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1. [bookmark: _Toc5353792]eXECUTIVE sUMMARY
The report starts by discussing international trade theory and why international trade is important for economies. It first discusses Adam Smith’s theory of absolute advantage and secondly David Ricardo’s theory of comparative advantage. The report then discusses other benefits of international trade such as; Greater variety of goods available for consumption, efficient allocation and better utilization of resource, promotes efficiency in production, consumption at a cheaper cost, more employment, reduces trade fluctuations, utilization of surplus produce and fosters peace and goodwill.
The report then moves onto how international trade has benefited the US economy. Discusses the history of the US economy, important exports and imports, the benefits of doing trade for the US. Within the report contains a Pestle and SWOT analysis discussing the risks associated in doing business with the US.
The report goes on to discuss the role of central banks with reference to the American Central Bank, The Federal Reserve. 
The report debates the financial markets of the US such as; S&P 500, The Dow Jones and the NASDAQ, all of which are traded on The New York Stock Exchange. The report includes my own Forex trading results and discusses how news and events can affect stock markets such as exchange rates and even major stock indices such as the S&P 500.
After that the report examines the role of financial intermediaries such as commercial banking, investment banking, pension funds and mutual funds and how the government impacts the international trade of the US whether they have a positive or negative impact, in this instance the Government overall has a positive impact on international trade however Trump’s protectionism tactics are haltering the levels of international trade that the US economy usually upholds.
After that the report found that the US economy is growing as a sustainable rate at an average of 2%-3% however there are concerns over Trump’s promise to speed up growth to 4% which in the long run would not be sustainable thus resulting in an economic correction in the stock markets. 
Lastly the report discusses the future of the USA, where its prospects lie and how Brexit may impact the US economy in the future. It is expected that Brexit will not have much of an impact on the US however it will affect exchange rates therefore damaging the desire of US imports. 
The report finishes with my personal recommendations on which direction the US economy should direct its attention.


2. [bookmark: _Toc5353793]Introduction
The aim of this report is to explain the economic benefits, specialisation of production and the exchange of commodities that international trade brings to the USA. It will then go on to discuss the role central banks has on a given countries economic development. There will be a detailed analysis of the assistance that the financial markets play in terms of aiding USA’s international trade development and economy. It will then move on to Brexit implications and the effect of any trade wars and lastly de tailed sustainability programs and plans for the USA.

3. [bookmark: _Toc5353794]International Trade theory
‘The father of modern economics’, Adam Smith, in his book, ‘wealth of nations’ stated that international trade will always beneficial for countries and that trade should not be restricted, the concept can be defined as ‘the capability to produce more of a given product using less of a given resource than a competing entity’ (Boundless, 2015). 
Second theory was created by another economist by the name of David Ricardo and he stated that ‘gains from trade will occur even when a country has no absolute advantages with its trading partners’ which he called the theory of comparative advantage and this refers to the differences in per product opportunity costs.
To put this into context, we need to imagine two countries and both countries have different capabilities to produce two products, wheat and DVD’S.
You have country A that can produce 55 bags of wheat or 11 DVD’s and country B that can produce 18 bags of wheat or 72 DVD’s over the same range of time as country A. 
From this simple explanation you can see that Country A has an absolute advantage producing wheat and country B has an absolute advantage to produce DVD’s. If both countries specialize and produce the goods that they are more efficient at they can trade with one another and result in more goods than they could produce solely and benefiting the consumer as they will be buying goods from a more efficient producer.
Comparative advantage occurs when one country has the absolute advantage over the both products that can be traded, as an example;
Country C can produce 40 bags of wheat or 8 DVD’s and Country D can produce 8 bags of wheat or 4 DVD’s. the best way for country C to decide on how to allocate its resources and this can be done by calculating how much it costs to produce one DVD and comparatively how much wheat does Country C have to give up to produce one DVD. In this example, it would cost country C five bags of wheat to produce one DVD and for country D it would cost them just two bags of wheat to produce one DVD, therefore it is cheaper (in terms of wheat) for country D to produce DVD’s this therefore should result in country C producing wheat and country D producing DVD’s and this is the theory of comparative advantage.

