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ECONOMICS 244: INTERNATIONAL TRADE 

PROBLEM 1 

Trade and economic growth prospects in the era of Trumponomics and Global Trade 

Wars: good, bad or just plain ugly? What are the significant barriers to increased trade 

and economic growth? 

 

Trade wars refers to when trading partners continuously increase their tariffs on products against each 

other. It usually originates due to the initial introduction of tariffs against a country and then the 

corresponding retaliation that the other country implements. 

SESSION 1: What is the current state of the world economy with respect to trade and 

economic growth? 

Prior knowledge  

1. What is economic growth? 

Economic growth refers to the increase in a country’s GDP.  

Absolute real economic growth refers to an increase in real GDP from one period to the next.  

Per-capita real economic growth refers to an increase from one period to the next in per-capita real 

GDP, which is real GDP divided by the population of the country. 

Economic growth is important as it determines the standard of living of the country’s population, which 

is essential, because imporiving the standard of living is essentially the end goal of each person. It is 

important to note that economic growth is a necessary condition for an increase in the standard of living, 

but not a sufficient condition, i.e. for the standard of living to increase, economic growth needs to be 

present; but, if economic growth is present, it does not always mean there is an increase in the standard 

of living. 

2. How is economic growth measured? 

Economic growth can be measured either via the demand side of the economy or the supply side of the 

economy.  

From the demand side of the economy, real GDP (and accordingly ecnoomic growth) is measured 

according to the Keynesian equation, which is: 

Real GDP =  AD =  Y =  C + I + G + (𝐄𝐗 − 𝐈𝐌) 

All these variables refer to specific items within the economy. These items are defined below. 

• Private consumption expenditure, or simply consumption, denoted by C, refers to the goods 

and services purchased by consumers, which can range from food to airline tickets. 

• Gross private investment, or simply investment, denoted by I, is the sum of private non-

residential investment, which is when firms purchase new factories or machines, and private 

residential investment, which refers to when households purchase new houses or flats. In 

economic terms, investment refers to the purchase of any capital goods, as can be seen above. 

If investments refer to the purchase of gold or shares, it is specifically called financial 

investments. 
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But, if the price of the factors of production decreases, supply will increase, i.e. the supply curve shifts 

right. 

3. The number of suppliers in the market 

If the number of suppliers increase, the quantity supplied will be able to increase and therefore the 

supply curve will shift to the right. Conversely, if the number of suppliers decrease the quantity supplied 

will consequently decrease and the supply curve will shift to the left. 

4. Expectations about future prices 

Because suppliers want to maximise their profits, they will want to sell at the highest possible price. 

Accordingly, if they expect the future price to increase, they will prefer to sell in the future, rather than 

in the present, and will therefore decrease their quantity supplied in the present, which will lead to the 

supply curve shifting to the left. Conversely, if it is expected that the future prices will decrease the 

suppliers will benefit from the higher prices in the and increase quantity supplied in the present, which 

will lead to an increase in supply, which means the supply curve will shift to the right. 

5. Weather conditions 

The weather can have significant effects on the quantity supplied of a product. In the case that the 

weather has an adverse effect on the quantity supplied, such as during a drought, the quantity supplied 

will decrease and we will see a leftward shift in the supply curve. But, if the weather has a beneficial 

effect on the production of a good, it will increase the quantity supplied and we will see a rightward 

shift in the supply curve. 

 

QUESTION 1 – 4 marks 

Explain with the aid of the Keynesian equation in Macroeconomics, what the role of trade is in 

generating economic growth. 

Economic growth is measured as the increase in real GDP. Real GDP can be determined by the 

following Keynesian equation, as used in Macroeconomics, 

Real GDP =  AD =  Y =  C + I + G + (𝐄𝐗 − 𝐈𝐌) 

Net exports, or the trade balance, refers to the difference between exports and imports. If net exports 

is positive, which means exports exceed imports, then there is a trade surplus. If net exports is negative, 

which means imports exceed export, then there is a trade deficit. The net exports (EX – IM) portion 

of the Keynesian equation is the part that represents international trade. 

