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ECOHOLICS
What is it?
Introduced by Taussig
Defined as ratio of export prices to
Import prices
e TC = commodity
terms of trade or net
TC = PX/PM Formula barter terms of trade
e PX = export price
e PM = import price
Increased = 2
welfare of 1 Te = polrstx 100
Pu, / Prgg
country o
Here Px, and Py, are the export price indices
of current year (1) and base year (0) respectively.
Py, and Py, are the import price indices of current
High TOT- Can year (1) and base year (0) respectively.
2 buy more imports Given the price indices of exports and imports
with its exports for the base year (say, 2010) as 100 each and the
price indices of imports and exports as ‘180 and 225
in 2015, the net barter terms of trade is :
Py, / Px 225/100
: Te = 515-2x100= x100 =125
Also, high TOT € RylPy 1807100
indicates-lack 3 It means the commodity terms of trade in2015
of compared with 2010 has improved by 25 percent.
competitiveness If in the base year of 2010, the indices of
in the country's -exports and imports are 100 each and price indices

of exports and imports are 172 and 215 respectively

export sector, in 2015, the net barter terms of trade is :

which could lead

to long-term - ll:x,izxﬂ _l1m27100 oo oo
problems if its M; ' Pug 215/100

exports become
less in demand V\/\)
What does this mean? Deterioration in TOT by
20% between 2010 and 2015

Problems in the Construction of Index Numbers related
to choice of commodities, obtaining price quotations
etc.

It cannot measure exactly the changes in welfare due
to foreign trade in general and TOT in particular.

Overall, net barter terms of trade is an important
measure of a country's trading position and economic
performance, and is closely watched by economists and
policymakers.

To learn more visit www.ecoholics.in




