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Abstract

Economic globalization is argued to have gained importance in the 1990s and 2000s due to market liberalization and technological progress. In this essay, I reflect on the likely impact of economic globalization on the food industry. The emphasis is on the consequences for market structures and firm strategies. Applying a resource-based theory of market structure and firm strategy generates five propositions, predicting that, on average, economic globalization in the food industry will increase both market concentration and density, due to worldwide consumer preference convergence and regional differentiation. As a result, the expectation is that large generalist food companies will grow and that the viability of small specialist food incumbents and newcomers will increase. 
Globalization as a multi-faced monster

Globalization is a hotly debated issue, across the board (Friedman, 2006) and in the food industry (Traill, 1997).
 Much of the debate is hindered by two misunderstandings, though (Brakman, Garretsen, van Marrewijk and van Witteloostuijn, 2006). The first misunderstanding is the result of mixing different types of globalization. For instance, cultural globalization is different from institutional globalization, and neither of the two directly involves economic globalization. Cultural globalization involves the widespread diffusion of Anglophone, particularly American, cultural products, from popular music to Hollywood movies, and from neo-liberal philosophies to hiphop star icons. The worldwide spread of neo-liberal philosophies has triggered a process of institutional globalization, with the IMF, World Bank and WTO as the carriers of the gospel of market liberalization. Both types of forces may well fuel economic globalization, but not necessarily so.  To make matters even more complicated, economic globalization has different sides as well. For example, foreign direct investment (FDI) is related to international trade, but the relationship may go either way. That is, FDI and international trade can be complements, implying a positive link, or substitutes, producing a negative association. Moreover, demand-side globalization may or may not work in tandem with supply-side globalization. If both interact positively, for instance, global consumer taste convergence will trigger FDI and / or international trade. These and many other subtleties imply that a discussion of the nature and impact of economic globalization is not as straightforward as one might expect at first sight. In this essay, I seek to shed some light on a few key aspects of the debate, with an emphasis on what can be expected to happen in the realm of the food industry’s market structures and firm strategies.
The second misunderstanding emerges in the context of economic globalization alone, relating the very nature and hence impact of globalization processes. On the street and in the popular press, many argue that the downsides of economic globalization are dominant. There is much talk about the erosion of the ‘competitive advantage’ of nation-states, implying increasing unemployment and poverty in former islands of welfare such as the European Union (EU) and the United States (US). This argument is reflected in the rhetoric of many observers and politicians. Local businesses are said to move to low-wage countries, import from emerging economies like China and India is argued to depress local production, immigration is believed to produce a new underclass, et cetera. A much-read example is The World is Flat, a bestseller published by the New York Times journalist Thomas Friedman in 2005. Presenting frightening anecdotes after terrifying statistics, he argues that Americans face frightful competition from Chinese rivals. Of course, globalization, like any economic process, comes with downsides. Particularly in the short run, some will lose and some will win. However, in the longer run, economic globalization is a win-win. This is the second misunderstanding: economic globalization is about a country’s comparative advantage – not competitive advantage. Arguing that nation-states benefit from competitive advantages or suffer from competitive disadvantages is economic nonsense. This fundamental insight was already forcefully put forward by the British 19th century British economists David Ricardo.

