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Economic 
globalisation

Especially in recent years, 
globalisation has led some car 
companies, like General 
Motors Holden (makers of the 
Commodore), to reorganise 
their operations to help cut 
their production costs. For 
some car companies, much of 
the design work and some 
components such as engines 
have been sourced overseas, 
perhaps to take advantage of 
lower wages and to maximise 
effi ciency. Indeed, in the next 
couple of years, all car 
companies will cease local 
production. Sometimes, iconic 
Australian brands such as 
Aeroplane Jelly and Vegemite 
have been sold to overseas 
companies.

7.1 Economic globalisation
Take a look inside your pantry and you will see globalisation in action. Read the labels 
and you will most likely fi nd that your food comes from a variety of countries. That 
Chinese-made t-shirt in your wardrobe may also be a clue that we live in a globalised 
economy. 

Definitions of globalisation
There are many defi nitions of what economic globalisation is, but an important aspect 
of most is that it involves reducing or removing the barriers limiting the free movement 
of business, trade (exports and imports), investment and even labour across national 
borders. Globalisation is therefore the economic unifi cation or joining together of the 
world’s economies and its various commercial and fi nancial markets. Globalisation 
requires that nations see themselves as belonging to the one big, integrated economy. 
It can perhaps be seen as the opposite situation to the idea of localisation or regional-
isation involving, for example, local producers and small markets selling to consumers 
who live in the same area.

Localisation is the opposite of 
economic globalisation. Here, 
goods, services and investment 
are localised in a small region 
or area within a particular 
country’s economy and are not 
interdependent with other areas, 
regions or countries.
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278 economics down under book 1

History of globalisation
Globalisation is not a new development. It can be traced 
back perhaps 2000 years. However, in the last 200–300 
years, its infl uence has gained great signifi cance. During 
this time, there was a massive acceleration of international-
isation, specialisation in production and interdependence 
of many economies, including Australia. However, through 
history, its speed of progress has not been constant. The 
most recent wave of globalisation occurred during the 
years from the 1970s and 1980s, to the 2010s. Leading the 
recent charge towards globalisation, we fi nd multinational 
or transnational companies (such as the resources company 
BHP Billiton) that have now spread their business oper-
ations across many countries.

The origins and waves of globalisation: 
1700–2012
•	 The late 1700s to the early 1900s — one of the early waves 

of globalisation. The seeds of economic globalisation actu-
ally date back to the Roman Empire (and its many con-
quests), the Han Dynasty in China (and the famous ‘Silk 
Road’) and the Islamic Golden Age (with Muslim traders

and explorers). However, in more recent times during the 1700s until World War I, the 
fi rst big wave of globalisation gathered momentum. During these years, there were 
many examples of nations’ economies being linked to the global economy as suppliers 
of resources, manufactured goods, services, and even money capital or investment. Col-
onisation by Europeans (e.g. the Spanish, British, Portuguese and French) of Australia, 
parts of Asia (e.g. Vietnam, Malaysia, Indonesia), India, North America (e.g. the United 
States, Canada), South America (e.g. Cuba, Brazil, Argentina), the Pacifi c and Africa 
encouraged production with a focus on exports of commodities such as wool, wheat, 
sugar, spices, cotton, tea, rubber and minerals. In some cases, production costs were 
kept low by exploiting workers and by the use of slave labour. Indeed, European entre-
preneurs had investments in colonies around the world to take full advantage of the 
resources available. These cheap commodities produced by the colonies were then con-
verted into value-added manufactured items back in countries such as Britain, Spain, 
Portugal, Holland, Germany and France. Finished goods were then re-exported at 
much higher prices. The 1800s thus saw the dramatic explosion of international trade 
and partial globalisation of capital on a scale not seen before. It was made possible by 
improvements in transport, industrialisation, rising incomes and technology.

•	 1915 to 1947 — the slowdown in globalisation. The period including the two world 
wars, 1915 to 1945, saw less enthusiasm for internationalisation or globalisation. 
Faced with massive disruption to international trade due to war, rising foreign debt 
and a period of global depression in the 1930s, many countries including Australia 
used high tariffs to try and repel imports and protect their local workers and 
businesses.

•	 1947 to 1970 — reassessment of change. Just after the end of World War II in 1947, 
the previous situation started to change slowly. The hope was for a new era of global 
prosperity and trade. With this in mind, the General Agreement of Tariffs and Trade 
(GATT) was signed. Its aim was to gradually reduce high tariffs which were an obstacle 
to international trade and global economic development. Between 1947 and 1970, 
world tariffs on manufactured goods fell from an average of 37.5 per cent to only 
9 per cent (Australia did not immediately follow the trend, choosing to maintain high 
rates of protection until a few years later). Again, large amounts of foreign investment 
and multinationals took off, and free trade blocs (e.g. the European Economic Com-
munity or European Union as it is now known) started to emerge. Through the unifi -
cation of national markets, these encouraged globalisation.

•	 1970 to 2014 — the most recent wave of globalisation. Starting in the early to mid-
1970s with Labor Prime Minister Whitlam’s 25 per cent tariff cuts, the Australian 
government gradually began dismantling our system of protection. Accelerated microe-
conomic reforms, including the encouragement of industry restructuring and ongoing 

FIGURE 7.1 Globalisation 
means that when we go 
shopping, our needs and 
wants can be better satisfi ed 
by sourcing items made in 
many different countries.

Multinational companies are 
sometimes called transnationals 
because they are businesses that 
produce and distribute goods and 
services in a number of different 
countries around the world.
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279chapter 7 Economic globalisation

tariff cuts, all followed during the 1980s and 1990s. Most recently, there were further 
tariff cuts by Australia in 2005 and 2010, with others scheduled to occur for the textile, 
clothing and footwear industries in 2015. In addition, the labour market has been 
partly deregulated. This has involved the use of enterprise bargaining or agreements on 
a firm-by-firm basis, and the adoption of a productivity-based pay system. Elsewhere in 
the world, there were also other important developments that helped globalisation, 
including the establishment of new trading blocs (e.g. APEC, NAFTA, CER and the 
expanded EU) that were committed to tariff reductions and the idea of free trade. This 
was reinforced by the creation of the World Trade Organization (WTO).

Most of these multinationals originate in the US, Germany, the United Kingdom 
and Japan.

•	 Speculation about the future beyond 2014. Despite this acceleration of globalisation to 
2008–09, some people feel that it may be coming to an end, partly because of the 
serious global financial crisis and recession and uncertainties that occurred between 
2008–09 and 2013–14. Indeed, free market economics associated with globalisation is 
partly blamed for the recent economic problems. As a result, there have been calls for 
greater government regulation of global markets, and as unemployment rises, even 
demands from some for increased protection of local industry using tariffs and other 
devices. However, other commentators see recent developments as the start of a new era 
of globalisation involving unprecedented collaboration between governments to tackle 
pressing global issues including the management of scarce resources (water, oceans, air) 
and climate change. Time will tell which path is taken by world governments. 

Theories to explain the emergence and growth 
of globalisation
Economic globalisation has spread quickly, especially during the 1990s, 2000s and 
early 2010s. There are several reasons why this has occurred.
•	 Relaxation of government controls

There has been a general relaxation of government controls (deregulation) in most 
economies, to be replaced by the forces of freer markets (demand and supply) and 
capitalism.

•	 Better transport and communications
Improved speed and economy in international transport and communications have 
meant that businesses are more aware of profit opportunities and able to move 
resources and production between countries.

•	 New technology
There have been huge leaps in technology which permit even unskilled workers with 
low levels of education to be involved in modern production. This means that it can 
be attractive for multinationals to manufacture goods, even in low-income countries 
where education standards are low. We might also think about how computers, and 
especially the evolution of a super fast and affordable internet, have not only enabled 
businesses to advertise and have a visible presence in markets around the world, but 
have allowed consumers to shop globally at the click of a mouse from the comfort 
of their own lounge room. Moreover, new technology has also enabled the explosion 
of electronic banking, further encouraging international trade and global financial 
transactions. 

•	 Mobility of investment
Although some natural and labour resources are difficult to move between countries, 
money capital or investment resources are not. Businesses can, therefore, become 
mobile multinationals.

Unlike days gone by, under globalisation it is quite likely that the food we eat, the 
clothes we wear, the knowledge and entertainment we absorb, the environmental and 
other problems we face, the policies adopted by our governments and the economic 
conditions affecting our daily lives are all linked to the global economy and are even 
less under our control.

•	 The promise of better material living standards for all
Another driver behind the acceleration of globalisation is a widespread belief by 
some (especially many living in rich nations) that it will help to make all people 
(even in Third World nations) better off. The simple explanation runs something 
like this. Globalisation and the removal of tariff protection encourages countries to 

c07EconomicGlobalisation.indd   279 11/09/14   12:50 PM

U
N

C
O

R
R

E
C

TE
D

 P
A

G
E

 P
R

O
O

FS



280 economics down under book 1

specialise in selected areas of production where they have a comparative cost advan-
tage over other countries (or the lowest cost disadvantage). This improves efficiency 
in the way nations use their limited resources, lowers prices and inflation, expands 
the volume of world trade between countries, raises GDP levels for those involved, 
increases employment opportunities, lifts incomes and ultimately, strengthens material 
living standards. This explanation was first suggested by economist David Ricardo, 
writing in 1817.

Try applied economic exercise 1, 2, p. 300

Reasons for the increased importance of the 
Asian region in the global economy
Around a thousand years ago, the Asian economy accounted for a massive 70 per 
cent of global GDP, while Western Europe made up only 10 per cent of world output. 
However, after the Industrial Revolution and rise of Europe, Asia went into relative 
decline to just 20 per cent of world output in 1980. Subsequently, Asian economies 
again returned to global dominance, accounting for about 39 per cent of all GDP as 
shown in figure 7.3 below.
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FIGURE 7.2 Globalisation of 
the Chinese economy has led 
to increased incomes, wealth 
and living standards. This is 
especially obvious in Hong 
Kong, which is host to many 
multinational companies.

FIGURE 7.3 Asia’s return to 
production dominance in the 
global economy

Sources: Data only approximate. 
It is estimated and derived from 

a video clip and article by the 
Economist, ‘The Asian economy 

back to dominance’, 3 March 
2010, www.economist.com/blogs/

freeexchange/2010/03/asian_
economy. Also see The Conference 
Board, Global Economic Outlook 

2014, February 2014 update, 
www.conference-board.org/data/
globaloutlook.cfm. Original data 

quoted from the IMF.
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281chapter 7 Economic globalisation

Indeed, in the past 30 or so years, the epicentre of world economic power has shifted 
from the mature Western economies of Europe and the United States, towards the more 
dynamic eastern and Asian economies of China, Indonesia, India, Vietnam, Thailand, 
Singapore and Malaysia. 

Many explanations have been offered as to why this has been the case, including the 
following:

Economic growth has been faster in Asia
Since the early 1980s, Asian economies have managed to maintain faster rates of econ-
omic growth than those recorded in the US and Europe. For instance, the Chinese 
economy has expanded by an average of around 9 per cent for the past three decades 
(Australia’s rate is around 3 per cent), while that for India has been around 5 per cent 
(with rates up to 9 per cent). Faster growth in GDP than that for population, leads 
to a more rapid rise in average household disposable income per person, greater pur-
chasing power and higher living standards. In part, government economic reforms in 
Asia contributed to these stronger rates of economic growth. These policy measures 
often included managed trade liberalisation including a gradual reduction in tariffs and 
industry protection, acceptance of the benefits of globalisation and greater openness 
in trade, some deregulation of markets, increased economic freedom, higher spending 
on education and health, and the privatisation of some government businesses to lift 
efficiency.

The growth of markets for goods and services
The rapid growth in Asian GDP, increased population (often up to 2 per cent a year 
causing the region to reach 5 billion people by 2050) and higher average per capita 
incomes has meant a dramatic expansion in the size of the domestic market for selling 
goods and services. As mentioned, these economies have also been able to tap into the 
most recent wave of trade liberalisation and globalisation sweeping the world in the 
last 30 or so years, providing them with access to new overseas markets to further 
boost export sales, production and incomes. By contrast in Western economies, popu-
lation growth (usually much less than 1 per cent a year), GDP and incomes have risen 
much more slowly, causing their economic decline relative to Asia.

Attraction of global business and high levels of 
foreign investment
Many Asian economies have adopted policies that are attractive to multinational busi-
nesses and foreign investors. As we know, increased investment grows an economy’s 
productive capacity its or production possibility frontier. High levels of investment in 
new technology, the revolution in agriculture and improved infrastructure (e.g. water, 
power, transport and communications) make it possible for these economies to grow 
faster than otherwise.

Western economic crisis
Although many Asian economies experienced severe economic conditions associated 
with the Asian economic crisis in the early 1980s, more recently Western economies 
have been held back by the global financial crisis and the ensuing recession. Between 
2008 and 2014, some Asian economies have largely escaped the pain experienced by 
the US, Japan and Europe, allowing them to extend their relative dominance in the 
global economy.

7.2 Theories and explanations for the 
globalisation of business

There are many reasons that may help explain why business has expanded across 
national borders. Multinational corporations emerged and, by 2013, around 36 per 
cent of the world’s GDP was produced by foreign-owned companies or destined for 
overseas markets. Indeed, about 28 per cent of global economic activity is now 
created by the largest 200 companies (e.g. Wal-Mart Stores, Microsoft, McDonald’s, 
IBM, General Electric, Royal Dutch Shell, Exxon, BP, Toyota, Ford, General Motors, 
JPMorgan, Nestle), many individual firms adding more value annually to production 
than the entire GDPs of some countries. This is shown in figure 7.4 (p. 282).

