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Chapter 1. :

Survey of International Trade

Overall Task 1: Learning Objective

» To know about the history of international trade. T fi# [l Br 52 5 (1 52 .

» To grasp the theories of international trade. %42 [ 5 51 5 KI5 2.

» To get familiar with unique problems related with international trade. #&E R 5 PR H
) I

Overall Task 2: Lead In

Trading, the exchange of goods and servic, is the one of the most basic activities of mankind.
It has existed in every society, every part of the world, and actually every day since a primitive man
swapped an animal skin for stone chisel. International trade, in nature, is just like any other trade
except that it crosses international boundary lines. The following lessons will help us understand
the history of international trade, some trade-related theories, and some trade-related issues as well.

Text A

Pre-class Task 1: Read text A once for the main idea. Do not refer to the notes,
the glossary, or dictionaries.

Pre—class Task 2: Read text A a second time for a better understanding of the

g
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main points and discuss the following questions.

1. How was trade conducted in earlier times?

2. What measures did they take when nations sensed a threat to their domestic economics?

3. Which act referred to in the passage reduced US tariffs? ‘

4. Which organization grew out of Bretton Woods Conference? What did this organization aim
for?

5. Why does a large market area greatly stimulate economic growth and prosperity?

History of International Trade

International trade today little resembles European commerce as it existed between the 16"
century and the 19™ century. Trade in earlier times was conducted largely between a mother country
and its colonies. It was conducted according to strict mercantilist principles. The colonies were
supposed to supply the mother country with raw materials, and they were expected to buy all
finished goods from the mother country. Other forms of trade were forbidden to the colonies, but
many of them evaded these restrictions.

Growth of Free Trade

The repeal of the Corn Laws by Great Britain in 1864 ended Britain’s long-standing policy of
protectionism. During the 19" century, many European nations made commercial agreements with
each other easing their tariff rates. Lower tariffs and the growth of population and industry caused
trade to soar in the 19™ century.

Two World Wars and Great Depression

In the 20™ century two world wars and a major depression caused severe disturbances in
international trade. Nations, sensing a threat to their domestic economies, sought to protect
themselves from further disturbances by erecting various barriers to trade.

The Hawley-Smoot Tariff, which was enacted by the United States in 1930, raised high tariffs
to even higher levels, making it difficult for foreigners to sell goods to the United States.

Collapse of the Gold Standard

The situation became even worse after Great Britain abandoned the gold standard. The nations
that were closely related to Britain, including most of the members of the Commonwealth of
Nations, followed Britain’s example. Other nations also abandoned the gold standard. As the means

<z
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of making international payments broken down and trade restrictions increased, some countries had

to resort to barter to obtain foreign goods.

International trade was in such severe straits during the depression that a World Economic
Conference was held in 1933. This conference, however, was unable to halt a rash of currency
devaluations, tariff increases, and quota arrangements.

Reciprocal Trade Agreements Act

In 1934, US Secretary of State Cordell Hull persuaded Congress to pass the Reciprocal Trade
Agreements Act. This law authorized the President to negotiate tariff cuts with other nations. The
Reciprocal Trade Act provided for protection of US industries in the event foreign imports
increased to such a degree that US businesses were injured. This protection included peril point and
escape clauses, under which tariff cuts could be refused or rescinded if a US industry suffered
economic hardship. Despite the protectionist clauses in the act, US tariffs were substantially
reduced.

In the postwar period devastated countries badly needed imports to supplement their limited
domestic production. Yet they could spare no goods for export to earn the necessary foreign
currencies. The US dollar, as the world’s strongest currency, was in great demand. Other countries
took measures to prevent depletion of their precious dollar supplies.

Bretton Woods Monetary Conference

Shortly before the end of world war 1I, members of the United Nations met at Bretton Woods,
NH, to discuss ways of reducing the financial barriers to international trade. The International
Monetary Fund was established as a result of the conference. The Fund was designed to encourage
the growth of international trade by stabilizing currencies and their rate of foreign exchange.

GATT

In the early postwar period, more than 20 nations met in Geneva, Switzerland, to negotiate
tariff reductions. When any two nations reached an agreement to reduce tariffs on a product, the
benefits were extended to all participating nations. This was an application of the so-called most-
favored-nation clause.

