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Unit 1

Gains from Trade

National Gains' from Trade

Nations gain from international trade and investment in many ways.
The most obvious gain is that the variety of goods available’ in a country is
increased. Often it is either impossible or not economically feasible to
produce certain goods within a country, even though the demand for them
may be great. Tropical fruits are an ofi-cited’ example. Although the
United States might produce tropical fruits in greenhouses, it is more
economical to import them. Importation results in* availability at a lower
cost which, in tum, presents the possibility of more widespread con-
sumption.

The increased variety of goods available through trade enhances the
standard of living within a country. It provides new consumption experi-
ences plus the possibility of buying products that more closely meet the
requirements of varying lifestyles. Intemational trade opens the world
market to producers of these goods, thereby allowing more efficient and
profitable preduction than would be possible with only local sales.

' Sometimes natural resources, or derived products, cannot be devel-
oped within the nation. Scarce resources such as tin, copper, and other
basic commodities must be exiracted where they are found. These com-

modities are essential for industrial production and the only source of sup-
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ply may be through trade. If the commodities are not imported, produc-
tion of goods using these materials must obviously cease. Japan and the
United Kingdom are good examples of countries that depend on such trade
to keep their industrial plants in operation’ . The significance of imports
is obvious where the country lacks a strong resource base, vbut similar

conditions exist even in more endowed nations’ . The production of many

items in the United States, for example, depends on the importation of
critical raw materials and energy supplies.

The quantity of goods available for consumption also can increase
through trade. A nation, by concentrating production on the items hav-
ing the greatest comparative advantage’ , can trade a portion of this output
for goods that have a comparative disadvantage at home. The importation
of goods that are produced more efficiently abroad results in a greater vari-
ety and quantity of goods on the local market than if resources were ap-
plied to the production of goods where the country does not have a com-
parative advantage.

Wider markets available through intemational trade lead to possible
expansion of plant size. If such expansion results in scale economies®,
there is a good possibility that the benefits of lower cost will be available

to either, or both, the domestic and foreign consumers. The presence

and the degree of domestic competition will determine whether and how
much of the savings will be passed on to consumers. This lower cost may
further broaden the domestic market and make luxury products available to
lower income segments’ .

Even when the foreign market is serviced by producing abroad,

there are advantages for domestic consumers and producers since both gain

from the transfer of products and technology among countries® . Many
companies think basically of selling technology abroad, but the United
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States also imports technology. Think of such technological imports as ra-
dial tires, imported X-ray film, double-bladed razors, compact prefabri-
gﬁg_d“ construction elevators, and disc brakes. Moreover, foreign
markets have been found to ease the difficulty of introducing new drug
products through the Food and Drug Administration procedures.

While imports sometimes are viewed as competing with domestic
products, it must be recognized that imports of goods, services, and
capital are necessary to provide foreigners with the means of payment for
domestically produced exports. Without imports a country merely sends
away its resources and products without receiving usable products in re-
fum.

Gains for the Individual Firm

The value of intemational marketing to individual producers, finan-
cial institutions, merchants, @_ﬁg_s” , and other businesses is not dif-
ficult to understand. They are interested in foreign trade or investment
because of the direct and indirect profits derived from it. Producers not
only expect a profit on the commodities sold abroad, but they also see
foreign markets as a basis for expanding production beyond the limits set
by the domestic market. Exports enable many industries to keep their la-
bor and capital employed more fully and continuously, to expand their

plants more rapidly than domestic commerce would warrant, to realize the

lower costs of operating at a more efficient size, or to distribute sales

more widely so the adverse effects of local or national business recessions”

are minimized' .
Production and marketing abroad basically are geared toward'® ex-
panding markets for the firm’s products; but as we have seen, they may
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be only attempts to maintain existing markets by producing behind trade
barriers. Early penetration'” of the foreign market may have as its goal the
preempting"® of the market before local competition becomes established or
rivals from another country secure a foothold.

Some international marketing activity takes place because a firm’s
customers have moved abroad. It may be necessary to establish branches
or subsidiaries in the foreign nation to continue to serve these customers.
Adbvertising agencies, banks, and marketing research agencies are exam-
ples of such expansion.

While many manufacturing industries in the United States historically
have not been highly dependent on foreign markets, the significance of
these foreign markets is growing. Despite this growth, it is possible to
underestimate the effect of the foreign market on a fim’s profits. A com-
pany may have only ten percent of its output in foreign trade, yet the loss
of that ten percent may cause a much greater percentage loss in profits be-

cause of its effect on efficiency and overhead” allocation” . Some foreign

sales may be made at higher profit margins” than the sale of identical
products in a highly competitive home market. Also, the establishment
of foreign subsidiaries can expand exports of the domestic plant through
the sale of both components and finished goods needed to offer a complete
line of goods.

