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GLOBALISATION AND ECONOMIC INTEGRATION

1. Define the process of globalisation and explain how it has affected people’s lives.

2. Refer to Extract 1.1 and discuss the main features of the new global economy.

3. Define the term ‘economic integration’ and explain how it is linked to the process of 

globalisation.4. Describe the characteristics and forces that underpin the process of globalisation.

5 Discuss the growth in world output and trade due to the process of globalisation.  Why did 

world output and trade decline in 2009?  What are the IMF’s forecasts for global economic 

recovery in 2010-11?
6. Discuss the main categories of world exports of goods and services.

7. How has globalisation affected the shares of world exports going to high, middle and low 

income countries?  Refer to Figure 1.5 in your answer.

8. Discuss the impact of the Global Financial Crisis on global financial flows in 2008-09.  What 

are the main types of financial instruments traded on global capital markets?

9. List the most important currencies and foreign exchange markets that make up the world foreign 

exchange market.10. Distinguish between foreign direct and portfolio investment.  What factors have led to the 

growth of these types of investment on a global scale?

11. Contrast the composition of world foreign direct investment between 1995 and 2008 for high, 

middle and low income countries from Table 1.10.  Account for the changes in the shares of 

world foreign direct investment for each of these three country groups between 1995 and 2008.

12. Discuss the linkages between MNCs and foreign direct investment.  List some examples of 

MNCs, their countries of origin and the industries in which they operate.

13. Discuss the features of global production webs operated by MNCs.

14. Explain how developments in technology, transport and communications have assisted the 

process of globalisation and the growth in world output and world trade.

15. What is meant by the international division of labour?  How has the specialisation and mobility 

of labour assisted the globalisation of production?

16. Discuss the impact of globalisation on the growth of migration and workers’ remittances.

17. Define the following terms and abbreviations and add them to a glossary:

 REVIEW QUESTIONS

communicationsdebt securitiesderivatives trading
economic integration

electronic commerce
equity securitiesforeign direct investment

global financial flows
global foreign exchange

global production webs

ETMsFDI
HCNsICT

ILO 
MNCsNIE 

PCNsTCNsWWW

global trade flows 
globalisationinformation technology revolution

international division of labour

international migration
Internetportfolio investment 

technology diffusion
transportworkers’ remittances

Review Questions
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Gross World Product

The	size	of	th
e	global	or

	world	eco
nomy	is	measured	by

	the	Intern
ational	M

onetary	Fu
nd	(IMF)	through

	

the	compilation	o
f	data	whi

ch	values	
countries’

	Gross	Domestic	Prod
ucts	(GDPs)	at	purchasing power 

parities	 (PPP).	 	
World	GDP	at	PPP	

is	the	tota
l	market	valu

e	of	all	go
ods	and	s

ervices	pr
oduced	by

	

all	 countr
ies	 over	 a

	 given	 tim
e	 period	

(usually	 o
ne	 year),	

adjusted	 f
or	 nation

al	 variatio
ns	 in	 pric

es	

and	differ
ent	exchan

ge	rates.		
World	GDP	at	PPP	

is	valued	i
n	US	doll

ars	as	this
	is	the	wo

rld’s	reserv
e	

currency	
and	is	 the

refore	a	m
easure	of	

world	out
put	or	pr

oduction	
in	real	 ter

ms.	The	total	va
lue	of	

world	out
put	or	GD

P	in	PPP	
terms	was	US$

69,809b	i
n	2009.

Figure 1.1 shows	th
e	composition	o

f	world	o
utput	bet

ween	adva
nced	econ

omies	and	em
erging	an

d	

developin
g	econom

ies.	The	33	advan
ced	econo

mies	accoun
ted	for	53

.9%	of	world	G
DP,	whilst	t

he	149	

emerging	and
	developin

g	econom
ies	accoun

ted	for	46
.1%	of	world	

GDP.	This	means	that	t
he	relative

ly	

smaller	num
ber	of	 adv

anced	 eco
nomies	 (33)	d

ominate	 the	
global	pro

duction	o
f	 goods	 a

nd	 service
s	

compared	to	t
he	larger	n

umber	of	em
erging	and

	developin
g	econom

ies	(149).

Figure 1.1: The Composition of World Output in 2009

Emerging and Developing Economies 46.1%
Advanced Economies 53.9%

Source: IMF (2010), World Economic Outlook, April.

Figure 1.2: The Shares of World Output in 2009

Other Emerging and Developing Economies 22.6%
Brazil 2.9%

Russia 3%
India 5.1%

China 12.5%
Other Advanced Economies 12.2%Japan 6%

Euro Area 15.2%
United States 20.5%

Source: IMF (2010), World Economic Outlook, April.

