP), 1870-2018 (Projected)

54Depth Index of Globalization 2013



breakup have been estimated to reach as high as those 
associated with the Y2K scare over the millennium 
transition that caused many companies to try out Indian 
IT firms for the first time because programming resources 
simply weren’t available locally to get the job done on time.  

Third, keep an eye on what financial market developments 
imply for your own cost structure and that of your 
competitors.  Borrowing costs and access to capital 
are obvious starting points, providing opportunities 
to gain strategic ground against competitors that have 
been forced to shift their focus from product markets to 
capital markets.  Exchange rate movements should also be 
analyzed both with respect to a firm’s own cost structure 
and from the standpoint of the firm’s competitors, 
customers, and suppliers.  And an even broader look at 
implications of financial turmoil can extend to analysis 
of regulatory changes likely to be brought about under 
pressure from financial markets.  Changes in labor market 
regulation—again, those impacting a firm itself and those 
impacting its key competitors—can have major impacts 
both on cost structures and on strategic flexibility.  

Fourth, beware of the power of finance to exacerbate or 
reignite underlying cultural fears and political hostilities.  
Racked by recession and uncertainty about the Euro’s 
future, a growing number of people in Britain, France, 
Spain, Italy, the Czech Republic, Poland and Greece said 
integration had weakened their economies and questioned 
whether membership of the European Union was a good 
thing, according to a report based on polling by the Pew 
Research Centre in March-April 2012.34  Economic turmoil 
has also created fertile ground for anti-immigrant politics 
in many countries, a topic to which we return in Chapter 5.  

Fifth, in an uncertain environment, there is real value in 
flexibility.  When consumer buying power is uncertain, 
firms with the ability to shift marketing resources among 

premium and low-priced offerings hold an advantage.  
Similarly, a flexible portfolio of alternative production 
locations and distribution channels can help a firm weather 
finance-induced real market storms.  Externalization 
through partnerships or strategic alliances can also help 
enhance flexibility, and partnering with locals in foreign 
markets can provide a much needed local face to represent 
a business in tough times.  

That said, simply waiting to see how things turn out is 
typically a less viable strategy in a real context than in a 
financial context.  In the real context, there are early mover 
advantages—in doing all the kinds of things listed above—
that mean that waiting isn’t quite as valuable as in a purely 
financial view of investing in options.  And at a minimum, 
financial uncertainty demands robust contingency 
planning.  
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Conclusion 

The depth of the world’s total gross capital flows in 2012 was below one-quarter of its pre-crisis peak.  Total capital flows in 
U.S. dollar terms into emerging economies did surpass their pre-crisis peak in 2010, but inflows into advanced economies 
continued to languish.  That total capital flows remain well shy of their pre-crisis peak may not entirely be negative since 
the surge of capital flows in the years leading up to the crisis primarily came in the form of highly volatile flows such as 
bank lending, the risks of which may outweigh the benefits.  

Much of the pre-crisis growth of international capital flows and it subsequent unwinding were concentrated in Europe, 
and reflected capital flows that outpaced integration along other dimensions.  A situation in which investors act as if the 
market was already integrated while national banks, for example, still depend on national governments (and to a worrying 
extent vice versa as well) has proven to be tremendously damaging.  

The Depth Index of Globalization recognizes that different types of capital flows bring different benefits and risks, and 
therefore incorporates only international equity investment (foreign direct investment and international portfolio equity) 
based on stronger evidence that its benefits outweigh its risks—a more debatable proposition with respect to high levels 
of international debt.  Therefore, it is a matter of concern that the depth of the world’s foreign direct investment declined 
during 2012, and that both FDI and international portfolio equity flows remain significantly below their pre-crisis peaks.  

International equity investment trends, however, are significantly more encouraging in the emerging economies, where 
FDI flows have surpassed their pre-crisis peak.  Record shares of global inward and outward FDI flows are now taking 
place in emerging economies.  That said, portfolio equity flows do remain depressed in both advanced and emerging 
economies.    

While there is growing acceptance that some forms of regulation of international capital flows can be useful, we caution 
governments against curbs on flows where the benefits are well established such as FDI, as well as more generally 
against overestimating their own capacity to effectively orchestrate capital market outcomes.  The possibility of a rise in 
“investment protectionism” is indeed problematic.  While the crisis has provided dramatic evidence of the damage that 
capital market failures can cause, domestic industries must not be allowed to distort that evidence into support for keeping 
out foreign competition that would ultimately benefit consumers.  

The case of FDI into the U.S. automotive industry in recent decades provides a powerful illustration of the importance of 
avoiding investment protectionism.  The U.S. automotive industry’s large productivity and quality improvements might 
not have taken place without foreign automakers having set up plants in the U.S., exposing domestic firms to healthy 
competition and demonstrating how their advantages did not depend only on manufacturing outside of the U.S.  And 
since this FDI enabled foreign automakers to supply the U.S. market via local production instead of imports, it also helped 
reduce risks to the U.S. economy associated with its trade deficit.  

While the case of automotive FDI into the U.S. is one where capital flows were primarily driven by real (non-financial) 
market dynamics, the crisis has provided a reminder of the power of capital market developments to impact the real 
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competitive positions of firms.  As financial markets remain unstable, non-financial managers need to pay extra attention 
to how finance affects their own firms as well as how it impacts competitors, suppliers, customers, and so on.  

The special treatment of the capital pillar in this chapter—with distinctions made among the desirability of different types 
of flows—has reflected both the systemic impact of capital market failures as well as capital markets’ greater tendency as 
compared to product markets toward violent swings away from underlying fundamentals.  One of the causes of capital 
market failures is informational asymmetries, which even domestic distance can exacerbate.35  The far greater negative 
impact of international distance on information flows, as described in the next chapter, underscores the importance of 
caution while pursuing the benefits of connecting up capital markets across national borders.
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Chapter 3 cited informational problems as one of the 

reasons capital markets are prone to gyrations around 

their underlying fundamentals.  This chapter examines 

international information flows and highlights the 

extent to which most information flows remain primarily 

domestic, and how advanced economies still far surpass 

emerging economies in terms of international information 

flows.  

Technologically, the potential for information flows has 

indeed exploded over the past decade.  However, that 

expanded potential for connectivity is still primarily used to 

connect with people who are proximate geographically as 

well as culturally.  Over the internet, we can call someone 

on the other side of the world as cheaply as we can call 

someone in our own neighborhood.  But most of us don’t 

know many people on the other side of the world to call, 

and language and other cultural factors remain formidable 

barriers to international communication.

Emerging economies have made tremendous strides getting 

their citizens connected to telephone networks and logged 

on to the internet.  As Chapter 1 noted, one of the biggest 

shifts within the big shift was the rise of the emerging 

economies’ share of mobile telephone subscriptions from 

32% in 2000 to 82% in 2012.  However, as this chapter will 

reveal, advanced economies still retain a large lead in terms 

of the depth of their international information flows. 

Rising national regulation of international information 

flows gives rise to concern about fragmentation of the 

internet.  While there are legitimate reasons for some 

regulation in this area, we argue in general for more 

openness.  And the clear implication for firms of operating 

in a world where distances and differences continue to 

constrain communication is the importance of taking 

steps to actively shape their information flows to improve 

organizational effectiveness.  This chapter identifies some 

possible steps. 

Depth of Information Flows

Figure 4.1 tracks the evolution of the three components of 
the information pillar of the Depth Index of Globalization 
since 2005.  Since the units vary across the components 
(bits per second per internet user for international internet 
bandwidth, minutes per capita for international telephone 
calls, and U.S. dollars per capita for trade in printed 
publications), Figure 4.2 normalizes all of the metrics to 
100% in 2005 to compare their subsequent evolution.  The 
dramatic growth of international internet bandwidth per 
internet user dwarfs the changes across the other two 
components.  International internet bandwidth per internet 
user soared from a global average of 6212 bits per second in 
2005 to 40,724 bits per second (6.6 times its 2005 value) in 
2012.

International internet bandwidth per internet user, 
however, measures the potential for international 
connectivity rather than actual international 
communications.  It is included in the Depth Index of 
Globalization as a proxy for international internet traffic 
because data on the latter are not available on a country-
by-country basis.  However, the international share of 
internet traffic itself can be estimated on a global basis and 
was basically stagnant over the past year at ~17%.1  The 
explosive growth of international internet bandwidth has 
not been accompanied by a similar rise in the international 
share of internet traffic.  The internet is a global network 
but is still used primarily to transmit information within 
national borders.

What about online social networks such as Facebook and 
Twitter?  A published estimate indicates that only 16% of 
Facebook friends are located across national borders,2 and 
newer unpublished research points toward an even lower 
share, only 10-15%.  Just because we are notionally able to 
befriend anyone, anywhere, anytime on Facebook doesn’t 
mean we will: the technology is being superimposed on a 
“social graph” which already exists and conforms closely 
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to physical and political geography.  Thus, researchers have 
concluded that Facebook has a “strongly modular network 
structure at the scale of countries.”3

Information flows on Twitter are more international than 
those on Facebook, with an estimated 25% of Twitter 
followers located in countries different from the people 
they follow.  But only 14% of followers are located in a 
foreign country that doesn’t share the same dominant 
language.4  Twitter is probably more “globalized” than 
Facebook because of the tendency to follow news on 
Twitter rather than friends.  

New unpublished research conducted by Pankaj Ghemawat 
and TCS Innovation Labs finds that active followers on 
Twitter (defined as followers who re-tweet) are more 
likely to be domestic than passive followers.  This research 
reaffirms the importance of a common language, but 
also shows that language is far from the only cultural 
commonality that promotes communication.  Thus, string 
matching suggests that about one-third of foreign followers 
of Indian Twitter users have Hindu names—far out of line 
with the infrequency of such names (probably 1-2% of the 
total) outside India—suggesting important ethnic/religious 
bridges across borders.  

Research on other forms of communication over the 
internet also backstops the conclusion that people 
primarily use the internet to communicate domestically 
rather than across international borders.  A study of 
instant messages on MSN Messenger showed that users 
who communicated with each other were 16 times more 
likely to be in the same country (and 27 times more likely 
to speak the same language) than users who did not.5  

Email exchanges on Yahoo Mail are also significantly more 
intense among users who are geographically proximate and 
share cultural ties.6

Business transactions over the internet (which mix 
information flows and trade flows) are even more sensitive 
to national borders.  Even within the European Union, 
which provides a variety of legal protections for cross-
border e-commerce transactions, consumers are over four 
times as likely to make online purchases from retailers in 
their own country than from retailers in other EU member 
countries.  In 2011, only 10% of respondents to an EU 
survey had made online purchases from sellers in other EU 
countries, and only 6% from non-EU countries.7

Turning to the other components of the information 
pillar covered in the Depth Index of Globalization, Figure 

4.3 redraws Figure 4.2 without international internet 
bandwidth to make trends across the other components 
more readable.  The depth of international telephone call 
minutes also rose dramatically from 2005 to 2011 (2012 
data were not available as of this writing).  The depth of 
international telephone call minutes is measured here in 
minutes per capita because the preferable normalization 
(international share of total minutes) is not available on a 
country-by-country basis.  Nonetheless, on a global basis, 
the international share of total telephone calling minutes 
(including calls placed over the internet) is estimated to be 
less than 5%.  

The data used in this report to calculate the depth of 
international telephone calls include both calls placed over 
fixed and mobile telephone networks (TDM traffic) as well 
as calls that are routed over the internet (VoIP traffic) but 

Figure 4.1
Information Pillar Depth Ratios, 2005-2012
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terminate on fixed or mobile telephone networks (such as 
calls from Skype to fixed and mobile phones).  In 2009, 26% 
of international calls were routed over IP networks.  The 
data used to calculate the Depth Index of Globalization 
do not, however, include computer-to-computer calls 
(e.g. Skype-to-Skype calls).  In 2010, Skype-to-Skype calls 
accounted for an estimated 20% share of all international 
calling minutes (roughly half of Skype-to-Skype calls are 
international).8  These are excluded from the index because 
country-by-country data are not available on such calls.      

On average, around the world, people spoke on 
international telephone calls for 140 minutes during 
2011, up from 88 minutes in 2005 (doubling the number 
of outbound minutes shown in Figure 1.1 to account for 
time people spend on both outbound and inbound calls).  
While these figures do reflect very substantial growth 
(8% CAGR over 2005-2011), they indicate that the average 
person still transmits and receives a very limited amount 
of information via international telephone calls: just over 2 
hours of conversation content per year! 

The increasing depth of international telephone traffic 
has been driven by reductions in the cost of international 
telecommunications, which plummeted in the late 1990s 
and early 2000s.  Rates fell more than 10% each year 
between 1999 and 2003 and 20% in 2001 alone.  By 2008, 
relative stability had returned to the market, with rates 
falling at less than 5% per year.9

Turning to the third component of the information pillar, 
the depth of trade in printed publications is measured here 

in dollars of published material traded per person, again 
an imperfect normalization that is employed because of 
the unavailability of data to calculate traded publications 
as a share of total publications produced or sold.  The 
depth of trade in printed publications has fluctuated more 
than the other components over the period studied.  It 
is, in fact, somewhat surprising that depth has not fallen 
on this component as the physical shipment of printed 
material is presumably becoming relatively less important 
for international information transmission as digital 
alternatives gain ground.  Note that the data used for 
this component are drawn from trade statistics for all 
traded material that falls under Harmonized System Code 
49 in customs data.  While we refer to the category for 
compactness as “printed publications” it encompasses the 
following: printed books, newspapers, pictures and other 
products of the printing industry; manuscripts, typescripts 
and plans.10

Books, a subset of printed publications, can also cross 
borders via translation and local printing of translated 
editions.  Nonetheless, relatively few titles are actually 
translated into foreign languages.  In the United States and 
the United Kingdom, just 3% of the books published are 
translated from foreign languages, and only 1% of fiction.  
The share of translated books is higher in non-English 
speaking countries, e.g. 14% in France, 8% in Germany.  
Overall, translations from English dominate, with a two-
thirds share of all translated books in Europe.11

Figure 4.4 reviews information pillar depth scores on a 
regional basis and shows that Europe and North America 
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are, by far, the world’s most connected regions in this 
respect.  On telephone calls, Middle East & North Africa 
stands out in the third position, perhaps reflecting the 
extensive employment of migrant labor in that region.  
Migrant stocks are a significant predictor of both the 
volume and the geographic distribution of telephone calls12, 
an indication of the power of the people pillar (the subject 
of the next chapter) to stimulate integration across the 
other pillars.  On printed publications exports, East Asia 
& Pacific ranks third, in line with its general strength in 
merchandise exports.  

Globalization and the News Media

Before quantifying the big shift as it relates to international 
information flows, it is useful to complement the 
depth metrics already presented by reviewing data on 
international media coverage.  The inclusion of this section 
is prompted by the sense that, while sufficient country level 
data are not available to include media coverage in the 
Depth Index of Globalization, most people probably rely 
more on the news media to learn about the world beyond 
their countries’ borders than on direct interactions with 
people located abroad.  Adults in the United Kingdom 
and United States, on average, spent 11413 and 16114 hours 
respectively watching television news in 2012.  By way of 
comparison, average Britons and Americans spent only 12 
and 8 hours respectively on international telephone calls in 
2011.  

While the last football/soccer World Cup reached an 
estimated 2.2 billion viewers (around one third of the 
world’s population), news coverage of major events globally 

is truly exceptional.15  Most of the time, our news diets 
are not only biased toward domestic coverage but also 
dramatically unbalanced with respect to the distribution 
of foreign coverage by country/region around the world.  
There are also indications that foreign news coverage has 
become more negative over time.  

Starting with TV news, aggregated data drawn from three 
cross-country studies suggest that the average share of 
foreign news in news coverage around the world is about 
26%.16  That share, however, includes international news 
related to home country foreign affairs (diplomacy, military 
engagement abroad, international business, etc.).  In the 
U.S., for example, news about U.S. foreign affairs averaged 
almost 50% of all international coverage over the last 5 
years.17  A 15-country study conducted in 2011 indicates 
home country foreign affairs comprise an average of 
roughly 36-37% of international news.18  Thus, excluding 
home country foreign affairs, the purely foreign share of 
news coverage globally could fall from about 26% to the 
mid-teens. 

Online news websites do, at least in the U.S., provide more 
international coverage than other media.  On U.S. online 
news websites, international news accounted for 41% of 
total coverage in 2011 (24% excluding U.S. foreign affairs), 
as compared to only 33% in newspapers, 30% in network 
evening news, and 28% in cable news.19  In principle, 
readers of online news could get even more foreign 
perspective by visiting foreign news websites.  However, 
actual international traffic on foreign news websites is 
extremely limited.  Page views on foreign news websites 
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Figure 4.4
Information Pillar Depth Ratios by Region, 2005-2012
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constitute 1% of the total page views of news websites in 
Germany, 3% in France and 5% in the United Kingdom 
(and are in single digits for all countries for which data are 
available—as low as 0.1% in China).20

And how global are our limited diets of international 
news?  Not very global at all.  One study of online 
newspapers found that a country’s home region has the 
highest percentage of articles in 4 out of the 5 countries 
analyzed.21  Thus, the rest of Europe accounts for 28% 
of Germany’s foreign news, 28% of France’s, 26% of the 
United Kingdom’s and 36% of Russia’s.  The majority of 
U.S. foreign news coverage, however, focused not on North 
America but on the Middle East (53%).  Even though 
Canada is the U.S.’s largest trading partner, it failed to 
register a significant amount of news coverage in the U.S. 

The same pattern also applies to TV news.  One study 
found that Western Europe receives the most foreign 
coverage in European countries (64% in Greece, 40% in 
Italy, and 41% in Norway).  Similarly, Asia receives the 
largest share of foreign coverage in Asian countries (44% 
in South Korea, 39% in Japan, and 33% in India).  Within 
North America, the pattern holds in Canada (where the 
rest of North America receives 52% of foreign coverage), 
but not in the U.S. (only 3%).22

Data on media coverage of natural disasters are even more 
disturbing.  A study of more than 5,000 natural disasters 
suggests that from the standpoint of U.S. media coverage, 
each dead European is “worth” three South Americans, 43 
Asians, 45 Africans, or 91 Pacific Islanders. In rough terms, 
these data suggest that we care about people in neighboring 
countries about 10% as much as we care about our own 

fellow citizens, and this figure declines to 1% as you move 
to countries farther from home.23

Several studies also suggest a persistent decline in the 
volume of international news coverage over time.24  On the 
front pages of major U.S. newspapers, the share of foreign 
stories declined from 27% in 1987 to 11% in 2010.25  In the 
major British press, the foreign share of coverage shrank by 
almost one-half between 1979 and 2009.26

Concern is also stirred by evidence that foreign news 
stories are more negative than domestic stories, presumably 
contributing to the sort of biases inferred from the data 
above on media coverage of natural disasters.  Based on 
one 10-country study, on average, twice as many foreign 
stories had a negative tone as domestic stories.27  In the 
U.S., foreign coverage was three times as likely to have a 
negative tone as domestic coverage.  Furthermore, cross-
country historical data show a trend towards more negative 
news coverage from 1979 to 2010.28   Nonetheless, positive 
stories are more likely to be shared on social media than 
negative stories.29

So media coverage provides a cautionary counterpoint 
to the positive trends described above for international 
information flows.  While we are enjoying unprecedented 
international connectivity, the intermediaries most of us 
rely on for information about the rest of the world seem to 
be providing us with a smaller and more negative diet of 
information over time!  

