Chapter 15: International Trade

Trade between countries differs from trade between cities because of international borders and the use of different currencies.

Intra-Industry Trade: Canada imports medicine ingredients from China and exports Tylenol to China
Intra-Firm Trade: US exporting GM cars to Canada and importing other GM cars from Canada

Gross Domestic Product (GPD): the market value of all goods and services made within a country during a year.

World trade problems:
· Raw Material Prices: US buys steel from China at a very low price and exports heavy machinery to China at a very higher prices.
· Agricultural Protection: Developed countries subside their own agricultural producers so that they sell at a lower price and more that LDC’s producers do.
· Product Produced in LDCs: cheap labor in LDCs is causing many companies to shift their production facilities to LDCs
· Globalization: Poor countries feel that rich countries dictate the process of globalization for their own self-interest.
· Expansion of the European Union: Members of EU might not be culturally ready to accept Croatia or Turkey because the EU grants freedom of movement to all its member citizens on top of freedom of trade.
· North America Free Trade Agreement (NAFTA): Dispute because US charge taxes on lumber imported from Canada.

Each country should specialize to the product with the lower opportunity cost

Comparative advantage:
· Factor Endowments: a country that is gifted with a particular factor of production is expected to specialize in producing goods and services that use those factors
· Returns to Scale: The comparative advantage to have a company large enough to become a national symbol (Airbus in France).

Protectionism is when the government passes economic policies that make imports more difficult because they think that their local producers are not capable of competing on an international level.

[bookmark: _GoBack]Tariff is a tax imposed on imports
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