This essay deals with a basically Ricardian imaginary of economic globalization in the food industry – nothing more, and nothing less. Economic globalization triggers changes at both the demand and the supply side in food markets. For instance, specific brands such as Coke and Mars are popular in Tokyo, Teheran, Rome, Lima and Los Angeles, and the Internet facilitates coordination of ICT activities in India, manufacturing in Poland, finance in the UK and design in Italy within a single country-spanning firm. Of course, the food industry is facing other types of globalization as well. For instance, cultural globalization in the food industry is argued to increase worldwide obesity (Popkin, 2006), and the global diffusion of genetically modified crop technology is said to contaminate nature (Belcher, Nolan and Phillips, 2005). These types of globalization are taken into account here to the extent that they affect the economics of globalization. For example, globalization may imply that particular food habits spread across the globe, triggering processes of worldwide preference consumer convergence. McDonaldization is an often-cited example. Hamburgers are now popular in New York, Paris, Moskou, Damascus, New Delhi, Djakarta, Sao Paolo, Mexico City, Lagos and Peking, although the precise recipe is often subtly adapted to local taste and habit. In this essay, I am not interested in the cultural implications of this per se, but only in the economic effects – if there are any. 
It is important to understand the likely impact of economic globalization in the food industry, from agriculture and food processing to food retail and service. After all, the food industry is a large and critical part of any society: it is large, as it already amounted to more than US $ four trillion sales worldwide in 2002 (Regmi and Gehlhar, 2005); it is critical, because it produces key nutrition for the population. All countries need a food industry, and all countries have one, although national market size is strongly related to a country’s average per capita income. In this respect, the developing world is catching up, revealing much higher growth rates than the developed countries for more than a decade by now. The dual question is how modern processes of economic globalization impact upon this critical industry, and to what extent economic globalization will facilitate or hinder this much-needed catching-up trend. This essay reflects on this pair of issues. Note that this paper’s analysis is ceteris paribus, in two respects. First, as said above, I only focus on the likely impact of economic globalization. Other types of globalization will only be included if they impact upon the economics of globalization. Second, our emphasis is on the meso-level of analysis of market structures and the micro-level of firm strategies. In contrast to the majority of earlier studies, I will only indirectly discuss macro-level issues by reflecting upon the critical role of meso-level market structures and micro-level firm strategies in determining the vitality of macro-level communities such as countries and regions, in the appraisal. But before turning to the analysis of the likely effects of economic globalization on market structures and firm strategies in the food industry, however, I will first briefly review the extant literature and present a classification of economic globalization processes, by way of steppingstones.
Globalization in the food industry

Both an empirical and theoretical literature has developed aiming at estimating the economic impact of globalization in the food industry. A few recent examples must suffice here to illustrate the purport of this literature. Gow and Swinnen (1998) argue how foreign direct investment will help Eastern and Central European agricultural industries to recover from the breakdown after the abrupt move toward capitalism. Rae and Josling (2003) simulate the impact of trade liberalization in the processed food industry on welfare in developing countries, arguing that the net effect is positive, particularly in the longer run. Similarly, by way of case study, Lee, Sumner and Ahn (2006) explore the effect of opening up the Korean dairy market, and Rakotoarisio and Gulati (2006) of libreralizing the Indian diary industry. Clear consequences are falling dairy product prices, which is good news for consumer surplus, and the potential for export, which promotes producer surplus. Cioffi and dell’Aquila (2004) focus on another case – fresh fruit and vegetables – and argue that EU policies are counterproductive by boosting neither the export nor the import of eligible products, as intended. Hence, this EU policy is harmful for European welfare. Winters’ (2005) focus is on estimating the effect of European agricultural policies on poverty reduction, both within Europe and the developing world, simulating a general equilibrium model. He concludes that the impact will be positive, particularly in the longer run, although the size of the effect should not be overestimated. De Frahan and Vancauteren (2006) estimate a structural gravity model, and report that harmonization of food regulation within the EU has produced more intra-EU trade. 
From the above, we may conclude that, all in all, the literature is positive about the economic consequences of globalization in the food industry.
 Barriers to international investment and trade come in many different forms and shapes, from straightforward import tariffs or export subsidies to subtle food safety and health-protecting regulation. To facilitate the favourable process of international specialization, the autonomous processes of globalization have to be stimulated by market liberalization, per country and region (particularly the EU and the US), as well as worldwide (through the WTO). And indeed, this is what is happening, by and large (see, e.g., Trotter and Gordon, 2000). Of course, a major transition like this will be associated with losers, even when there are more winners. But even then, the argument goes, the long-run impact on welfare will be positive, for both the developed and the developing world. In the end, the underlying logic is exemplary and straightforward Ricardian international economics: with the free movement of capital and labour, countries will specialize according to the logic of comparative advantage. Large food companies will transmit such advantages by “slicing up the value chain” on a global scale, whereas small food companies will benefit from locational advantages. This will imply an increase in both FDI and international trade. As a result, prices will be lower, and innovations will be stimulated. This increases consumer surplus across the board.
 Our brief literature gives rise to another observation, though: we still know little about the effect of economic globalization on issues at lower levels of analyses, particularly market structures and firm strategies (for some reflections on these issues, see, e.g., Traill, 1997). Exploring this pair of issues in greater detail is the focus of the current essay.
So, the next question is to what extent globalization has already hit the food industry in terms of the impact on market structures and firm strategies, or how this impact can be expected to work out in the future. Again, I cannot but touch upon the tip of the iceberg here by presenting a number of stylized empirical facts relevant to both issues central in this essay – market structures and firm strategies. Blom (2007) offers a nice overview of stylized facts. For one, FDI growth outpaces growth in international trade: on average, annual FDI growth in 1990-2004 was 5.2 and 6.0 per cent in developed and developing countries, respectively; for FDI, these figures are 9.8 and 10.8 per cent. Moreover, in food processing, 85 per cent of FDI stays inside the developed world. Generally, international trade is not that important, however, accounting for only about 10 per cent of global food sales of $ 4.1 trillion in 2002, of which approximately 75 per cent is located in food processing (Regmi and Gehlhar, 2005).
 Perhaps, FDI and international trade in the food industry tend to be substitutes,
 but testing this intuition requires fine-grained causality studies (cf. Zhang, Jacobs and van Witteloostuijn, 2007); perhaps, lack of market liberalization impedes the full release of globalization processes, since much regulation is still in place or new trade-blocking measures are introduced (Hobbs and Kerr, 2006); or perhaps, it is just a matter of time, and much will happen in the future (Traill, 1997). A benchmark proposition, though, is that the nature of the food industry is such that globalization is unlikely to turn into a dominant force. I will return to this default argument below.
For empirical information on market structures and firm strategies, Boling and Gehlhar (2005) is an interesting source. Overall, the largest food companies account for less than three per cent of worldwide food sales – not very impressive, to put it mildly. Although, on average, market concentration is low in the food industry, it can be much higher in specific markets, particularly in the processed food segment, which tends to feature larger exploitation (scale and scope) economies and more consumer taste convergence. Table 1 provides illustrative figures for the concentration ratios (C1 to C6) for the six largest food companies in the world – Nestlé, Kraft, Unilever, PepsiCo, Danone and Mars – in twenty worldwide processed food markets.