The Big Shift in Information

Across all of the components tracked on the information 
pillar, depth ratios are rising faster in emerging than in 

Figure 4.5
International Internet Bandwidth, Advanced vs. Emerging, 2005-2012
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advanced economies.  Nonetheless, despite recent growth 
spurts in emerging economies, people in advanced 
economies are still far more deeply connected to 
international information flows than people in emerging 
economies. 

Thus, Figure 4.5 shows that the share of the world’s 
international internet bandwidth connecting to emerging 
economies rose from 7% in 2005 to 23% in 2012, a shift that 
was driven primarily by the rising proportion of the world’s 
internet users located in emerging economies.  The number 
of internet users in emerging economies quadrupled 
between 2005 and 2012, driving up the emerging share 
of the world’s internet users from 40% to 67%.  Over the 
same period, the depth of international internet bandwidth 
per internet user grew modestly faster in emerging (43% 
CAGR) than in advanced economies (39%).  Nonetheless, 
since emerging economies started off with only 12% 
as much international internet bandwidth per user as 
advanced economies, faster growth in emerging economies 
still left users there with only 15% as much international 
internet bandwidth as their counterparts in advanced 
economies in 2012.

Turning to telephone calls, the share of telephone call 
minutes originating in emerging economies rose from 
18% in 2005 to 31% in 2011, as shown in Figure 4.6.  The 
depth ratio for this component is scaled by population, 
and therefore, as the emerging share of world population 
rose only from 85% in 2005 to 86% in 2011, this shift 
was clearly driven by depth rather than demography.  In 
emerging economies, outbound telephone calls depth grew 
at a 17% CAGR from 2005 to 2011, compared to only 6% in 
advanced economies.  Nonetheless, the average person in 
an advanced economy still spoke on the phone to people in 

other countries for 6 times as many minutes as the average 
person in an emerging economy.

Emerging economies’ share of printed publications exports 
rose more modestly, from 14% in 2005 to 29% in 2011 
before declining to 24% in 2012, as shown in Figure 4.7.  
And the depth of printed publications exports rose at a 11% 
CAGR from 2005 to 2012 in emerging economies while 
remaining steady in advanced economies. 

To summarize, as indicated in Figure 1.7 in Chapter 1, it 
is on the information pillar where emerging economies 
lag the farthest behind advanced economies with respect 
to the depth of their international integration.  This is 
particularly ironic since it was informational connectivity 
(enabling the offshoring of IT services) that drove the 
recent hype about the world becoming flat.31  Emerging 
economies are gradually narrowing that gap, but for the 
foreseeable future, people in advanced economies will 
continue to enjoy a large advantage in terms of their access 
to international information flows.  

Public Policy Implications

Information flows are crucial enablers of the trade and 
capital flows covered in Chapters 2 and 3, with significant 
implications for human welfare.  One study on the 
benefits of expanding internet connectivity, for example, 
estimates that “a reduction in offline frictions to the level 
prevailing online” could boost welfare by 29% across the 
62 countries covered in the research.32  The internet can 
boost trade  by helping buyers and sellers in different 
countries find each other (via search engines, online 
advertising, etc.), providing a channel for negotiation 
and trust-building (as well as transaction and payment 
processing in the case of e-commerce), and facilitating the 

Figure 4.6
Outbound International Telephone Call Minutes, Advanced vs. Emerging, 2005-201130
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logistics ultimately required for international delivery of 
products and services.33  And the benefits of international 
information flows extend far beyond the commercial 
realm encompassing, just to name a few examples, the 
discovery and dissemination of new scientific knowledge, 
intercultural exchange, and political transparency that can 
improve governance.  

Set against the large benefits of international information 
flows are various motives for policymakers to restrict them, 
ranging from those clearly serving the public interest 
(such as protecting a nation’s critical infrastructure from 
cyberattacks and avoiding exploitation of children and 
other vulnerable populations) to those tilted more toward 
serving the interests of those in power at a given time (such 
as restricting the dissemination of politically damaging 
information).  While motives vary, the trend at the moment 
seems to be toward more regulation of information flows 
by national governments.  Google Chairman Eric Schmidt’s 
biggest worry about the future of the Internet is that it 
will become “balkanized” under pressure from national 
governments.34

In China and other countries where government regulation 
of information flows is enshrined in law, new technologies 
have been closely followed by new regulatory capabilities.  
China’s “Great Firewall” blocks access to Facebook, Twitter, 
YouTube, NYTimes.com, and other foreign websites.  In 
October 2013, Chinese state media reportedly indicated 
that the country employs roughly 2 million “public opinion 
analysts” under the auspices of its propaganda department 
to monitor internet activity.35  In Cuba, the internet has 
opened up, but at a price.  The international internet costs 
$5 per hour (one quarter of the country’s average monthly 
wage)36 to access versus $0.70 for the Cuban version, and 
users must show their identification cards to go online.37

The rise of distinct national regulations pertaining to 
online information flows also extends to countries where 
freedom of expression is regarded as a fundamental right.  
The European Union has long enforced its own standards 
for protecting web users’ private information.  The advent 
of cloud computing, which entails a shift from storing data 
on individuals’ and firms’ own computers to storing it in 
remote data centers, has driven greater regulatory focus 
on privacy and more broadly what has been termed in the 
cross-border context, “data sovereignty.”  A growing list 
of countries is adopting data residency or local data server 
laws designed to prevent sensitive data from being stored 
on foreign servers.38

Recent revelations about U.S. surveillance of international 
data flows seem set to compound concerns about 
international data transmission and storage.  Brazil, for 
example, has already announced its intention to reduce 
the share of its internet traffic that transits the U.S.  The 
possibility of data shifting back to domestic locations (or 
staying there in the first place) also shows up in estimates 
of the economic impact of the unfolding reaction to U.S. 
surveillance, which range from $22-35 billion for U.S. 
cloud computing firms and up to $180 billion across the IT 
services industry through 2016.39

While much of the focus of the debate on regulating 
information flows has focused recently on the internet, 
policy issues also continue to arise in other areas that are 
closely related to the information pillar.   With respect 
to trade in cultural products, France is the country that 
introduced the concept of the “cultural exception,” arguing 
that trade agreements should not restrict countries’ ability 
to protect their national cultural industries.  A proposed 
free trade deal between the European Union and the 
United States that could be worth more than a trillion 

Figure 4.7
Printed Publications Exports Advanced vs. Emerging, 2005-2012
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dollars40 is now held up, in part, because of France’s 
objections about its implications for its film industry (even 
though worldwide box office revenues of films from all 
countries were only $35 billion in 2012).41

France, however, does not rank among the countries where 
surveys indicate the greatest public demand for protecting 
national culture from foreign influences.  According 
to recent Pew surveys, Pakistan and Tanzania are the 
countries where the largest proportion of citizens demand 
protection for their national cultures, and France ranks 
near the bottom.  Curiously, people who feel their cultures 
require protection from outside influences are also more 
likely to agree with the statement, “Our people are not 
perfect, but our culture is superior to others” as shown 
on the left side of Figure 4.8 (correlation coefficient 0.63).  
Perceived cultural superiority does not apparently lead to 
confidence that cultural practices can survive contact with 
foreign influences.   

The right side of Figure 4.8 reveals a negative correlation 
between self-perceived cultural superiority and scores on 
the information pillar of the Depth Index of Globalization 
(correlation coefficient -0.64).  Countries that are more 
deeply connected to international information flows 
are less likely to view their cultures as superior.  While 
correlation does not necessarily imply causation, in 
light of the potentially negative effects of self-perceived 
cultural superiority, this relationship could be construed 
as providing additional evidence that governments should 
resist temptations to go too far in restricting international 
information flows, alongside the other benefits already 
cited.  

What can countries do to improve their information pillar 
depth scores?  Here, quantitative analysis is hampered by 
the fact that, in contrast to the wealth of rankings focused 
on trade and capital flows, an extensive search failed to 

uncover any research that has ranked a large sample of 
countries in terms of how open they are to international 
information flows.  However, the Press Freedom index 
prepared by Reporters Without Borders is significantly 
and positively associated with depth on the information 
pillar. This index covers 44 criteria to assess “the degree of 
freedom that journalists, news media and netizens enjoy 
in each country and the efforts made by the authorities to 
respect and ensure respect for this freedom.”43

Without impinging on press freedom, evidence of an 
increase in the negative share of international news 
coverage suggests a need to encourage fairer foreign 
coverage.  The role government should play in this regard, 
of course, varies across countries and is closely related to 
how governments regulate information flows in general.  
However, at minimum, politicians should watch their own 
rhetoric to avoid fueling negative foreign coverage.  The 
temptation to score easy political points by diverting blame 
for fundamentally domestic problems abroad should be 
avoided.  

In brief, the logical place to start to expand international 
information flows is to avoid artificially restricting them.  
Unimpeded by artificial restrictions, the extent to which 
people exchange information across borders will depend 
on their own openness as individuals, a topic to which we 
return in the next chapter. 

Business Implications

The rapid growth of international informational 
connectivity—particularly international internet 
bandwidth—has enabled firms to expand the geographic 
scope of their value chains and to slice more finely the 
slivers of value generated in particular locations.  But the 
limited extent to which information really flows across 
national borders hints at the challenges firms face in 
managing geographically dispersed operations.  

Figure 4.8
Perceived Cultural Superiority vs. Need for Protection and Information Pillar Depth42
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Information technology has obviously contributed to both 
outsourcing and to offshoring.  The globalization of supply 
chains has been supported by adoption of information 
technology that enabled the extensive use of e-tenders and 
other digital coordination mechanisms. Thus, one survey of 
(large) companies in advanced economies in 2010 reported 
that about one-third of their manufacturing capacity was 
managed by external partners; one-third was managed 
by the companies’ international facilities; and one-third 
remained within their home countries.44  For some 
companies such as Cisco, the percentage of production 
outsourced—mostly to low cost offshore locations—came 
to exceed 90%.45  And information technology helped 
offshoring move beyond manufacturing to services, with 
one study pegging about 25% of U.S. jobs—dominated by 
the services sector—as potentially offshoreable (although 
estimates of the actual extent of offshoring center around 
one-tenth that level).46

Nonetheless, the dampening effect that national borders 
and cross-country distances and differences have on 
information flows and the wide gap between advanced 
and emerging economies on informational integration 
imply that firms cannot simply rely on their access 
to modern telecommunications networks to ensure 
adequate communication among geographically dispersed 
operations.  Many communication problems, deep 
down, are people-related and reflect, in part, long term 
effects of people living in nationally compartmentalized 
informational environments.  The next chapter focuses 
on people.  This section, however, takes the composition 
of and border-crossings by a firm’s people as given and 
focuses on steps firms can take to improve international 
information flows among them. 

The big shift has amplified the challenge of coordinating 
operations between advanced and emerging economies.  As 
Chapter 1 noted, a recent analysis by McKinsey indicates 
that firms from advanced economies are rapidly losing 

market share in emerging economies.47  And surveys 
suggest that the leaders of these companies think that one 
of key reasons is that they do not understand local business 
practices in emerging economies.48

When information is failing to flow adequately within a 
firm, one place to look for potential blockages is the firm’s 
organizational structure.  Organizational theorists have 
long found it useful to think of alternative structures 
in terms of their information processing capabilities49, 
and a recent Harvard Business Review article points to 
organizational structures as a major driver of MNCs’ 
struggles in emerging economies: “Corporations are trying 
to shoehorn global operations into existing structures, 
which is in part why so many are unable to realize the 
full potential of emerging markets.  In fact, 95% of senior 
executives say they doubt their companies have the right 
operating model (of which structure is a key component) 
for today’s world, according to a 2011 Accenture study.”50

One of the key trends to watch as multinationals struggle 
to achieve their ambitions in emerging economies 
is the creative experimentation underway regarding 
organizational structures.  Better to learn from others’ 
experiments than to engage in pure trial-and-error.  IBM 
divided its markets into “mature markets” and “growth 
markets” in 2008 with the latter led by an executive based 
in Shanghai, and GM implemented a similar restructuring 
in 2009.  Schneider Electric and KPMG based their 
CEO and Global Chairman respectively in Hong Kong.  
Starwood Hotels has started a practice of relocating its 
top management team to a key emerging economy for one 
month each year.  And the CEO of Solvay talks of turning 
on its head the idea of using technology as a substitute for 
being out in the field: “With the benefit of high-quality 
video and other technology, these days I think we need 
to spend less time at HQ and longer periods in different 
regions of the world.”51
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Regional management structures can also help improve 
an organization’s ability to span distances.  Regional 
structures (such as regional headquarters) are supposed 
to improve information flows between countries and 
headquarters, taking advantage of similarities between 
countries within regions to reduce the complexity of 
managing a global enterprise.  And other functions they 
can perform include scouting (business development), 
strategic stimulation (helping organizational subunits 
understand and deal with the regional environment), 
signaling commitment to a region (to internal and external 
audiences), coordination (ensuring the exploitation of 
synergies and the pursuit of consistent policies across 
the region), and pooling resources (to take advantage of 
regional scale economies).52

There are also a variety of ways that firms can improve 
international information flows short of costly and time-
consuming organizational restructuring.  The importance 
of language as a barrier to communication flows that was 
highlighted in this chapter also applies within firms.  That’s 
why companies such as Mexico’s Cemex have implemented 
a single global operating language: in Cemex’s case, English 
rather than the Spanish of its headquarters country in 
order to support its ambitions beyond its home region.  

Technology, too, while overhyped in discussions of the 
great flattening and the death of distance, remains a 
powerful tool that many firms could leverage to a greater 
extent than they have done to date.  One of the major 
trends as of this writing is the implementation of internal 
social networking tools, with corporate IT learning from 
consumer technology about what really brings about more 
information sharing.  

Finally, projects and processes can be designed with an 
eye toward promoting targeted international information 
flows.  Trust, like information flows, is highly distance-

sensitive. Based on surveys conducted in various Western 
European countries, more than twice as many Western 
Europeans trust their own fellow citizens “a lot” as 
compared to citizens of other Western European countries 
(48% vs. 20%), and only 13% place the same level of trust in 
citizens of countries outside of Western Europe.53 Building 
trust, therefore, is often a key precondition for improving 
information flows, and when it comes to building trust, 
there is still no substitute for repeated face-to-face 
interactions.  That topic will be discussed further in the 
next chapter on the people pillar. 
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Conclusion 

The information pillar displays a large divergence between connectivity—the capacity for international flows—and actual 
flows, as well as the largest gap between the globalization of advanced and emerging economies.  The Universal Postal 
Union, established in 1874, was one of the world’s first global institutions.  Despite its long history of facilitating fairly 
easy international postal communications, only about 1% of letter mail sent around the world is international.54  Less than 
5% of telephone call minutes are international, 10-15% of Facebook friends, 25% of Twitter followers, and so on.  Most 
information flows take place within rather than between countries.

Internet users in emerging economies enjoy only 15% as much international internet bandwidth as users in advanced 
economies.  The average person in an emerging economy talks on the phone to people in other countries only 16% as 
much as the average person in an advanced economy.  And trade in printed publications is only 7% as intense in emerging 
economies as it is in advanced economies. 

In the public policy arena, distinct national approaches to regulating information flows are a reality.  However, the internet 
stands at a crossroads, with the potential to become significantly more fragmented over the medium term.  We argue that 
governments should tread lightly given the economic, political, and societal benefits of international information flows.  

The business implications of limited international information flows can be large.  Complaints of countries and regions 
operating as silos, hoarding their own information and ignoring ideas that were “not invented here” are commonplace.  
A starting point for addressing such problems is the recognition that national borders and cross-country distances still 
depress information flows significantly.  So, firms must facilitate international information flows rather than merely 
providing technological connectivity and expecting communication to happen on its own.
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5.  The People Pillar
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People flows have perhaps the greatest untapped 

potential to expand prosperity and cross-cultural 

understanding among all of the types of flows 

covered in the Depth Index of Globalization.  By one 

estimate, removing all restrictions on migration could 

more than double the size of the world economy, 

and even limited moves to increase migration imply 

gains that dwarf those from liberalization of trade 

and capital flows.1  Tourism, another of the people 

flows covered, is also a major part of the world 

economy, accounting for 6% of total world exports 

in 2012.2  International education is primarily focused 

on facilitating international knowledge transfer, but, 

like the two other people flows mentioned above, 

also has the potential to boost trade, capital, and 

information flows as well.

Despite this potential, the growth of people pillar 

depth—even before the crisis—lagged behind as 

globalization surged across the other pillars.  The 

proportion of the world’s population who are first 

generation migrants is just about the same today 

as it was in 1910: 3%.  Post-crisis data, however, do 

indicate a rising trend across all of the people pillar 

components.  International tourism and international 

education depth are growing faster than migration 

depth, but remain limited: only 15-17% of tourists 

and 2% of university students cross national borders.

As the physical and informational costs associated 

with people flows have fallen over time, policy 

restrictions—visa and work permit requirements—

have been put in place to restrict their growth.  These 

restrictions are primarily driven by fears about the 

impact of migration on labor markets and public 

finances, fears that the available evidence suggests 

are significantly overblown.  Policies for further 

integration along the people pillar should go beyond 

the loosening of restrictions to encouraging people to 

become more open themselves.  

From a business perspective, the big shift has opened 

up a gulf between the leadership teams of the 

world’s largest multinational corporations and the 

growth markets on which many of them focus.  Here 

too, people shifts have lagged behind shifts in trade 

and investment. The problems are threefold: deficient 

diversity, declining mobility, and a dearth of global 

leadership capabilities.  

Depth of People Flows

Figure 5.1 tracks the evolution of the three people pillar 
components of the Depth Index of Globalization since 
2005.  Since the units vary across the components (first 
generation migrants as share of population, international 
students as share of university students, and international 
tourist arrivals/departures per capita), Figure 5.2  
normalizes all of the metrics to 100% in 2005 to compare 
their evolution over the subsequent years.  The most 
striking message from these charts—in contrast to similar 
charts in other chapters—is how little people flows have 
changed over the period studied.

