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Chapter One Brief Introduction
to International Trade

International trade has become inextricably linked with every aspect of our
daily lives. Many of our houschold articles are imported from abroad or bear a
foreign brand name, and many of what foreigners use in their daily lives are
made in China. International trade is beneficial to the trading partners because
by trading with each other, they can both enjoy a greater variety of goods at
lower costs. The modern society has been becoming more and more globalized,
free trade results in hetter utilization of resources and enhances welfare for the
majority of people.

In this chapter, you will learn the concept of international! trade, import
and export transaction flow, the introduction to Incoterms 2000 as well as the
main payment terms so as to enable you to master some background knowl-
edge of international trade in which trade documentation plays an important

role.

Section 1 Internationai Trade

1. L 1 Definition of international trade

International trade is the exchange of goods and services produced in one
country for those produced in another country.® In the complex economic
world, no eountry can be completely self-sufficient. The distribution of natural
resources is uneven; a country may be rich in some resources but poor in oth-
ers. With the development of manufacturing and technology, there arose an-

other incentive for trade, e. g. international specialization.



2 mEnsaEsE

1. 1.2 The major participants in international trade
—— The buyer who purchases the goods
— The seller who provides the goods
-— Banks that facilitate the payment of the transaction

1.1.3 Importand export transaction flow

Market ch = Seeking counterpart in impert and expart trade
¥
Contacting and establishing
Making offers Maki quiry
8 e business relations
Making counter /offer —m Acceptance »| Signing conteact ————l
.. . Preparing the goods
Examining and asking for |, Urging LIC |
amendment to L/C I ing the good
Booking shipping space Customs declaration
= Y,
Preparing shipping documents Making insurance
L
Negotiation of documents Preparing and making out R
. = Effecting shipment
under the L/C ali the documents required

L 1.4 INCOTERMS 2000
1. 1. 4.1 Brief intrnduction to Incoterms 2000

It is not difficult to find out that international trade is significantly differ-
ent from domestic transactions owing to using of Incoterrns, Though the terms
of sale commonly used in international contract often sound similar to those
used in domestic contract, they often have different meaning in global transac-
tions.

Incoterms is a set of uniform rules codifying the interpretation of trade
terms defining the rights and obligations of the buyer and the seller in interna-
tional trade. ® Developed and issued by the International Chamber of Commerce
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(ICC) in Paris, the current version is “ Incoterms 2000” which began from
Jan. 1, 2000.

The purpose of Incoterms is to provide a set of international rules for the
interpretation of the most commonly used terms in foreign trade. The goal is to
bring the rules in line with current trade practices.
1.1.4.2 The classification of Incoterms 2000

There are 13 different trade terms. They can be classified into 4 major
groups. A chart setting out this new classification is given as follows:

Group E Departure
EXW Ex Works ( ... named place}

Group F Main Carriage Unpaid

FCA Free Carrier (... narned place)

FAS Free Alongside Ship (... named port of shipment)

FOB Free On Board (... named port of shipment)
Group C Main Carriage Paid

CFR Cost and Freight ( ... named port of destination)

CIF Cost, Insurance and Freight (... named port of destination)

CPT Carriage Paid To (... named place of destination)

CIP Carriage and Insurance Paid To {. .. named place of destination}
Group D Arrival

DAF Delivered at Frontier (. .. named place)

DES Delivered Ex Ship (. .. named port of destination)

DEQ Delivered Ex Quay (. .. named port of destination)

DDU Delivered Duty Unpaid (. . . named place of destination)

_ DDP Delivered Duty Paid (... named place of destination)

1. 1.4.3 Detailed interpretation of six main trade terms (FOB, CFR, CIF,
FCA, CPT & CIP)

4 FOB— Free On Board... named port of shipment

Free On Board means that the seller fulfills his obligation to deliver when
the goods have passed over the ship’s rail at the named port of shipment, @
This means that the buyer has to bear all costs and risks of loss of or damage to
the goods from that point. The FOB term requires the seller to clear the goods
for export.

