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General Introduction

(B 2

I. Foreign Trade

Foreign Trade, or international trade, is involved in the exchange
of commodities, including the exchange of labour and technology be-
tween one country or district and another country or district. It is
composed of import and export business, mainty concerned with the
import and export of commeodities between countries. Strictly speak-
ing, foreign trade studies primarily impor.s und exports of one coun-
try; whereas international trade explores the imports and exports of all
the countries in the world.

Foreign Trade is of cardinal importance to a country in that it
enables a country to dispose of what it has in abundance and take in
what it needs most. In other words. Foreign Trade enables two trad-
ing countries to promote understanding, increase prosperity and build
up goodwill through business conducted on the basis of equality and
mutual benefit.

Exports from a country are products produced in that country
and sold in another. Imports into a country are products that are sold
there but were produced in another country. A country that exports
more than it imports has a favorable balarce of trade, or a surplus.
When a country imports more than it exports, it has an unfavorable

balance of trade, or a deficit.



International Trade International Trade is necessary in much
the same way as trade within a country: by expanding the market,
international trade makes possible more specialization, lower costs,
and greater variety.

What determines what products a country specializes in ? This is
one of the oldest questions of international trade. Economists answer
that a country chooses to import and export certain goods on the basis
of comparative advantage.

A country is said to have a comparative advantage in goods that it
can make at relatively low costs. Suppose that in Mexico it costs the
same amount to produce 200 barrels of oil as to produce one personal
computer. In the United States, the cost of making such a computer
amounts to the production of merely 100 barrels of oil. Compared
with the cost of oil, computers can be made far more cheaply in the
United States. Conversely, oil can be produced at a much fower cost in
Mexico. It follows, therefore, that it pays for Mexico to get comput-
ers more cheaply by importing them rather than by making them at
home. And of course, it goes the other way round with the United
States in the case of oil.

Trade based on the concept of comparative advantage leads to
specialization. For example, oil provides a good export opportunity for
Mexico. That natural gift attracts capital to oil exploration, provides
jobs for workers in the oil industry, and creates easy m/()ney fgg]\r)le)fznco :
A Mexican computer maker, however, would face stiff corhpetitib]y
from American firms. By leaving the United States to §pecialize in
computers, Mexico manufacturers can obtain better computers at a
lower price.
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