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1. 1. 1. 1. INTERNATIONAL TRADEINTERNATIONAL TRADEINTERNATIONAL TRADEINTERNATIONAL TRADE    

Trade is the transfer of ownership of goods and services from one person to another. Trade is 

sometimes loosely called commerce or financial transaction or barter. A network that allows trade 

is called a market. The original form of trade was barter, the direct exchange of goods and services. 

Later one side of the barter was the metals, precious metals (poles, coins), bill, and paper money. 

Modern traders instead generally negotiate through a medium of exchange, such as money. As a 

result, buying can be separated from selling, or earning. The invention of money (and later credit, 

paper money and non-physical money) greatly simplified and promoted trade. Trade between two 

traders is called bilateral trade, while trade between more than two traders is called multilateral 

trade. 

 

Trade exists for man due to specialization and division of labor, most people concentrate on a 

small aspect of production, trading for other products. Trade exists between regions because 

different regions have a comparative advantage in the production of some tradable commodity, or 

because different regions' size allows for the benefits of mass production. As such, trade at market 

prices between locations benefits both locations. 

 

International trade is exchange of capital goods, and services across international borders or 

territories. In most countries, it represents a significant share of gross domestic product (GDP). 

While international trade has been present throughout much of history, its economic, social, and 

political importance has been on the rise in recent centuries. 

 

Industrialization, advanced transportation, globalization, multinational corporations and 

outsourcing are all having a major impact on the international trade system. Increasing 

international trade is crucial to the continuance of globalization. Without international trade, 

nations would be limited to the goods and services produced within their own borders. 

 

International trade is in principle not different from domestic trade as the motivation and the 

behavior of parties involved in a trade do not change fundamentally regardless of whether trade is 

across a border or not. The main difference is that international trade is typically more costly than 

domestic trade. The reason is that a border typically imposes additional costs such as tariffs, time 

costs due to border delays and costs associated with country differences such as language, the legal 

system or culture. 

 

Another difference between domestic and international trade is that factors of production such as 

capital and labour are typically more mobile within a country than across countries. Thus 

international trade is mostly restricted to trade in goods and services, and only to a lesser extent to 

trade in capital, labor or other factors of production. Then trade in goods and services can serve as 

a substitute for trade in factors of production. 

 

Instead of importing a factor of production, a country can import goods that make intensive use of 

the factor of production and are thus embodying the respective factor. An example is the import of 

labor-intensive goods by the United States from China. Instead of importing Chinese labor the 

United States is importing goods from China that were produced with Chinese labor. 
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1.1 1.1 1.1 1.1 Regulations of International TradeRegulations of International TradeRegulations of International TradeRegulations of International Trade    

Traditionally trade was regulated through bilateral treaties between two nations. For centuries 

under the belief in mercantilism most nations had high tariffs and many restrictions on 

international trade. In the 19th century, especially in the United Kingdom, a belief in free trade 

became paramount. This belief became the dominant thinking among western nations since then. 

In the years since the Second World War, controversial multilateral treaties like the General 

Agreement on Tariffs and Trade (GATT) (GATT) and World Trade Organization have 

attempted to promote free trade while creating a globally regulated trade structure. These trade 

agreements have often resulted in discontent and protest with claims of unfair trade that is not 

beneficial to developing countries.  

 

Free trade is usually most strongly supported by the most economically powerful nations, though 

they often engage in selective protectionism for those industries which are strategically important 

such as the protective tariffs applied to agriculture by the USA and Europe.  The Netherlands and 

the United Kingdom were both strong advocates of free trade when they were economically 

dominant, today the United States, the United Kingdom, Australia and Japan are its greatest 

proponents. However, many other countries (such as India, China and Russia) are increasingly 

becoming advocates of free trade as they become more economically powerful themselves. As 

tariff levels fall there is also an increasing willingness to negotiate non tariff measures, including 

foreign direct investment, procurement and trade facilitation. The latter looks at the transaction 

cost associated with meeting trade and customs procedures. 

 

Traditionally agricultural interests are usually in favour of free trade while manufacturing sectors 

often support protectionism. This has changed somewhat in recent years, however. In fact, 

agricultural lobbies, particularly in the United States, Europe and Japan, are chiefly responsible for 

particular rules in the major international trade treaties which allow for more protectionist 

measures in agriculture than for most other goods and services. 