Migration represents the long-term movement of people 
across national borders, making it appropriate to analyze 
this component based on data on migrant stocks (the 
number of people living outside the country where they 
were born) rather than annual flows (people who moved 
abroad in a given year).  Nonetheless, while migration is 
often viewed as permanent, many migrants do eventually 
return to their countries of origin.  According to one 
estimate roughly half of skilled migrants eventually return, 
typically after about five years.3

The depth of international migration—measured as the 
share of the world’s population who are first generation 
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migrants—has risen modestly from 2005 to 2012, from 
roughly 3.05% to 3.25%, although the use of estimates 
in analyzing migrant stocks suggests that one should 
be careful not to overstate the precision of the results.4  
What we can more safely say is that first generation 
migrants make up about 3% of the world’s population and 
migration appears to be on a rising trend.  And what is 
more interesting is that this estimate has approximated 3% 
for more than a century.5  The depth of migration may, in 
fact, have been even higher in the late 1800s, when “total 
emigrants over a decade accounted for 14 percent of the 
Irish population, 1 in 10 Norwegians, and 7 percent of the 
populations of both Sweden and the United Kingdom.”6

Readers in advanced economies will likely be surprised by 
the limited growth of global migration depth.  One reason 
is simple overestimation of current levels of immigration 
into advanced economies.  Western Europeans across 8 
countries, on average, believe immigrants comprise 25% of 
their country’s population, while the actual figures average 
to only 12%.  In the United States, citizens estimated 
that 42% of the country’s population was born abroad, 
versus the actual ratio of only 14%!7  But that is not the 
only reason.  The depth of immigration into advanced 
economies has risen due to advanced economies attracting 
a share of emigrants from emerging economies that is more 
than three times the advanced economies’ share of the 
world’s population, as described below in the section on the 
big shift.

Turning to the depth of international education, in light 
of its multi-year nature, stock data are also used on this 
component: the number of students studying outside 
their home country in a given year as a proportion of 
total tertiary (university-level) enrollment.  International 
education is measured here based on what is termed 
“degree mobility,” i.e. students going abroad to enroll 
in degree programs at foreign universities rather than 

participating in shorter-term exchanges as part of degree 
programs in their home countries (“credit mobility”).  On 
a global basis, roughly 2% of tertiary students are studying 
outside of their home countries.  Incorporating short-
term exchanges might increase the depth of international 
education from 2% to 3%.8

The depth of tertiary education has also grown in recent 
years, but off of a very low base.  The share of tertiary 
students enrolled abroad grew from an estimated 2.0% in 
2006 to an estimated 2.2% in 2011, after having fallen from 
2.1% to 2.0% from 2005 to 2006 due mainly to a growth 
spurt in domestic university enrollment in China.  As was 
the case with global migration estimates, one should also 
be wary of exaggerating the precision of these metrics 
beyond the basic conclusion that roughly 2% of tertiary 
students are enrolled abroad and international education 
also appears to be on an increasing trend.

Tourism represents a short-term people flow (typically 
days or weeks rather than years) and therefore is measured 
based on the number of international tourist arrivals/
departures during a given year (excluding tourists 
who do not stay overnight).  The depth of international 
tourism is calculated in the Depth Index of Globalization 
as international tourist arrivals/departures per capita 
because country-by-country data are not available for the 
preferred metric: international tourist arrivals/departures 
as a share of total (domestic and international) arrivals/
departures.  Globally, however, the international share of 
total tourist arrivals/departures is available and amounted 
to approximately 15-17% in 2012.9

International tourist arrivals grew 4.0% in 2012 (breaking 
the 1 billion tourists mark for the first time), down from 
4.8% in 2011 but still surpassing their growth rate across 
the period from 2005 to 2012 of 3.6% (CAGR). The United 
Nations World Tourism Organization (UNWTO) projects 

Figure 5.1
People Pillar Depth Ratios, 2005-2012 
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3-4% growth in 2013 and predicts that international tourist 
arrivals will reach 1.8 billion by 2030, implying 3.1% 
annualized growth over 2012-2030.   

Figure 5.3 compares depth ratio trends on the people 
pillar components across regions.  Europe leads across 
most of the components, aided by the free movement of 
people within the European Union and by the elimination 
of routine immigration checks at the borders between 
countries within the Schengen zone.  However, as in other 
areas covered in this report, the post-crisis period has not 
been kind to European integration.  France’s re-imposition 
of border checks with Italy in April 2011 amid an influx 
of migrants into the latter due to the Arab Spring was 
dramatic but not unique.  After roughly 70 such re-
impositions of border controls since 199510, new rules to 
govern temporary border controls were agreed in 2013.11

North America is the leading region for immigration, 
with 11% of its population comprised of first generation 
immigrants.   Middle East & North Africa edges out 
Europe for second place on immigration depth (10.2%) 
on account of the extensive use of migrant labor in some 
countries within that region (immigrants make up as much 
as 75% of the population Qatar and 70% in Kuwait).  Sub-
Saharan Africa stands out for its top rank on outbound 
international students.  However, the share of tertiary 
students from that region studying abroad has declined 
from 6.4% in 2005 to 4.9% in 2010.

The (Not So) Big Shift in People

Alongside the modest increases on the depth of the 
people pillar components described above, the shift 

toward emerging economies on the people pillar has also 
been relatively small.  As shown on the left side of Figure 

5.4, there has been little movement since 2005 in the 
distribution of migrants between advanced and emerging 
economies.  84% of international migrants were estimated 
to have come from emerging economies in 2012 (up from 
83% in 2005), roughly in line with their 86% share of the 
world’s population.  Where migration patterns diverge 
more dramatically from the population baseline is with 
respect to destinations.  49% of migrants from emerging 
economies had moved to advanced economies (up from 
47% in 2005), and only 17% of migrants from advanced 
economies had moved to emerging economies (up from 
16% in 2005).  

Thus, while global migration intensities have increased 
only very modestly, the emerging economies’ higher 
share of the world population and the disproportionate 
tendency of migrants from emerging economies to move 
to advanced economies (relative to the latter’s share 
of world population) have resulted in a significant net 
flow of migrants from emerging economies to advanced 
economies.  This pattern drove the increase in immigration 
depth in the advanced economies from 10% to 12% over 
the period studied (up from 4.6% in 1960).  These factors 
have also changed the mix of immigrants in advanced 
economies.  In the 1960s, roughly half of immigrants to 
the United States were from emerging economies and by 
the 1990s that proportion had risen to about 90%.  Over 
the same period, the proportion of immigrants to Canada, 
Germany, New Zealand, and Sweden coming from 
emerging economies more than doubled.12
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Turning to international education, Figure 5.5 shows 
that the large majority of outbound university students 
(73% in 2010, up from 69% in 2005) came from emerging 
economies, and that 77% of them were studying in 
advanced economies in 2010 (down from 81% in 2005)—
implying that the share going to advanced economies is 

higher for students than for migrants.  In terms of absolute 
numbers of students studying abroad, roughly 90% of the 
growth since 2005 has come from students from emerging 
economies.  

Figure 5.3
People Pillar Depth Ratios by Region, 2005-2012
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Only 6% of students from advanced economies go to study 
in emerging economies, although this flow would be larger 
if short-term exchanges were included, since students 
from advanced economies tend to prefer temporary 
exposure to emerging economies during their studies over 
enrolling in degree programs at universities in emerging 
economies.  In light of evidence that long-term stays in a 
country are required to understand its culture and business 
environment, this does suggest reason for concern given 
the sense that there is already greater understanding about 
advanced economies in emerging economies than vice 
versa. 

Students’ preference for universities in advanced 
economies is consistent with the limited shift of top-ranked 
universities to emerging markets.  Based on data from 
the Academic Ranking of World Universities (ARWU), 
the share of the world’s top 100 universities in emerging 
economies rose from 0% in 2003 to 1% in 2012.  Counting 
the top 200, somewhat more universities in emerging 
economies did make the list: 1.5% in 2003 (one each in 
Brazil, Mexico, and Russia) and 4% in 2012 (the same 
universities as in 2003 plus four in China and one in 
Argentina).  

As shown in Figure 5.6, the share of outbound tourists 
from emerging economies still falls significantly short of 
their share of the world population.  In 2010, it reached 
29%, up significantly from 23% in 2005 but still far 
below the emerging economies’ 86% share of the world’s 
population.  Thus, the depth of outbound tourism from 
emerging economies is only 12% as high as from advanced 
economies, implying that if international travel from 
emerging economies grows in line with their rising 
prosperity, their impact on the changing face of global 
tourism has only just begun.  

As in the case of other flows, most of the absolute growth 
in international tourism since 2005 has been driven 
by outbound tourism from emerging economies.  The 
doubling of China’s tourist departures from 2005 to 
2011 alone accounted for 20% of the world’s growth in 
international tourism.  And the impact of China’s rise as a 
source country for outbound tourism has been amplified 
by the preference of Chinese tourists to shop abroad.  Data 
on expenditures by international tourists indicate that 
China overtook Germany and the United States in 2012 to 
become the top ranked country in terms of spending by 
international tourists (up from #7 in 2005).  However, on a 
per capita basis, China’s tourist expenditures are still only 
7% as high as Germany’s.  

People from both advanced and emerging economies are 
more open to going to emerging economies as tourists 
than to study or to settle down as migrants.  Tourists from 
advanced economies do still primarily visit other advanced 
economies, but 29% of their trips in 2011 were to emerging 
economies (up from 27% in 2005).  65% of international 
tourists from emerging economies visited other emerging 
economies in 2011 (up from 63% in 2005).  These patterns 
are consistent with tourism being the most distance-
sensitive kind of people flow: roughly 80% of international 
tourism is intra-regional.  In fact, tourism has the highest 
intra-regional share of all of the components across the 
four pillars of the Depth Index of Globalization.   

Destinations in emerging economies are increasing 
their share of global tourist arrivals: 47% of arrivals in 
2012, up from 38% in 2000 and 32% in 1990.13  In 2020 
and 2030, the UNWTO projects that 53% and 57% 
respectively of inbound international tourism will be into 
emerging economies.  The emerging economies’ share 
of international tourism in terms of tourism receipts 
(spending by tourists) is, however, lower than their share 

Figure 5.4
International Migration, Advanced vs. Emerging, 2005-2012
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of arrivals.  In 2012, all emerging economies combined 
captured only 36% of international tourism receipts while 
Europe alone received 43%.  

People Flows and Public Policy

Countries compete aggressively to boost inbound 
tourism, and many see attracting foreign students as a 
useful funding source for squeezed education budgets.  
These short- and medium-term people flows don’t have 
unanimous support because of concerns about potential 
negative externalities.  Poorly managed mass tourism can 
damage the very attractions that drew the tourists in the 
first place, and a sudden influx of foreign students can 
create problems on university campuses.  Nonetheless, 
since publics can easily see the benefits of these types of 
people flows, they tend to garner widespread support.  
When countries are struggling with high unemployment 
rates—as at present in most of the advanced economies—
tourists and international students are prized for their 
potential as employment generators.  

Policies to attract more tourists and students, however, run 
up against fears about migration—concerns that desired 
short- and medium-term people flows will turn into 
undesired long-term people flows.  Such worries are one of 
the reasons that—despite their negative effects on tourism 
receipts—on average, 63% of the world’s population 
need to obtain a visa before leaving on a leisure trip to 
a foreign destination (73% for destinations in advanced 
economies and 61% in emerging economies).  Improving 
visa processing (without even loosening visa requirements), 
could boost tourism receipts by $206 billion (21%) and 
generate 5.1 million jobs across the G20.14

So what are the fears about migration that prevent 
governments from going after the huge benefits migration 
could provide—as much as doubling the size of the 
world economy as cited above?  There are concerns about 
migration both in receiving countries and in sending 
countries, which will be addressed here briefly in turn.15  
Ameliorating fears about immigration, if possible, is 
particularly urgent in societies where demographic trends 
are darkening long term economic prospects.  In the 
European Union, the ratio of working age people to the 
elderly they will have to support is projected to fall from 4:1 
in 2010 to 2:1 in 2050.  In Japan, the situation is even worse: 
by 2040 there will only be about 1.5 working age people to 
support each retiree.16

The primary fears about immigration in receiving 
countries regard its impact on labor markets and on 
public finances, but there are also cultural and security 
concerns that merit responses.  Start with concerns 
about how immigration affects wages and employment 
in receiving countries.  Natives fear that an influx of 
foreigners will mean more competition for jobs, lower 
wages, and potentially more unemployment. If all workers 
were identical and the demand for labor was fixed, such 
fears would make more sense, for then an influx of 
immigrants would indeed increase the supply of labor, 
reducing natives’ wages or employment. Instead, the reality 
is that immigrants’ labor substitutes for some natives’ 
labor, potentially harming them, but at the same time 
it complements other natives’ labor, helping to improve 
their employment and wage prospects. And immigrants 
also demand goods and services in the economies they 
move to, creating additional work for natives.  Weighing 
these factors, economists have largely concluded that the 
aggregate impact of immigration for advanced economies 

Figure 5.5
International Tertiary Education, Advanced vs. Emerging, 2005-2011
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is positive. One study estimates that destination countries 
“would capture about one-fifth of the gains from a 5 
percent increase in the number of migrants in developed 
countries.”17

It is also worth addressing the concern about migration’s 
impact on unskilled or low-skilled native workers 
in developed countries, since a large (but declining) 
proportion of immigrants from developing countries—
especially the undocumented—have only limited 
education. Two-thirds of illegal immigrants entering 
the United States since 1980 never completed high 
school.18  Most solid research indicates that the impact of 
immigration on low-skilled native workers is small.  One 
U.S. study estimates that illegal immigration caused a 
3.6% decline in the wages of high school dropouts and 
negligible to positive impacts on other groups.19  Another 
study concluded that “immigration (1990–2006) had small 
negative effects in the short run on native workers with no 
high school degree (-0.7%) and on average wages (-0.4%) 
while it had small positive effects on native workers with 
no high school degree (+0.3%) and on average native wages 
(+0.6%) in the long run.”20

Research on the impact of immigration on natives’ 
employment levels showed a similar pattern: “One 
European study found that a 10 percent increase in the 
share of migrants in total employment would lower the 
employment of residents by between 0.2 and 0.7%,” but 
research also indicated that “the massive inflows associated 
with European Union accession led neither to displacement 
of local workers nor to unemployment in Ireland and 
the U.K.”21  One of the ways that immigration can boost 
employment prospects for natives is via the higher 
propensity of immigrants to start businesses.  According to 

one study, “Nearly half of Silicon Valley’s venture capital-
funded startups were cofounded by immigrants,” who are 
“30 percent more likely than native-born Americans to 
start their own business.”22

Turning to the impact of immigrants on public finances 
in receiving countries, the OECD reported in 2013 that 
“estimates suggest their impact is small, generally not 
exceeding 0.5% of GDP in either positive or negative 
terms.”  The study adds that “immigrants usually have 
a less favorable net fiscal position than the native-born, 
largely because they tend to pay less taxes and social 
security contributions and not because of a higher 
dependence on social benefits.”  However, immigrants’ 
net fiscal contributions were found to vary significantly 
with immigrants’ skill levels and ages at the time they 
immigrated—with more skilled and younger immigrants 
having more positive net fiscal contributions.23

The final point about skill levels is important in light 
of a trend toward higher skilled migrants forming a 
larger share of immigrants from emerging economies to 
advanced economies, and serves as a counterpoint to the 
discussion of low-skilled immigrants above.  This trend 
is likely to continue as emerging economies already have 
far more university educated professionals then developed 
countries, and are also rapidly increasing the proportion of 
university graduates in their populations.  The same OECD 
report speculates that views of migration formed based 
on historical inflows of low skilled migrants contribute to 
misperceptions of the net fiscal impact of immigration, 
with about 50% of citizens in Europe and Canada and 
an even higher share in the United States believing that 
immigrants are a “big burden on the public purse and are 
supported by higher taxes paid by native-born citizens.”24

Figure 5.6
International Tourism, Advanced vs. Emerging, 2005-2011
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Turning briefly to cultural and security concerns about 
immigration, from a cultural standpoint, it’s true that 
some natives prefer to avoid inward migration in order 
to preserve the historic cultural and ethnic flavor of their 
communities. That’s a legitimate interest that should be 
weighed against the benefits of immigration. It’s important, 
however, not to let small numbers of impassioned 
opponents spoil the debate. Many communities value 
diversity and welcome the cultural richness that 
immigrants can contribute.

Regarding security fears, there are concerns that 
immigration leads to higher levels of crime. Data on 
incarceration rates in the United States should provide 
some comfort. According to a UN report, “On average, 
among men aged 18 to 39 (who comprise the vast majority 
of the prison population), the incarceration rate of the 
locally born was 3.5 percent, five times higher than the 0.7 
percent rate of the foreign born.” European data do show 
higher incarceration rates for migrants in many countries 
and serve as one reminder of multidimensional integration 
challenges.25

In sending countries, emigration brings significant 
financial gains via funds migrants send back to their home 
countries, transfers known as remittances.  Remittance 
flows, which exceed foreign aid, have been linked to higher 
educational enrollment of children who remain at home 
as well as “household welfare, nutrition, food, health, and 
living conditions in places of origin.”26  Migrants also 
bring skills back to developing countries, contribute to 
innovation, provide access to international networks, and 
so on. 

Set against those benefits are concerns about a possible 
brain drain and negative effects of emigration on family 
members left behind.  Fears about a brain drain relate 
to skilled professionals departing to earn higher wages 
abroad and depriving the local economy of talent and 

expected returns on the country’s education investment. 
The evidence from developing countries is surprisingly 
reassuring. While the number of skilled migrants out of 
poor countries has risen, the proportion of skilled workers 
leaving has not, due to rising education levels.27  And there 
are intriguing findings indicating that the possibility of 
emigration actually contributes to more human capital 
formation in poor countries, at least in part offsetting 
the loss of skills when educated workers emigrate. The 
basic idea is that if educational attainment is a “ticket” 
to emigration, more young people may work toward that 
possibility, even though only some of them will actually 
leave the country.28

Studies on the effects of emigration on family members 
who are left behind reflect the reality that while 
remittances can improve family finances, the absence 
of a parent, spouse, or child creates a void that changes 
the lives of the other family members, with potential 
broader impacts on their communities.  When parents are 
absent, some studies indicate negative effects on children’s 
educational progress and psychological development.  
Spousal relationships can suffer, and emigration can put 
additional strain on grandparents who take up more child-
rearing responsibilities and receive less day-to-day support 
from their children.  While most economic analyses find 
that the benefits of emigration for families outweigh these 
harms, it is inevitably hard to put a price on the prolonged 
absence of a loved one.29

The evidence presented in this section suggests that 
prevalent fears about migration are largely overblown, 
even as negative side effects such as long-term separation 
of families merit greater sensitivity.  What migration’s 
critics tend to overlook is that people’s productivity rises 
dramatically when they move from poor countries to rich 
countries, which is why migrants boost growth rather than 
transporting poverty from poor countries to rich countries.  
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What should countries do to deepen their people pillar 
integration?  Reducing the negative impact of visas and 
work permits is a natural starting point.  Readers may 
also be surprised that loosening such restrictions would 
actually imply a return toward long-run historical norms 
rather than a novel experiment.  Visas were generally not 
required to travel between countries before 191330, and 
the United States did not begin requiring immigrants to 
obtain visas until 1924.31   Today, visas and work permits 
are almost always required, and the processing of these 
documents alone has been estimated to cost $88 billion 
globally, or about 0.3% of world GDP.32  In one in ten 
countries a passport itself costs more than 10 percent of 
the country’s per capita income.33  As the transportation 
and telecommunications costs associated with migration 
have plummeted over time, policy barriers have risen up to 
prevent growth of global flows as observed on the trade and 
capital pillars.  

