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Theme 4: Topic 1 – Globalisation
4.1.1 - Growing economies
What is globalisation?
· The increasing interconnectedness of the world. 


What does GDP measure? What is GDP per capita?
· Gross domestic product: total value of goods and services sold within an economy within a year. This is a way of measuring the strength of the economy. Higher GDP growth = faster economic development.
· GDP per capita = GDP divided by the population. This is a fairer way of comparing the economic development of different countries. 


Which other indicators can we use to assess growth?
· Human Development Index (HDI) – takes into account several factors, e.g. life expectancy, number of years of schooling, average income. HDI will be between 0 and 1; the closer to 1, the more developed the country is, e.g. 0.934 would mean that the country is very developed. 
· Health: measures the level of healthcare, death rates, life expectancy. 
· Literacy rates: the percentage of people over the age of 15 who can read and write. 

How can we calculate the growth of a country’s GDP? (Hint: we can use the percentage change formula.)








What is an emerging economy? Can you think of any emerging economies that are growing particularly quickly? Why are they growing so quickly?
· An emerging economy is a country with a fast GDP growth rate.
· BRICS and MINT:
· BRICS: Brazil, Russia, India, China, South Africa
· MINT: Mexico, Indonesia, Nigeria, Turkey
· They are growing quickly because many companies have set up their manufacturing there to exploit cheap wages. 


How does the GDP growth rate of emerging economies compare with the UK growth rate?
· The UK has a lower GDP growth rate compared with emerging economies. 


How does economic growth affect:
1) Businesses in emerging economies?
· Increase in demand for goods and services. 
· Increase in investment -> higher tax revenue -> government can improve infrastructure, e.g. phone lines, roads -> benefit domestic businesses. 

2) Individuals in emerging economies?
· More employment opportunities.
· Higher wages -> spend more on improving quality of life -> higher standard of living.
· Increase in consumer choice.

However:
· Low pay.
· Poor working conditions.





4.1.2 - International trade
‘International trade’ refers to importing and exporting goods. What’s the difference between imports and exports?
· Imports: goods bought from overseas.
· Exports: goods sold abroad.


What is specialisation? How can it lead to a competitive advantage?
· Specialisation: focusing on producing one product or a small product range.
· Benefits:
· Improved quality.
· Improved efficiency -> lower unit costs -> increase profit margins. 
· Can target a specific audience -> reduced competition. 


· Sometimes a whole country will specialise in a certain area, e.g. India specialises in communications, China specialises in cheap and skilled labour.

What is FDI? How does it link to business growth?
· Foreign direct investment: when one business invests in business in another country, e.g. setting up a factory, or offices, or shops in another country, OR integrating (integration = mergers and takeovers) with a company that is in another country. 
· For it to count as FDI, the business has to have some level of managerial control over the company in the foreign country, i.e. it can’t buy some shares in a foreign company.
· Horizontal FDI: when a business invests in a foreign business that is at the same stage of the production process as the business in their home country.
· Vertical FDI: when a business invests in a foreign business that is at a different stage of the supply chain. 
· Setting up operations abroad will benefit that country’s economy as it will lead to greater employment -> people have more disposable income -> more spending -> higher GDP -> faster economic growth. 



Extract A
Manufacturing giants move to South America
In previous years, it was cheaper for Chinese companies to make their products domestically and then export them to Brazil despite the large distance. 
However, high tariffs imposed by Brazil have prompted many Chinese companies such as QRI to set up manufacturing operations in Brazil. QRI manufacturers farm machinery, and their new Sao Paulo factory is expected to create 2,500 jobs. 
Extract B
Brazilian commodities soar in price 
Brazil has a very strong trade in commodities. Commodities are raw materials, agricultural products and mining products such as iron ore, soybeans and petroleum. In 2020, these goods were responsible for 75% of all Brazilian exports to China. The export revenue generated by this has allowed for much of Brazil’s spending on infrastructure and social programs. 

