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     Supplementary notes to the course book

International Trade: The term used to describe businesses in one country trading with businesses in other countries- the exporting and importing of goods and services.
Ireland is an open economy – Significant proportion of its goods and services are traded internationally. We are heavily dependent on international trade (global trade).
· Small country with small population.

· Range of Raw Materials and Products is small.

· As a result – many firms must source Raw Materials outside while firms that want to grow must sell their output abroad. Similarly to satisfy demand, many Irish firms must buy in finished products for resale here.
Some Reasons For International Trade(pg346)
1. Irish Market is small – Less than 4 million people – Growth opportunities for firms are small and Irish firms need to export to expand.
2. Irish Population has developed sophisticated Tastes - As a result of foreign travel, television, increase incomes etc. Must import to satisfy the demand for a greater variety of goods.
3. Foreign Currency is required to pay for imports – This can only be obtained if we export. Firms could get currency from banks but banks can only obtain the currency if it has other customers who are involved in exporting goods and services and bringing the currency into the country.
4. Many Raw Materials such as Coal, Oil and Steel are not available in Ireland.
5. It is not possible to produce every type of good in Ireland – due to Climate, lacking skills (Belgian and Swiss Chocolate etc).
Measuring International Trade
Exporting: The Production of Goods or Services and selling them to another country.
· Visible Exports: The goods that Ireland sells to other countries. For example Butter produced in Ireland and sold in Britain.

· Invisible Exports: These are services that Ireland sells to other countries – For example, Tourism - Spanish Students coming to Ireland to learn English for the summer. Foreign money comes to Ireland.

Importing: This is the buying of goods and services from a foreign country to be used in the home market.

· Visible Imports: These are goods that Ireland buys from other countries – For example cars bought from Germany.

· Invisible Imports: These are services that Ireland buys in other countries, for example Irish Pupils going abroad on a school tour. Irish money goes to a foreign country.

International Trade is measured by:

(a) The Balance of Trade 

(b) The balance of Payments
Balance of Trade
This is the relationship between visible exports and visible imports. This is the difference between the value of visible imports and exports.


Balance of Trade = Visible exports – Visible Imports.

If  Visible exports > Imports, there is a Surplus in the Balance of Trade.

If  Visible imports >Exports, there is a deficit in the Balance of Trade.

Balance of Payments

This is the relationship between total exports and total imports. This is the difference between the value of total imports and total exports.


Balance of Payments = Total exports – Total Imports.

If  Total exports > Imports, there is a Surplus in the Balance of Payments.

If  Total imports >Exports, there is a deficit in the Balance of Payments.

Example:

Visible Exports  €950 million.

Invisible Exports €280 million.

Visible Imports €640 million.

Invisible Imports €360 million.

Balance of Trade = €950 mill - €640 mill = €310m (Balance of Trade Surplus).

Balance of Payments = €1230 mill- €1000 mill = €230m (Balance of Payments Surplus)

Protectionism means that the Governments protect their home industries from foreign competition by erecting barriers to Trade.

· Barriers are designed to reduce imports or make them more expensive.

· This will help indigenous firms prosper and lower unemployment.

· Will also raise Tax revenue for the Govt.

· Other countries often tend to do the same!!!

· Overall in the long run it tends to have a bad impact as it protects inefficient firms and people from obtaining the best quality goods and services available.

· Examples of Barriers to Trade: 

· Placing duties on imports.

· Limiting the number of goods coming into a country by introducing quotas.

· Completely banning goods by means of an embargo (BSE crisis – UK Beef).
Free Trade is the opposite of Protectionism – It means there are no barriers to the movement of goods and services between countries.
· Exists between EU member states.

· Gives consumers a greater choice, countries become more prosperous and firms more productive.
· Taking down barriers to Trade is known as Deregulation.
· The WTO (World Trade Organisation) promotes free trade.
Changing Nature of the Economy and their effects on Irish Business 

(pg. 351-352)
1. Deregulation.
· Removal of Trade Barriers(Taxes etc) which provides more opportunities for Irish firms abroad.
· Deregulation has increased competitiveness in both domestic and international markets, improving quality and reducing prices. Example = open skies in air travel
2.   Information Technology.

