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Why do you think International Trade is important? Distinguish between quotas and tariffs. Discuss their impact on customers and work force. 
As its name implies, international trade is the exchange of products, services, and money across national borders; essentially trade between countries. After the WW II, the ideological commitment of leading nations to the principle of free trade as proclaimed by the General Agreements on Tariffs and Trade (GATT) and the International Monetary Funds (IMF) has helped expand international trade. International trade now is very much the backbone of our modern, commercial world, as producers in various nations try to profit from an expanded market, rather than be limited to selling within their own borders. There are many reasons that trade across national borders occurs, including lower production costs in one region versus another, specialized industries, lack or surplus of natural resources and consumer tastes. With ever-increasing technological innovations in transportation and communication and countries opening their borders, international trade activities are now so readily within the grasp of so many firms (large or small).  Also, the distinct rise of many multinational enterprises of diverse nationalities has added a new dimension to the international flow of various commodities and services.  
The most evident Benefits of international trade are summarized below: 

· International trade has reduced inequalities and facilitated growth in economy of different countries. 

· Countries, all over the world are now making all efforts to adhere to monetary policies, which have zero inflation, thereby reducing restrictions in trade worldwide. 

· Boost long term growth of a country as well as the other economies, provided if there are unanimous reductions in tariffs.
The benefits of international trade are perceived differently by various nations at distinct stages of their economic development. Many businesses still view international trade, particularly exports, as too risky and baffling an endeavour to attempt. Of late, this risk perception seems to have been enhanced by the rising and uncertain energy costs, which are changing the fundamental economics of worldwide transportation networks. Many firms say their business at home is full of uncertainties and they can do without the risks inherent in international trade. But are they really sparing themselves the uncertainties of international trade if they chose to bury their head like proverbial ostriches in their home market. 
I believe, when world markets are now so increasingly linked with one another, defensive market strategies of survival should motivate firms to engage in international trade. This orientation keeps companies alert to new technological, marketing and managerial innovations that are developing in every corner of the world. Global trading provides countries and consumers the chance to be exposed to those services and goods that are not available in their own country. In today’s time variety of commodities and services are traded internationally, ranging from food items, mineral ores, and oil to industrial machinery and consumer appliances. Services like banking, consulting, transportation and tourism etc. and many more are available in the international market. These movements are from where they are indigenous and plentiful to where they are scarce. Thus, International trading lets the developed countries use their resources effectively like technology, capital and labor. As many of the countries are gifted with natural resources and different assets (labor, technology, land and capital), they can produce many products more efficiently sell at cheaper prices than other countries. For example: If a country A commands an absolute advantage in production of commodity a over country B, which also needs commodity a, and if country B commands absolute advantage in production of commodity b, which country A also needs, country A exports a to country B and country B exports b to country A. Hence, a country can obtain an item from another country if it cannot effectively produce it within the national boundaries. This is the specialty of international trade. 
International trading has become very important for every country of the world - be it big or small, developed nation or developing nation. An encouraging aspect is that the emerging markets are trying hard to beat the competition and to satisfy the needs of the customers overseas. An increase has been observed after the initiation of globalization. The major contribution is made by the countries like China, Mexico, India and Brazil. No country in the world can be economically independent without a decline in its economic growth. Even the richest countries buy raw materials for their industries from the poorest countries. If every country produces only for its own needs, then production and consumption of goods would be limited. Clearly, such situation hampers economic progress. Furthermore, the standard of living of the people all over the world would have no chance to improve. Because of international trade, people with money can acquire goods and services which are not available in their own countries. Hence, satisfaction of consumers can be maximized. International Trade also allows the different countries to participate in global economy encouraging the foreign direct investors. These individuals invest their money in the foreign companies and other assets. Hence the countries can become competitive global participants.
The main determinant of whether a country imports or exports a product is price. Ignoring transportation costs, if the world price is greater than domestic price before trade, then it will export the good. If the world price is less than domestic price before trade, then it will import the good. Trade thus allows us to buy goods more cheaply from international businesses and sell them at a higher price than if we were restricted to the domestic market. 

While all of these seem beneficial, free trade isn't widely accepted as completely beneficial to all parties. One of several trade policies that a country can enact is by levying a Tariff. Tariffs are taxes levied on businesses for imported goods. Tariffs raise the domestic price above the world price by the amount of the tariff. The increase in the domestic price will lead to a decrease in domestic quantity demanded, and an increase in domestic quantity supplied. Before the tariff, the domestic price is the same as world price. After the tariff, the domestic price rises. Tariffs are often created to protect, consumers, infant and state-backed industries, national security and also as retaliation against another country, by developing economies, but are also used by more advanced economies with developed industries. 
Quotas are used to prevent other countries from “dumping” their goods in other economies. Quotas are restrictions on the maximum amount that may be imported, and have a similar effect as do tariffs. They restrict the amount available to domestic consumers and push up the price, resulting in a deadweight loss similar to that of a tariff. The main difference is the distribution of the surplus. A tariff raises revenue for the government, whereas import quota creates surplus for licence holders. The government could capture surplus from import quotas by charging a fee for the licences. If licence fee equals difference in prices, then import quota works same as tariffs. 
Tariffs impact the prices of imported goods. Because of this, domestic producers are not forced to reduce their prices from increased competition, and domestic consumers are left paying higher prices as a result. Tariffs also reduce efficiencies by allowing companies that would not exist in a more competitive market to remain open thus prevent unemployment for the work force. Thus, the impacts of tariffs are uneven. Because a tariff is a tax, the government will see increased revenue as imports enter the domestic market. Domestic industries also benefit from a reduction in competition, since import prices are artificially inflated. Unfortunately for consumers - both individual consumers and businesses - higher import prices mean higher prices for goods. For example: If the price of steel is inflated due to tariffs, individual consumers pay more for products using steel, and businesses pay more for steel that they use to make goods. In short, tariffs and trade barriers tend to be pro-producer and anti-consumer.
Figure 1 illustrates the effects of world trade without the presence of a tariff. In the graph, DS means Domestic Supply and DD means Domestic Demand. The price of goods at home is found at price P, while the world price is found at P*. At a lower price, domestic consumers will consume Qw worth of goods, but because the home country can only produce up to Qd, it must import Qw-Qd worth of goods.
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	Figure 1. Price without the influence of a tariff



When a tariff or other price-increasing policy is put in place, the effect is to increase prices and limit the volume of imports. In Figure 2, price increases from the non-tariff P* to P'. Because price increases, more domestic companies are willing to produce the good, so Qd moves right. This also shifts Qw left. The overall effect is a reduction in imports, increased domestic production and higher consumer prices. 
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	Figure 2. Price under the effects of a tariff


The role tariffs play in international trade has declined in modern times. One of the primary reasons for the decline is the introduction of international organizations designed to improve free trade, such as the World Trade Organization (WTO). Such organizations make it more difficult for a country to levy tariffs and taxes on imported goods, and can reduce the likelihood of retaliatory taxes. Because of this, countries have shifted to non-tariff barriers, such as quotas and export restraints. Organizations like the WTO attempt to reduce production and consumption distortions created by tariffs. These distortions are the result of domestic producers making goods due to inflated prices, and consumers purchasing fewer goods because prices have increased. Many developed countries have reduced tariffs and trade barriers, which has improved global integration, as well as brought about globalization. Multilateral agreements between governments increase the likelihood of tariff reduction, and enforcement on binding agreements reduces uncertainty and encourages the global trade.
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