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4.1 Functions of WTO

India met with a severe foreign crisis in 1991. Foreign exchange reserves fell to the lowest level that was not
adequate (a) to pay to imports for more than 2 weeks and (b) to pay the interest that need to be paid to international
lenders. Indian Government then approached the World Bank and International Monetary Fund (IMF) for loan. While
granting a loan of $7 billion, these international agencies put certain conditions on India. These included.

— Removing restrictions on the private sector
— Reducing the role of the Government in many areas and,
— Removing trade restrictions. '

India agreed to these conditions and announced the reform policy popularly known as New Economic Policy.
Liberalisation, Privatisation and Globalisation are the three components of this policy.

%OBALISATION

'

Y
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Liberalisation

It refers to end
of license, quota
and many more
restrictions and
controls which were
put on trade and
industry before 1991

Privatisation

It refers to giving
greater role to
private  sector
and reducing
the role of public
sector.

Globalisation :
It refers to
integration
of Indian
economy with
the economies
of the world.

Globalisation means integrating our economy with the world economy. In other words, it implies interaction of the

domestic economy relating to production, trading and financial transactions with other countries of the world.

o In this process, we become economically interdependent at the global or international level. This takes place at

various levels.

e We can produce goods and services and sell them in other countries,

o Similarly, foreign investors can set up enterprises in India, produce goods for sale within the country, or export

them.

o Globalisation includes not only movement of capital but also labourers from one country to another.
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Globﬂt"s ation

Globalisation means the speed up of movements (of human beings) goods and services, capital, technologies all

er the world. One of the effects of globalisation is that it promotes and increase interaction between different regions
;n 4 populations around the globe.

objectives of Globalisation in India

(1) The aim of glo_balisation in India was to promote business opportunities in the country, generate employment and
attract foreign investment.

@) To make use of global resources for country's own developrfnent.
@) It aims at bringing the market closer than before.
@ It aims at providing a vast free choice.

CASE FOR GLOBALISATION

Globalisation results in manifold advantages which are mentioned below:

(i) Removal of Inefficiency: Globalisation removes inefficiency among industries/firms which become careless in
the absences of globalisation.

(ii) Increase in Productivity: Globalisation of underdeveloped countries will improve the allocative efficiency of
resources, reduce the capital output ratio and increase the labour productivity. It increases the inflow of capital

and updated technology into the country. It tends to reduce relative prices of manufactured goods and improve
the terms of trade in agriculture.

- (iii) Competition: It encourages foreign competition which will lead to reduction in prices and improvement in the

quality of goods. Uneconomic import substitution will go away slowly. And cheaper imports of particularly
capital goods will reduce the capital output ratio in the manufacturing sector.

. (iv) Improvement in Banking and Financial Sectors: The efficiency of banking and financial sectors will improve
with the opening of these sectors to foreign banks. ' a5 :

In short, globalised economies can grow faster than inward looking economies. Countries are able to Work, together
towards common goals. : i e

3

| Features of Globalisation I i

| Integration of National Economy—l

| Free Market Economy l

| Economic Interdependence |

[ Free movements of products_|

rFree flow of factors of prodﬁcti&ﬂ ¥

| Global Cimpetiﬁoh-" e

lﬁulﬁnational Cc\)Lrporationst(MNGm

[ Expansian in Volufe "‘di"VVdrldr’ifI‘r‘a‘,dﬂ ;
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: [Mergers and Acquisitions |
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WACTORS ENABLING GLOBALISATION
' The main factors that led to the development of globalisation are as follows :

(a) Technology: Technology has stimulated the globalisation process most. It has enabled the globalisation procegg
in the following ways:

(1) Improvement in the transportation technology has made faster delivery of goods across long distances
possible and that too at lower cost.

(ii) Improvement in information and telecommunication technology has proved more rfemarkable. The invention
and the use of computers, internet, mobile phones, fax etc. have made contact with each other around the
world quite easy. Now we may have access to any information within no time.

(iif) Information and communication technology has also played a crucial role in spreading out proc'iuct_ion of
their services. For example, a news magazine for London readers can be printed in New Delhi with the

help of Internet technology.
M/{iberalisation: Liberalisation implies liberating trade and industry from unwanted government controls and
restrictions.

