Tutorial question answers
1. [bookmark: _GoBack]Why does locating in a foreign country that imposes tariffs on imports give a MNC a competitive advantage? 

Answer. 
The MNC will gain a competitive advantage over its rivals, which are attempting to import their products from outside the country, because these other firms have to pay the tariff and therefore their costs of production will be higher. In order to cover these higher costs, the rival firms may be forced to increase prices and hence may lose customers. 

2. What are some of the longer term advantages of a customs union?

Answer 

· Increases in market size may allow the exploitation of internal economies of scale.
· External economies of scale may increase owing to improvements in infrastructure (e.g. better transport links leading to lower transport costs). 
· Increased competition may stimulate lower prices, more rapid innovation and reductions in monopoly power. 
·  Integration may speed up the process of technological diffusion among member states. 

3. Distinguish between the following three types of preferential trading arrangement - a free trade area, a customs union and a perfect common market. 

Answer 

· A free trade area consists of a group of countries that do not have any trade barriers between them. Each member of the free trade area is allowed to have its own policy concerning protection measures against non-member countries. 
· A customs union is a free trade area where the protectionist measures against non-member countries are the same for all member countries. 
· A perfect common market consists of a customs union that has, in addition, free movement of labour and capital, plus common taxes and trade laws/regulations. 
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