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Part Il Clearing the Ground RZ%lIRI&

1 word Study =L %3

1) Credit risk: Credit risk is also called default risk, which means the possibility that a borrower
will not fulfill his promise to pay the principal and interest in due time. {5 H X% XFRiEZ)
P, FaAE T TCIR A TR A DT ARG AR, Xy B s XU o

2) Hedging: Hedging, in finance, means a position established in one market in an attempt to
offset exposure to price changes or fluctuations in some opposite position with the goal of
minimizing one’s exposure to unwanted risk. There are many specific financial vehicles to
accomplish this including insurance policies, forward contracts, swaps, options, many types
of over-the-counter and derivative products, and perhaps most popularly, futures contracts. 2
WRME (X225 ) SRR GEATREATIEMADC, AR . BEMHY . BS5HEIRNA
%, FFXHRLEIRLEE R, iR AME. ATz HERIRERN SR T EA RS
B &Y, $RENZS . SRUIINEZNIDMEMAITAER S, &E AR5

BRItz 5.

3) Insurable interest: Insurable interest exists when an insured person derives a financial or other
kind of benefit from the continuous existence of the insured object. A person has an insurable
interest in something when loss-of or damage-to that thing would cause the person to suffer a
financial loss or other kind of loss. FJ{RANZEHEIREC 25 SO, s AT sep R
BRI RGE, RIETIHR S RN Z FAER FEX R,
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1 Workbook %—%

A. Translate the terms into Chinese and then find their corresponding definitions.

Terms

Chinese Translation

Definitions

Advance payment

A. It is an investor’s risk of loss aris-
ing from a borrower who does not

make payments as promised.

Confirmed letter

B. The price at which the last trade

of credit of a particular security or commodity
took place.
Credit risk C. It is the process by which the

monetary authority of a country con-
trols the supply of money, often tar-
geting a rate of interest for the pur-
pose of promoting economic growth
and stability.

Hard currency

D. It is a type of risk faced by invest-
ors, corporations, and governments.
It is a risk that can be understood and
managed with reasoned foresight and

investment.
Hedge E. Any type of payment that is made
ahead of its normal schedule.
Monetary policy F. Letter of Credit in international

trade guaranteed by a second bank,
in addition to the bank originally is-
suing the credit.

Political risk

G. In economics, it refers to a glob-
ally traded currency that can serve as
a reliable and stable store of value.

Quoted price

H. In finance, it is a position estab-
lished in one market in an attempt to
offset exposure to price changes or
fluctuations in some opposite posi-
tion with the goal of minimizing ex-
posure to unwanted financial or other
risks.




B. Decide whether each of the following statements is true or false. Put a T at the end of

the statement if you think it is true and put an F if you think it is false.

1) Purchase and sale of goods and services are carried out beyond national boundaries,

which make it rather difficult for the parties concerned in the transaction to get adequate

information about each other’s financial standing. Therefore, mutual trust is hard to

build.

C )

2) The sellers need funds for production and during the period before payment is received,

and prefer that they do finance the transaction. « )

3) Both the buyers and the sellers prefer to make payments or receive payments in their

own currency.

« )

4) Legal risks can little affect an international transaction and can only be managed through

extreme diligence.

« )

5) On the part of the importer, there is the risk of delay in the shipment, and he might only

receive them long after payment.

Discussion it

« )

This chapter introduces some basic issues in international payments. Both the exporter and

the importer face risks in international transaction because there is always the possibility that

the other party may not fulfill the contract. The following table shows us the key points of

this chapter. Please fill in the table according to the text and discuss one or two aspects with

your group members.

Key Points

Contradictions between buyers and sellers

Who bears the credit risk

Who finances the transaction

Payment currency

Political and legal risks

Transportation costs and risks

Part IV Case Study F4)%73]

1

Case Story £HIiE

The following case is from an online
international service company. It mainly
provides one of the main kinds of services
in international payments. Take the bever-
age wholesaler for example. After getting

to know the' companies’ requirements, the

service company felt that the best option for
the beverage wholesaler to protect from for-
eign exchange risk was to take advantage of
highly competitive spot deals.

Situation
A UK-based beverage wholesaler



works with a number of suppliers within Eu-
rope. Each week the company has to make a
number of payments to their European sup-
pliers in order to ensure the release of stock
from their warehouses. It is vital that these
payments arrive at their destination on time
and that each payment (no matter how small
the amount) obtains the best possible cur-

rency exchange rate.

Solution

After getting to know the companies’
requirements, our specialists felt that the
best option for the beverage wholesaler was
to take advantage of our highly competi-
tive spot deals. Spot deals allow companies
to get the best rate available that day and

provide beneficiaries with speedy access

Case Analysis Z£litit

International trade is in principle not
different from domestic trade as the motiva-
tion and the behavior of parties involved
in a trade does not change fundamentally
depending on whether trade is across a bor-
der or not. The main difference is that inter-
national trade is typically more costly than
domestic trade. The reason is that a border
typically imposes additional costs such as
tariffs, time costs due to border delays and
costs associated with country differences
such as language, the legal system or a dif-
ferent culture. International trade uses a

Case Summary 24245

to payments through the use of Electronic
Funds Transfers thereby minimizing foreign

exchange risk.

Outcome

By using spot deals to pay their suppli-
ers the wholesaler is able to make sure that
all their payments are made on time and at
the best possible currency rate. In addition
the company can decide each time whether
they want Currencies Direct to transfer the
money directly to the supplier or into the
companies own foreign currency account
from which they can then make the pay-
ment. Either way, both the beverage whole-
saler and the beneficiary receive notification

that the payment has been made.

variety of currencies, the most important of
which are held as foreign reserves by gov-
ernments and central banks.

