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The world economy has become much more interconnected over the past 50 
years through a process known as globalisation. This has resulted in advantages 
and disadvantages for businesses in the UK. In response to globalisation UK 
businesses have had to improve product design and quality while keeping prices 
low to compete internationally. Globalisation has meant that exchange rates have 
become an important factor for many businesses in the UK. Changes in exchange 
rates can have important effects on the sales and profi ts of many businesses.

By the end of this section you should know:

● what is meant by globalisation

● the benefi ts and drawbacks of globalisation for UK businesses

● how UK businesses compete internationally in response to globalisation

● the impact of exchange rates on businesses.

● What is globalisation?
Globalisation is the process through which world economies have become 
steadily more interconnected since the 1970s. This has changed the ways in 
which many businesses operate, as:
➜ the volume of trade between countries has increased
➜ people have moved overseas to live and work and money has fl owed between 

different countries
➜ multinational companies (MNCs) have grown in importance and have 

supplied products to markets across the world.

The pace of globalisation has increased in recent years because:
➜ incomes have risen, allowing consumers in many countries to buy goods 

and services produced by multinational companies
➜ the cost of transporting products has fallen sharply, making it possible to 

move raw materials and fi nished goods around the world
➜ electronic communications have allowed even small businesses to sell 

products to global markets.

Key terms

Globalisation is the 
trend for markets to 
become worldwide in 
scope.

A multinational 
company (MNC) 
produces goods and 
services in more than 
one country. They are 
also called transnational 
corporations (TNCs).

Globalisation

 2.4 Topic

Definitions of key 
terms develop 
 students’ vocabulary 
and understanding

The topic overview 
 summarises the  content 
so that students can 
track their learning 
through the course
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People have moved more freely across 
international borders
Globalisation has encouraged the movement of people between different 
countries seeking to improve their standard of living. In particular, it has 
resulted in a fl ow of migrants to higher-income countries (HICs) in Europe and 
North America. These countries are attractive to migrants as businesses need  
employees and wages are relatively high. Figure 2.14 shows some of the major 
international fl ows of migrants.

< –10

2011 Rate
Per 1,000 Residents

Major migration flows
Lesser migration flows

–9.9 to –5
–4.9 to –0.1
0 to 5
5.1–10
> 10.1

Figure 2.14 Global flows of migrants (Source: The CIA World Factbook)

In addition, globalisation has been associated with increased international 
flows of money. These financial flows have helped MNCs to invest in 
establishing factories, offices and shops in other countries. This has been an 
important part of globalisation.

Development of multinational companies
Globalisation has led to markets becoming more international. Many businesses 
have adapted to this trend by trading internationally, rather than just operating 
in a single market. MNCs produce goods and services in more than one country, 
taking advantage of countries where production costs are lower. Their products 
are normally sold in many countries. Apple, Lenovo and Tesco are all examples 
of MNCs.

Increased international trade
One of the most signifi cant features of globalisation is that it has resulted in 
increased trade between countries. This type of trade is called international 
trade. Figure 2.13 shows the huge rise in the global value of exports between 
1960 and 2015. In 1960, the total value of exports by all countries was $125 
billion; by 2015 the fi gure had reached $16,600 billion. 
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Figure 2.13 Global exports 1960–2015 ($ billion) (Source: The World Bank)

This increase in international trade has occurred because incomes have risen 
in many countries over this time period. This has led to increasing demand for 
many products such as mobile phones, cars and foods such as beef and palm 
oil. Frequently these products are produced in other countries and exported 
to where consumers live. At the same time, incomes have risen particularly 
quickly in countries such as China, India and Brazil, leading to especially large 
increases in trade with these countries. 

Reductions in the cost of transporting products have also contributed to the rise 
in international trade. Much larger cargo ships have been designed and built, 
thus reducing the cost of transporting goods internationally. In 2014, the CSCL 
Globe, the world’s largest cargo vessel, was launched. It can carry over 19,000 
containers. Its size helps to reduce the cost of transporting 
products by increasing the quantity carried and reducing 
operating costs. This has helped MNCs to locate at least 
some of their operations in countries where costs are lower. 
We consider this in detail over the next two pages.

Finally, more trade agreements have been reached between 
countries, allowing the exchange of goods and services 
with fewer barriers to trade. The World Trade Organisation 
(WTO) is an international organisation that has played an 
important part in reducing barriers to trade, such as tariffs 
(taxes on imports of goods and services). 

Key terms

International trade is 
the selling of goods and 
services across national 
borders. 

Exports are goods and 
services produced by a 
business in one country 
and sold in another.

A tariff is a tax on an 
imported good or service.

The CSCL Globe, the world’s largest cargo vessel

Business insight: Starbucks

Starbucks is a US multinational company that 
operates nearly 24,000 coffee shops in 70 countries 
throughout the world. Starbucks’ coffee shops sell 
hot and cold drinks, cakes and biscuits as well as 
light meals. Some of its shops are licensed to sell 
alcoholic drinks. 

Starbucks has differentiated itself from other coffee 
shop chains by emphasising the quality of its coffee 
(especially its dark roasted coffee) as well as the 
quality of its customer experience. 

1 Explain why Starbucks is a suitable business to 
operate as a multinational company. (4 marks)
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Most MNCs were originally based in high-income countries such as the 
US, France and the UK. However, in recent years MNCs have emerged in 
 rapidly-growing economies such as India, Mexico and China. These large 
companies are able to create and promote well-known brands. Some have 
been successful by selling their products at low prices. Others, such as 
Lenovo, have developed brands noted for their quality.