Liberalisation contains two things:

(a) To allow private sector to run those industries which were earlier reserved for public sector and
(b) Relaxation in the rules and regulations made for the private sector.

e The basic ideology behind liberalisation is that the economic decisions regarding productive resources and
their allocation are taken on the basis of market forces. This curtails the intervention of the state in economic

activities as far as possible. Liberalisation, thus, leads to free market economy. It results in the optimal and
efficient utilisation of resources by competitive operation of markets.

o It raises the level of aggregate demand by reducing product prices. Further, it raises the levels of output
and employment.

Next to technology, liberalisation has played a crucial role for promoting globalisation. Global production and trade
are greatly promoted by liberalisation, that is, removal of tariffs, capital controls and other state imposed restrictions
on the movement of resources between nations. Globalisation requires supporting regulatory frameworks. Relaxation in
tax laws, labour legislation and environmental codes can greatly encourage global investment.

Liberalisation Measures in India

In the early years of planning, India imposed barriers on foreign trade and foreign investment. This policy was
based on the belief that such types of restrictions are necessary to protect the interests of dom
India wanted to become self-reliant due to which it promoted investments in
took following measures to promote liberalisation.

an of Trade Barriers. Since 1991, the government decided that competition with foreign producers would
prove the performance of domestic producers.

estic producers. Further,
public sector undertakings. The government

The policy of liberalisation is also known as the New Economic Polic

Y (NEP) because the government has
taken a U-turn in its policy that remained in course for more than four

decades.

Thus, barriers on foreign trade like removal of quantitative restrictions on imports, cut in custom duties, export
duties and barriers on foreign investment were removed to a large extent. This meant that goods could be
imported and exported easily and also foreign companies could set up factories and offices here.

(a) These barriers were removed because India wanted to integrate the economy with other countries.
(b) The removal of barriers were sought to achieve rapid economic development of the country.

(c) Government wanted Indian industry to compete with foreign companies.

(2) Special Economic Zones. As a result of liberalisation of trade and investment, the government of India
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established s(e):ter:tlorS:ecml Economic _Zones (SEZs) where world class infrastructural facilities like electricity,
roads, transport, ge, water, recreational and educational facilities were made available to foreign companies.

se forei i Al F T
Moreover, those gn companies who set up their units in such economic zones are provided relaxation in
taxes for an initial period of 5 years.

(3) Relaxation In Foreign EXCll_ange Controls. Foreign exchange controls were relaxed permitting liberal
transactions in foreign currencies on current account

Trade Barriers

Trade l?gniers refer to the pohcne§ which restrict free trade to protect domestic industries/producers from foreign
competition. ImI?OSmg import duties (i.e., tax on import of goods) or quantitative restrictions on foreign goods are
called trade barriers.

How do Trade Barriers Protect Domestic Industries?

For example, suppose Government of India imposes import duty (called tax barrier) on Chinese toys. Due to this
import duty, the price of Chinese toys in Indian market would increase and hence the import of toys from China
would come down. This would protect Indian toy manufacturers. Similarly, quotas (i.¢., quantitative restrictions) can
be fixed for the import of certain goods.

(4) Flexibility in Labour Laws. Foreign companies were allowed flexibility in labour laws so that they could
employ workers for short periods (on temporary basis) and hence, cut-off the cost of production. Employer has
to not give social security benefits to workers such as gratuity. Companies can exploit the conditions of surplus
labour and hence can pay minimum wages.

(5) Make in India. Recently the Government has launched a massive programme called ‘Make in India’ inviting
foreign investors to come to India and utilise the potential of cheap labour and land costs to set up industry.
The foreign investors are being offered incentives to invest in India. '

l/{m/ﬁad of Liberalisation on the Indian Economy s
(i) Due to abolition of licensing system under liberalisation policy, the establishment of new units has now become
easy. b zeoiia fi erolisgis ‘
(iii) The policy of liberalisation allowed the entry of MNCs into Indian market. This increased competitive
environment in the domestic market. ! } 1o aiynd
(iii) Before liberalisation, it was a producers' market. Now after liberalisation, it has become a consumer's market.
A variety of brands of each product are now at available at competitive prices in the market. The consumer

have now become selective.

CTS OF GLOBALISATION : ‘ "
Let us now evaluate the impacts of globalisation on the Indian economy under the following two heads.

