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CONCEPT, EVOLUTION AND BASIS OF
INTERNATIONAL TRADE

International trade is an integral part of human economic
activity and represents the exchange of goods and
services across national boundaries.

Trade, as a tertiary activity, involves the voluntary
exchange between two parties, where one sells and the
other purchases. This exchange is mutually beneficial,
as both parties gain from the transaction.

While trade can occur at both national and international
levels, international trade specifically refers to
transactions conducted between different countries.

The need for international trade arises primarily because
countries differ in their ability to produce goods and
services.

No country is entirely self-sufficient. Certain commodities
may not be producible due to climatic, geological or
technological limitations, while others may be available
at a lower cost in foreign markets.

As a result, nations engage in trade to access a wider
range of goods and to optimise costs, leading to
interdependence among countries.

In primitive societies, the earliest form of trade was the
barter system, where goods and services were
exchanged directly without the use of money. For
instance, a potter in need of plumbing services had to
find a plumber willing to exchange services for pots.

However, this system suffered from major limitations
such as the lack of a common measure of value and the
requirement of a double coincidence of wants. These
challenges led to the gradual evolution of money as a
medium of exchange.

In early times, various objects such as cowrie shells,
metals, salt, cattle and even rare items like whale’s teeth
were used as money, reflecting their intrinsic value.

The history of international trade reveals a gradual
expansion from local to global networks. In ancient
times, trade was restricted due to risks associated with
long-distance transportation.

Most people focused on fulfilling basic needs, and trade
was largely confined to luxury goods such as jewellery
and fine textiles.

One of the earliest examples of long-distance trade is
the Silk Route, which connected Rome and China over a
distance of about 6,000 km.

This route facilitated the exchange of Chinese silk,
Roman wool and precious metals, along with goods from
regions such as India and Persia.

With the decline of the Roman Empire, trade
experienced a resurgence during the medieval period,
particularly with the development of ocean-going
vessels.

This enabled increased interaction between Europe and
Asia and eventually led to the discovery of the Americas.
From the fifteenth century onwards, European colonial
expansion transformed the nature of trade.

Alongside the exchange of exotic commodities, the slave
trade emerged as a significant and exploitative system.
European powers transported African natives to the
Americas for plantation labour, making it a highly
profitable enterprise for over two centuries.

The Industrial Revolution marked a turning point in
international trade. The demand for raw materials such
as grains, meat and wool increased significantly,
although their relative value declined compared to
manufactured goods.

Industrialised nations began importing raw materials
from less developed regions and exporting finished
products back to them. Over time, industrial countries
increasingly traded among themselves, reflecting a shift
in global trade dynamics.

During the World Wars, countries imposed tariffs and
trade restrictions to protect their economies.

However, in the post-war period, efforts were made to
liberalise trade through institutions like the General
Agreement for Tariffs and Trade (GATT), which later
evolved into the World Trade Organisation (WTO).

These initiatives aimed to reduce trade barriers and
promote global economic cooperation.

International trade exists fundamentally due to
specialisation in production and division of labour.
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Countries specialise in producing goods for which they
have a comparative advantage and trade for others.
based on

This system is principles such as

complementarity and transferability, ensuring that trade
remains mutually beneficial. In the modern world,
international trade forms the backbone of the global
economy and is closely linked with the foreign policies of
nations.
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The basis of international trade lies in several key
factors. Firstly, differences in national resources play a
crucial role. The uneven distribution of resources across
the world is influenced by variations in geology, relief,
soil and climate.

Geological structure determines the availability of
minerals, while topography influences agricultural
practices and tourism. Climate further affects the types
of crops and animals that can be sustained in a region,
leading to diversity in production.

Secondly, population factors significantly influence trade
patterns. Cultural diversity leads to the development of
unique products such as handicrafts, which gain
international demand.

The size and standard of living of a population also
determine the volume and type of trade. Densely
populated countries tend to have large internal markets,
while higher standards of living increase demand for
imported goods.

Thirdly, the stage of economic development determines
the nature of trade. Agricultural economies primarily
export raw materials and import manufactured goods,
whereas industrialised nations export finished products
and import raw materials.

Additionally, foreign investment plays an important role
in boosting trade by enabling the development of
capital-intensive industries in developing countries.
Transport is another crucial factor; advancements in
transportation and communication have expanded trade
spatially, making it faster and more efficient.

STRUCTURE, POLICIES AND INSTITUTIONS OF
INTERNATIONAL TRADE

An important concept in international trade is the
balance of trade, which records the value of a country’s
exports and imports. When the value of exports exceeds
imports, the country experiences a favourable balance of
trade.

