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Executive Summary 

 This report serves to provide analysis into the main facets of what 

currently makes California businesses internationally competitive.  As a group, 

we studied all possible areas that affect such business.  It delves into how 

government programs and economic policy, exports and production, and foreign 

direct investment benefit or damper the success and growth of business.  

 Thus, it is evident that California business is strong in many areas.  

Despite recent global financial crisis, much of the state‟s businesses are 

remaining open and competitive.  A method in which many are able to do so is 

through trade.  Although foreign trade is a nationally concerned policy, states 

have the right to initiate many forms of trade and all have an immense resulting 

impact on the economy of the state of California.  Of course, cross-border trade 

between states is at the discretion of the involved states and usually incorporates 

the movement of physical goods.  California is very competitive in domestic trade 

between states, with Southern California leading the rest of California‟s regions. 

The state‟s GSP (gross state product) accounts for 13.06% of the entire nation‟s 

GDP (gross domestic product) (CalChamber).  California, compared to the 

nation‟s other major IB competitors, is first in terms of overall national percentage 

of GDP and GDP per capita, followed closely by Texas and New York.  

It is clear that the Golden State‟s trade and competitiveness plays a large 

role in the nation‟s international business context. “California is one of the 10 

largest economies in the world with a gross state product exceeding $1.9 trillion” 

(CalChamber).  According to incumbent Lieutenant Governor of California Gavin 
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Newsom, it is true that California, for over a decade, has “lacked a 

comprehensive economic and workforce development strategy, leading to a 

severe lack of focus and inefficiency in California‟s ability to work with business” 

(SF Sentinel).  This long lack of efficiency and organization between the 

state and its businesses leaves much room for improvement and growth.  It is 

hopeful that an improved internal economic and workforce business strategy 

would not only benefit domestic revenue for California‟s businesses, but also 

have a positive effect on international competitiveness. Thus, in order to truly 

understand California‟s current IB competitiveness stance, this report analyzes 

certain metrics that delve deep into its relevant characteristics.  

 

IB Characteristics & Strategy 

Competitive Measurements: 

California plays an extremely significant part in many sectors of the United 

States economy.  Due to its diversification in those sectors, California has 

become competitive not only within the national economy, but also in the 

international economy.  To put that in perspective, the next biggest state in terms 

of GSP is Texas, with $1.1 trillion.  Part of this can also be attributed to the fact 

that California is home to 53 Fortune 500 companies, which is more than any 

other state in the United States (Fortune).  In addition, according to the CIA 

World Factbook, when compared to other countries, California ranks ninth 

internationally, between Italy and Canada.  This puts California ahead of most 

industrialized countries, showing a powerful and diverse economy with a vast 
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workforce.  This is due to a variety of factors, including: imports and exports, 

tourism, agriculture, technology, geography and a large population. 

           Since California is a coastal state, it is a huge attraction for international 

trade in both imports and exports, with the Port of Los Angeles and the Port of 

Long Beach acting as the top two busiest ports in the entire United States 

(CMS).  The state also boasts a huge tourism market with an approximate dollar 

value of $95.1 billion, of which helps create jobs and further revenue (Beteta).  

California also plays a big role in the agriculture sector, boasting the largest 

agricultural industry in the nation in terms of crop dollar value.  This statistic more 

than doubles the amount of any other state since the mid-2000s.  California‟s 

topography allows for plenty of aerated land suitable for a variety of crop growth, 

especially in the Central Valley.  Internationally, California also ranks as the fifth 

largest supplier of agricultural and food commodities (Ag Rev).  The state‟s tech 

industry has become a huge part of its economy since the mid 90‟s and 

continues today, with popular companies such as Google, Hewlett-Packard and 

Apple headquartered in Silicon Valley.  This industry not only breeds innovation, 

but has significantly increased jobs and personal wealth in the state.  Finally, 

California‟s large population, specifically the working population of close to 19 

million, makes it a major hub for business with a huge potential workforce.             
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In addition to all the fields that California is competitive in, another way to 

measure its competitiveness, according to Michael Porter, is “productivity, in 

which a state utilizes its human capital and natural endowments to create 

value.”  Thus, productivity determines jobs, wages and standards of living.    