3.1 [bookmark: _Toc5353795]other benefits of international trade
Nations that partake in international trade usually become prosperous and take advantage of the gains from trade. Some other benefits from international trade are as follows;
1. Greater variety of goods available for consumption
With goods being traded internationally the variety of goods being consumed will increase thus resulting in not only an improved quality of life but helping the country’s economy grow.
2. Efficient allocation and better utilization of resource
When countries just produce products through comparative advantage wasteful duplication of resources are prevented, this helps save the environment and giving the countries a positive image to the media’s eye.
3. Promotes efficiency in production
International trade gives incentive to countries to produce goods most efficiently to remain competitive, this will help keep quality of goods at a high standard.
4. Consumption at a cheaper cost
International trade allows consumers to consume products that may cost a lot to produce within its own border but with imports can get at a cheaper cost.
5. More employment
International trade helps to lower unemployment as it introduces new markets into countries
6. Reduces trade fluctuations
Due to international trade prices tend to stay more stable, with major markets with mass amounts of supply and demand the trade fluctuations are massively reduced. 
7. Utilization of surplus produce
International trade allows countries to sell their surplus goods to other countries and earn foreign exchange.
8. Fosters peace and goodwill
International trade promotes peace, goodwill and mutual understanding among nations. As each country depend on one another for trade it would be unwise to entice any kind of war thus risking losing trade gains.