Assess the impact that increasing Chinese FDI could have on the Brazilian economy.
(10)















Para 1:
· Point: increasing Chinese FDI would benefit the Brazilian economy
· Application: QRI’s new factory will create 2,500 jobs
· Analysis: job creation -> more disposable income -> more to spend on goods and services -> higher tax revenue -> gov has more to spend on infrastructure such as power lines and roads -> benefit businesses -> higher output -> higher sales -> higher GDP -> benefit the economy
· Evaluation: however, this may only make a small difference to the economy as the extract states that a lot of revenue comes from exporting commodities. 
Para 2: counterargument
· Point: However, increasing Chinese FDI may mean that domestic businesses struggle to compete
· Application: high tariffs have led to ‘many Chinese companies’ setting up factories in Brazil (extract)
· Analysis: domestic businesses will struggle to survive -> business failure -> job losses -> Brazilians will have less money to spend -> reduced consumer spending -> negatively impact GDP and economic growth.

A: answer the question: Overall, increasing FDI would benefit the Brazilian economy.
J: justify your argument: (1) explain why your argument is strong, and (2) explain why the counterargument is weak: (1) it would create new jobs which (2) would outweigh any potential job losses caused by Brazilian firms being outcompeted. 
It depends on how many Chinese firms set up in Brazil.
M: most important factor.











4.1.3 - Increased globalisation
Which factors have led to increased globalisation?
1) Trade liberalisation: countries have removed trade barriers, e.g. tariffs and quotas.
2) Political changes: China and India have become more open to trade with other countries, e.g. China has moved from being a centrally planned economy to being a more market based economy. 
3) Economic development: countries have developed and are moving from primary and secondary industries to tertiary and quaternary industries.
a. Primary industries: obtaining raw materials, e.g. farming, fishing, mining.
b. Secondary industries: manufacturing goods. 
c. Tertiary industries: services.
d. Quaternary industries: knowledge based services, e.g. IT, scientific research, education. 
4) Increase in the number of people who can work, e.g. women now work and people live longer.
5) More migration: people migrate more than they used to.
6) More FDI.
7) More MNCs (multinational corporations).
8) Transportation and communication has become easier.
a. Communication: email, zoom.
b. Transportation: containerisation – nowadays, goods are transported in standard size shipping containers which has improved efficiency. 













4.1.4 - Protectionism
What is protectionism? 
· When governments impose trade barriers to limit the ability of foreign businesses to trade in a certain country.
· This protects domestic businesses from foreign competitors.


Can you think of any examples of trade barriers that governments may impose?
· Tariffs = tax on imports. If a foreign business tries to import goods, then they will have to pay a tax to get the good into the country -> have to pass the cost onto the consumer by raising the selling price -> foreign goods will be less competitively priced compared with domestic goods.

· Quotas = placing a limit on the number of a certain product that can be imported.

· Government legislation = any laws that may be passed to restrict the ability of foreign businesses to trade, e.g. embargos (ban on trade), limit on foreign investment.

· Subsidies = money paid by the government to businesses in a certain industry, e.g. farmers.













Extract A
American competition
Indonesian supermarkets are facing an increasing threat of competition from Western companies. There are four major Indonesian supermarkets that dominate the market and collectively have 80.4% market share. 
American-owned Gala Superstore has recently exited India after rising costs and cultural differences made the chain no longer sustainable. As a result, Gala Superstore has said that it would invest over $500 million into new Indonesian stores and marketing campaigns to boost brand awareness.
The move has led to calls from the major Indonesian supermarkets for government legislation to be put in place that would limit investment by non-Indonesian businesses into the market. They argue that Gala Superstore will have an unfair competitive advantage and take jobs away from Indonesian businesses.


Explain one way that the Indonesian government may protect Indonesian businesses using legislation.
(4)
1 mark for knowledge: define protectionism - When governments impose trade barriers to limit the ability of foreign businesses to trade in a certain country
2 application marks + 1 analysis mark: the government could place a limit on investment from non-Indonesian businesses which would stop ‘American-owned Gala’ from successfully entering the market, meaning that the four major Indonesian supermarkets could keep their ’80.4% market share’ and therefore make survival for those supermarkets easier. 