 

 

 

 

 

 

 

As the Performance Scorecard suggests, California ranks high in 

prosperity, wages, innovation and productivity when compared to other 

states.  Job creation is an area that California needs to improve.  If this continues 

to slow, the state economy could stagnate and even decrease in terms of 

employment and revenue.  Low job creation directly correlates with low new 

business creation and thus hurts overall labor mobilization within the state.   
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Demographics & Geography: 

Taking into account both positive and negative measurements, why is 

California so dominant in international trade?  To answer, we must first discuss 

California‟s unique properties.  Two clear, distinctive traits are its diversity and 

geography.  It has deserts, forests, world-famous beaches, as well as some of 

the most fruitful agricultural land in the world.  Along with California‟s renowned 

sunshine, there are winter seasons in the Sierra Nevada region that commonly 

exceed snowfall of 20 feet in some areas.  Northern California is as different from 

Southern California as coastal California is different from the inland portions of 

the state (Soslow).  California is not only currently leading the high-tech IT 

economy that redefines global modern operations, but also remains the largest 

agricultural producer among all 50 states.  Such inviting geographical elements, 

along with a combination of high-tech allure and research/entrepreneurial spirit, 

allows California to gain a 45 percent share of all venture capital coming into the 

United States (Soslow). 

California‟s vast demographic profile could be noted as one of its main 

advantages as an international game-player.  With a little more than 35 million 

inhabitants, California is the most highly populated state in the country, despite 

that every one out of four Californians was born outside of the United States 

(State Department of Finance).  Nearly one-third of all immigrants in the United 

States make California their home, which explains California‟s diversity and allure 

for new immigrants – their culture is already established here, and the change is 

somewhat less abrupt and painless.  The State Librarian Emeritus of California, 
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Kevin Starr, describes California best as, “the human, racial, ethnic, linguistic, 

and cultural richness of the planet itself. There is no people, no race, no cultural 

or linguistic tradition that is not in some way represented in California” (Starr).  To 

reiterate what Starr is saying, California is almost like the United Nations, in that 

nearly every race and culture is represented here.  People bring their own food, 

language, businesses, family, customers, and culture, which all factor in to make 

California the so-called „melting pot‟ of diverse business it is today. 

Another unique characteristic of California pertains to its geographical 

elements.  California‟s coast has become a harbor for a variety of traded goods, 

and the state gains much competitive advantage compared to other states, both 

landlocked and coastal, by utilizing these ports.  Furthermore, many Asian 

countries are up and coming as international trade players, as international 

conglomerates and other business entities expand overseas and partner with 

American businesses.  Geographically speaking, we can see why California 

would, and has, proven to be successful in this global atmosphere.  For instance, 

the Port of Stockton is an international, 35 foot deep-water port with secured 

gates that are open 24/7.  It contains more than 2,000 acres for import/export 

cargoes such as storage containers, steel, wind energy components, heavy 

lift/project cargo, as well as warehousing, refrigeration, refrigerated storage 

capabilities and distribution centers.  It has seven million square feet of U.S. 

Dept. of Agriculture-approved storage. The Port of Stockton has served more 

than $1.6 billion in private sector investment during the last five years, with an 

additional $1.7 billion under negotiation.  During this time, vessel calls increased 
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by 45 percent, while total tonnage jumped 67 percent.  This is just one example 

of a successful California port.  Other active ports in California are located at 

Long Beach, Los Angeles, Oakland, Richmond, San Diego and Sacramento.  All 

of these ports trade in both the national and international market.  

The success of California‟s coastal ports has continued to persist through 

time, despite the bottleneck of the transpacific trade at Southern California‟s twin 

gateway ports, Los Angeles and Long Beach.  High costs, congestion and 

environmental externalities hinder the ports‟ competitiveness, yet the 

wholesalers, retailers and logistics providers who move Asian imports into the 

rest of North America are extremely invested in these locations.  This makes it 

too difficult for other regional U.S. ports to gain a significant position.  In many 

ways, California‟s ports are almost a monopoly to Asian imports, as they are the 

most highly used ports for Asian goods.  Activity in these ports will only increase 

when the Panama Canal is upgraded (Fulton). 