The worldwide location of production and marketing capacitiy” pro-

vides opportunity for increased profits. An integrated logistic system can

capitalize on” the advantages of production and marketing in specific lo-

calities. Reduced transportation costs may result from® overseas produc-

tion. Advantages of scale may be achieved by concentrating production in

one location and exporting to other countries.”
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There are other indirect methods by which profits are increased. The

profits of the total company may be increased by the method of transfer

pricing” used when products or services are sold by one company unit to

another. The subsidiary may pay royalties” based on its production or sale
of patented products or a charge may be levied for management services

from headquarters for needed services to improve the subsidiary’s opera-

tion.
Notes
1. gain
1) n. 15H); #&m
Gains and losses are common in business. TEAEEH, BREFRIE
Ho
Any loss or gain will be borne by yourselves. RITEBHAT
capital gains tax WA FGH, WAZRB [HExHELHA
7 B BAC R T 3 B R 32 25 BT B )
2) v. (H48) L¥K; Fig; BIG

He gained some useful experience working in a bank. 7E4R4T T
e, R —EHHNER,

The price has gained 5% . & LFKT 5%,

They gained a lot of money by this deal. M X% 35 b fTHE
THEE.

gain the maximum economic results with a minimum expenditure.
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There are no such Lady’s Blouses available for export. 34 iX
ZRERTHH O,

2) XAMAR AERIE
Complete catalogue as well as samples are available to all on re-
quest. 40 B R AAE SRR BIAT

3) AR, T
We hereby open an irrevocable without recourse letter of credit in
your favour up to an aggregate amount of RMB ¥ 10,000 available
by draft at sight. ZZJF 3L ARTHRIE . 0B BRALHI(E AIE,
PIRTAZBN, BE&BSART 1 AT,
Our usual terms of payment are by confirmed, irrevocable L/C
available by sight draft. 7538 % B A XRAFLHN . &
AT B RIS FEES 3K

. Oft-cited = often-cited 525

.resultin  &KIFF, FH, 38, #K

The depressed market results in the stagnation of business. 7 2% HJTH

B0l 55 :

We believe the initial order will result in a series of deals between us.

BTN EROIT R A RE T HRKBRLS

. in operation 7EiE¥H, TELHEH

The new system will be in operation on 1st June. F &% F 6 A 1

H L,

operation

1) &F, ek, &l
Some of the joint ventures here begin to gain profits during the very
first year of operation. JHY A — -8 BE 0V 55 — & B gk
BHARF
operation capacity FHMLEESI, THER
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operation control MV B, £EEH
operation research and synthesis ZE I FWLEE 5
operation statement EM/ % ; ZEFHE
2) ¥ (W%3h), ¥EEFEDHHFAEESR
We welcome any suggestions you may offer for business operations.
RITREM 18 Sh 8 i R &I, BATEZ AR,
operation (s) research (OR)  EWHHFY; i2H¥
operational research B F%¥ (LB HEXTE AT EEL
R ERETH BN, E PSR X RS &
ERRTR.]
. The significance of imports is obvious where the country lacks a
strong resourcebase, but similar conditions exist even in more
endowed nations. YA RHMRERZ MERM S, HOME R
RARK,; EXNEERRFNERTE, #O0RSEERE
HEX.
. comparative advantage HE L, HLEFIRE
comparetive advantage theory L FIE3EiE [ZHIER 19 L
P EERHREBRBEREFEFRKT - EEZA (David
Ricardo) FTRHIH), BFE—-MAR—-IMHEIH - A
A—THEWHENLBFEMBLT, WRLGTHT, &
HEFA B SREBT, WX EH 235, ]
. scale economies AU 22 BF
scale LB, HLER; AU
scale of assessment fhitHBl; (BLHIH) 145 LB
scale-up of wages % LL3 N T ¥
scale effect HERIR
. segment FR4rs A T

segment accounting R J&It
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12.
13.

