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< In this chapter, you will learn.

[ Some concepts about international trade

M Trade terms
- I Basic international payment and settlement methods
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International payments and settlements refer to the money transfer via banks to settle
accounts, debts and claims among different countries. They are originated from both international
trade transactions such as the sales of tangible goods and intangible service transactions and
international non-trade transactions such as international lendings and investments. While
international non-commercial settlement is of equal importance in international banking business,
international commercial settlement will constitute the core part of international payment and
settlement. So in this chapter we are going to give a brief introduction to international trade.

1.1 Introduction to International Trade
El kR 5 & 8

1.1.1 Definition of International Trade FEEREBSHNEN

International trade is the exchange of goods and services produced in one country for those
produced in another country. In most cases countries do not trade the actual goods and services.
Rather they use the income or money from the sale of their products to buy the products of another

country. '
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1.1.2 Major Participants in International Trade EFRSHNTIESEE

(1) The buyer who purchases the goods.
(2) The seller who provides the goods.
(3) Banks that facilitate the payment of the transaction.

1.1.3 Points to Be Considered for Both the Buyer and the Seller in International
Trade BEFFRSPRIENSNERNER

(1) The creditworthiness of the opposing party.
(2) Payment methods.

(3) Trade terms.

(4) The exchange risks.

1.1.4 Major Processes of International Trade EFFRSNEEREFE

1. Business Negotiation

(1) Enquiry (the act of requesting information on the availability of specific products).
(2) Offer/quotation (a promise to supply goods on the terms stated ).

(3) Counter offer (offer made in reply to an offer made by somebody else).

(4) Acceptance/order (an offer to buy).

2. Sales Contract

The sales contract is a written agreement that clearly states the rights and responsibilities of
both parties to a transaction. > )

No matter where you are doing business you must keep in mind that international contracts
must be prepared and negotiated in a completely different context than domestic ones. An
international sales contract is not merely a document setting forth quantity, price, delivery
arrangement of the product; it must also take into account the local legal system and political and
exchange risks in the country involved. An international sales contract usually contains the
following parts.

(1) Quality clause (including the goods description, quality, specifications, etc. ).

(2) Quantity clause (including weight, numbers, length, dimension, volume, capacity,
etc. ).

(3) Package clause (including the mode of packing, and its material).

(4) Price clause (including the unit price, pricing curréncy and the price terms used).

(5) Delivery terms ( including time of delivery, port of loading & port of destination,
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transshipment, partial shipment and the mode of transportation, such as charter, liner, railway,
airline, post, multi-mode transportation ).

(6) Insurance clause (the risks to be covered, the percentage of insurance and the party
effecting the insurance).

(7) Payment clause (the payment method and its content).

(8) Commodity inspection clause (including how the right of inspection is determined, the
time, place and organization of inspection) .

(9) Claim clause, arbitration clause & force majeure clauses.

3. Settlement of the Proceeds
There are many ways to settle the proceeds of international trade, we’ll discuss them in detail

in the next chapters.

1.2 Trade Terms BREAIE

1.2.1 Introduction to Trade Terms BSARIENE

When quoting prices to his overseas buyer, an exporter will naturally take into account
payment of the various expenses involved in getting the goods from the factory or warehouse in his
own country to the buyer’s premises. If the seller and the buyer in international contracts want
their deals to be successfully completed, they have, at the very beginning of the deal, to make
clear to each other their respective obligations and find the full expression of those in the trade
terms.

Trade terms are also called “price terms” or “delivery terms”. They are sets of uniform rules
codifying the interpretation of trade terms defining the rights and obligations of the buyer and the
seller in international transactions. ’

The most important trade terms in history are as follows:

(1) Warsaw-Oxford Rules, made by International Law Association in 1932. It only defines
CIF contracts.

(2) Revised American Foreign Trade Definition, made by nine American business groups in
1941. It is the revised form for six price terms defined in 1919. These price terms are Ex Point of
Origin, Free on Board, Free Alongside, Cost & Freight, Cost, Insurance and Freight and Ex
Docks.

(3) Incoterms, developed and issued by the International Chamber of Commerce (ICC) in
Paris. The International Chamber of Commerce first published in 1936 a set of international rules
for the interpretation of the most commonly used trade terms in foreign trade. These rules were
known as “Incoterms 1936”. Since then, expert lawyers and trade practitioners have updated them
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six times to keep pace with the development of international trade. * The current version is
“Incoterms 2000” ( also called ICC560) , which began from Jan. 1, 2000. They aim to provide a
set of standardized terms which mean exactly the same to both parties to a contract and which will
be interpreted in exactly the same way by courts in every country. Incoterms are not part of
national or international law, but they can be binding on buyers or sellers provided the sales
contract specifies that a particular Incoterms will apply. “Incoterms 2000” includes 13 terms.