Conversely, when imports exceed exports, the country
faces an unfavourable or negative balance of trade. A
persistent negative balance can lead to the depletion of
a country’s financial reserves, adversely affecting its
economy.

International trade can be categorised into two main
types: bilateral and multilateral trade. Bilateral trade
involves the exchange of goods between two countries
based on specific agreements.

In contrast, multilateral trade involves multiple countries
trading with each other, often under broader frameworks
such as Most Favoured Nation (MFN) agreements.

The concept of free trade, or trade liberalisation, refers
to the removal of barriers such as tariffs and quotas to
facilitate the free movement of goods and services. Free
trade promotes competition and allows countries to
access global markets.

However, it also raises concerns, particularly for
developing countries, as they may not be able to
compete effectively with more advanced economies.

Developed nations often maintain protective measures
while benefiting from access to developing markets,
creating an unequal playing field.
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A related issue in international trade is dumping, which
refers to the practice of selling goods in foreign markets
at prices lower than those in domestic markets, not
justified by production costs.

Dumping can severely harm domestic industries by
undercutting local producers and disrupting market
stability.

The regulation of global trade is primarily handled by the
World Trade Organisation (WTO), which was
established in 1995 as a successor to GATT.

The WTO sets the rules for international trade, facilitates
negotiations, and resolves disputes between member
countries. It also covers trade in services and intellectual
property rights, making it a comprehensive institution for
global trade governance.

Despite its significance, the WTO has faced criticism.
Critics argue that it disproportionately benefits
developed nations, widening the gap between rich and
poor countries.

Additionally, concerns have been raised regarding the
neglect of social and environmental issues, such as
labour rights, health standards and environmental
protection.

In response to the challenges of global trade, regional
trade blocs have emerged. These are groups of
countries that promote trade among themselves by
reducing or eliminating tariffs.

Regional trade blocs are based on geographical
proximity and economic complementarity. They account
for a significant portion of global trade and have
developed as a response to the slow progress of global
trade negotiations.

However, they may also create barriers for countries
outside the bloc, potentially hindering global free trade.

IMPACTS, CONCERNS AND GATEWAYS OF
INTERNATIONAL TRADE
International trade offers numerous benefits to

participating nations. It promotes regional specialisation
and increases production efficiency.

By enabling access to a wide variety of goods and
services, it improves the standard of living. It also
facilitates the equalisation of prices and wages across

regions and encourages the exchange of knowledge,
culture and technology.

However, international trade also presents several
challenges. Economically, it can lead to dependence on
other countries and create uneven levels of
development.

Politically, competition for markets can result in conflicts
and rivalries. Socially and environmentally, the
expansion of trade can have serious consequences.

Increased production often leads to the overexploitation
of natural resources, resulting in environmental
degradation. Forests are cleared, marine ecosystems
are depleted and pollution levels rise due to industrial
activities.

Multinational corporations, driven by profit motives, often
expand their operations without adhering to sustainable
development principles. This can lead to long-term
environmental damage and negatively impact human
health and well-being. Therefore, it is essential to
balance  economic  growth  with  environmental
sustainability and social welfare.

Learn from '
Previous Years

Ports serve as the primary gateways of international
trade, facilitating the movement of goods and people
across countries.

They provide essential services such as docking,
loading, unloading and storage of cargo. The efficiency
and capacity of a port are indicators of the economic
development of its hinterland.
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Ports can be classified in several ways. Based on the
type of cargo handled, industrial ports specialise in bulk
goods such as oil and minerals, commercial ports
handle manufactured goods and passengers, and
comprehensive ports manage both types of cargo.

Based on location, inland ports are situated away from
the coast and connected to the sea through rivers or
canals, while out ports are deep-water ports that support
main ports by accommodating large vessels.

Ports are also classified based on specialised functions.
QOil ports handle the processing and transportation of
petroleum products. Ports of call serve as refuelling and
supply stations along major sea routes.

Packet stations, or ferry ports, facilitate the movement of
passengers and mail across short distances. Entrepot
ports act as collection and redistribution centres for
goods, while naval ports serve strategic military
purposes.

In conclusion, international trade is a dynamic and
essential component of the global economy. While it
fosters economic growth and development, it also poses
significant challenges that must be addressed through
careful regulation and sustainable practices.

A balanced approach is necessary to ensure that the
benefits of trade are equitably distributed while
minimising its adverse impacts.
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