14.

segment of economy Z2ETHRI]
segmented transport 53 Bz i

. Even when the foreign market is serviced by producing abroad,

there are advantages for domestic consumers and producers
since both gain from the transfer of products and technology
among countries. B {#f E /b4 /== R EE/IET S, E
WIS B R RAR A, BoAiIsE NE S =i
it B R AR L R A

service vt . - BEAT v

prefabricate v. [7E L] HHlEREE (FRE%F) MrHELER
SLMERIZE 2SR ] BERE; MkHE: BhibiE
s BhIREEAE

the prefabricated smile of an official welcomer BAYHERHK
EE

disc brake # =\ ZN3%

carrier n. A3 N, BHI/AFE]

The carriers say that they have to life rates to offset higher costs. i&
i AU U B R LA & 3 o

Export enables many industries to keep their labor and capital
employed more fully and continuously, to expand their plants
more rapidly than domestic commerce would warrant, to realize
the lower costs of operating at a more efficient size, or to dis-
tribute sales more widely so the adverse effects of local or na-
tional business recessions are minimized. ! [ REH1F 21TV E
AR BRI RS I R EARE, EREARLE
Ry RE T A, BEEABOLREMRE LA, EETZ
b A P 2% LA 75 X 358 B 1) P A e ol R BT A R 1 £
Ve PRSI/ R
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15.

16.

17.

18.

19.

20.

recession n. MHEMEEK, (LEk) BB

The market has been greatly affected by the economic recession. T
BHE KRR FNEH BRI,

We don’t expect a recession in price in the near future in the domes-
tic market. FATHIHEHERATHNMIEASEE
FEREET, RREFFRARRENIARE .

slump n. BB, FEX

The recent slump in the market here makes it unavoidable for us to
cancel the remainder of our order. BIE AT HITIR B, KA
AR T 52 AP R HAB IR 5,

depression n. M4k, AEK

That firm is now in a very precarious positions on account of the gen-
eral trade depression. H T R WM A RK, HKAFELE
RRBFEZH .

gear v. &N, FEH BN 10, or toward

Production of export goods must gear to overseas demands. H} 1 7 &
HOAE T b 258 B AN KR o

penetration n. B

market penetration T B %

penetrating pricing  BAMBEER [ 3775 1T H R #5 L
1B R A IF BT S B K A3 ]

preempt ot . #5EHEUSE 5 A

preemptive adj. preemptive right LB IAMAR

overhead n. HEEE R [ROHZHLHX, BABTHER
Ak 55 7R 3]

Our own overheads have increased sharply this month. X8 #4i]
BB I AR

allocation n. 71, #H3K
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21.

22.

overhead allocation ‘B ¥R %% F AL

allocation of actual factory overhead to products 3£ Brifil & 3% ¢

A= (A

allocation of circulating funds for enterprises 383 4 ¥ £

allocation of resources Bt IR AL E

allocate vt. 7}AC, BL%

They are allocated an exchange quota of $10, 000 for the current

year. flifi153-ACE) 1 7 ETLHIAEIMNLELH

profit margin FiE%, £F

Although we are interesed in your products, we find your price is so

high that our margin of profit would be either very little or nil. A

X5 AR EGER, HEMEENMHRERURTRIEL

T,

margin n. :

1) WE3hpits, FTIEE
We would seriously consider your offer on Groundnuts if you could
agree to reduce the margin of actual shipment from 7% to 5% .
WSS 7 PR P AR E TR E 7%84 5% ,
WF S HEE BT A KIRE

2) (RlWEH) ek
We are cutting our margins very narrow. FA]FFIE E FEFIR
Ky

3) g, RiE€
When a buyer asks a bank to open an L/C, he has to pay a cer-
tain amount of margin. 3£ J7 ZRBFTHEFIER, AT
—E BB RIEE o

capacity n.

1) 8, &
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He has a particular capacity for business. fiiB #FHKINAEE A
fEo :
The capacity of the vessel is 10,000 tons. HAFRIIREE R |
T
2) to capacity BAFREER, WM
We are working to capacity at this moment to meet the increasing
demand. FATJE BIIE 27 DAR AT R A BT K AFR
23. capitalize on FIfH, {#-- B 0HEAER
We capitalize on the sluggish sales effort of our competitors. F&fi7F
AT HFAREHEHINE,
He decided to capitalize on all his property. ffiERE B L%
B8,
24. result from  (fENER) ETF, BET
It is obvious that the damage to the goods ordered results from rough
handling in transit. R3] &, BT 45t HIF & thE ik b 89
g IR
25. The worldwide location of production and marketing capacity
provides opportunity for increased profits. An integrated logis-
tic system can capitalize on the advantages of production and
marketing in specific localities. Reduced transportation costs
may result from overseas production. Advantages of scale may
be achieved by concentrating production in one location and ex-
porting to other countries. 157 ¥l 7= 7 K B 4 Bk 1 Ay 3 fm
FMIERH THLB . WA T IR TR AR R A 7= & &
BHIE . ®WAME AR M A . EPAE— AR
HE B At I A0 BT DABRAS IR A2 o
26. transfer price FeiLit#%, FkHits
27. royalty n. EFAEHR, NP