However, reducing restrictions is not enough to fully 
capture the benefits available on the people pillar.  As 
we have seen with rising anti-immigrant sentiment in 
many countries as economic conditions have tightened, 
when policies get too far ahead of deeply ingrained 
public sentiments, policy integration becomes brittle and 
subject to reversals.  In order to truly make people pillar 
integration robust and sustainable, people themselves need 
to become more open.  Entire societies don’t need to fully 
embrace cosmopolitan philosophers’ calls to care equally 
about all people regardless of where they are and what 
relationship we may have to them.  However, we do need 
to make our sympathies less distance sensitive than those 
described in the section of Chapter 4 on media coverage of 
natural disasters.  

Chapter 15 of Pankaj Ghemawat’s World 3.0: Global 
Prosperity and How to Achieve It (Harvard Business 
Review Press, 2011) is devoted to the topic of reducing the 
distance sensitivity of human sentiments, or as the Greek 

philosopher Hieorcles put it: drawing our circles of identity 
(self, family, country, region, world) closer together.  Here, 
we will just summarize a handful of major enablers:  

• Education: Higher education levels in a country 
cause levels of nationalism and suspicion of 
outsiders to decrease; one study found this to be 
true across the board in ten countries with quite 
different educational systems.  And a good place 
to start would be to educate citizens about the true 
share of immigrants in their countries, because 
research shows that when exaggerated perceptions 
of immigration depth are corrected, public support 
for immigration rises. 

• Media Tonality: While those responsible for the 
tonality of media coverage vary across countries 
(government in some, media executives in others), 
the data presented in Chapter 4 indicating a 
worsening trend toward more negative foreign 
coverage is unhelpful and should be reversed.  

• Trade and Capital Integration: The extent to 
which an individual participates in the network 
of global economic, social, and cultural relations 
and of inclusive social identification with the 
world community seems important; as one study 
found, increased participation raised individuals’ 
willingness to contribute to global public goods.  

• People Flows Themselves: Traveling and living 
abroad broaden individuals’ perspectives while also 
improving creativity.  

• Public Administration: Finally, scholars have found 
that security of property rights and the role of law 
serve as prerequisites for trust to emerge, rather 
than what they often seem, vital substitutes for trust.  
Scholars have also emphasized the importance 
of private- and public-private initiatives aimed at 
building up and sustaining public trust or at least 
mitigating its absence.  
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The final point above recalls one of the policy themes 
throughout this report.  The most powerful enablers of 
cross-border integration are often domestic policies.  The 
same policies that make a country serve its own citizens 
better are often precisely the policies that will encourage 
the most beneficial interactions with the rest of the world. 

People Flows in Business 

The most basic business implication of the data presented 
here on people flows is that the idea of a global labor 
market is a myth.  Opportunities for arbitrage across labor 
cost and skill availability differences are not disappearing.  
Nearly ten years after the publication of Thomas 
Friedman’s The World is Flat, software industry salaries in 
India are still only a fraction of U.S. salaries, powering the 
growth and profitability of firms such as Tata Consultancy 
Services.  

More subtly, data on both limited people flows described 
here and limited information flows covered in the previous 
chapter imply that the people within firms—including 
executives in globe-spanning roles—are also far from 
global.  Research indicates that with long enough and 
deep enough exposure to a second culture, people can 
become “biculturals,” but it is unclear if people can really 
internalize three different cultures, with four considered to 
be out of the question.34

Since people’s perspectives are largely conditioned by 
where they are from, gaps between firms’ leaders (who 
still come primarily from firms’ home countries) and their 
targeted growth markets (now primarily in emerging 
economies) are becoming an increasingly serious problem.  
(Refer back to Chapter 1 for data on how multinationals 
from advanced economies are falling behind in emerging 
markets.)  A recent McKinsey survey of leading Western 
companies found that just 2% of their top 200 employees 
hailed from key Asian emerging economies.35  Although 

this talent gap could in principle be addressed by moving 
executives to emerging economies, according to a Boston 
Consulting Group survey of large multinationals, only 
9% of the companies’ top 20 leaders are located in these 
markets, versus an average of 28% of their revenues.36  
30% of U.S. companies admit that they have failed to fully 
exploit their international business opportunities due to 
insufficient internationally competent personnel.37

Boosting national diversity within firms is part of the 
solution.  Only 14% of the world’s 500 largest corporations 
by revenue, the 2013 Fortune Global 500, are led by a 
CEO who hails from a country other than the one where 
the corporation is headquartered.38  The percentage of 
non-native CEOs is significantly lower for smaller, less 
international companies—and the share of foreign CEOs 
rises only to ~30% among the world’s 100 corporations 
with the largest foreign assets (excluding financial sector 
firms). 

Firms based in emerging economies are even less likely 
to be led by foreign executives.  Only 1 of the 96 Fortune 
Global 500 companies from the BRIC countries has a 
foreign CEO. As they seek to differentiate and build brands 
in advanced economies rather than competing mainly 
based on low home-country cost bases, this will become an 
increasingly important problem.  (The U.S. sits right at the 
global average with 14% non-native CEOs. Leading the list 
are small countries mainly in Europe, with Switzerland on 
top with 73%.)

Shifting one level below CEOs, the foreign share of top 
management team members (defined here as executives 
reporting directly to the CEO) across the same top 100 
non-financial firms ranked by foreign assets was similar to 
the foreign share of CEOs: 32% of top management team 
members were non-natives (14% from the company’s home 
region and 18% from a different region).  Among the subset 
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of those firms based in emerging economies, only 20% of 
top management team members were non-natives.  

Above the CEO level, diversity at the board level also tends 
to be limited with non-natives, again, comprising about 
30% of the total across the world’s largest 100 non-financial 
firms by foreign assets.  And among corporations in the 
U.S. S&P 500, a 2008 report from Egon Zehnder indicated 
that only 7% of board members were foreign nationals, 9% 
had degrees from non-U.S. institutions, and 73% had no 
international work experience at all!39

Expanding the representation of executives from 
emerging economies in the leadership ranks of 
Western multinationals is also getting harder.  Western 
multinationals—accustomed to having their pick of the top 
talent in emerging economies—are finding it increasingly 
difficult to recruit rising stars in key markets.  Limited 
diversity at the top is part of the problem.  Think about 
the message that companies send to their talent pool by 
consistently selecting native leaders at the top. When 
ambitious middle managers and young high-potentials 
working in foreign markets see their career progress 
artificially limited, they are likely to seek opportunities 
elsewhere. Thus, according to a Corporate Executive Board 
survey, highly skilled Chinese professionals’ preference for 
working in multinational over domestic companies in 2010 
was only half as strong as it was in 2007.40  This suggests 
firms should incorporate a greater emphasis on talent into 
their M&A strategies (both with respect to evaluating 
potential targets as well as on retaining people from 
acquired firms). 

Moving talent between countries is another part of the 
answer, but data suggest this particular slice of people 
flows has suffered significant cutbacks in recent times.  
According to one study, the proportion of expatriates in 
senior management roles at multinationals in China, India, 

Brazil, Russia, and the Middle East declined from 56% to 
12% from the late 1990s to the late 2000s.41 Data on a small 
sample of large companies suggest that the proportion 
of expatriates in large global companies is usually less 
than 1% of total employment—often only around 0.1%.  
Expatriation is costly (on average 2-3x home salary), but 
must be considered in comparison to the even greater cost 
of failing in key growth markets. 

Mobility initiatives focused on shorter time horizons 
than traditional expatriation can also be useful, but 
research indicates that it takes at least 3 months to 
become immersed in a new location and appreciate how 
business works there.42  Firms may also consider rotating 
country managers between countries (as opposed to only 
exporting managers from company headquarters), and 
allowing managers from other countries to spend time 
at headquarters.  Frank Appel, the CEO of Deutsche 
Post DHL, tracks the number of nationalities working at 
headquarters in Bonn to keep an eye on both diversity and 
mobility.

There is also evidence that at U.S. and European 
multinationals, expatriates tend to take longer to ascend 
the corporate ladder than managers who stay at home.43  
And managers, not just researchers, see this happening.  
Thus, while more than 60% of respondents to a recent 
survey conducted during EIU’s Talent Management 
Summit agreed that a posting in a major emerging or 
developing market should in principle help one’s career 
prospects, only 27% believed this was reflected in their 
company’s talent development strategy.  About the same 
percentage said their firm had no policy towards expatriate 
postings, and 37% asserted that the organization always 
tries to recruit local staff for all key roles.

Boosting diversity and moving people around more 
can go a long way to shrinking the gap between a firms’ 
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people and its key markets, but evidence that unmanaged 
diversity can actually degrade performance suggests that a 
comprehensive approach also requires a look at leadership 
development practices.  Another recent survey suggests this 
is also an area where firms have much room to improve: 
76% of senior executives reported that their organizations 
needed to develop global leadership capabilities, but a mere 
7% felt they were doing so effectively.44

The following points suggest possibilities to extend the 
agenda beyond the essential starting points of diversity and 
mobility:

• Strengthening corporate culture so it can serve as a 
bridge between distinct national cultures.

• Broadening the current management team’s 
mindsets. Rooted maps, such as those in the country 
profiles at the back of this report, can help them see 
how the world looks different depending on where 
they are coming from.  More than 500 rooted maps 
are available online at www.ghemawat.com/maps.45

• Educating managers to understand cross-country 
differences using concepts such as Pankaj 
Ghemawat’s CAGE (cultural, administrative, 
geographic, and economic) distance framework 
and tools such as the CAGE Comparator™ (www.
ghemawat.com/cage).

• Using a “Corporate University” to bring leaders 
together, and reserving spots for non-natives in 
particular (for example, Daimler Benz recently 
decreed that half of the participants in its 
development program for young managers must be 
from outside Germany).

• Broadening executives without relocating them 
by involving them in multinational task forces 
and cross border work, or even bringing the HQ 
experience to them by locating business unit 
headquarters outside of the firm’s home country.

• Managing career development to make sure 
non-natives and even returning expatriates don’t 
systematically end up on the slow track.

For more on building global leadership capacity, refer to 
Pankaj Ghemawat’s June 2012 McKinsey Quarterly article, 
“Developing global leaders.”46
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Conclusion 

This chapter has highlighted the dramatic contrast between the limited growth of cross-country people flows and the 
tremendous net benefits that more people flows (especially migration) could provide.  The share of migrants in the world’s 
population has barely budged since 1910: it’s still roughly 3%.  More tourism is international (15-17%), but the share of 
university students enrolled in degree programs outside of their home countries is lower at only 2%.  Recent data do, 
however, indicate a modest rising trend across all of the people pillar components.

While countries generally wish to promote more tourism and attract more foreign students, fears about longer-term 
migration result in policies that hamper all kinds of people flows.  The evidence presented here suggests that those fears 
are overblown.  Policies to promote more immigration into the advanced economies are going to be a hard sell until 
unemployment rates drop, but we should not lose sight of the large gains available from more immigration as well as its 
potential to prevent or ameliorate demography-driven losses.  Before the crisis, the OECD estimated that without large-
scale immigration, Japan’s living standards could drop by 23 percent, the European Union’s by 18 percent, and the United 
States’ by 10 percent.47

The big shift with respect to people flows has also proven to be not quite as big as the shifts in other pillars.  Emigration 
and outbound international students from emerging economies are already close to those economies’ share of world 
population, and have only increased modestly since 2005.  The depth of outbound tourism from emerging economies, 
however, is rising rapidly but remains only 12% as high today as the depth of outbound tourism in advanced economies.  If 
international travel from emerging economies grows in line with their rising prosperity, the big shift in global tourism has 
only just begun.  

This chapter has emphasized the importance of people opening up as individuals as the ultimate enabler of robust and 
sustainable policies to promote people pillar depth.  Public policy for the people pillar should extend beyond scaling back 
restrictions on cross-border mobility to emphasize educational and other enablers of opening up at the individual level. 

Finally, the people component of globalization within firms has also failed to keep pace with the globalization of their 
trade and investment activities, creating large gaps between firms’ people and their growth markets.  Boosting national 
diversity within firms, investing more in mobility including expatriation, and improving global leadership capabilities all 
belong on the agenda to help close these gaps.  
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6.  Country Scores and Ranks
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This chapter compares the depth of countries’ and 

regions’ international integration as measured on the 

Depth Index of Globalization.  First, we rank countries 

and analyze patterns across their depth scores.  

Second, we examine changes from 2011 to 2012 in 

countries’ depth scores and highlight the countries 

whose depth increased or decreased the most.  Third, 

we compare depth levels and patterns across regions.  

Readers wishing to examine trends over time should 

review the scores and ranks computed for this edition 

of the index, which are provided back to 2005 (see 

Table A.1 in Appendix A as well as the Country 

Profiles), rather than comparing results in this report 

with those in the DHL Global Connectedness Index 

2011 and 2012.  There are three reasons for this:  

First, this report incorporates the latest revisions 

to the source data underlying the index, including 

the replacement of estimated with actual values as 

they have become available.  Second, one country 

(Tajikistan) has been omitted from this year’s report 

due to data availability constraints, leaving 139 

countries instead of 140.  And third, comparing 

results across years within a single edition of this 

report rather than across editions is consistent with 

the technical requirements of the normalization 

method used to compute this index, as described in 

Chapter 7.  

2013 Scores and Rankings

Figure 6.1 displays the Depth Index of Globalization 2013 
scores and ranks (generated primarily based on 2012 data) 
and changes in ranks versus those based on data from the 
prior year (2011).  For pillar level scores and ranks, please 
refer to Figures A.1 to A.4 in Appendix A.  As described in 
Chapter 7, depth scores are scaled from 0 to 50.  The results 
reported in this chapter incorporate smoothing of capital 
flows over three year moving averages.  Selected results 
without this smoothing are reported in endnotes.  

The top ten ranks on the 2013 Depth Index of Globalization 
were held, in descending order, by Hong Kong SAR 
(China), Singapore, Luxembourg, Ireland, Belgium, 
Netherlands, Malta, Malaysia, Bahrain and Estonia.1  The 
countries that fell to the bottom of the rankings were, 
in ascending order, Islamic Republic of Iran, Myanmar, 
Bangladesh, Pakistan, Burundi, Central African 
Republic, Nepal, Ethiopia, Venezuela, and Brazil.2  Casual 
observation of Figure 6.1 suggests that economies with 
higher depth scores tend to be both wealthy and relatively 
small, as exemplified by the top three: Hong Kong SAR 
(China), Singapore and Luxembourg.  Naturally, advanced 
economies with relatively small internal markets will have 
a larger share of their trade, investment, communications, 
and even people, outside of their own borders.  

The pattern that larger economies have lower depth scores 
holds up even in the extreme cases of the largest emerging 
markets.  Each of the BRIC countries (Brazil, Russia, India, 
and China), have low depth scores, with an average depth 
score of 11 points, and with ranks ranging from 95th 
(Russia) to 130th (Brazil) out of the 139 countries covered 
in the index.  India ranks 123rd. 

China, the world’s second largest economy, ranks 122nd 
(out of 139 countries).  With stronger outward than inward 
depth, China’s global impact is very large.  However, 
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1. Hong Kong SAR (China) (0)
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3. Luxembourg (0)
4. Ireland (0)

5. Belgium (+1)
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7. Malta (0)
8. Malaysia (+2)

9. Bahrain (+9)
10. Estonia (-2)

11. United Arab Emirates (0)
12. Switzerland (-3)

12. Hungary (+3)
14. Austria (-1)

15. Panama (-3)
16. Sweden (-2)

17. Denmark (+2)
18. Lebanon (+3)

19. Czech Republic (+12)
20. Slovenia (0)
21. Iceland (+3)

22. Lithuania (+5)
23. Guyana (+2)

24. Mauritius (-1)
25. Taiwan (China) (-9)

26. Latvia (+11)
27. Slovak Republic (+1)

28. Bahamas, The (+5)
29. Trinidad and Tobago (-3)

30. Mongolia (-8)
31. Barbados (-1)

32. Bulgaria (0)
33. Cyprus (-16)
34. Norway (-5)

35. Thailand (-1)
36. Finland (+2)

37. Cambodia (+3)
38. Germany (-3)

39. Oman (+7)
40. Brunei Darussalam (+3)

41. Jordan (-5)
42. Israel (-3)

43. Korea, Republic (+1)
44. Vietnam (-2)

45. Canada (0)
46. Portugal (+4)

47. Macedonia, FYR (0)
48. United Kingdom (-7)

49. Poland (-1)
50. Qatar (+3)
51. Kuwait (0)

52. Ukraine (+3)
53. Moldova (-1)

54. France (+2)
55. Georgia (+18)

56. Chile (-2)
57. Croatia (-8)
58. Serbia (+5)

59. Fiji (-2)
60. Kazakhstan (+2)

61. Nicaragua (+4)
62. New Zealand (-3)

63. Zimbabwe (-3)
64. Spain (+4)

65. Belarus (+2)
66. Albania (0)

67. Saudi Arabia (-9)
68. Jamaica (-7)
69. Namibia (-5)

70. Honduras (-1)
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71. Italy (+1)
72. Tunisia (-1)

73. Costa Rica (+1)
74. Togo (-4)

75. Bosnia & Herzegovina (+2)
76. Kyrgyz Republic (+3)

77. Côte d'Ivoire (+8)
78. Morocco (+2)

79. Zambia (-1)
80. Botswana (-4)
81. Australia (-6)
82. Romania (-1)

83. South Africa (-1)
84. Armenia (0)
85. Mexico (+4)

86. Azerbaijan (+2)
87. Gabon (-1)

88. Greece (+3)
89. Guinea (-2)
90. Ghana (-7)

91. United States (-1)
92. El Salvador (+4)

93. Niger (+5)
94. Angola (+1)

95. Russian Federation (-1)
96. Mozambique (+3)

97. Senegal (+5)
98. Nigeria (-5)

99. Chad (-7)
100. Dominican Republic (0)

101. Paraguay (-4)
102. Peru (-1)

103. Bolivia (+2)
104. Malawi (+9)

105. Uruguay (+1)
106. Turkey (+1)

107. Guatemala (-4)
108. Ecuador (-4)

109. Yemen, Republic (-1)
110. Kenya (-1)

111. Philippines (+5)
112. Syria (0)

113. Japan (+1)
114. Lao PDR (-4)
115. Colombia (0)

116. Madagascar (+4)
117. Mali (-6)

118. Egypt, Arab Republic (+1)
119. Benin (-1)

120. Uganda (-3)
121. Sri Lanka (0)

122. China (0)
123. India (0)

124. Cameroon (+2)
125. Burkina Faso (+3)

126. Rwanda (+1)
127. Indonesia (+2)
128. Argentina (-3)

129. Uzbekistan (-5)
130. Brazil (0)

131. Venezuela, RB (0)
132. Ethiopia (0)

133. Nepal (+1)
134. Central African Republic (+2)

135. Burundi (+2)
136. Pakistan (-3)

137. Bangladesh (-2)
138. Myanmar (+1)

139. Iran, Islamic Republic (-1)

Figure 6.1
The Depth Index of Globalization 2013, Overall Results (Parentheticals Reflect Rank Changes versus Prior Year)
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China’s depth ranking provides a useful reminder that 
even in China, the overwhelming majority of flows are 
domestic, as they are in all other large economies.  China 
ranks 81st in terms of the depth of its merchandise exports, 
a rank that is high only in comparison to other very large 
economies: India, Japan and the U.S rank 115th, 125th and 
133rd, respectively, on this metric.  Of course, China’s rank 
in terms of the depth of its merchandise imports, 115th, is 
much lower.  

