Globalisation and MNCs
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What drives multinationals to expand?

* Higher profits and a stronger position and market access in
global markets

* Reduced technological barriers to movement of goods,
services and factors of production

* Cost considerations — a desire to shift production to countries
with lower unit labour costs

* Forward vertical integration (e.g. establishing production
platforms in low cost countries where intermediate products
can be made into finished products at lower cost)

* Avoidance of transportation costs and avoidance of tariff and
non-tariff barriers

* Extending product life-cycles by producing and marketing
products in new countries
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Benefits for UK Economy

Opportunities for UK
businesses to trade and invest
overseas

Access to cheaper goods and
services from emerging
market countries — leading to
higher real incomes
Opportunities to live, study
and travel overseas

Bigger export markets —
chance to exploit economies
of scale

More intense competition —
drives innovation and
economic efficiency

Globalisation has lifted
hundreds of millions of people
out of absolute poverty
around the world

The emergence of an extra
one billion ‘middle class’
consumers worldwide is a
huge export opportunity for
the UK

Falling cost and rising speed of
global communications and
transport has helped to bring
people closer together
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Drawbacks for UK Economy

Risks of increase in structural
unemployment in industries /
regions that lose demand to
lower-cost competition from
overseas

Globalisation may lead to rising
income and wealth inequality
Increase in global trade / output
has an environment effect —
increased use of non-renewable
resources and CO2 emissions
Globalisation of brands —
perhaps a loss of cultural
diversity

UK government has less control
- economy may become more
vulnerable to external shocks
Surge in inward migration of
labour has brought economic
and social tensions
Globalisation contributed to the
sharp fall in interest rates and
widening trade imbalances that
were part of the root cause of
the credit crunch

High food and fuel price
inflation has hurt lower income
families most

tutor2u