1 Define what is meant by 
economic globalisation.

2 How is localisation different 
to globalisation?

3 Suggest three important 
developments that help 
explain the emergence and 
acceleration of globalisation.

4 Over the last few hundred 
years, globalisation has 
progressed in ‘waves’. 
Explain.

5 Outline three important 
reasons why Asian 
economies have become 
relatively more important 
in the global economy in 
recent decades.
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The globalisation of business basically stems from a desire by multinationals and coun-
tries to gain a competitive advantage, lift efficiency, cut costs, and lift profits and incomes.

Globalisation helps minimise labour costs
In some labour-intensive industries (e.g. clothing, aspects of car manufacture, rubber 
production, toy making), wages represent the largest input cost for businesses. Given 
that in some countries, labour is relatively dear while in others it is cheap, some 
firms go hunting around the world in search of good supplies of cheap workers. 
Looking at figure 7.5 (p. 283), which compares estimates of average hourly minimum 
wages in different nations, it is hardly surprising that some firms take their oper-
ations offshore and move from country to country. Currently, for example, many 

FIGURE 7.4 Comparing the 
annual size of GDP in selected 
countries with the annual 
value of sales of large 
multinationals ($ billions)

Sources: Data derived from Forbes 
website, ‘The world’s biggest public 

companies’, www.forbes.com/
global2000/. Also, for GDP see 

Wikipedia, the free encyclopedia, 
List of Countries by GDP (PPP), 

2013, en.wikipedia.org/wiki/List_
of_countries_by_GDP_(PPP).
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In which countries are minimum wages or labour costs lowest 
(in US$ and international PPP) for multinational businesses?

Minimum hourly wage
(international dollars
or purchasing power
parity or PPP)

Minimum wage, hourly
rate (US$)

16.8810.63
14.24
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Part 2 — Comparisons of estimated legal minimum wages in selected countries

Ranked comparisons of minimum 
hourly wage rates or labour costs 
for manufacturing workers

PPP in US$ per hour 
(approximate, usually 

2009–2011)

Ranked comparisons of minimum 
hourly wage rates or labour costs 

for manufacturing workers

PPP in US$ per hour 
(approximate, usually 

2009–2011)

 1.  Australia 14.25 12.  Estonia 2.74

 2.  United Kingdom 10.86 13.  Brazil 2.18

 3.  France 8.50 14.  Russia 1.35

 4.  Canada 8.03 15.  Pakistan 1.19

 5.  Ireland 7.96 16.  Indonesia 1.01

 6.  United States 7.25 17.  Mexico 0.84

 7.  Taiwan 5.80 16.  India 0.50

 8.  Japan 5.41 17.  Singapore No minimum

 9.  South Korea 5.27 18.  United Arab Emirates No minimum

10.  Hong Kong 5.18 19.  Namibia No minimum

11.  Argentina 3.41 20.  Somalia No minimum

FIGURE 7.5 Where in the world can firms find the low wages and minimise labour costs?

Sources: Data derived from Wikipedia, The Free Encyclopedia, countries selected from a table. See en.wikipedia.org/
wiki/List_of_minimum_wages_by_country. Note: most data is for 2012 or 2013.
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284 economics down under book 1

labour-intensive (i.e. as opposed to capital-intensive) areas of manufacturing and 
other types of production are located in countries such as India, Sri Lanka, Vietnam, 
Mexico, Bangladesh, the Philippines and Indonesia where hourly pay rates are between 
US$0.25 and $1.00. These levels contrast sharply with high labour costs in countries 
like  Australia, France and New Zealand where minimum wage rates range up to over 
US$16 per hour. In addition, in some cases, minimum wages have actually fallen over 
the last decade, causing companies to review their location strategy. Furthermore, given 
that investment or money capital coming from richer nations is quite mobile and can 
be moved fairly readily, setting up a factory overseas where labour is cheap, can help 
boost company profits above levels that would have applied in the country of origin. 
Despite this trend, there are also instances where improved labour efficiency in some 
high-wage countries has actually attracted industries back home by affecting their com-
parative cost advantage.

Globalisation increases access to 
natural resources
Some countries have very limited access to cheap natural resources (e.g. minerals 
and agricultural land). Here we think of Singapore, Britain, Taiwan and Switzerland. 
However, given the ease of moving money capital and the desire by businesses to cut 
costs and maximise profits, some firms relocate their production abroad.

Globalisation helps firms gain economies of 
large scale
Globalisation can help companies to grow bigger. For some firms, large-scale production is 
cheaper than small production runs. This is because fixed production costs (i.e. costs that 
do not rise much as output increases including research, advertising, product development, 
some aspects of management and, up to a point, equipment) can be spread more thinly 

over a greater volume of sales. In cases where the size of 
the local market is small, firms that expand their operations 
overseas can often lower their costs, improve efficiency and 
raise profitability. The spreading of a firm’s fixed costs over 
higher annual levels of output to gain economies of large-
scale production is illustrated in figure 7.6.

Sometimes economies of large-scale are possible because of 
the international integration of firms. Sometimes, this is done 
by horizontal integration. Here, firms are joined together in 
the same industry (e.g. a beer company overseas with a beer 
company at home). At other times, firms are joined through 
vertical integration downward or upward in different, but 
perhaps related industries (e.g. an iron ore firm overseas com-
bining with a steel producer in the home country).

Globalisation takes advantage of 
government policies
Globalisation of companies enables some firms to take 
advantage of government policies in both their home 
country and in the country they visit. With great compe-
tition between nations to attract foreign investment, some 
governments are willing, for instance, to:

•	 pay out generous subsidies (cash payments) to visiting multinationals
•	 provide lower tax rates (or even tax holidays) and other concessions (e.g. cheap power, 

water, transport) to transnational businesses
•	 ignore their concerns or dilute their environmental standards
•	 protect visiting firms from import competition using tariffs.
All these aspects can help to seduce overseas companies to relocate offshore in search 
of improved profits. For instance, some well-known multinational chemical, car and 
electronic companies have acted for these sorts of reasons. More specifically, a French 
multinational rubber product manufacturer did not like its government’s decision to 
introduce indicative economic planning some years back so it set up three plants over-
seas for every one factory it built at home.
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FIGURE 7.6 Globalisation can 
increase economies of 
large-scale production for 
businesses (i.e. reduce their 
fixed costs of production per 
unit of output).

Horizontal integration is when 
firms are joined together to 
become a bigger business in the 
same industry.
Vertical integration is when firms 
are joined together to become a 
bigger business in different but 
often related industries.

c07EconomicGlobalisation.indd   284 11/09/14   12:50 PM

U
N

C
O

R
R

E
C

TE
D

 P
A

G
E

 P
R

O
O

FS



285chapter 7 Economic globalisation

Globalisation helps to minimise transport costs
To help minimise shipping and other transport costs and maximise profits of corpo-
rations, some multinationals will set up subsidiary plants in the centre of populated 
markets, wherever these may be located.

Globalisation increases flexibility in 
decision making
Sometimes, companies become globalised to improve the flexibility or choice they 
have in decision making about production and investment. For instance, multinational 
corporations such as Michelin, Alcoa, Toyota, Ford and Fiat have operations located 
around the world. In the case of car makers, it is claimed by some that globalisation 
gives them advantages because they can move or source aspects of production (e.g. 
engine assembly, car panels, leather and tyres) wherever the overall costs of specific 
operations are lowest.

7.3 The effects of globalisation
Some years back at the World Economic Forum, Nelson Mandela posed the question: 
‘Is globalisation only to benefit the powerful and the financiers, speculators, investors 
and traders? Does it offer nothing to men, women and children who are ravaged by the 
violence of poverty?’

Indeed, globalisation has become a hotly debated issue in recent times. Is it a good 
or bad thing for the world economy generally, and individual economies in particular? 
Before looking at the costs and benefits for Australia, it is worth remembering that 
 globalisation has meant dramatic structural change including:
•	 reducing tariffs, necessitating cost cutting and greater international competitiveness 

among local producers
•	 increasing specialisation of local production in areas of comparative cost advantage
•	 lifting efficiency in resource allocation, usually involving less government regulation 

and a greater reliance on market forces
•	 deregulating the labour, capital, financial, communications, agricultural, transport 

and other markets to improve efficiency by encouraging stiffer competition in these 
markets

•	 improving efficiency and cost-cutting through the restructuring of private and govern-
ment businesses

•	 widely applying new technology to cut costs
•	 allowing the growth of globalised multinational businesses where production is 

sourced from the cheapest supplier in the world
•	 recognising the fact that the economic success or otherwise of government policies, 

worker productivity and business competitiveness is judged by international yard-
sticks including the reaction of global markets to what we do and how we 
perform.

Unfortunately, when it comes to judging the effects of globalisation, opinion is divided 
and conclusive evidence in some areas is thin. To some, it is a ‘panacea’ while, for 
others, it is a catastrophe. Perhaps this reflects the fact that globalisation impacts on 
particular groups and countries in different ways. However, for a moment, let us take a 
look at some of the good and bad effects on Australia’s consumers, businesses, workers, 
governments and environment.

The effect on Australia’s inflation
Perhaps the main benefit of the most recent wave of globalisation during the 1990s, 
2000s and early 2010s is that Australian consumers have been able to buy better quality 
goods and services at much lower prices. It meant that the purchasing power of house-
hold incomes rose, lifting our living standards. Table 7.1 (p. 286) shows the dramatic 
fall of over 70 per cent in the inflation rate during the period 1990–91 to 2012–13 
(i.e. the most recent wave of globalisation) as against the high levels during the period 
1970–71 to 1989–90 (i.e. before the last wave of globalisation). While this reduction 
in inflation is not solely the result of changes in government policies that helped to 

1 What are multinationals? 
Give three important 
examples.

2 How big are multinationals?
3 Explain how each of the 

following factors help to 
explain the expansion of 
multinational business.
a Differences in wages 

between countries
b Differences in the natural 

resources of countries
c Economies of large-scale 

production
d Different government 

policies operating in 
various countries

e Flexibility in decision 
making by companies.
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286 economics down under book 1

globalise the Australian economy (e.g. tariff cuts to promote more competition, labour 
market reforms involving the use of enterprise bargaining and perf ormance-based pay, 
privatisation of government businesses, competition policy involving the ACCC, deregu-
lation of the capital market, tax reform involving lower tax rates), these measures cer-
tainly helped.

TABLE 7.1 The recent wave of globalisation may have helped to slow inflation and improve the 
purchasing power of consumers

Period of time (i.e. before and during the last wave of 
globalisation in Australia)

Annual average inflation rate 
(percentage)

Average annual inflation rates ‘before’ the most recent wave of 
globalisation (i.e. 1970–71 to 1989–90)

9.30

Average annual inflation rates ‘during’ the last wave of globalisation 
(1990–91 to 2012–13)

2.75

Sources: Data derived from ABS 1350.0 and 6401.0. 

It is likely that exposing Australia’s local and foreign-owned firms to greater inter-
national competition forced them to improve quality and become more cost efficient. 
In turn, this helped our companies to face up to imports and enabled some to avoid 
takeovers by multinationals looking for a new home.

The effect on Australia’s rate of  
economic growth
Among other things, tariff cuts, the adoption of freer trade and the easing of restrictions 
on foreign investment by the Australian government since the late 1980s, increased our 
economy’s exposure to the forces of globalisation. Supporters of globalisation claim 
that the widespread use of these policies has helped to lift our rate of economic growth 
(GDP). Their reasoning goes something like this:
•	 Greater openness involving lower tariffs and less protection under globalisation has 

forced Australia to allocate resources more efficiently into areas of production where 
we have a comparative cost advantage. Greater efficiency lifts economic growth 
because more output is produced from fewer inputs of resources.

•	 Lower tariffs force Australian firms to cut production costs and lift efficiency in 
order to survive and compete against imports. Some firms may even be able to grow 
by earning more income from rising exports sales. This helps boost economic 
growth.

•	 Lower tariffs mean that it is cheaper for Australian firms to import new equipment, 
and use more up-to-date and efficient technology in their production. This improves 
our competitiveness and sales, lifting GDP.

•	 In the long term, protection of local industry only encourages laziness, high prices, 
inefficiency and waste of resources. This slows economic growth.

•	 Lower tariffs (resulting from cuts by most governments here and around the world) 
have caused our exports to grow much faster than otherwise. For Australia between 
1984–85 and 2012–13, exported production rose from only 14 per cent of GDP, to 
around 23 per cent of GDP. Indeed, exported GDP has grown about 60 per cent faster 
than the rest of the economy. 

•	 The encouragement of foreign investment (by easing restrictions on the international 
movement of money capital) has helped to lift the total level of business investment in 
Australia. This boosts our efficiency and productive capacity, and increases economic 
growth (GDP).