 

International Economic Strategy: 

Since the nation‟s economic crisis in 2008, recovery effort success has 

been shaky at best.  California has the second highest unemployment rate in the 

U.S.  The price of homes has plummeted and Californians are beginning to feel 

more and more helpless as a result.  The impact of the downturn and the nation‟s 

slow recovery effort has generated a sudden sense of urgency to change 

direction.  Global economic forces now pose a significant threat to the weakened 

state of the economy. In order for California to regain a competitive edge 
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internationally, California must move from a consumption economy to a 

production economy. In the words of Bruce Katz of the Brookings Institution, “We 

need a new growth model for the country, one where we export more and waste 

less, innovate in what matters, and produce and deploy more of what we invent.” 

The “new” economic model that Katz is describing is constructed on a few 

strategies. 

The first strategy is to increase exports. California has been one of the 

largest exporters in the United States for many years and has tremendous 

knowledge in this area. The key will be to use this knowledge to revitalize export 

growth in the state. Ninety-five percent of the world‟s customers live beyond the 

borders of the United States (U.S. Trade). By increasing exports internationally, 

California can reach a much larger share of potential customers. If more 

businesses are encouraged to expand, this will present tremendous opportunities 

for generating growth. California must focus on exporting goods to countries with 

the largest share of global GDP. These countries include India, Brazil and China. 

They account for one-fifth of global GDP, surpassing the U.S. share (U.S. Trade). 

These, and other developing nations, are creating export opportunities that must 

be seized today. California‟s export strategy should include building on strengths 

and assets at the regional level, reestablishing a presence in international 

markets, and gearing strategy to trade in both goods and services. This will allow 

California to consistently move exports on a wide scale. 

The second strategy is reinvigorating manufacturing. California remains 

one of the world‟s leading locations for manufacturing sophisticated and diverse 
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products. These products range from high-tech computers, electronics, medical 

devices, automobiles, aerospace technology, defense mechanisms, apparel and 

food supply. Manufacturing employs nearly one out of every 10 employed 

Californians and pays them well above average wages. It accounts for nearly 87 

percent of state exports (U.S. Census Bureau). However, manufacturing jobs 

have been steadily decreasing. Providing the tools and access to new research, 

knowledge, and training is a key component to bolstering manufacturing. By 

establishing manufacturing centers, California can help foster the development of 

supply chain strategies. The state can also create supply chains by fostering 

relationships between global manufacturers and smaller firms looking to expand. 

California can handle issues of cost and regulation by simplifying and improving 

state policies. Manufacturing is extremely important for ensuring California‟s 

competitive position in the world market.    

The third and final strategy is to drive innovation. Innovation is the key to 

improving international competitiveness. Technological breakthroughs lead to 

increased production and lower production costs. They also lead to the creation 

of new jobs and increased welfare. “As noted in past reports such as 

Benchmarks of our Innovation Future (released by the Task Force on the Future 

of American Innovation), the U.S. continues to lose ground to strategic global 

competitors like China and India, which are investing in STEM research and 

education at a faster rate than the U.S.” To retain the advantages of being a 

powerhouse of innovation, California must boost its efforts on many fronts. 

California must increase research and development, strengthen manufacturing 
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expertise, and generate more entrepreneurial spirit. Long-term investment in 

research will allow California to increase its knowledge of ideas as well as its 

knowledge of international culture.  By partnering with other firms, businesses will 

be able to acquire new and effective skills needed to compete with international 

firms.  Government assistance will also allow firms in California to increase 

innovation by providing a network of financial, intellectual and commercial assets.  

 

Relationship with Trading Partners: 

California‟s top trading partners include Mexico, Canada, China and Japan. 

As seen in the table below, exports from California reduced slightly in 2008-2009 

because of the global recession that impacted trade with these partners. 

However, the reduction in exports is seen to be a temporary market fluctuation as 

exports from California increased significantly from 2009-2010.  
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California can be divided into five major regions with distinct economies that 

facilitate international trade with other states and countries (as seen below).  