The MIST countries of Mexico, Indonesia, South Korea 
and Turkey also have relatively low depth scores, with 
South Korea ranking highest among them, 43rd out of 139 
countries.  

The juxtaposition of the countries with the highest and 
the lowest ranks suggests some obvious effects of levels of 
economic development and geographic locations on the 
depth of countries’ international integration.  Nine of the 
top ten are high income economies as classified by the 
World Bank and eight of them are among the advanced 
economies according to the IMF classification scheme.  
Six of the top 10 are located in Europe.  In contrast, all 
of the bottom 10 countries are classified as emerging and 
developing economies by the IMF and 6 of them as low or 
lower middle income countries by the World Bank.  

Statistical analysis reveals that the rough generalizations 
implied by looking at the highest and lowest ranked 
countries indeed reflect patterns that highlight important 
structural influences on countries’ depth scores.  In fact, 
three economic and geographic factors alone can explain 
more than 62% of the variation among countries’ depth 
scores: GDP per capita, remoteness, and population (see 
Table 6.1).

Richer countries indeed are consistently more connected 
than poorer countries.  All else equal, if one country has 

twice as large a GDP per capita as another, its depth score 
will tend to be more than 2 points higher.  When countries 
are assigned remoteness scores between 0 and 10 based on 
their distance from foreign markets (scaled based on GDP), 
an increase of 5 points in remoteness is associated with a 
reduction of more than 6 points on depth scores.3  Other 
things being equal, if one country has twice the population 
of another, its depth score will tend to be 1.5 points lower.

Returning to the highest and lowest ranked countries, then, 
it is unsurprising that 6 of the top 10 are in Europe, which 
is the region where countries average the lowest remoteness 
(due to the many large economies close by).  And looking 
just a bit lower down the rankings to positions 11 to 15, 
there are three more European economies: Hungary, 
Switzerland and Austria, and 15 out of the top 22 ranks are 
held by European countries.  

While landlockedness was not statistically significant 
in the regression shown in Table 6.1, its negative sign is 
consistent with the intuition that landlocked countries 
suffer penalties with respect to globalization.  Just one 
of the top ten countries is landlocked, Luxembourg, 

Table 6.1
Regression of Depth Scores on Structural Factors

(1) (2)

GDP per Capita (logged) 3.380*** 3.093***

(0.417) (0.400)

Remoteness -0.872*** -1.293***

(0.258) (0.263)

Population (logged) -2.327*** -2.182***

(0.294) (0.275)

Landlocked -0.722

(1.032)

Linguistic commonality 12.77***

(4.033)

Constant 33.64*** 34.61***

(6.622) (6.625)

Observations 1,088 1,088

Adjusted R-squared 0.628 0.653

 

Year fixed effects, clustered-robust standard errors in parentheses.  

*** p<0.01, ** p<0.05, * p<0.1
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and it benefits from well-developed institutional and 
physical infrastructure to connect it to world markets.  
The 4 landlocked countries in the bottom 10 (Ethiopia, 
Nepal, Central African Republic and Burundi) lack such 
compensating advantages.  And that 3 of the bottom 10 
are located in sub-Saharan Africa also fits with the fact 
that sub-Saharan Africa is the region that is farthest from 
international markets.  Countries in sub-Saharan Africa 
average 3 times higher remoteness scores than countries in 
Europe.  

Linguistic commonality (measured based on the 
proportion of the rest of the world’s GDP sharing an official 
language with the country in question) is also associated 
with higher depth scores.  Countries that have English as 
an official language account for 36% of the world’s GDP, 
and four of the 10 leading countries on the Depth Index of 
Globalization have English as an official language.  Having 

English as an official language is estimated to increase a 
country’s depth score by roughly 4.5 points as compared 
to having an official language that is not shared with any 
other country.  

Focusing on the top 10 and bottom 10 countries listed 
above should not, however, foster the misconception that 
high depth scores are restricted to the richest countries in 
the most privileged locations.  For example, Malaysia and 
Bahrain are in the top ten and are classified as emerging 
and developing economies.  Other emerging economies 
such as Panama, Guyana and Mauritius are also among the 
top 25 countries on the Depth Index of Globalization.  

The top 50 countries on the Depth Index of Globalization 
include countries from five regions.  Looking beyond 
Europe and East Asia & Pacific, Bahrain is the top ranked 
country in the Middle East & North Africa, ranked 9th.  
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Panama is the top ranked Latin American country, in 15th 
place.  Mauritius is the highest ranked African country, 
in the 24th position.  North America enters the list with 
Canada ranked 45th.  Regional differences in depth scores 
will be explored further in the final section of this chapter.  

The regression analysis shown in Table 6.1 can also be used 
to compare countries’ actual depth scores with estimates 
based on their structural conditions.  Figure 6.2 plots 
countries’ actual depth scores (on the vertical axis) versus 
their estimated depth scores (on the horizontal axis).  The 
countries that are farthest above the diagonal line are the 
countries that outperformed predictions based on their 
structural conditions the most, and the countries farthest 
below the line are the countries that underperformed 
the most.  Note that the only factors incorporated in the 
estimates are those included in column 2 in Table 6.1.  The 
10 countries each with the largest outperformance and 
underperformance are labeled.  

The six countries with the largest outperformance versus 
structural estimates are all located in East and Southeast 
Asia (in descending order): Malaysia, Hong Kong SAR 
(China), Vietnam, Cambodia, Singapore, and Thailand.  
Countries in this region tend to have particularly high 
scores on the trade pillar, which reflects their integration 
into cross-country supply chains.  However, country-
level policies have also played important roles in boosting 
these countries’ depth scores.  For a case study on how 
Vietnam, since 1989, leveraged deepening its international 
integration to rapidly grow from ranking as the second-
poorest country in the world up to middle income status, 
see Chapter 4 of the DHL Global Connectedness Index 
2012.  

The remaining countries among the top 10 
outperformers—Panama, Belgium, Netherlands, and 
Zimbabwe—are more diverse along multiple dimensions.  
Panama is a regional trading center, with aspirations to 

serve as the “Singapore of Central America.”4  Belgium 
and the Netherlands are among Europe’s “Inner Six,” the 
countries that began the integration project that gave rise 
to the European Union.  Zimbabwe is a more unusual 
outperformer, with intense international flows relative to its 
domestic conditions but with its international ties narrowly 
focused primarily with its larger neighbor, South Africa.  

The case of Zimbabwe also provides a reminder that while 
the Depth Index of Globalization focuses on measuring 
beneficial connections for countries, sometimes countries 
tap into those benefits more because of weaknesses than 
strengths.  Zimbabwe, for example, ranks 7th on outbound 
international students with 26% of its tertiary students 
studying outside the country.  International educational 
exchanges can provide powerful benefits both for the 
students and for their home countries—people flows 
spurring information, trade, and capital flows, etc.—but 
can also reflect limited educational possibilities at domestic 
universities.  Zimbabwe also has a relatively high rank on 
emigration (42nd out of 138 countries).  

The ten countries that most lagged estimates based on 
structural factors are spread out across four continents 
(in ascending order): Iran, Venezuela, Central African 
Republic, Japan, Greece, Uruguay, Argentina, Syria, Qatar, 
and Uzbekistan.  Many of these countries face unique 
challenges, such as the international sanctions regime 
applied to Iran, civil war in Syria, Argentina’s default on its 
debt obligations in 2001, and Greece’s role as a focal point 
of the present Eurozone crisis.  Japan’s depth is depressed 
by the wide gap between its outward and inward flows: a 
major player beyond its own borders but still a country 
that resists many inward flows (ranking in the bottom 10 
countries worldwide on imports and inward FDI).  Qatar, 
despite ranking second worldwide on per capita income, 
ranked in the bottom 15% of countries on merchandise 
imports, FDI inflows, portfolio equity inflows, and 
emigrants.  
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Changes from 2011 to 2012

Turning to how specific countries’ depth scores and ranks 
shifted from 2011 to 2012, 83 countries increased the depth 
of their integration with the rest of the world (countries 
accounting for 36% of the world’s population and 62% of its 
GDP) while 56 saw it decline.  Table 6.2 lists the countries 
with the largest increases and decreases in both their scores 
(which reflect changes in absolute levels of depth on a flow-
by-flow basis) and their ranks (reflecting changes in relative 
levels of depth).  Recall that in the capital pillar, FDI and 

portfolio equity flows are smoothed over three year moving 
averages in the calculation of this index.  

The largest gains from 2011 to 2012 in terms of absolute 
levels of depth were posted, in descending order, by 
Georgia, Bahrain, Côte d’Ivoire, Malawi, Czech Republic, 
Belgium, Latvia, Mexico, Oman and Hungary.  Four 
countries on this list are located in Europe, with the others 
drawn from Middle East & North Africa, Sub-Saharan 
Africa, South & Central Asia and North America.  Most 

Table 6.2
Largest Changes in Scores and Ranks

Largest Increases5

Country Score Change Country Rank Change

Georgia 3 Georgia 18

Bahrain 3 Czech Republic 12

Côte d'Ivoire 3 Latvia 11

Malawi 3 Bahrain 9

Czech Republic 2 Malawi 9

Belgium 2 Côte d'Ivoire 8

Latvia 2 Oman 7

Mexico 2 Lithuania 5

Oman 2 Niger 5

Hungary 2 Bahamas, The 5

Largest Decreases6

Country Score Change Country Rank Change

Cyprus -3 Cyprus -16

Iran, Islamic Rep. -2 Taiwan (China) -9

Taiwan (China) -2 Saudi Arabia -9

Malta -2 Mongolia -8

Mongolia -2 Croatia -8

Chad -2 Chad -7

Uzbekistan -1 Ghana -7

Uganda -1 United Kingdom -7

Mali -1 Jamaica -7

Benin -1 Mali -6
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of them are classified as emerging or developing countries 
by the IMF, with the only exceptions being two of the 
European countries, Belgium and Czech Republic, which 
are classified as advanced economies.

Georgia’s position as the country with the largest increase 
in its overall depth score (pushing it up from the 73rd 
rank to the 55th) was driven primarily by rising depth on 
the capital pillar, but also by increases on the trade and 
information pillars.  Regarding the capital pillar, Georgia’s 
rising depth score was based on increasing portfolio equity 
assets and liabilities that counterbalanced a drop in the 
depth of its 3-year averaged FDI inflows, which accounted 
for 36% of its gross fixed capital formation from 2009 to 
2011 but only 31% from 2010 to 2012.

Bahrain increased its depth after a major declining trend 
bottomed out in 2011.  While Bahrain did post the second 
largest score gain from 2011 to 2012, over the five year 
period from 2007 to 2012, it still posted the largest decline 
among all countries’ depth scores.  Bahrain’s gain in 2012 
was driven by a 6 point increase on the capital pillar which 
raised its rank by 24 positions on that pillar.  FDI outflows 
were the component with the largest contribution to this 
change.  

The list of countries with the largest gains in depth scores 
from 2011 to 2012 also includes four European countries: 
Czech Republic, Belgium, Latvia and Hungary.  In these 

cases, the largest gain is based on rising depth on the 
capital pillar.  In the case of Belgium (unlike that of the 
other European countries) the increase in capital pillar 
depth reflected prior year effects that impacted the three 
year averages used to calculate capital depth rather than 
major changes over the past year.  Increasing inward and 
outward portfolio equity flows helped to compensate for 
a sharp drop in FDI inflows in 2012 (partially smoothed 
via 3-year average).  Considered on a year by year basis 
(without 3-year average), Belgium’s FDI inflows accounted 
for -2% of its gross fixed capital formation in 2012, in 
contrast to 62% on average from 2010 to 2012.  

The economies with the largest absolute declines were, 
starting with the largest decline, Cyprus, Iran, Taiwan 
(China), Malta, Mongolia, Chad, Uzbekistan, Uganda, 
Mali and Benin.  Among the countries that had the largest 
declines, there are 4 countries from Sub-Saharan Africa, 
with the balance distributed across other regions.  Only 
three are classified as advanced economies by the IMF, 
while seven of them are emerging economies.  

Cyprus’ posting the largest decline from 2011 to 2012 
represents a dramatic reversal, with Cyprus returning to 
a level of depth similar to what it scored in 2006.  Cyprus, 
another country hit hard in the European financial crisis, 
was impacted most on the capital pillar, especially with 
respect to FDI flows.  
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Among the countries with the largest declines in depth 
scores, Iran is the largest economy.  Iran’s decline was 
driven by the trade pillar, especially in merchandise 
exports, which fell from 26% of GDP in 2011 to 17% 
in 2012, the lowest level observed during the period 
covered in this analysis.  This drop is likely related to 
trade sanctions imposed on Iran by the United States, the 
European Union, and others.  

The drop in Saudi Arabia’s rank, following continuous 
score increases until 2010, came primarily from the trade 
and capital pillars.  The depth of the trade pillar in Saudi 
Arabia has followed a decreasing trend since 2007, while 
the depth in the capital pillar began falling in 2011.

Turning to large economies that were neither among the 
largest gainers nor the largest decliners on the Depth 
Index of Globalization, the United States and Japan both 
maintained basically stable levels of depth from 2011 to 
2012.  China’s depth decreased slightly, gaining two points 
on the information pillar but losing one point each on the 
trade and capital pillars.  However, China’s rank remained 
constant from 2011 to 2012.  Germany’s depth score also 
remained stable from 2011 to 2012.

This section was able to highlight only a small number of 
countries.  The next section aims to provide additional 
insights by aggregating across countries and analyzing 
patterns and changes over time at the regional level.

Regional Comparisons 

This section begins by introducing a set of comparisons 
among regions, and then delves into discussion of depth 
patterns in each of the world’s regions.  Note that the 
regional analysis of depth scores that follows is based 
on simple (unweighted) averages of scores across the 
countries in each of the regions, so what are described 
for compactness as comparisons among regions reflect, 
more precisely, comparisons among averages across 
countries within the regions.  Region-level depth scores for 
individual components (constructed based on aggregate 
regional flow data, where available, or otherwise based 
on weighted averages of countries within regions) are 
presented in Chapters 2-5.  For a list of how countries 
were classified into regions for this analysis, please refer to 
Appendix B.  

Figure 6.3 displays average overall depth and pillar scores 
for countries in each region.  Europe is the region with the 
highest average overall depth of globalization, followed by 
a group of 4 regions that are bunched together: East Asia & 
Pacific, Middle East & North Africa, North America, and 
South America & the Caribbean.  The lowest average levels 
of overall depth are in Sub-Saharan Africa and South & 
Central Asia.

Figure 6.4 shows the average changes in depth scores from 
2011 to 2012 for each of the regions.  On average, none of 
the regions decreased their overall depth.  North America 
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had the largest gain in overall depth during the past year.  
After North America, a second group of regions follow: 
South & Central Asia, Europe, and the Middle East & 
North Africa.  Finally, three regions, East Asia & Pacific, 
South & Central America and the Caribbean, and Sub-
Saharan Africa show very small gains in terms of overall 
depth of globalization.

Turning to pillar level results, on the trade pillar, average 
scores increased in North America, Sub-Saharan Africa, 
Middle East & North Africa, and Europe, while declining 
in the other regions.  The average capital pillar depth 
across countries also rose in all of the regions except two.  
Information pillar depth rose across all regions.  The 
people pillar reflected very little variation in all of the 
regions, reflecting both the general pattern of slow change 
on this pillar as well as limited availability of recent data 
updates.  The depth ratios for all the countries in most of 
the components of the people pillar in 2011 were repeated 
in 2012, as described in Chapter 7. 

Proceeding then to region-by-region discussion of 
depth patterns and trends, Europe is the world’s 
most intensively globalized region, reflecting both its 
structural characteristics (many wealthy countries in 
close proximity) as well as decades of policies aimed at 
promoting integration via the European Union (EU) 
and its predecessors.  Europe leads specifically on trade, 
information, and people pillar depth, but its overall 
strength is reflected by the fact that its lowest rank (on 
the capital pillar) is still third among all regions (just 
behind East Asia & Pacific).  The average overall depth 
scores of European countries increased slightly from 2011 
to 2012, based on gains on the capital and information 
pillars.7  Nonetheless, broader measures of financial market 
integration indicate significant fragmentation of European 
capital markets over the past year as described in Chapter 3.

East Asia & Pacific averaged the second highest level 
of overall depth, which remained steady from 2011 to 
2012.  Countries in this region tend to have high scores 
on the trade and capital pillars and moderate scores on 
the information and people pillars.  Its second rank on 
the trade pillar is somewhat surprising given the limited 
institutional infrastructure for integration in East Asia & 
Pacific.  However, countries in this region have in large 
part pursued export oriented economic development 
strategies, complemented by private sector-led development 
of integrated multi-country supply chains across the 
region.  The largest increase in East Asia & Pacific’s depth 
of globalization over the past year was on the information 
pillar, which offset a decline on the trade pillar.  