MNCs have been successful where a global demand exists for their products 
and if they are affordable to large numbers of people. Merlin Entertainments, 
a British-based MNC, plans to open a Legoland theme park in Shanghai. 
It expects the theme park to be popular with Chinese consumers who are 
enjoying rising incomes.

Globalisation has made it easier for MNCs to buy resources cheaply from 
other countries. For example, in 2015 Nestlé bought about 420,000 tonnes 
of palm oil from Indonesia and Malaysia. It uses the oil in manufacturing 
confectionary. Some MNCs have established factories in countries where 
labour is cheaper to help them to minimise production costs. Since 2003, 
Dyson, a UK engineering company, has carried out much of its production 
in Malaysia where wage costs are substantially lower than in the UK.

Inward investment

Cheaper resources

Threat of takeover

New competitors

Fierce competition

Rapid growth

Drawbacks

Benefits

GLOBALISATION:
The trend for markets
to become worldwide

in scope

Figure 2.15 Benefits and drawbacks of globalisation to UK businesses

McDonald’s is one of the world’s 
best-known MNCs. In 2015, it 
operated over 36,000 outlets in 
119 countries, including this one 
in China.

9

2.4 Globalisation

● Benefits and drawbacks of globalisation
Globalisation brings a number of benefi ts and drawbacks to UK businesses.

Benefits of globalisation
Rapid growth
Globalisation has helped some UK businesses to grow rapidly by providing 
opportunities in overseas markets. Growth offers businesses a range of benefi ts 
including economies of scale. For example, buying large quantities of supplies 
enables businesses to pay lower prices per unit. We look at economies of scale 
in more detail on pages XX–XX. Growth also helps to generate higher profi ts 
and better returns for shareholders. Cath Kidston, a UK designer and retailer 
known for its fl oral designs, is opening stores in India in 2016. This will bring 
its total number of overseas stores to 158.

Inward investment
Globalisation has helped the UK to attract very large sums of inward investment. 
In 2015 alone the UK received £25,500 million from foreign governments, 
business and individuals. Inward investment has fi nanced the expansion of 
some industries such as motor car manufacturing. It has also helped to fi nance 
improvements in infrastructure like transport and energy, such as Hinckley 
Point power station in Somerset. Some UK businesses have been bought 
by foreign companies. This can help to improve the performance of these 
businesses as, for example, the foreign company might invest in training the 
workforce to improve their skills.

Cheaper resources
Globalisation means that UK businesses have access to cheaper resources. For 
example, much of the UK’s coal is imported as it is cheaper. Some businesses take 
advantage of cheaper sources of labour overseas. In 2016, HSBC, a UK-based 
bank, announced that it was to use Polish, Indian and Chinese employees to fi ll 
800 IT jobs as wage rates would be lower. This can help to increase a business’s 
profi ts as well as to make businesses more price competitive.

Key terms

Growth occurs when a 
business sells increased 
quantities of its products. 

Economies of scale 
occur when the cost of 
producing a single unit 
falls as output increases.

Inward investment 
occurs when 
governments, businesses 
and individuals invest 
capital into another 
country, for example 
building new factories or 
buying companies.

A takeover occurs when 
one business buys control 
of another one.

Business insight: Amazon

Amazon is one of the world’s best-known e-commerce 
businesses and its value is estimated to be $65.4 
billion. In 2015, its sales revenue totalled $107 billion; 
its profi ts for the year were $596 million. The company 
has a reputation for being highly price-competitive 
and has established its websites in 15 high-income 
countries.

Amazon was initially an online retailer of books, 
but has steadily expanded its operations. It now 

sells electronic products, software, furniture, 
food, toys and jewellery. Amazon has taken over 
many smaller businesses in other countries. It 
operates joint ventures with other businesses 
including Toys R Us, Marks and Spencer and 
Mothercare. 

1 Analyse the benefi ts that Amazon receives from 
operating as a multinational company.  (6 marks)

Maths moment

Use the information in the 
Business insight below to 
calculate the percentage 
of Amazon’s revenue from 
sales that were profi ts 
in 2015.

Clear diagrams aid 
understanding and 
cater for different 
learning styles

Business insight provides 
up-to-date examples with 
questions that enable students 
to apply their knowledge to real 
business issues and contexts

Features in the book:
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Improving the design of their products
Product design involves the planning and production of a good or service and 
may lead to adjustments to an existing product or the creation of an entirely new 
one. Product design includes a range of factors such as appearance, durability 
and features. For example, car manufacturers continuously improve their 
existing product ranges by adding features such as automatic braking systems 
that help to avoid collisions. At the same time they are developing new products 
such as self-driving electric cars.

By improving the design of its products a business can gain a number of 
benefits, especially if its products are perceived to be superior to those produced 
by competitors. A business can charge a higher price if consumers prefer the 
design of their products. Alternatively, the company may seek to maximise sales 
by offering a product with a better design at a similar price to rival products.

Quality and price
Quality measures the extent to which a consumer is satisfi ed with a product. A 
high-quality product does not need to be expensive or highly sophisticated: it 
merely has to meet consumers’ needs. If a consumer is satisfi ed that a product 
meets his or her needs fully, they are more likely to buy the product. This 
decision is even more likely if the product is not sold at a higher price than those 
charged by competitors for products of lower quality. 

