
Unit 1  

Why Do People Trade 
 

Lead In 

 

Obelix and Company, Written by Goscinny 
In the days of Ancient Rome Julius Caesar sends Caius Preposterus, a bright young 
graduate of the Latin School of Economics (LSE) to the famous Gaul village where 
Asterix lives to corrupt the indomitable Gauls by introducing them to big business. 
Obelix’s menhir trade backed by a heavy advertising campaign initiated by the 
Romans is thriving, but what will happen when the bottom falls out of the menhir 
market? 

1. Discuss the marketing campaign Caius Preposterus is planning to launch 
for the menhirs he is importing from the Gauls (price, product, promotion and 
place). Remember that no one knows exactly what a menhir is and yet 
everyone wants one. What do you think will happen to the menhir market 
when the Romans start making their own? 
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2. Match the words of the right column with those of the left one. 

1. Supply   A. Cost    
2. Import  B. Demand  
3. Opportunity  C. Utility  
4. Marginal D. Export 
5. Labor E. Trade Deficit 
6. Balance of Trade  F. Wages 
 
3. Now give a brief description of what happened in the menhir case using the 
above terms. 

 

Reading 

a) Why do countries trade? Shouldn't a strong country such as the United States 
produce all of the computers, television sets, automobiles rather than import such 
products? Why do the Japanese and other countries buy wheat, corn and chemical 
products from the United States?  
Because countries have different natural, human, and capital resources and 
different ways of combining these resources, they are not equally efficient at 
producing the goods and services that their residents demand. The decision to 
produce any good or service has an opportunity cost, which is the amount of 
another good or service that might otherwise have been produced. It is more 
efficient to produce the good with the lower opportunity cost using the increased 
production of that good to trade for the good with the higher opportunity cost.  
When a country can produce more of a good with the same resources that another 
country can, it is said to have an absolute advantage in the production of that good. 
If the second country has an absolute advantage in producing a good that the first 
country wants, both will be better off if they specialize and trade 
 
b) Diversity is the fundamental reason that nations engage in international trade. 
Within this general principle, we see that the trade occurs a) because of differences 
in the conditions of the production, b) because of decreasing costs (or economies of 
scale, due to mass production) and c) because of diversity in tastes. 
 
c) Specialization, division of labor and trade increase productivity and 
consumption possibilities. The gains from trade hold among nations as well as 
within a nation. Engaging in international exchange is more efficient than relying 
on domestic production. 
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d) Foreign trade involves imports and exports. Although a country like the United 
States produces most of what it consumes, it nevertheless has a large quantity of 
imports, which are goods and services produced abroad and consumed 
domestically. Exports are goods and services produced domestically and purchased 
by foreigners. 

Source: Samuelson, Paul and Nordhaus, Williams, Economics, Mc Graw-Hill, 2001, 
Seventeenth Edition 

Questions 

Decide whether the following statements are true or false. 
A, Countries are equally efficient in producing goods and services, they just choose not to.  
B. Trade between countries discourages specialization.  
C. The less an item costs to produce, the easier it is to export it.  
D. By protecting certain products with regulations we increase their opportunity cost.  
E. Balance of payments records a country’s transactions with other countries.  

Explain in your own words the terms in bold 

1. A good’s or a service’s opportunity cost is _________________________ (1) 
2. A country is said to have an absolute advantage when__________________ (2) 

Comment on Paul Kennedy’s statement “What if there is nothing you can produce 
more cheaply or efficiently anywhere else, except by constantly cutting labour 
costs?” 

Language Focus: Conjunctions 

Match the elements of column one to those of columns two and three 

1.Sentences or parts of 
sentences 

a. Correlating conjunctions 
specific sort of relationship 

 

A. Other sentences or parts 
of sentences 

2.Unequal partner 
 

b. Coordinating conjunctions 
and, namely, but, in spite of this 

B. Equal partner 

3.The IMF promotes the 
expansion of world trade, 
the stability of exchange 

rates 

c. BECAUSE=Reason C. helps countries correct 
their balance of payments. 

4.I woke up this morning 
 

d. CONDITION  D. had breakfast. 
 