[Insert Table 1 about here]

For instance, market concentration is relatively high in the ice cream (with a C4 of 30.3 per cent), savory snacks (36.0) and dog and cat food (50.2) markets. However, in 13 out of 20 processed food markets, the C4 is below 20 per cent. As far as firm strategies are concerned, only one large food company – Nestlé – spans across all twenty processed food product categories, with Kraft (19) and Unilever (17) following on close distance. Among the Big Six, PepsiCo (9), Danone (9) and Mars (10) are, relatively speaking, specialist rather than generalist food companies. This observation is backed by the fact that halve of the Big Six have small market shares in their leading market – Kraft with 5.7 per cent in ready meals, Danone with 4.8 per cent in dairy products, and Mars with 9.4 per cent in confectionary. In most non-processed food markets, these figures are likely to be (much) lower.
Another stylized fact relates to merger and acquisition (M&A) activities, which is a clear manifestation of firm (corporate) strategy. A headlines-hitting manifestation of globalization in the business world is the series of peaks in M&A activities in the 1980s, 1990s and 2000s. In the food industry, too, the next M&A peak is record-breaking. This is clear from the times series data in Figure 2.
[Insert Figure 2 about here]

Indeed, as observed several times in the volume edited by Regmi and Gehlhar (2005), for the large food companies in the world the major path to growth is by acquisition. If an acquisition is implemented abroad, as is often the case, FDI is involved. Such FDI is a popular growth path in the emerging and transition economies. This nicely sums up the tentative evidence on the potential effect of economic globalization in the food industry: the world’s large food companies seek and find growth in foreign markets by engaging in FDI. Below, I will investigate this issue in greater detail, but before doing so I will first introduce a more fine-grained classification of different consequences of economic globalization.
A classification of economic globalization

