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Chapter 1 Introduction of Public Theories of
International Trade Qualifications

1.1 Fundamental reasons for international trade

International trade,also called foreign trade,or overseas trade,in essence,is the fair and delib-
erate exchange of commodity and service across national boundaries. It includes import and export
trade operations. It arises for many reasons.

The first reason is that the different distributions of the world’s resources determines the pat-
terns of world trade. Some countries or regions are abundant in natural resources; elsewhere, re-
serves are scarce or nonexistent. For example, Britain possesses large reserves of coal but lacks
many minerals such as copper and aluminum, whereas the Middle East states have vast oil deposits
but little else. The world’s raw materials are unevenly distributed,and both modern manufacturing
and agriculture require many different resources. Thus, to obtain these through trading is an abso-
lute necessity.

A second reason is that climate and terrain affect the cultivation of some agricultural products
of a nation and can produce and trade internationally. Some South American countries, for instapce,
enjoy a favorable climate for growing coffee. However, the United States almost does not grow cof-
fee,and has to import it. On the other hand, the climate and terrain of some states of America are
ideal for raising wheat. The wheat grown in the United States is so large that it is often exported to
other countries.

A third reason is the skilled workers and capital resources help determine what a nation is able
to produce and trade with nations. The developed countries are rich in skilled work force and capital
resources, so they can concentrate on producing many technology—intensive products such as com-
puters, aircrafts, etc. However, the developing countries lacking skilled workers and capital

resources are limited to the manufacture of simple products.



The fourth reason is economic benefit for nations to trade. It is found that one country benefits
more by producing goods it can make more cheaply and buying those goods that another country can
make at lower costs than by producing everything it needs within its own border. This is often ex-
plained by the theory of comparative advantage,also called the comparative cost theory, which was
developed by David Ricardo, John Stuart Mill, and other economists in the nineteenth century. The
theory emphasizes that different countries or regions have different production possibilities. Trade
between countries can be profitable for all, even if one of the countries can produce every commodity
more cheaply. As long as there are minor, relative differences in the efficiency of producing a com-
modity, even the poor country can have a comparative advantage in producing it.

There are still some other reasons for international trade. Some nations are unable to produce
enough products of a certain item. Thus they have to import some to satisfy a large domestic de-
mand. Moreover, the preference for innovation or style also leads to international trade, which make
available a greater variety of products and offers a wider range of consumer choice of a certain prod-
uct. Finally, some nations of the world trade with others mainly for political reasons. In those

cases, more considerations are given to political objectives rather than economic motivation.

1.2 International trade problems

In international trade a merchant faces a variety of conditions which differ from those to which
he has grown accustomed in the domestic trade. The fact that the transactions are across national
borders highlights the differences between domestic and international trade. Generally, there are
certain differences which justify the separate treatment of international trade and domestic trade. In
particular, these differences include cultural problems, monetary conversion, and trade barriers.
Foreign traders must be aware of these differences because they often bring about troubles in inter-
national trade.

The first problem is cultural factor. When companties do business overseas, they need to contact
people from different cultures. They often speak different languages and have their own particular
customs and manner. The people of all cultures are ethnocentric. This means that they judge the
world from their own ways of looking at things. Therefore, in international trade, business people
should be alert on different local customs and business norms.

In Japan, for example, much attention is given to formality. However,no business begins until
after a good deal of informal conversation and tea drinking. The American who arrives for his first
sales presentation to a Japanese firm is doomed to failure if he immediately brings out his charts and
states his case. The Chinese and American hold quite different attitudes towards business friend-
ship. The Chinese expects long-term trust, practical dependency,and mutual obligation. After the
contract has been approved and signed by the principals on both sides, the Chinese, sometimes, still
bring up new possible arrangements and adjustments. From the American point of view, the trans-
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action is complete; the task now is to carry out its terms. But the Chinese see the transaction as an
incident in a long-term relationship characterized by friendship, understanding, and mutual depend-
ency and support. There should be no inhibitions regarding further discussions about what each par-
ty can do for the other in order to promote their shared interests.

A second major problem is monetary conversion. If every country in the world used the same
currency, world trade would be made much easier. But this is not the case:a Copehagen beer produc-
er wants to be paid in Danish krone,and a Hong Kong shirt maker wants to be paid in Hong Kong
dollars. Currencies,like other commodities such as beer and shirts, have a certain value. The only
difference is that each currency’s value is stated in terms of other currencies. The exchange rates
change every day and are constantly updated in banks around the world.

Companies to whom the payment is made in foreign currency can be involved in significant
foreign exchange risks because of the fluctuation in exchange rates.

A third problem is trade barrier. It is generally assumed,as the famous economist David Ricar-
do stated in the nineteenth century, that the free flow of international trade benefits all who partici-
pate. In actual practice,however, the world had never had a completely free trading system because
almost all countries put controls on trade for the following three reasons:

Firstly, to correct a balanced deficit. Such a deficit occurs when the total payments leaving a
country are greater than money in receipt entering from abroad. The country then tries to limit
imports and increase exports.

Secondly, to ensure national security. Nations sometimes restrict exports of critical raw materi-
als, high technology,or equipments when such exports might harm their own welfare.

Thirdly, to protect their own industries from the competition of foreign goods. This is general-
ly on the grounds that infant industries need to be shielded from foreign competition during their
start-up periods. A country usually offers protection to its domestic industries by taxing imports of
similar {oreign goods. Tax may be levied, which is called an ad valorem tariff. When a tariff is add-
ed to the price of a foreign product coming into a country it raises the price of the item to the
consumer.

Although tariffs have been lowered substantially by international agreements, countries contin-
ue to use other devices to limit imports or to increase exports,e. g. : requiring import licenses that
permit only specific volumes or values of imports; setting quotas that limit the total value or volume
of a product to be imported; limiting government purchases to companies in the native country by ap-
plying standards for safety, consumer protection, or other reasons, which foreign products may not
be able to meet; making special payment called export subsidies to encourage local exporters to in-
crease foreign sales;targeting—a new term meaning the imposition of a package of measures to give
certain local industries a competitive advantage in export markets. It might include export subsidies,
technical assistance, subsidies for research and development. And financial assistance; requiring
licenses to obtain foreign currencies by those who want to buy goods from abroad—thus limiting the
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