Net exports is the primary source of trade in South Africa as it contributes approximately 40% of South 

Africa’s GDP. This means that we have a quite open economy, i.e. we participate in international trade 

to a large extent. 

International trade will also have an effect on investment, especially regarding the uncertainties that go 

hand-in-hand with certain trade decisions made by our country’s trading partners. This is because 

investment does not only rely on interest rates, but also on confidence and expectations, e.g. the 

investments of individuals are halted due to the uncertainty of what Donald Trump might potentially 

do. They will rather wait with their investments as they are scared that whatever he does has an adverse 

effect on their investments.  
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SESSION 3: Why are there restrictions on trade? 

Question 4 – up to 6 marks 

Explain three justifications for restrictions on trade with the aid of real world examples. 

Economic reasons 

• Raising revenue for the government 

• Low foreign wages argument 

Some argue that country’s producers cannot compete with foreign producers, because they have to pay 

too high wages and foreign producers pay low wages. They therefore insist that international trade must 

be restricted, or they will be ruined. High productivity and high wages are usually linked, and the 

opposite is true, as well.  

A country high-wage disadvantage may be offset by its productivity advantage, and a country’s low-

wage advantage may be offset by its productivity disadvantage. High wages do not necessarily mean 

high costs when productivity and the costs of non-labour resources are included. 

• Foreign export subsidies argument 

Some governments subsidize firms that export goods. If a country offers a below market loan to a 

company, it is often argued that the government subsidizes the production of the good the firm produces. 

If, in turn, the firm exports the good to a foreign country, the country’s producers of substitute goods 

call foul. They complain that the foreign firm has been given an unfair advantage that they should be 

protected against. 

Others say that consumers should not turn their backs on a gift (lower prices). If foreign governments 

want to subsidize their exports and thus give a gift to foreign consumers at the expense of their own 

taxpayers, then the recipients should not complain. The complainers are the domestic producers who 

cannot sell their goods at as a high price because the so-called gift that domestic consumers are receiving 

from foreign governments. 

• Preventing unemployment (saving domestic jobs) 

Critics: if a domestic producer is being outcompeted by foreign producers and if domestic jobs in an 

industry are being lost as a result, the world market is signalling that those labour resources could be 

put to better use in an industry in which the country holds a comparative advantage. 

• Protecting infant industries 

Young, emerging firms often need help against bigger, mature firms until they have found their feet and 

are in a position in which they are able to compete with the bigger firms. This can cause a problem, 

because the smaller firms become dependent on the help and will always claim that they are “not big 

enough yet” in which case this argument starts to be abused. 

Arguments to prove that the protection of infant industries is not always helpful to a countries economy 

are as follows: 

1. Often infant industries fail to mature, proving to be inefficient and uncompetitive in global 

market economies creating inefficient domestic producers, low quality but high cost goods and 

rent seeking; 

2. Often infant industries never grow up, and thus continue to seek protection today e.g. clothing 

in SA; 
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PROBLEM 2 

What are the options for Africa to improve growth prospects through increased trade? 

What does International Trade Theory suggest? 

 

Intra-industry trade refers to trade that occurs within the same industry between different countries, 

e.g. the trading of cellular technology among different countries. Inter-industry trade, however, refers 

to trade that occurs between different industries, such as trade between the agriculture sector (flour) and 

the industrial sector (ovens). 

Trade patterns describes what is imported and exported, by whom and to whom. In the past, colonies 

would provide raw materials and the empires would refine and then trade those. 

A country’s pattern of trade is determined by relative factor endowments, i.e. a country will export 

(and specialise) goods that embody factors of productions that are generally abundant, while they will 

import goods that have relatively scarce factors of production will be imported.  