3.1 Positive Impacts i
(i) Growth Rate : The growth rate of GDP increased from 5.6 per cent during 1980-91 to 8.2 per cent during

2007-12.

(i) Technology. Modern technologie

(iii) Inflow of Foreign Capital. The inflow of foreign currency in. the country has increased as MNCs bring capital
in foreign currency. During the reform period, country'§ for.exgn exchange res.erves_have increased from US §
6 billion in 1990-91 to a record level of US § 633 billion 1n .202.1' And foreign direct investment which was
about US $ 100 million in 1990-91 increased to US $ 76 billion in 2020-21.

(iv) Competition. The entry of MNCs has promoted competition in the domestic market. This has proved very

beneficial for the Indian companies as well as consumers. Tata Motors, Infosys, Ranbaxy, Asian Paints and

Sundaram Fastners are some of the Indian comp anies which have benefitted from the increased competition.
Globalisation has also helped these large Indian comperes to emerge as multinationals. These MNCs have
expanded their business globally creating emPlW“,‘e’,“. OppOIBIIES jor Indlan people abroad. They earn valuable

_foreign exchange.

s and management services are being prbvided by MNCs in India.




e A ————— ‘w

" ICSE Economic Applications “Ix
————— .

| (V) Benefits to Consumers,

o We have a wide variety of goods and services before us in the market. .
® The latest models of the digital cameras, mobile phones and televisions made by leading manufacturers of the
world are available in the market,

e Today, Indians are buying cars produced by nearly all the top companies in the world.

* A similar explosion of brands can be seen for many other goods.
(vi) New Employment O

Pportunities. Outsourcing has emerged as a major business activity outsourcing megpg
hiring of services by

MNC:s from external sources. In outsourcing, a company hires reg'ul'ar service from externg]
| sources, mostly from other countries, which was previously provided internally or w1thm‘ the country. Because

of the growth of the fast modes of communication, particularly the growth of qurmaﬂon technology,
| of the services like voice-based business processes [popularly known as BPO (Business Process Outso

or call centres], record keeping, accountancy, banking services, etc., are being outsourced by comp
developed countries to India. With reason

services at a cheaper cost.

Mmany
urcing)
anies in
able degree of skill and accuracy, India is capable of providing thege

Thus globalisation hag created new employment opportunities in the country.
3.2 Negative Impacts

| (1) Globalisation is posing a big threat to small producers as they cannot withstand the competition arising from
| MNCs.

(ii) Standards of living have improved only in urban areas. It has increased the income and quality of consumption
of only high income groups. Poverty is still widespread in the country.
(iii) The growth has been concentrate

information technology, finance,
has bypassed the agricultural se
(iv) Technological changes occurrin

(v) There are constant fluctuations
324

d only in some selected areas in the service sector such as telecommunication,
entertainment, travel and hospitality services, real estate and trade. Globalisation
ctor which provides livelihoods to millions of people in the country.

g in India have resulted more loss of jobs than they have created.
in prices due to greater integration of the global commodities market.

ts of Globalisation on the Indian Economy

J
T ST P

Positive Impacts Negative Impacts

e Multinationals (MNCs) e Operates mostly in
provide new jobs and the interest of the rich
skills countries who dominate

e MNCs bring foreign , world trade.
exchange to local e MNCs drive local
economies. companies out of

3 business

o Consumers enjoy a greater g

choice of goods, ¢ Disparity between rural
and urban India

e India's IT Sector has been e o
boominginjssagmt year.. use of highly advanced

e India becoming attractive techniques of production.
investment hub. '

The Struggle for a Fair Globalisation : (6 g ot : |

The above-mentioned positive and negative impacts indicate that globalisation has not
e -

benefitted everyone. The best
f new opportunities has been made mostly by people having education, skill and wea
use of n

Ith. Thus, it is very important
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globalisation 1o create opportunities for all and also to ensure that the benefits of globalisation are shared

ave faif e :
toﬁer. Govemment policies must protect the interests of all the people of the country.

mmenltd 51:1; ‘;Ld e;lrstl;;et;h ia t labour laws are properly implemented and the workers get their rights. Small
hou pp mprove their performance till they become strong enough to compete.