By boosting Australia’s efficiency, competitiveness and exports, increased exposure to 
globalisation during the 1990s, 2000s and early 2010s has probably lifted our growth 
rate for GDP. For instance, figure 7.7 (p. 287) shows that during the 1980s (prior to 
the recent increase in globalisation), our productivity was miserable and GDP grew by 
a slow 2.8 per cent per year. By contrast (although this may be a coincidence), between 
1992–93 and 2012–13 (during the last wave of globalisation), the average annual rise 
in productivity or efficiency was up nearly 43 per cent and our annual GDP growth, 
around 14 per cent stronger. 
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287chapter 7 Economic globalisation

Although a more open and globalised economy has helped to increase our economic 
growth, there may also be weaknesses:
•	 Some economists argue that Australia’s integration into the global economy may cause 

our growth rate to become even more unstable. A severe downturn in Europe, Japan or 
the US, for example, is now more likely to cause a slowdown or recession in Australia 
(e.g. 2008–09–10).
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•	 Global forces and international competition 
have caused some firms to go bankrupt or relo-
cate overseas because they became uncompeti-
tive. In the short term, this increased structural 
unemployment and wasted our productive 
capacity. Here we think of the many victims of 
globalisation. For example, companies down-
sized, relocated or closed. These included 
Arnotts (2001), Heinz (2000), Bonlac (2000), 
Coburg Dye Works, Qenos Plastics in Altona, 
Email oven and dishwasher appliances (2000), 
BAE systems (2000), Blundstone Boots, Feltex 
Carpets (2007), Brinton’s Carpets (2007), Mit-
subishi car plant (2008), Pacific Brands (in 
2009, including Bonds underwear), BHP Bil-
liton operations at Newcastle, Telstra and 
Qantas (some operations shifted offshore), 
Blue Scope Steel and Shell Clyde Refinary 
(2011), Alcoa (2014), Qantas Avalon (2014), 
B.P. refinary (2014), Boeing (2014), Philip 
Moris (2014), Ford (2016), G-M. Holden 
(2017) and Toyota (2017). As a consequence of 
these changes and the resulting higher levels of unemployment, consumer and business 
confidence, disposable income and economic growth all have and will suffer. 

The effect on Australia’s incomes and material 
living standards
As a nation, our average income per head of population depends on how much each of us 
produces (i.e. the size of our GDP per person). If globalisation has helped Australia to grow 
its production faster than our population, then we would expect incomes to accelerate. 
In fact, this has occurred. For instance, in the period from 1982 to 1992 (before the main 
wave of globalisation in Australia), average incomes per person grew slowly by only 1.5 per 
cent per year. By contrast, figure 7.9 below shows that between 1992–93 and 2012–13 
(following increased exposure to global influences), household incomes in Australia grew 
by 2.1 per cent per year or nearly 40 per cent faster! By mid-2013, average incomes had 
reached $64  398 per person per year. With increased purchasing power due to higher 
incomes and lower prices, average material living standards rose more quickly than before. 

FIGURE 7.7 The recent wave 
of globalisation may have 
strengthened Australia’s 
productivity and accelerated 
economic growth.

Sources: Data derived from 
ABS 1350.0, 5206.0, and RBA 
Statistics and Occasional Paper 

no. 8.

FIGURE 7.8 Globalisation has 
led to business rationalisation 
and cost cutting. Some firms, 
such as GMH, Telstra and 
Qantas, have outsourced 
some of their operations 
overseas to take advantage of 
lower wages in other 
countries, enabling them to 
maximise profits.
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Additionally, higher personal incomes helped to raise more tax revenue. This then 
made the Australian government’s provision of welfare payments and community ser-
vices (e.g. public education and health) more affordable and generous than otherwise. 
These measures helped to ensure that the benefits of faster economic growth (helped by 
globalisation) were more equitably shared among lower income families. 

The effects on Australia’s labour market
Since 1991 and the acceleration of globalisation, there has been a dramatic change in 
 Australia towards a more deregulated labour market. For instance, the federal govern-
ment has encouraged the spread of enterprise bargaining and productivity-based enterprise 
agreements (on a firm-by-firm basis) to cover 85 per cent of all employees, the simplifica-
tion and scaling back of the minimum wage system, the promotion of union amalgamation, 
and the erosion of union influence in wage negotiations, and relaxed the unfair dismissal 
laws, especially for smaller firms. All this was intended to help make our workers and 
wage system more internationally competitive. However, the effects of these measures on 
unemployment and the labour market vary. Workers in competitive and efficient firms and 
industries where the growth in sales and profits are strong, have gained better incomes and 
career paths. Nevertheless, those in internationally uncompetitive parts of the economy 
(some areas of manufacturing) have suffered in the short to medium terms because of struc-
tural unemployment resulting from international exposure and its associated policies. 
Some of these changes in the labour market are summarised in the panel below.

Some effects of globalisation on the labour market
• There is a widening gap overall in private or market incomes and pay, between those unskilled 

workers on minimum wages and those on enterprise agreements. During the 1990s, 2000s and 
2010s, the latter group of workers have gained average rises almost two times greater than those on 
minimum wages. In addition, Australia’s Gini coefficient for disposable income increased, 
suggesting growing inequality in income distribution.

• There are growing numbers of part-time jobs relative to full-time jobs because employers seek 
greater flexibility in staffing. This added to income inequality.

• Some groups of workers are disadvantaged in wage negotiations in the workplace (e.g. often 
females, non–English-speaking employees, part-time workers, the inarticulate and uneducated), 
increasing inequality.

• There has been a dramatic decline in unionism in Australia (i.e. to only 16 per cent in 2012 for the 
private sector) and around the world due partly to greater competition in labour and other markets. 
This means that unions are less able to take action to protect wages from being driven down 
towards the low levels existing in poorer countries.

• As in many other industrialised Western nations, there has been a significant rise in the number of 
hours worked and, as a consequence, a reduction in the amount of leisure time.

Interestingly, there was growing dissatisfaction in Australia, especially during 2006–07, 
with the shift towards a more deregulated labour market involving WorkChoices 
legislation and Australian Workplace Agreements (called AWAs) where workers’ rights 
and bargaining position were diminished. In part, this unrest was expressed at the time 
by the defeat of the Howard federal coalition government. This government had experi-
mented with some extreme industrial relations reforms designed to make Australia more 
internationally competitive. However, at the 2007 election, the Howard government was 
replaced by the Rudd and later, Gillard Labor governments that promised to restore 
greater protection and fairness in the wage system for ordinary workers. Legislation 
passed in 2008, 2009 and 2012 attempted to make good on the promise, even though 

FIGURE 7.9 Globalisation 
(1992–93 to 2012–13) may 
have helped to increase the 
growth in Australia’s level of 
average real incomes per 
person per year.

Sources: Data derived 
from ABS 1350.0, 5206.0, 

RBA Occasional Paper no. 8A and 
RBA Statistics.
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289chapter 7 Economic globalisation

the danger was that it could reduce Australia’s competitiveness. Most recently in 2014, 
the Abbott government has asked the Productivity Commission to conduct a review of 
the Fair Work Act, to see if there are ways to improve Australia’s competitiveness.

The effect on Australia’s financial markets
Especially during the 1980s, 1990s and 2000s, Australian fi nancial markets were 
deregulated and exposed to global pressures, competition and judgements about the 
success of the Australian economy in controlling infl ation. In the foreign exchange 
market where international currencies are swapped, the dollar was ‘fl oated’ so that 
the exchange rate was decided by demand and supply. In the market for borrowing 
and lending credit, foreign banks and some building societies were allowed to set up 
in competition with the main local banks and interest rates were no longer set by the 
Reserve Bank. In addition, fi nancial markets were increasingly affected by the move-
ment of large amounts of money capital and investment, both in and out of Australia. 
This exposed our markets to volatile developments overseas. Despite this problem of 
greater instability (e.g. 2008–11) and accountability, one benefi t of global exposure and 
competition is that local interest rates (i.e. the cost of credit) have probably remained 
lower than would otherwise have been the case. This is good news for borrowers of 
credit (e.g. households, businesses) but less favourable to lenders.

The effect on Australia’s economic instability
Globalisation more closely links Australia’s domestic markets and level of economic 
activity with those around the world. This is fi ne while everything is going well over-
seas. Indeed, expanding export sales and international trade has been a very powerful 
driver that has accelerated Australia’s economic growth and prosperity. However, it has 
also meant that the country became more exposed to external shocks and disasters, 
sometimes originating in nations where standards of economic regulation are inferior 
to ours. This is clearly demonstrated in the recent global fi nancial crisis that started in 
the US (2008) and then spread through the complex international fi nancial market to 
Europe, Asia and Australia (2008–09–10–12–13).

In the US, there was inadequate supervision and knowledge of the unsound and greedy 
lending practices of key fi nancial institutions operating in the massive sub-prime home 
mortgage area. Here, even people who were unable to make large down payments to buy 
a home, or those without a reasonable income or job, could get a loan. So when there 
was a sharp decline in the infl ated values of US property that people had purchased using 
credit they could not really afford, a fi nancial crisis developed. There was a domino effect 
so when one US fi nancial institution went down; it took others with it, both in the US and 
overseas (since the fi nancial market is now a globalised or international one). Without 
access to cheap credit or fi nance, fi rms closed, workers lost jobs, consumer and business 
confi dence collapsed, investors lost much of their wealth (due to falling share, property 
and asset prices), spending fell and the recession quickly spread. The response to this has 
been a remarkable, coordinated effort by governments around the world to try to stop the 
slide into recession, using measures to stimulate household, business and public spending. 
In addition, during 2009–10–11–12, there were some moves to re-regulate and strengthen 
some aspects of the fi nancial system and more closely supervise its activities. 

The effect on consumer choice and 
ethical consumption
In some ways, globalisation and internationalisation have expanded consumer choice
when Australians are buying goods and services. This is because households and businesses 
are fairly free to buy whatever they like in markets around the world. The surge of e-com-
merce via the internet, makes shopping and banking as easy as a click of a mouse, provided 
there is the know-how and ownership of computers. In fact, it was claimed that over 60 
per cent of new Ford sales in the US were via the internet. Similarly, online shopping for 
books, clothes, appliances and entertainment by Australian consumers during 2010, 2011, 
2012, 2013 and 2014 is believed to have contributed to the slump in retail sales for stores 
such as Harvey Norman, Myer and David Jones. Despite the convenience of e-commerce, 
this raises the questions of both equity and quality in making choices. In addition, there 
are concerns about whether, eventually, choice will be diminished as more effi cient multi-
national companies come in and destroy local competitors and their product uniqueness.

FIGURE 7.10 The global 
fi nancial crisis (GFC) of 
2008–09–10, disrupted the 
progress of globalisation, 
causing some economies to 
become derailed and enter 
recession.
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290 economics down under book 1

Another development is that globalisation of communications has gradually helped 
to make some Australian consumers more aware of the ethical issues involved in their 
choice of goods and services. Indeed, the concept of Fair Trade is now important in 
some markets (e.g. cocoa, coffee) and consumers have boycotted products grown or 
made in substandard conditions, or where there is worker exploitation or environ-
mental damage. Here we might think of examples such as clothing produced in sweat-
shops by child labour and coffee purchased by multinationals at unfairly low prices 
that force hard-working farmers and their families to live in poverty.

The effect on government and 
national sovereignty
The drive towards globalisation and internationalisation in the 1990s, 2000s and 
2010s has impacted in several ways on Australia’s government. Foremost, the govern-
ment must select its economic management policies more carefully to ensure that these 
measures keep inflation down and government budgets in check. Failure to do so could 
create awful consequences for the economy, brought about by the judgements made by 
international markets and investors.

In Australia’s case, generally tighter control over budget spending has strengthened 
our international credit rating relative to some European countries like Greece.

Another consequence of globalisation and visits by multinational companies is the 
decline in national sovereignty. Foreign investors (including overseas government 
owned business) buy up Australian assets (e.g. resources, property, utilities, formerly 
locally owned company icons that were household names to older generations including 
Aeroplane Jelly, Bonds, Vegemite and Arnotts). The rising tide of private foreign debt 
and the huge CAD, partly indicate this loss of control over businesses and assets by 
Australians. Some writers argue that these worries make government policy even more 
complicated and may present a problem for future resource security, during periods of 
war or international conflict.

Finally, globalisation and the freer movement of people, goods, services and capital, 
present the government with some other very difficult issues — how to control the 
spread of terrorism (e.g. 11 September 2001; and the Bali, London, Jakarta, Spanish 
and Moscow bombings 2002–14) and the spread of weapons of mass destruction, 
illegal hard drugs, crime, worsening global pollution and warming, disease (e.g. SARS 
and Swine influenza) and massive shifts of illegal immigrants that could swamp an 
economy’s resources and infrastructure. Without effective government regulation, all 
these things could seriously undermine our non-economic living standards or quality 
of life.

The effect on society’s values 
Some commentators claim that globalisation has lifted the importance of materialism as 
one of our society’s values. Indeed, some people have opted to work harder with longer 
hours to pursue the seductive delights of increased consumption that have been encour-
aged and made possible by globalisation. This has often meant sacrificing the joys of 
family and friends, and the use of leisure time for simple recreation. It also diminishes 
the value placed on non-material influences affecting our wellbeing, including our spir-
itual health.