This term can only be used for sea and inland waterway transport. When

the ship’s rail serves no practical purpose, such as in the case of roll-on/roll-off
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or container traffic, the CPT ((Carriage Paid To) term is more appropriate
to use.
& CFR— Cost and Freight. .. named port of destination

Cost and Freight means that the seller must pay the cost and freight neces-
sary to bring the goods to the named port of destination but the risk of loss of
or damage to the goods, as well as any additional costs due to events occurring
after the time the goods have been delivered on board the vessel, is transferred
from the seller to the buyer when the goods pass the ship’s rail at the port of
shipment. ® The CFR term requires the seller to clear the goods for export.

This term can only be used for sea and inland waterway transport. When
the ship's rail serves no practical purpose, such as in the case of roll-on/roll-off
or containet traffic, the CPT (Carriage Paid To) term is more appropriate
0 use.
€ CIF — Cost, Insurance and Freight. . . named port of destination

Cost, Insurance and Freight means that the seller has the same obligations
as under CFR but with the addition that he has to procure marine insurance a-
gainst the buyer’s risk of loss of or damage to the goods during the carriage. ®
The seller contracts for insurance and pays the insurance premium.

The buyer should note that under the CIF term the seller is only required
to obtain insurance on minimum coverage. The CIF term requires the seller to
clear the goods for export.

This term can only be used for sea and inland waterway transport. When
the ship’s rail serves no practical purpose, such as in the case of roll-on/roll-off
or container traffic, the CPT (Carriage Paid To) term is more appropriate
to use.

@ FCA — Free Carrier. . . named place

Free Carrier means that the seller fulfills his obligation to deliver when he
has handed over the goods, cleared for export, into the charge of the carrier
named by the buyer at the named place or point. ® If no precise point is indica-
ted by the buyer, the seller may choose within the place or range stipulated
where the carrier shall take the goods into his charge. When, according to
commercial practice, the seller’s assistance is required in making the contract
with the carrier (such as in rail or air transport), the seller may act at the

buyer’s risk and expense.
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This term may be used for any mode of transport, including multimodal
transport.
@ CPT — Carriage Paid To. ... named place of destination

Carriage Paid To means that the seller pays the freight for the carriage of
the goods to the named place of destination. @ The risk of loss of or damage to
the goods, as well as any additional costs due to events occurring after the time
the goods have been delivered to the carrier, is transferred from the seller to
the buyer when the goods have been delivered into the custody of the carrier.
The CPT term requires the seller to clear the goods for export.

This term may be used for any mode of transport including multimodal
transport.
@ CIP — Carriage and Insurance Paid To. ... named place of destination

Carriage and Insurance Paid To means that the seller has the same obliga-
tions as under CPT term, but with the addition that the seller has to procure
cargo insurance against the buyer’s risk of loss of or damage to the goods dur-
ing the carriage. ® The seller contracts for insurance and pays the insurance
premium. The buyer should note that under the CIP term the seller is only re-
quired t¢ obtain insurance on minimum coverage. The CIP term requires the
seller to clear the goods for export.

This term may be used for any mode of transport including multimodal

iransport.

Section 2 The Main Payment Terms

1.2.1 Remittance
1.2. 1.1 Thedefinition of remitiance

Remittance is one of banking business, in which funds are transferred from
one person to another. ® When two persons live in the same country, this type
remittance is called domestic remitlance, while the remittance will be a foreign
banking business if two persons live in different countries.
1.2, 1.2 Parties to a remittance

There are four parties involved in this husiness, they are

1. Remitter: who applies to transfer money o another person.
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2. Payee or Beneficiary: to whom the money will be transmitted.

3. Remitting Bank: who is entrusted to remit the funds outward.

4. Paying Bank: who is entrusted by the remitting bank to make payment
to the payee.
1.2.1.3 Typeof remittance
@ Telegraphic Transfer(T/T)

Under telegraphic transfer payment instruction given by the remitting
bank to the paying bank is transmitted by telecommunication, such as cable,
telex or computer system. The key point is that the paying bank must authen-
ticate whether the instruction is given reaily by the remitting bank indicated in
tbe telecommunication, for the funds should eventually be reimbursed by this
remitting bank to the paying bank, ®
€ Mail Transfer(M/T)

A mail transfer means that payment instruction given by the remitting
bank is transmitted by mail or by courier. Payment instruction is in a form of
Payment Order. Procedure of M/T is almost the same as the T/T, except that
the truthfulness of the instruction received should be authenticated by means of
authorized signature pre-agreed instead of test key, @
€ Demand Draft (D/D)