The Geneva tariff agreements were written into the General Agreement on Tariffs and Trade
CGATT) . GATT also established standards for the conduct of international trade. For example,
the agreement prohibits nations from placing quotas or limits on imports, except under very special
circumstances.
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Regional Trade Blocks

After World War Il a number of free trade areas were formed to solve trade problems on a
regional basis. Tariffs on goods moving within these areas were to be abolished. Some of the
groups also erected a single tariff on the goods of outsiders coming into their common area. Such
groups are called customs unions. The goal of all the trade blocs was to merge small political units
into large geographic entitles in which goods could be freely manufactured and sold. A large market
area greatly stimulates economic growth and prosperity. These trade blocs are: Benelux, the
European Coal and Steel Community (ECSC) , the European Economic Community (EEC or
Common Market) , the European Free Trade Association (EFTA) , the Council for Mutual
Economic Assistance (COMECON) , the Latin American Free Trade Association (LAFTA) ,
the Central American Common Market (CACM) , the Caribbean Free Trade Area (CARIFTA) ,
the Caribbean Community and Common Market (CARICOM) .

Notes

1. mercantilist principles: Z 7§ 3 X JE N,

2. protectionism: R E Y. -ism BN X X E X, W socialism FHHEE Y,
Marxism F 4 & 5 8 3 Lo

3. great depression: K %k. XEFZEFEINERRK. BRATERNEFAZAN
#, BLL 1929 4 10 AALAR T REMEHRBE RS, HE 1941 FERRESME R
A RERSE A SR

4. the gold standard: £AN .

5. This protection included peril point and escape clauses under which tariff cuts could be
refused or rescinded if a US industry suffered economic hardship. #A)J& /A under FEFTHI
which 3| FHIEIEMA). which T84 escape clauses $l4M4x#K, peril point &L £l

6. GATT: General Agreement on Tariffs and Trade. #FAXBLR R F EhE. 1947 F, 23
AT EREHA LB ST EARD RSB 2 F . IS RERT XBA R 5 &b
S, DT 45000 TR A SRB

Pre-class Task 3: Read text A again to study the following glossary in the

context.

&
g
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Glossary

ressmble v. &, KM

5 R Hby

Wiz, #HHE
HERE, FIBE

LR, PR

repeal v./n. JEK, 4
long-standing a. KRAAFAM

tariff n. KB

soar V. ik, MY

disturbance n. JB&L

erect v. (formal) E T

enact v. HlE (GEE), #id EF)
collapse n. B35, ML

abandon v. JHF, BF

break down #i¥K, KAMEE; KM, BT
resort (to) v.KBIF

colony n.
be supposed to do
evade .
restriction  n.

barter n. YR H, Hit
strait n. Eid, ExM

halt v. (fEXEA, E#) 5
rash (of sth) n. S ANRWIRMIYTIRK
= IR

In—-class Task 1: Comprehension Task

devaluation n. W1E

quota n. RCEH

reciprocal a. HAHLATMI, LHEM
authorize v. A, #tHE, &
negotiate v. A, WE, WE
peril point &R &

escape clause Fi4h 5K

rescind v. JEBR

substantially ad. SZm_b, Kk
devastate v. IR, H3EE

spare v. flih, ik, il

W, ks WE, BH
depletion n. RFE

stabilize v. () &, (fF) 2H

most-favored nation clause 55 H 42

currency n.

prohibit v. ZEibk, PFHIR
circumstance FAEi, &M, B
abolish v. &k, FEik

custom union  J<EL[E]H ‘
merge v. (f) &3, (F) &&

Mark each of the following statements with “TI” for True or “F” for False

according to what you have learned from text A.

1. International trade today has many differences with European commerce as it existed

between the 16™ century and the 19™ century.

2. After 1864 Great Britain ended long-standing policy of protectionism.

3. As the means of making international payments broken down and trade restrictions

increased, some countries couldn’t obtain foreign goods.

h §
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4. In the Reciprocal Trade Agreements Act there was no the protectionist clause, US tariffs

were substantially reduced.
5. The Geneva tariff agreements prohibit nations from placing quotas or limits on imports
unless it is under very special circumstances.

In-class Task 2: Term Task

Please translate the following terms.