Before I turn to an analysis of the likely impact of economic globalization on market structures and firm strategies in the food industry, it is useful to first clarify what this type of globalization may be about. The first manifestation of economic globalization is international trade. This is not new, of course. Already before World War I, the global economy reached a peak in the volume and value of international trade (Bordo, Taylor and Williamson, 2003). A second manifestation of economic globalization is foreign direct investment (FDI).
 A popular foreign entry mode is through merger and acquisition activities, next to alliance formation and greenfield investment (Dikova and van Witteloostuijn, 2008). Much of this involves “slicing up the value chain” (Krugman, 1995), implying insourcing and outsourcing at the country level. The argument, in a nutshell, runs as follows. As a result of new opportunities (particularly as a result of market liberalization, including the rise of emerging and transition economies) and new technologies (particularly in the area of information and communication), modern companies can seek for lower costs and higher profits by locating and relocating activities in / to those places where costs are low or markets are growing. This reflects efficiency-seeking and market-seeking FDI, respectively.
Such modern processes of economic globalization imply that the standard industry classification is now largely obsolete, if we want to study the effect that these modern globalization processes might have on the local economy. Rather, for this purpose, we must focus on activities, which cross through traditional industry boundaries. This is not different in the food industry. To illustrate this observation, I will briefly discuss an instance of ‘traditional’ globalization vis-à-vis a modern process of globalization. A traditional example of globalization relates to the textile industries. A modern example of the likely impact of globalization involves radiology activities.

How economic globalization will work out at the activity level, very much depends upon the relative strength of two forces, which both tend to be country (or region) specific. The first force is the extent of substitutability of activities. This force is not so much driven by globalization processes per se, but rather by a combination of shifts in societal demand patterns and changes in technological opportunities. The second force is the extent of transferability of activities.
Combining both forces in matrix form, for the sake of simplicity, produces the classification reproduced in Table 2.

[Insert Table 2 about here]

This gives four ideal-typical cases, which I will discuss in turn below.

Industry status quo
Inter-industry drift
Indeed, bio-fuel production is increasing exponentially, in the EU, the US and elsewhere (Blom, 2007).
Sourcing flow

International specialization

Indeed, food production is shifting to developing countries (Blom, 2007).
A resource-based theory of market structure and firm strategy

From the above, we can learn that activities might potentially move to other countries (transferability) and/or industries (substitutability). However, whether or not this potential really materializes depends upon a series of conditions. For instance, the forces of globalization may be blocked by national protectionism. In effect, the food industry, including agriculture, is notorious for this.
 
Recently, van Witteloostuijn and Boone (2006) suggested a so-called resource-based theory of market structure and organizational form (or firm strategy). In this theory, insights from industrial organization (IO) economics and organizational ecology (OE) sociology are combined to explain and predict what types of market structures and firm strategies are likely to emerge under particular circumstances. Figure 2 and Table 3 reproduce their logic in a schematic framework.

[Insert Figure 2 and Table 3 about here]
Carroll (1985).
Globalization, market structure and firm strategy in the food industry

The question is how globalization processes, in conjunction and in interaction with other forces such as market liberalization and technological progress, affect the demand side’s resource shapes and the supply side’s exploitation economies in the food industry. To answer this question, detailed and fine-grained information is needed for different markets and segments of the food industry, taking account of potential national or regional differences. Even if such information would be available on a large scale, which is not the case, an analysis like this would be beyond the scope of the current essay. Rather, the focus here is on speculating about likely trends, as well as on providing a few examples. Steppingstone is the assessment of the future development of the food industry’s exploitation (scale and scope) economies and resource (centre and periphery) shapes.
First, the development of exploitation economies is heavily influenced by technological progress. However, scale and scope economies are not isolated supply-side phenomena. After all, such economies will only materialize in markets where the demand side fits well with either type of economies – scale and scope. Baumol, Panzar and Willig (1982).
Proposition 1 (exploitation economies): Globalization will increase the opportunities to reap scale and scope economies.

