   INTERNATIONAL TRADE

International Trade is the exchange of goods and services between and among countries.

REASONS FOR INTERNATIONAL TRADE

· Climatic Conditions

· Natural resources

· Specialization and technological expertise

· Increase transportation and communication

Principles Governing International Trade

· Comparative cost advantages – This principle is base on the assumption that countries that produce the same goods will compare their cost of production then based on these cost, these countries will decide to produce the goods that cost them less to produce.

· International specialization – Following from comparative cost advantages, countries will specialize in the production of goods and services that are economical. Usually natural endowment of resources or climatic conditions give some countries advantages that foster specialization. Greater specialization lead to a greater division of labour which should result in greater efficiency, larger out put, higher profits, increased trade and greater variety for consumers.

· Relative efficiency – Because every country produces what it can produce best there is maximum use of resources and an increase in efficiency.

BENEFITS OF INTERNATIONAL TRADE.

· Increase production

· Reduction of unemployment

· Improvement in the standard of living of a country.

· Wider variety available

· Prevention of famine and starvation in some countries as a result of scarce goods.

· Reduction in the effect of local monopolies since they would get competition from imported goods.

· Better quality as a result of increase competition.

TERMS OF TRADE

The terms of trade of a country is the rate at which one country’s goods and services are exchanged for another country’s goods and services. A country can have favorable or unfavorable terms of trade. It is favorable when the value of its exports is greater than imports and unfavorable when the value of its imports is greater than exports.

BARRIERS TO INTERNATIONAL TRADE

· Custom duties or tariffs

· Quotas and licenses

· Exchange control

· Physical control such as bans and embargoes.

BALANCE OF PAYMENTS

When countries trade with each other at the end of their financial period usually a year they prepare an account that sets out their indebtedness to their trading partners. This is called a balance of payments. It is an account that analyses a country’s financial transactions with its trading partners.

A balance of payments has three main sections:

·  Current account which includes:

1. Visible trade which looks at imports and exports of goods only

2. Invisible trade, which examines imports and exports of services only.

When visible imports are subtracted from visible exports we get a visible balance of payments. When invisible imports are subtracted from invisible exports we get an invisible balance of payments.

· Capital account – This area of the account looks at short and long term capital flow (capital coming in and leaving the country). Outflows are represented by a minus sign and inflows by a positive sign. The capital account also includes a balancing item, which represents errors in and omissions from the account. Therefore it may be a positive or negative figure.

· Official financing – This section of the account show how the balance of payments will be treated. If it is a surplus it shows how the government will use the surplus, whether it will be used, saved or spent. If it is a deficit it shows how the government will finance the deficit.

FINANCING A BALANCE OF PAYMENTS DEFICIT

Internal measures

· Use reserves or savings.

· Sell assets.

External strategies

· Borrow from financial institutions e.g. IMF or World Bank.

· Sell assets.

· Gifts may be used but a country cannot always depend on this.

· Accept loans from other countries.

TREATING A BALANCE OF PAYMENTS SURPLUS
· Increase savings




· Invest locally and abroad

· Pay debts owed




· Lend to other countries



· Purchase assets

TREATING A BALANCE OF PAYMENTS PROBLEM

There is a difference between a balance of payment deficit and a balance of payments problem. A balance of payment deficit is a shortfall in a country’s overseas earnings and may be caused by the following:

· An unusual situation such as natural disaster.

· Importing more goods than exporting.

· Too much overseas borrowing.

· Too much foreign investment.

A balance of payments problem is however a recurring situation of a balance of payments deficit. In other words the country has not been running a deficit in just one or two years but has been living above its income for a number of years.

Internal measures to address a balance of payments problem

Reduction in imports – This may be achieved by physical control such as bans, quotas, increasing import duties and exchange controls. However if demand for imports is inelastic the higher prices brought about by increase duties will make the problem worse. Restricting the volume of imports through quotas or bans may result in retaliatory action by other countries.

Exchange control – This means that the country’s currency is being rationed and the availability of foreign currency limited. This may result in a black market developing for the currency and inefficient local firms may be protected from foreign competition. As a result of the restricted movement of currency foreign firms may be reluctant to invest since profit may not be able to be repatriated back home.

Devaluation of the country’s currency – By reducing a country’s exchange rate in relation to other countries currencies a country can make its exports cheaper and more competitive in the world market thereby increasing demand for its exports. Devaluation may also result in imports becoming more expensive and thus local consumers may switch from buying expensive imports to locally produced substitutes. This will occur especially if the demand for imports is elastic. However a devaluation has a negative side because its makes imported raw material and capital equipment more expensive resulting in higher local prices and inflation. A fluctuating exchange rate adds uncertainty in foreign trade. Foreign trade involves providing credit, which often results in long waiting periods for payments and eventual losses as the exchange rate may move adversely.

External strategies to address balance of payments problems
· A country may strengthen its reserves by borrowing from the IMF (International Monetary Fund) or World Bank

· Reducing expenditure on imports

· Increasing its exports

The balance of trade is the difference between imports and exports of goods only.

TRADE AGREEMENTS
CARICOM – Caribbean Common Market

This is the regional strategy for corporation among countries of the region. This body comprises of all countries of the English speaking Caribbean.CARICOM came into being in 1973 but its early beginnings can be traced back to 1968 when the Caribbean Free Trade Association (CARIFTA) was formed.

· The major objective of CARICOM:

· To foster economic corporation among member states.

· Coordinate foreign policy

· To foster corporation in health, education, culture and communication among member states.

· To encourage the use of raw materials of the region by member states.

· To encourage regional trade.

STRUCTURE OF CARICOM

1. The heads of government conference. – This body is responsible for policy making and direction. It has the final authority on issues associated with the body.

2. The Common Market – Ministers of government comprise this body and have responsibility for the proper functioning of the Caribbean Market.

3. The CARICOM Secretariat – This is the body that is charged with the responsibility of implementing decisions of the Heads of Government Conference, the Council of Ministers and other sub groups. It deals with operational activities of CARICOM.

4. Caribbean Single Market and Economy – at the 1994 Caribbean Heads of Government meeting the Caribbean government agreed to establish the single market and economy. This they feel will allow free movement of people, capital and services across the region.

The General Agreement on Tariffs and Trade (GATT)

The General Agreement on Tariffs and Trade was arrived at in1947 and implemented in1948. Its major function is to promote free trade among its members.the GATT supports the principle that no discrimination in tariffs agreements should be levied against member states. Hence any tariff agreement arrived at with one state should be extended to all other members. The overall aim is to achieve free trade among members through the reduction of quotas and tariffs.

Tariffs are fees charged or taxes levied on imported goods before they are released to the importer. Types of tariffs:

1. Ad valorem – This tariff is determined by the value of the goods

2. Specific tariff – This type of tariff is based on the physical unit of the good.

3. Compound tariff – This tariff takes into account both the value and physical unit of the good. 

Types of Quotas

There are import quotas which limit the amount or value of goods imported and tariff quotas eliminate or minimize the tariff on goods imported.
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