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1.1 Why Do We Need to Study “International Finance”?

The answer is straightforward: we are now living in a highly globalized world.
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Globalization: This term can happily accommodate all manner or things: expanding
international trade, the growth of multinational business, the rise in international joint

ventures and increasing interdependence through capital flows.

1.1.1 Globalized Consumptions

Chinese consumers, for example, routinely purchase oil imported from Saudi Arabia
and Nigeria, TV sets and camcorders from Japan, automobiles from Germany, wine
from France, and aircraft from America, and foreigners, in turn, purchase jeans, ra-
dios, and other products made in China. Over the past 50 years, international trade in-
creased about twice as fast as world GDP.

Continued liberalization of international trade is certain to further internationalize
consumption patterns around the world. There has been a sea change in the attitudes of
many of the world’s governments that have abandoned mercantilist views and embraced

free trade as the surest route to prosperity for their citizenry.

Column 1.1 Mercantilism
Between 1600 and 1800 most of the states of Western Europe were heavily influ-

enced by a policy usually known as mercantilism. This was essentially an effort to



achieve economic unity and political control. No general definition of mercantilism is en-
tirely satisfactory, but it may be thought of as a collection of policies designed to keep
the state prosperous by economic regulation. These policies may or may not have been
applied simultaneously at any given time or place.

Definition of Mercantilism

The following ideas, then, lumped together, may be called mercantilism.

{1) Bullionism was the belief that the economic health of a nation could be mea-
sured by the amount of precious metal, gold, or silver, which it possessed. The rise of a
money economy, the stimulation produced by the influx of bullion from America, the
fact that taxes were collected ~ir1 money, all seemed to support the view that hard money
was the source of prosperity, prestige, and strength.

(2) Bullionism dictated a favorable balance of trade. That is, for a nation to have
gold on hand at the end of the year, it must export more than it imports. Exports were
later defined to include money spent on freight, or insurance, or travel.

(3) Each nation tried to achieve economic self-sufficiency. Those who founded new
industries should be rewarded by the state.

(4) Thriving agriculture should be carefully encouraged. Domestic production not
only precluded imports of food, but farmers also provided a base for taxation.

(5) Regulated commerce could produce a favorable balance of trade. In general,
tariffs should be high on imported manufactured goods and low on imported raw materi-
al.

(6) Sea power was necessary to control foreign markets. A powerful merchant fleet
would obviate the necessity of using the ships of another nation and becoming dependent
on foreign assistance. In addition, a fleet in being could add to a nation’s prestige and
military power.

(7) Colonies could provide captive markets for manufactured goods and sources of
raw material.

(8) A large population was needed to provide a domestic labor force to people in
colonies.

(9) Luxury items were to be avoided because they took money out of the economy

unnecessarily.
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(10) State action was needed to regulate and enforce the above policies. One might
add that there was nothing logical or consistent about mercantilism, and that it dis-
played, in fact, enormous variation.

Various Applications of Mercantilism

Spain exercised rigid control of her empire’s commerce and industry. England also
tried to do so. Mercantilist policies adopted during the reign of Elizabeth were continued
in the seventeenth century under the Stuarts and Oliver Cromwell. Elizabethan laws
were passed to discourage idleness, to reward industrial enterprises with monopolies, and
to control the commerce by means of Navigation Acts. Elizabeth gave her justices of the
peace the authority to fix prices, regulate hours, and compel every able-bodied subject to
work at some useful trade.

German mercantilism was concerned primarily with increasing the economic power
of the state by internal regulation. It heralded later attempts at economic nationalism and
a planned society. Because they aimed primarily at increasing national revenue, German
mercantilists were known as cameralists, from Kammer, the royal treasury.

France displayed perhaps the most thoroughgoing mercantilism. Jean Baptiste Col-
bert, chief minister of Louis XIV from 1661 to 1683, was a great exponent of economic
regulation. However, Colbert was a practical politician intent on the welfare of the mid-
dle class to which he belonged, not a doctrinaire theorist; for him mercantilism was the
most convenient method of attaining his end. He prohibited the export of money, levied
high tariffs on foreign manufactures, and gave liberal bounties to encourage French ship-
ping. He purchased Martinique and Guadeloupe in the West Indies, encouraged settle-
ment in Santo Domingo, Canada, and Louisiana, and established trading “factories”

(armed commercial posts) in India and Africa.