Demand draft is also called remittance by banker’s demand draft. The pay-
ment Instruction is written down directly on the surface of the bank draft. ® A
bank draft is a negotiable instrument drawn by the remitting bank in its over-
seas correspondent bank, ordering the latter to pay on demand the stated a-
mount to the holder of tbe draft. After being issued, the bank draft should be
handed over to the remitter, who may dispatch or even bring it to the henefici-
ary abroad. Upon receipt of the draft, the payee can either present it for pay-
ment at the counter of the drawee bank or collect it through his account bank.

L2.2 Collection
1L.2.2.1 Thedefinition of collection

Collection is an arrangement whereby tbe goods are shipped and a relevant
bill of exchange is drawn by the seller on the buyer, and/or shipping docu-
ments are forwarded to tbe seller’s bank witb clear instructions for collection

through one of its correspondent bank located in the domicile of the buyer. ©
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1,2.2.2 Themain parties involved in collection

(1> The principal, who is vsually the seller.

(2) The remitting bank, which is usually located in the domicile of the
seller.

(3) The collecting/presenting bank, which is usually located in the domi-
cile of the buyer .

(4) The drawee, who is usually the buyer.

L2.2.3 Classification of collections
€ Clean collection

Clean collection refers to collection of financial documents not accompa-
nied by commercial documents. ® It is often used to collect remaining funds,
advance in cash, sample expenses, etc. in international trade payment,
€ Documentary collection

Documentary collection means a collection of financial documents accom-
panied by commercial documents or commercial documents not accompanied by
the financial documents. ® Documentary collection is hroadly used in interna-
tional trade payment, which will be elassified into as follows.

& Documents against Acceptance (D/A)

The collecting/presenting hank may release the documents to the buyer a-
gainst the buyer’s acceptance of a draft, drawn payable usually 3G, 60 or 90
days after sight or due on a definite date,

In D/A term the collecting bank is permitted to release the documents to
the buyer against acceptance (signing) of tenor drafts at the bank promising to
pay at a later date. The completed draft is held by the collecting bank and
presented to the buyer for payment at maturity.

¢ Documents against Payment (D/P )

1. D/P at sight

After shipment of the goods, the seller draws a sight bill of exchange and
send it as well as shipping documents to the remitting bank, through which
and whose correspondent bank the documentary draft is presented to the buy-
er. The buyer shall pay against the documentary draft drawn by the seller at
sight. This type of collection offers the great security to the seller.

2. D/P at x x days after sight

After shipment of goods, the seller draws a usance draft and send it as



e ERRRT A IR

well as shipping documents to the remitting bank, through which and whose
correspondent bank (collecting bank) the documentary draft is presented to the
buyer. The buyer first accepts the usance draft, and makes payment at the
draft maturity.

Under D/P after sight, the buyer is given a certain period to make pay-
ment, such as 30, 45,60 or 90 days after the first presentation of the docu-
ments, but he is not allowed 1o get hold of the documents until he makes pay-
ment. Only payment was effected can documents be delivered.

1.2,3 Letter of Credit

The letter of credit is the most widely used instrument of internaticnal
banking, It has had a long and successful history as a means of facilitating in-
ternational trade, particularly during times of economic and political uncertain-
ty.

Letter of credit, or Credit for short means any arrangement, however
named or described, that is irrevocable and thereby constitutes a definite un-
dertaking of the issuing bank to honour a complying presentation.

In simple term, bank acts as an intermediary to collect payment from the
buyer in exchange for the transfer of documents that enable the holder to take
possession of the goods.

Letter of credit provides a high level of protection and security to both
buyers and sellers engaged in international trade.

The seller is assured that payment will be made by a party independent of
the buyer so long as the terms and conditions of the credit are met. The buyer
is assured that payment will be released to the seller only after the bank has re-
ceived the title documents called for in the eredit.

As letter of credit is more commonly known and to some extent is one of
the most often used payment term that represents a mutually acceptable com-
promise to both the seller and the buyer, Chapter Three focuses on discussing

the operation of documentary credit.

Words and Expressions
International trade [ERBEE

inextricably 'BE#fH



