
Lesson 1: The key Concepts of International Trade 

International trade is the exchange of goods and services between countries. It 

has become a crucial component of the global economy, allowing countries to 

specialize in producing goods and services they are most efficient at and import those 

that they are not. International trade can bring benefits to both exporting and 

importing countries, including increased economic growth, job creation, and 

improved access to goods and services. 

Most economists believe in free-that people and companies should be able to 

buy goods from all countries. without any barriers when they cross frontiers. 

Below are some key concepts to understand when studying international trade: 

1. Comparative Advantage: The theory of comparative advantage explains why 

countries should specialize in producing goods they are relatively more 

efficient at producing. When countries specialize, they can produce goods at a 

lower opportunity cost, which leads to increased productivity and output. For 

example, if Country A is more efficient at producing wheat, and Country B is 

more efficient at producing sugar, it makes sense for Country A to produce 

more wheat and trade with Country B for sugar. 

2. An Absolute Advantage: Countries can have an absolute advantage which 

they can produce goods at a lowest opportunity cost  – so that they are the 

cheapest in the world . 

3. Protection Trade Barriers: Governments often impose trade barriers such as 

tariffs, quotas, and embargoes - an official ban on trade or other commercial 

activity with a particular country - to protect domestic industries from foreign 

competition. While these barriers may protect domestic industries, they can 

also limit the benefits of international trade, reduce competition, and result in 

higher prices for consumers. 

4. Balance of Trade: The balance of trade is the difference between a country's 

exports and imports. A positive balance of trade (surplus) occurs when a 

country exports more than it imports, while a negative balance of trade 

(deficit) occurs when a country imports more than it exports. It is important to 

note that a trade deficit is not necessarily bad, as it can indicate that a country 

is consuming more than it is producing. 

5. Free Trade Agreements: Free trade agreements (FTAs) are agreements 

between two or more countries to reduce or eliminate trade barriers between 

them. FTAs can increase trade and investment between countries, create jobs, 

and increase economic growth. The North American Free Trade Agreement 

(NAFTA) and the European Union (EU) are examples of FTAs. 

Understanding the key concepts of comparative advantage, trade barriers, balance of 

trade, and free trade agreements is essential to fully comprehend the importance and 

potential impact of international trade . 

 


