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4.1.1 Globalisation 
 

Key specification content: 
• Characteristics of globalisation 
• Factors contributing to globalisation in the last 50 years 
• Impacts of globalisation and global companies on individual countries, governments, producers and 

consumers, workers and the environment 
 

 
What is globalisation? 
Globalisation is a process by which economies and cultures have been drawn deeper together and have become more 
inter-connected through global networks of trade, capital flows, and the rapid spread of technology and global media. 
The share of global GDP accounted for by exports of goods and services has risen from 12% in 1960 to almost 30% 
now. 
 
What is the key benefit of globalisation? 
Globalisation allows businesses and countries to specialise in producing goods and services where they have a 
comparative advantage (i.e. able to produce at a lower opportunity cost – this topic is covered in more detail later in 
this course companion). Specialisation and trade enable a gain in economic welfare, for example through lower prices 
for consumers which then increases their real incomes. It also allows consumers to buy a greater range of 
goods/services, increasing choice. 
 
Share of World GDP by Region in 2018 (per cent, adjusted for purchasing power, source IMF) 

 
 
 

Quick question 
 
Think back to goods/services you have consumed this week – which might have had some element of their 
production carried out abroad? 
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Characteristics of globalisation 
 

 
 
Factors contributing to globalisation in the last 50 years 

 
1. Containerisation – the real prices & costs of ocean and air shipping have come down due to the widespread 

use of standardised containers & reaping of economies of scale in freight industries and often huge container 
ports built to serve them. This reduces the unit cost of transporting products across the world.  

2. Technological advances – which cuts the cost of transmitting and communicating information – this is a key 
factor behind trade in knowledge-intensive products using the latest digital technology 

3. Differences in tax systems - Some nations have cut corporate taxes to attract inflows of foreign direct 
investment (FDI) as a deliberate strategy to drive growth 

4. Less protectionism – average import tariffs have fallen – but in recent years we have seen a rise in non-tariff 
barriers such as import quotas, domestic subsidies and tougher regulations hinting at a phase of de-
globalisation. The average global – or most favoured nation - tariff was 5.4% in 2018 according to the World 
Trade Organisation. In the 1990s and much of the 2000s it was above 8%. 

 
Transnational Corporations (TNCs) 
Transnational corporations (TNCs) base their manufacturing, assembly, research and retail operations in a number of 
countries. Many TNCs have become synonymous with globalisation such as Nike, Facebook, Apple, Netflix, Uber, 
Amazon, Google and Samsung.  The biggest 500 TNCs together account for nearly 70% of the value of world trade.  
 
TNCs are a key driver of globalisation because they have been re-locating manufacturing to countries with relatively 
lower unit labour costs to increase profits and returns for shareholders. For example, Volkswagen, Toyota, Nissan and 
General Motors all have plants in Mexico which has helped Mexico to build a comparative advantage in assembling, 
manufacturing and then exporting vehicles to other countries including the United States and Canada. 
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A key recent feature of globalisation has been a surge in the number of transnational businesses from emerging 
market / fast-growing developing countries. For example, China Mobile is in the top ten consumer brands in the world 
and Alibaba has expanded to be the biggest global online retailer. The Tata Group conglomerate from India has made 
significant investments in Western economies e.g. buying Jaguar Land Rover. Infosys from India is one of the world’s 
biggest information system businesses employing over 160,000 people worldwide. Chinese car-maker Geely bought 
Swedish firm Volvo in 2010 for $1.8bn and took a 49.5% stake in Malaysian car-maker Proton (including the Lotus 
brand) in 2017. China’s Huawei Technologies is a major competitor to Samsung & Apple. 

 
Impacts of globalisation and global companies 
When considering the impact of globalisation, you need to ensure that you think about the impact on individual 
countries, governments, producers and consumers, workers and the environment 
 
Examiner tip: 
 
The impact of globalisation will be different in different countries depending on how well integrated they are in the 
world economy and also whether they have the factor resources that allow them to gain from globalisation. When 
evaluating the impacts of globalisation, look at the effects on a case by case basis. Some nations are more open to 
trade and investment than others and are at different stages of their economic development. 
 

 
Advantages from Globalisation 
The transformation of emerging market economies in the last 30 years, and the resulting reduction in extreme poverty 
have been built on globalisation. That process has helped cut prices and raised living standards in the West. Here are 
some of the main advantages of globalisation: 
 

1. Globalisation encourages both producers and consumers to reap benefits from the deeper division of labour 
in global supply chains and harnessing economies of scale – leading to gains in economic welfare 

2. More competitive markets through trade reduces the level of monopoly supernormal profits and can also 
incentivize businesses to seek cost-reducing innovations  

3. Trade can help drive faster economic growth which leads to higher per capita incomes. His has reduced the 
extent of extreme poverty in the world economy.  