Middle East & North Africa ranked third on the overall 
Depth Index of Globalization, with its highest average 
score on the people pillar, where it ranked second, after 
Europe.  Middle East & North Africa also had the largest 
increase among regions on information pillar depth scores.  
However, together with Sub-Saharan Africa, it was one of 
the two regions where average depth scores on the capital 
pillar declined during the last year.8

North America holds the fourth position on the Depth 
Index of Globalization.  It is the leading region on the 
capital pillar, ranks second on the information pillar, and 
third on the people pillar, but its weakest position is on the 
trade pillar.  North America’s poor showing on trade depth 
in particular should provide impetus to renewed efforts 
both to strengthen NAFTA as well as to promote exports 
beyond NAFTA (exports being emphasized for this region 
in particular given persistent trade deficits in the region’s 
largest economy, the United States).  North America was 
the region with the largest increase in overall depth from 
2011 to 2012, based on increases across all of the pillars.  
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South & Central America & the Caribbean ranks third to 
last on depth of globalization.  In terms of pillar scores, 
it ranks last on people, third on information and fifth 
on trade and capital.  South & Central America & the 
Caribbean was, together with East Asia & Pacific and 
Sub-Saharan Africa, one of the regions with almost no 
increase in average overall depth scores from 2011 to 2012.  
Its largest gain was on the capital pillar, in which it was the 
region showing the second largest increase.  However, this 
gain was offset by a decline on the trade pillar, driven by a 
drop in the intensity of merchandise exports.

Sub-Saharan Africa ranks next-to-last, with scores that 
reflect its limited depth across the board, and that have 
not improved from 2011 to 2012.  It is the region with the 
largest decrease in terms of capital depth.  Sub-Saharan 
Africa’s largest increase is on the information pillar.  This 
is particularly noteworthy in light of the fact that this is the 
pillar on which it lags farthest behind other regions.  

Finally, South and Central Asia ranks last on the Depth 
Index of Globalization, with low ranks across pillars.  
However, this is the region showing the second largest 
increase in overall depth from 2011 to 2012.  This gain was 
driven by the information and capital pillars.
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Conclusion 

This chapter has compared the depth of the globalization of countries and regions around the world.  The top 10 ranks on 
the Depth Index of Globalization 2013 were held by: Hong Kong SAR (China), Singapore, Luxembourg, Ireland, Belgium, 
Netherlands, Malta, Malaysia, Bahrain and Estonia.  The countries with the largest increases in their depth scores 
from 2011 to 2012 were: Georgia, Bahrain, Côte d’Ivoire, Malawi, Czech Republic, Belgium, Latvia, Mexico, Oman and 
Hungary.

Europe is the top-ranked region with respect cross-country simple averages of depth scores.  This reflects both Europe’s 
structural characteristics as well as its years of effort at intra-regional integration, some of the fruits of which are now in 
peril as discussed in Chapter 3 with respect to financial market integration.

More than 60% of the variation in countries’ depth scores can be explained by three structural characteristics: GDP per 
capita, population, and remoteness.  Wealthier, smaller countries, located near other major economies tend to have higher 
depth scores.  Linguistic commonality also tends to increase depth scores while landlocked countries more often have 
lower depth scores.  

Countries in Southeast Asia turned in the highest “outperformance” as measured by the differences between countries’ 
actual depth scores and estimates based on structural conditions.  The six economies with the largest outperformance 
(all in East and Southeast Asia) were (in descending order): Malaysia, Hong Kong SAR (China), Vietnam, Cambodia, 
Singapore, and Thailand.  
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This chapter explains how the Depth Index of 

Globalization was constructed and describes the 

rationales for key methodological decisions.  The 

methodology employed to generate this index 

follows that used for the depth index in the 2011 

and 2012 editions of the DHL Global Connectedness 

Index, with the sole exception of an improvement 

introduced this year to how data gaps at the end of 

a data series are filled, as described in the section 

on addressing data gaps below.  All data inputs 

have been completely updated both to extend the 

results up to 2012 (or the most recent year with data 

available) as well as to incorporate revised source 

data for prior years.  For a complete list of data 

sources employed to generate the index, please refer 

to Appendix B.  

This chapter is structured based on five steps 

undertaken to generate the Depth Index of 

Globalization.  First, we describe the selection of a 

set of specific aspects of the broad phenomenon of 

globalization that are covered in the index.  Second, 

we define quantitative metrics for the measurement 

of each of these aspects of globalization.  Third, we 

identify gaps in the availability of the data required 

to calculate the metrics, and discuss how such gaps 

were addressed.  Fourth, we describe how the diverse 

metrics were made comparable before they were 

combined into the index (“normalization”).  Fifth, we 

explain the aggregation and weighting mechanisms 

via which the metrics were finally combined into the 

index.  

Throughout this chapter, the example of the United 

States (the country with the world’s largest economy) 

will be used to illustrate the calculations that were 

performed to generate the index.

1. Selecting Aspects of Globalization to Measure

Globalization is a multifaceted phenomenon incorporating 
many types of cross-country interactions, so its 
measurement necessarily requires one to proceed from 
a specific definition of the phenomenon to the selection 
of a set of underlying metrics that will be included in its 
assessment.  For the purpose of constructing the Depth 
Index of Globalization, we focus on the depth of a country’s 
integration with the rest of the world, as measured by 
the intensity of its participation in international flows of 
products and services, equity capital, information and 
people.1

As this definition implies, globalization is measured 
here based on actual flows (and stocks accumulated via 
prior-year flows) that take place between and among 
countries.  The focus on actual flows is motivated by the 
sense that while connectivity or the technical potential 
for international interactions has improved a great deal 
thanks to changes in transportation and communications 
technologies, actual levels of flows significantly lag that 
potential.  This focus also allows the index to be generated 
based solely on hard data, which makes it ideal for 
dispelling myths about globalization (“globaloney”).  

Furthermore, by focusing the index itself on actual flows, 
enablers of globalization (such as the political variables 
covering tariffs, embassies, and so on, included in other 
globalization indexes) can be analyzed separately in 
relation to the index (since they are not mixed into the 
index along with the actual flows).  This is intended to 
make the index more useful for policymakers seeking 
insight into how to foster the aspects of globalization that 
they deem most constructive for their countries.  

The definition of globalization used here also identifies 
four specific categories of flows that are covered as the four 
pillars of the index.  These are: trade flows (products and 
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services), investment flows (capital), information flows, 
and people flows.  While the selection of these categories 
of flows was ultimately a subjective choice, they do seem to 
encompass broadly the types of international interactions 
that have maximum relevance for business people, 
policymakers, and ordinary citizens concerned with the 
impact of globalization on their life opportunities.

Within these four pillars, individual types of flows become 
the component building blocks from which the index is 
built up.  These were selected via an extensive search for 
data on actual flows within each of the four pillars followed 
by the choice of a small set of flows within each based on 
their importance to the overall phenomena of globalization 
as well as the availability of hard data on which they could 
be measured.  The twelve components that were ultimately 
selected across the four pillars are shown in Table 7.1.  

A few points merit elaboration regarding the selection 
of aspects of globalization for measurement.  First, two 
departures from the focus on actual flows are noteworthy.  
In the capital pillar, flows are paired with stocks.  Foreign 
investment stocks (the result of flows accumulated over 
time) are an important broader indicator of enduring ties 
between countries that have ongoing effects via corporate 
governance and, in the case of FDI, through managerial 
control.  Investment stocks also help balance out the high 
year-to-year volatility of capital flows.  In light of the multi-
year nature of international migration and education, 

migrants and international students are also measured 
based on stock data (the total number of migrants and 
students outside of their origin countries during a given 
year rather than only the migrants or students who 
departed their home country during the year being 
analyzed).  

The second departure from the standard focus on flows is 
the inclusion of international internet bandwidth, which is 
used as a proxy for international internet traffic because of 
lack of available data on the latter.

Additionally, it is worth noting that some aspects 
of globalization were excluded due to normative 
considerations.  Because this index is intended to help 
countries identify and pursue opportunities to capture 
more of the potential benefits of globalization, flows that 
are generally viewed as primarily harmful (especially on a 
global net basis) are not covered in the index.  For example, 
an index focused on harms might include international 
transmission of diseases and cross-border environmental 
pollution, but these are not covered here.  

Somewhat more controversially, the coverage of capital 
flows in this index is restricted to equity capital, and 
excludes cross-border debt.  This reflects both academic 
research demonstrating the more favorable impacts of 
international equity investment (especially foreign direct 
investment but also portfolio equity) relative to debt 
investment, as well as the obvious harm caused by the 
debt crisis unfolding at the time of this writing.  Refer to 
Chapter 3 for a somewhat more extended discussion of this 
topic.  

2. Defining Metrics

Having identified the set of component flows (and stocks) 
based on which globalization will be measured, the next 
step is to identify appropriate metrics to quantify each of 

Table 7.1
Pillars and Components

Pillars Components

1. Trade 1.1 Merchandise Trade

1.2 Services Trade

2. Capital 2.1. Foreign Direct Investment (FDI) Stocks

2.2. Foreign Direct Investment (FDI) Flows 

2.3. Portfolio Equity Stocks

2.4. Portfolio Equity Flows 

3. Information 3.1. International Internet Bandwidth

3.2. International Telephone Call Minutes 

3.3. Trade in Printed Publications

4. People 4.1. Migrants (foreign born population)

4.2. International Tourists (departures and arrivals)

4.3. International Students
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them.  Building on the definition of globalization shown 
above, these metrics must capture each component’s depth.  
Depth refers to the size of a country’s international flows 
(and stocks) as compared to a relevant measure of the size 
of its domestic economy.  It reflects in simple terms how 
important or pervasive interactions with the rest of the 
world are in the context of business or life in a particular 
country.  

For the merchandise trade component, depth is measured 
by comparing each country’s merchandise exports and 
imports to its GDP, yielding the metrics merchandise 
exports as percent of GDP and merchandise imports 
as percent of GDP.  Thus, in 2012, for United States, 
merchandise exports accounted for 10% of the country’s 
GDP and merchandise imports accounted for 15%.  

A comparison of the United States versus the Netherlands 
illustrates the importance of scaling depth metrics based 
on the size of each country’s national economy. U.S. 
exports were more than twice as large as Netherlands’ 
exports in 2012, but the U.S. economy was roughly twenty 

times larger.  Thus, even though the U.S. was a much larger 
exporter, Netherlands was far more deeply integrated 
than the U.S. internationally with respect to merchandise 
exports, as reflected by its exports as percent of GDP ratio 
of 85% versus the U.S.’s only 10%.  As tends to be the case, 
the vast majority of economic activity in a large country 
such as the U.S. takes place within the country’s borders, 
whereas small countries tend to have a much higher 
proportion of their business activity involving foreign 
buyers or sellers.  

To implement these depth ratios, a relevant measure of a 
country’s domestic economy must be selected as the basis 
of comparison for each type of flow.  Such measures are 
identified in Table 7.2, which also provides additional 
details about the flow metrics used for assessing depth.  In 
some cases described in Chapters 4 and 5, country-level 
data limitations prevented us from using our preferred 
domestic comparisons in the index, but such comparisons 
were available globally.  For example, international 
tourist arrivals would preferably be compared to total 
(domestic and international) tourist arrivals rather than 
to population, but due to insufficient internationally 
comparable country-level data on domestic tourism, that 
metric could not be incorporated in the index.  However, 
as described in Chapter 5, on a global basis, 15-17% of 
overnight tourist arrivals in 2012 were international.2

Foreign direct investment (FDI) flows are compared with 
gross fixed capital formation.  This measure is a more 
appropriate domestic match for FDI flows than GDP, 
allowing the metric to characterize the percentage of a 
country’s fixed capital investment that takes place within 
versus across international borders.

FDI and portfolio equity flows are measured using a 
three year moving average because these flows tend to 
be especially volatile.  Year-to-year fluctuations in such 

Table 7.2
Depth Metrics by Component

Pillar Component Domestic Comparison 
for Depth

1. Trade 1.1 Merchandise Trade GDP

1.2 Services Trade GDP

2. Capital 2.1. Foreign Direct 
Investment (FDI) Stocks GDP

2.2. Foreign Direct 
Investment (FDI) Flows 

Gross Fixed Capital 
Formation (GFCF)

2.3. Portfolio Equity 
Stocks GDP

2.4. Portfolio Equity 
Flows GDP

3. Information 3.1. International 
Internet Bandwidth Internet Users

3.2. International 
Telephone Call Minutes Population

3.3. Trade in Printed 
Publications Population

4. People 4.1. Migrants (foreign 
born population) Population

4.2. International 
Tourists (departures 
and arrivals)

Population

4.3. International 
Students

Tertiary Education 
Enrollment
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metrics tend to reflect macroeconomic conditions and 
merger waves more than long-lived changes in levels of 
globalization.  

For the measurement of the depth of services trade, only 
commercial services are included; government services are 
excluded.  

3. Addressing Data Gaps

Given the large data requirements of an analysis such 
as the Depth Index of Globalization, there are some 
cases where the targeted data are unavailable.  Data 
availability constraints are especially severe for smaller 
and less developed countries.  Therefore, two methods are 
employed to generate the index in spite of missing data: 
adjusting weights to account for missing countries for 
specific components and filling gaps via interpolation and 
repetition.

There are situations where the data required are available 
for some but not all of the target countries.  In such cases 
the weights for calculating a country’s pillar and index 
scores are adjusted so that the weight that would normally 
be applied to a missing component is redistributed 
proportionally across the remaining available components.  

If many of the components for a particular country are 
unavailable, a country’s score may be deemed to be based 
on inadequate data and thus not reported.  To address such 
cases the following rules3 are applied:

• At the pillar level, if more than 30% of the 
components (by weight) are missing, then the pillar 
score is not reported.

• For the overall depth index, if more than 33% of 
the components (by weight) are missing, the overall 
depth index is not computed, and the country is 
dropped from the analysis.  

Second, there are cases where the required data for one or 
more countries are available in some but not all of the years 
for which the index is to be calculated.  The 2013 Depth 
Index of Globalization is based primarily on 2012 data, but 
where 2012 data are unavailable, the most recent available 
data are used.  

When there are gaps in the available data in the middle 
of a data series (e.g. data are available for 2007 and 2009 
but not 2008), linear interpolation is used to fill the gaps.  
When data gaps lie before or after all of the available data, 
they are filled by repeating the depth scores for the closest 
available year.  For example, if the latest data available are 
from 2011 (no data are available for 2012), the 2011 depth 
score is repeated in 2012.  This method was selected instead 
of linear extrapolation because the trend directions on 
many international flows shifted in recent years due to the 
economic crisis, making linear extrapolation particularly 
prone to large errors.  This method, with depth ratios 
themselves repeated to fill gaps, represents an improvement 
versus how data gaps at the end of a data series were filled 
in the DHL Global Connectedness 2011 and 2012, where 
repetition of numerators and denominators of depth ratios, 
if required, was performed separately, causing minor 
variation in depth ratios during years when either the 
numerator or the denominator but not both were missing.  

In most cases, data gaps affect only a subset of the countries 
on any given component in any given year.  However, there 
are some components where all countries have missing 
data for at least one year.  Those cases and the remedies 
employed are described in Table 7.3. 

4. Making Metrics Comparable (Normalization)

After computing the metrics and filling in the data gaps as 
described above, the results must be made comparable or 
“normalized” before they can be combined into the index.  
This is necessary because the various metrics have different 
units, distributions, etc.  

Table 7.3
Components with Data Missing for All Countries in at Least One Year

Component Data Gap Remedy

3.2 International Telephone Call Minutes No 2012 data 2011 depth score repeated in 2012

4.1. Migrants
Data available only for 2005 and 2010 Linear interpolation employed for 2006-2009, 

2010 depth score repeated in 2011 and 2012.

4.2. International Tourists No 2012 data 2011 depth score repeated in 2012

4.3 International Students Outbound: Most recent available data are from 
2010. No 2011 and 2012 data 2010 depth score repeated in 2011 and 2012.
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The simple method employed in the Depth Index of 
Globalization to make all of the diverse metrics comparable 
is to convert each distribution into its corresponding 
percentile ranks, over the period from 2005 to 2012.  Thus, 
rather than comparing the different metrics directly, 
instead, each country’s rank position on each of the 
metrics’ distributions is compared.  

The United States merchandise exports as percentage of 
GDP ratio (the metric employed to measure the depth of its 
merchandise exports) was 10% in 2012.  7.2% of the scores 
across all countries on this metric over the period from 
2005 to 2012 were lower than the United States’.  Thus, the 
United States’ raw score converts to a normalized score of 
0.072.  

Note that the normalization calculations are performed 
over the period 2005 to 2012 rather than year-by-year.  This 
method, called “panel normalization,” was selected because 
it permits the comparison of the depth scores across this 
period to spot trends in levels of depth of globalization.  
Because this method requires re-normalizing data each 
time the index is updated, scores should only be compared 
across years within a single edition of the index.  Readers 
should, for example, assess changes from 2011 to 2012 by 
comparing 2011 versus 2012 scores in this edition of the 
index rather than by comparing 2012 scores from this 
edition with the 2011 depth scores on the 2012 DHL Global 
Connectedness Index.   

5. Aggregation and Weights

The Depth index of Globalization is built up from its 
constituent components via two steps, as illustrated 
in Figure 7.1.  First, the individual components are 
aggregated into pillars.  Then, overall depth scores are 
computed.  At each stage of the aggregation process, the 
constituent components are added together as weighted 
sums, according to the weights shown in Table 7.4.  These 

weights reflect the authors’ judgment of the relative 
importance and value of each pillar and component to the 
overall evaluation of globalization, based on the rationales 
described below.

The trade and capital pillars are each assigned higher 
weights (35% each) than the information and people flow 
pillars (15% each).  This reflects the fact that trade and 
capital flows are significantly more integrated on a global 
basis as indicated by depth measures at the global level.  
While the specific levels vary based on the flows covered 
and the definitions used, there is a clear step change 
between the trade and capital metrics and the people and 
information metrics, a pattern that generally bears out 
across metrics, though finer analyses do tend to indicate 
a higher level of intensity of information flows relative to 
people flows.  

Within the trade pillar, 75% of the weight is assigned to 
merchandise trade and 25% is assigned to services trade.  
Over the past decade, merchandise trade on average has 
been four times larger than services trade, but services 
trade was growing faster.  Reflecting this long term trend, 
we assign 3 times higher weight to merchandise versus 
services trade.  

