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INTERNAL VS INTERNATIONAL TRADE

 Internal and International trade are the two very frequently employed terms, the former implying an exchange between the two parties belonging to the same nation while the latter suggesting the trade between two political independent sovereign nations. Internal trade is also referred to as interregional or domestic trade, while international trade is termed as external or foreign trade. Thus, a trade between two regions, say Mumbai and Chennai becomes internal or domestic trade while that between India and South Africa is called external or international trade.

Two basic questions arise in this context. First, is there any fundamental difference between domestic and foreign trade. Second and more important issue relates to why countries produce and export certain goods and why do they import certain others rather than producing them domestically? In other words what determines the international specialization. An answer to first question can be had by explaining the similarities and dissimilarities between internal and international trade. The answer to the second question lies in the analysis of trade theories. 

SIMILARITIES 

At the outset, it must be understood that broadly both the types are same in many aspect such as :  

· Specialization is the basis of both, domestic as well as foreign trade.

· Both have same requisites, viz., two parties, two commodities and determination of relative prices.  

· Gains or benefits, is the primary concern of the regions or nations involved in trade.  

· In both cases cost of production is the chief criterion. Individuals, regions or nations produce( and sell those commodities in which they are more efficient, i.e., can produce at a lower cost. As against it, they buy from others those goods which they either cannot produce or require higher cost. 

DISSIMILARITIES (DIFFERENCES) 

The economist like, Adam Smith, David Ricardo, J.S. Mill, etc., strongly believed that international trade exhibits such peculiar, features which distinguish it clearly from internal trade. Frederich List of Germany aptly observes, “Domestic trade is among us. International trade is between us and them.” Major dissimilarities between domestic and foreign trade can be summerised as follows.

 1. Currency Differences: A peculiar feature of international trade is the use of different currencies by different countries that participate in the exchange, e.g., Indian rupee, Japanese yen, British pound sterling, American dollar, etc. In contrast, domestic trade is carried out through a uniform currency. No doubt, it is possible to arrive at an exchange rate between different currencies. Nevertheless, the currency differences make international trade more complex and complicated as compared to internal trade. Frequent and wide change, in exchange rate generate an element of instability and uncertainty in respect of foreign trade from which internal trade is free.

 2. Resource Mobility: It is rightly observed by economists like Ricardo, that labour is perfectly mobile within a country and perfectly immobile between the countries. As a result of this the factor prices and hence, the cost of production significantly differ in different countries. Moreover due to immobility of productive resources, certain countries are unable to produce certain commodities. This paves the way for international specialization and trade. In contrast a perfect mobility of factors, within a country ensures uniform factor rewards, cost of production and hence, equal prices 
3. Policy Differences: Since international trade involves the participation of different politically independent units, it is bound to be affected by the independent economic and the other policies adopted by them. Pattern of international trade, i.e., its volume, composition and direction is significantly affected by different national policies. In contrast, in respect of domestic trade the policies are uniform throughout the nation.

4. Endowmental Differences: Different countries have different factor endowments. It is commonly observed that some countries have rich natural resources while in others human resources may be better both quantitatively as also qualitatively. These differences are nonexistent in the context of domestic trade. Thus, a different factor endowment leads to distinction between interregional and international trade 

5. Geographical and Other Differences: Countries widely differ in respect of geographical or natural conditions. These relate to quality and quantity of natural resources, climatic conditions, rainfall, land varieties, etc. Such differences though existing, do not have a great bearing on internal trade.

 6. Trade Restrictions: Countries adopt certain practices which artificially restrict or enhance international transactions. Heavy import duties, customs, fixation of quotas, etc., effectively restrict imports and exports. As against it bilateral agreements, subsidies, tax concessions, etc., boost up the imports and exports. Such practices are non-existent in respect of domestic trade.

 7. Different Markets: Different nations have different markets for selling (exports) and buying (imports). These depend upon political ideology, economic system, relations which other nations, etc. This factor distinguishes foreign trade from domestic trade.

 8. Special Issues: International trade faces certain specific issues and problems not encountered in respect of interregional trade. Mention in this context can be made of international liquidity, international cooperation and understanding etc. These factors are bound to affect international trade but have no concern with the internal trade. All the above differences lead to the conclusion that international trade widely differs from internal trade and hence, it is argued that both cannot be treated at par. Natural, political, social and above all economic factors play a vital role in distinguishing international trade from domestic or internal trade. The traditional belief in the need for a separate theory of international trade is founded basically on these differences.
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WHY INTERNATIONAL TRADE?

1.Some countries produce more than they need while others can’t produce enough to meet their requirements e.g. Uganda has more coffee and cotton but cannot produce enough wheat, pepper, salt etc .Canada has surplus wheat, India produces tea, Australia wool hence the need for export to avoid waste and be able to pay for the import.

 2. Differences in nature i.e. the relief, soils, climate and geology forces countries to specialize in things they can produce within their boundaries and buy from other countries what they can’t produce.

 3. Although the climate and other conditions may be suitable, the cost of production may be too high. 4. Differences in culture and skills. Some countries have groups of people with special skills and inventive capacity developed overtime to produce certain commodities which others can’t produce e.g. Japan is skilled in the production of motor vehicles’, Switzerland is well-known for watch production hence the need for international trade. 

5. The uneven distribution of factors of production makes countries not to be self sufficient hence international trade increases the choice of goods and raises the standard of living of people within a country. 

Categories of foreign trade; 

· Bilateral- This is foreign trade between two countries. 

· Multi lateral –This is foreign trade between more than two countries.

· Import trade –Is when goods and services are brought from another country. 

· Export trade –Is where goods and services are sold to another country. 

· Visible trade –This consists of imports and exports of tangible goods e.g. vehicles’, coffee, plastics, fruits etc

· Invisible trade –This refers to the purchase and sale of services or it is the exchange of services between countries e.g. telecommunications, Insurance, banking etc. 

Differences between home trade and foreign trade 

1. Status, Home trade is the internal trade of a country while foreign trade is its external trade.

 2. Agent’s involved, Home trade involves wholesalers and retailers while exporters and importers are involved in foreign trade. 

3. Duty, Goods in home trade are subjected to excise duty while foreign trade has customs duty (imports) 

4. Warehousing, Goods in home trade are kept in wholesale while foreign trade in bonded ware houses. 5. Advertising, Goods in home trade are advertised through the local media while through international in foreign trade. 

6. Transporting, Roads and railways are the major ways of transport in home trade whereas sea and air apply to foreign trade. 

7. Market Research, Market research in foreign markets is more expensive than in home trade.

 8. Market, Home trade has small market compared to foreign trade. 9. Money used, Home trade uses local currency but foreign trade uses foreign currency.

9. Money used, Home trade uses local currency but foreign trade uses foreign currency.