Second, the resource shapes in the food industry are said to change in two ways. That is, the literature on the development of demand for food emphasizes two seemingly opposite developments: global convergence and regional differentiation (Traill, 1997; Blom, 2007). On the one hand, . On the other hand, . Demand for differentiation is further enhanced by modern considerations of health and safety, as well as consumer worries about the environment. The consequence of all this is an increasing ‘love for variety’ (Feenstra, 2004). In many domains of the food industry, this trend is associated with much product innovation activity. In beverages, for instance, many new products have been launched in the 1990s (e.g., isotonics and wellness juice) and 2000s (e.g., fortified waters and drinkable yoghurts) (Blom, 2007).
Proposition 2 (resource shapes): Globalization will increase the love for variety and taste convergence, implying larger peaks and expanded peripheries.

Figure 3 summarizes the above logic.

[Insert Figure 3 about here]

Globalization
 is likely to produce trend effects in the food industry. That is, overall, the food industry is expected to reveal a number of general trends. The first one is that, due to the average convergence of consumer taste, market concentration will probably increase. This suggests

Proposition 3 (market concentration): Globalization (a) will increase market concentration in the food industry, from which (b) a subset of the generalist food companies across the value chain will benefit.

The large food companies in the world all seek growth. This is true for Nestlé, the globe’s number one, as well as for rivals like Danone, Kraft and Unilever. Table 4 provides illustrative figures.

[Insert Table 4 about here]

In 1998-2002, Nestlé grew with an impressive 24.3 per cent, and Unilever with 19.4 per cent. Here, too, it is clear that the main growth markets can be found in the developing world, with Europe being the major laggard. Moreover, growth tends to be achieved by acquisitions: it is externally rather than internally driven. Much FDI by the globe’s leading food companies takes this acquisition form (cf. Table 2). Take the example of Unilever. Unilever’s impressive growth in North America is the result of acquiring large local companies such as Ben and Jerry’s, and Slim Fast. The portfolio of the world’s leading food companies is wide-ranging, along both the geographical and the product dimensions. As of 2003, Nestlé was active in 20 product categories in about 150 countries, Unilever in 16 product categories in approximately 120 countries, and Danone in 16 product categories in 70 or so countries (Euromonitor, 2003).
Proposition 4 (market density): Globalization (a) will increase market density in the food industry, from which (b) a subset of incumbent and many newcomer specialist food firms across the value chain will benefit.

Notwithstanding the growth of the world’s leading food companies (Proposition 3), the food industry is not dominated by them – quite to the contrary. This is immediately clear from the data in Table 5.
[Insert Table 5 about here]

Overall, the summed market shares of the world’s leading food companies are low (cf. Table 1).

Proposition 5 (specialist viability): (a) The density effect will be stronger than the concentration effect, implying that (b) particularly specialist viability in the food industry will increase in the slipstream of globalization.

By and large, two types of generalist strategies emerge as viable (Porter, 1980; Sutton, 1991; Boone and van Witteloostuijn, 2004). Low-priced private label production. Premium-priced brand name portfolio. Indeed, the large global food companies are engaged in a continuing process of rationalization, cutting back their portfolio to core markets and core products.
A nice example of a food market in which all five propositions find support is the US beer brewing industry, as reported by Carroll and Swaminathan (2000). Figure 4 reproduces their density plot.

[Insert Figure 5 about here]