4. [bookmark: _Toc5353796]how international trade benefits usa
The history of the United States started with settlements back in 17th and 18th centuries. These colonies progressed from colonial economies to a small, independent farming economy which became the United States of America in 1776.
The 19th century was when the United States economy boomed making up for one-fifth of the world economy.  In the 1800’s more than 80% of the population were in farming and the manufacturing sector was mainly based on the first stages of transforming raw materials however this fell to around 50% after when manufacturing, services and transportation sectors grew enormously.
It wasn’t until post WW2 that America switched to free trade policy with the underlying motivations being the desire to industrialise the country and redeem the trade deficit with Britain. Before 1945 the United States was known as ‘the homeland and bastion of protectionism’, according to Paul Bairoch an economic historian. Protectionism is ‘the theory or practice of shielding a country's domestic industries from foreign competition by taxing imports.’ (Bhagwati, 2018) The US average tariff rates have fluctuated over the years due to different laws and agreements such as the Trade agreement in 1934 but overall there is a negative trend line showing that import tariffs are decreasing. See below.
[image: ] 
The trade agreement 1934 was signed by President Franklin D. Roosevelt which gave the president the authority to negotiate trade agreements with other countries which led to Roosevelt opening American trade all over the world.
One of the most important lumber products that the US exported in the 1990’s was hardwood. The US mainly exported lumber to Canada and Western Europe who together made up 64% of the market share. (Luppold, 2014)
Another important export for the US is its steel exports. The volume of steel exports has declined every year since its peak in 2012. ‘In 2018, U.S. steel exports were down 17 percent to 8.4 million metric tons from 10.1 million metric tons in 2017.  The value of 2018 steel exports have decreased by 7 percent to $12.5 billion from $13.4 billion in 2017.’ (International Trade Administration, 2019)
Since the recession in 2007 that shook the entire financial world the US Balance of Trade has fluctuated increasing one year to decrease the year later. Although Trump has vowed to lower the trade deficit his short-term tactics have not worked ATK
Benefits
International trade is an enormous positive economic driver for the US. Importing and exporting goods provides the US with benefits for example, the extension of sales potential for products, enhancement of international trade technology, maintenance of cost competitiveness in the U.S. market, the potential for business expansion especially for medium-sized businesses, competitiveness in the global marketplace, stabilization of seasonal markets and access to a greater variety of goods and services. (Norwich University Online, 2016)
The U.S is as expected the largest exporter of goods and services amounting to over $2.3 trillion in 2014. 
The manufacturing sector has the greatest dependence on international trade where one in every four jobs relies on exports. This has led to a doubling in output over the past 20 years, according to the U.S. Department of Commerce. The US remains the largest exporter in many services too such as energy, financial, information technology, insurance and telecommunications. 
Whilst U.S. exports is a very important part of the economic growth imports are also beneficial to the U.S. population. Imports result in lower prices and greater choice for the people of America. The United States rely heavily on other countries for raw materials and many companies rely on these imports in order to build their products.
The biggest benefit of international trade is the free trade agreements it has with twenty countries. According to the U.S. Department of Commerce, these agreements account for nearly half of American exports. In addition, the U.S. has recorded a trade surplus in manufactured goods with FTA partner countries for each of the past five years.
Pestle Analysis
Political
The biggest risk in the United States right now is that of political risks. With Trump now elected President the political field has never been more volatile. The IMF’s latest World Economic Outlook warns that political uncertainty of the US has the potential to slow down global growth. Tax reforms by Trump led to interest rates rising in the US which led to changes in other countries monetary policy and financial markets and now the trade war initiated by Trump. The ongoing trade war between China and USA is the biggest risk right now for countries looking to trade with USA. (Irwin, 2018)
Economic
With a GDP of $20.89 trillion USD the United States weighs in as the largest economy in the world. The US economy is diverse and is well-developed which is why is so strong however the recession in 2007 did majorly affect the economy and the unemployment rates. Since then the economy has made its return at an average growth of 2%-3%. However, there are concerns over the countries budget deficit which now amounts to almost $1 trillion putting the country at risk of the deficit becoming too much for the government to pay back.
Social
America is no exception when it comes to the problem that many developed countries face, aging population. This inevitability of the baby boomers coming to an age of retirement can lead to a labour shortage and rising tax rates. 
The second social risk the USA face is the increasing number of illegal immigrants. As of the latest statistics in 2016, there are 10.7million illegal immigrants in the USA. This is decreasing slowly however there is still a high level of racial intolerance in the USA.
Technological
The biggest technological risk that faces the US right now is that of rising economies such as China, South Korea and India. This is mainly down to the absolute advantage they when referring to labour. Other than this risk the US remains at the forefront of the technology world especially now with technologies such as AI, nanotechnology and biotechnology. (National Science Board, 2014)
Legal
The USA is possibly one of the most audited country in the world when it comes to legal entities and therefore usually keep within the lines of the law. However, with Trump as President I would not be surprised if the US bends the rules set by Congress and the Supreme court.
Environmental
The US international trading is governed by the Environment Protection Agency who aim to protect human health and the environment. They do this by working with domestic and international partners providing a technical analysis and capacity building assistance through shared services. 
Again, Trump in the limelight for the biggest risk in the environmental section as he disbanded the climate change panel around 2 years ago, he pulled out of the Paris international climate agreement and claimed that ‘global warming is a hoax invented by the Chinese to attack US manufacturing.’ on his twitter account.
 
SWOT Analysis
Strengths
· America is the largest economy in the world, and many would say it is the most important market too. 
· Invest a lot of time and money into R&D and Education.
· Regulates private sectors to prevent monopolies.
· US has large reserves of Phosphates, Zinc, Lead, Coal, Uranium and Gold.
· Advanced technological systems to improve sectors such as military, aerospace and medicine.

Weaknesses
· Record level of low household savings rate
· Large fiscal deficit and only increasing
· Massive disparities in wealth
Opportunities
· Increased consumer spending will initiate strength, stability and growth for the economy.
· Federal reserve could deduct interest rates to encourage those with savings to invest
· The Troubled Asset Relief Program has shown its credibility and should be used to secure the economy in troublesome times.