 

 

 

 

 

 

 

 

The diverse economies of these regions contribute to the large amount of 

California exports compared to other states in the US.  The major agricultural 

commodities produced by California such as dairy and nursery products, grapes, 

cattle, and specialty crops are sold to its trading partners.  For instance, 

California currently represents 32 percent of US exported dairy products.  

On the other hand, in Forbes Magazine‟s 2012 annual ranking of 

“business friendly” states in the U.S., California ranked last.  This annual ranking 

was based on responses from 650 CEOs across the U.S. on a broad range of 

issues, including tax policies, regulation, quality of living and infrastructure.  

Furthermore, nearly 40 percent of California decision-makers who participated in 

the California Competitiveness Project analysis planned to relocate jobs from 

California to other states and countries including Texas, India and China.  Fifty 

percent of the companies interviewed by Bain & Company for the California 
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Competitiveness Project had explicit policies to halt employment growth in 

California.  These extreme measures reflect the possible challenges of the 

overall business climate in California and negatively impacts California‟s 

competitiveness in the international business realm.  

 

California’s Competitiveness Compared to Texas 

Texas is ranked as the No. 1 business- friendly state in the U.S. by Forbes 

Magazine.  One of the significant advantages of Texas when compared to 

California is its strong public perception for business.  Texas is perceived as 

being lower-cost and more friendly to businesses looking to start up operations.  

California may have once been the largest exporter in the country, but has been 

losing market share to Texas since 2002.  The table below highlights the greater 

proportion of Texas‟ economy as compared to California (GDP). 

 

 

 

 

A major factor that contributes to California‟s decline in exports is the 

costly and complex regulatory environment.  According to the California 

Competitiveness Project, California‟s economic strategy is in disarray and its 

regulatory environment is the most complex and uncertain in the nation, thus 

negatively impacting California‟s international trade as well.  On the other hand, 

Texas has a relaxed regulatory environment which provides a favorable climate 
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for business.  For instance, Apple Inc. recently agreed to invest $282.5 million in 

Texas and create about 3,600 new jobs in exchange for at least $5.4 million in 

tax rebates.  In terms of exporting, Apple‟s partial relocation from California to 

Texas represents a loss of at least several billion dollars for the state. 

Though California has a diversified economy, it is not as diverse as the 

Texas economy.  California‟s concentrated presence in industries has been 

beneficial in the past, but it also limits California‟s potential for export growth in 

other industries and is riskier due to the changing global demand for other 

products.  For instance, because California is so invested in the computer and 

electronic industry, it compromises a large percentage of other California 

products that could otherwise be exported.  It does not help that California was 

significantly impacted by the 2001 recession, as compared to Texas which can 

be seen in the graph below.   
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California’s Main IB Trends 

Production/Exporting: 

Fortunately for California, Newsom‟s new agenda focuses on shifting the 

state from a consumption-based economy to a production-based economy with 

an emphasis on global trade.  Newsom states, “This is a strategy to help ensure 

that traditional and high tech manufacturing remains a pillar of the California 

economy” (SF Sentinel).  The manufacturing sector is slightly growing in the state, 

which allows for greater potential for California-produced goods to be exported 

by business.  In fact, a main component of California‟s new economic and 

workforce strategy, called “Next Economy,” is referred to as gearing up exports.  

This means that every sector of the state‟s economy should embrace, and in 

some cases emphasize, exports as a major focus for economic and international 

strategy, if it applies to the sector.  Analytical reports on the matter show proof 

that such a strategy is becoming a trend.  “In November, California posted its 

13th consecutive month of year-over-year increases in export trade.  That month, 

California businesses shipped $12.49 billion in goods overseas, exceeding by 

14.1 percent the $10.95 billion shipped in November 2009.  It was California‟s 

best November ever in inflation-adjusted terms” (Beacon Economics).   

With over three million business establishments, farm communities, native 

tribes, and urban centers, California has regularly been able to compete 

successfully on a global scale.  The exports of goods produced in California 

totaled $134 billion in 2007 (U.S. Census Bureau), 48 billion of which was 

computers and electronics, followed by transportation, non-electrical machinery, 
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agriculture and chemicals.  Thus, California trade and exports produce over one 

million high paying jobs for California citizens.  The chart to the left shows the 

GDP of California by sector for 2008. The chart to the right shows California 

exports by industry in 2011. 