In the capital pillar, equal weights are assigned to FDI 
and portfolio equity.  The relative magnitudes of FDI 
versus portfolio equity investment stocks vary year-to-
year, without one consistently far outstripping the other, 
as was the case in the trade pillar.  Furthermore, within 
FDI, equal weights are assigned to both stocks and flows 
because they both measure distinct and important aspects 
of globalization: flows indicating a country’s current 
participation in cross-border investment activity and 
stocks indicating its participation in another country’s 
economy via the exercise of its rights as a shareholder (and 
manager in the case of FDI).  

Trade

Capital

Information

People

Depth Index of 
Globalization

Step One Step Two

Figure 7.1
Aggregation Structure

Components
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Among the information components, telephone calls and 
internet bandwidth are both assigned 40% each, double 
the weight assigned to trade in books and other printed 
publications (20%).  This reflects the imperfection of the 
latter indicator (publications are often printed in multiple 
locations rather than traded across borders in physical 
form) and the trend toward more information flows taking 
place in digital form rather than via physical trade in 
printed publications.  

Within the people pillar, equal weights are assigned 
to migration, tourism, and international education.  
Each of these components reflects a distinct aspect of 
globalization and spawns distinct effects that span across 
the other components (e.g. students serving as conduits of 
information and migrants promoting trade).  Without a 
logical basis for assigning different weights, they are treated 
as having equal importance.  

Thus, in Step 1, United States’ trade pillar score is 
computed as follows.  The United States’ normalized scores 
for each of the trade components are: merchandise exports, 
0.072; merchandise imports, 0.038; services exports, 0.269; 
and services imports, 0.043.  Within each type of flow, 
the weights are divided equally among the directional 
flows.  Thus, the 75% weight assigned to merchandise 
trade becomes 37.5% each for merchandise exports and 
merchandise imports, and the 25% weight assigned to 

services trade becomes 12.5% each for services exports 
and services imports.  Multiplying the normalized scores 
times the corresponding weights and then adding up the 
products, the United States receives a score of 0.0803 for 
depth on the trade pillar.  

Step 2 proceeds in the same fashion as Step 1, but includes 
all of the components across the four pillars to generate 
overall depth scores.  Even if the rules for dealing with 
missing data outlined above do not allow a given pillar 
for a particular country to be reported, the available 
components from that pillar are still used to generate 
the overall depth score, if missing data rules allow those 
aggregate results to be reported.  

Finally, to make the results more intuitively understandable 
for readers, the depth scores are re-scaled on a scale of 0 to 
50.  Thus, the United States’ original depth score of .44 was 
rescaled to become 18.

Table 7.4
Weights

Pillars Components

1. Trade (35%) 1.1 Merchandise Trade (75%)

1.2 Services Trade (25%)

2. Capital 
(35%)

2.1. FDI Stocks (25%)

2.2. FDI Flows (25%)

2.3. Portfolio Equity Stocks (25%)

2.4. Portfolio Equity Flows (25%)

3. Information 
(15%)

3.1. International Internet Bandwidth (40%)

3.2. International Telephone Call Minutes (40%)

3.3. Trade in Printed Publications (20%)

4. People 
(15%)

4.1. Migrants (33%)

4.2. International Tourists (33%)

4.3. International Students (33%)
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Unique Features
of the Depth Index of Globalization 

The Depth index of Globalization is not the first or only publication to rank countries based on their levels of international 
integration.  One of the earliest treatments of this topic to receive widespread attention was the A.T. Kearney/Foreign 
Policy Globalization Index, but this has not been updated since its 2007 edition.4  Perhaps the most systematic and up-
to-date index to receive significant attention is the KOF Index of Globalization, which recently released its 2013 edition.5  
The Ernst & Young Globalization Index, generated in cooperation with the Economist Intelligence Unit (EIU), is another 
related treatment that has recently been updated, now in its 2012 edition.6  The points below highlight features that 
distinguish the Depth Index of Globalization from prior research in this area:

• Avoidance of Mixing Outcomes and Enablers: Other globalization indexes generally include both actual flows (such 
as trade) and enablers of or barriers to flows (such as tariffs).  By focusing clearly on actual flows, the Depth Index 
of Globalization both provides a clearer picture of the depth of globalization (versus connectivity) and supports 
analysis of the impact of specific structural and policy enablers on globalization (because they are not intermingled 
in the calculation of the index).  This is intended to make the Depth Index of Globalization a more useful reference 
for policymakers seeking to capture more benefits of international integration.  

• Hard Data Only: The Depth Index of Globalization is calculated exclusively based on hard data inputs, whereas 
most other indexes, particularly where they incorporate enablers of globalization, add in qualitative inputs from 
surveys.  The Ernst & Young Globalization Index relies particularly heavily on survey data.  The focus on hard 
data is particularly useful given the prevalence of significant misperceptions about levels of globalization among 
the general public as well as among business executives.  When readers of Harvard Business Review were asked 
to estimate the percentages of various flows that cross international borders (depth ratios), the average reader 
overestimated the levels of internationalization by 3 times, and even more surprisingly the CEOs among the sample 
overestimated them by 4 times.  

• Directionality: The Depth Index of Globalization provides, wherever data are sufficient, parallel treatment of 
outward and inward flows between countries, enabling meaningful comparisons of the directionality of each 
country’s international interactions.  This permits the distinction between a country such as Kuwait that does 
project significant outward flows but has quite limited inward flows from a country such as Kyrgyz Republic, where 
the opposite phenomenon is observed.  Prior treatments typically build up from bi-directional flows, precluding 
such comparisons.  

• Importance Based Weighting Scheme: Others purport to be scientific via the use of statistical methods to generate 
weights, but end up overemphasizing relatively minor aspects of globalization.  The KOF Index of Globalization 
assigns weights to its pillars and components via principal component analysis to capture as much of the 
information content in the component variables as possible in the composite index.  This method has been rejected 
for the Depth Index of Globalization because the results of such statistical methods do not necessarily reflect 
the relative importance of the various components for the users of the index.  For example, within its treatment 
of Economic Globalization - Actual Flows, the 2013 KOF index assigned a higher weight to Income Payments 
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to Foreign Nationals (27%) than to Trade (21%), even though trade flows are much larger and figure far more 
prominently in the general discourse about globalization.  The Ernst & Young/EIU index does assign weights 
according to the relative importance of its components, but does so based on a survey of executives which as noted 
above introduces the problem of public misperceptions about globalization.  The Depth Index of Globalization, 
rather, uses weights assigned based on the authors’ judgment about the relative importance of the pillars and 
components, as described in this chapter.  While this method is necessarily subjective, it does overcome the 
concerns raised here about the methods used in prior indexes.  

• Recent Data: While 2012 data were not available for all of the components in the Depth Index of Globalization, the 
majority of components are updated to 2012, whereas the 2013 edition of the KOF index relies primarily on 2010 
data which limits its usefulness for analyzing the post-crisis evolution of globalization.  
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Table A.1
Depth Scores and Ranks, 2005-2012

Country
Depth Score (0-50) Depth Rank (out of 139 countries)

2005 2006 2007 2008 2009 2010 2011 2012 2005 2006 2007 2008 2009 2010 2011 2012

Albania 13 15 17 19 20 22 24 24 98 93 88 82 77 70 66 66

Angola 23 19 19 20 21 18 17 17 50 75 79 79 71 88 95 94

Argentina 10 12 12 11 10 9 9 9 117 112 114 116 120 123 125 128

Armenia 17 16 15 14 17 19 20 21 77 91 98 104 89 85 84 84

Australia 17 18 20 22 23 23 22 21 78 79 77 71 65 66 75 81

Austria 35 37 39 37 33 34 35 36 10 10 9 12 17 18 13 14

Azerbaijan 25 22 19 18 17 18 19 20 46 59 80 84 91 91 88 86

Bahamas, The 26 28 29 31 29 29 31 32 40 36 33 29 30 34 33 28

Bahrain 42 42 43 43 38 36 34 37 5 5 6 5 8 12 18 9

Bangladesh 0 1 2 3 1 3 5 4 139 139 138 138 138 137 135 137

Barbados 25 27 29 30 29 30 31 31 43 43 37 32 32 27 30 31

Belarus 16 16 18 19 19 21 24 24 84 87 84 83 78 74 67 65

Belgium 43 44 44 44 42 41 41 43 4 4 4 4 4 6 6 5

Benin 3 5 11 10 10 10 12 10 134 134 117 121 118 118 118 119

Bolivia 11 11 12 15 12 13 15 15 109 113 113 99 109 109 105 103

Bosnia & Herzegovina 17 18 21 22 19 21 22 23 76 77 71 72 79 73 77 75

Botswana 24 22 25 23 22 20 22 21 48 66 57 67 69 78 76 80

Brazil 6 8 8 8 8 8 7 8 126 124 124 125 125 127 130 130

Brunei Darussalam 26 27 25 25 28 29 28 30 36 42 52 56 37 37 43 40

Bulgaria 27 32 34 34 30 31 31 31 33 23 18 21 28 25 32 32

Burkina Faso 4 4 5 5 5 7 9 10 133 135 132 135 130 130 128 125

Burundi 2 5 2 3 2 2 4 5 138 133 139 139 137 139 137 135

Cambodia 24 26 27 27 26 27 29 30 47 46 45 43 48 45 40 37

Cameroon 6 6 7 7 4 7 9 10 127 128 126 131 134 128 126 124

Canada 28 28 28 27 27 28 28 28 30 33 42 42 45 40 45 45

Central African Republic 3 4 5 5 5 6 5 5 135 136 133 132 133 132 136 134

Chad 16 14 14 14 17 18 18 16 83 101 100 106 88 87 92 99

Chile 23 23 25 27 24 25 26 26 52 56 56 47 55 55 54 56

China 10 12 12 11 10 11 11 10 111 111 111 117 122 117 122 122

Colombia 8 9 10 10 10 10 12 12 123 121 122 120 119 121 115 115

Costa Rica 22 23 25 25 23 21 22 23 58 52 53 55 62 72 74 73

Côte d'Ivoire 16 16 17 18 19 21 20 22 82 86 90 85 81 77 85 77

Croatia 25 28 29 29 27 27 27 26 42 39 34 36 41 47 49 57

Cyprus 27 30 31 31 32 34 34 31 32 28 29 28 22 15 17 33

Czech Republic 31 32 33 32 31 31 31 33 19 22 25 25 23 23 31 19

Denmark 31 31 33 32 33 32 33 34 21 25 21 26 16 19 19 17

Dominican Republic 15 16 16 16 14 16 16 16 90 88 95 95 102 95 100 100

Ecuador 10 11 11 12 11 14 15 14 114 115 119 113 115 103 104 108

Egypt, Arab Republic 11 14 14 15 12 13 12 11 107 103 103 100 110 108 119 118

El Salvador 15 16 17 19 15 16 17 18 87 92 91 80 97 96 96 92

Estonia 36 38 38 38 36 38 38 37 9 9 11 10 11 8 8 10

Ethiopia 7 6 5 5 1 5 7 7 124 125 134 134 139 134 132 132

Fiji 22 23 23 24 22 24 25 25 53 55 64 62 66 61 57 59

Finland 27 32 33 33 29 29 30 30 31 21 22 24 31 35 38 36

France 26 28 28 27 26 27 25 26 38 37 39 46 49 48 56 54

Gabon 16 17 17 18 18 20 19 20 81 81 92 86 82 80 86 87

Georgia 13 19 21 23 22 24 23 26 97 76 73 69 67 63 73 55

Germany 27 30 32 30 28 28 30 30 34 31 28 35 39 41 35 38

Ghana 10 12 11 13 15 16 20 19 112 110 115 109 95 97 83 90

Greece 17 20 22 21 18 16 18 19 75 71 70 75 83 93 91 88

Guatemala 13 14 14 13 12 14 15 15 100 102 99 107 107 105 103 107

Guinea 12 15 12 17 12 15 19 19 103 94 109 92 108 101 87 89

Guyana 28 28 29 30 28 30 32 33 28 38 36 34 36 32 25 23

Honduras 22 22 23 24 21 23 24 24 56 60 62 65 70 68 69 70

Hong Kong SAR (China) 48 49 50 50 50 50 50 50 2 1 1 1 1 1 1 1

Hungary 33 35 34 34 34 35 35 36 13 12 16 16 15 14 15 12

Iceland 32 35 36 34 34 30 32 33 17 13 13 20 14 29 24 21

India 4 6 6 9 9 10 10 10 130 127 129 123 123 122 123 123

Indonesia 8 8 8 9 7 8 8 9 120 123 125 124 127 126 129 127

Iran, Islamic Republic 4 5 4 5 3 4 4 2 131 132 136 133 136 135 138 139

Ireland 40 39 40 40 41 43 43 43 7 7 7 7 5 4 4 4
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Table A.1
Depth Scores and Ranks, 2005-2012 (continued)

Country
Depth Score (0-50) Depth Rank (out of 139 countries)

2005 2006 2007 2008 2009 2010 2011 2012 2005 2006 2007 2008 2009 2010 2011 2012

Israel 31 33 33 31 28 29 30 29 18 20 23 27 34 36 39 42

Italy 19 22 23 19 17 19 23 24 67 65 68 81 86 84 72 71

Jamaica 23 25 25 26 24 24 25 24 51 48 50 49 59 62 61 68

Japan 11 12 13 13 10 11 12 12 108 109 106 111 116 115 114 113

Jordan 32 33 32 34 31 31 30 30 15 18 27 19 24 24 36 41

Kazakhstan 20 22 26 26 24 23 25 25 65 57 47 52 60 67 62 60

Kenya 8 8 9 10 10 11 13 13 122 122 123 122 117 114 109 110

Korea, Rep. 19 20 21 25 25 26 28 29 69 72 72 57 51 51 44 43

Kuwait 22 24 26 27 29 28 27 27 54 49 49 45 33 39 51 51

Kyrgyz Republic 20 23 24 25 21 21 22 22 63 50 58 60 72 75 79 76

Lao PDR 9 12 13 12 11 14 13 12 119 108 107 115 113 106 110 114

Latvia 26 27 27 24 23 28 30 32 39 40 44 64 64 44 37 26

Lebanon 31 31 32 33 32 32 33 34 23 26 26 22 19 20 21 18

Lithuania 27 30 30 29 27 30 31 33 35 30 32 38 43 28 27 22

Luxembourg 47 48 47 48 46 46 46 46 3 3 3 3 3 3 3 3

Macedonia, FYR 21 22 25 28 25 25 27 28 62 58 51 40 50 56 47 47

Madagascar 8 10 12 13 13 11 11 12 121 118 110 110 106 116 120 116

Malawi 10 10 10 11 11 10 13 15 115 120 120 118 114 119 113 104

Malaysia 32 35 36 34 35 36 36 37 16 14 14 15 12 11 10 8

Mali 10 12 11 12 10 13 13 11 113 106 118 114 121 111 111 117

Malta 37 39 39 39 38 40 40 38 8 8 8 9 7 7 7 7

Mauritius 25 26 27 26 29 32 32 32 45 44 46 48 29 21 23 24

Mexico 15 16 17 16 17 19 19 20 89 90 89 93 90 86 89 85

Moldova 22 22 25 26 24 26 26 26 55 63 54 53 54 54 52 53

Mongolia 21 22 23 25 24 29 33 31 60 61 66 59 57 33 22 30

Morocco 15 17 19 20 18 20 21 22 86 82 78 77 85 81 80 78

Mozambique 13 14 13 13 13 16 16 17 99 100 105 108 103 92 99 96

Myanmar 7 6 6 4 3 2 3 4 125 129 130 136 135 138 139 138

Namibia 20 21 23 24 27 26 24 24 66 67 67 63 47 52 64 69

Nepal 2 2 4 4 8 6 5 6 137 138 137 137 126 133 134 133

Netherlands 41 42 43 41 40 42 43 42 6 6 5 6 6 5 5 6

New Zealand 22 22 24 24 25 23 25 25 57 62 60 61 52 65 59 62

Nicaragua 13 16 18 20 19 22 24 25 96 84 81 78 80 69 65 61

Niger 6 6 6 8 15 16 17 18 128 126 131 126 99 98 98 93

Nigeria 14 14 16 17 15 15 17 16 95 99 94 91 94 99 93 98

Norway 29 30 31 30 30 30 31 31 25 29 30 33 26 31 29 34

Oman 23 25 29 29 27 26 28 30 49 47 38 37 40 50 46 39

Pakistan 4 5 7 7 5 6 5 5 129 130 128 130 132 131 133 136

Panama 31 34 34 35 32 34 36 35 24 17 19 14 20 17 12 15

Paraguay 15 14 15 16 16 16 17 16 93 96 97 97 92 94 97 101

Peru 11 14 16 15 14 15 16 15 104 98 93 101 101 100 101 102

Philippines 17 17 18 16 14 12 12 13 79 83 86 96 100 113 116 111

Poland 19 23 24 23 24 26 27 28 70 53 59 68 56 49 48 49

Portugal 26 29 30 31 28 27 27 28 37 32 31 30 38 46 50 46

Qatar 25 27 28 26 27 25 26 27 44 41 40 50 46 58 53 50

Romania 18 20 21 21 20 20 21 21 74 69 75 73 75 79 81 82

Russian Federation 15 16 18 17 18 18 17 17 92 89 82 88 84 90 94 95

Rwanda 3 4 4 7 7 7 9 9 136 137 135 129 129 129 127 126

Saudi Arabia 15 17 20 21 24 25 25 24 85 80 76 74 58 57 58 67

Senegal 12 12 13 14 13 13 15 16 102 107 104 103 104 107 102 97

Serbia 21 23 25 25 23 24 24 25 61 54 55 54 63 60 63 58

Singapore 48 49 49 49 49 47 47 47 1 2 2 2 2 2 2 2

Slovak Republic 31 32 33 33 30 30 31 32 22 24 24 23 27 26 28 27

Slovenia 29 31 34 34 32 32 33 33 26 27 17 17 21 22 20 20

South Africa 16 19 21 23 20 19 21 21 80 74 74 70 74 82 82 83

Spain 20 22 23 21 21 22 24 25 64 64 65 76 73 71 68 64

Sri Lanka 11 11 11 10 7 8 11 10 110 116 116 119 128 125 121 121

Sweden 33 35 36 36 35 35 35 35 14 15 15 13 13 13 14 16

Switzerland 33 36 38 39 37 38 37 36 12 11 10 8 10 9 9 12

Syrian Arab Republic 14 14 14 14 11 12 13 13 94 97 101 105 112 112 112 112

Taiwan (China) 31 33 34 34 32 34 35 32 20 19 20 18 18 16 16 25
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Table A.1
Depth Scores and Ranks, 2005-2012 (continued)

Country
Depth Score (0-50) Depth Rank (out of 139 countries)

2005 2006 2007 2008 2009 2010 2011 2012 2005 2006 2007 2008 2009 2010 2011 2012

Thailand 25 26 27 28 27 28 31 31 41 45 43 39 42 42 34 35

Togo 18 18 18 17 20 21 23 23 73 78 83 87 76 76 70 74

Trinidad and Tobago 28 28 28 31 30 30 32 31 29 35 41 31 25 30 26 29

Tunisia 18 21 23 25 22 24 23 24 71 68 63 58 68 64 71 72

Turkey 10 11 12 12 13 13 14 15 116 114 112 112 105 110 107 106

Uganda 4 5 7 8 8 9 12 10 132 131 127 128 124 124 117 120

Ukraine 19 20 22 24 24 26 26 27 68 73 69 66 53 53 55 52

United Arab Emirates 33 34 36 37 37 37 36 37 11 16 12 11 9 10 11 11

United Kingdom 28 28 29 28 28 29 29 28 27 34 35 41 35 38 41 48

United States 15 16 17 17 17 18 18 18 88 85 87 89 87 89 90 91

Uruguay 12 13 14 16 15 14 15 15 101 105 102 98 98 104 106 105

Uzbekistan 9 10 13 14 11 10 10 9 118 119 108 102 111 120 124 129

Venezuela, RB 11 11 10 8 5 4 7 7 105 117 121 127 131 136 131 131

Vietnam 21 23 26 27 27 28 29 29 59 51 48 44 44 43 42 44

Yemen, Rep. 11 15 15 16 15 14 14 14 106 95 96 94 96 102 108 109

Zambia 15 13 18 17 16 19 22 22 91 104 85 90 93 83 78 79

Zimbabwe 18 20 23 26 23 25 25 25 72 70 61 51 61 59 60 63
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Figure A.1
2013 Depth Index of Globalization, Trade Pillar Only
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Figure A.2
2013 Depth Index of Globalization, Capital Pillar Only
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Figure A.3
2013 Depth Index of Globalization, Information Pillar Only
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Figure A.4
2013 Depth Index of Globalization, People Pillar Only

255Depth Index of Globalization 2013



Appendix B –  Data Sources and Country 
Classifications

256 Appendix B – Data Sources and Country Classifications



Table B.1
Data Sources Used to Generate the Depth Index of Globalization

Pillar Variable Definition Source

Trade Merchandise Exports Total merchandise exports as percentage of GDP 
in US dollars. 