4.1.5 - Trading blocs
What are trading blocs? Can you think of any examples? 
· Trading blocs: an agreement between different governments to promote trade between the different countries by removing trade barriers.
· EU: European Union – group of 28 European countries that have agreed to remove trade barriers
· Four freedoms: free movement of goods, services, labour, and capital.
· No tariffs or quotas, or any other restrictions on trade. 
· Harmonisation of standards: the EU member states all have the same rules and regulations to follow when making their products. This means that they don’t have to adjust the product to fit other standards when selling within the EU. However, countries outside the EU will have different rules and regulations, so an American manufacturer would have to follow American rules when making their products, and then adjust them to fit the EU rules when selling in the EU. 
· Member states have the same external tariffs. 
· NAFTA: North American Free Trade Agreement – Mexico, Canada, and the USA. 
· Free trade area with reduced trade barriers, e.g. tariffs and quotas. 
· The countries are free to individually impose tariffs against other countries.
· ASEAN: Association of South East Asian Nations: 10 countries in South East Asia, e.g. Thailand and Indonesia.	
· Free trade area.
· Free movement of capital and labour.

What are the pros and cons of trading blocs for the businesses that operate within them?
· Pros:
· No tariffs -> businesses can sell their goods for a cheaper price in other countries within the bloc.
· Easier to expand.
· More competition means lower prices for consumers and more choice. 
· Cons:
· Makes it harder for domestic businesses to compete.
· Makes it harder for smaller domestic businesses. 




How can trading blocs affect businesses from outside the bloc?
· Bad because: it makes it more difficult for foreign businesses to export goods into the trading bloc.
· Good because: foreign businesses can set up in the trading bloc and then trade freely in the bloc.


























Extract A
Smooth Moves moves to North America
Smooth Moves is a European drinks manufacturer that specialises in healthy smoothies. Each flavour contains a blend of 8 different types of fruit. The drinks are high in vitamins B1, B2, B3, and B6.
As part of their expansion strategy, Smooth Moves has taken over Canadian juice bar chain JUICE Co. Smooth Moves has said that they will formulate a new line of premium juices that are only available at the JUICE Co outlets. 
Most of JUICE Co’s competitors are supplied by American juice giant, Starjuice, which has a relatively large market share of 23%.
After rolling out the new premium juices across JUICE Co’s 45 outlets, Smooth Moves aims to approach American retailers to sell their original smoothie range.

Extract B
The Mexican economy
The main sectors of the Mexican economy include agriculture, mining, and tourism. Mexico welcomes around 30 million international tourists each year. They visit to see the archaeological sites, beautiful beaches and historical monuments.
Mexico produces a great variety of crops, including maize, cotton, peanuts, bananas, pineapples, mangoes, tomatoes, avocados and strawberries. The United States is Mexico’s main agricultural trading partner, receiving over $39 billion of Mexico’s total agricultural export. 


Assess the likely benefits to Smooth Moves of operating in the NAFTA trading bloc.
(10)
Para 1: one benefit
· Point: they can source supplies from Mexico 
· Application: Mexico produces mangoes, pineapples etc 
· Analysis: can import tariff free -> cheaper to source supplies compared to competitors who may source supplies outside NAFTA -> may be able to sell the smoothies for a lower price than competitors -> gain more customers -> more sales -> higher profit -> reinvest profit into the promotion of the new premium juices
· Evaluation: However, Smooth Moves will face competition from Starjuice which is more established in the market and will also be able to benefit from tariff free access to Mexican fruit. 
Para 2: another benefit
· Point and application: it will be easier to sell the juices to the American retailers as they won’t have to pay tariffs to get the juice into the US
· Analysis: won’t have to pass the cost of the tariff onto the consumer -> keep costs low -> higher profit margin -> more invest in expanding smoothie range -> more variety for consumers -> could be a USP -> more competitive
· Evaluation: However, it may be difficult to enter the US market as Starjuice dominates the market and has 23% market share.
AJIM
Answer the question: benefits would outweigh the drawbacks
Justify your answer: despite the increased competition, it will be cheaper to produce the juices and it will be easier to enter the America market 
It depends on how able Smooth Moves is to differentiate itself from competitors such as Starjuice in order to gain customers.
Most important factor
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