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Edexcel A2 Economics

4 Trade protectionism and globalisation

Essay questions

1
(a)
The causes of globalisation include:

· the growth of TNCs associated with reduced transport costs, reduced communication costs and capital market liberalisation

· reduced trade barriers linked to the work of the WTO, application of the law of comparative advantage

· the opening up of economies to world markets, e.g. China and former communist countries

· economic development in LDCs leading to more demand for foreign goods

· higher real incomes which create increased demand for imported goods (depending on the value of the marginal propensity to import)

· an increase in the number and size of trading blocs



Evaluative points include:

· the increase in the number and size of trading blocs

· prioritising the factors

· a critical view of the accuracy of measures of trade and world GDP

· the application of concepts such as income elasticity of demand and marginal propensity to import

· deglobalisation resulting from the financial crisis 
[20]

(b)
Explain the application of the law of comparative advantage, and include the following benefits:

· increased world output, higher living standards

· reduction in absolute poverty in LDCs

· for consumers: lower prices (increased consumer surplus), more choice

· for firms: larger markets, benefits arising from economies of scale

· technology transfer

· increased tax revenues



Evaluative points include a consideration of the costs of globalisation, for example:

· over-dependence on imports or on exports

· exploitation of labour

· negative externalities from increased trade, e.g. increased air freight causing pollution, climate change

· increased inequality between developed economies and LEDCs

· TNCs might engage in tax-avoidance policies, causing a reduction in tax revenues for governments
[30]
2
Answers on the economic effects of trading blocs could include:
· an understanding of the term ‘trading blocs’ and the various types: free-trade areas, customs unions, common markets and monetary unions

· a consideration of trade creation, based on the law of comparative advantage

· the consequent implications for global economic growth, resource allocation, global inflation rates and inequality

· a consideration of trade diversion (you might use distortion of comparative advantage in evaluation)

· the free movement of labour within a common market leading to increased geographical and occupational mobility

· an increase in FDI


Evaluative points include:

· the differential impact on those countries in blocs and those outside blocs

· trade diversion: the distortion of comparative advantage

· the short-run and long-run effects, e.g. in the long run, the WTO might have further success in reducing trade barriers between blocs

· the impact depends on the number of trading blocs and on the size and extent of protectionist measures
[20]
Data response questions

3
(a)
Key features of globalisation include any two of the following (examples should be included to illustrate the points made):
· increased interconnections between countries

· increase in world trade

· increase in capital movements between countries

· increase in migration between countries

· increase in tourism
[5]

(b)
Reasons for deglobalisation include:

· recession in developed countries

· loss of confidence in the banking system, banks’ unwillingness to lend to each other

· the unwillingness of banks to lend to businesses to finance trade

· loss of confidence by businesses resulting in less foreign direct investment
[8]

(c)
An assessment of the disadvantages could include:
· demand is likely to be income elastic, causing a more than proportionate fall in demand when real incomes fall

· therefore, there will be a significant fall in the number of tourists

· this will have the following implications:

· a fall in employment

· a fall in GDP

· a fall in foreign currency earnings from tourism

· a deterioration in the current account balance

· a loss of tax revenues: deterioration in the fiscal balance

· effects on airlines, hotels etc.


Evaluative points include:

· the differential effects on different countries

· the size of tourism as a proportion of GDP

· the impact on the current account depends also on the number of people travelling abroad from the domestic economy

· the impact depends on length of the recession
[12]
(d)
Consider:

· the distortion of comparative advantage leading to a fall in specialisation and a decrease in world output, a fall in living standards, rising unemployment

· a decline in world trade

· possible inflationary consequences

· retaliation

· a diagram to show the effect of a tariff on price, domestic production and imports



Discussion points include:

· the effects on consumers, e.g. higher prices, loss of consumer surplus

· the effects on producers, e.g. higher domestic output within the EU

· welfare losses

· tax revenue to the government

· implications for the balance of trade



Evaluative points include:

· the differential effects of tariffs on developed and developing countries

· the impact depends on the extent of trade as a percentage of GDP, e.g. it will be  a major impact on Japan, but a lesser impact on India (up to 2 application marks available for data references)

· protectionism might be a rational response by politicians facing an election — to protect employment (at least in the short run)

· tariffs: the significance of PED/PES for the impact on the amount imported — the impact will depend on the level of tariffs

· short-run/long-run effects

· retaliation

[15]
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