Indeed, there is a striking contrast between the density evolution of generalist mass producers vis-à-vis that of their specialist counterparts. The number of mass producers dropped from 641 in 1938 to 22 in 1997. This came with a massive increase of market concentration, from a C4 of 13,5 per cent in 1938 to 90,2 in 1997. Notwithstanding the increasing dominance of the large generalist beer breweries, new small specialist breweries started to emerge in the late 1970s in the form of microbreweries, initially, and brewpubs (and to a much more limited extent, contract brewers) later. In 1975, the number of specialist breweries was one, the density of mass producers was 53, and the C4 was 58,4: the US beer brewing industry seemed clearly on its way to an oligopoly structure, dominated by a small number of large generalists (case 1 in Figure 2 and Table 3). In 1997, the density of specialist brewers had increased to a temporary peak of 1,334. In the 1990s, an era of accelerating economic globalization, the C4 increased from 87,6 in 1990 to 90,2 in 1997, the number of mass producers declined slightly from 23 in 1990 to 22 in 1997, and the density of small specialists breweries increased from 564 in 1990 to 1,334 in 1997. This is a classic example of resource partitioning (i.e., case 6 in Figure 2 and Table 3), which was further stimulated in the recent period of economic globalization, offering an illustration of Proposition 3 to 5. 
Of course, exceptions will confirm the above rules. That is, in specific sub-markets of the food industry, defined along geographical and product lines, deviation effects are likely to turn out to be dominant. In some markets, the fundamental characteristics at the demand and / or supply side (i.e., resource shapes and / or exploitation economies) are such that the impact of globalization may be either neutral or different, or similar but less forceful. Salt or sugar markets are two cases in point (Sutton, 1991). The resource shape is condensed, without much room for differentiation by specialists in the periphery: after all, by far the majority of the consumers are interested in price alone, perceiving salt as salt and sugar as sugar. So, in these food markets, one may expect shifts – if there are any – that are less impressive than in many other sectors of the food industry, such as beer. But still, the tendency may be similar to the one reflected in Propositions 1 to 5. Salt and sugar, for instance, are perceived as rather unhealthy. So, demand for more healthy substitutes is likely to increase, as reflected in growing sales of artificial sweeteners (van Witteloostuijn, 1993). With economic globalization, this implies expanding resource space tails across countries, reflecting an increased need for differentiation and larger specialist cross-country niches – even in a market that seemed prone to demand-side convergence and supply-side standardization. Looking at the figures in Table 1, again, other candidates for food markets that might deviate from the trend are ice cream, savory snacks, and dog and cat food, using a rather lenient threshold C3 level of 30 per cent. Note that such aggregate concentration figures may hide an impressive density evolution, as is clear from the US beer brewery industry sample above. To uncover this, further research is needed, focusing on collecting detailed time series data on market concentration and density for a wide variety of food markets.
Appraisal

Matutinović (2001) argues that socioeconomic diversity is required if systemic coherence and integrity of the world socioeconomic system is to be maintained. This is not different for the food industry, being a critical sub-system of the world’s socioeconomic system. This logic is developed in detail in sociology’s organizational ecology (OE) tradition, which inspired Boone and van Witteloostuijn (2006) to develop their resource-based theory of market structure and organizational form. Hannan and Freeman (1977) already argued that organizational diversity is key to economic progress, echoing the classic work in evolutionary economics of Schumpeter (1943). Central in this line of reasoning is the selection argument, as reflected in ecological processes (for an overview, see Carroll and Hannan, 2000).
In terms of firm strategies, the above analysis suggests that two types of strategies are likely to do particularly well in years to come: large-firm multidomestic generalist strategies and small-firm local specialist strategies.

Globalization is a challenge, for sure. This is not only true for research, but also for policy (Pinstrup-Andersen, 2000).
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Table 1: Concentration in the food industry in 2002
	Product category
	C1
	C2
	C3
	C4
	C5
	C6

	Confectionary

Bakery products

Ice cream

Dairy products

Savory snacks

Snack bars

Meal replacement drinks

Ready meal

Soup

Pasta

Noodles

Canned food

Frozen food

Dried food

Chilled food

Oils and fats

Sauces, dressings and condiments

Baby food

Spreads

Dog and cat food


	9.4

3.0

19.3

4.8

32.4

9.9

38.7

9.7

17.3

4.6

1.3

1.1

6.1

3.3

2.6

13.4

10.7

16.9

7.1

25.7


	18.4

4.7

28.2

9.2

35.4

15.6

38.9

15.4

24.2

7.7

2.6

1.8

10.3

6.5

3.5

14.0

15.0

18.5
9.3

49.7
	24.0

5.9

30.1

12.9

35.7

19.7

-

18.4

24.2

8.1

3.0

2.4

12.7

8.8

3.7

14.4

18.0

18.7

9.9

50.2
	-

6.9

30.3

13.2

36.0

22.8

-

19.2

-

8.5

-

2.8

-

9.6

-

14.7

18.8

18.9

10.2

-


	-

7.4

30.4

-

36.0

24.5

-

19.4

-

-

-

-

-

9.8

-

-

19.5

19.0

10.4

-
	-

-

-

-

-

25.8

-

-

-
-
-

-

-

-

-

-

20.2

-

-

-


Source: Euromonitor (2003).

