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1. The Principles of
International Trade

International trade is the exchange of goods and
services produced in one country for ® goods and
services produced in another country. There are several
reasons for it.

The distribution of natural resources around the
world is somewhat haphazard®: some nations possess
natural deposits in excess of® their own requirements
while other nations have none. For example, Britain has
large reserves of coal but lacks many minerals such as
nickel,,copper,aluminum, etc.,whereas the Arab states
have vast oil deposns but little else. In the cultivation
of natural products climate plays a decisive role. Some
products will only grow in tropical climates whereas

others,such as citrus fruits,require a Mediterranean ®

climate. Moreover, some nations are unable to produce
sufficient® of a particular product to satisfy a large
home demand, for example,Britain and wheat. ® These
are the reasons why international trade first began.
With the development of manufacturing and
technology ,there arose another incentive for nations to
'exchange their products®. It was found that it made
economic sense for a nation to specialize in certain
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activities and produce those goods for which it had the
most advantages,and to exchange those goods for the
products of .other nations which had advantages in
different fields. This trade is based on the principle of
comparative advantage.

The theory of comparative advantage®, also called
the comparative cost theory, was developed by David
Ricardo ®, and other economists in the nineteenth
century. It points out that trade between countries can
be profitable for all, even if one of the countries can
produce. every commodity more cheaply. As long as
there are minor,relative differences in the efficiency of
producing a commodity even the poor country can have
a comparative advantage in producing it. The paradox®
is best illustrated by this traditional example: the best
lawyer in town is also the best typist in town. Since
this lawyer cannot afford to® give up precious time
from legal affairs,a typist is hired who may be less
efficient than the lawyer in both legal and typing
matters. But the typist’s comparative disadvantage is
least in typing. Therefore, the typist has a relative
comparative advantage in typing.

This principle is the basis of specialization into
trades and occupations. At the same time,complete
specialization may never occur even when it is
economically advantageous. For strategic or domestic
reasons,a country may continue to produce goods for
which it does not have an advantage. The benefits of
specialization may also be affected by transport costs:
goods and raw materials have to be transported around
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the world and the cost of the transport narrows the
limits® between which it will prove profitable to trade.
Another impediment to the free flow of goods between
nations is the possible introduction of artificial barriers
to trade, such as tariffs or quotas.

In addition to visible trade,which involves the
import and export of goods and merchandise,there is
also invisible trade, which involves the exchange of
services between nations.

Nations such as Greece and Norway have large
maritime fleets and provide transportation service. This
is a kind of invisible trade. When an exporter arranges
shipment, he rents space® in the cargo compartment of
a ship.

The prudent exporter purchases insurance for his
cargo’s voyage. While at sea, a cargo is vulnerable to®
many dangers. Thus, insurance is another service in
which some nations specialize. Great Britain, because
of the development of Lloyd’s® of London, is a leading
exporter of this service, earning fees for insuring other
nations’ foreign trade.

Some nations possess little in the way of @
exportable commodities or manufactured goods, but
they have a mild and sunny climate. During the winter,
the Bahamas® attract large numbers of tourists, who
spend money for hotel accommodations®, meals, taxis,
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and so on. Tourism®, therefore, is another form of A
invisible trade. EERH O bR 5% Y

Invisible trade can be as important to some nations
as the export of raw materials or commodities is to
others. In both cases, the nations earn money to buy
necessities.

(From The Elements of Export Practice
by Alan E Branch)
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2. Current International Trade

The importance of international trade to the
economic health and overall standard of living of a
country has never been as clear as it is today. The
value of world merchandise exports reached an all-time®
high of $5.1 trillion in 1996, a 3.7 percent increase
over the value of exports in 1995 and a 4.0 percent
increase in physical volume. The growth in value
represented an increase of $180 billion. Throughout the
past three decades, international trade volume has, on
average, outgrown® production.

In terms of® major economic areas, the industrialized
countries dominate world trade, accounting for® about
70 percent of world trade in recent years. The relative
importance of the European Union and the United
States, Canada, and Japan is evident in terms of both
imports and exports. Asia accounts for over 55 percent
of the developing countries’ imports and exports.

The major markets for all regions’ exports® are in
North America, Western Europe, and Asia. This is true
for these three areas themselves, especially for Western
Europe, which sends 68.1 percent of its exports to
itself. In addition, the countries in the regions of Latin
America, Central and Eastern Europe and the former
Soviet Union, Africa, and the Middle East trade
relatively little with themselves.
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At the individual country and region level, the
relative importance of Europe, North America, Japan,
and East Asia is again quite evident. The largest world
trader is the United States, followed by Germany.
Japan, France, the United Kingdom, and Italy are the
next largest and, with the United States and Germany,
account for 45 percent of world trade. Also noteworthy
has been the spectacular growth in the trade of
Hongkong, the Republic of Korea (South Korea),
Taiwan, mainland China, and Singapore, which have
now moved into the top 15 world traders.®

Turning to the commodity composition® of world
trade, trade in manufactures accounts for almost 75
percent of international trade, with the remaining
amount consisting of primary products. Among the
primary goods, trade in food products is the largest (9.3
percent) followed by trade in fuels (7.6 percent). Trade
in raw materials, ores, and metals accounts for 5.7
percent. In the manufacturing category, machinery and
transport equipment account for 38.8 percent of world
trade. Automotive® products are a major subcategory®,
absorbing 9.6 percent @f world trade. Other important
categories of manufactures include trade in chemicals (9.3
percent) and in textiles, clothing, and miscellaneous ®
consumer goods (15.6 percent).

What is especially notable is the current importance
of trade in manufactures and the declining importance
of primary products. For example, food products
accounted for 11.0 percent of world exports in 1980
but only 9.3 percent in 1994; fuels, which constituted
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