Threats
· Growth rate has been declining in recent years and may come to a standstill in a few years if not controlled carefully
· Manufacturing industry is in decline due to the trade deficit 
· Job losses
· Rising unemployment
· The deficit has been labelled as unsustainable by the IMF which could affect interest rates and stock markets.

Issues and disadvantages
As the above PESTLE and SWOT analysis shows there are many different risks, issues and disadvantages facing the US economy. Mainly being political risks that are spilling over into other areas such as President (political) pulling out of climate agreements (environmental). 
Not only does the nation has growing political issues it has a large fiscal deficit that is increasing at a staggering rate now amounting to $833 billion. 
Before trading with USA countries should consider the economists prediction of a recession looming soon. With an unemployment rate of 4.3 percent, a bull market the US economy looks like the perfect economy which leads to many economists to predict a recession in 2019 or in the near future. (Maxwell, 2018)



5. [bookmark: _Toc5353797]role of the federal reserve
Americas central bank is known as ‘The Federal Reserve’ which started in 1789 when the constitution formed ‘The Bank of the United States’. The bank then was responsible for dollar bills and control of the government debt. The history of the bank isn’t as smooth sailing as one would think, the banks charter was not renewed in 1811 due to political opposition at the time however it started again in 1816 and then in 1841 the bank went bankrupt due to privileges being withdrawn because there was public doubt about the legitimacy of the banks formation. ‘It was only in 1913 that the Federal Reserve System was set up with a single central bank controlling note issue and operating it through twelve Federal Reserve Districts’ (Valdez, 2000). As of today, the Federal Reserve makes its own decisions on monetary policy without direction from the government, the decisions are made by the Federal Open Market Committee and the current Chairman of the Federal Reserve is Jerome Hayden Powell who was appointed by President Donald Trump in February 2018. 
Central banks hold a very big part in today’s economy with their most common activities being; 
· Supervision of the banking system 
· Advising the government on monetary policy 
· Issue of banknotes 
· Acting as banker to the other banks 
· Acting as banker to the government 
· Raising money for the government 
· Controlling the nation’s currency reserves 
· Acting as ‘lender of last resort’ 
· Liaison with international bodies
(Federal Reserve, 2017)
6. [bookmark: _Toc5353798]Financial MARKETS
 To begin with, the role of stock exchanges is to provide the regulation of company listings, a price formation mechanism, the supervision of trading, authorisation of members, settlement of transaction’s and publication of trade data and prices. (Valdez, 2000)
The US has three major financial markets which are all traded on the NYSE these being the S&P 500, The Dow Jones and finally the NASDAQ. 
The S&P 500 is the abbreviation of Standard & Poor’s 500. This stock market is based on the capitalizations of the 500 largest publicly traded companies. The Dow Jones is an index that indicates the value of 30 large, publicly owned companies in the US. The NASDAQ is a global electronic marketplace for buying and selling securities, as well as the benchmark index for U.S. technology stocks (Kenton, 2018).
The S&P 500 is referred to as the best performing stock index over the last 20 years with an annual return on investment of 8% (Graham, 2003).  Although the S&P 500 is hailed the best ROI for passive investors there has been downfalls. The biggest crash in modern day, the 2007 financial crisis which was labelled by (Fieldhouse, 2017) the ‘most severe economic downturn and longest-persisting since the great depression.’ 
Since the troublesome times that scarred the American stock markets there has been a recovery. Since 2010 the S&P 500 has steadily gained traction and increased in value from 1.034.28 to a staggering 2,867.24. (Macrotrends, 2018)
[image: ]
(ForecastChart, 2018)
The above graph plots the monthly close for the S&P 500’ Stock Index in logarithmic scale. 

