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Chapter One
| Part A Text

A Brief Introduction to International Trade

Trading is one of the most basic activities of mankind. It exists in every society, every part of
the world, and in fact every day since the caveman came into being. International trade is a business
which involves the crossing of national borders. It includes not only international trade and foreign
manufacturing, but also encompasses the growing services industry in areas such as transportation,
tourism, banking, advertising, construction, retailing, wholesaling and mass communications. It
includes all business transactions that involve two or more countries. Such business relationship may
be private or governmental. In the case of private firms the transactions are for profit.
Government-sponsored activities in international business may or may not have a profit orientation.

In order to pursue any of these objectives, a company must establish international operational
forms, some of which may be quite different from those used domestically. The choice of forms is
influenced not only by the objectives being pursued, but also by the environment in which the forms
must operate. These environmental conditions also affect the means of carrying out business
functions such as marketing. At the same time, the company operating internationally will affect to a
lesser degree, the environment in which it is operating.
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Section One Reasons for International Trade GHITHEERR & K3#HL)

International trade, also called foreign trade, or overseas trade, in essence, is the fair and
deliberate exchange of commodity and service across national boundaries. It includes import and
export trade operations. It arises for many reasons.
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1. Resources Acquisition (F3K&EiR)

Manufacturers and distributors seek out products and services as well as components and
finished goods produced in foreign countries. The different distributions of the world’s resources
determine the patterns of world trade. Some countries or regions are abundant in natural resources;
el-sewhere, reserves are scarce or nonexistent. For example, the United States is a major consumer of
coffee, yet it does not have the climate to grow any fits own. So it has to import coffee from other
countries that are rich in coffee, like Brazil, Colombia and so on. Britain possesses large reserves of
coal but lacks many minerals such as copper and aluminum. 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 absolute necessity.

Climate and soil affect the cultivation of some agricultural products, which a nation can
produce and trade internationally. Some South American countries, for instance, enjoy a favorable
climate for growing coffee. However, the United States almost does not grow coffee, and has to
import it. On the other hand, the climate and soil 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.
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2. Benefits Acquisition CGE3KFE).

With the development of manufacturing and technology, there has been another reason, i.e.,
economic benefit, for nations to trade. It is found that a country benefits more by producing goods it
can make most cheaply and buying those goods that other countries can make at lower costs than by
producing everything it needs within its own border. This is often explained 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 19th century. The theory emphasizes that
different countries or regions have different production possibilities. Trade between countries can be

profitable for both, even if one of the countries can produce every commodity more cheaply. As long

LA
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as there are minor, relative differences in the efficiency of producing a commodity, even the poor
country can have a comparative advantage in producing it.

Comparative advantage has directed countries to specialize in particular products and to
mass-produce. For example, the United States is relatively more efficient than Europe in producing
food (using one third of the labor) and clothing (using half of the labor). Thus, while the United
States has an absolute advantage in both forms of production, its efficiency in food production is
greater. Consequently, a great deal of clothing is imported from Europe to the United States.
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3. Diversification (£ #MZE)

Companies usually prefer to avoid wild swings in their sales and profits, so they seek out
foreign markets as means to this end. Some film companies have to smooth their yearlong sales
somewhat because the summer vacation period (the main season for children’s film attendance)
varies between the northern and southern hemispheres. These companies have also been able to
make large television contracts during different years for different countries. Many other firms take
advantage of the fact that the timing of business cycles differs among countries. Thus while sales
decrease in one country that is experiencing recession, they increase in another that is undergoing
fecovery. Finally, by depending on supplies of the same product or component from different
countries, a company may be able to avoid the full impact of price swings or shortages in any
country that might be brought about, for example, by a strike.
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4. Sales Expansion ("K€)

Sales are limited by the number of people interested in a firm’s products and services and by
the customers’ capacity of purchase. Since the number of people and the degree of their purchasing
power are higher for the world as a whole than for a single country, firms may increase their sales
potentials by defining markets in international terms. Ordinarily, higher sales mean higher profits.
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There still are 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 demand.
Moreover, the preference for innovation or style also leads to international trade, which makes
available a greater variety of products and offers a wider range of consumer choice of a certain
product. Finally, some nations of the world trade with others mainly for political reasons. In that

case, more considerations are given to political objectives rather than economic motivation.
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5. International Balance of Payments ([ pr¥3Z F1%)

A nation’s balance-of-payment account is the statistical record of all economic transactions
taking place between its residents and the rest of the world. A balance of payments (BOP) sheet is an
accounting record of all monetary transactions between a country and the rest of the world. It is not
concerned with movement of money inside the country. It relates to the difference between the
amount of money that has come into the country and the amount of money that has gone out of it.
Trade in goods is known as visible imports and exports while in services, invisible. If imports and
exports are not balanced, it is the job of the govemmenf to correct a deficit or adjust the trade
policies. Sooner or later, all nations are compelled to remedy deficits in their balance of payments,
whether through market adjustment or controls. When a nation’s reserves are low and its balance of
payments is weak, the objective of payments equilibrium may come to dominate other objectives of
its foreign economic policy and even of its domestic policy. In the decade following the World War
II, the elimination of the dollar shortage occupied first place among the foreign economic policy
objectives of Western European countries. In the 1960s and again in the 1980s, the US balance of
payments problem overshadowed other foreign economic issues.
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Section Two Problems Concerning International Trade (FXEfrH 5 17 i) B8

When dealing in international trade (exporting and importing), a businessman has to face 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
differences, monetary conversion, and trade barriers. Foreign traders must be aware of these

differences because they often bring about trade conflicts in international trade.
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1. Cultural Differences (M AtLZERO)FH)

There are many cultures as there are peoples on earth. When companies do business overseas,
they come in contact with people from different cultures. They often speak different languages and
have their own particular customs and manners. 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 on alert against different local customs and business norms.
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2. Monetary Conversion (%5 58] 8H)

Monetary conversion is another major problem in international trade. If every country in the
world use the same currency, the world trade would be much easier. But this is not the case: a
Canadian beer producer wants to be paid in Euro dollar. Currencies, like other commodities such as
beer, have a certain value. The only difference is that each currency’s value is stated in terms of

5.