overnm ;
thgthger develznti;all by t.rade. and investment barriers and can also negotiate at the WTO for
ping countries, it can fight against the domination of developed countries in the

Gove
rOducers s
Besides this;
Along with
LD TRADE ORGANIZATION

X/ World Trade Organization (WTO) is an international body under the United Nations. It was set up
in 1995 to prorr-lote trade among member countries. Its headquarter is located in Geneva (Switzerland).
[ndia becam® its member on January 1, 1995. Presently there are 164 member countries of this

Organisation. All the member countries are required to adopt laws and policies in order to comply

Foreign Trade — An important Component of Globalisation

o Foreign trade implies exchange of goods and services across the countries. Hence, it is an importan

of globalisation.
o Foreign trade helps to expand the size of market for producers acrosg the countries.

o It works to integrate market globally.

‘fairer
WTO.

ruIeS’ :

t component

4.4 Functions of WTO
The WTO was set up to perform the following functions :

(i) Monitoring WTO trade agreements

(i) Handling of trade disputes
(iii) Providing technical assistance and training to developing countries and

(iv) To co-operate with other international organisations.

WCTIVES OF WTO gotaniio e :
e main objectives of WTO are as follows : : TR L i :

(i) To promote multilateral trade, i.e., trade among many nations. 23
(ii) Progressive liberalisation and elimination of tariffs and other barriers to trade in goods as well as services.

(iii) To promote world trade so that every member country is benefitted.

(iv) To expand and utilise world resources in the most optimum manner..
partners so as to benefit the consumers. .

(v) To enhance competition among all trading a,
11, in practice, it is seen that the developed countries have unfairly

Though WTO is supposed to allow free trade for a : :
refained trade barriers. On the other hand, WTO rules have forced the developing countries to remove trade barriers.
ent for production and for exports to other

For example in USA, farmers get huge sums of money from the governm _
Countries. Due to this, farmers are able to sell their products at very low prices to other countries. However, developing

countries have lifted trade barriers as per WTO rules. Thus WTO is not fair to developing countries. = .,

Steps needed to be taken L s
(i) Rules and regulations should be uniform for aIl' the countries. ‘

(if) Ensure that the developed countries do not retain trade barriers unfairly. |
(iii) Labour laws should be implemented properly. . _ B o

| \DMULTINATIONAL CORPORATIONS _ _ , i :
ne of the most important outcomes of the globalisation process.

The emer S ions is O
gence of multinational corporation: b, B :
Cs have 3 stronghold in the Indian economy. They have promoted competition in the Indian economy which has

Tesulted in lower prices.

5.1 ! ,
What is meant by an MNC?
AD MNC s a large company that OWI

s or controls production and marketing operations in two or more countries.
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factories for production in req
An MNC is different from other companies. The MNCs set up offices antti o?‘cproduction — thegﬁx;? .
they can get cheap labour and other resources. This is done so that t‘he cos et cne sitgle place 1%
€am greater profits. The MNCs do not produce all the goods on their own an s iv
Spread across other countries. Consider the following example.

o =» 0 &
vodafone HYUNDAI Reliance

Suppose a large MNC produces industrial equipment. The company designs itsfpl‘:ﬁllCtS {?dmntl' the fRese
Development (R&D) centres in the United States of America. Then, it gives orders for the pro ucbllog of co
to the manufacturing units located in China as per specified designs. These components are assembled i

Eastern Europe and the finished products are sold all over the world. Customer care related services of
are carried out in the call centres located in India.

.0 Cag
ltles are

arch apq
Mponents
N Mexico ang
these Productg

In the above example, research is carried out in the USA because the country has Research centre and goods are
manufactured in China because of cheap manufacturing location. Mexico and Eastern European countrie are usefy]
for their closeness to the markets in the USA and Europe. The company has set up company’s customer care centre in
Bengaluru because India provides cheap skilled engineers and workers. Had the MNC produced the complete product in

its own country which ensures a very high salary structure, difficult labour laws, costly land anq limited human capital,
the cost of production would have been 34 times higher. In this way, MNCs not only sell their products globally by
also produce them globally.

Features of MNCs

The parent company of an MNC
Most MNCs are of giant size. They have huge capital base
The MNCs have advanced technology.