Notes: own calculations on the basis of the global sales share of the top six (Nestlé, Kraft, Unilever, PepsiCo, Danone and Mars), where ‘-’ indicates that the lower-ranked top-six companies have zero sales. Of course, the actual degree of market concentration may well be higher, if other food companies than the overall top six are leading in specific markets.

Table 2: A classification of four ideal-typical cases
	
	Non-substitutable activities
	Substitutable activities

	Non-transferable activities
	Industry status quo 
	Inter-industry drift

	Transferable activities
	Sourcing flow 
	International specialization


Table 3: The eight market form cases summarized

	Case number
	Resource space
	Market structure
	Organizational form in equilibrium
	Theory fragment
	Market form

	1


	Condensed
	Concentrated

 
	Large single-product generalists
	Bertrand and Cournot oligopoly

Natural monopoly
	Concentrated single-product oligopoly

	2
	Condensed
	Fragmented


	Small single-product generalists
	Perfect competition

High-density perfect contestability
	Fragmented single-product contestability

	3
	Rectangular
	Concentrated


	Large multi-product generalists
	Multi-product oligopoly
	Concentrated multi-product oligopoly

	4
	Rectangular
	Uniform
	Single-product specialists 
	Lancasterian location games

Monopolistic competition

Niche-packing theory


	Uniform single-product competition

	5
	Tailed
	Concentrated


	Large multi-product generalists
	Low-density perfect contestability
	Concentrated multi-product contestability

	6
	Tailed
	Dual
	A: Multi-product generalists and single-product specialists

B: Single-product generalists and single-product specialists.


	A: Investment-escalation theory

B: Resource-partitioning theory
	A: Dual multi-product fringe oligopoly

B: Dual single-product fringe oligopoly

	7
	Tailed
	Uniform


	Multi-product specialists


	Vertical differentiation games
	Uniform multi-product competition

	8
	Tailed
	Fragmented 


	Single-product specialists
	Special case of 4
	Fragmented single-product competition


Source: van Witteloostuijn and Boone (2006).

Note: I assume market size to be equal across cases, ceteris paribus.

Table 4: Cumulated sales growth in 1998-2002 of Nestlé and Unilever
	Company
	1998
	2002
	Growth

	Nestlé

       Europe

       Americas

       Asia, Oceania and Africa

       Other (not specified)

    Total

Unilever

        Europe

        North America

        Africa, Middle East and Turkey

        Asia and Pacific

        Latin America

    Total


	15.9

13.4

7.4

5.9

42.5

11.2

5.0

1.3

3.4

3.0

23.9
	17.0

17.3

8.8

9.7

52.8

11.6

7.4

1.9

4.5

3.2

28.6
	7.0

29.8

19.7

63.8

24.3

3.2

47.9

40.9

32.3

8.3

19.4


Source: Regmi and Gehlhar (2005: 15).

Note: sales data are in 2000 billion US $.
Table 5: Global sales shares of the top-six food companies by product category in 2002
	Product category
	Nestlé
	Kraft
	Unilever
	PepsiCo
	Danone
	Mars
	C6

	Confectionary

Bakery products

Ice cream

Dairy products

Savory snacks

Snack bars

Meal replacement drinks

Ready meal

Soup

Pasta

Noodles

Canned food

Frozen food

Dried food

Chilled food

Oils and fats

Sauces, dressings and condiments

Baby food

Spreads

Dog and cat food


	9.0

0.5

8.9

4.4

0.1

3.1

0.2

9.7

6.9

4.6

1.3

0.7

6.1

2.3

0.9

0.3

3.0

16.9

0.6

25.7
	5.6

3.0

0.1

3.7

3.0

4.0

-

5.7

0.2

3.1

0.4

0.6

2.6

3.2

2.6

0.4

4.3

0.2

2.2

0.5
	-

1.0

19.3

0.3

-

5.7

38.7

3.0

17.3

0.1

1.3

1.1

4.2

3.3

0.2

13.4

10.7

0.2

7.1

-
	-

1.2

-

-

32.4

9.9

-

0.2

-

0.4

-

0.4

-

0.2

-

-

0.8

0.1

-

-
	-

1.7

0.2

4.8

0.3

1.3

-

-

-

-

-

-

-

-

-

0.6

0.7

2.6

0.2

-
	9.4

-

1.9

-

0.3

1.7

-

0.8

-

-

-

-

0.4

0.8

-

-

0.7

-

0.4

24.0
	24.0

7.4

30.4

13.2

36.0

25.8

38.9

19.4

24.2

8.5

3.0

2.8

12.7

9.8

3.7

14.7

20.2

19.0

10.4

50.2


Source: Euromonitor (2003).