However	in
	terms	of	the	gr

owth	of	n
ational	GD

P’s,	emerging	and
	developin

g	econom
ies	have	be

en	able	

to	sustain	
higher	rat

es	of	grow
th	than	th

e	advance
d	econom

ies	and	the
ir	share	of

	world	GD
P	has	tend

ed	

to	increas
e	over	tim

e.	This	is	evide
nt	in	Figure 1.2	which	

shows	the
	shares	of

	world	ou
tput	in	20

09	

according
	to	major	coun

tries	and	g
roups	of	c

ountries.	T
wo	cases	i

n	point	in
clude	the	

large	deve
loping	

economies	of	Chi
na	and	In

dia	in	dev
eloping	A

sia,	whose
	shares	of	

world	GD
P	were	12

.5%	and	5.1%
	

in	2009.	C
ombined	they

	exceeded
	the	share

	of	world	
GDP	of	the	E

uro	Area	a
nd	approa

ched	the	s
hare	

of	world	G
DP	account

ed	for	by	
the	world

’s	largest	e
conomy,	the	Uni

ted	States
.
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Changes	in	the	shares	of	world	exports	of	goods	between	1995	and	2008	are	shown	in	Figure 1.5.		East	

Asia	and	the	Pacific	increased	its	share	the	most	from	7%	to	13%	whilst	the	high	income	countries’	

share	fell	from	83%	to	69%	between	1995	and	2008.		World	trade	in	services	has	continued	to	grow	

because	of	the	rise	in	incomes	and	the	demand	for	specialised	services,	as	well	as	improvements	in	global	

technology	and	communications.	The	main	categories	of	services	in	world	trade	are	the	following:

•	 Transport	 services	performed	by	 residents	of	one	economy	 for	 those	of	another	economy.	They	

include	the	carriage	of	passengers	and	the	movement	of	goods	or	freight.

•	 Travel	includes	goods	and	services	acquired	from	an	economy	by	travellers	or	tourists	for	their	own	

use	during	personal	or	business	visits	of	less	than	one	year.

•	 Insurance	and	financial	services	include	freight	insurance,	other	types	of	insurance,	and	financial	

intermediation	services	such	as	commissions,	foreign	exchange	transactions	and	brokerage.

•	 Computer,	 information,	 communications	 and	 commercial	 services	 include	 international	

telecommunications;	postal	and	courier	services;	computer	data;	news	related	services;	construction	

services;	royalties	and	licence	fees;	technical	services;	personal,	cultural	and	recreational	services.

World	service	exports	were	valued	at	US$3,799,197m	in	2008	with	the	advanced	economies	accounting	

for	79.3%	(down	from	84%	in	1995)	and	emerging	and	developing	economies	for	20.7%	(up	from	

16%	in	1995).		The	top	ten	developing	economy	exporters	of	commercial	services	(refer	to	Figure 1.6)	

accounted	for	13%	of	world	commercial	service	exports	in	2008.	The	growth	in	service	exports	from	

emerging	and	developing	countries	is	mainly	due	to	the	increased	use	of	outsourcing	and	offshoring.

Figure 1.5: Changes in Shares of World Exports of Goods 1995-2008

Figure 1.6: Top Ten Developing Economy Exporters of Commercial Services 1995-2008

Source: World Bank (2010), World Development Indicators 2010, World Bank, Washington DC

Source: World Bank (2010), World Development Indicators 2010, World Bank, Washington DC.
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The global economy continued to recover in 2010 following the sharp contraction experienced 

in late 2008 and early 2009 because of the Global Financial Crisis. W
orld output contracted by 

-0.6% in 2009 but was forecast to grow by 4.2% in 2010, with recoveries underway in major 

economies such as the USA, Euro Area, Japan, China and East Asia.

However the recovery in Europe stalled in mid 2010 as a sovereign debt crisis
 affected a number 

of countries including Greece and Spain which faltered under the weight of large budget deficits, 

high levels of public debt and failures in their banking systems. Although recovery proceeded in 

China in 2010 concerns emerged over inflation and an asset price bubble in the housing market 

which required a tightening of macroeconomic policy.  E
lsewhere governments began to implement  

measures to reduce their budget deficits through cuts in spending and higher taxes. Continuing 

financial market instability in 2010 was indicative of fragile levels of global confidence.

EXAMINE ECONOMIC ISSUES

•  Examine the effects of globalisation on economic growth and the quality of life, levels of

   unemployment, rates of inflation and external stability;

• Assess the potential impact on the environment of continuing world economic development;

• Investigate the global distribution of wealth; 

• Assess the consequences of an unequal distribution of global income and wealth; and

• Discuss the effects of protectionist policies on the global economy.  

THE GLOBAL 

ECONOMY

 

TOPIC FOCUS

  This topic focuses on the study of the operation of the global economy and the impact

  of globalisation on individual economies. 

  Students should learn to examine the following economic issu
es and apply the following 

  economic skill
s in Topic 1 of the HSC course:

APPLY ECONOMIC SKILLS

•  Analyse statistics 
on trade and financial flows to determine the nature and extent of global 

interdependence;

•  Assess the impact on the global economy of international organisations and contemporary trading 

bloc agreements; and

•  Evaluate the impact of development strategies used in a range of contemporary and hypothetical 

situations.

1Skills Outcomes
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