6.1 [bookmark: _Toc5353799]FOREX FINANCIAL TRADING REPORT
Forex is an abbreviation of Foreign Exchange and it is the process of exchanging one currency for another at an agreed exchange price on the over-the-counter market. Forex is the most popular market with traders and on average has a turnover in excess of US$5.3 trillion each day. the market can change rapidly as a response to breaking news or any short-term events. A recent example of how news and events affect Forex is the news of Brexit, the pound slumped to a 31-year low after the Brexit vote leaving the pound down more than 10% at $1.33 compared to before the polling stations closed (Katie Allen, 2016).
Using the knowledge gained from Webinar, Day Traders FX by (Johnson, 2019) and using online courses I made a variety of trades using the Meta Trader mobile application. (see appendix) 

7. [bookmark: _Toc5353800]Role of the Government
The role of the US Government ‘is to protect the safety and well-being of its citizens and the sovereignty of the country’s borders’ (Reference, 2018). The government spends and creates capital, consumes goods and services, and employs people. The two most common ways the government create capital through taxes and fees and by borrowing money from the public by selling securities.
The US government is like any other governmental structure that divides itself into three branches which ensures a central government with no individual or group has all the control. Congress is the first legislative branch which makes the laws, the next branch is the executive branch where the President carries out laws and lastly is the judicial branch that evaluates law known as the Supreme court. Each branch must operate together because each branch can change acts of the other branches for example, the President can veto any laws passed by Congress and on the other hand Congress can either confirm or reject the Presidents appointments. Current example of this is Congress rejecting President Trump’s proposal to cut health research funds. (Pear, 2017) Lastly, the Supreme Court can overturn unconstitutional laws that have been appointed by the President and confirmed by the Senate. (Pete Greene, 2017)

8. [bookmark: _Toc5353801]ROLE OF FINANCIAL INTERMEDIARIES IN INDUSTRIAL TRADE
A financial intermediary is an entity that acts as a middleman man between two parties in a financial transaction. This can be anything from commercial banking, investment banking, pension funds and mutual funds (Chen, 2019).  Financial intermediaries come in different forms ranging from insurance companies for those risky investments that you want to insure against risk to financial advisors that will offer specialist advice on where to invest your capital. A financial intermediary can also be a credit union which is an informal type of bank that provides lending and depositing within a community and lastly, mutual funds which are investment schemes.
 Although there are sceptics about financial intermediaries there are benefits to them and these are firstly that they do all the work for you so for example, they will find the right lenders which in turn will lower your search costs. Secondly, they spread the risk. Instead of lending to one individual a financial intermediary lends to a plethora of borrowers so if one fails to pay back the risk is spread evenly.  (Borad, 2019)

9. [bookmark: _Toc5353802]DEVELOPING SUSTAINABILITY
Sustainable development is a very complicated topic this is best illustrated by the fact there are over 200 different definitions to what is sustainable development. However, the most used definition is "Sustainable development is development that meets the needs of the present without compromising the ability of future generations to meet their own needs." By Brundtland Commission in 1987 (NGO Committee on Education, 1987). 
The United States is working to implement Sustainable development goals both domestically and abroad. As part of the 2030 Agenda for Sustainable Development the United States and other countries combined their efforts to help shape the Sustainable Development Goals. The underlying goals are to end poverty and make transformative strides toward a future of shared progress. (USAID, 2016).

10. [bookmark: _Toc5353803]FUTURE PROSPECTS 
No one knows what the future holds for the US but there are some key indicators that show promise for the future of the United States. The gross domestic product which measures the nations production output is predicted to remain between 2%-3%, an ideal range for sustainable growth. However, the brash personality of President Trump has promised to increase the economic growth to 4% which cannot be sustained and in the long run will lead to an economic crash.
[image: ]
(Federal Reserve, 2017)
As the graph shows, GDP will slow down in coming years which is a likely side effect of the trade war that President Trump induced. Unemployment rates ranging from 3% in 2019 to 3.9% in 2021 are steady and under the federal reserve target which ranges from 4.0 to 4.6 percent (Federal Reserve, 2019). The inflation rate matches that of the Federal Reserve target at 2% which should minimise any price volatility within the economy. Manufacturing has been forecasted to lead the way in the source of the US economic growth and the (MAPI Foundation, 2018) says ‘increased capital growth and higher exports will boost manufacturing’.
Other prospects include Trumps intention to ‘reshape hemispheric trade relations with Latin America’ (McBride, 2016) however uncertainty in Brazil and political instability in Venezuela could hinder Trumps plans. In June 2017, Trump withdrew from the Paris Climate Agreement in a bid to speed up economic growth, he also vowed to eliminate the Climate Action Plan (WhiteHouseGov, 2019) Trump plans to reduce the US trade deficit by using protectionism tactics. He has already withdrawn from the US trade agreement with South Korea (September 2,2017) and is currently in a monumental trade war with China, however these tactics have been proven to fail before causing the Great Depression of 1930’s. 

