11. International trade.
Most countries realize the advantages of world trade. Countries have developed their economies increased production of goods and met market demands through increased world trade. The interdependence among trading nations has provided increased business opportunities. 
International trade develops because certain countries are able to produce some goods more efficiently than other countries. They exchange goods to satisfy their needs and wants. Efficient production may be the result of several factors. A certain climate in a particular country may allow that country to grow agricultural products in abundance. For example, the  climates in the US and Canada are suitable for production of large amounts of wheat. Natural resources such as oil or coal are abundant in other countries. Another factor is geographical location. Countries like Singapore and Panama engage  in banking and trading because they are located on world trade routes. 
Adam Smith believed that in a free market countries produce whatever they can most efficiently grow or manufacture, or what is of the greatest advantage to them. It was a theory of absolute advantage. David Ricardo refined Smiths theory to one of comparative advantage. 

There are several reasons why governments try to control the imports and exports of a country. One reason is that a country enjoys an advantage if it exports more than it imports. Wealth accures to the exporting country. Some countries have special programs to encourage  exports. Dumping is selling on a foreign market at a price below the cost of production.
On the other hand, government imposes taxes and quotas to limit imports of certain products. Sometimes government want to protect a domestic industry because that industry provides employment for the population.

Protectionism – the idea that a government should try to help an industry by taxing  foreign goods that compete with it, limiting the number that can be imported and the actions that it takes to do this.
Protectionist measures are in the form of duties eliminate the comparative advantage. There are two forms of import taxes: specific and advalorem.  A specific tariff is a certain amount of tax for each unit of the product. An advalorem tariff is based on the value of product. The US uses the free on board method which is the cost of the product as it leaves the exporting country. European countries have adopted the coat insurance freight (CIF) method, which adds the value of place utility to the cost of the product. 
In order to  import and export products there needs to be a system of international monetary exchange. International trade involves the exchange of one currency for another. Most currencies are now exchanged on a variable rate basis. There are no official  exchange rates. The rate changes according to market forces.
If country is exporting more than it importing  it is receiving foreign currency and has a balance of trade surplus. If it imports more than it  exports it is sending money out of the country and has a balance of trade deficit.