Note: shares in percentages.
Figure 1: M&A activity in the food industry
Source: Thomson (2007).

Figure 2: The resource-based theory of market structure and firm strategy (market form)
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Source: van Witteloostuijn and Boone (2006).

Figure 3: The impact of globalization in the food industry
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Figure 4: Density evolution of in the US beer brewing industry in 1938-1997
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� This debate can take a very pessimistic turn, emphasizing the devastating impact of human behaviour, generally, and globalization processes, particularly, on the globe’s sustainability (see, e.g., Rees, 2006). This type of analysis implies a plea for de-globalization, advocating a return to predominantly local economies. In this essay, I will not reflect on such views, given this essay’s emphasis on the economics of globalization.   


� Of course, the modern theory in international economics is more subtle than this, as reflected, e.g., in the infant industry argument and the new trade theory of imperfect competition (for an accessible overview of modern insights, see Brakman, Garretsen, van Marrewijk and van Witeloostuijn, 2006). However, these insights leave this fundamental Ricardian unaffected.


� Of course, the literature recognizes exceptions, and has an open eye for all kinds of subtleties. Here, we have to ignore these, for the sake of brevity. An example of a balanced treatment of liberalization is García-Alvarez-Coque (2002).


� Again, many – if not all – of these analyses are ceteris paribus. For instance, they tend to ignore the potential environmental side-effects of such increases in FDI and international trade.


� Of course, countries differ in this respect. Developed countries, such as the US, tend to export more than developing countries. In the US, for instance, trade in high-valued food products amounted to about 25 per cent of total sales in 2002. But as indicated in the Introduction, the developing world is catching up.


� The way FDI and international trade are related depends upon the underlying motives for FDI (Dunning, 1993). For instance, market-seeking FDI will reduce trade, whereas efficiency-seeking FDI will increase trade.


� In principle, economic globalization implies the increased mobility of both key factors of production: capital and labour. Here, I ignore labour migration, as well as the globalization of financial markets. This is not to say that labour migration or financial transactions are irrelevant in the food industry – they are. But in this essay the focus is on ‘real’ capital – that is, businesses.


� Actually, often groups of consumers lobby for protectionist measures, for a variety of reasons. In the food industry, arguments as to health and safety, e.g., are used to launch all kinds of protective regulation (Hobbs and Kerr, 2006). This produces an anti-globalization effect. Note that the trend, to date, is toward decreased protectionism, particularly in the EU (Trotter and Gordon, 2000). This is one of the key triggers of economic globalization. More generally, modern globalization processes have been – and still are – stimulated by the worldwide liberalization trend. A clear case in point is China (Zhang and van Witteloostuijn, 2004; Zhang, van Witteloostuijn and Zhou, 2005). 


� Globalization processes and technological innovations operate in tandem. On the one hand, globalization could not have taken its current form and shape without modern information and communication technologies. On the other hand, without the large investments of the leading food companies in product innovations and marketing campaigns, the convergence of consumer preferences would have been less prominent. For the sake of brevity, the main text simply refers to globalization, as a shortcut reference to this tandem. In fact, a third type of globalization further enhances the working of this tandem: institutional globalization. Without widespread market liberalization, economic globalization processes would not have gained so much force. 


� In the examples, I refer to the food-processing channel in the food chain. This is not to say that similar trends do not occur in other parts of the food chain – they often do or will do. For an example of a trend analysis of the food retail sector, for instance, see Reardon, Timmer and Berdegué (2005).


� I gratefully thank Glenn R. Carroll and Anand Swaminathan for providing the underlying data.
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