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Globalisation 
 
W orldw ide econom ic integration w here econom ies open them selves up to w orld-w ide 
free trade allow ing the free m ovem ent of goods and services, labour and capital like FD I 
and external finance. 
 
Globalisation involves International Econom ic O rganisations and is likely to involve 
harm onisation betw een econom ies in areas like regulation on pollution. 
 
It is w orth highlighting the dependency LD Cs have on developed econom ies. 
 

Type of econom ic 
integration 

Lim itations to the 
extent of 
integration 

A dvantages to 
LD Cs 

D isadvantages to 
LD Cs 

Extension of free 
trade, facilitated by 
the W orld Trade 
O rganisation 

Regional trade blocs 
such as the EU  and 
N A FTA  practise 
external 
protectionism  

A llow s developing 
econom ies to 
generate export 
earnings w hich can 
be used to finance 
im ports 

Prim ary exports 
suffer volatile prices 
w hich decline in the 
long run so reduce 
gains from  trade 

Capital m obility 
allow ing FD I by 
m ultinationals 

Low est incom e 
econom ies such as 
those in sub-
Saharan A frica get a 
very sm all share of 
investm ent 

A ccess to 
technology and 
skills transfer 

Technology m aybe 
inappropriate w hich 
im pacts on incom e 
shares 

Capital m obility 
allow ing the flow  of 
external finance 

U nequal access to 
com m ercial loan 
m arkets for the 
poorest and m ost 
heavily indebted 
econom ies 

A bility to offset low  
dom estic savings 
w ith borrow ed 
funds 

There exists a risk of 
high indebtedness 
w hich gives rise to 
opportunity costs 
(and the question of 
w ho is responsible) 

Labour m obility 
allow ing 
international 
m igration 

Legal/adm inistrative 
barriers to 
m ovem ent of 
w orkers 

A ccess to skilled 
labour 

M ay lead to a net 
outflow  of skills as 
skilled hum an 
capital m igrates out 
of the econom y 

Extension of m arket 
system , entitled 
“structural reform s” 
by the W orld Bank 
and IM F 

There is debate over 
the appropriate role 
for governm ent 
intervention 
m eaning in practise 
the preferred 
im plem entation is 
m arket friendly 

Efficient resource 
allocation through 
the free m arket 
allow s for rate of 
econom ic grow th to 
be m axim ised 

M arket failures liable 
to hinder 
developm ent 

 
H om ew ork 
 
Read the article “W hat are the A rgum ents For and A gainst Foreign A id?” in Econom ics 
Today, N ovem ber 2003 and add to notes as necessary. 
 
A nsw er Essay Q uestion 15 in A ppendix 3 in the Study Guide for M onday 14th M arch 2005. 