Key terms

Quality is the extent 
to which a consumer is 
satisfi ed with a product.

Price is the amount a 
business asks a customer 
to pay for a single 
product.

Drawbacks of globalisation
New and fi erce competition
UK businesses are exposed to fi erce competition from overseas fi rms as a 
consequence of globalisation. This can place them under pressure to sell at 
lower prices. The prices of many products such as clothing have fallen in UK 
shops in recent years. This makes it more diffi cult for UK businesses to compete, 
especially when some foreign businesses have the advantage of lower labour 
costs. Thousands of jobs in the UK’s steel industry have either been lost, or are 
at risk, because imports of steel from China are more price competitive.

New competitors are also emerging as a result of globalisation. The Chinese 
technology company Huawei only entered UK markets in 2001, but now 
employs over 1,100 people. It competes against UK businesses in a range of 
markets including the installation of superfast broadband and networks for 4G 
mobile phones. The emergence of new competitors makes it more difficult for 
UK businesses to increase, or even maintain, their market shares.  

Threat of takeover
UK businesses are under increased threat of takeovers as a result of globalisation. 
Buying a UK business is a quick way for a MNC to acquire a well-known brand 
and gain a foothold in the UK market. In 2010, the UK chocolate manufacturer 
Cadbury was bought by the US multinational Kraft. The outcome of this 
takeover was that Cadbury’s factory in Bristol was closed and production was 
moved to Poland with the loss of 400 UK jobs. Former suppliers to the Cadbury 
factory have also lost sales following the takeover. 

● How UK businesses compete internationally
Globalisation means that UK businesses face more intense competition 
from  foreign rivals in both national and international markets. UK 
businesses can use two major approaches to allow them to compete 
internationally.

Business insight: Merrythought

Merrythought Ltd is a UK soft toy manufacturer which 
has been highly successful in selling its products in 
international markets, especially in Japan. Recently, 
its products have fallen in price overseas as the pound 
has fallen in value. Below is an extract from the 
company’s website.

Merrythought has handmade traditional teddy 
bears in Ironbridge, Shropshire, UK since 1930. 
Merrythought is a family business famous for 
crafting the fi nest, jointed, mohair teddy bears. Every 
bear is lovingly made by hand in our factory in the 
heart of England, giving them a unique character 
and superior quality that can last a lifetime. Every 
one of our bears is a unique Merrythought design, 
artistically brought to life using over 85 years of 
skills. Merrythought teddy bears have universal 
appeal making them the perfect gift for a christening, 
wedding or birthday as well as special collectors’ 
items; our quintessentially British teddy bears make a 
truly special lifelong gift. We also make personalised 
teddy bears and bespoke corporate teddy bears. You 
can personalise our Traditional teddy bears to include 

someone’s name, date of birth, anniversary or other 
special date.

(Source: adapted from the Merrythought Ltd website)

Merrythought teddy bear

1 Identify one way in which Merrythought Ltd 
provides high quality product. (1 mark)

2 Analyse the possible reasons why Merrythought 
Ltd is able to compete successfully in 
international markets. (6 marks)

Tesla is a US company 
that is designing and 
manufacturing very modern 
electric cars. The Model X 
shown continually scans 
the surrounding roadway 
with camera, radar and 
sonar systems, providing 
the driver with real-time 
feedback to help avoid 
collisions.

Key term

Product design translates 
the needs of consumers, 
or the inventiveness of 
entrepreneurs, into a 
saleable product.
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factory have also lost sales following the takeover. Draft 
factory have also lost sales following the takeover. 

 How UK businesses compete internationallyDraft 
 How UK businesses compete internationally

Globalisation means that UK businesses face more intense competition Draft 
Globalisation means that UK businesses face more intense competition 
from  foreign rivals in both national and international markets. UK Draft 
from  foreign rivals in both national and international markets. UK Draft 

 measures the extent to which a consumer is satisfi ed with a product. A 

Draft 
 measures the extent to which a consumer is satisfi ed with a product. A 

high-quality product does not need to be expensive or highly sophisticated: it 

Draft 
high-quality product does not need to be expensive or highly sophisticated: it 
merely has to meet consumers’ needs. If a consumer is satisfi ed that a product 

Draft 
merely has to meet consumers’ needs. If a consumer is satisfi ed that a product 
meets his or her needs fully, they are more likely to buy the product. This 

Draft meets his or her needs fully, they are more likely to buy the product. This 
decision is even more likely if the product is not sold at a higher 

Draft decision is even more likely if the product is not sold at a higher price

Draft price
charged by competitors for products of lower quality. 

Draft charged by competitors for products of lower quality. 

Draft 
Draft 

Business insight: MerrythoughtDraft 
Business insight: Merrythought

Merrythought Ltd is a UK soft toy manufacturer which Draft 
Merrythought Ltd is a UK soft toy manufacturer which 
has been highly successful in selling its products in Draft 
has been highly successful in selling its products in 
international markets, especially in Japan. Recently, Draft 
international markets, especially in Japan. Recently, 
its products have fallen in price overseas as the pound Draft 
its products have fallen in price overseas as the pound Draft 
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Figure 2.16 The share of the UK grocery market held by Aldi and Lidl, November 2013–August 2016 
(Source: Management Today)

However, quality and price work together to shape consumers’ buying decisions. 
If a business can match the quality provided by a rival but sell at a lower price, 
it is more likely to succeed in competitive international markets.

