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ROLE AND IMPORTANCE OF INTERNATIONAL TRADE

 International trade plays an important role in countries growth and development. The area like Industrialization, advanced transportation, globalization, multinational corporations, and outsourcing are all having a major impact on the international trade system. Increasing international trade is crucial to the continuance of globalization. Without international trade, nations would be limited to the goods and services produced within their own borders. There are some important roles given below:

 1. Boost Economic Development: Trade can help boost development and reduce poverty by generating growth through increased commercial opportunities and investment, as well as broadening the productive base through private sector development.

 2. Enhances Competitiveness: Trade enhances competitiveness by helping developing countries reduce the cost of inputs, acquire finance through investments, increase the value added of their products and move up the global value chain.

 3. Export Diversification: Trade facilitates export diversification by allowing developing countries to access new markets and new materials which open up new production possibilities.

 4. Encourages Innovation: Trade encourages innovation by facilitating exchange of knowhow, technology and investment in research and development, including through foreign direct investment. 5. Expand Business Opportunities: Trade openness expands business opportunities for local companies by opening up new markets, removing unnecessary barriers and making it easier for them to export.

 6. Expand Choice: Trade expands choice and lowers prices for consumers by broadening supply sources of goods and services and strengthening competition. 

7. Improvement of Quality: Trade plays a role in the improvement of quality, labour and environmental standards through increased competition and the exchange of best practices between trade partners, building capacity in industry and product standards.

 8. Cutting Government Spending: Trade contributes to cutting government spending by expanding supply sources of goods and services and strengthening competition for government procurement.

 9. Strengthen Ties Between the Nations: Trade strengthens ties between nations by bringing people together in peaceful and mutually beneficial exchanges and as such contributes to peace and stability.
 ADVANTAGES OF INTERNATIONAL TRADE 

The fundamental reason for international trade is to sell something that we don’t need and to buy something we do need. Trade creates jobs, attracts investments, attracts new technology and materials, and offers wider choice in products and services. The main advantage of international trade is as follows: 

1. Meeting Nation’s Need: Trade is always balanced if it is fair. If 2 people trade baseball cards and one gives another 6 cards, they should get 6 back. Many businesses can create a surplus inventory of goods and services. Many nation farms produce more food than they can eat, manufacturers make more products than they use, and service providers can provide service to other countries. Some nation cannot produce fruits like bananas and oranges and many other products in their own nation and these products are imported. Both trading partners nation get something they need by trading something they don’t need.

 2. Job Creation: Unlike the battering that used to go on between trading partners, now businesses receive money from selling their products or services to foreign businesses. When foreign businesses buy Indian products it creates jobs for Indians. Exports are very important for international trading partner because it increases the flow of funds to the nations and creates job opportunities. When trade is balanced, businesses remain profitable and may grow faster. 

3. Attracting Investment: Investment follows trade. Many foreign companies will invest in an office, factory, or distribution warehouse to simplify their trade and reduce cost. This investment also creates more jobs. It also attracts international investors.

 4. New Technology and Materials: New technology promotes competitiveness and profitability. If a business could create a machine that works better, faster, or cheaper (or all three), then the business will have produced a more competitive product for national and international markets.

 5. Diverse Products and Services: A century ago, many products were considered a rare treat; people put them in stockings for children. Now, we can buy these products at local grocery stores thanks to better preservation and trading technologies. Foreign trade turns the world into a giant market, delivering food, fashions, etc

6. Transfer of Knowledge and Technology: According to the Adam Smith International trade leads an additional benefit namely that it transfers knowledge and technology between different nations. The adoption and use of new production techniques lead to productivity growth and thus, to economic development and an increase in wealth. For example, China already has a large domestic market and would therefore primarily gain from open trade with Europe by getting access to its technology rather than by widening its market New services such as banking, travel, and consultation are also available now. Business competition is no longer on a city scale; instead, businesses compete against worldwide businesses. The result is better quality goods, lower prices and functional design. 

DISADVANTAGES OF INTERNATIONAL TRADE

 The Global market has made it easy to buy and sell international goods. While this has benefits, it also presents a problem. Such trade can cause countries to be prosperous for a short time, but leads to economic exploitation, loss of cultural identity and even physical harm.

 1. Support of Non-democratic Systems: Great hardship can be caused when people make poor decisions about land use or surplus production for export and do not take the general population’s welfare into consideration. For example: Landowners in many nations want farmers to grow coffee beans because it is a very profitable cash crop, however, the farmers would like to use the land to grow more food for their families. The farmer’s wishes are ignored because they do not actually own the land.

