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Chapter One

General Introduction

LEARNING OUTCOMES

After reading this chapter you should be able to

define what is meant by international trade

explain the reasons for engaging in international trade
identify the benefits of international trade

explain the major categories of international trade

tell the differences between domestic and international trade

understand the major procedure involved in international trade

International trade has a long history. Dated back as far as the Middle Ages, merchants

shipped canoes overseas, and sold the goods directly to foreign buyers. With the development

of transportation and communication technologies developed especially during the industrial

revolution, international trade grew rapidly, which in turn stimulated an upsurge of insurance

industry and banking operations oriented toward international payments and settlement.

Recently, thanks to the unprecedented development of techniques and services in all trade-

related fields as well as the great improvement in trade-related laws, regulations and

conventions, international trade is growing even faster and involving even more countries. As
one of the most important economic activities in the world today, international trade plays a
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more and more important role in the development of a nation’s economy and in the
acceleration of globalization worldwide.

Then what is international trade? International trade is also known as world trade,
foreign trade, overseas trade, etc. It refers to the process of fair and deliberate exchange of
goods or services between two or more countries, involving the use of two or more
currencies. Besides, international trade concerns trade operations of both import and export
and includes the purchase and sale of both visible and invisible goods. However, only
knowing its definition is obviously not enough to understand international trade as a whole.
The points covered in this chapter will help provide you a clearer picture of international

trade.
1.1 Reasons for International Trade

Why do nations trade with one another? The primary reason for one individual to trade
with another is that the former has the products more than his consumption and the latter has
the demand for the same products. As a result, product exchange is realized and trade is
formed. Similarly, when a nation has the products that exceed its domestic demand, it may
consider exchanging them for something else with another nation. The commodity exchange
that has passed over a nation’s border leads to the formation of international trade. However,
when international trade has developed to its present stage, the reasons for nations o trade
with one another are far beyond the surplus products. Resource reasons, economic reasons,
political reasons and many other reasons are all responsible for the boom in international

trade.
1.1.1 Resource Reasons

No nation can be completely self-sufficient. The distribution of natural resources around
the world is somewhat haphazard; some nations possess natural resources in excess of their
own requirements while other nations have none. For example, Colombian and Brazil have
the ideal climate for growing coffee beans. The United States is a major consumer of coffee,
yet it does not have the climate to grow any of its own. This has led to Colombia and Brazil
being big coffee exporters, and the United States a big coffee importer. Countries that do not
have the natural resources or raw materials within their own boundaries must import from

countries that have them while those that have them exceeding their own consumption will



