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Unit One International Trade

TEXT

The most straightforward, and longest-held, explanation of international trade is based upon
differences in countries’ production functions. Because inputs can be combined to produce outputs
with differing degrees of efficiency in different parts of the world there are gains from trade
between various regions. In simple words, international trade involves the export and import of
goods and services from one country to another.

International trade is of cardinal importance to every country in that it enables a country to
dispose of what it has in abundance and take in what it needs most. It enables two trading
countries to promote understanding, increase prosperity and build up goodwill through business
conducted on the basis of equality and mutual benefit. Even the most prosperous countries seek to
exchange goods and services with their neighbors. In fact, the greater the level of prosperity, the
greater the link to high performance in the global markets. It could be said that if a nation isn’t
competitive on the international stage, that nation is chasing mediocrity.

An educated and energetic workforce can produce any product if given the raw materials
necessary. Yet most nations buy finished goods and services from each other rather than the
components to produce their own. This is due to the fact that the exporting nation has an
advantage over the importer for a particular product. The exporter may simply do it better and in
gteater quantity, as is the case in Vietnam’s importation of Danish brewing equipment for local
beer production. Vietnam could produce their own equipment but not at the same price as
Denmark. This is an example of a “comparative advantage. ” Sometimes a country simply can’t
produce a reasonably priced product at all, as is the case in Sweden’s importation of Indian tea
due to geography. Then it will give up “absolute advantage” to a foreign marketeer.

Absolute advantage is an advantage of one nation or area over another in the costs of
manufacturing an item in terms of used resources. It can be the result of climatic, educational, or
developmental factors but is usually the result of the economies of scale that the exporter enjoys.
Anyone can make microprocessor chips if they’re willing and able to invest the trillions of yen
necessary, but why not use those resources elsewhere? Marketeers love to find and exploit
absolute advantage, but it’s not all that common.

Comparative advantage, on the other hand, is quite common and is at the root of most
international marketing plans. Comparative advantage is a central concept in international trade
theory which holds that a country or a region should specialize in the production and export of
those goods and services that it can produce relatively more efficiently than other goods and
services, and import those goods and services in which it has a comparative disadvantage. This

theory was first propounded by David Ricardo in 1817 as a basis for increasing the economic
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welfare of a population through international trade. The comparative advantage theory normally
favors specialized production in a country based on intensive utilization of those factors of
production in which the country is relatively well endowed (such as raw materials, fertile land or
skilled labor); and perhaps also the accumulation of physical capital and the pace of research.
When the United States decided to buy 9mm Italian-made pistols to supply its military officers,
they did so after being convinced by the Beretta Company that this weapon was better than any
U. S. -made product at the same price. Comparative marketing advantage may take the form of
quality, quantity, price, delivery, warranty, or service and can be maintained as long as the
marketeer remains alert.

. The choice of which products to market abroad will depend a great deal on how your own
nation views its trading partners and how those partners see themselves in relation to your
domestic market. Understanding the “balance of trade” will not only affect your ability to
penetrate a market but determine the long-term viability of your goods or services in the targeted
segment.

Some nations buy more from foreign countries than they sell, some sell more than they buy
from abroad, and a rare few have roughly equal amounts in each category. The United States
regularly runs overall “trade deficits” (buys more) with its partners while its major rival and
trading partner, Japan, continually has “trade surpluses” (sells more) when matching exports to
imports of goods and services. The difference between the two largest economies dispels the
notion that deficits are always bad and that surpluses are necessarily good.

The United States spurs its economic growth via internal consumption and is the foremost
“consumer society” in the world, with its citizens having a very small rate of savings (less than
15 percent) and a high rate of spending. Japan takes the opposite policy, preferring to maintain
its markets with exports and downplaying consumerism (at least compared to the United
States). Japanese citizens regularly bank upwards of 30 percent of their income. Because of this
differing approach to foreign products, most of the world’s marketeers, especially the Japanese,
head straight for the U. S. market because of its ease of entry and consumer potential.

It’s an accepted fact that transportation and communication have had a great deal to do with
the increase in cross-border trading. Travel abroad is no longer an experience limited to a few
economic and political elites. Once a general awareness of another nation’s products is in place,
demand can be readily sparked. International marketeers have been this spark and have led the
drive toward the globalization of business. Though feared by many and resented by some,
globalization is an irresistible tide that shows no sign of ebbing.

TEXT REVIEW

1. How does the text explain international trade?

2. Why is the explanation of international trade based on differences in countries’ production
functions?

3. Describe the importance of international trade to a country.

4. What is “absolute advantage”?
R 2 -



5. Can you give another example of a “comparative advantage” in addition to the one in the
passage?

6. According to the passage, what factors may result in absolute advantage?

7. Why is it common to use comparative advantage rather than absolute advantage in
international trade?

8. What factors affect a country’s decision to export one product rather than another?

9. Are trade deficits always less advantageous than trade surpluses for a country in cross-border
trading? Why?

10. Why is it true that the globalization of business is an irresistible tide?
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LETTER 1-1

M Business Machines Import & Export Corporation

2000 Contrai Boulovard, Pudony, Shanghal 201206, Chisa
Tol: (620 50000008  Fax: (021) 59000081

September 5, 200-

Universal Software, Inc.
2468 Oak Street

San Francisco CA94105
U.S. A

Ladies/Gentlemen:

From the latest issue of Computer World we have leamed about your Business Guide
software package for IBM-compatible PCs. We would like to find out more information about
the package because we think it might be appropriate to the needs of our customers.

Would you mind answering the following questions?

1. Is the program an integrated package, or does it come in several modules?
2. Can the user switch from function to function without down-loading?

3. Can the user customize the billing periods?

4. Is there any provision for security?

5. What is the price of the software?

If you have a brochure that describes the package, we would appreciate your sending it
~ along.

Sincerely yours,

SHEN Husheng (Mr.)
Import Manager




LETTER 1-2

DE ~Dolly Enterprises Pte. Ltd.

9 August 200-

The Sales Manager
Ganjiang Potteries Ltd.
83 Ciqi Street
Jingdezhen, Jiangxi
China

Dear Sir or Madam,

We are writing to you on behalf of our principals in Melbourne who are interested in
importing chinaware from China.

Could you send us your latest catalogue and price-list, quoting your most competitive
prices?

Our principals are a large chain store in Australia and will probably place substantial
orders if the quality and prices of your products are suitable.

We look forward to hearing from you soon.
Yours faithfully,
V. Doraraj

Midlink Plaza

Singapore 0718
Fax: 3000001  Tel: 3000000




LETTER 1-3

KK

Kiddie Korner, Inc.

March 2, 200-
Datex Trading Co. Ltd.
Lianfang Building
666 Huayuan Avenue
Dalian, Liaoning
China

Dear Sir or Madam,

We were impressed by the selection of sweaters that were displayed on your stand at the
‘Menswear Exhibition’ that was held in Chicago last month.

We are a large chain of retailers and are looking for a manufacturer who could supply us
with a wide range of sweaters for the teenage market.

As we usually place very large orders, we would expect a quantity discount in addition to a
20% trade discount off net list prices, and our terms of payment are normally 30-day bill of
exchange, documents against payment.

If these conditions interest you, and you can meet orders of over 1000 garments at one
time, please send us your current catalogue and price-list. We hope to hear from you
soon.

Yours faithfully,

Fred Johns

Chief Buyer
#202-418 Richards Street Vancouver, B.C.

Canada V6B 3A7
Telephone No. (604) 600-0000  Fax: (604) 600-0001




