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PART ONE

Legalities of International

Sales Contract

The sale of goods has long been taking the lion’ s share®
in international trade. As the world economy grows, interna-
tional trade takes on many forms in addition to commodity
trade,such as technology transfer ,®leasing , ®processing , ©con-
tracting®labour service, ®etc. The volume of these comparative-
ly®new forms of trade has been on the increase especially in re-
cent years, It brings about® the diversity® of international
trade. In spite of this development, the sale of goods or com-
modity trade remains the most important among all the trade
forms. It is not only because commodity trade takes the largest
share ,and is the most common transaction and most frequent-
ly®encountered? in business, but also because it provides the
basis on which the other forms of business transactions have e-

volved®. Therefore it is very important for business executives
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to have a comprehensive® knowledge of the commodity trade
and hence®sales transactions.

The international sale of goods,as it transcends®national
boundaries,® faces more complicated®situations and more dif-
ficulties in the application of relevant® laws and commercial
practices than the domestic%sales.

First of all,the two contracting parties (buyer and seller)
are in different countries. There are invariably® differences or
even conflicts® between the two systems of law; besides, the
transactions are governed by and subject to®the foreign trade
policies and regulations of the two countries.

Secondly , although the contract for the international sale
of goods is signed by the seller and the buyer,the involvement®
of other parties is inevitable® for the performance of the con-
tract such as carriers, ®insurance underwriters, ®and banks. Be-
cause of the involvement of the parties, the seller or the buyer
will have to bear more risk for the transactions. The reason is
quite simple . the more parties are involved , the more uncertain-
ty they will encounter.

In international sale of goods,it is the sales contract that
binds the parties participating® in the particular transaction.

The contract specifies the obligations or duties of the seller and
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the buyer respectively® and also remedies for the injured party
when the other party fails to perform his obligations. Without
establishment®of a contract the sales transaction is absolutely®
impossible. Therefore , the sales contract is apparently® the core
of a transaction. In essence, whatever form the international
sale of goods may take,a transaction consists of® two basic pro-

©i. e. the formation and the performance of a contract,

cedures,
and it is through these two phases®of business procedures that
our import and export trade is carried out.

In view of®the importance of the sales contract in interna-
tional trade,Part I of this book is intended to give a descriptive
account of the fundamentals® regarding the legalities® of the
international sales contract so that foreign trade workers may

acquire some basic and practical knowledge of sales transaction.
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CHAPTER ONE

The Applicable Laws For International
Sales Contract

Commercial Laws

Where do business people find the rules of the game when
they enter into an international sales contract? The applicable
law® comes from three sources. ®The first lies in the contract
itself, which comprises principles and requirements negotiated®
between the two parties and stated expressly®as provisions in
the contract, which will be discussed in Parnt II of this book.
This agreement , however, is limited in various ways by exter-
nal® factors which constitute the other two sources of the appli-
cable law : the domestic law of a country which bears upon the
contract,and the principles of international business conduct.

Though domestic laws are very important as a source of
the applicable law,an introduction to all domestic laws is im-

possible in a book such as this,nor is it necessary. Therefore the

O FH%kE OkE ORH.FR OHUARRK ONFM
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only relevant domestic law introduced here is the Chinese For-
eign Economic Contract Law (FECL)®, This is done for the
very practical reason that when doing business with foreign

@ must first have an idea of

countries , the Chinese entrepreneurs
what the Chinese applicable law is like,

Most scholars agree that domestic commercial laws in the
contemporary® world may be divided into® two categories,® i.
e. the“Common Law System”. ® and the“Civil Law System”®
The Common Law System has its root in the British L.aw and
is now used virtually® in all the present and former® members
of the British Commonwealth® plus the largest trading nation,
the United States,and to them the most important law govern-
ing sales of goods is the Sale of Goods Act of Britain®. Howev-
er,in this area the United States has developed separately®
from Britain for the last two hundred years and now has an in-
ternal commercial law known as the “Uniform Commercial
Code” (UCC).®The UCC has become a national comrnercial
law with its enactment® by all states except Louisiana. ® The
nations which adopt the Civil Law System are primarily® coun-
tries of the European continent and most of Latin American

countries and some others. Though the origin® of the system
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