1.2.2 Detailed Interpretation of “Incoterms 2000”
{ EFRESARIE 2000) #4058 X
Group E expresses departure from the seller’s premises.

1. Ex Works (... Named Place) (EXW)

Ex Works (EXW) means that the seller fulfills his oblégation_ to deliver when he has made
the goods available to the buyer at his premises or another named place (i.e., works, factory,
warehouse, etc. ) not cleared for export and not loaded on any collecting vehicle. Title and risk
pass to the buyer including payment of all transportation and insurance costs from the seller’s

door.
This term thus represents the minimum obligation for the seller. It shouldn’t be used when the

buyer cannot carry out the export formalities directly or indirectly. It can be used for any mode of
transportation.

Export clearance Import clearance

Export country @ © Import country
Trade Term  Preshipment costs Major freight costs Costs at destination

EXW

[ Critical Point |

A K (risk)
Pl )
1 %M (cost)

Case: % 10 £ XREA T %H (USD10.00 per set Ex seller's works Tianjin)

Group F expresses main carriage paid by the seller.
2. Free Carrier (... Named Place) (FCA)

Title and risk pass to the buyer including transportation and insurance costs when the seller
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delivers goods cleared for export to the carrier nominated by the buyer at the named place. It
should be noted that the chosen place of delivery has an impact on the obligations of loading and
unloading the goods at that place. If delivery occurs at the seller’s premises, the seller is
responsible for loading. If delivery is at any other place, the seller is not responsible for
unloading. This term may be used for any mode of transport.

“Carrier” means any person who, in a contract of carriage, undertakes to perform or to
procure the performance of transport by rail, road, air, sea, inland water or by a combination of
such modes.

If the buyer nominates any other person to receive the goods, the seller is deemed to have
fulfilled his obligation to deliver the goods when they are delivered to that person.

Export clearance Import clearance
Export country = @ Import country
Trade Term  Preshipment costs Major freight costs Costs at destination

5 08 R
 Tw f/
i fae ™

| Critical point

- I A5 (risk)
[ %A (cost)

Case: ¥4 15 £ LB HNIHZ K (USDI15.00 per piece FCA Hengchiao Airport, Shanghai)

]

3. Free Alongside Ship (...Named Port of Shipment) (FAS)

Title and risk pass to the buyer including payment of all transportation and insurance cost
when the goods are placed alongside the vessel at the named port of shipment by the seller. The
export clearance obligation rests with the seller. This is a reversal from previous Incoterms
versions, which required the buyer to arrange for export clearance. However, if the parties wish
the buyer to clear the goods for export, this should be made clear by adding explicit wording to
this effect in the contract of sale. *

It is used for sea or inland waterway transportation.
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Export clearance Import clearance
Export country =) @ Import country
Trade Term  Preshipment costs Major freight costs Costs at destination

[ Critical point |

B A (risk)
ET] % (cost)
Case: f5W 120 T E B#MAZE (USDI120.00 per metric ton FAS Chingdao)

K4

4. Free on Board (...Named Port of Shipment ). (FOB)

Title and risk pass to buyer including payment of all transportation and insurance cost when
the goods pass the ship’s rail at the named port of shipment. This means that the buyer has to bear
all costs and risks of loss or damage to the goods from that poiflt.

The FOB term requires the seller to clear the goods for export.

It is used only for sea or inland waterway transportation.

Export clearance Import clearance
Export country @ @ Import country
Trade Term  preshipment costs Major freight costs Costs at destination

b

ﬁCritical point J

B K (risk)
#H (cost)
Case: $54F 28 250/ M &AL L3 % (USD28.00 per set FOB Guangzhou)

7]

Group C expresses main carriage paid by the seller.
5. Cost and Freight (... Named Port of Destination) (CFR)

The seller delivers when the goods pass the ship’s rail in the port of shipment. The seller must
pay the costs and freight necessary to bring the goods to the named port of destination but the risk
of loss of or damage to the goods, as well as any additional costs due to events occurring after the
time of delivery, are transferred from the seller to the buyer.

This term requires the seller to clear the goods for export.