Factor endowments refer to the natural resources allocated by location and structure of the country in 

question.  

 

SESSION 4: What policy advice could Africa derive from International Trade Theory? 

Prior knowledge 

1. Why do nations trade? – Absolute and comparative advantage 

All nations have different sets of resources to their availability and accordingly, due to this resource 

constraint, they cannot produce all of the goods and services needed to satisfy their population’s needs. 

Accordingly, nations will partake in trade in order to obtain goods and/or services, which they cannot 

produce, or produce at the lowest possible cost, and they can then supply other nations with goods 

and/or services that they require. 

In order for a nation to determine which goods and/or services they will need to export or import, the 

following two concepts become important. 

Absolute advantage refers to the ability of a country to produce a good and/or service at a lower cost 

per unit than all other countries, e.g. tropical countries where their climate is beneficial to fruit 

production and accordingly offers them cost advantages. 

Comparative advantage refers to the ability of a country to carry out a particular economic activity 

more efficiently than another activity, which means that they can produce the particular good or service 

at a lower opportunity cost than their competitor.   

2. Production possibility frontiers 

The production possibility frontier (PPF) is the boundary between those combination of goods and 

services that can be produced and those that cannot, i.e. a graph that shows the combinations of goods 

and services that can be produced given the available factors of production and the available production 

technology, as illustrated in the figure on the next page with good X and good Y. Because of this, every 

choice along the PPF involves a trade-off, because to produce more of good Y, you have to produce 

less of good X. 
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SESSION 9: Barriers to trade are removed under the auspices of the World Trade 

Organization. How could Africa benefit from the participation in the World Trade 

Organization? 

Prior knowledge 

• What are multilateral trading systems?  

A multilateral trading system is a self-regulated financial trading venue that facilitates the exchange 

of financial instruments between multiple parties. It cats as an alternative to the traditional stock 

exchanges where a market is made in securities, typically using electronic systems. Multilateral trading 

systems can be operated by a market operator or an investment firm whereas the operation of a regulated 

market is not considered an investment service and is carried out exclusively by market operators that 

are authorised to do so.  

• What is the WTO, its purpose and functions?  

The World Trade Organization (WTO) is an international forum for governments to negotiate trade 

agreements. A place where governments can settle trade disputes and attempt to open country borders 

up for global trade. 

The purpose of the WTO is ensuring smooth trade flows, i.e. that goods and/or services can cross 

borders as easily as possible. The function of the WTO is to provide a place where members can set the 

rules for trade, negotiate the rules for trade and help to settle any trade disputes regarding international 

trade between WTO members.  

• What is globalization?  

Globalization is a phenomenon by which economic agents in any given part of the world are more 

affected by events elsewhere in the world then they were before. Furthermore, it refers to the growing 

integration of the national economies of the world to the extent that we may be witnessing the 

emergence and operation of a single worldwide economy. 

We know that globalization is occurring when the following starts to happen: 

— Countries in the world start opening up their borders to more global trade. 

— People start investing more money in countries other than where they reside. 

— Companies start hiring more employees in countries other than where their main basis of 

operations is. 

 

Question 10 

What is the current status of the WTO’s Trade Facilitation Agreement and how can African economies 

benefit from it? 

What is the WTO and the TFA? 

The WTO’s attempts to open up country borders for global trade by implementing the Trade Facilitation 

Agreement (TFA), which aims to make the international flow of goods more seamless by easing border 

delays and transit bottlenecks between countries and by cutting the red tape associated with international 

trade. 
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SESSION 11: What is the Fourth Industrial Revolution and how can Africa benefit 

from it? What are global supply chains and how can Africa benefit from it? What is the 

role of women in trade and how can their prospects be enhanced? 

Prior knowledge 

• What and when were the other three Industrial revolutions? 

The First Industrial Revolution was the transition to new manufacturing processes in the period from 

about 1760 to sometime between 1820 and 1840. This transition included going from hand production 

methods to machines through the process called mechanization, new chemical manufacturing and iron 

production processes, the increasing use of steam and water power, the development of machine tools 

and the rise of the factory system. 

