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Student Notes 

Chapter 19:  International Trade 
 
 
Opening Story: The red paperclip  
 
International Trade is the buying and selling across national borders of consumer 
goods and services, capital goods, and raw materials.  
 

Imports are goods and services produced in foreign countries and sold in our 
country.  
 
Exports are goods and services produced domestically and sold in other 
countries. 
 
International trade is complicated by the fact that countries use different 
currencies and exchange rates constantly fluctuate. This area of study in 
economics is part of international finance.  

 
The Golden Moment 

Shared Problem: When trade relationships break down, society loses out 
Shared Goal: Improved standard of living through trade 

 
Globalization means markets around the world are integrated and 
interdependent.  
 
A multinational corporation is a firm that owns or controls production of 
goods and services in at least one other country outside of its home nation.   
 
A multinational cooperative is a federation of local worker-owned firms in 
different countries that come together to coordinate their commerce.  
 
World Trade Organization (WTO): a coalition of 164 countries (as of 2021) that 
sets the ground rules for globalization. 
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WTO Member Nations, 2021 

 
 
Map of U.S. WTO Trade Disputes, 2021 

 
 
The worldwide protest movement against the WTO is concerned about: 
 

• Consolidation of power in the hands of multinational corporations 

• WTO doesn’t combat human trafficking, sweatshops, or child labor 
• WTO compromises national sovereignty (the right to self 

governance) 
 

Developing nations have a lower GDP and lower per person income 
compared with industrialized (developed) nations.  
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The Fair-Trade Movement is an effort intended to help people around the 
world rise out of poverty by receiving a fair price for their goods in 
international markets.  

 
Trade protections are actions taken by governments to limit foreign imports 
and promote exports of domestically made products.  

 
• Strengthen domestic firms to compete globally. 
• Protect domestic firms from unfair, destabilizing, or harmful trade 

practices.  
 

Three Types of Trade Protections: 
 

1. Restrictions on Foreign Direct Investment: Governments prevent or 
limit foreign firms from owning or operating businesses in their country 
 
2. Tariffs (also called custom duties or import fees): Taxes on imported 
goods 
 
3. Nontariff Barriers (NTB): Programs intended to restrict imports and 
boost exports 
 

• Embargoes 
• Quotas 

• Voluntary export restraints 
• Import licenses 
• Required standards 

• Firm subsidies 
 

A trade war happens when countries retaliate against trade protections by 
turning around and imposing the same trade protections on the initiating 
country.  
 
A trade sanction happens when a country disapproves of the trading partners’ 
behaviors—economic or otherwise—and imposes trade protections. 
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Shared Tools: Law of Comparative Advantage 
 

David Ricardo: International trade benefits individual countries and the world 
when we specialize according to lower opportunity cost and then trade for 
what we don’t produce. 

 
Absolute Advantage: Country A can produce a good or a service more 
efficiently than Country B.  
 
Comparative Advantage: Country A can produce a good or a service at a lower 
opportunity cost (it gives up less of an alternative product) than Country B.  
 
Law of Comparative Advantage: A nation is better off when it specializes in 
producing the goods and services for which it has a comparative advantage (a 
lower opportunity cost) and when it trades for goods and services for which it 
has a comparative disadvantage (a higher opportunity cost). 

 
Three steps to making trade decisions:  
 

1. Calculate opportunity costs. 
2. Specialize in product with lowest opportunity cost.  
3. Trade based on comparative advantage.  

 
Conventional Tools: Consumption Possibilities Curve (CPC) 
 

Production Possibilities Curve (PPC): The different combinations of goods and 
services that a society can produce given the available resources and existing 
technology. 
 
Guns and butter symbolize everything a society could make with its scarce 
resources.  
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Radical Tools: Unhealthy Communities and Healthy Communities 
 

Radicals use the six core points as tools to analyze economic issues.  
 