4. There are advantages from the freer movement of labour between countries including relieving labour 
shortages and promoting the sharing of ideas from diverse workforces 

5. Opening up of capital markets such as bond and stock markets increases the opportunities for developing 
countries to borrow money to help overcome a domestic savings gap 

6. Globalisation has increased awareness among people around the world of the systemic challenges from 
climate change and the effects of wealth/income inequality 

7. Competitive pressures of globalisation may prompt improved standards of government and better labour 
protection through improved monitoring by international organisations 

 
Drawbacks from Globalisation 

1. Rising inequality / relative poverty – the gains from globalisation will be unequal leading to growing political 
and social tensions if inequality of income and wealth increases 

China Mobile Alibaba Tata Group Infosys Geely Auto Huawei
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2. Threats to the global commons e.g. irreversible damage to ecosystems, land degradation, deforestation, loss 
of bio-diversity and severe water scarcity from a growing world economy 

3. Globalisation can lead to greater exploitation of the environment, e.g. increased production of raw materials, 
and the impact of trading toxic waste to countries with weaker environmental laws 

4. Macroeconomic fragility – in an inter-connected world economy, external shocks in one region can rapidly 
spread to other centres (this is known as systemic risk) 

5. Trade imbalances: Increasing trade imbalances (both surpluses and deficits) lead to protectionist tensions, 
wider use of tariffs and quotas and also a move towards managed exchange rates 

6. Workers in may suffer structural unemployment as a direct result of the out-sourcing of manufacturing to 
lower-cost countries and a rise in the share of imports in a nation’s GDP 

7. Dominant global brands – businesses with dominant brands and superior technologies may squeeze out 
smaller local producers leading to a reduction in choice for consumers and some job losses 

 
“Gainers from globalisation were those with skills that are valued internationally and those who own capital that can 
be combined with cheaper labour abroad. The losers were those who are now competing with cheaper labour in 
distant lands.“ (Roger Farmer) 
 
Examiner tip:   
 
Globalisation inevitably creates people who gain and groups who lose out. The overall impact depends on the 
effectiveness of policies such as environmental interventions & labour market policies designed to help compensate 
those affected in a harmful way and give people and communities the skills and opportunities required to adjust to a 
fast-changing world economy. 
 
 
Impact of globalisation on the UK economy 
Has globalisation been of benefit to the UK? Many micro & macro aspects can be considered including the following: 

• Expanded choice and higher consumer surplus 
• Effects on retail prices and the rate of inflation 
• Impact of UK firms relocating to lower-wage economies 
• Impact of net inward migration on real wages and on UK government spending / tax revenues 
• Impact of inward investment into UK on employment 
• Impact on share prices and profits of UK companies 

 
The changing world economy 
Nearly sixty percent of the value of world GDP now comes from emerging market and developing economies. 
However, the share of global GDP from sub Saharan Africa is only 3 percent. 
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4.1.6 Restrictions on free trade 
 

Key specification detail: 
• Reasons for restrictions on free trade 
• Types of restrictions on trade: 

o Import tariffs 
o Import quotas 
o Subsidies to domestic producers 
o Non-tariff barriers 

• Impact of protectionist policies on consumers, producers, governments, living standards and equality 
 

 
 

Examiner tip 
 
Most students in exam questions on protectionism focus their answers on import tariffs. The best students recognise 
that there are many types of trade restriction and they make a clear distinction between tariff and non-tariff barriers. 
There are many subtle forms of trade restriction, sometimes known as “hidden protectionism” and it is a good idea 
to have some applied examples of these in your study notes ahead of an exam. 
 

 
Reasons for restrictions on free trade 

 
 
What are the main reasons for protectionism? 
The key justifications for protectionism include: 

1. Infant industry argument – protecting emerging industries until they have achieved economies of scale 
2. Sunset industry argument – use tariffs to slow the decline of old sectors and limit structural unemployment 
3. Diversify an economy thought to be too dependent on one product (e.g. primary product dependence) 
4. Raise tax revenues - this is important for many developing countries with a limited domestic tax base 
5. Improve the trade balance & preserve jobs in key industries  
6. Prevention of unfair trade practices such as import dumping – where excess output is sold in another country 

at a price below costs of production. Protectionism can be a retaliatory response to another country’s policies, 
for example, poor environmental or labour standards. 