11. [bookmark: _Toc5353804]BREXIT IMPLICATIONS
As of now Brexit hasn’t directly affected the United States, it has however affected exchange rates. As political uncertainty in the UK and Europe resulted in the pound to drop. Although this may sound like good news for Americans it is however bad news because a dollar strength makes US manufacturing and exports less competitive with other currencies (XE inc, 2019). 
Although many of the British population are pitching Brexit as a bid to rekindle the special relationship with the US this enthusiasm hasn’t been received in the same manner. In one interview Obama said that the UK would be at the back of the queue, referring to the US trade deal agreements queue. (EuroNews, 2016) Trump has also been pessimistic about the current Brexit proposal by May saying that a soft Brexit would probably ‘kill the bill’ between US and UK (BBC, 2019).
(Murad, 2017) from CA Today wrote an article that discusses his projections on how Brexit could potentially affect the US economy. He breaks his argument into six main categories which are how the vote could affect; companies, trade, supply chains and manufacturing, exchange and interest rates, tax regime and equity markets. 
Murad explains that the risk for companies comes from the uncertainty and little clarity to what is going to happen with Brexit therefore companies have been holding up investments of those companies with a footprint in Europe. He also states that US companies that trade with the UK will feel the effect of new trade agreements and a weaker currency. He goes on to explain that if US companies import from the UK a weaker pound will lower the cost however if they export to the UK it will make the products more expensive thus less appealing to consumers. In the third category Murad explains that todays supply chains are global and that means the cost of materials may increase due to the new trade agreements, which may force companies to change their inventory strategies inevitably costing those companies. In the fourth section, exchange rates and interest rates he discusses how a weak pound could result in the dollar rising sharply which will in turn impact the US interest rates, it is expected that during this time of uncertainty that US interest rates will remain low. One positive from the article is that the UK has an agenda to promote itself as the most competitive tax regime in the G20 thus encouraging US companies to remain in the UK economy for the tax benefits they are receiving. Lastly, Murad discusses the equity markets, due to modern globalisation a ripple in the UK economy will work its way around to affect the US stock markets, with long-term uncertainty in the future the stock markets all around the world including US stock markets will experience a high level of volatility. 

12. [bookmark: _Toc5353805]RECOMMENDATIONS
From the information this report contains the US should first resolve its trade war with China, at the minute the trade war is squeezing the US consumerism thus lowering consumer confidence in the country. This is an indicator of how well the economy is performing which solely by this indicator – the economy is slowing.
My second recommendation for the US would be to gain control of the political issues they are currently experiencing. They have the opportunity to do this with the upcoming election in 2020
My third and final recommendation would be to gain control of the immigration issues they are undergoing. This is currently being dealt with by Trump however many view his tactics as brash and nonchalant.  



13. [bookmark: _Toc5353806]Conclusion
In conclusion international trade has many benefits that has and always will be a vital part of the US economy and holds responsible for the massive growth of the economy throughout its history. The US should continue its efforts to boost their international trade in a bid to continue growing at its current average rate of 2%-3%. The Federal Reserve and the Government has a major influence on the exchange rates, interest rates and how the US trade internationally. 
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