• Ownership 
• Governance 

• Meeting people’s basic material needs 
• Production 

• Sustainability 

• Communities 
 

Radicals select the core point that makes the most sense for a particular issue. 
For the international trade, it is communities.   

 
Drill down into communities in capitalism: 
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Drill down into communities in democratic socialism: 
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Discussion Story: The Nestlé corporation 
 
Understanding International Trade 
 

Examples of U.S. Exports: 
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• Services: transportation, travel, financial and insurance 
services, charges for intellectual property use, and construction  
 

• Capital goods: commercial aircraft, industrial machines, semiconductors, 
petroleum, and chemical products 
 

• Consumer goods: cars, food, pharmaceutical drugs, 
cell phones, beverages, clothing, furniture, books, and kayaks  

 
A trade deficit means a country imports more than it exports.  
 
U.S. Goods and Services Trade Balance, 2021 

 
 
A trade deficit is not the same as a budget deficit. Remember, the balance of 
payments is always zero.  
 

When the U.S. buys from other countries, we pay them in dollars, which 
they can’t spend in their own country. They spend them on assets in the 
U.S.—real estate, corporate stocks and bonds, and government securities. 
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A deficit in the trade of goods and services (the current account), means we 
have a surplus in the trade of assets (the capital account).  

 
Domestic Trade Organizations: 
 

• Bureau of Industry and Security (BIS) 
• International Trade Administration (ITA) 

• Office of Trade, Mutual Recognition, and International Arrangements 
(OTMRIA)  

• Office of the U.S. Trade Representative (USTR) 
• U.S. Customs and Border Protection (CBP)  

 
International Trade Organizations:  
 

• International Chamber of Commerce (ICC) 
• International Monetary Fund (IMF) 

• Organisation for Economic Co-operation and Development (OECD) 

• United Nations Conference on Trade and Development (UNCTAD) 
• World Bank 

 

 
 

Ten Common Concerns in International Trade 
 

1. Currency manipulation 
A foreign government makes its products cheaper by lowering the 
value of its currency, which increases its exports, and our firms can’t 
compete.  
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2. Dumping 
Foreign firms underprice their products and push out our firms. 

3. Forced technology transfer 
A foreign government requires our firms to share technology, 
recipes, formulas, plans, blueprints, technical drawings, and other 
intellectual property in exchange for being allowed to do business in 
their country. 

4. Infant industries 
Foreign companies dominate and squelch newly emerging domestic 
competitors. 

5. Intellectual property rights 
Foreign companies steal original works and inventions. 

6. Investor-to-state dispute settlement 
Foreign firms sue our government, claiming that our policies 
interfere with their investments.  

7. National security 
Foreign companies produce certain essential products that are no 
longer produced domestically, which makes us reliant on them. 

8. Offshoring and outsourcing 
Foreign firms produce our goods and services, which costs us our 
jobs and lowers our wages. 

9. Standards 
Foreign governments lower labor, environmental, and product safety 
standards so our firms can’t compete.  

10. Subsidies 
 Foreign governments give money to their companies so our firms 

can’t compete. 
 

Three-in-One Activity: “Let’s Make a Deal!” 
 

Degrees of Specialization 
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Voices on International Trade 
 

Liberal 
 

Response to discussion story: The contributions of multinational 
corporations may be beneficial to the world, but only with strong 
regulations and effective oversight.  
 
Voice: Pages 987-991 
Summary: Page 992 
Talking Points: Page 993 
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.  
 

 
 

Conservative 
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Response to discussion story: Multinational corporations that do the wrong 
thing are boycotted by consumers, so the profit motive keeps firms in 
check.  
 
Voice: Pages 994-998 
Summary: Page 999 
Talking Points: Page 1000 
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Radical 
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Response to discussion story: The consequences of the drive for profit in 
domestic capitalism are devastating, but when taken to a global scale they 
are infinitely worse.  
 
Voice: Pages 1001-1005 
Summary: Page 1006 
Talking Points: Page 1007 
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Shared Outcome: Improved standard of living through trade.  
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