
 

 

Discuss the Impact of Globalisation on the Global Economy 

 

Globalisation is the process of integration between economies as barriers to trade are removed 

and economies become more and more intertwined. This process has had resounding impacts 

upon several areas of the global economy, including trade in goods and services, technology 

developments, division of labour and migration, investment and financial flows.  

 

Globalisation has impacted trade in goods and services. As the global economy becomes more 

integrated, trade has increased significantly as barriers to entry and restrictions of transportation 

have decreased. This has resulted in global trade now being 125 times in 1960 level and 

approximately 58% of gross world product (GWP). Globalisation has also impacted the 

composition and direction of trade. Previously the composition of trade was largely directed 

towards manufactures and raw products, which a country may not have access to or not able to 

produce easily. However composition is now becoming more and more slanted to services and 

with services accounting for ⅔  of global output yet only ¼ of global exports, there is a lot of 

room to grown in this. The direction of trade has also shifted as a result of greater integration 

between countries; in the past decade alone the East Asia and Pacific region countries 

experienced the most rapid increase in trade with their share of global trade surging from 7% to 

19%. 

 

The globalisation of finance has had major impacts in terms of linking the economies of the 

world. Following the financial deregulation of the 70’s and 80’s, controls on foreign currency 

markets, flows of foreign capital, banking interest rates and overseas investments in share 

markets was lifted. Evidence of the impact of globalisation can be seen through the growth of 

exchange-traded derivatives now at almost GWP size (US $73 trillion) and forex markets with 

an average daily turnover of 5.5$ trillion. However the main drivers of global financial flows are 

speculators, and due to the increased prevalence of globalisation, speculators create excessive 

volatility in the global financial markets. The impact of speculators can be seen in the large 

currency falls and financial crises of East Asia in 1991, Argentina in 2002 and the pound just 

last year following the Brexit referendum result.  

 

However ultimately these increased financial flows have led to increases in overseas investment 

such as Foreign Direct Investment (FDI). Although FDI flows took a drastic hit during the 

economic downturn of the 2000’s, an event which highlights the impact of globalisation on the 

global economy, and are only just returning to those levels, compare to 30 years ago FDI flows 

have multiplied by over 16 times. The increased FDI speak to the number of Transnational 

Corporations- ten times 1990 levels- and combined these two have brought technology, skills 

and knowledge to developing countries. In this regard though, technology transfers favour 

developed nations as it represents a major trade opportunity; the US alone receives half of the 

royalties and licence fees from world technology transfers.  

 

Globalisation, while not quite as drastically, has still impacted upon the international division of 

labour and migration. The World Bank estimates that there are more than 240 million people 

who have migrated to work in different countries. However, while the globalisation of the labour 



 

 

market is increasing, there are still significant barriers to working in a foreign country. Barriers 

such as immigration restrictions, language, cultural factors and incompatible educational and 

professional qualifications impede the flow of migrants. Further, the increased globalisation has 

made it easier to shift industries between economies rather than shift people between countries. 

THis is done in search of the most efficient and cost-effective labour; what, in a globalised 

business environment, is called the global supply chain. This process is also called ‘offshoring’ 

and reflects the economic concept of comparative advantage. Ultimately globalisation has 

allows for the exploitation of comparative advantages- production of goods and services with the 

lowest opportunity cost- which has allowed for greater GWP. 

 

The process of globalisation has also increased the integration between nation’s economic 

cycles and from there has led to an international business cycle- fluctuations in the level of 

economic activity in the global economy. The extent of the synchronisation of economic growth 

levels across individual economies is highlighted by the extent to which the downturn of the late 

2000’s in the US spread abroad to other advanced countries; resulting in the largest fall in world 

trade in more than six decades.  

 

Ultimately globalisation has led to the increased impact of international influences on all aspects 

of life and economic activity. And it specifically impacts the global economy through the 

increased integration’s impact on trade in goods and services, financial flows, division of labour 

and the synchronisation of global and individual business cycles. 

 