The effect on the environment
Little statistical data is available about the effects of globalisation and multinational 
companies on Australia’s environment. Even so, several points can be made.
The environmental effects of increased transportation of goods

Globalisation, with its emphasis on international specialisation in production and the 
growth of trade volumes (i.e. exports and imports), means there will be a rise in long-
distance shipping and air cargo. Already transport generates about 25 per cent of Aus-
tralia’s air pollution. This is because the burning of fossil fuels such as oil for transport 
involves the creation of greenhouse gases like carbon dioxide (CO2). This contributes to 
global warming. Indeed, greenhouse gas emissions from international transport between 
Australia and overseas have increased by around 65 per cent over the past 10 years. It 
is reasonable to conclude that globalisation has worsened this problem and that locali-
sation (i.e. the opposite of globalisation) may have produced less environmental harm.

Ethical issues are related to 
personal attitudes and values 
about what is seen as right or 
wrong, good or bad, desirable or 
undesirable.
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291chapter 7 Economic globalisation

Next time you have bottled water from Switzerland, prawn 
cutlets from Thailand, navel oranges from the US, feta cheese 
from Greece and olives from Spain, think of the environ-
mental impacts.
Environmental effects from increased production of goods

Production of all goods and services involves the use of natural 
and environmental resources (e.g. soils, air, climate, minerals, 
forests and the biosphere). It stands to reason that if Australia’s 
output or GDP rises as a result of globalisation, then there may 
be more environmental damage. Interestingly, in a report into 
the Australian–US free trade agreement (which commenced 
in 2005 and was designed to increase the volume of trade 
between these countries), various environmental problems 
were raised. These and others are listed below:
•	 Increased agricultural production in Australia (dairy and 

sugar especially) would mean more use of chemical fertil-
isers and pesticides that poison soils and cause blue-green 
algae blooms on rivers and lakes.

•	 Using irrigation to increase crop and meat production for export, leads to soil salinity 
problems.

•	 Increased logging of native forests, mostly for the export of woodchips, causes environ-
mental damage.

•	 Increased water use for growing agricultural exports (that make up only 3 per cent of 
our GDP), means we are exporting water from the world’s driest continent, when most 
of our cities have recently been on stage 4 water restrictions.

•	 Growing more exports has required increased land clearing. This, in turn, destroys the 
native habitat of local animals, biodiversity and recreation spaces.

•	 Increased mining of uranium for export raises serious ethical and environmental issues. 
For instance, how might this material be used and who is responsible for the safe dis-
posal and storage of the radioactive waste?

•	 Mining permanently scars and pollutes the environment. This is especially the case 
with gold mining (which uses poisons for leaching), uranium mining (which discharges 
tainted water), and copper and other ore mining (which use much water to extract the 
ore). Here we think of the well documented case of an Australian mining company 
that jointly operated the Ok Tedi mine in Papua New Guinea. This activity and the 
discharge of waste poisoned the land, water, fish and livelihoods of the many indigenous 
people dependant on the river.

•	 At the end of the day, everything produced and consumed becomes waste. By acceler-
ating this, globalisation has added to our environmental problems.

•	 Foreign multinational corporations operating as guests in Australia, or our multi-
nationals producing overseas, are basically profit seekers. Wherever possible, they 
usually try to minimise costs by using free resources like air and the environment, 
especially if there is no cost of pollution or government policy to limit emissions (e.g. a 
carbon tax or an emissions trading scheme).

Increased environmental accountability by some multinational firms

Having focused on negative environmental impacts of globalisation, there are some 
hopeful signs. Some businesses, including multinational corporations, are becoming better 
global citizens. Increasingly, firms incorporate social and environmental reporting into 
their investor publications because at least some believe they have wider responsibilities 
than just making money for shareholders, no matter what the cost. This may be driven by:
•	 fear that their poor reputation may result in consumer boycotts, and decreased sales 

and profits
•	 bad publicity in the media, perhaps driven by journalists and environmental groups 

such as Greenpeace or Friends of the Earth
•	 a backlash by shareholders that is reflected in a fall in the company’s share price
•	 fear that government will pass very strict new legislation that may limit the company’s 

operations
•	 prosecution under environmental laws (including the proposed scheme to place a tax 

on CO2 emissions)
•	 the desire by, and need for, firms to retain competent and ethical staff.

FIGURE 7.11 Cheap prices 
for clothing bought in Australia 
can sometimes be at the cost 
of poor labour conditions in 
Third World countries, with 
child labour, low pay and long 
hours in so-called sweat 
shops.

1 Globalisation has brought 
costs and benefits for 
Australia. Explain how 
globalisation is likely to 
have affected each of the 
following.
a The inflation rate
b The rate of economic 

growth
c Incomes and material 

living standards
d The labour market
e Financial markets
f National sovereignty
g Economic instability
h The environment
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•	 Try applied economic exercise 3, p. 300

•	 Try class debate 1, 2, 3, p. 302

•	 Try the report on an investigation into the nature and operation of 
multinational corporations, pp. 302–3

•	 Try the essay, p. 302

•	 Try a presentation about taking your local business offshore, p. 303

7.4 The impacts of globalisation on 
China’s economy

The past 30 years have seen a remarkable transformation of China, from a closed to a 
more open economy, integrated with global markets. Not only has this reshaped daily 
life for millions of Chinese by raising living standards, but it has also become a factory 
for the world and an Asian engine room for other economies like Australia. As such, 
it offers an interesting case study of the effects of globalisation in a region that has 
become increasingly important in the global economy.

The effect on Chinese government policies
There are several ways in which globalisation has required a big change in Chinese 
government policies:
•	 Policy on foreign investment. For globalisation to occur, China’s economy had to 

become far more open. It had to allow the inflow of foreigners and large amounts of 
international investment capital supplied by multinational companies that were eager 
to take advantage of cheap labour and a potentially large domestic market. Most of 
this overseas capital went into direct investment to start up and expand businesses, 
particularly in the populated provinces and cities near the eastern seaboard including 
Hong Kong. It helped to grow China’s productive capacity and shift the production 
possibility frontier (PPF) outwards. This influx would not have happened had the Chi-
nese government not relaxed its controls on trade, capital and the economy. Figure 7.13 
below shows the growth in foreign direct investment into China.
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The growth in foreign direct investment (FDI) in China helped to 
provide the means for growing GDP (US$ billions)
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FIGURE 7.13 The growth in foreign direct investment in China helped to provide the means for 
growing GDP.

Sources: Data for the FDI graph was derived from Ministry of Commerce of the People’s Republic of 
China and www.chinability.com; english.mofcom.gov.cn/article/statistic/foreigninvestment. Also see, US 

Congressional Research Service, China’s Economic Rise: History, Trends, Challenges, and Implications 
for the United States, 2014. The data for 1985–2012 are from the United Nations. www.google.com.au/
url?sa=t&rct=j&q=&esrc=s&source=web&cd=2&ved=0CC0QFjAB&url=https%3A%2F%2Fwww.

fas.org%2Fsgp%2Fcrs%2Frow%2FRL33534.pdf&ei=0s1LU5j_FcejiQeMoYAg&usg=AFQjCNE_
mbMb9BosP3peDbARr9AL4QjsAQ&bvm=bv.64542518,d.dGI.  

Note: data for 2013 are estimates using the Chinese Ministry of Commerce 2013 data for non-financial FDI.

FIGURE 7.12 Since Chinese 
government reforms that 
encouraged greater openness 
and globalisation in the 1980s 
and 1990s, China has become 
very competitive and able to 
export around the world. This 
has helped to accelerate its 
rate of economic growth and 
raise incomes, thereby 
allowing many to escape 
poverty and enjoy better 
material living standards.
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293chapter 7 Economic globalisation

•	 The values and principles underpinning the economic system. The Chinese government 
had to give up or modify some of its rigid socialist principles including the idea of state 
ownership of nearly all the means of production including farms, mines, factories and 
services. Indeed, following the flood of foreign-owned firms and the increased adoption 
of trade liberalisation (involving gradual cuts in tariffs and subsidies), nearly two-thirds 
of government business enterprises have been closed down because they used backward 
technology, had high costs, could not compete internationally and were unprofitable. 
Capitalist principles of profit as the guide to how resources are used and what goods 
and services are produced, had to be incorporated into the Chinese economic model. It 
also meant that the socialist ideal of equality in income had to be largely abandoned.

•	 The policy on freedom. While there is still the huge issue of limited social and political 
freedom and the lack of human rights in some areas, the regime has gradually become 
more open and transparent than previously.

•	 Policies related to poverty and urbanisation. As we shall see, globalisation sharpened 
inequality in living standards between rural areas and cities. This encouraged a huge 
influx of people into the cities. Policies were then needed to attack all the problems 
associated with increasing urbanisation and industrialisation (e.g. housing, education, 
health, water and sewerage, power, transport, pollution and waste disposal), and to 
deal with poverty and growing inequality.

•	 Legal policies. To promote an environment where foreign investors are confident, laws 
relating to the ownership of property (including intellectual property, patents and cop-
yright) and the conduct of business had to be modified.

•	 Membership of the WTO. In 2001, China became a member of the World Trade Organi-
zation (WTO) that is committed to free trade and the orderly conduct of international 
transactions between countries. This imposed requirements or obligations that had to 
be met (e.g. lowering tariffs, cutting producer subsidies, relaxing quotas on imports, 
improved government transparency in decision making, and freeing or deregulating key 
markets from government interference), and involved a change in government policies.

The effect on 
China’s export 
income and 
capital inflow
Globalisation and the associ-
ated huge influx of money 
capital from abroad have 
contributed to a spectacular 
increase in the volume of 
trade (i.e. both exports and 
imports) between China 
and the rest of the world. As 
shown in figure 7.14 below, 
this is now partly reflected 
in China’s massive balance 
of payments current account 
surplus in recent times 
(during the last wave of 
globalisation, as opposed to 
some deficits in earlier years).

The effect on 
China’s GDP 
and material 
living standards
Globalisation has helped increase China’s export income, greatly boosting aggregate 
demand and the level of national production or GDP. Because China’s population has 
only grown slowly, at around 0.7 per cent in recent years (partly due to the govern-
ment’s one-child policy for families), there has been a significant rise in average GDP 
and income per person. This is shown in figure 7.15 (p. 294). In addition, high levels 

The World Trade Organization 
(WTO) is an international 
organisation that encourages free 
trade and the orderly conduct 
of international transactions 
between countries.

1
9

8
2

–8
3

1
9

8
3

–8
4

1
9

8
4

–8
5

1
9

8
5

–8
6

1
9

8
6

–8
7

1
9

8
7

–8
8

1
9

8
8

–8
9

1
9

8
9

–9
0

1
9

9
0

–9
1

1
9

9
1

–9
2

1
9

9
2

–9
3

1
9

9
3

–9
4

1
9

9
4

–9
5

1
9

9
5

–9
6

1
9

9
6

–9
7

1
9

9
7

–9
8

1
9

9
8

–9
9

1
9

9
9

–0
0

2
0

0
0

–0
1

2
0

0
1

–0
2

2
0

0
2

–0
3

2
0

0
3

–0
4

2
0

0
4

–0
5

2
0

0
5

–0
6

2
0

0
6

–0
7

2
0

0
7

–0
8

2
0

0
8

–0
9

2
0

0
9

–1
0

2
0

1
0

–1
1

2
0

1
1

–1
2

2
0

1
2

–1
3

2
0

1
3

–1
4

*
2

0
1

4
–1

5
2

0
1

5
–1

6

C
ur

re
nt

 a
cc

ou
nt

 b
al

an
ce

 (
U

S
$

 b
ill

io
ns

)

With globalisation, increased exports and capital �ows have generally
strengthened China’s balance of payments current account, 1982–83 to 2013–14
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FIGURE 7.14 With 
globalisation, increased 
exports and capital flows have 
strengthened China’s balance 
of payments current account, 
1982–83 to 2013–14 
(US$ billions).

Sources: Data derived from 
Ministry of Commerce of the 

People’s Republic of China; www.
chinability.com/CurrentAccount.

htm and other sources. Also recent 
data from CIA Factbook, see 

www.cia.gov/library/publications/
the-world-factbook/geos/ch.html. 
Note: Data for 2013–14 are CIA 

estimates
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294 economics down under book 1

of investment, much of it from overseas, along with improvements in education, have 
also helped to increase effi ciency, especially in manufacturing. This, too, has helped to 
increase GDP, average income per person and material living standards.
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value of GDP per head (expressed in Chinese renminbi, currently equal to a bit

less than $0.2 Australian) during the latest wave of globalisation
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Effect on China’s economic instability
Globalisation has meant that China now feels global instabilities more than previously. 
During 2008–09 with the onset of the global fi nancial crisis and ensuing recession, 
China’s exports slowed, causing the growth rate in GDP for 2009 to be down from over 
13 per cent to around 8 per cent. This meant rising unemployment, falling incomes and 
lower material living standards. The impact of the 2008–09 global fi nancial crisis on 
China’s exports and GDP is shown in fi gure 7.16 below. More recently, there was also a 
slowdown in 2012–13–14 due to weaker global growth and uncertainties. Despite this 
negative impact, globalisation has also made it possible for China to grow its produc-
tion and GDP.

Trade has continued to plunge in 2009
(percentage change, year-on-year).
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FIGURE 7.15 The growth in 
China’s average living 
standards indicated by the 
accelerated rise in GDP per 
head (in Chinese renminbi, 
currently equal to a bit less 
than A$0.2) during the latest 
wave of globalisation.

Sources: National Bureau of 
Statistics, China Statistical 

Yearbook; National Bureau of 
Statistics plan report; http://www.

chinability.com, Wikipedia, the free 
encyclopedia, http://en.wikipedia.

org/wiki/Historical_GDP_of_
People’s _Republic_of_China, and 

others. Note: data for 2013–14 is a 
preliminary estimate.