 

During recessions there is often strong domestic pressure to increase tariffs to protect domestic 

industries. This occurred around the world during the Great Depression. Many economists have 

attempted to portray tariffs as the underlining reason behind the collapse in world trade that many 

believe seriously deepened the depression. 

 

The regulation of international trade is done through the World Trade Organization at the global 

level, and through several other regional arrangements such as MERCOSUR in South America, 

the North American Free Trade Agreement (NAFTA) between the United States, Canada and 

Mexico, and the European Union between 27 independent states. The 2005 Buenos Aires talks 

on the planned establishment of the Free Trade Area of the Americas (FTAA) failed largely 

because of opposition from the populations of Latin American nations. Similar agreements such as 

the Multilateral Agreement on Investment (MAI) have also failed in recent years. 

1.2 Risks1.2 Risks1.2 Risks1.2 Risks    in International Tradein International Tradein International Tradein International Trade    

Companies doing business across international borders face many of the same risks as would 

normally be evident in strictly domestic transactions. For example, 

 

� Buyer insolvency (purchaser cannot pay) 
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� Non-acceptance (buyer rejects goods as different from the agreed upon specifications) 

� Credit risk (allowing the buyer to take possession of goods prior to payment) 

� Regulatory risk (e.g., a change in rules that prevents the transaction) 

� Intervention (governmental action to prevent a transaction being completed) 

� Political risk (change in leadership interfering with transactions or prices) 

� War and other uncontrollable events. 

 

In addition, international trade also faces the risk of unfavorable exchange rate movements (and, 

the potential benefit of favorable movements) 

1.3 1.3 1.3 1.3 Top trading nations (2010 estimates)Top trading nations (2010 estimates)Top trading nations (2010 estimates)Top trading nations (2010 estimates)    

RankRankRankRank    CountryCountryCountryCountry    ExportsExportsExportsExports    ++++    Imports (in US dollars)Imports (in US dollars)Imports (in US dollars)Imports (in US dollars)    

1 European Union 3.764 trillion 

2 USA 3.173 trillion 

3 People’s Republic of China 2.813 trillion 

4 Germany 2.457 trillion 

5 Japan 1.402 trillion 

6 France 1.086 trillion 

7 United Kingdom 952 billion 

8 Italy 918 billion 

9 South Korea 884 billion 

10 Netherlands 860 billion 

11 Canada 813 billion 

12 Hong Kong 796 billion 

13 Singapore 667 billion 

14 Russia 614 billion 

15 Mexico 609 billion 

16 Spain 593 billion 

17 Belgium 561 billion 

18 India 528 billion 

19 Taiwan 525 billion 

20 Switzerland 453 billion 

21 Australia 411 billion 
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1.4 1.4 1.4 1.4 ToToToTopppp    traded commodities (Exports)traded commodities (Exports)traded commodities (Exports)traded commodities (Exports)    

1 Mineral fuels, oils, distillation products etc 1.658 trillion 

2 Electrical, electronic equipment 1.605 trillion 

3 Machinery, nuclear reactors, boilers etc 1.520 trillion 

4 Vehicles other than railways, tramway 841 billion 

5 Pharmaceutical products 416 billion 

6 Optical, photo, technical, medical apparatus 396 billion 

7 Plastics and articles thereof 387 billion 

8 Pearls, precious stones, metals and coins 320 billion 

9 Organic Chemicals 310 billion 

10 Iron and steel 273 billion 
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    Self Assessment QuestionsSelf Assessment QuestionsSelf Assessment QuestionsSelf Assessment Questions    

Q1. The various risks in international trade are  

 

a) Buyer insolvency (purchaser cannot pay) 

b) Non-acceptance (buyer rejects goods as different from the agreed upon specifications) 

c) Credit risk (allowing the buyer to take possession of goods prior to payment) 

d) All of the above 

 

Q2. The main functions of WTO are 

 

a) To handle disputes constructively 

b) To help promote peace amongst business community 

c) To provide rules that make life easier for all people involved in foreign trade 

d) All of the above 

 