 

5.Equal partner e. the way in which what follows 
is connected to what has gone 

before 
 

E. Equal partner 

6.The status and 
characteristics of ports vary 

f. not only between ports located 
in different EU member States 

 

F. but also 
between ports located 

within the same member 
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States 
 

7.Equal partner g. Subordinating conjunctions 
 

 
relation: time, reason, cause 

and effect, time sequence, 
condition, manner, contrast 

 

G. Unequal partner 
 

8.Countries are not equally 
efficient at producing the 
goods and services that their 
residents demand 

h. AND 
 

H. they have different 
natural, human, and capital 
resources and different ways 
of combining these 
resources 

9.WHEN a country can 
produce more of a good 
with the same resources 
that another country can 

i. AND I. it is said to have an 
absolute advantage in the 
production of that good 

 
Practice 
Decide which sort of relation the following conjunctions express, coordination, 
correlation or subordination. 
(In the category of subordinates you can distinguish between place, time manner.) 
 
And But,  Once  For So 
Whether/or Both  and Provided that Not only/but 

also 
Assuming that Either/or 

 Whether/or Because Neither/nor After Before 
Since When Yet As if While Until 
Why Even though Although As though In order that Where 
  
There are of course other ways to talk and write about causes and effects. Check 
the following expressions 
As a result As a consequence Consequently 
So Since As 
Because One reason why The main reasons why 

There are other reasons too 
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Now use the above conjunctions to explain why people trade.  
Explain what happens when a country a) has a trade balance and b) a trade deficit. 

Skills Focus: Writing 

Synthesizing information from more than one source 

In academic and scientific writing, you will often have to  

 synthesize information from two or more sources. 

 summarise individual texts and  

 incorporate references and quotations. 

The present activity involves the first point, i.e. how to put together information 
from various sources. 

You are (presumably) familiar with the Greek case. Check the facts provided 
below, compare them to the elements in the study case provided by IMF 
concerning Turkey and to the IMF’s statement of mission,  and write a report 
explaining why Greece is in such a hard position and whether it needs the IMF or 
not. You can include your opinion provided that you have already exposed the 
factual information given below. 

 

The IMF 
The IMF promotes the expansion of world trade the stability of exchange rates and 
helps countries correct their balance of payments. A country balance of payments 
is a measure of the money flowing in and out of the country during a year. If more 
money flows out than in, the country runs a balance of payment deficit and may not 
have enough foreign currency reserves to finance imports and to pay off foreign 
debts. 
How does the IMF work to accomplish its purposes? 
The IMF monitors economic developments and policies of its member countries. It 
provides policy advice and lends money to those with problematic economies and 
provides technical assistance with macroeconomic policies. 

Source: http://www.imf.org/ 
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The case of Greece 

 

Greece Balance of Trade 
 
Greece reported a trade deficit on goods equivalent to 1457 Million EUR in 2010 
and 2178 Million EUR in 2011. Greece's main exports are fruit, vegetables, olive 
oil, textiles, steel, aluminium, cement, and various manufactured items such as 
clothing, foodstuffs, refined petroleum and petroleum-based products. Greece 
remains a net importer of industrial and capital goods, foodstuffs, and petroleum. 
The trade with European Union countries (Germany, Italy, U.K.) accounts for 65% 
of Greek trade.  
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Greece Imports 

 
Greece imports of goods were worth 3927 Million EUR in November 2011. Greece 
remains a net importer of industrial and capital goods, foodstuffs, and petroleum. 
Main import partners are European Union members (Germany, Italy, France, 
Netherlands, UK), Russia and China. 

 

Greece Exports 
Greece exports of goods were worth 1749 Million EUR in November of 2011. 
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An Article about Greece,  The Economist, January 2012 
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The case of Turkey 
 

 
Turkey Balance of Trade 

Turkey reported a trade deficit equivalent to 8107 Million USD in December  
2011. Turkey major exports are: textiles and clothing, automotive, iron and steel, 
white goods and chemicals, pharmaceuticals and ships. Turkey imports mainly 
machinery, chemicals, semi-finished goods, fuels and transport equipment. Its main 
trading partners are: the European Union (57% exports, 40% imports), Russia and 
the United States.  

 
Turkey Imports 

Turkey imports were worth 20590 Million USD in 2011. Turkey imports mainly 
machinery, chemicals, semi-finished goods, fuels and transport equipment. Its 
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principal trading partners are European Union countries (Germany, United 
Kingdom, Italy, France), Russia, China and the United States. 

 
Turkey Exports 

Turkey exports were worth 12484 Million USD in 2011. Turkey major exports are: 
textiles and clothing, automotive, iron and steel, white goods and chemicals and 
pharmaceuticals. Turkey is also one of the leading shipbuilding nations. Turkey's 
main export partners are the European Union, the United States and Russia. 
 
 

The Turkish Problem according to the IMF. 

