Chapter 1 – An Introduction to International Trade



See opening questions on p. 2 in text.  

Almost 200 countries in the world – goods are produced, exchanged and consumed in each country – Global Economy.   

Review of GNP vs. GDP.  
GNP: Production/output/income measure based on production 
GDP: Production/output/income measure based on production
Canadian citizen working in Michigan:  GDP for ___________,  GNP for ____________. 

Standard of living (how to measure, “operationalize”) and compare: Income per capita or Per capita GNP (GDP).   See Table 1.1 on p. 5-7.  GNP per capita for 2001, both unadjusted and adjusted (PPP estimate).  
PPP estimate adjusts for differences in prices paid for goods and services, e.g. Honduras - $900 (unadjusted) vs. $2450 (PPP).   
Notice Japan, Switzerland, Norway, and Denmark.  PPP-adjusted GNP/capita is HIGHER than unadjusted.  Why?  

Notice U.S. has highest PPP-adjusted standard of living. See the article at this link http://www.timbro.com/euvsusa/ for a comparison of U.S. and EU GDP growth.   
Developed or industrialized countries (high income like US and EU) vs. Developing (low income like China and India).   
Index of Openness (IO): Exports (X) / GDP, can generally range from 0 to 100 (although IO > 100 like Singapore).
GDP = C + I + G + (X – M)

Assume: C + I + G = $100, and X = 200 and M = $150.
GDP = $150 and X = $200 and IO (X/GDP) = 133.33
What is the relationship between free trade (IO) and Standard of Living?  
Also see, Economic Freedom of the World, Annual Report by Cato Institute
http://www.cato.org/pubs/efw/
Economic Growth over Time
What is the relationship between economic growth and income?  Which group of countries grew the fastest? __________        Slowest?  ____________

Notice growth rates for India, China and Russia.
What factors are important for economic growth?  

International Trade
Between 1980 and 2000, the IO increased from 29 to 39, on average for all countries.  Which group of countries remained the least open?  
Which countries made the biggest gains in openness?  China.  Mexico.
Notice that U.S. and Japan have relatively low IOs, even though they have largest volume of trade.  Reason: U.S. economy is so huge ($11T), that even exports of $1.21T only give U.S. an IO of 11.  

See Figure 1.1 on p. 11.  World Exports (trade) vs. World GDP.  World trade exploded in the 1990s, increasing by 80% vs. GDP (27%).    
What factors have caused world trade to grow so much in the 1990s?  
How do group averages compare for Exports (X) and Imports (M)?  
Trade Deficit =  

Trade Surplus =  

Implication of countries with a trade deficit? Net creditor or net borrower?
Implication of countries with trade surplus? Net creditor or net borrower?  

Does that matter?  Do trade deficits matter?  
Direction of International Trade
See Figure 1.2 on p. 14-15.  Main stories: 
1. Growth of importance of Asia (Japan, China, S. Korea, etc.) as exporter, from 1965 to 2000, by 91x versus 39x for world trade in general.  
2. Industrialized countries account the majority of world trade, among each other.  
3. Countries tend to trade most with neighbors (see Table 1.2 on p. 16).  NAFTA, EU, etc.  
What Goods Trade?

Trade is important (average 40% of GDP), but WHAT gets traded?  Finished goods or inputs?   See Table 1.3 on p. 18-19, goods ranked by share in 1999, and listed by SITC code. 
	 SITC1
	ONE DIGIT CODE DESCRIPTIONS

	0
	FOOD AND LIVE ANIMALS

	1
	BEVERAGES AND TOBACCO

	2
	CRUDE MATERIALS, INEDIBLE, EXCEPT FUELS

	3
	MINERAL FUELS, LUBRICANTS AND RELATED MATERIALS

	4
	ANIMAL AND VEGETABLE OILS, FATS AND WAXES

	5
	CHEMICALS AND RELATED PRODUCTS, N.E.S.

	6
	MANUFACTURED GOODS CLASSIFIED CHIEFLY BY MATERIAL

	7
	MACHINERY AND TRANSPORT EQUIPMENT

	8
	MISCELLANEOUS MANUFACTURED ARTICLES

	9
	COMMODITIES AND TRANSACTIONS NOT CLASSIFIED ELSEWHERE IN THE SITC


For more information see: http://reportweb.usitc.gov/commodities/naicsicsitc.html
Notice: Except for cars, computers, clothing and toys, MOST traded goods are INPUTS and NOT finished goods: raw materials, coal, iron, steel, minerals, parts, plastics, textiles, chemicals, wood, equipment, etc.  Typical pattern for trade: U.S. and most countries import inputs that are used to produce finished goods domestically.  Main point: Producers trade more internationally for goods and services than do consumers.  
Table 1.3 only lists “Merchandise Trade” flows, not services.  What are examples of services that get traded internationally?  

U.S. exports of services in June 2004 was $28.6B, and imports of services was $24.2B, for a trade surplus on services of $4.4B.  

U.S. exports of goods (merchandise) in June 2004 was $64.3B, and imports of goods was $124.4B, for a trade deficit on goods (merchandise) of $60.1B. 

Overall trade deficit in June of $60.1B - $4.4B = $55.7B.  

See Table 1.4 on p. 22-23, Exports and Imports of Selected Countries.  

Conclusions:  U.S. exports a wide variety of goods, Japan exports mostly “machines and transport equipment,” which includes motor vehicles.   
Reasons:

Basic question for international economics:  What countries trade what to whom? 

We study International Trade Theory: Chapters, 2, 3, 4, and 6 (Tariffs) 