FIGURE 7.16 The global 
recession with falling exports 
caused China’s rate of 
economic growth to slow.

Sources: Data reproduced from the 
Chinability website and statistics 

supplied by the Ministry of 
Commerce of the People’s Republic 

of China.
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295chapter 7 Economic globalisation

The effect on China’s income distribution
Globalisation has helped to increase the incomes of workers in the manufacturing cities 
of China’s eastern seaboard. However, because agriculture has not enjoyed the same 
spurt in effi ciency as the manufacturing industry (with 30 per cent of the population 
living in rural areas), there is growing income inequality and rural unemployment and 
poverty are still quite high. Figure 7.17 below shows the rise in income inequality. 
Notice the clear upward trend line for China’s Gini coeffi cient (where a coeffi cient of 
0.0 is total equality and a Gini of 1.0 is total inequality) from 0.249 in 1982–83 to a 
high of 0.491 in 2008–09, before easing to 0.474 in 2012–13. In addition, there are 
251 billionaires, 2.7 million millionaires (in $US terms) and 13 per cent of the popu-
lation living in poverty on less than $1.25 US per day.

Despite this growing income gap between the rich urbanised Chinese and rural com-
munities, there has been a strong decline in overall poverty thanks to the efforts of 
the government and the extra revenues generated by greater business activity, driven 
largely by globalisation and rising exports. Indeed, between 1986 and 2012, poverty 
numbers fell in rural areas by over 115 million. However, this still leaves about 
18 million people in absolute poverty. Additionally, in rural villages there are now 
around 79 per cent with made roads, 96 per cent with electric power, 74 per cent with 
telephones, 95 per cent primary school attendance, 73 per cent with hospitals and qual-
ifi ed doctors and 88 per cent with TV cables. While parts of China are still very poor, it 
is highly unlikely that the same progress would have been made without globalisation. 
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FIGURE 7.17 Globalisation has contributed to growing income inequality (*measured by the Gini 
coeffi cient where 0.0 = equal and 1.0 = unequal).

Sources: Data derived from various sources including Zen Gu’an and Hu Jinjing, ‘On the income gap between urban 
and rural residents since the end of the 1970s and its impacts on rural consumption’, Economic Review, no. 1, 

2008; the UN Human Development Reports 2007–08, 2008–09, 2009–10, 2010–11, 2011–12, 2012–13 and other 
sources.

Effect on China’s environment and non-material 
living standards
One of the great costs of the Chinese globalisation that has accelerated export produc-
tion, increased incomes and reduced poverty in rural areas, is the extensive damage 
that has been infl icted on the natural environment. In other words, there is a trade-off
between the pursuit of material progress and protecting non-material wellbeing. One 
issue for China is the huge rise in the demand for electricity that results from indus-
trial growth. It has meant that, on average, two new coal-fi red power stations have 
been built each week in recent years, spewing out high levels of emissions. Indeed, 
recently China was reported as having 7 of the 10 most polluted cities in the world 
for air quality. It has also been claimed that only 1 per cent of China’s 560 million city 
dwellers breathe air that is considered safe! CO2 emissions now almost equal those of 
the US and together these economies produce about 40 per cent of the world’s total 
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296 economics down under book 1

CO2 emissions. In turn, these and other toxic wastes released into rivers, soils and air 
contribute to global warming, climate change, severe weather events and serious health 
problems. In China, there are reports of cities with unusually high cancer rates, and of 
tainted food resulting from environmental pollution, slack standards of quality control 
and unethical behaviour by some companies. These outcomes erode the quality of life 
for the Chinese and lower their non-material living standards. Having said this, the 
government has begun to accelerate its efforts to clean up the environment, by tight-
ening laws and improving enforcement.

Try the multiple-choice test, pp. 299–300

Try applied economic exercises 5, 6, pp. 300–1

7.5 International responses to 
globalisation

To some extent, globalisation has been encouraged by the existence of three important 
international institutions — the World Trade Organization (WTO), the World Bank and 
the International Monetary Fund (IMF). While supporters of these institutions claim they 
have helped to reduce world poverty and increase living standards in low-income nations 
by growing international trade, there are many vocal critics who believe that these organ-
isations exist for the benefit of rich nations (e.g. the US) and greedy transnational busi-
nesses. More extreme elements say they should be abolished because they have done more 
harm than good in Third World nations. Indeed, recent meetings held by these and other 
affiliated organisations have often drawn violent and angry protests.

The World Trade Organization (WTO)
The World Trade Organization (WTO) is an international institution set up to:
•	 encourage the expansion of global trade as a means of accelerating economic growth
•	 establish and enforce rules for the conduct of trade between member countries
•	 settle trade disputes between countries.
The WTO came into existence in 1994. It was designed to carry on the multilateral (i.e. 
many nations) trade negotiations of its predecessor, the General Agreement on Tariffs 
and Trade (GATT) that was set up in 1948 after the end of World War II. Under this 
treaty, member nations organised what was called the Uruguay rounds of trade talks. 
These were aimed at reducing tariffs and other trade barriers such as agricultural sub-
sidies that protected local producers of services, and manufactured and agricultural 

1 Identify and explain the 
key changes in Chinese 
government policies that 
helped to accelerate 
globalisation in China.

2 Explain how globalisation in 
China has affected each of 
the following:
a The value of exports
b The level of GDP
c Economic instability
d Inequality in the 

distribution of income.

FIGURE 7.18 Although 
globalisation and increased 
production have helped to 
increase incomes and make 
people better off materially, the 
environment has suffered from 
polluted air (as shown at this 
factory in western China), 
poisoned soils and degraded 
rivers. These problems now 
undermine non-material living 
standards.
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297chapter 7 Economic globalisation

goods. Other rounds of negotiation followed including the Kennedy round, Tokyo 
round and the Doha round. Today, GATT is the central treaty on which the WTO is 
established. It is broken into agreements involving trade in goods and services, move-
ments of capital or investment, intellectual property rights and the trading policies of 
member governments.

Critics of the WTO believe that free trade widens rather than narrows the income dif-
ferences between rich and poor countries. Some claim that the organisation is managed 
in a way that allows rich nations to manipulate the rules of trade to suit their commer-
cial interests. It is noted that only a few of the WTO’s stated aims have actually been 
realised. Regrettably there are still massive agricultural subsidies provided to European 
and US farmers (but not Australian farmers) that have not been abolished, even though 
such a move may benefit poorer, less influential developing countries.

The World Bank
The World Bank was established in 1944 and now involves 184 countries. It is an 
international financial institution set up to provide technical and financial help in the 
form of financial loans and grants to member nations. The money may be used for 
numerous purposes, such as to build schools to improve literacy, roads and bridges 
to develop transport, and water, gas and electricity infrastructure to assist growth in 
national production (GDP) and improve living standards. Initially the World Bank pro-
vided loans to help rebuild some European countries such as France after World War II. 
However, the emphasis soon shifted away from Europe to helping economic devel-
opment in poorer countries, with the aim of reducing global poverty and improving 
people’s living standards. One consequence of this lending was that Third World debt 
ballooned by around 20 per cent a year in the late 1970s and early 1980s. Servicing 
this debt required even more lending and, until more recent times, the problem just 
grew larger. After significant debt forgiveness, and attempts to improve the efficiency 
of Third World governments and economies who borrowed credit, the recent focus has 
been on promoting the United Nation’s millennium development goals that seek to 
improve the daily lives of people in low-income countries.

Critics argue that the underlying free market approach for economies pushed by 
the World Bank (i.e. involving reforms such as lower tariffs, market deregulation, pri-
vatisation, downsizing government) actually harms uncompetitive countries, especially 
if things are changed too quickly. Others say it is controlled by a few influential rich 
countries who manipulate lending to suit their international business and strategic 
aims.

FIGURE 7.19 Opponents of 
globalisation think it leads to 
the exploitation of workers 
and the environment, and that 
rich multinational companies 
and countries are becoming 
far too powerful. Here workers 
from the Occupy movement 
protest against corporate 
greed.

The World Bank is an 
international financial institution 
set up to provide technical and 
financial help in the form of 
financial loans and grants to 
member nations.

1 How has globalisation 
been encouraged by 
international organisations 
including the World Bank, 
the International Monetary 
Fund (IMF) and World Trade 
Organization (WTO)?

2 Why are some groups 
hostile towards the work of 
international organisations 
such as the IMF and WTO?
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298 economics down under book 1

The International Monetary Fund (IMF)
The International Monetary Fund (IMF) is a global organisation with headquarters in 
Washington. It keeps an eye on the world’s financial system. It was set up in 1944 to 
help stabilise international exchange rates, promote economic development, provide 
technical assistance and act as a lender of last resort to governments. Nearly all United 
Nations countries contribute to a pool of money from which members can borrow on a 
temporary basis in times of crisis (e.g. 2008–09–10–11–12 following government expen-
sive financial rescue packages to boost confidence in the banking system). However, 
certain preconditions must be met by borrowers, perhaps including the privatisation of 
government businesses, the sale of public assets and running budget surpluses. 

Again this globalised organisation has its critics who often claim that it serves the 
interests of multinationals. For instance, it allowed mostly Western firms to buy up 
good privatised government monopoly businesses in poor countries and other assets at 
low fire-sale prices. In addition, in some countries including eastern Europe, Argentina 
and Kenya, IMF policies have been seen as a cause of economic crises, suffering and 
lower living standards.

•	 Try a folio of annotated media commentaries using print or electronic 
materials, p. 308

The International Monetary Fund 
(IMF) is a global organisation 
that keeps an eye on the world’s 
financial system. It was set 
up in 1944 to help stabilise 
international exchange rates, 
promote economic development, 
provide technical assistance 
and act as a lender of last resort 
to governments with financial 
troubles.
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In order to satisfactorily complete VCE Economics Unit 2, 
Outcome 2, the teacher must decide whether the student has 
demonstrated the general achievement of the set of outcomes 
specifi ed for the unit, including key knowledge and key skills for 
Outcome 2. The teacher’s decision should refl ect results from 
a selection of school-based assessment tasks. Generally, this 
assessment should take place as part of the normal teaching and 
learning program. In addition, most assessment will be completed 
in class under a limited time frame. With this in mind, teachers 
may select from an appropriate range of tasks provided on the 
following pages.

Multiple-choice test questions

Using the multiple-choice answer grid, select the letter (A, B, C, 
D) that represents the most appropriate answer for each question, 
by marking it with a tick (✓).

Answer grid

Question A B C D

1

2

3

4

5

6

7

8

9

10

11

12

13

14

Question 1
Economic globalisation involves:
A multinational and transnational companies.
B the movement of money capital and production from country to 

country.
C a move towards the creation of a single international market for 

particular goods or services.
D all of the above features.

Question 2
Concerning economic globalisation, which statement is generally true?
A The process has been underway now for at least 200 years.
B The process did not start until the 1940s.
C The process did not start until the 1980s.
D The process did not start until the 1990s.

Question 3
The process of economic globalisation has not been helped by:
A the continued existence of tariffs and other government controls 

in different economies.
B market deregulation in Australia and elsewhere.
C cheap electronic communication and faster transport systems.
D international differences in the cost of labour and other 

resources needed for production.

Question 4
Concerning economic globalisation, which of the following is false?
A David Ricardo was an Italian economist who made the idea of 

globalisation popular in the 1990s.
B Colonisation by European nations in Africa, India, Asia, Australia 

and the Americas resulted in the international growth of 
commodity trade.

C The Great Depression of the 1930s and World Wars I and II 
slowed the process of globalisation.

D International agreements and organisations such as WTO, 
World Bank, IMF and the creation of the EU have helped 
globalisation.

Question 5
Which statement about the annual sales of Wal-Mart stores and 
other multinational corporations is false? Wal-Mart’s annual sales 
are higher than:
A Australia’s GDP
B Israel’s GDP
C Sweden’s GDP or General Electric’s annual sales
D Singapore’s GDP or Ford’s annual sales.

Question 6
Which statement is generally false? Economic globalisation helps:
A corporations take advantage of differences in labour costs that 

are an important consideration in the manufacture of some 
goods.

B provides corporations with access to natural resources that would 
not otherwise be available in their country of origin.

C increase per unit costs of production for corporations by 
diversifi cation in production.

D increase the fl exibility of corporations in decision making to 
maximise profi ts.

Question 7
Economic globalisation is helped by governments that:
A have fewer environmental laws.
B impose higher tax rates on foreign companies.
C have minimum wage legislation as in Australia.
D offer production subsidies only to locally-owned fi rms.

Question 8
Economies of large-scale production gained by some multinational 
corporations most accurately involve:
A mass production.
B lower variable costs as production is increased.
C lower per unit fi xed costs because these costs can be spread 

more thinly over more units of output.
D the exploitation of labour as a means of lifting profi ts as 

companies get bigger.

Question 9
Which of the following is not normally an effect of economic 
globalisation?
A Economic growth is usually increased by greater effi ciency and 

larger export volumes.
B Infl ation is increased.
C Up to a point, the product range for consumers may be 

increased.
D Governments need to consider the effects of their policies on the 

reaction of global traders and markets, and the impact on the 
infl ation rate since these considerations affect our international 
competitiveness.