Long-established UK supermarkets such as Tesco and Sainsbury’s have lost 
market share to competitors from Europe such as Aldi and Lidl, who have been 
selling at lower prices. Aldi and Lidl have developed a reputation for low prices 
and are termed ‘discounters’. Because of this reputation Aldi and Lidl have 
emphasised the quality of their products in their advertising. Selling products 
judged to be good quality at low prices is a reason for Aldi and Lidl’s success, 
which can be clearly seen in Figure 2.16.

Maths moment

In August 2016, total sales revenue of UK supermarkets was estimated to be 
£15,000 million.

Use the information in Figure 2.16 to calculate the sales revenue for Aldi and Lidl 
in August 2016.

Some UK businesses have also been successful in using low prices as a means 
of winning customers in international markets. This approach is likely to be 
more effective when price (rather than non-price factors such as design) is a 
key part of a consumer’s decision to buy a product. In these circumstances low 
prices can result in rapid increases in sales. The budget airline easyJet is noted 
for its low prices and has been very successful in increasing sales for its flights 
throughout Europe and North Africa. In 2004, the airline carried 26 million 
passengers; by 2015 this figure had risen to over 70 million.
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● Exchange rates
An exchange rate is the price of one currency expressed in terms of another. For 
example, at the time of writing, the value of the UK’s currency, the pound, could 
be expressed as follows:

£1 = $1.31 (US dollars)

£1 = €1.17 (Euros)

£1 = ¥8.76 (Chinese Yuan)

Effects of exchange rate changes on 
export and import prices
Exchange rates are very important to businesses that engage in international 
trade. Any UK business that imports raw materials or components from 
overseas, or that exports its products in foreign markets will be affected by a 
change in exchange rates. Exchange rates are an important factor for many UK 
businesses as most are involved in international trade in some way.

Rise in the exchange rate
If the exchange rate of the pound rises against other currencies, it means that 
fewer pounds are needed to purchase goods and services from other countries. 
Consequently, products imported from other countries become cheaper. 
However, at the same time, more units of foreign currency have to be exchanged 
for each pound. This makes UK exports overseas more expensive. Export sales 
are therefore likely to decline.

Fall in the exchange rate
If the exchange rate of the pound falls against other currencies, this results in 
the opposite effects to those described above. Imports to the UK become more 
expensive as more pounds are required to buy a unit of the foreign currency. At 
the same time, UK exports of products become cheaper as fewer units of foreign 
currency are required to buy them. 

The effects of these changes in the exchange rate of the pound (or any other 
currency) are shown in Table 2.6.

Table 2.6 Effects of changes in the pound’s exchange rate on the prices of exports and imports

The exchange 
rate of pounds

Example Prices of UK exports overseas 
(in foreign currencies)

Prices of imported products 
in the UK (in pounds)

Rises £1 originally worth US $1.20; 
increases in value to be 
worth US $1.50

Increase in prices Fall in prices

Falls £1 originally worth US $1.20; 
decreases in value to be 
worth US $1.05

Fall in prices Increase in prices

Key term

An exchange rate is 
the price of one currency 
expressed in terms of 
another.

Study tip

You will not be required 
to calculate the effects of 
exchange rate changes 
on a business’s revenue 
from sales or costs of 
production.

Key term

Imports are goods and 
services purchased from 
overseas by consumers of 
businesses. 

Maths 
moment 
builds the 
quantitative 
skills that 
students 
need for 
the new 
specification

Useful study tips 
help students 
achieve their best

Features in the book:
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The share of the UK grocery market held by Aldi and Lidl, November 2013–August 2016 

Draft The share of the UK grocery market held by Aldi and Lidl, November 2013–August 2016 

However, quality and price work together to shape consumers’ buying decisions. 

Draft However, quality and price work together to shape consumers’ buying decisions. 
If a business can match the quality provided by a rival but sell at a lower price, 

Draft If a business can match the quality provided by a rival but sell at a lower price, 
it is more likely to succeed in competitive international markets.

Draft it is more likely to succeed in competitive international markets.

Long-established UK supermarkets such as Tesco and Sainsbury’s have lost 

Draft 
Long-established UK supermarkets such as Tesco and Sainsbury’s have lost 
market share to competitors from Europe such as Aldi and Lidl, who have been Draft 
market share to competitors from Europe such as Aldi and Lidl, who have been 
selling at lower prices. Aldi and Lidl have developed a reputation for low prices Draft 
selling at lower prices. Aldi and Lidl have developed a reputation for low prices 
and are termed ‘discounters’. Because of this reputation Aldi and Lidl have Draft 
and are termed ‘discounters’. Because of this reputation Aldi and Lidl have 
emphasised the quality of their products in their advertising. Selling products Draft 
emphasised the quality of their products in their advertising. Selling products 
judged to be good quality at low prices is a reason for Aldi and Lidl’s success, Draft 
judged to be good quality at low prices is a reason for Aldi and Lidl’s success, 
which can be clearly seen in Figure 2.16.Draft 
which can be clearly seen in Figure 2.16. Draft 

overseas, or that exports its products in foreign markets will be affected by a 

Draft 
overseas, or that exports its products in foreign markets will be affected by a 
change in exchange rates. Exchange rates are an important factor for many UK 

Draft 
change in exchange rates. Exchange rates are an important factor for many UK 
businesses as most are involved in international trade in some way.

Draft 
businesses as most are involved in international trade in some way.