»EH [t

T B BN

Ktk HHAS

L 2 FEIBLH

Z3-Z 0] mmkE

quota arrangement : reciprocal trade agreement
foreign currencies most-favored-nation clause
customs unions - trade blocs

escape clauses mercantilist principles
economic depression domestic economy

In-class Task 3: Vocabulary Task
Fill in the blanks with the words or expressions given below. Change the form

where necessary.

resemble repeal soar depression - abandon

currency negotiate merge supposed long-standing

1. Business usually causes misery among the working class.

2.5he__ her husband and children and went off with another man.

3. You will need some cash in local but you can also use your credit card.

4. Those who wantto _____ the latest trade union legislation have formed a ginger group
within the TUC.

5. Put simply, because personas real people, they’re easier to relate to than feature
lists and flowcharts,

6. If the birds have not flown for three years, they will ___ into the clouds.

7. The government with the opposition party over the new law.

" 8. Compared with the friendship between the two countries, their boundary

dispute is only a temporary and limited issue.

9. We not be at the party for an hour yet.
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10. The big company various small businesses.

In-class Task 4: Sentence Task

I . Please translate the following sentences into Chinese.

1. The colonies were supposed to supply the mother country with raw materials, and they were
expected to buy all finished goods from the mother country.

2. As the means of making international payments broken down and trade restrictions
increased, some countries had to resort to barter to obtain foreign goods.

3. This conference, however, was unable to halt a rash of currency devaluations, tariff
increasés, and quota arrangements.

4. When any two nations reached an agreement to reduce tariffs on a product, the benefits were
extended to all participating nations. This was an application of the so-called most-favored-nation clause.

5. The goal of all the trade blocs was to merge small political units into large geographic
entitles in which goods could be freely manufactured and sold.

II. Please translate the following sentences into English.

1. R —AMERBEINCIES, BAERK, BAFRELRAERLARE, A
—HiEEREL TS

2. BRMR ARG, BT EMBEESEES), LWARNE SRS, NSAEER
BREARFEL

3. BEERHS, EREFRTUERBMMERILTENT . BHRRBEEFRE.

4, RIEMTUVEFPERGFASHESMA, HRGBEGHEAAS BEN—FL L,

5. BRI S ERARSE 2R EE TR H S KA.

After—class Task: Discussion

From text A, we know the history of international trade. Please discuss with your partner the
reality of international trade.

Text B

Pre—class Task 1: Read text B once for the main idea. Do not refer to the notes,
the glossary, or dictionaries.
Pre-class Task 2: Read text B a second time for a better understanding of the

main points and discuss the following questions.

1. How would you define international trade?
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2. Why did international trade first begin?
3. What is the new incentive for trade with the development of manufacturing and technology?

4. Which are two theories of international specialization? Which theory makes more sense?
5. Is comparative advantage something static? Is it purely decided by the endowments of
nature? Give examples to show the development of comparative advantage by certain countries.

The theories of International Trade

International trade can be defined as the exchange of goods and services produced in one
country with those produced in another.

In the complex economic world, no country can be completely self-sufficient. The distribution
of natural resources is uneven. Some countries are abundant in resources, while elsewhere reserves
are scarce or even nonexistent. And a country may be rich in some resources but poor in others. For
instance, Britain has large reserves of coal but lacks some metal reserves. Kuwait has vast oil
deposits but little farm produce. And Japan relies heavily on import for most of the primary
commodities. That is the reason why international trade first began.

With the development of the manufacturing and technology, there arose another incentive for
trade, i.e. international specialization — one country producing more of a commodity than it uses
itself and selling the remainder to other countries. Such specialization constitutes an important basis
for international trade.

Absolute advantage and comparative advantage are two theories of international specialization.
Both theories attempt to determine which goods a country should produce for itself and export to
other countries and which goods it should import from other countries.

The theory of absolute advantage holds that a commodity will be produced in the country
where it costs least in terms of resources (capital, land, and labor) . This theory is illustrated in
the following table. To be more illustrative, let us assume there are only two countties producing
two commodities under perfect competition:

Output per man-year of labor

Country A Country B
Computers 50 10
Cars 20 40

From the above table, we can see that a man in Country A can produce 50 computers in a year
but only 10 in Country B. On the other hand, one man in Country B can produce 40 cars in a year
but only 20 in Country A. So Country A is more efficient in producing computers than Country B,