The Second Industrial Revolution, also known as the Technological Revolution, was a phase of rapid 

industrialization in the final third of the 19th century and the beginning of the 20th century, through the 

use of mass production and predominantly using electricity as a source of energy.  

The Third Industrial Revolution proposes that fundamental economic changes occurs when new 

communication technologies converge with new energy regimes, mainly, renewable electricity. 

 

Question 12 – 15 marks 

How can the opportunities provided by the Fourth Industrial Revolution assist Africa to achieve its 

regional integration ambitions? Explain. 

Regional integration aims to remove the barriers to trade to encourage intra-regional trade, e.g. trade 

that occurs between countries within Africa (as opposed to trade with countries outside the African borders). In 

Africa, this is however  

Trade barriers, among others, restricts the progress for Africa in the sense that both our costs and time 

for exporting and importing is ridiculously high in comparison to other higher income countries (OECD 

High income countries), e.g.  

Time (in hours) Africa OECD High income countries 

Exporting 196 hours 15 hours 

Importing 251 hours 9 hours 

 

Cost (in US dollars) Africa OECD High income countries 

Exporting $813 $186 

Importing $996 $141 

The FIR can aid Africa in the process of taking away these barriers and other obstacles that restrict 

trade, and prohibits intra-African trade, especially.  

The reason why these trade restrictions are prohibiting Africa from reaching their intra-regional 

ambitions, is due to the lack of access to large markets both locally and internationally. Regional 
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SESSION 14: Is a combination of the opportunities provided by the Fourth Industrial 

Revolution and the WTO’s TFA powerful enough to propel the economy onto a higher 

growth path through trade? 

Question 3 

How could the FIR and the TFA help South Africa to realise the potential of its youth, in and out of 

employment? Explain. 

The Fourth Industrial Revolution 

As mentioned before, the FIR will lead to various growth opportunities in terms of training, access to 

information, larger markets, as well as to technological advancements. 

1. The employed youth 

The training that will occur due to the FIR, will lead to the advancement of the skills of the youth, 

especially in the digitalizing era that we are living in. The newly developed skills, as well as the access 

to larger markets and more freely available information, will mean that the youth of South Africa have 

a greater potential in the sense of employment opportunities. They will therefore be able to empower 

themselves by applying for higher paid occupations, as well as more senior positions.  

The training of the youth in the use of newly developed and more advanced technology, can also lead 

to a comparative advantage forming, which will make them well-sought after labourers. 

2. The unemployed youth 

Additional to the abovementioned, the fact there is access to larger markets and more freely available 

information, it means that the unemployed youth will have a higher chance of finding employment 

opportunities. This will lead to the unemployment rate of South Africa, especially among young people, 

will go down, and will have a consequent effect on the output and economic growth of the company, 

which will furthermore help to alleviate poverty and help other unemployed youth indirectly. 

The Trade Facilitation Agreement 

As mentioned before, the TFA will try and reduce the trade barriers and trade costs that act as obstacles 

for free trade to occur. The WTO, and its TFA, will be able to accommodate regional integration, by 

means of the Continental Free Trade Agreement (in Africa) to lead to increased intra-African trade, 

which can lead to accelerated economic growth in countries with relatively strong economies, such as 

South Africa. 

1. The employed youth 

Together with the training and information that is synonymous with the FIR, the reduction of the barriers 

to trade, will allow more of the youth to get involved in the international trading sector. This means that 

there are no even more opportunities for senior positions, promotions and the possibility of moving to 

other fields of work and occupations. 

2. The unemployed youth 

Due to the increased access to markets, as the foreign market is now also included, means that the 

unemployed youth also have more chances of finding a job. The skills that they will develop due to the 

FIR will also help to make them more employable and accordingly make a better life for themselves. 