World Trade Organization Statistics Database 
(http://stat.wto.org/Home/WSDBHome.
aspx?Language=E)

Merchandise Imports Total merchandise imports as percentage of GDP 
in US dollars. 

Services Exports Total exports of commercial services as percentage 
of GDP in US dollars. 

Services Imports Total imports of commercial services as percentage 
of GDP in US dollars. 

Capital FDI Outward Stocks FDI outward stock as a percentage of GDP. World Investment Report (UNCTAD) 
(http://www.unctad.org/Templates/Page.
asp?intItemID=1465)FDI Inward Stocks FDI inward stock as a percentage of GDP. 

FDI Outflows FDI outflows as percentage of gross fixed capital 
formation (GFCF). Data are presented as the 
average of the outflows in the current year and the 
two previous years to reduce volatility.

FDI Inflows FDI inflows as percentage of GFCF. Data are 
presented as the average of the inflows in the 
current year and the two previous years to reduce 
volatility.

Portfolio Equity  
Outward Stocks

Equity securities assets as a percentage of GDP. International Investment Position (IIP) within 
Balance of Payments Statistics (BOP) from 
IMF (http://www.imf.org/external/np/sta/bop/
bop.htm); data for Taiwan from International 
Investment Position from Central Bank of the 
Republic of China (Taiwan) (http://www.cbc.
gov.tw/lp.asp?ctNode=513&CtUnit=225&Base
DSD=7&mp=2)

Portfolio Equity  
Inward Stocks

Equity securities liabilities as a percentage of GDP.

Portfolio Equity 
Outflows

Equity securities assets (net) as a percentage of 
GDP. Data are presented as the average of the 
current year and the 2 previous years to reduce 
volatility.

Balance of Payments Statistics (BOP) from 
IMF (http://www.imf.org/external/np/sta/
bop/bop.htm ); data on Taiwan from Balance 
of Payments Quarterly, Republic of China 
(Taiwan) from Central Bank of the Republic of 
China (Taiwan) (http://www.cbc.gov.tw/ct.asp?
xItem=1061&ctNode=535&mp=2)Portfolio Equity Inflows Equity securities liabilities (net) as a percentage 

of GDP. Data are presented as the average of the 
current year and the 2 previous years to reduce 
volatility.

Information Internet Bandwidth International internet bandwidth per internet user. ITU (http://www.itu.int/ITU-D/ict/publications/
world/world.html)

Incoming Telephone 
Call Minutes

Total incoming telephone calling minutes per 
capita (TDM + VoIP).

Telegeography International Traffic Database 
(http://www.telegeography.com/research-
services/telegeography-report-database/l)
Note: In the DHL Global Connectedness Index 
2011 and 2012, only TDM phone calls were 
covered; the addition of VoIP calls is a new 
feature in this report.

Outgoing Telephone 
Call Minutes

Total outgoing telephone calling minutes per 
capita (TDM + VoIP).

Printed Publications 
Exports

Total exports of HS49 per capita. HS49 includes 
printed books, newspapers, pictures, manuscripts, 
typescripts and plans. 

UN Comtrade (http://comtrade.un.org/db/); 
data for Taiwan were retrieved from Bureau 
of Foreign Trade (http://cus93.trade.gov.tw/
ENGLISH/FSCE/)

Printed Publications 
Imports

Total imports of HS49 per capita. HS49 includes 
printed books, newspapers, pictures, manuscripts, 
typescripts and plans. 
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Table B.1
Data Sources Used to Generate the Depth Index of Globalization (continued)

Pillar Variable Definition Source

People Outbound 
Migrants

International outbound migrants share 
of population.

Data for 2005 from the Human Development Report 2009: 
“Overcoming barriers: Human mobility and development,” 
United Nations Development Programme (http://hdr.undp.org/
en/reports/global/hdr2009/)  (Emigration rate (%) 2000-2002); 
Data for 2010 from the International Human Development 
Indicators (http://hdrstats.undp.org/en/tables/)

Inbound 
Migrants

International inbound migrants share of 
population.

Human Development Report 2009: “Overcoming barriers: 
Human mobility and development,” United Nations Development 
Programme (http://hdr.undp.org/en/reports/global/hdr2009/) 
(Stock of immigrants 2005 and 2010); Data for Taiwan were 
retrieved from Statistical Yearbook of the Interior (http://sowf.
moi.gov.tw/stat/year/elist.htm)

Outbound 
Tourists

Outbound tourists. Departures 
of overnight visitors (tourists) as 
percentage of total population. 

Compendium of Tourism Statistics. UNWTO (http://unwto.org/en)
Note: Gaps in the inbound data in the DHL Global Connectedness 
Index 2012 were filled with data from the World Bank’s World 
Development Indicators (WDI) database. However, this report 
does not incorporate WDI data because of apparent inclusion in 
that dataset of visitors who do not stay overnight (daytrippers). 

Inbound Tourists Inbound tourists. Arrivals of non-
resident overnight visitors (tourists) at 
national borders as percentage of total 
population. 

Outgoing  
International  
Students

Total number of students studying 
abroad as % of total tertiary students in 
that country. 

Outbound mobility ratio of tertiary students (students 
from a given country studying abroad) from the Students 
Mobility indicators, UNESCO Institute for Statistics (http://
stats.uis.unesco.org/unesco/TableViewer/document.
aspx?ReportId=136&IF_Language=eng&BR_Topic=0)
Note: In the DHL Global Connectedness Index 2012, outbound 
students were calculated as the sum of the columns of the matrix 
of students mobility by country of origin and destination from 
UNESCO, which is not utilized this year due to data gaps. 

Incoming  
International  
Students

Total number of foreign students as % 
of total tertiary students in that country. 

Foreign Students as % of All Higher Education Students in  
Euromonitor Passport; to fill gaps we use the Inbound mobility 
rate for each country from the Students Mobility indicators, 
UNESCO Institute for Statistics (http://stats.uis.unesco.org/
unesco/TableViewer/document.aspx?ReportId=136&IF_
Language=eng&BR_Topic=0); Ministry of Education Republic of 
China (Taiwan) (http://english.moe.gov.tw/lp.asp?CtNode=1184
&CtUnit=415&BaseDSD=16&mp=1)
Note: In the DHL Global Connectedness Index 2012, inbound 
students were calculated as the sum of the rows of the matrix 
of students mobility by country of origin and destination from 
UNESCO, which is not utilized this year due to data gaps.

Variables for 
Rescaling

Gross Domestic 
Product

Gross domestic product, current prices 
in billions of US dollars.

World Economic Outlook Database from International Monetary 
Fund (http://www.imf.org/external/ns/cs.aspx?id=28)

Population Total population is counting all 
residents regardless of legal status or 
citizenship—except for refugees not 
permanently settled in the country of 
asylum, who are generally considered 
part of the population of their country of 
origin. Midyear estimates.

World Development Indicators from World Bank (http://
databank.worldbank.org/ddp/home.do)

Tertiary 
Students

Enrolment in total tertiary. Public and 
private. Full and part time.
Note: This variable is only used to 
calculate weighted average depth ratios 
across country groups, since the raw 
data used are already shown as a ratio.

UNESCO Institute for Statistics (http://stats.uis.unesco.org/
unesco/TableViewer/document.aspx?ReportId=136&IF_
Language=eng&BR_Topic=0) with data gaps for European 
countries filled in using data from Eurostat; Data for Taiwan were 
retrieved from Ministry of Education Republic of China (Taiwan) 
(http://english.moe.gov.tw/lp.asp?CtNode=1184&CtUnit=415&B
aseDSD=16&mp=1)
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Classification of Countries by Level of Economic 

Development (Advanced/Emerging)

Emerging economies, unless otherwise noted, refer to those 
countries designated by the IMF as emerging or developing 
in 2013.  This includes all of the countries shown on Figure 

B.1, which contrasts the IMF’s classification scheme versus 
two other popular classifications: those employed by the 
World Bank and by the United Nations Development 
Program (UNDP).  The IMF’s definition of emerging 
markets is the broadest of the three shown, incorporating 
both countries that have low income levels (the World 
Bank’s criterion) or low Human Development levels (the 
UNDP’s criterion) as well as countries that achieve high 
incomes or human development levels but lack advanced 
market infrastructures, typically because they achieve high 
income levels primarily based on the extraction and export 
of natural resources. 

Note that some economies that are designated as emerging 
or developing by the IMF are not fast-growing economies.  
From 2002 to 2012, 12 such economies (out of 132) grew 
slower than the average advanced economy, and 11 are 

projected to grow more slowly than the average advanced 
economy from 2012 to 2018.  Those countries are marked 
with asterisks (*) based on historical growth rates and with 
crosses (+) based on projected growth rates on Figure B.1.
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Figure B.1
Classification of Emerging Market Countries

Notes: Asterisk (*) indicates country’s growth rate was below the advanced economy average 2002-2012 and plus sign (+) indicates that the country’s growth rate is 

projected to be below the advanced economy average 2012-2018.  Countries with population below 300,000 are not shown.  Kosovo and South Sudan are not included 

in the diagram since they were not classified by the UNDP, although both are considered emerging or developing by the IMF, and Kosovo is considered a lower middle 

income economy by the World Bank.
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Table B.2
Classification of Countries by Region

Region Countries

East Asia & Pacific Australia, Brunei Darussalam, Cambodia, China, Fiji, Hong Kong SAR (China), Indonesia, Japan, 
Korea, Rep., Lao PDR, Malaysia, Mongolia, Myanmar, New Zealand, Philippines, Singapore, Taiwan 
(China), Thailand, Vietnam.

Europe Albania, Austria, Belarus, Belgium, Bosnia and Herzegovina, Bulgaria, Croatia, Cyprus, Czech 
Republic, Denmark, Estonia, Finland, France, Germany, Greece, Hungary, Iceland, Ireland, Italy, 
Latvia, Lithuania, Luxembourg, Macedonia, Malta, Moldova, Netherlands, Norway, Poland, 
Portugal, Romania, Russian Federation, Serbia, Slovak Republic, Slovenia, Spain, Sweden, 
Switzerland, Ukraine, United Kingdom.

Middle East & North Africa Bahrain, Egypt, Iran, Israel, Jordan, Kuwait, Lebanon, Morocco, Oman, Qatar, Saudi Arabia, Syrian 
Arab Republic, Tunisia, United Arab Emirates, Yemen.

North America Canada, United States, Mexico.

South & Central America & the Caribbean Argentina, Bahamas, The, Barbados, Bolivia, Brazil, Chile, Colombia, Costa Rica, Dominican 
Republic, Ecuador, El Salvador, Guatemala, Guyana, Honduras, Jamaica, Nicaragua, Panama, 
Paraguay, Peru, Trinidad and Tobago, Uruguay, Venezuela.

South & Central Asia Armenia, Azerbaijan, Bangladesh, Georgia, India, Kazakhstan, Kyrgyz Republic, Nepal, Pakistan, Sri 
Lanka, Turkey, Uzbekistan.

Sub-Saharan Africa Angola, Benin, Botswana, Burkina Faso, Burundi, Cameroon, Central African Republic, Chad, 
Côte d’Ivore, Ethiopia, Gabon, Ghana, Guinea, Kenya, Madagascar, Malawi, Mali, Mauritius, 
Mozambique, Namibia, Niger, Nigeria, Rwanda, Senegal, South Africa, Togo, Uganda, Zambia, 
Zimbabwe.
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1. Global Depth and the Big Shift

1.  Arvind Subramanian and Martin Kessler, “The 

Hyperglobalization of Trade and Its Future,” Peterson Institute for 

International Economics Working Paper WP13-6, July 2013.

2.   Joachim Fels, head of global economics at Morgan Stanley, 

issued the following warning in a note to his clients in 2013: “In 
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Golden Age of globalization that had begun in 1870, 2013 may 
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up to international trade and capital flows…To be sure, I’m 

not predicting the world wars, mass sufferings and economic 

depressions of the three dark decades following 1913, but I do 
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economic activity and capital flows.”

3.   Accenture, “A Perspective from WPP,” Accenture Global 

Convergence Forum 2011.

4.   Growth of exports in current U.S. dollars, based on data from 

the World Bank’s World Development Indicators.

5.   The Economist’s October 2013 survey of globalization, “The 
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market integration and trade. 

6.   Doubling the number of immigrants from a particular country 

is associated with 9% higher imports from that country according 

to Andreas Hatzigeorgiou,“Migration as Trade Facilitation: 

Assessing the Links Between International Migration and Trade,” 

B. E. Journal of Economic Analysis and Policy 10, issue 1, article 

24, March 2010.  See also Faqin Lin, “The pro-trade impacts of 

immigrants: a meta-analysis of network effects,” Journal of 

Chinese Economic and Foreign Trade Studies, Vol. 4 No. 1, 2011.

7.   Richard Perkins and Eric Neumayer, “The ties that bind: 

the role of migrants in the uneven geography of international 

telephone traffic,” Global networks 13.1, January 2013.

8.   Richard Portes and Helene Rey, “The determinants of cross-

border equity flows,” Journal of international Economics 65.2, 

March 2005.

9.   UNCTAD World Investment Report 2013. 

10.   India’s score declined 0.3 points, which is rounded to 0 in 

India’s country profile at the back of this report.

11.   Simon J. Evenett, “What Restraint? Five years of G20 Pledges 

on Trade: The 14th GTA Report,” Global Trade Alert, September 

2013, p. 10. 

12.   Kiran Moodley, “WTO warns of trade slowdown due to 

protectionism,” CNBC, September 6, 2013.

13.   UNCTAD World Investment Report, 2013.

14.   IMF World Economic Outlook, October 2013 update.

15.   As elaborated in Chapter 4, the normalizations used in 

calculating depth scores on the information pillar in particular 

involved compromises due to limited country level data on 

our preferred denominators.  Thus, for example, international 

telephone calls depth is calculated based on minutes per capita 

rather than the preferred international minutes as share of total 

(international plus domestic) minutes.  

16.   According to the 2009 UN Human Development Report, “A 

report by the ILO counted 33 million foreign nationals in 1910, 

equivalent to 2.5 percent of the population covered by the study 

(which was 76 percent of the world population at the time). 

17.   Maps generated based on data from IMF and EIU.

18.   Data sources and addtitional details pertaining to metrics cited 

in this paragraph are provided in Chapters 2-5 and in Appendix B. 

19.   IMF World Economic Outlook Database, October 2013 revision. 

20.   For Fortune Global 500 only, Hong Kong SAR (China) is 

classified as emerging because Fortune includes firms from Hong 

Kong in their listing of firms from China (together with mainland 

based firms). 
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21.   Danny Quah, “The Global Economy’s Shifting Centre of 

Gravity,” Global Policy, Volume 2, Issue 1, January, 2011; McKinsey 

Global Institute, “Urban world: Cities and the rise of the consuming 

class,” June 2012. 

22.   Calculated based on data from World Development Indicators 

and IMF World Economic Outlook Database, October 2013 revision.  

23.   Based on data from World Bank World Development 

Indicators covering countries accounting for 99% of the world’s 
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24.   Calculations cited in this paragraph were generated based 

on data from the World Bank World Development Indicators and 

Euromonitor Passport.

25.   McKinsey & Company, “Urban world: The shifting global 

business landscape,” October 2013.  

26.   Based on 2012 data reported in UNCTAD World Investment 

Report, 2013, Annex Table 28.

27.   McKinsey & Company, “Urban world: The shifting global 

business landscape,” October 2013. 

28.   Gbola Abusa, et. al., “UBS World Pharma Model,” September 

21, 2010. 
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on data from Euromonitor Passport, World Health Organization, 

OECD, IMS Health, and UN Comtrade.  The estimates for 
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conflict,” Journal of Peace Research 47, no. 6, 2010.

32.   Variables from World Governance Indicators and Economic 

Complexity Index were normalized to avoid incorporating negative 

values into the ratio calculations; variables from World Values 

Survey were coded based on answers to individual survey questions 

and made comparable via normalization; World Bank’s Ease of 

Doing Business ranks were normalized in order to reverse order and 

improve comparability with other data components.

33.   Pankaj Ghemawat, Commitment: The Dynamic of Strategy, 

Simon and Schuster, 1991.

34.   IMF World Economic Outlook, October 2013.
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36.   Data on importance of work and on levels of trust are drawn 
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Economic Growth 8.2, 2003.
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2012.  

41.   The Boston Consulting Group, “Playing to Win in Emerging 
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