If the exchange rate of the pound rises against other currencies, it means that 

Draft If the exchange rate of the pound rises against other currencies, it means that 
fewer pounds are needed to purchase goods and services from other countries. 

Draft fewer pounds are needed to purchase goods and services from other countries. 
Consequently, products imported from other countries become cheaper. 

Draft Consequently, products imported from other countries become cheaper. 
However, at the same time, more units of foreign currency have to be exchanged 

Draft However, at the same time, more units of foreign currency have to be exchanged 
for each pound. This makes UK exports overseas more expensive. Export sales 

Draft 
for each pound. This makes UK exports overseas more expensive. Export sales 
are therefore likely to decline.Draft 
are therefore likely to decline.

Fall in the exchange rateDraft 
Fall in the exchange rate
If the exchange rate of the pound falls against other currencies, this results in Draft 
If the exchange rate of the pound falls against other currencies, this results in 
the opposite effects to those described above. Draft 
the opposite effects to those described above. 
expensive as more pounds are required to buy a unit of the foreign currency. At Draft 
expensive as more pounds are required to buy a unit of the foreign currency. At 
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However, people and businesses do not decide whether or not to buy goods 
and services just on price. Other factors such as design, brand name, durability 
and reliability all affect buying decisions. Therefore, a fall in price may not 
always lead to a large rise in sales. Many UK exports are thought by overseas 
consumers to be high quality. This means that sales of UK exports are probably 
not affected greatly by changes in the exchange rate. 

Changes in the exchange rate of the pound can also affect businesses selling in 
the UK only. A rise in the exchange rate makes imports cheaper. This gives a price 
advantage to firms that sell imports, for example cars manufactured overseas. 
UK car manufacturers such as Jaguar Land Rover may find it more difficult 
to compete against these firms. In contrast, a fall in the exchange rate makes 
imported products more expensive, offering an advantage to UK businesses.

Effects on a business’s profi ts
A fall in the exchange rate, as shown in Figure 2.17 on page 14, could be expected 
to increase the profi ts of a UK business that exports its products. Its products 
would be cheaper overseas and it could expect sales to rise. The business’s 
revenue from sales should rise, helping to increase its profi ts.

However, it is likely that some of the resources used in production will be 
imported. A fall in the exchange rate makes imports of any kind more expensive. 
The firm’s costs of production may rise. This could offset the increase in profits 
to some extent.

A rise in the exchange rate could be expected to have broadly the opposite effects 
on a business’s profits. Its products would become more expensive overseas, 
possibly reducing its profits. However, it may be that an increase in price has a 
limited effect on UK export sales, as many are bought for reasons other than 
low prices.

Business insight: Pro� ts fall at Burberry

The UK fashion clothing manufacturer and 
retailer Burberry recently announced that it had 
suffered a 10 per cent fall in profi ts. Its profi ts 
for the year to 31 March 2016 were £415.6 million, 
compared to £444.6 million for the  previous year.

Burberry, which is noted for its check design as 
well as its trench coats, is seen as a classic UK 
luxury product by consumers overseas. Burberry 
manufactures its clothing in the UK as well as in 
several other countries including China, Italy 
and Romania.

1 The pound fell in value signifi cantly in the 
second half of 2016. Analyse the possible 
effects of this fall in the exchange rate 
on Burberry’s profi ts. (6 marks) A Burberry Store

Figure 2.17 shows that the pound fell against the two major currencies over 
the year up to September 2016. In June 2016, the UK held a referendum which 
resulted in a vote to leave the EU and, in response to this, the exchange rate 
fell sharply. The effects of the changes shown in the figure would be as follows:
➜ Goods and services imported from the US and the 19 countries that use the 

euro as their national currency would be more expensive in September 2016 
compared to September 2015, ignoring any other changes.

➜ Products exported from the UK in September 2016 would be cheaper 
than they would have been in September 2015, again assuming no other 
changes occur.
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Figure 2.17 The exchange rate of the pound against the US dollar and the euro, 
August 2015–August 2016

Effects of exchange rate changes on a business’s 
sales and profits
Changes in exchange rates mainly affect businesses that buy imports from 
overseas for use in production, or those that sell goods and services in other 
countries. However, a rise or a fall in the exchange rate can affect the sales and 
profi ts of most businesses.

Effects on a business’s sales
A fall in the exchange rate, as shown in Figure 2.17, offers benefi ts to a business 
that exports as the price of its products would fall when converted into a foreign 
currency. The exchange rate of the pound fell by about 10 per cent against the 
US dollar in June 2016. As a result, the price of UK exports in dollars in the US 
would have fallen by approximately 10 per cent. A fall in price can be expected 
to increase sales of exports.

Key term

Profi t is the amount 
by which a business’s 
revenue from all its sales 
exceeds its total costs.

Draft 
Draft 
Draft 
Draft 
Draft 
Draft 
Draft 
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Draft SepMar

Draft Mar May

Draft May Jul

Draft Jul
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Draft US dollar
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Draft Euro
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The exchange rate of the pound against the US dollar and the euro, 
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Effects of exchange rate changes on a business’s Draft 
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revenue from sales should rise, helping to increase its profi ts.

Draft 
revenue from sales should rise, helping to increase its profi ts.

However, it is likely that some of the resources used in production will be 

Draft However, it is likely that some of the resources used in production will be 
imported. A fall in the exchange rate makes imports of any kind more expensive. 

