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Introduction 
Trade imbalance is one of the most debated economic terms as many people argue whether it is a sign 
of economic strength within a country, or it is a big economic issue for a state. The correct definition 
of trade imbalance, also known as trade deficit, is that it is an economic measure in which a country’s 
exports fall short of its imports. Whereas, trade surpluses are the complete opposite, meaning that it is 
a measure where a country’s exports exceed their imports. The majority of economists report that the 
presence of net trade imbalances is a sign of hardship within a country. 

 
Hence, a decrease in trade deficit, or an increase in trade surplus, would be a sign of strength in an 
economy. However, this is not always the case. A trade imbalance is too little of information in order 
to say something about a country’s economy, as it is not always the sign of an economic distress. 

 
Actually, trade imbalances are generally neither good, nor catastrophic for a state. There are definitely 
situations where a state enjoys having a trade gaps in its economy, and where it suffers from a trade 
deficit, and sometimes it just does not matter. Nevertheless, it should not be forgotten that trade 
deficits could sometimes indicate economic problems facing a country. Although, an economy cannot 
be judged by it having a trade deficit or a trade surplus. For example, currently the United States of 
America owns the largest trade deficit, with a trade imbalance of approximately $7.3 trillion.  

 
Additionally, some other countries such as the United Kingdom, Turkey, Brazil, Spain, Mexico, and 
Australia are also facing trade gaps. Yet, countries such as Japan, China, and Russia have large trade 
surpluses. However, there are completely different cases and situations facing the Less Economically 
Developed Countries as trade imbalances are usually have strong negative impacts on their 
economies. 
 
Key Vocabulary  
Trade imbalance: An economic measure of a state when its imports exceed its exports 
 
Trade surplus: An economic measure of when its exports exceed its imports 

 
Import: A product, service, or item brought in from abroad for sale 

 
Export: Send products or services to another country for sale 

 
Economic distress: Problems caused by the lack of money 
 
LEDCs: Less Economically Developed Countries 

 



 3 

MEDCs: More Economically Developed Countries  
 
Focused Overview 
Many economists state the fact that trade deficits are necessary in international trade and it won’t stop 
any country from developing its economy. Still, the others suggest that trade deficits are not beneficial 
for a country and they generate unnecessary debt, so countries should try to either balance their trade, 
or try to have more exports than imports. 

 
1)  Currency value of a country experiencing trade imbalances 
Trade deficit usually occurs when a state does not produce enough for its citizens. in result, 
companies selling goods abroad have to convert those foreign currencies gained as profit from other 
countries in order to pay their employees, which eventually raises the value of the home currency. 
So, if there is a case of exports falling in demand, the value of the home currency will fall in result. 
In fact, a country having a trade deficit makes it currency a valuable current in the world market. 

 
2) Foreign direct investment 
By meaning, balance of payment should regularly net out to zero. Hence, a trade deficit within a 
country must be counterbalanced by a surplus present in the state’s financial and capital accounts. In 
result, countries with a trade deficit face a larger government debt owned by foreign firms and a 
larger point of a foreign direct investment.  
 
Thus, for a Less Economically Developed Country, this would be disastrous, as the foreign investors 
and investing corporations would own a proportion of the country’s assets and resources and those 
investors would control these resources by themselves. In addition, a Nobel laureate Mr. Milton 
Friedman has stated that trade deficits are not always harmful as the currency will return to the 
country in some way eventually. 

 
3) Employment 
Theoretically, when countries face trade deficits, they face many disadvantages in result which affect 
the economic stability. When imports exceed exports, jobs in a country may be lost to those abroad. 
However, statistics demonstrate the fact that unemployment could actually remain in low levels with 
a trade deficit, and high employment could be noticed in countries with a surplus. 

 
4) Interest rates 
A continuous trade deficit could also have big effects on the interest rates of the same country. 
Meaning, if there is a descending pressure on the country’s currency, there will eventually occur a 
devaluation caused by this case. As a result, this will cause prices to go up in the same country, at 
last causing high rates of inflation.  
 
In order to fight inflation, the central bank will pursue to introduce monetary policy restrictions and 
regulations, which will definitely include raising the interest rates as well as declining the money 
supply. Factually, all of these new policies, especially higher interest rates and inflation would have a 
very harmful effect on the economic growth of the state.  

 



 4 

Major Parties Involved and Their Views 
As mentioned above, there are countries with big economies which have large trade imbalances. 
These imbalances do not regularly harm or support the economies as countries with large deficits have 
one of the strongest economies in the world. 

  
United Kingdom 
United Kingdom reportedly had -$106,700,000,000 as their Current Account Balance in 2017. There 
is a powerful connection between a strengthening economy and trade deficits in the United Kingdom. 
Right after the economy had a recession in 1990, the trade deficit went to a rapid decline. 
Nevertheless, as the economy came out of recession, the deficit began to increase, and resumed to rise 
within the next 15 years.  
 
The most recent recession that started in 2008, quickly reduced the deficit. Economists suggested 
many causes which affected the growth of the trade deficit in the UK, which were primarily high 
export prices, deindustrialized.  
 
India 
As estimated in 2017, India has one of the biggest trade deficits in the world with -$51,210,000,000 of 
Current Balance Account. On the other hand, Indian rupee has lost its value high against the United 
States Dollar. However, India currently has a strong economy as the government has introduced many 
regulations under the FTP, Foreign Trade Policy, in order to keep the economy alive.  
 
In addition, The Department of Commerce in India has been giving increased support for export of 
many different goods and services and added some extra items under the Merchandise Exports from 
India Scheme (MEIS), primarily to help exporter. 
 
Evaluation of Previous Attempts to Resolve the Issue 
• A/RES/S-18/3 
 
• A/RES/S-7/3362 
 
• A/RES/S-6/3202 
 

 
Possible Solutions 
There were many economists who have suggested ways to combat trade deficits and minimize them 
and their effect on economies , especially in Less Economically Developed Countries. However, there 
is a problem that often occurs and it is the fact that economists have different ideas, and they neither 
agree with other economists, nor politicians and heads of governments. One way would be reducing 
consumption and saving more. If a government decides to do this, the imports will drop and less 
borrowing from foreign countries will be necessary in order to pay for consumption. 
 
Secondly, countries could introduce laws and regulations referring to Supply in order to increase the 
competitiveness within an economy and boost productivity. Additionally, governments could decrease 
the government spending and increase some taxes. As this results in less consumer spending, the 
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population will try to buy cheaper domestic goods, which will lower the proportion of import goods 
and services in the market. 
 
Further Reading 

• Trade Imbalances Worsening Effects of Global Crisis for Least Developed Countries 

 
• TRADE IMBALANCES – CAUSES, CONSEQUENCES AND POLICY MEASURES 

• Unilateral Trade Practices 
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