
International Trade

International trade is the exchange of goods and services across national boundaries. It
allows countries to obtain commodities they cannot produce themselves or can purchase
at a lower price elsewhere. This trade is based on principles such as comparative
advantage, complementarity, and transferability of goods and services, aiming to be
mutually beneficial to trading partners.

Definition and Basis of International Trade

International trade involves the voluntary exchange of goods and services between
countries. Historically, trade began with the barter system in primitive societies, where
goods were exchanged directly without money. Over time, trade expanded from local
markets to long-distance routes such as the Silk Route, which connected Rome to China
over 6,000 km. The Industrial Revolution increased demand for raw materials and
manufactured goods, shaping modern trade patterns.

Exam Question: What is international trade and what are its basic principles?

Answer: International trade is the exchange of goods and services between countries. Its
basic principles include comparative advantage, where countries produce goods they
can make efficiently; complementarity, where countries exchange goods they need; and
transferability, which refers to the ability to transport goods between countries.
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Types and Aspects of International Trade

International trade can be categorized into two main types:

Bilateral Trade: Trade between two countries based on agreements to exchange
specified commodities.
Multilateral Trade: Trade involving multiple countries, often granting "Most Favoured
Nation" status to some partners.

Important aspects of international trade include the volume of trade, sectoral
composition (types of goods traded), and direction of trade (trade partners).

Exam Question: Differentiate between bilateral and multilateral trade.

Answer: Bilateral trade is trade between two countries based on specific agreements,
while multilateral trade involves multiple countries trading with each other, often under
broader agreements.

Trade Liberalisation, Dumping, and Globalisation

Trade liberalisation refers to the removal or reduction of trade barriers such as tariffs,
allowing free flow of goods and services. Dumping is the practice of selling goods in a
foreign market at a price lower than their cost of production, which can harm domestic
industries. Globalisation is the increasing integration of economies worldwide through
trade, investment, and technology.

Exam Question: What is trade liberalisation and how does it affect international trade?

Answer: Trade liberalisation is the process of reducing trade barriers like tariffs, allowing
goods and services to move freely across borders. It increases competition, promotes
efficiency, and expands markets for producers and consumers.



Impact of the World Trade Organisation on Global Trade

The World Trade Organisation (WTO), established in 1995, replaced the General
Agreement on Tariffs and Trade (GATT). It sets global rules for trade, resolves disputes
between member nations, and covers trade in goods, services, and intellectual property
rights. WTO promotes trade liberalisation and fair competition among countries.

Exam Question: What role does the World Trade Organisation play in international trade?

Answer: The WTO sets global trade rules, resolves disputes, promotes trade liberalisation,
and ensures fair competition among member countries.

Concerns and Challenges of International Trade

While international trade fosters regional specialisation, cultural exchange, and economic
growth, it can also lead to dependence on foreign markets, unequal development, and
environmental degradation. Unsustainable resource exploitation by multinational
corporations can cause deforestation, marine depletion, and pollution. Addressing these
concerns requires sustainable development and environmental protection measures.

Exam Question: What are some concerns associated with international trade?

Answer: Concerns include economic dependence, unequal development, environmental
degradation, and unsustainable exploitation of natural resources.

Gateways of International Trade: Ports and Harbours

Ports and harbours serve as critical gateways for international trade, providing facilities for
docking, loading, unloading, and storage of cargo. They maintain navigable channels and
offer services such as tugs, barges, labour, and management. Ports are classified based



on cargo type (industrial or commercial), location (inland or out ports), and specialized
functions (oil ports, naval ports, entrepot ports).

Exam Question: Why are ports important for international trade?

Answer: Ports facilitate the movement of goods and travellers by providing essential
services like docking, loading, unloading, and storage, making them vital gateways for
international trade.

Factors Influencing International Trade

Several factors influence international trade, including:

National Resources: Uneven distribution of minerals, climate, and geological
structures affects trade patterns.
Population Factors: Size, distribution, and cultural diversity impact the volume and
type of goods traded.
Economic Development: Different stages of development change the nature of
traded items.
Foreign Investment: Boosts trade by providing capital for industries and
infrastructure.
Transport and Technology: Advances in rail, ocean, air transport, refrigeration, and
preservation expand trade reach.

Exam Question: What are the main factors that influence international trade?

Answer: Factors include national resources, population characteristics, economic
development stages, foreign investment, and advancements in transport and technology.

Trade in India: Evolution, Composition, and Policies



Trade in India has evolved from traditional goods to include IT and pharmaceuticals. India
exports gems, jewellery, agriculture, and textiles, while importing crude oil, electronics, and
precious stones. Major trade partners include the USA, China, and UAE. India has
liberalised trade by reducing import duties and promoting exports through special
economic zones. The goal is to double India's global trade share by improving
infrastructure and policies.

Exam Question: Describe the evolution and current composition of India's international
trade.

Answer: India's trade evolved from traditional goods to diverse exports like IT and
pharmaceuticals. It exports gems, jewellery, agriculture, and textiles, and imports crude oil,
electronics, and precious stones.

Chronology of International Trade Development

Time Period /

Year
Event / Change Importance

Ancient Times Barter system and local trade
Initial form of trade limited to
local markets

Silk Route Era
Long-distance trade between Rome
and China

Early example of international
trade over 6,000 km

15th Century European colonialism and slave trade
Expansion of trade and new
trade forms

Industrial
Revolution

Increased demand for raw materials
and manufactured goods

Shift in trade patterns favoring
industrialized nations

1948 Formation of GATT Effort to liberalise global trade

1995 Establishment of WTO
Global trade regulation and
dispute resolution

Solved Examples



Example 1: Explain why countries engage in international trade.

Solution: Countries engage in international trade to obtain goods and services they
cannot produce efficiently themselves, to access a wider variety of products, and to
benefit from comparative advantage, which allows them to specialize in producing goods
where they have efficiency.

Example 2: What is the difference between tariff and dumping?

Solution: A tariff is a tax imposed on imported goods to protect domestic industries, while
dumping is the practice of selling goods in a foreign market at prices below production
cost to eliminate competition.

Practice Set

Easy

Define international trade.
What is the Silk Route?

Moderate

Explain the difference between bilateral and multilateral trade.
What role does the WTO play in global trade?

Challenging

Discuss the concerns associated with international trade and suggest ways to
address them.
Analyze the factors influencing the composition of international trade in India.



Answer Key

Define international trade: Exchange of goods and services across national
boundaries.
What is the Silk Route? An ancient trade route connecting Rome and China for
exchanging luxury goods.
Difference between bilateral and multilateral trade: Bilateral trade is between two
countries; multilateral involves multiple countries.
Role of WTO: Sets global trade rules, resolves disputes, promotes trade liberalisation.
Concerns of international trade: Dependence, unequal development, environmental
harm; addressed by sustainable practices.
Factors influencing India's trade composition: Resources, population, economic
development, foreign investment, transport.

Quick Reference

International Trade: Exchange of goods/services across countries.
Comparative Advantage: Producing goods efficiently relative to others.
Trade Liberalisation: Removing trade barriers.
WTO: Global trade regulatory body.
Ports: Gateways for international trade.

Glossary

Barter System: Direct exchange of goods without money.
Dumping: Selling goods abroad below cost to outcompete local producers.
Tariff: Tax on imported goods.
Most Favoured Nation: Trade status granting equal trade advantages.
Entrepot Port: Port where goods are imported, stored, and re-exported.