Draft imported. A fall in the exchange rate makes imports of any kind more expensive. 
The firm’s costs of production may rise. This could offset the increase in profits 

Draft The firm’s costs of production may rise. This could offset the increase in profits 

A rise in the exchange rate could be expected to have broadly the opposite effects 

Draft A rise in the exchange rate could be expected to have broadly the opposite effects 
on a business’s profits. Its products would become more expensive overseas, 

Draft 
on a business’s profits. Its products would become more expensive overseas, 
possibly reducing its profits. However, it may be that an increase in price has a Draft 
possibly reducing its profits. However, it may be that an increase in price has a 
limited effect on UK export sales, as many are bought for reasons other than Draft 
limited effect on UK export sales, as many are bought for reasons other than Draft 
Business insight: Pro� ts fall at BurberryDraft 
Business insight: Pro� ts fall at BurberryDraft 
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Case study
Tata Steel 
Tata Steel, the UK’s major steel manufacturing 
company, announced the loss of 1,100 jobs in 2016. 
The whole UK business was put up for sale by its 
Indian parent company. This could result in the 
closure of its UK factories and the loss of 15,000 jobs 
in total. 

Tata Steel is making a loss of £1 million every day as 
it is trading in a market in which prices have dropped 
very sharply. This is the result of cheap imports 

of steel from Chinese producers. China’s steel 
manufacturers produce over 1 billion tons of steel 
each year and enjoy economies of scale. Some people 
have criticised the Chinese government for holding 
down the exchange rate of its currency, the Yuan.

Tata Steel has struggled to sell its products in the UK. 
Many major manufacturers such as Nissan and Honda 
have taken advantage of global car markets to locate 
their businesses in the UK, but buy imported steel.

C

Summary
Globalisation is the process through which many 
markets have become more international in scope. 
This offers benefi ts and drawbacks to UK businesses. 

Changes in exchange rates affect the sales and profi ts 
of most businesses, particularly those that engage 
heavily in international trade.

Quick questions
 1 What is meant by the term ‘globalisation’? (2 marks)

 2 Which of these businesses is a multinational 
company? (1 mark)

(a) A UK manufacturer that exports its 
products to 12 countries

(b) A UK business that imports raw 
materials and components from Asia 
and Africa

(c) A UK business that competes against 
overseas companies in the UK market

(d) A UK manufacturer with factories in the 
UK, France and the US

 3 Explain one reason why a UK company 
might want to engage in international trade.
 (2 marks)

 4 Which of the following is not a result of 
globalisation? (1 mark)

(a) Higher prices for products in 
international markets

(b) Higher levels of migration between countries

(c) Greater fl ows of fi nance between countries

(d) Increased numbers of multinational 
companies

 5 What is meant by the term ‘inward 
investment’? (2 marks)

 6 Explain one benefit of globalisation to 
UK businesses. (2 marks)

 7 Explain one drawback of globalisation to 
UK businesses. (2 marks)

 8 What is meant by the term ‘quality’? (2 marks)

 9 If the exchange rate of the pound rises, 
which of the following will be true, 
assuming no other changes? (1 mark)

(a) The price of UK exports in foreign 
currencies will fall.

(b) The price of imported products into the 
UK will fall.

(c) The sales of UK exports overseas will rise.

(d) The sales of imports into the UK will fall.

 10 State two reasons why a fall in the value of 
the pound may not increase the profits of a 
UK business. (2 marks)
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Some economists hope that the substantial fall in 
the exchange rate of the pound in 2016 might help 

Tata Steel to survive. Businesses in Europe buy large 
quantities of steel.

Questions
 1 Identify two actions which Tata Steel might 

take to help it to sell more steel. (2 marks)

 2 Explain why a fall in the exchange rate of the 
pound might help Tata Steel to survive. 
 (4 marks)

 3 Analyse the possible reasons why Chinese 
steel manufacturers are successful in selling 
their products in international markets.  
 (6 marks)

 4 Analyse the effects of globalisation on Tata 
Steel. In your answer you should consider:
● the benefi ts of globalisation for the 

company
● the drawbacks of globalisation for the 

company.

  Do you think that globalisation has benefi ted 
Tata Steel overall? Justify your answer. 
 (15 marks)
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Chapter review – In� uences on business
1 Read Item A and look at the questions that follow. Sample answers and commentary have been 

provided.

➜ Item A: Changing times at D & C Ltd
D & C Ltd operates bus and coach services in Devon and Cornwall. The company offers two types of 
services:

•  Regular bus services throughout the two counties. These are used mainly by people for essential 
reasons such as going to work, school or shopping in local towns.

•  Holiday coach services. The company operates coach tours to all parts of the UK and some parts 
of Europe.

D & C Ltd has had to pay the National Living Wage since April 2016. A number of its employees have 
received a pay rise. Several commented that a pay rise was overdue. The company’s profits have been 
very low and the very competitive market makes it difficult to raise prices. At the same time it is forecast 
that the level of unemployment in Devon and Cornwall will rise significantly over the next two years. 

D & C Ltd is considering converting its fleet of buses and coaches to use hydrogen as a fuel. This will be 
more environmentally-friendly and will reduce fuel costs by £1 million a year. Research shows the plan is 
approved by 95% of local people. The company will have to borrow £5 million to pay for the conversion.