Spot deal is a foreign exchange deal
that consists of a bilateral contract between
parties delivering a certain amount of one
currency against receiving a certain amount
of another currency from a second counter-
party, based on an agreed exchange rate.

Discuss the case with your partners and
list the risks of the buyer and the seller in
the international trade. Is it worthwhile to
enjoy the service from the third party?

ERRR D2t REESHE I EFATHRARRKES. XENFEZHE X
Mk, REEAMARS. HRAMEGER, WEETS. BAUREMSALE R

RuARNEFKREGER.
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Part V Expanding Input ¥ & i3

Payment in International Trade

Both the exporter and the importer face
risks in an export transaction because there
is always the possibility that the other party
may not fulfill the contract.

For exporters there is the risk that
buyer defaults; the customers might not pay
in full for the goods, while for the import-
ers there is the risk that the goods will be
delayed and they might only receive them a
long time after paying for them.

It is to guard against such possibilities
that different methods of payment have been
developed. There are six basic methods of
payment in foreign trade.

1. Cash in Advance By insisting on
cash in advance the seller obviously has
complete assurance of obtaining payment.
This method is often used in cases where the
buyer is unknown, for example, at the time
of the first sale to a customer when the ex-
porter is not familiar with the buyer’s credit
standing. Cash in advance may also be ap-
propriate when the political and economic
conditions in the buyer’s country make pay-
ment uncertain.

2. Open Account This method is used
where there is complete trust between the
seller and the buyer. The seller dispatches
the goods, debits the purchaser’s account
and sends his invoice. At some agreed peri-

od of time, say once a month or every three
months or after an agreed time following
the dispatch of each consignment, the buyer
sends a remittance to the seller to settle the
outstanding balance on the account.

3. Payment against Documents The
shipping documents are exchanged with
the bank representing the importer. There
are two procedures: Documentary Bills and
Documentary Letters of Credit.

4. Sight Draft Collection Under a
sight draft arrangement the exporter for-
wards all shipping documents, invoices, in-
surance certificates, etc. along with his draft
drawn at sight on the importer through his
bank to the importer’s bank overseas with
instructions that the documents can only be
released to the importer upon his payment
of the draft.

5. Time Draft Collection Using this
method of payment the exporter draws on
the importer a draft payable on a specified
due date or a certain number of days after
sight or date. The time draft and documents
are forwarded through his bank to the im-
porter’s bank overseas with instructions to
deliver documents against acceptance only.

6. Clean Draft Collection Under this
arrangement the exporter presents only the
draft drawn on the importer to the bank



for collection the shipping and other docu-  in countries where a draft is needed for legal
ments are sent directly to the importer. This  purpose or because it is required by the ex-
method thus lacks the protection of the  change control authorities.

documentary collection. It is generally used

Quuestions for discussion

1) Compare the different methods of international payments listed above, think about
their advantages and disadvantages and make a list.

2) Find out which method of international payments is the most frequently used in
today’s international trade.

3) Based on China’s present institution of international trade, which method is the
optimal payment choice, and why?

4) Looking through the payment methods listed above, discuss and analyze the
developmental path of all the methods.

5) Based on the developmental path you've pointed out in Question 4), analyze the
deep cause for its evolution path, and discuss whether it is helpful for China’s
international trade development.

6) Try to categorize different risks of importers and exporters in international trade
respectively.
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1 Word Study EC %3

1))

2)

3)

4)

)

TOD: Time of Delivery is the time on which the merchandise has been shipped to the port;
in general, it refers to the time when actual delivery takes place. 22 Jif A& Fi5 3275 $% K 32
B FRLE RS & [ 23 N 45 5 Ty sloRis NBIIRR, A2 DEit [RLE KSR/ R E B 5%
e

OTR: On-time delivery ratio is a measure of process and supply chain efficiency which mea-
sures the amount of finished goods or services delivered to customers on time and in full. #£
I 22 BTRAE LT AR SRR . R BAN PRIt R,

Lead time: Lead time is the latency (delay) between the initiation and execution of a process.
For example, the lead time for ordering a new car from a manufacturer may be anywhere
from 2 weeks to 6 months. In industry, lead time reduction is an important part of lean manu-
facturing. See also manufacturing lead time. 1757 Z A2 TR [A][E]FEH, sRE MR OHRATHA,
ALY R A1 & AP A E e A TR SN . 1T ERAE I R] . HEBARYTR] . DTS IA] . $azh
[ slozAi i ] EEORS IU TR] o

Contract date: Contract date is the date stated on the face of the agreement. If no date is stat-
ed, it may be the date on which the agreement is actually signed, if this is recorded, or it may
be the date established by the award. T H .

Advance payment: Advance payment is any type of payment that is made ahead of its nor-
mal schedule, such as paying for a good or service before you actually receive the good or
service. Advance payments are sometimes required by sellers as protection against non-
payment. TRAFRIET 5 HPlle B Seial ik S5 2 AT TSe S AN ORI, Tl Jol & 2 325 85
I & E RN NN 7N 52 =/

2 Information Link %115 $%3%

198043A 108 £4A 118, BKRAEEFRTMEE AR LB LA 44 53

7, Z2NABERGREABEF. EXRSNEERT (RAEEFERMIEELSR LA
#3) (the United Nations Convention on Contracts for the International Sale of Goods).
19885 MY X Bk X oA B REFUE EX A, KB F19865F12A kB4 B
FRBLZTZAHOIER, RAZAHGHFHE.
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