7. Protect strategic industries – these might include national defence, electricity generation, supply of basic 
foodstuffs 

 
Import Dumping and the Case for Protectionism 

• Dumping happens when firms sell exports at below costs or below normal prices in the home market.  
o The former implies predatory pricing – which is illegal  
o The latter implies a strategy of price discrimination – this is not illegal 
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• A topical recent example is the global steel industry. China’s steel industry is experiencing significant excess 
capacity and China has been accused of dumping its steel products on the European Union, selling them for 
less than they are worth. That makes it harder for EU steel producers to compete 

• Anti-dumping duties (or tariffs) raise the price of a product to help protect local producers. 
 
What are Anti-Dumping Tariffs? 
Anti-dumping tariffs are allowed under WTO rules when cases of dumping have been established. There are three 
main options when introducing an anti-dumping import duty  

1. An ad valorem duty – % of the net EU frontier price. This is the most common import duty. 
2. A specific duty – a fixed value e.g. €100 per tonne of a product 
3. A variable duty – a minimum import price (MIP). Importers in the EU do not pay an anti-dumping duty if the 

foreign exporter’s export price to the EU is higher than the MIP. The lesser-duty rule is that duties can’t exceed 
the level needed to repair the harm done to European industry by the unfair dumping practices – currently 
between 9-13% for a range of steel products imported into the EU from China 

 
Types of Trade Restriction 

 
 
 

Protectionist 
policy 

Brief definition 

Import quota A physical limit on the quantity of a good that can be imported into a country 

Import tariff A tax on imports that may be ad valorem (%) or a specific tax (a set amount per unit imported) 

Non-tariff barrier Trade barriers such as import quotas, environmental regulations, trade embargoes and export 
subsidies 

Rules of origin Rules on the national source of a product e.g. a country might set a minimum percentage for 
locally sourced components 

Subsidy Payments by the government to suppliers that reduce their costs. The effect of a subsidy is to 
increase supply and therefore reduce the market equilibrium price 

 
 
Import Tariffs – Analysis and Evaluation of Impact 
Import tariffs are taxes on imports and they aim to protect domestic suppliers from overseas competition by increasing 
the relative price of imports in the home market thereby causing a switch of spending towards domestic producers. 

Import Tariffs Import Quotas Subsidies

Rules of Origin Migration Controls Managed Currencies
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Import tariffs also generate tax revenues for the government and may – over time – lead to an improvement in a 
nation’s trade balance. 
 
Summary of the likely impact of an import tariff 
  

Impact of an import tariff Comment 

Domestic output Expansion Higher price from the import tariff incentivizes expansion of 
output 

Domestic demand Contraction Higher price reduces the real incomes of domestic consumers 

Imports Fall in volume Tariff causes expenditure switching towards domestic 
production 

Government tax 
revenues 

Increase Tariff revenue generates revenue for the government 

Domestic producer 
revenue 

Increase A rise in producer surplus 

Foreign producer 
revenue 

Falls They are selling fewer exports after the tariff – their revenue 
contracts 

Consumer surplus Falls Consumers hit by higher prices 
Overall economic 
welfare 

Falls There is a deadweight loss of welfare / loss of economic 
efficiency 

 
 
Tariff analysis diagrams: 
 
(1) Diagram before a tariff is applied to imported steel: 
 

 
 
 
 
 
  

Price of 
steel

Output 
of steel

Domestic Demand for Steel

Domestic Supply of Steel 

P1

Q1

At the world price PW, 
domestic demand (Q3) is higher 
than domestic supply (Q2) –
the resulting gap is made up by 
importing steel at price PW

PW

Q2 Q3

Quantity of imported steel = Q2Q3

P1 is the domestic 
equilibrium price for 
steel in the market

If there is free 
trade, then steel 
will be traded at the 
world price  (PW)

World supply of steel



Edexcel A-Level Economics Theme 4 Companion              www.tutor2u.net/economics 
SCHOOL LICENCE – Copyright Tutor2u 

Page 28 

(2) Diagram after a tariff is applied to imported steel 
 

 
 
(3) Diagram showing the tariff tax revenue for the government 
 

 
 

Quick questions 
 
Look at the tariff diagrams above. Which area represents: 
 

a) The gain in domestic producer surplus? 
b) The loss of domestic consumer surplus? 
c) The increase in domestic production costs as a result of the tariff? 
d) The revenue earned by overseas producers? 

 
 

Examiner tip: 
 
Keep up to date with news on trade wars / trade disputes between countries – for example the tit-for-tat tariffs 
announced by the United States and China during 2018 and 2019. This will give you excellent awareness to use in 
the exams! 
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