However, the increase in actual amount of annual export trade does not 

necessarily have the immense beneficial impact on business the state is looking 

for.  There are other factors that counteract California‟s business goals, even 

though they can be labeled as IB processes.  The state still maintains a trend of 

relatively high re-exports, or items that were previously imported into the United 

States and add no domestic or IB value to our businesses.  Thus, they are 

shipped abroad again in order to retain any value.  According to analytical reports 

on the issue, “California‟s numerous trading companies do a superb job sourcing 

goods from around the world and matching them with foreign customers, that‟s 

why California‟s re-export trade leaped by 36.3 percent in November.”  Total 

exports of goods manufactured in California increased 6.7 percent since late 

2009.  This may seem like positive news, but it is disappointing for the state in 

terms of job creation and its overall economy.  As a result of re-exports and very 

efficient manufacturers, businesses have been able to increase output that is to 

be exported without creating new jobs.  In addition, the quality of California‟s 

exports are measuring to be increasingly greater than in previous years.  This 

ultimately makes it possible for “manufactured exports to rise without there being 

a commensurate level of job growth” (Cal Trade).   
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Clearly, California still has much room for exporting improvement and 

growth in its corresponding IB sector.  It is likely that, based on the above 

statistics, international business career opportunities will develop if more 

California businesses engage in exporting and manufacture products that can be 

exported.  Not only would this create domestic job opportunities for local 

Californians, but also goes hand-in-hand in the state government‟s plan for the 

“Next Economy.”  Thus, California businesses need to be encouraged to reap the 

benefits of exporting, and should work proactively with the state‟s Export-Import 

Bank in order to get started.   

 

Foreign Direct Investment: 

Foreign Direct Investment (FDI) is another major component of 

California‟s international business trends.  This form of investment differs from 

the state‟s exporting strategies in numerous ways.  It occurs when California 

businesses, or any business, invest directly in new facilities to produce or market 

goods in a foreign country.  Likewise, there are three general types of this IB 

strategy: Greenfield investment, acquisition, and joint venture.  California is a 

“strong player” for all types of FDI, ranking as the “top destination state during 

2008, accounting for 12% of total projects destined for North America - an 

increase of 34% on 2007 figures.”  More in line with Lieutenant Governor 

Newsom‟s plan, out of all North American regions the highest amount of jobs 

were created in California as a result of FDI, accounting for 9% of the total 

(INFORM Complete).  There are reasons California businesses would choose to 
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conduct FDI over other types of international business.  For one, and as stated 

previously, exporting can be costly and our businesses may not know how to do 

so properly.  Forms of FDI are the next available alternative that, although have 

their own reasons to be financially risky, if done correctly can benefit our 

businesses in terms of profits and overall competitiveness.  Motivation to engage 

in foreign direct investment include: enhancement of domestic competitiveness, 

increased global market share that leads to sales and profits, reduced 

dependence on solely domestic markets, the ability to sell any excess domestic 

production, and the gain of information about competitors who are 

currently/planning involvement in FDI.  These forms also give the executing 

company more control over its overseas operations, as compared to exporting.  

Much like the state‟s branch of the national Export-Import Bank, the state 

government aids businesses willing to get involved in FDI through incentives.  

These incentives include cash grants, tax exemptions, training and labor market 

assistance, and other incentives relative to the involved company‟s specific 

business sector (FDI Atlas).   

 
Conclusion: 
 

Despite the recent recession, California is still the world‟s 9th largest 

economy. Factors such as natural resources, manufacturing expertise, and the 

mass exportation of goods explain why California has grown to become such an 

international powerhouse. Nonetheless, California is still feeling the effects of the 

economic downturn.  California must devise a strategy to boost economic growth 

and maintain its position on the global leaderboard.  Implementing the strategies 
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that have been outlined in this report will not only increase state revenues, but 

also increase state jobs and welfare.  The path to prosperity must be paved 

through production.   Increasing exports, reinvigorating manufacturing, and 

spurring innovation will help California expand internationally and move away 

from the wasteful habit of consumption.  At this point, California is well positioned 

to take on this initiative and move into the “next economy.”  
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