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LEARNING OBJECTIVES OF CHAPTER 2


This chapter discusses the recent trends in international trade in goods and services. The main goals are to:

·
examine the main patterns of trade to indicate which categories of products have been most important over the recent decades

·
outline recent changes in intra-industry trade and processing trade

·
explain why these patterns exist, based on various related developments in the world economy

·
identify the main leading trading nations and measure their performance through indicators such as the terms of trade index and intra-industry index

LECTURE OUTLINE OF CHAPTER 2

A.MAIN CHANGES IN MERCHANDISE TRADE PATTERNS

1. The value of world trade (US$ 6.2 trillion in 2002) does not give an accurate picture of real growth, because it is influenced by price increases and exchange rates. The volume growth of merchandise trade (that is, measured at constant prices and exchange rates) is a more realistic representation of the world merchandise trade growth.

2. Divergent trends in the value and volume of world trade are mainly due to: variations in the world physical demand for export goods (volume growth); the ‘valuation effect’ resulting from the exchange rate between the US dollar and the currencies of the world’s major exporters; variations in international prices; capital flows and trade policy.

3. One positive feature of world merchandise trade in the post-World War 2 period is that in terms of physical volume, world trade has generally grown faster than world output. As table 2.2 shows this trend is valid not only for total world trade and output, but also for all individual sectors of goods in the post-War II period

4. Generally, depressed prices and trade volumes of primary commodities, particularly fuels, have had important effects on the product composition and geographic pattern of world trade.  

5. Manufactured goods have consolidated their leading position in the world merchandise trade. Among manufactures, the largest component is the ‘Machinery and Transport equipment’, including the fast growing categories of goods such as ‘office and telecommunications equipment’ and ‘Automotive products’

6. A new trend in recent years is the decline in the prices of manufactured goods. This was mainly due to a combination of technological innovation and competition (reducing production costs), low inflation and a strong US dollar.

7. A recent trend is the strong growth of the ‘processing trade’, based on preferential tariff treatment granted by certain countries to those imports, which are bound for the processing and assembling of goods destined for exports. However, the contribution of this form of trade to the expansion of trade and employment appears to be mixed.

8. A growing portion of international trade involves the exchange of differentiated products in the same industry. Such intra-industry trade can be measured by an index.

REASONS FOR CHANGES IN MERCHANDISE TRADE PATTERNS
1. Engel’s law states that as personal incomes rise, the world's demand shifts toward luxuries, or goods for which the income elasticity demand (percent rise in quantity demanded/percent rise in income causing the change in demand) is greater than one. At the same time, the world’s demand shifts away from staples, or goods for which the income elasticity of demand is less than one.

2. The relative price of primary products is also depressed by the development of new synthetic substitutes for natural materials. On the other hand, two basic forces tend to raise the relative prices of primary products. They are nature's limits and generally slower productivity growth in the primary sector
3. Technological developments such as the development of synthetic products tend to create an oversupply and depress the prices of natural commodities.

4. Multinational enterprises tend to control supply of farm products (e.g. cocoa, tea, coffee, jute) more than that of manufactured goods. They tend to impose low prices at the primary producer end and high prices at the retail level which they can control through vertical integration.

5. Regional trading blocs such as the European Union create an effect of ‘trade diversion’ especially in the farm sector which is negatively impacting on non-subsidising producers such as Australia and New Zealand.

PATTERNS OF INTERNATIONAL TRADE IN SERVICES
9. Trade in services has tended to outpace the growth of world merchandise trade in the first eight years of the last decade, while goods had a stronger growth over 1999–2000.Among services; an above-average performance has been experienced by Other Commercial Services.

10. Considerable changes took place in the ranking of the leading traders (merchandise and services). The best performers include a number of Newly Industrializing Countries (NICs) in East Asia (eg. Thailand, China, Rep. of Korea, Hong Kong, Singapore) and Latin America (eg. Mexico). Ireland and India have gained better positions in the services exports reflecting their outstanding progress in the information technology sector.

PRACTICE ACTIVITIES

True/False Questions

Circle the right answer.

	1. On average the share of intra-industry trade in manufactured products tends to decrease in both industrialised and developing countries.
	T / F

	2. One possible explanation for the increased intra-industry trade is that trade takes place increasingly in differentiated products.
	T / F

	3. Processing trade represented in 1998 more than half of China’s merchandise exports.
	T / F

	4. In the 1990s the prices of manufactured goods have continued their upward trend.
	T / F

	5. Over 1995-1998 a number of leading exporters of manufactures such as Japan, Sweden and South Korea have recorded a slight deterioration in their terms of trade due inter allia to a certain decline in the prices of manufactures.
	T / F

	6.Even after excluding the intra-European trade, in 2000 the European Union(15)  held the largest regional share of world merchandise exports 
	T / F

	7. Following the strong growth of its IT sector, Ireland has improved significantly its share in both the world’s merchandise exports and services exports.
	T / F

	8. Engel’s law can explain the relative decline in the prices of manufactured goods in the 1990s compared to those of farm products.
	T / F

	9. China has a higher share in world services exports than in merchandise exports 
	T / F

	10. Over the 1990s, travel services have been the fastest growing segment of the world services trade
	T / F


Multiple Choice

1. Divergent trends in the value and volume of world trade are NOT due to:

a. fluctuations in the exchange rate between the US Dollar and the currencies of the world’s major exporters.

b.  variations in international prices

c. steady inflation and US dollar

d. variations in the world physical demand for export goods

2. In relation to trends in world merchandise exports over 1990-2000, one can note that:
a. Agricultural exports have grown at a higher trend growth rate than exports of manufactures due to the decline in the prices of manufactures.

b. The physical volume of world merchandise trade has grown at a slower rate than world production

c.  The share of manufactures in the world‘s exports has increased, while the joint share of minerals and farm products has decreased.

d. Minerals, including petroleum have recorded a fast growth of output in the first half of the 1990s, but they have slowed down in the second half of the decade due mainly to OPEC policies.

3.  In relation to the processing trade, which statement is NOT correct:

a. China has the largest value of processing exports in the world.

b. An increasing number of countries are encouraging the so called ’processed trade’ by granting duty-free access to imports which are bound for processing exports.

c. The processing trade is a feature of trade regimes in industrialised countries as well; actually its share in the total imports of the US has increased significantly after the creation of NAFTA.

d. The creation of export processing zones has had mixed effects on the expansion of trade and employment.   

4.  According to Engel's law, when personal incomes rise, the world demand :

   
a. 
Increases proportionately with the incomes rise.

   
b. 
Can not be satisfied by a slower-growing supply.


c.
Shifts toward goods for which the income elasticity of demand is 



greater than  one.

            d.        Shifts toward goods for which the income elasticity 

      

demand is lower than one.

SOLUTIONS TO PRACTICE ACTIVITIES

True-False Questions

1.
F

6.
F

2.
T

7.
T

3.
T

8.
F

4.
F

9.
F

5.
T                     10.       F

Multiple Choice

1.
C

2.
C

3.
C

4.
C
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