(a) Identify two ways in which D & C Ltd’s activities affect the environment. (2 marks)

(b) Explain one effect that paying the National Living Wage might have on D & C Ltd. (4 marks)

(c) Analyse how the demand for D & C Ltd’s bus and coach services might change if 
unemployment does rise. (6 marks)

(d) Recommend whether or not D & C Ltd should convert all its buses to run on hydrogen. 
Give reasons for you advice. (9 marks)

Quick 
questions 
with mark 
allocations 
help prepare 
students 
for multiple 
choice and 
short answer 
questions

The end-
of-topic 
summary 
supports 
revision

The chapter 
review 
questions 
provide a 
broader 
recap, 
covering 
topics within 
the chapter

Case study 
and data 
response 
questions 
provide 
further 
assessment 
practice for 
each topic

Features in the book:

Draft might want to engage in international trade.

Draft might want to engage in international trade.
(2 marks)

Draft (2 marks)

 Which of the following is 

Draft 
 Which of the following is not

Draft 
not a result of 

Draft 
 a result of 

(1 mark)Draft 
(1 mark)

 Higher prices for products in Draft 
 Higher prices for products in 

 Higher levels of migration between countriesDraft 
 Higher levels of migration between countries

 Greater fl ows of fi nance between countriesDraft 
 Greater fl ows of fi nance between countries

drawback of globalisation to 

Draft 
drawback of globalisation to 

UK businesses. 
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UK businesses. 

 What is meant by the term ‘quality’? 

Draft 
 What is meant by the term ‘quality’? 

 9

Draft  9 If the exchange rate of the pound rises, 

Draft  If the exchange rate of the pound rises, 
which of the following will be true, 

Draft which of the following will be true, 
assuming no other changes? 

Draft assuming no other changes? 

(a)

Draft (a) The price of UK exports in foreign 

Draft  The price of UK exports in foreign 
currencies will fall.

Draft currencies will fall.

(b)

Draft 
(b) The price of imported products into the 

Draft 
 The price of imported products into the 
UK will fall.

Draft 
UK will fall.

(c)Draft 
(c) The sales of UK exports overseas will rise.Draft 

 The sales of UK exports overseas will rise. Draft 
Draft 
Draft 
Draft 
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Draft 
Chapter review – In� uences on business

 Read Item A and look at the questions that follow. Sample answers and commentary have been 

Draft  Read Item A and look at the questions that follow. Sample answers and commentary have been 

 Item A: Changing times at D & C Ltd

Draft  Item A: Changing times at D & C Ltd
D & C Ltd operates bus and coach services in Devon and Cornwall. The company offers two types of 

Draft 
D & C Ltd operates bus and coach services in Devon and Cornwall. The company offers two types of 

  Regular bus services throughout the two counties. These are used mainly by people for essential Draft 
  Regular bus services throughout the two counties. These are used mainly by people for essential 

reasons such as going to work, school or shopping in local towns.Draft 
reasons such as going to work, school or shopping in local towns.

  Holiday coach services. The company operates coach tours to all parts of the UK and some parts Draft 
  Holiday coach services. The company operates coach tours to all parts of the UK and some parts 
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 Sample answers
(a) The company affects the environment in lots of ways. Its buses and coaches can cause 

congestion as they are likely to run at busy times in the morning and evening. Also, D & C Ltd’s 
buses and coaches will cause air and noise pollution as they travel through towns and cities in 
Devon and Cornwall, which could cause some health problems for local people.

 Although this response does contain necessary information, there is room for 
improvement. It is too long for a question worth two marks. Also, the question asked 
for two ways to be identi� ed whereas this answer explains them. Remember that 
questions ask for different types of responses. If a question asks you to identify or state 
something, it does not need an explanation.

(b) Those employees who have received a pay rise because of the National Living Wage will be 
happy and may be more motivated and work harder. This could improve the performance of the 
workforce as the employees felt that they should have had a pay rise earlier, so might be quite 
motivated by this increase.

 Overall this is a more effective answer. It is of a suitable length and has done what 
was called for. It has explained just one effect and has used information from Item A 
to help develop the explanation. It is an effective answer in that it combines relevant 
knowledge with evidence from Item A.

(c) If unemployment in Devon and Cornwall rises as forecast, the incomes of people in the area 
can be expected to fall. This will reduce demand for bus and coach services as people will have 
lower incomes. As they have less money to spend, they will reduce spending on most things, 
including travel.

 But D & C Ltd has two services. It provides bus services, which are essential for many people, 
so this might not be affected as much as coach services, which are for people going on holiday. 
If people lose their jobs and incomes, they stop buying luxuries like holidays. Demand for coach 
travel could fall a lot, while that for bus services may only fall a little.

 This is a thoughtful answer. It uses relevant and carefully selected knowledge and 
uses the correct information from Item A to support it. One particular strength is 
recognising that the impact on demand for the company’s services will be different 
for bus and coach services. Thinking carefully and planning before writing answers is 
always a good idea.

(d) There are reasons why D & C Ltd should convert its buses. It is not earning high profi ts as it 
faces tough competition and it cannot increase its prices. The conversion to environmentally-
friendly hydrogen as a fuel is supported by 95% of local people. Making this conversion may 
allow the company to increase prices without losing too many customers. It might be able to 
increase its prices signifi cantly for its coach tours which would help to improve its profi ts.
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 On the other hand, the company might struggle to pay for the conversion as it will need to 
borrow £5 million. It may be diffi cult for the company to do this when it is only making small 
profi ts and the policy may be too expensive. If it has to repay the loan it may not be able to give 
its employees more wage increases.