MNCs are different from other companies. Their activities are spread across the countries while other companies
are local in their existence,

is located in one country and its subsidiaries are working in many countries,

5.2 Interlinking Production Across Countries

Generally, MNCs have set up production units where

() it is close to the markets.
(b) skilled and unskilled labour is available at low cost.

(c) the availability of other factors of production is assured.
(d) government policies look after their interests,

After considering all the above-mentioned factors, MCNs set up their factories and offices for production.

n the purchase of assets such as land, buildings, machines and more equipments is
called investment from the point of view of MNCs, Investment made

by MNCs in other countries is called foreign

e First, MNCs can provide money for additional investments lik

e Second, MNCs might bring with them the latest technology for production,

2. Taking Over Local Companies. The most commop route fo

' ! I MNC investments js to buy up local companies
and then to expand production. The MNCs with huge capital base can quite easily do so.
For example, Cargill Foods, an American MNC, has taken over Parakh Foods

» an Indian company. Cargill has
taken over all the four oil refineries of Parakh Foods and thus hag become the largest producer of edible oils in India.
Similarly, Thums Up of Parle Group was taken over by Coca Cola.

e buying new machines for faster production.
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G,”balis“‘i”'_' orders. There is another way in whi
3. I’mcm?or production with small pI'Od)l,.‘l which MNCs control production. Large MNCs in developed countries
ders cers and then sell them under their own brand names after some quality

jace © : vements. For exampl

thc g lrr;Isn:romd the world onpb:iuﬁ;m}em’ footwear, sport items, etc., are produced by a large number of
roduce : of MNCs. These products are produced by the MNCs and then MNCs

; under their brand name all over the world. 4 ;

- un¢ >

s [ndia if y0: r:een::rzfuélzr sne;illeblabcgs, many of t.he goods sold under names of American companies are made

many 8 P rands are made in Bangladesh and many Japanese brands are made in Korea.

that there are a vari : :
see ety of ways in which the MNCs are spreading their production either through
tries.

in Chind,
Thus, W€ : -

r throu ;

ompanies 0 gh joint ventures or placing supply orders to the small producers of different cOUR

perger O ¢ lay the role in interlinki
MNCs play the role in interlinking production across countries.

In this way

—{ SUMMARY |

I

1. Globalisation means integration of an economy with the world economy.
Liberalisation: Liberalisation implies liberating the trade and industry from unwanted government“controls and

restrictions.
5 Globalisation results in free flow of goods and services, capital, technology and labou

Two main factors that led to the development of globalisation are technology and liberalisation.
For liberalisation the government took following measures : gl

(i) Lifting of trade barriers (i) Setting hodon pasmat ey
(iily Providing flexibility in labour laws (iv) Promoting ‘Make in India’ programme -~ - ;

r across the countries.

Impacts of Globalisation

LAl J = W T30 1094

1

Positive Impacts :
(i) Rise in growth rate

(iii) Inflow of foreign capital :
(v) Availability of variety of goods and services to consumers af affordable prices 5

(i) Transferrof technology : = _
: (iv) Compétitive environment in the domesti¢ ma_fket

(vi) New employment opportunities
o Negative Impacts :
(i) Loss to small producers
(iii) Decline on the agriculture sector
3. World Trade Organisation (WTO) is an interna
promote trade among member countries.
4. Though WTO is supposed to allow free tra
unfairly retained trade barriers.

5. Multinational Corporations: A Multina
country and its trading and manufacturing activities are S

Many MNCs are presently operating in our country. They h ; dia
process. MNCs provide both capital and modern technology. They bring capital in foreign currency. Because of

better technology, quality products are produced which find easy market internationally. With the entry of MNCs
in India, our consumers are most benefitted, who get global brands at competitive rates. -

QUESTIONS
QUESTIONS

MULTIPLE CHOICE QUESTIONS}

1. Globalisation shall result in i
(a) lesser competition among producers £ () dgeoater f:ompetmon amengEReoducers
(€) greater compefition amo ng buyers DL (d) destruction of large-scale pmducers

(i) No bengzﬁt to low income groups
.. [~(iv) Constant fluctuations in prices gafidorn
tional body under the United Nations and it was set up in 1995 to

i il
(S i

de for all, in practice, it is seen that the developed countries have

tional Corporation i a big company, whose headquarter is located in one
pread over many other countries..
ave emerged in India as a result of the globalization
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