Question 10
Economic globalisation may cause:
A the disappearance of some national companies or their takeover 

by foreign investors.
B massive shifts in population and the spread of illegal drugs and 

crime from one country to another.
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C the depression of local wage levels towards those in cheap labour 
countries overseas.

D all of the above.

Question 11
Globalisation in China has led to:
A increased exports.
B increased direct and portfolio investment that has grown 

productive capacity and expanded the country’s production 
possibility frontier.

C greater effi ciency and cost cutting within local fi rms.
D all of the above.

Question 12
Which of the following is incorrect? Globalisation in China has 
generally tended to:
A increase pollution and health problems, lowering some aspects 

of non-material living standards.
B reduce the Gini coeffi cient for the distribution of income 

between individuals.
C decrease poverty.
D cause people to move from rural areas to cities.

Question 13
The opposite of economic globalisation is:
A economic internalisation.
B economic localisation.
C economic corporatisation.
D economic commercialisation.

Question 14
Concerning international organisations and institutions in the 
global economy, which statement is least correct?
A The WTO believes in protection and the use of tariffs among 

member countries, so as to create more jobs.
B The IMF supervises the global fi nancial system and tries to 

promote a degree of exchange rate stability.
C The World Bank is often criticised because its free market 

policies can damage fragile Third World economies.
D The IMF is a lender of last resort to governments in fi nancial 

diffi culties, but this involves the borrowing countries meeting 
certain conditions.

Terminology revision

Table 7.2 is a list of some 
of the main economic terms 
used in chapter 7. Briefl y and 
accurately write out defi nitions 
for each of the terms listed 
below. Alternatively, an 
interesting way to help you learn 
these terms is to construct a 
crossword or word puzzle using an online program.

TABLE 7.2 Economics terms used in chapter 7

company takeover fi xed production 
costs of a fi rm

labour intensive industries

comparative cost 
advantage

globalisation multinational company

deregulation of 
fi nancial markets

horizontal 
integration of fi rms

productive capacity of a 
nation

deregulation of 
the labour market

infrastructure vertical integration of fi rms

economies of 
large-scale 
production

International 
Monetary Fund

World Bank

World Trade Organization

Weblinks
Use the crossword weblink 
to help you create your 
puzzle.

Applied economic exercises

Question 1
A What is meant by the term economic globalisation?
B It took 38 years after its invention for radio to be used by 50 

million consumers, 16 years for personal computers, 13 years 
for TV, and only four years for the World Wide Web! How has the 
WWW helped to accelerate the globalisation of commerce and 
business?

C Examine the data contained in table 7.3 showing 
changing transport and communication costs. How 
have declining transport and communication costs 
helped the process of globalisation and the spread of 
multinationals?

TABLE 7.3 The changing costs of transport and communication 
(US$), 1920 to 2008

Year

Sea 
freight
per ton

Air 
transport
per mile

Telephone call for 
3 minutes, 

London–New York

Computers price 
index

(1990 = 100 points)

1920 $95 N/A N/A N/A

1930 $60 $0.68 $245 N/A

1960 $27 $0.16 $32 12  500

2008 $18 $0.11 $0.70 45

Sources: Data approximate only and derived from the UN data base, World 
Bank, IMF and other sources.

D How did colonisation by European powers some centuries ago 
help lead to globalisation?

E Using an encyclopedia in your school library or the internet 
(using an approved search engine), fi nd out details of David 
Ricardo’s economic theory of international specialisation and 
comparative cost advantage. Use this to write a brief report.

Question 2
A Why are there large wage differences between countries? Which 

countries are seen by multinationals as low-wage countries? 
Explain how wage differences between nations lead to 
globalisation.

B What are economies of large-scale production? Explain how 
globalisation can help multinationals gain these economies and 
make better profi ts.

C Explain the methods used by some governments to attract 
multinationals. Why are some governments often keen to do this?

Question 3
A Globalisation has meant that the Australian economy has had to 

undergo change and become more internationalised. What sorts 
of changes have been forced upon the Australian government 
and society due to economic globalisation?

B Outline one cost and two benefi ts to Australia, of economic 
globalisation.

Question 4
Examine table 7.4 showing statistical indicators for more and less 
globalised countries.
A What is globalisation?
B Quoting examples, is there any apparent relationship between 

the level of globalisation and material living standards? Explain 
your answer.

Question 5
‘Globalisation has transformed the Chinese economy.’ After 
examining table 7.5 (p. 301), try to answer the questions that 
follow. Where appropriate, quote statistics from the table.
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TABLE 7.4 Globalisation and its impacts

Country

Index of globalisation (higher 
value out of 100 points means 

more globalised), 2013

GDP per head per year (in 
purchasing power parity or 

PPP dollars, 2013)

Poverty rates (% of the 
population — latest 

available)

Switzerland 86.3 46  430 7.9

Australia 81.6 43  070 11.1

China 59.4 9844 12.7

India 51.7 4077 29

Papua New Guinea 45.7 2834 33

Rwanda 42.2 1538 45

Chad 40.15 2539 80

Niger 37.8 829 63

Liberia 30.81 703 80

Eritrea 27.3 707 50

Sources: Poverty rates derived from Nationmaster, see www.nationmaster.com/country-info/stats/Economy/Population-below-
poverty-line; Globalisation index derived from globalization.kof.ethz.ch/; GDP per capita in PPP terms mostly derived from the IMF 

and World Bank via Wikipidia, the free encyclopedia, en.wikipedia.org/wiki/List_of_countries_by_GDP_(PPP)_per_capita. Notes: The 
‘Globalization Index’ is a refl ection of the openness, adaptability and responsiveness of the economy to economic, social and political 

change at home and abroad. It is constructed from three sub-indexes of globalisation — economic, social and political. GDP expressed 
in terms of PPP is designed to remove the differences in the purchasing power of a unit of currency due to differences in prices paid for 
goods and services. ‘Poverty’ defi nitions and hence measures vary considerably from country (e.g., Australia) to country (e.g., India), 

making comparisons rather subjective and imprecise.

TABLE 7.5 Some economic indicators for the Chinese economy

Chinese indicator Period, 1997–2012

1.  Percentage growth in GDP 487

2.  Percentage growth in urban real average 
income per capita

336

3.  Percentage growth in rural real average 
income per capita

207

4.  Percentage growth in total investment (local 
and overseas) in plant and equipment

746

5.  Percentage change in the size of the Gini 
coeffi cient for income distribution

24

6.  Percentage increase in CO2 emissions 206

Sources: Date derived from China’s Economic Statistics; Science News; 
China Statistical Yearbook 1997 and 2012; www.nature.com/nclimate/

journal/v2/n9/abs/nclimate 1560.html

A The size of China’s economy measured by GDP more than 
quadrupled between 1997 and 2012. Identify and outline 
two reasons this growth has been so rapid.

B Why might you have expected China’s infl ation rate to accelerate 
between 1997 and 2012?

C How has the growth in urban manufacturing industry in China 
helped reduce rural unemployment and underemployment rates 
(where people are not working to capacity)? What urban 
problems have been created as a result?

D Examine the graph shown in fi gure 7.20 below showing 
differences in Chinese annual incomes across different 
occupations.
(i)  Why are income differences in China today much larger 

than in previous times (e.g. following the socialist revolution 
of 1949 and the next three decades)?

(ii)  Explain why average incomes in agriculture are today much 
lower than those in manufacturing, and especially banking 
and fi nance, and information technology.

Question 6
Read the article ‘Imported food’s green toll’ before answering the 
questions that follow.
A In what ways might economic globalisation add to environmental 

problems?
B Given environmental damage, what is an alternative to economic 

globalisation?

FIGURE 7.20 Income 
differences in China by 
occupation

Sources: Data derived from state 
Bureau of Statistics of the People’s 

Republic of China, China’s 
Yearbook of Statistics, China’s 

Statistics Press and other sources.
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A report on an investigation 
into the nature and operation 
of multinational corporations

The task
This is a small group activity and it involves some research into 
various aspects of a multinational corporation such as American 
Express, BHP Billiton, Deutsche Bank, Exxon, Ford, General 
Electric, Johnson & Johnson, McDonald’s, Microsoft, Nike, Shell, 
Sony and Union Carbide. You may like to fi nd out information 
about the following:
•	 the structure and size of the organisation
•	 the reasons for its global expansion
•	 how the company gains a competitive advantage
•	 the use of technology in the corporation
•	 the nature of the relationship between the corporation and the 

host country
•	 use ‘Google’ as a search engine to try to fi nd criticisms of these 

companies.
OR
An alternative to the research theme outlined is to conduct a 
survey in your home of the basic goods and services purchased 
by your family. Discover what proportion of the basket of items in 
your home is produced or sold by foreign-owned multinationals 
as opposed to locally-owned fi rms (note — the AUSBUY Guide is 
useful for this purpose). Use your survey results to:
•	 construct graphs showing the degree of foreign business 

penetration into the Australian market

Analysis of visual evidence — a 
cartoon

There are many cartoons in this text that can be used to extend 
a student’s understanding of economics. Why not examine the 
cartoons using the following questions as a guide?
•	 What is the economic concept being presented in the cartoon?
•	 What is the main message of the cartoon?
•	 What is your reaction to the cartoon? Do you agree with what it is 

saying?
•	 Is the message of the cartoon politically biased or distorted in 

some way? Explain your answer.

An essay

Write a 400-word essay that evaluates or weighs up ‘the important 
costs and benefi ts of economic globalisation for Australia’.

A class debate

After dividing into teams (one for the affi rmative and one for the 
negative), work with others to prepare a debate about one of the 
following topics:
1. ‘That economic globalisation is a blessing not a curse for 

Australia and the global economy.’
2. ‘That economic globalisation leads to a lack of consumer choice 

and a way of life modelled on that of the United States.’
3. ‘That economic globalisation must be stopped before it is too late.’

Slow Foods Victoria spokeswoman Kelly 
Donati said consumers needed to be con-
scious of the carbon footprint of the food 
they eat, in the same way they now regard 
water.

‘Water used to be viewed as an endless 
resource, but now we know it’s not the 
case. We have to start thinking the same 
way about carbon emissions,’ she said.

People needed to get used to less choice 
at the supermarket.

‘I’ve seen people having a tantrum 
because they can’t get tomatoes in the 
middle of winter, it’s insane,’ Ms Donati 
said.

‘People no longer know what is in 
season, we’ve lost touch with our food.’

Source: Article reproduced from the Herald Sun, 25 January 2009, p. 41.

FIGURE 7.21 
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Imported food’s green toll
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ELENI HALE and MITCHELL TOY
DOZENS of common grocery items are travelling tens of 
thousands of kilometres and generating hundreds of kilograms of 
carbon to get onto Melbourne supermarket shelves.

Oranges from California, garlic from China, kiwifruit from Italy 
and � sh from Vietnam were among foods bought during a Sunday 
Herald Sun survey this week.

The basket of 17 imported foods travelled a total of 190  144 km.
Their transport across the globe created more than 200 kg of 

CO2 — the equivalent of driving from Melbourne to Adelaide in a 
medium-sized car.

The carbon � gure relates to air transport and does not include road 
travel or production practices that would increase the CO2 count.

Experts said food miles were clocking up unnecessarily.
Carbon Reduction Institute environmental director Gavin Pereira 

said the impact of excessive food transport would be felt by future 
generations, left to cope with climate change, extreme weather 
and food shortages.

‘People should avoid food that has been � own in. This typically 
includes expensive, out of season produce with low shelf life,’ he 
said.

‘We can ease the burden on future generations today by eating 
local and seasonal produce.’

Slow Foods Victoria spokeswoman Kelly Donati said consumers 
needed to be conscious of the carbon footprint of the food they 
eat, in the same way they now regard water.

‘Water used to be viewed as an endless resource, but now we 
know it’s not the case. We have to start thinking the same way 
about carbon emissions,’ she said.

People needed to get used to less choice at the supermarket.
‘I’ve seen people having a tantrum because they can’t get toma-

toes in the middle of winter, it’s insane,’ Ms Donati said.
‘People no longer know what is in season, we’ve lost touch with 

our food.’
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•	 fi nd out more about a number of the companies noted in your 
survey (e.g. their home base, their size, their marketing 
strategies, their impact on the Australian economy and so on).

Your basket of items for the survey might include:

 1.  electrical appliances  6.  fruit
 2.  car  7.  underwear
 3.  breakfast cereal  8.  hair shampoo
 4.  banking  9.  insurance
 5.  shoes 10.  magazines

Presentation
Your group’s fi ndings could be reported in various ways. For example:
•	 a PowerPoint data show involving computer-generated slides 

presented to the class
•	 a wall chart or poster
•	 a class talk, perhaps illustrated using overhead transparencies 

containing graphs, diagrams, fl ow charts, advertising materials, 
photographs

•	 a written report of 400 words containing graphs and other 
illustrative evidence.

References
The internet can be a great way to obtain information about some 
multinational corporations. Most companies run their own home pages.

A report on an investigation 
into the nature and impacts of 
globalisation using a web quest

Web quests are a great way to explore the topic of globalisation.

Weblink
Use the globalisation weblink in your eBookPLUS to help 
explain what globalisation is and how it affects:
•  individuals
•  Australia
•  the world.
Present this report in written form or as a PowerPoint data show.