· Developments mean that communication with all parts of the world is available at the touch of a button. Internet e-mail, intranet.
· Goods can be ordered, purchased, sold instantly – EDI – Electronic Data Interchange
· Technology has also improved production methods and reduced costs.

3.  The Development of Trading Blocs.
· Where a group of countries organise a free trade agreement with each other. E.g. EU.

· Members hope to increase the level of international Trade.

· Ireland can sell goods and services just as easy in any country of the EU.

· Irish firms benefit from having access to the largest Market in the world.

· Other example is the Pacific Rim – China, South Korea, Taiwan, Singapore, Indonesia and Malaysia.
· The effects of trading blocs have been very significant – They lead to a growth in trade between members at a much faster rate than trade with countries outside the bloc.

· Types of Trading Bloc – Free Trade Area, Customs Union and Common Market. 
	4.  Multinationals.
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Opportunities and Challenges for Irish Business in International Trade
Opportunities (pg.349)
	· Free Trade and Markets: 



	· Economies of Scale: 



	· Language and Culture: English is an important trading language and gives Ireland an advantage when trading internationally. Also Ireland’s culture of art, music and literature gives it a marketing advantage internationally.
· 

	· Green/Healthy Image: Ireland’s food products have a healthy image – easy market abroad.
· 

	· Educated Workforce: 



	· Attractive Location:




Challenges (pg.350)

	· Competition: Irish firms face competition from foreign companies setting up here. They must improve quality and standards to survive in domestic and export markets.


	· Distribution Costs:  Ireland based at edge of Europe so distribution costs are high, as are importing costs – therefore this can make business’es in Ireland less competitive.


	· Labour costs are higher in Ireland: (v Central Europe and Pacific Ring) 



	· Training, Language and Cultural Differences: Language difficulties can arise if firms lack specialists who can successfully negotiate in the buyers’ language. Also firms must consider customs and cultures of different countries when marketing products in foreign markets.


	· Payment Difficulties: There can be difficulties getting paid for exports. Foolproof money collecting methods needed!


	· If Irish firms can overcome the challenges they will succeed on foreign markets


Past Exam Questions :

Higher Level

2006 Section 3 Q 3

(c) Analyze how changes in the international economy are impacting on Irish Business. Use relevant examples to illustrate your answer.
2004 Section 3 Q3
(c) Discuss 2 business opportunities for Irish Business in ‘developing markets’ e.g. in the EU (20)
2002 Section 3 Q3
(A) Evaluate the significance of International Trade for the Irish Economy. Include in your answer the opportunities and challenges for Irish Business as a result of engaging in international Trade.
2001 Section 3 Q 3.

(A) Analyse the significance or otherwise of international trade for Ireland. Refer to the development of trading blocks and transnational companies in your answer.
2000 Section 3 Q3.

(C) Discuss the changing nature of the international economy. Include in your response the effects it has on Irish Business.

1999 Section 3 Q3.


(a) Evaluate the opportunities and challenges for Irish Business as a result of engaging in International Trade.

Ordinary Level

2006 Section 2 Q3 

(D) Discuss 3 challenges faced by Irish Business engaged in International Trade.

2005 Section 2 Q3

(B) Visible Imports = €900 million.  Visible Exports = €350 million

(i) From the above information calculate the balance of Trade.

(ii) State whether it is a surplus or deficit.

(C) (i) Explain what is meant by invisible Exports.

      (ii) Give 2 examples of Invisible Exports.
2004 Section 2 Q 3
(e) Explain what is meant by the Balance of Payments.
2003 Section 2 Q 3

(E) Outline 2 opportunities and 2 challenges faced by Irish Firms engaged in International Trade. 

2002 Section 2 Q3

(C) Explain what is meant by’ international Trade’ and why the EU is important for Irish Trade.

(D) Describe what is meant by Irelands ‘Balance of Payments’.