International institutions and agreements also promote the liberalization of interna-
tional trade. The General Agreement on Tariffs and Trade (GATT), a multilateral

“agreement among member countries, has reduced many barriers to trade. The World

Trade Organization has the power to enforce the rules of international trade. The North
American Free Trade Agreement (NAFTA) calls for phasing out impediments to trade

between Canada, Mexico and the United States over a 15-year period. For Mexico, the



ratio of export to GDP has increased dramatically from 2.2% in 1973 to 28.7% in
2001. The increased trade will result in increased numbers of jobs and a higher standard

of living for all member nations.

Column 1.2 WTO Entry Boosts China’s Economy

China’s World Trade Organization (WTO) en-
try has boosted its economic growth and advanced its
legal and governmental reforms.

Galvanized by its WTQO admission, China’s
macroeconomic situation has improved remarkably.

Its gross domestic product (GDP) grew by 7.9 per

cent year on year in the first three quarters of this

China Daily November 18, 2002

year.

Last year many people were worried over China's trade situation in the wake of its
WTO entry. Some famous institutions and scholars predicted a less than 6 per cent
growth rate for China’s trade sector.

The fact is China’s exports increased by 19.4 per cent in the first three quarters of
this year. Its total trade volume during that period was US $ 445.1 billion, an 18.3 per
cent increase year on year.

These figures contrast sharply with the stagnant world economy. In 2001, the
world trade volume dropped by 1.5 per cent compared with the previous year. It is esti-
mated that this year the growth rate will be merely 1 per cent.

A WTO report released on October 10 this year said that China has become the
fourth largest trade body in the world following the United States, European Union and
Japan.

The rapid growth in China’s trade volume is directly attributable to the improved
trade environment following its WTO entry.

China’s average import tariff rate was cut from 15.6 per cent early this year to 12
per cent. The former trading instability brought by bilateral negotiations has been
roughly written off by a more stable multilateral trade framework. And many of the quo-

ta restrictions of other countries have been lifted on Chinese products with comparative

| Jaidey)
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advantages.

The influx of foreign investment has also increased rapidly. The multinationals have
become more confident in investing in China after its WTQO accession.

Initially people had forecast that foreign investment into China would drop due to
global income tax rate cuts and China’s tax rate unification reform granting equal treat-
ment to domestic and foreign enterprises.

In the first nine months of this year, however, China’s actual utilized foreign in-
vestment registered at US $ 41.2 billion, a 22.55 per cent increase year on year. It is
estimated that the total foreign investment influx into China will exceed US $ 50 billion
this year, making the country the largest foreign investment destination in the world.

Foreign companies’ improved confidence in China arises from the stable returns they
can get from the Chinese market.

The country’s WTO entry makes it an irreversible trend to integrate its economy in-
to the global economic framework. Its rich, low-cost labor resource and the vast market,
both of which provide much scope for profit, make foreign investors more confident in
investing in China.

Another change brought by China’s WTO entry is that the private sector, which
has been discriminated agatnst for many years, gained rapid growth.

The legal status of private enterprises as an organic component of the national eco-
nomy was only acknowledged by the revised Constitution in March 1999. They have
been barred from direct foreign trade operations. Their financing had also been restricted
by various policies, which seriously blocked their smooth growth.

After China joined the WTO, the WTO equal treatment principle requires the gov-
ernment to grant equal rights to all enterprises no matter they are state-owned or private
ones.

All domestic enterprises, for example, will be able to engage independently and
freely in foreign trade within three years as restrictions on foreign trade operations, ex-
cept the trading of vital commodities such as crude oil, grain and tobacco, will be lifted
gradually within the period. \

Under these conditions, the number of private enterprises granted foreign trade li-

censes has increased rapidly. In Zhejiang Province, for example, 80 per cent of the