A presentation about 
taking your local business 
offshore

Working individually or in small groups, your task here is to 
imagine that you are an owner of an Australian manufacturing 
business wanting to expand your operations to become a 
multinational. You are investigating possible countries for your 
expansion plans. For example, would you want to grow your 
Australian business, or would you go offshore, perhaps to China, 
Fiji, the Philippines, Indonesia, India, the United Kingdom, the 
United States or Brazil?

To get you thinking, start by reading the article ‘Advance 
Australia where? Our brand drain’. Also, you can examine 
the table showing what has happened to dwindling numbers 
of Australian fi rms and their well-known brand names over the 
years.

Select one of the products mentioned in the article and 
imagine you own the company that produces this item. In 
deciding in which country to locate your new operations, try to 
consider some of the following aspects (as applied to the product 
you selected):
•	 the level of wage rates or labour costs
•	 labour force size and level of education and training
•	 market size (located domestically and overseas)
•	 transport or freight costs of materials and fi nished goods (both 

domestically and to overseas)
•	 the cost of borrowing business credit to fi nance your 

expansion
•	 government policy towards overseas fi rms and the environment 

(in the selected country)
•	 the provision of infrastructure (e.g. government provision of 

water, power, transport)
•	 rates of company tax
•	 the availability and cost of the natural and other resources you 

require
•	 the level of competition faced (e.g. are there rival fi rms?). 

(continued)

Advance Australia where? Our brand drain
By KATE ADAMSON, Consumer reporter
THERE are only a handful of iconic Aussie 
brands still made in Australia and owned 
by Australians.

A Sunday Herald Sun survey found only 
eight of 42 well-known Australian brands 
remain truly Australian.

The mass exodus to foreign shores comes 
as companies resort to using cheaper labour 
in China and other developing countries.

Or the brands have been victims of take-
over deals by global giants.

One of the few remaining Australian 
made and owned products, Blundstone 
boots, announced last week it would make 
the boots in Thailand and India.

It will shut its Hobart plant, sacking more 
than 300 workers.

It joins other Australian brands being 
made overseas such as King Gee Jeans, 
Kookaburra cricket bats and Pelaco shirts.

Tim Tams, Holden cars, Milo and Sherrin 
footballs are still made here, but are owned 
by foreign companies.

And the Hills Hoist clothesline, featured 
in the Sydney Olympics opening cer-
emony, moved production to China last 
month.

‘The cost to make some things in Aus-
tralia is higher than to make the same thing 
in China,’ Hills Hoist spokesman Graham 
Twartz said.

Australian Manufacturing Workers’ Union 
Victorian secretary Steve Dargavel said 
manufacturing, which employed more than 
a million Australians, was dying.

‘It’s not because wages are too high, it’s 
because federal government policy has 
failed us,’ Dargavel said.

Social analyst David Chalke said Austral-
ians were emotionally attached to many 
brands, but hip pockets came � rst.

‘On a simple level we want the Australian 
cricket team to win and we want Australian 
manufacturing to win,’ Mr Chalke said.

‘But if it can’t, we think it’s not our fault. 
It’s not our job to save companies. Our job 
is to feed the kids and pay the mortgage.’
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References
You will need access to a computer and the internet in order to 
conduct research into the areas of consideration that are listed 
above.

In addition, use various 
search engines (e.g. Google) 
to locate the necessary 
information. The statistical 
data found in table 7.6 
(pp. 305–7), for example, 
have been mainly extracted 
from the internet. It may give 
you a useful start. Try to select 
a country for which relevant 
information is available.

Weblink
Use the following weblinks 
in your eBookPLUS to � nd 
statistical and other data 
about your product of 
choice:
•  CIA data base
•  OECD data base
•  World Bank data base
•  NationMaster 
•  ACTU or the international 

labour movement.

Source: Herald Sun, 28 January 2007.
Note: Since publication, some Australian brands are now foreign owned and others sourced overseas.

AUSTRALIAN OWNED 
AND MADE

FOREIGN OWNED, BUT 
MADE IN AUSTRALIA

AUSTRALIAN OWNED 
BUT MADE OVERSEAS

FOREIGN OWNED AND 
MADE

Rosella tomato sauce Vegemite — Kraft, US Jockey underpants — China Bushells — Unilever, Britain/ 
Netherlands — Indonesia

Four’N Twenty pie Holden Commodore —
General Motors, US

Sunbeam kettles — China Speedo — Pentland, 
Britain — China

Akubra hat Sherrin football — Russell 
Athletic, US

Sheridan sheets — China Vicks Vaporub — Procter 
and Gamble, US — India

SPC Ardmona — Coca 
Cola, US

Hills Hoist — China Redheads — Swedish 
Match — Sweden

Kookaburra cricket ball Uncle Tobys — Nestlé, 
Switzerland

Kookaburra cricket bats —
India

Drizabone oilskin coat Tim Tam — Campbell’s, US Billabong — China

RM Williams boots Aeroplane Jelly — 
McCormick, US

Pelaco shirts — China

Victa lawn mower Streets ice-cream — 
Unilever, 
Britain/Netherlands

KingGee —China

Berri juice — National Foods, 
Philippines

Stubbies — China

FIGURE 7.22

Big M — National Foods, 
Philippines

Slazenger — China

Milo — Nestlé, Switzerland Malvern Star — China

Western Star butter — 
Fonterra, New Zealand

Allens sweets — Nestlé, 
Switzerland

FIGURE 7.23

Cherry Ripe — Kraft 
Foods, US

Cheezels — Campbell’s, US

Violet Crumble — Nestlé, 
Switzerland

Nobbys Nuts — PepsiCo, US

Mortein — Reckitt 
Benckiser, Britain

Aerogard — Reckitt 
Benckiser, Britain

Presentation
You need to prepare and submit either:
•	 A written company report
OR
•	 A multimedia presentation that reports your fi ndings and 

conclusions to the class (involving a PowerPoint presentation)
In setting out your fi ndings, you might include the following:
•	 Introduction. An introduction that outlines the product or 

company you chose to research
•	 Factors considered important. Select, justify and explain the 

main considerations (select a range from the list given or include 
other important factors) that would be important for your 
expanding company, in making a decision about which country 
you would choose for location. You should also include why you 
selected one country over another.

•	 Conclusion. Sum up your fi ndings.
Illustrate your work with diagrams, downloaded digital photos, 
cartoons, tables, and Excel-generated graphs.

This activity would take a minimum of 6–7 lessons to complete.
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TABLE 7.6 Some factors affecting where multinational 
companies locate their operations

Part 1 International comparisons of hourly minimum wages 
(US$ and purchasing power parity or PPP)

Country
Hourly wage rate

(US$)

Hourly 
(international 

dollars or 
purchasing power 

parity or PPP)

 1. Australia 16.88 10.63

 2. Luxembourg 14.24 11.1

 3. France 12.22 10.71

 4. Belgium 11.69 10.13

 5. New Zealand 11.59 8.91

 6. Ireland 11.09 9.20

 7. Netherlands 10.99 9.63

 8. United Kingdom 10.02 8.76

 9. Canada 9.95 7.71

10. Japan 8.32 5.64

11. United States 7.25 7.25

12. Spain 5.57 5.57

13. Greece 5.06 5.19

14. South Korea 4.63 5.87

15. Taiwan 3.88 7.40

16. Hong Kong 3.87 3.98

17. Brazil 2.11 2.18

18. Iran 2.10 3.50

19. Malaysia 1.24 1.79

20. Thailand 1.21 2.04

21. China 1.19 1.73

22. Papua New Guinea 1.10 1.31

23. Fiji 1.05 1.05

24. Russia 1.04 1.81

25. Kuwait 1.03 0.87

26. Ukraine 0.91 2.37

27. Bangladesh 0.09 0.19

28. Philippines 0.73 1.09

29. Mexico 0.61 0.89

30. Indonesia 0.52 0.86

Country
Hourly wage rate

(US$)

Hourly 
(international 

dollars or 
purchasing power 

parity or PPP)

31. Vietnam 0.30 0.56

32. India 0.28 0.61

33. Sri Lanka 0.26 0.50

34. Cuba 0.05 0.08

35. Uganda 0.01 0.03

Part 2—International comparisons of labour productivity

Ranked country comparisons of 
labour productivity (GDP per hour 
worked) from highest to lowest

Productivity index in 2013, as 
% US (US = 100 points 

baseline,  2013)

 1. Norway 111.6

 2. Luxembourg 108.8

 3. United States 100.0

 4. Belgium 90.6

 5. Netherlands 89.2

 6. France 88.0

 7. Germany 85.2

 8. Ireland 83.3

 9. Australia 83.0

10. Denmark 82.8

11. Sweden 82.1

12. United Kingdom 76.3

13. Canada 74.7

14. Switzerland 74.1

15. Spain 73.7

16. Italy 66.9

17. Japan 65.0

18. Singapore 61.6

19. Hong Kong 61.3

20. Taiwan 59.4

21. New Zealand 54.7

22. Greece 48.7

23. South Korea 48.0

24. Mexico 24.1

Part 3—International comparisons of worker effi ciency or productivity by industry (USA is the index  baseline = 100 points)

Industry

USA Australia Germany Japan
United 

Kingdom
South
Korea

(the base for 
comparison = 

100%)

(% US 
worker 

effi ciency)

(% US 
worker 

effi ciency)

(% US 
worker 

effi ciency)

(% US 
worker 

effi ciency)

(% US 
worker 

effi ciency)

1. Rubber and plastics 100 67 65 82 118 10

2. Textile products 100 66 91 64  80 28

3. Basic fabricated metals 100 56 81 81  43 31

4. Chemicals, petroleum and coal 100 51 54 71  65 18

5. Paper, printing and publishing 100 45 77 55  48 19

6. Food products 100 44 65 32  43 10

7. Machinery, transport and equipment 100 44 86 98  59 28

8. Electricity, machinery and equipment 100 37 71 80  51 30
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TABLE 7.6 (continued)

Part 4 International comparisons of the global 
competitiveness index (GCI) 2013–14 

Note: This index is based on scores for a country’s institutions, 
education, health, infrastructure, market size, effi ciency, innovation, 
business sophistication and macroeconomic environment

Country/Economy

GCI 2013–14

Rank Score

Switzerland 1 5.67

Singapore 2 5.61

Finland 3 5.54

Germany 4 5.51

United States 5 5.48

Sweden 6 5.48

Hong Kong SAR 7 5.47

Netherlands 8 5.42

Japan 9 5.40

United Kingdom 10 5.37

Norway 11 5.33

Taiwan, China 12 5.29

Qatar 13 5.24

Canada 14 5.20

New Zealand 18 5.11

Saudi Arabia 20 5.10

Australia 21 5.09

France 23 5.05

Malaysia 24 5.03

Korea, Rep. 25 5.01

Ireland 28 4.92

China 29 4.84

Chile 34 4.61

Part 5 International comparisons of electricity costs 
(US cents per kilowatt hour) 

Country/territory
US cents/kilowatt hour (KWh — most data 

is for 2012–13)

 1. Denmark 40.38

 2. Germany 36.25

 3. Philippines 36.13

 4. Belgium 29.08

 5. Netherlands 28.89

 6. Italy 28.39

 7. Ireland 28.36

 8. Sweden 27.10

 9. Switzerland 25.00

10. Hungary 23.44

11. Chile 23.11

12. Spain 22.73

13. Australia 22 to 39.80

14. Singapore 20.88

15. Japan 20 to 24

16. United Kingdom 20.0

17. Papua New Guinea 19.6 to 38.8

18. France 19.39

Country/territory
US cents/kilowatt hour (KWh — most data 

is for 2012–13)

19. Mexico 19.28

20. New Zealand 19.15

21. Brazil 16.20

22. Fiji 12 to 14.2

23. Hong Kong 12.04 to 24.05

24. Iceland 9 to 10

25. United States 8 to 17

26. China 7.5 to 10.7

27. Malaysia 7.09 to 14.76

28. Vietnam 6.20 to 10.01

29. South Korea 5.50 to 52.2

30. Thailand 4.46 to 9.79

31. Iran 2 to 19

32. Russia 2.4 to 14

33. Saudi Arabia
1.3 for the fi rst 
2,000 kWh/month then to 6.9

34. Kuwait 1

Part 6 International comparisons of the average level of industrial 
strikes by workers (average working days lost per 1000 employees)

Strike rank 
for selected 
countries Country

Average number of working 
days lost through strikes 
per 1000 employees per 

year

 1 Denmark 296 

 2 Iceland 244 

 3 Canada 217 

 4 Spain 189 

 5 Norway 135 

 6 South Korea  95 

 7 Ireland  90 
 8 Australia  86 

 9 Italy  76 

10 France  67 
11 United States  60 
12 Finland  55 

13 Greece  29 

14 Turkey  28 

15 Hungary  25 

16 Belgium  22 

17 Mexico  22 

18 United Kingdom  22 

19 Portugal  20 

20 New Zealand  20 

21 Sweden   9 

22 Poland   6 

23 Netherlands   4 

24 Austria   2 

25 Switzerland   2 

26 Germany   2 

27 Japan   1 
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TABLE 7.6 (continued)

Part 7 International comparison of average private sector 
lending rates for businesses (% per year)

Country 
Interest rates (%) on lending 

(2012)