 2. Cultural Identity Issues: Culture is a major export in the world. It displays and promotes values and lifestyles worldwide. The “culture consumer” in other countries is sometimes overwhelmed by developed nation’s ideas. Products also carry cultural ideas and messages. There are values of the culture that make the product.

 3. For example: Coca-Cola, McDonalds, Nike, and Microsoft all sell products that symbolize American values and symbolize and reflect American corporate culture.

 4. Social Welfare Issues: Maintaining safety standards, minimum wages, worker’s compensation and health benefits are all social welfare issues that cost business money. If a running shoe is made in a country where these issues are not met then the shoe can be sold for less in other nation. The downside to this is that substandard safety conditions cause death and injury in the workplace. 

5. Environmental Issues: In international trading environment this is one of the important issues. International traders ignore the rules and regulations to clean the environment. There motive is only to make profit. They are not interested in protecting the environment because it is costly business. Due to this international traders decide to move their operations to countries where it is less regulated.

 6. Political Issues: Precious commodities such as gold, diamond, oil or farmland are so important for countries to have control that wars have been started and as a result people are killed. Trade of these items has caused political alliances that do not help the people in the trading nation but only the powerful corporations that control the commodity
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RESTRICTIONS IN INTERNATIONAL TRADE

Individual countries take measures to control their imports inoder to offset to some extent the disadvantages of international trade and to protect the home industry from competition, such measures include; 

A) Tariffs -This is the tax imposed on a commodity entering a country and as a result the price of that particular import will be increased. This makes the product expensive discouraging domestic consumers from buying more of such a commodity which reduces its in flow.

 B) Total ban -In special circumstances, a country may impose a total ban on imports (stop completely) the importation of particular goods. Its main aim is to protect recently established home industries.

 C) Subsidies -These affect both imports and consumption of commodities i.e. the government may subsidize import prices of raw materials or the final goods prices to enable the locally produced goods compete favorably with the foreign goods. 

D) Foreign exchange control -This limits the quantity of foreign exchange that people can obtain from import goods and services. This will help check for the amount spent on imported goods especially those that are less important. This is done through the central bank. 

E) The Quota -This is where a country under takes to import from another country only a limited or fixed amount of quantities of a product in question. This will reduce the amount of supply of the product in relation to the demand.

 Reasons for restrictions in International trade

· To protect the infant industries against being out competed by well established( competitors those are already producing on large scale and at low costs.  

· To improve terms of trade. If a country is facing a deficit in the balance of payment( account, then it is logical to limit the high importation and import only essentials.

· To discourage dumping which is the selling of goods abroad at a lower price than in the( home market.  

· To improve the employment opportunities since the industries offer more jobs than( agriculture can/might.  

· It is the weapon to reduce imported inflation.

· It discourages consumption of harmful goods like drugs.

· To foster closer political and economic ties. A country may impose tariffs on imports( in order to give preferential rates to countries with which it shares some political interests e.g. East African Community.  To raise revenue for the economy, this is mainly when taxes are a major weapon of( potential payment.  

· To correct a temporary balance of payment equilibrium. Taxes will have an effect on( raising import prices hence reducing the demand and foreign exchange expenditure on manufactured goods. 

· To acquire self sufficiency

 The barriers in international trade

1. Lack of foreign exchange or currency makes international trade difficult i.e. the importing country has to use other currencies so as to buy the imports and vice versa. If the foreign currency is not available then international trade may not take place.

 2. Language barrier; most times if not all people in different regions speak different languages trading becomes difficult if the two trading parties cannot understand each other’s language. 

3. Transport problem; this mainly applies to land locked countries or countries that are too far apart. Transportation becomes a problem because it is time consuming, expensive and very risky.

 4. Documentation in international trade is very complicated because of too many formalities between the loading formalities.

 5. Political differences or misunderstandings’ can hinder any country from trading.

 6. Technical differences in the different governments may have different technical specifications for goods sold in the country.

 7. Differences in culture or religion between countries discourage trade 

8. Custom regulations which must be obeyed.

 9. Insurance costs involved are greater and make international trade expensive.

 10. Trade restrictions 

11. Limited or lack of market because of low quality and some countries are self sufficient, high competition. 

Possible ways of encouraging international trade 

1. Countries should encourage regional groupings so that they can trade among each other. 

2. Introduction of a uniform currency to reduce the problem of lack of foreign exchange and differing currencies. 

3. Encouraging trade fair exhibits so that different countries can get to know the goods available and how they are used. 

4. Governments should establish advisory boards to advice people.

 5. Exchanging trade delegates between potential countries by setting up friendly relations. 

6. Removal of trade barriers i.e. establishing trade liberalization policies.

7. Encouraging investors by the government