 Overall, I recommend that the company should make this investment. It will improve the 
company’s image and is popular with local people and could be used in adverts. Most 
importantly it is fi nancially sensible: using hydrogen will reduce the company’s fuel costs by £1 
million a year, and that will pay for the investment within fi ve years.

 This answers the question in a number of ways. The arguments made are clear, 
developed fully and consider how a decision to convert the buses and coaches to 
run on hydrogen will affect different parts of the business, such as advertising and 
employees’ wages. It is always answering the question, and makes effective use of the 
information given in Item A to develop its arguments. Finally, the recommendation 
that is offered is sensible given the earlier arguments and is justi� ed fully.

2 Now read Item B and answer the questions that follow.

➜ Item B: The new factory
Reston Ltd manufactures electric bicycles. It sells about 60% of the bicycles it makes in the US, where 
its brand is very fashionable. The rest are sold in the UK where many are bought using loans. Reston 
Ltd buys its steel and other components from China.

It is facing a major decision. Its current factory is old and expensive to operate. It is not large enough 
if the company achieves the 25% increase in sales it hopes for over the next two years. It would need 
to recruit 25 new employees, and is keen to increase the number of females in its workforce.

A new factory would be large enough to allow it to produce twice as many electric bicycles as is 
currently possible. However, the company would need a large loan to pay for the factory. 

Two economic issues are causing concern for the company. The exchange rate of the pound has 
recently fallen by 10% against other major currencies such as the US dollar and the Chinese Yuan. 
Interest rates are also forecast to rise by 3% over the next year.

(a) Explain two ways in which employment laws might affect Reston Ltd. (4 marks)

(b) Analyse one way in which the change in the exchange rate might affect 
Reston Ltd’s profi ts and sales. (6 marks) 

(c) Analyse whether Reston Ltd should build a new factory. In your answer you 
should consider:

• The effects on Reston Ltd’s costs of production

• How the economic changes might affect demand for Reston Ltd’s bicycles.

Should Reston Ltd’s managers decide to build the new factory? Justify your answer. (15 marks)
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Features in the book:

Draft 
workforce as the employees felt that they should have had a pay rise earlier, so might be quite 

Draft 
workforce as the employees felt that they should have had a pay rise earlier, so might be quite 

 Overall this is a more effective answer. It is of a suitable length and has done what 

Draft 
 Overall this is a more effective answer. It is of a suitable length and has done what 

was called for. It has explained just one effect and has used information from Item A 

Draft was called for. It has explained just one effect and has used information from Item A 
to help develop the explanation. It is an effective answer in that it combines relevant 

Draft to help develop the explanation. It is an effective answer in that it combines relevant 
knowledge with evidence from Item A.

Draft knowledge with evidence from Item A.

 If unemployment in Devon and Cornwall rises as forecast, the incomes of people in the area 

Draft  If unemployment in Devon and Cornwall rises as forecast, the incomes of people in the area 
can be expected to fall. This will reduce demand for bus and coach services as people will have 

Draft can be expected to fall. This will reduce demand for bus and coach services as people will have 
lower incomes. As they have less money to spend, they will reduce spending on most things, 

Draft 
lower incomes. As they have less money to spend, they will reduce spending on most things, 

 But D & C Ltd has two services. It provides bus services, which are essential for many people, Draft 
 But D & C Ltd has two services. It provides bus services, which are essential for many people, 

so this might not be affected as much as coach services, which are for people going on holiday. Draft 
so this might not be affected as much as coach services, which are for people going on holiday. 
If people lose their jobs and incomes, they stop buying luxuries like holidays. Demand for coach Draft 
If people lose their jobs and incomes, they stop buying luxuries like holidays. Demand for coach 
travel could fall a lot, while that for bus services may only fall a little.Draft 
travel could fall a lot, while that for bus services may only fall a little. Draft 

 Now read Item B and answer the questions that follow.

Draft 
 Now read Item B and answer the questions that follow.

 Item B: The new factory

Draft  Item B: The new factory
Reston Ltd manufactures electric bicycles. It sells about 60% of the bicycles it makes in the US, where 

Draft Reston Ltd manufactures electric bicycles. It sells about 60% of the bicycles it makes in the US, where 
its brand is very fashionable. The rest are sold in the UK where many are bought using loans. Reston 

Draft its brand is very fashionable. The rest are sold in the UK where many are bought using loans. Reston 
Ltd buys its steel and other components from China.

Draft Ltd buys its steel and other components from China.

It is facing a major decision. Its current factory is old and expensive to operate. It is not large enough 

Draft It is facing a major decision. Its current factory is old and expensive to operate. It is not large enough 
if the company achieves the 25% increase in sales it hopes for over the next two years. It would need 

Draft 
if the company achieves the 25% increase in sales it hopes for over the next two years. It would need 
to recruit 25 new employees, and is keen to increase the number of females in its workforce.Draft 
to recruit 25 new employees, and is keen to increase the number of females in its workforce.

A new factory would be large enough to allow it to produce twice as many electric bicycles as is Draft 
A new factory would be large enough to allow it to produce twice as many electric bicycles as is 
currently possible. However, the company would need a large loan to pay for the factory. Draft 
currently possible. However, the company would need a large loan to pay for the factory. 

Two economic issues are causing concern for the company. The exchange rate of the pound has Draft 
Two economic issues are causing concern for the company. The exchange rate of the pound has 
recently fallen by 10% against other major currencies such as the US dollar and the Chinese Yuan. Draft 
recently fallen by 10% against other major currencies such as the US dollar and the Chinese Yuan. 
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