Brazil 36.6 

Kenya 19.7 

Ukraine 18.4 

Jamaica 17.6 

Argentina 14.1 

Vietnam 13.5 

Sri Lanka 13.3 

Iraq 13.0 

Egypt, Arab Rep. 12.0 

Indonesia 11.8 

Papua New Guinea 10.8 

India 10.6 

Russian Federation  9.1 

Hungary  9.0 

Thailand  7.1 

Australia  7.0 

Fiji  7.0 

China  6.0 

New Zealand  5.8 

Philippines  5.7 

Qatar  5.4 

Singapore  5.4 

Korea, Rep.  5.4 

Italy  5.2 

Hong Kong SAR, China  5.0 

Malaysia  4.8 

Mexico  4.7 

United States  3.3 

Switzerland  2.7 

Japan  1.4 

United Kingdom  0.5 

Part 8 International comparison of rates of company tax rates 
(% of company profi ts, 2013)

Area/country
Company tax rate 2014 

(% profi ts)

North America average 33

Africa average 28.58

South America average 27.61

Oceania average 27

OECD average 25.32

Global average 24.08

European Union average 22.75

Asia average 22.49

Area/country
Company tax rate 2014 

(% profi ts)

 1. Japan 38.01

 2. United States 40

 3. France 33.33

 4. Italy 31.4

 5. Philippines 30

 6. Australia 30

 7. Germany 29.58

 8. New Zealand 28

 9. Canada 26

10. Indonesia 25

11. China 25

12. Malaysia 25

13. South Korea 24.2

14. United Kingdom 23

15. Vietnam 22

16. Sweden 22

17. Thailand 20

18. Russia 20

19. Switzerland 17.92

20. Taiwan 17

21. Hong Kong 16.5

22. Ireland 12.5

23. Qutar 10

24. Bermuda 0

25. Bahamas 0

26. Cayman Islands 0

27. Isle of Man  0

Sources: Part 1: Data derived from Wikipedia, the free encyclopedia, 
countries selected from a table. See en.wikipedia.org/wiki/List_of_

minimum_wages_by_country. Note: Most data is for 2012 or 2013. Part 
2: Data derived from The Conference Board,  Total Economy Database, 

Summary statistics 1997–2014, Summary tables, Table 6: Labour 
productivity and per capita income levels and the effects of working hours 

and labour utilization, 2013 (estimates). See www.conference-board.org/
data/economydatabase. Part 3: these fi gures should only be used as a 

general guide, they are now rather dated and probably tend to exaggerate 
the current difference in worker effi ciency with US workers following 

government effi ciency policies (e.g. tariff cuts, workplace agreements) and 
improved productivity growth, 1994–2006. Data derived from an article 

by Fiona Carruthers, ‘US workers twice as effi cient in factory output’, The 
Australian, 24 August 1994, p. 4. Part 4: Table copied directly from ‘Table 

of country rankings’, PDF, Excel fi le www.weforum.org/reports/global-
competitiveness-report-2013-2014. The world Economic forum, 2013, 

The Global Competitiveness Report 2013–2014, P15. Table 3: The Global 
Competitiveness Index 2013–2014 rankings and 2012–2013 comparisons, 

see www.weforum.org/reports/global-competitiveness-report-2013-2014. © 
2013 World Economic Forum www.weforum.org/gcr. Part 5: Data derived 
from Wikipedia, the free encyclopedia, see Electricity Pricing, en.wikipedia.

org/wiki/Electricity_pricing. Note: Cost is only a rough guide. Special 
power rates apply in some countries for businesses and rates also depend 

on the quantity purchased and the season. Part 6: Data selected from 
NationMaster, Labour, Strikes, Countries compared www.nationmaster.

com/country-info/stats/Labor/Strikes. Note: data for annual average, 
1996–2000. Part 7: Data from the World Bank, Lending interest rates, 

data.worldbank.org/indicator/FR.INR.LEND. Part 8: Data for the graph 
was derived from KPMG, Corporater tax rates, see www.kpmg.com/global/
en/services/tax/tax-tools-and-resources/pages/corporate-tax-rates-table.aspx

c07EconomicGlobalisation.indd   307 11/09/14   12:51 PM

U
N

C
O

R
R

E
C

TE
D

 P
A

G
E

 P
R

O
O

FS



SCHOOL ASSESSMENT TASKS AND LEARNING ACTIVITIES

308 economics down under book 1

A folio of annotated media 
commentaries using print or 
electronic materials

Carefully select four newspaper articles for a media folio about 
globalisation as an economic issue. For instance, these media 
commentaries may report:
•	 the activities and impacts of a multinational corporation 

operating in Australia or overseas
•	 the economic, social and environmental impacts of globalisation
•	 the impact of globalisation on government policies, here and 

overseas
•	 the latest activities of global institutions such as the WTO, IMF 

or World Bank
•	 local and international developments that accelerate or slow the 

rate of globalisation.
Annotate these articles. Here you might identify, explain and 
discuss the major ideas raised in the media article. These extracts 
could come from various sources including print (i.e. newspapers 
and magazines) or the internet. Be sure to clearly indicate or 
footnote the source of this information.

Analysis of visual evidence — 
watching a DVD or program

There are a number of interesting DVDs covering the topic 
of globalisation. Try viewing one of the following:
 1. Ethics & the consumer (Classroom video, 2010)
 2. Globalisation and free trade: at what price (ABC, 2004)
 3. The bitter taste of tea (SBS, 2010)
 4. Chocolate — the bitter truth (ABC, 2010)
 5. Nokia — a decent factory (SBS, 20/4/06)
 6. Wal Mart — the high cost of low price (Foxtel, 31/5/07)
 7. The men who would conquer China (ABC, 27/8/07)

 8. Life and debt (Madman, Australia)
 9. Impacts of globalisation (Classroom video)
10. Globalisation is good (Video Education Australasia)
11. ‘A dollar a day dress’ (Cutting Edge)
12. Globalisation and Australian business — Rip Curl, a case 

study (Video Australia)
13. No sweat — Nike
14. The new rulers of the world
15. Ketchup in the curry
16. Exploring the global economy (Learning Essentials and Video 

Classroom)
17. Impacts of globalisation (Classroom video)
18. The global market impact (VEA Production)
19. Tales from the global economy (Series includes the following 

programs)
 –  ‘The cuppachino trail’ (Classroom video)
 –  ‘The global economy’ (Classroom video)
 –  ‘Global connections’ (Classroom video)
20. Global business — a case study of video in Brazil (Classroom 

video)
21. Mardi Gras made in China (Classroom video)
22. Steel war — how globalisation sparks off war for market 

share, jobs and political power (Classroom video)
23. Addicted to money — program 2, nowhere to hide (ABC 1, 2 

November 2009)
24. The assent of money — program 6, Chimerica (ABC 1, 2 July 

2009)
25. Issues of globalization — program 2, environmental impacts 

and sustainability (ABC 1, 27 August 2012)
26. Foreign correspondent, made in China (ABC 1, 24 March 

2009)
27. China rising — program 4, made in China (Al Jezeera, 24 

May 2013)
During the program, make brief notes on important issues for 
later analysis or class discussion.
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SUMMARY

Defi nition and history of economic globalisation
•	 Economic globalisation refers to the spread of business, trade and investment across 

national borders, and the unifi cation of local markets to become big international 
markets. 

•	 Globalisation has been enabled and accelerated by the deregulation of markets and econ-
omies by national governments, improved speed and cheapness of transport and com-
munications, technological advances and the increased mobility of money and capital. 

•	 Globalisation is not a new development and it seems to move in waves. However, the 
process has accelerated in recent decades. For instance, colonisation by European 
powers over the past 300 or so years and the growth of commodity trade in wool, min-
erals and grains, certainly accelerated the process. 

•	 As noted by economist, David Ricardo, international specialisation in areas of com-
parative cost advantage assisted the trend, as did the move towards tariff reductions, 
freer trade and the formation of international treaties, trading blocs (e.g. the EU) and 
agreements (e.g. WTO, IMF, World Bank).

Reasons for economic globalisation
•	 Today globalisation is driven by a belief that it will make people and economies richer 

through increased effi ciency and the acceleration of trade. However, there are also 
good reasons why some corporations go global (i.e. become multinationals or trans-
nationals) — it is benefi cial for their effi ciency, costs, profi tability and growth. 

•	 More specifi cally, the benefi ts for multinational corporations of globalisation relate to:
– the minimisation of labour costs by moving to low-wage countries for labour 

intensive production 
– a greater access to natural resources than would be available in the country of origin
– the gaining of better economies of large scale by expanding the size of the business; 

in this way, costs that are relatively fi xed (e.g. product development, management) 
can be spread more thinly reducing the per unit cost or price of the product

– an ability to take advantage of helpful government policies offered in some coun-
tries (e.g. absence of environment controls, tax concessions or exemptions, free land 
or cheap power) that are good for profi ts

– the desire to minimise transport and storage costs
– improving the fl exibility in company decision making.

The effects of economic globalisation for Australia’s economy
Globalisation has both good and bad effects on individuals, countries and regions. For 
Australia:
•	 Globalisation and openness have helped lower infl ation by exposing local producers to 

intense foreign competition as tariffs are reduced.
•	 Globalisation and openness increased structural unemployment in the short term by 

forcing the closure of uncompetitive local industries and fi rms. However, in the long 
term, globalisation can probably help increase employment in areas where there is 
good effi ciency and a comparative cost advantage exists.

•	 By forcing governments, fi rms and workers to lift effi ciency, globalisation has probably 
helped to accelerate economic growth.

•	 Globalisation and openness have helped lower the cost of credit or interest rates 
through stiffer competition among fi nancial institutions (e.g. banks).

•	 Globalisation has increased consumer choice or product variety by giving our con-
sumers access to foreign items, provided that the unique local product is not forced out 
of the market.

•	 Globalisation has forced government policy to focus on the control of infl ation, the 
promotion of economic effi ciency and cost reduction, responsible budgetary and mon-
etary policies, and the acceleration of microeconomic reforms.

•	 Globalisation may create environmental problems if foreign companies are encouraged 
by governments not concerned by pollution or damage to the natural environment.

•	 Globalisation may have led to the spread of crime, terrorism, illegal drugs and uncon-
trollable migration which could undermine both economic and nonmaterial living 
standards of countries.
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The effects of globalisation on China’s economy
Over the past 30-odd years, globalisation has had both good and bad effects on the 
Chinese economy. These include:
•	 The effect on government policies (i.e. related to foreign investment, private owner-

ship, economic and social freedoms, poverty, the legal system, and membership of 
international organisations)

•	 The effect on the level of export income and capital fl ows (i.e. the dramatic rise in 
foreign investment often by multinationals, the explosion of export production, sales 
and income, and the rise in the country’s current account surplus)

•	 The effect on GDP and material living standards (i.e. growing investment and exports 
boosted AD and led to increased GDP and higher average incomes or purchasing 
power)

•	 The effect on economic instability (i.e. severe booms and recessions originating over-
seas can cause signifi cant instability in China due to its greater international exposure 
associated with globalisation)

•	 The effect on income distribution (i.e. growing inequality between incomes of workers 
living in the globalised cities on the eastern seaboard and those in the rural regions; 
rural poverty remains but has decreased as workers move to cities in search of jobs and 
better incomes)

•	 The effect on the environment (i.e. the trade-off for rapid growth in exports, GDP and 
living standards has been environmental destruction and pollution that impacts on 
non-material living standards including health).

International reactions to globalisation
•	 Internationally, there are mixed reactions to economic globalisation. 

– On the one hand, some people believe that it helps improve the living standards of 
all people, including those in Third World economies. 

– On the other hand, some believe that it mostly benefi ts rich countries and that it 
needs to be stopped. 

•	 There are three complementary international institutions that have been set up to 
facilitate globalisation and expand international trade as a means of promoting econ-
omic development:
– the World Trade Organization (WTO)
– the International Monetary Fund (IMF)
– the World Bank.
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Economic globalisation

Economic globalisation
It represents the spread of business, trade and investment across national borders
and the uni�cation of national markets and individual economies to form one big

global economy with international markets. It is the opposite of localisation.

Bene�ts
• Greater efficiency, more exports
 and hence faster economic growth
• Lower inflation rates via stiffer
 competition
• Higher incomes and material living
 standards
• Creation of new jobs/employment
 in some industries
• Increased consumer choice
• Governments required to improve
 their performance as economic
 managers
Costs
• Structural unemployment in some
 industries
• Loss of economic control/
 sovereignty
• More incomes payable overseas
 and a bigger CAD
• Degrades the environment

Some reasons for globalisation include

1. Minimisation of labour
costs—cheap labour or wages

2. Better access to cheap natural
and other resources

(e.g. power minerals, taxation)

3. Increased economies of large
scale through global expansion

4. Encouragement of multinationals
by some government policies

and inducements

5. Minimisation of transport
costs for raw materials and

�nished products

6. Increased �exibility in
decision making by �rms

Globalisation has good and bad effects on countries.

World Bank World Trade
Organization (WTO)

International
Monetary Fund (IMF)

International institutions that help promote globalisation

On Australia
Bene�ts
• Improved government policies and 
 deregulation of excessive controls
• Increased levels of investment and
 exports help to grow productive
 capacity, accelerate economic
 growth and create more jobs
• Increased exports help to create a
 BOP current account surplus
• Higher incomes and material living
 standards, and reduced poverty
Costs
• Pollution and environmental
 problems
• Income inequality between urban
 and rural
• Drift of population to cities
 creating problems
• Government businesses close
 down

On China

FIGURE 7.24
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