Turkey’s economy is a mix of modern industry and traditional agriculture that 
accounts for 40% of Turkish employment. As of 2005, Turkey was striving to 
undertake the legal and economic reforms necessary to qualify for membership in 
the European Union. 
High and volatile inflation has been Turkey’s main economic problem. The high 
inflation rate resulted from loose fiscal policy, including overly generous social 
security benefits and large agricultural subsidies. These payments led to very 
large governmental budget deficits which need to be financed. In Turkey this had 
been done through loans from foreigners and by the central bank printing money, 
which causes inflation. In the 1990s it became evident to economists, businesses 
and the IMF that lower inflation would lead to increased confidence in the 
economy, more foreign investment and higher and more stable economic growth. 

The IMF Program concerning Turkey 
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Initially an ambitious set of reforms with IMF loans and assistance had good 
results. But the programs to control inflation were not successfully because they 
were not implemented fully. However since 2001, results have been more positive. 
Attempts to reduce government spending consisted in reducing the size of the 
government workforce, privatizing businesses formerly owned by the 
government, restraining government workers’ pay increase and reforming the 
social security system. Also, efforts have been underway to reform the tax system, 
to close tax loopholes and improve the efficiency of tax collection. In these ways 
the government has lowered its deficit by decreasing spending and increasing tax 
revenues. 
The outcome was that Turkey’s GDP growth averaged a healthy 6-7% in 2002-04, 
and inflation decreased from 70% in 2000 to less than 10% in 2004. Concerns over 
fiscal policy remain, however, because Turkey’s government debt is still high. 

Source:/www.imf.org 

Role Play 
After having given your answers to the question “Why people trade” we will 
examine them as working hypothesis. Form four groups: each group gets a bags of 
goods and rates the contents of their bag on a scale from 1 to 5. You can take the 
items out of your bag and show them to members of the other groups, if you 
choose to do so. 

Alternatively, you can decide yourself which 5 items already in your possession 
(mobile phone, pen, clothing it is up to you) you want to trade. Put them in display 
and make your intentions known. 

Then you will be allowed 10 minutes during which members of group 1 can trade 
goods with members of the group 2 and those of group 3 with those of group 4. 
The number of trades will be noted on the board, but no group is forced to trade if 
it does not want to. 

Once trading is concluded, the items traded are again rated on a scale of 1-5.  

Discuss the changes. 

Subsequently, one more trading session will take place where everyone can trade 
with anyone else in the class. You have five minutes to conclude your trades, and 
again, no one is required to trade. 

Finally, we will try to answer the following questions 

 How many of you made trades in round 1? In round 2? 
 Why did more/less trades take place in Round 2 than in Round 1? 
 Which items were traded? 
 Which items were more popular, least popular? 
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 Why did you trade? 
 What was the benefit received from your trade? 
 How many people rate the item they traded higher than the item they had 

originally? 
 Did anyone make a mistake and trade badly? Did anyone fail to make a 

trade they now wish they had made? 
 If you think you have made a mistake, do you think you would make the 

same mistake again? 
 Which people have the most difficulty trading with others? 
 Why did some people choose not to trade? 

An Online Assignment  

Go to http://www.economist.com/content/global_debt_clock. Find out about the 
debt of your country. Then read the text and the comments. Give the comments you 
agree with a “like”  and those you disagree with a “dislike”   Login and post 
your own comment concerning the situation.   

This is the introductory text: 

The clock is ticking. Every second, it seems, someone in the world takes on more 
debt. The idea of a debt clock for an individual nation is familiar to anyone who 
has been to Times Square in New York, where the American public shortfall is 
revealed. Our clock shows the global figure for all (or almost all) government 
debts in dollar terms. 

Does it matter? After all, world governments owe the money to their own citizens, 
not to the Martians. But the rising total is important for two reasons. First, when 
debt rises faster than economic output (as it has been doing in recent years), 
higher government debt implies more state interference in the economy and higher 
taxes in the future. Second, debt must be rolled over at regular intervals. This 
creates a recurring popularity test for individual governments, rather as reality TV 
show contestants face a public phone vote every week. Fail that vote, as the Greek 
government did in early 2010, and the country can be plunged into imminent crisis. 
So the higher the global government debt total, the greater the risk of fiscal crisis, 
and the bigger the economic impact such crises will have. 

Notes: the interactive map at the internet address displays gross government debt for the 
globe. The clock covers 99% of the world based upon GDP. Debt figures are derived from 
national definitions and therefore may vary from country to country. The clock shows the 
estimated debt at the point corresponding to the current date and time in whatever year you 
are viewing; this is why it increases even when you view past or future years. The debt 
clock uses the latest available data, is updated on a quarterly basis and assumes that the 
fiscal year ends in December. 
 


