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Chapter 1 An Introduction to International Trade

Chapter 1

An Introduction to International Trade

1. TJo mderstand why international trade takes place

2. To leam the differences between international trade and
domestic trade

3. To understand the history and importance of international
trade ;

4. To appreciata the opportunities offered by international

trade
5. To learn the history and importance of China’ s foreign

trade
6. To learn the basic concepts in international trade

The exchange of goods and services arises simply because countries
differ in their demand for goods and services and in their ability to sup-
ply them. There are some special problems in international trade in-
cluding cultural problems, monetary conversion, etc. International
trade has played an important role in the world history as well as in
sustaining and modernizing the Chinese economy. And some of the ba-

sic concepts give us a general idea of the international trade.
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§ 1 The Need for International Trade

I . Why does international trade take place?

International trade refers to the exchange of goods and services
between nations. It is also known as foreign trade or overseas trade.
Why does international trade take place? There are many reasons. .

1. Resources reasons ‘

No nation has all of the commodities that it needs.

Some countries are abundant in certain resources, while other na-
tions may be lack of them. For example, the Colombia and Brazil have
the ideal climate for growing coffee beans. The United States is a ma-
jor consumer of coffee, yet it does not have the climate to grow any of
its own. Consequently, this has made Colombia and Brazil big coffee
exporters, and the United States big coffee importer. Raw materials
are scattered around the world. Large deposits of copper are mined in
Peru and Zaire, diamonds are mined in South Africa, and petroleum is
recovered in the Middle East. Countries that do not have these re-
sources within their own boundaries must buy from countries that ex-
port them. In short, the uneven distribution of resources around the
world is one of the most basic reasons why nations trade with each oth-
er.

2. Economic reasons

With the development of manufacturing and technology, there
arose another incentive for nations to trade, i.e. economic benefits. In
addition to getting the products they need, countries also wish to gain

4



Chapter 1  An Introduction to International Trade

economically by trading with each other. China has been able to export
large quantities of radios and television sets because it can produce them
more efficiently than other countries. It is cheaper for countries like
the United States and European countries to buy these than to produce
them domestically. According to economic theory, China should pro-
duce and export those items from which it derives a comparative advan-
tage. It should also buy and import what it needs from those countries
that have a comparative advantage in the desired items. (See Page 43)

3. Other reasons

A country often does not have enough of a particular item to meet
its needs. Although China is a producer of oil, it consumes more than
it can produce internally and thus must import oil. Even though a
country can produce enough of an item at reasonable costs to meet its
own demand, it may still import some from other countries for innova-
tion or a variety of style. For example, the United States produces
more automobiles than any other country, it still imports large quanti-
ties of autos from Germany, Japan, and Sweden, primarily because
there is a market for them in the United States. Sometimes, political
objectives can outweigh economic considerations between countries.
One country might trade with another to support the latter’ s govern-
ment-which upholds the same political doctrine.

All in all, in today’s complex economic world, neither individuals
nor nations are self-sufficient. Nations have utilized different economic
resources; people have developed different skills. This is the founda-

tion of international trade and economic activities.

T . The differences between international trade and domestic trade

The fundamental characteristic that makes international trade dif-
5
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ferent from domestic trade is that international trade involves activities
that take place across national borders. Special problems may arise in
international trade that are not normally experienced when trading at
home. In particular;

1. Deals might have to be transacted in foreign languages and un-
der foreign laws, customs and regulations.

2. Information on foreign countries needed by a particular firm
may be difficult to obtain.

3. Foreign currency transactions will be necessary. Exchange rate
variations can be very wide and create many problems for international
trade.

4. Numerous culture differences may have to be taken into ac-
count when trading with other nations.

$. Control and communication systems are normally more com-
plex for foreign than for domestic operations.

6. Risks levels might be higher in foreign markets. The risks in-
clude political risks (such as the imposition of restrictions on imports,
etc.); commercial risks (such as market failure, products not appeal-
ing to foreign customers, etc.); financial risks (such as adverse move-
ments in exchange rates) and transportation risks.

7. Managers engaged in international trade need a broader range

of management skills than do managers who are only concerned with

domestic problems.

K . A brief history (The role of international trade in history)

Ever since the first national borders were formed, international
trade has been conducted by nations and individuals. In many cases, -
international trade itself has been a major force in shaping borders and

6



Chapter 1  An Introduction to International Trade

changing the world history.

As an example, international trade played a vital role in the for-
mation and decline of the Roman Empire (30 B.C - 476 A.C.),
whose impact on thought, knowledge, and development can still be
felt today. Although we read about the marching of the Roman legion,
it was not through military might that the empire came about. The
Romans used as a major stimulus, the Pax Romana, or Roman peace.
This ensured that merchants were able to travel safely on roads built,
maintained, and protected by the Roman legions and their affiliated
troops. A second stimulus was the use of common coinage, which en-
abled business transactions to be carried out and easily compared
throughout the empire. In addition, Roman developed a systematic
law, central market locations through the founding of cities, and an ef-
fective communication system; all of these actions contributed to the
functioning of the marketplace and a reduction of business uncertainty.

International trade flourished within the empire, and the im-
proved standard of living within the empire b\ecame apparent to those
outside. Soon city-nations and tribes that were not part of the empire
decided to join as allies. They agreed to pay tribute and taxes because
the benefits were greater than the drawbacks.

Thus the immense growth of the Roman Empire occurred mainly
through the linkages of business. Of course, substantial effort was
needed to preserve this favorable environment. When pirates threat-
ened the seaways, for example, Pompeius sent out a large fleet to sub-
due them. Once this was accomplished, the cost of international distri-
bution within the empire dropped substantially because fewer ship-
ments were lost at sea. Goods could be made available at lower prices,

which in turn translated into larger demand.
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Similar patterns also can be seen during later cycles of history.
The British Empire grew mainly through its effective international
trade policy, which provided for efficient transportation, intensive
trade, and an insistence on open markets. More recently, the United
States developed a world leadership position largely due to its champi-
onship of market-based trade transactions in the Western world, the
broad flow of ideas, products, and services across national borders,
and an encouragement of international communication and transporta-
tion. One could say the period from 1945 to 1990 was, for Western
countries, characterized by a Pax Americana, an American peace.

The withholding of the benefits of international trade has also
been seen as a national policy tool. For example, during the Civil War
period in the United States, the North consistently pursued a strategy
of denying international business opportunities to the South in order to
deprive it of needed export revenues. In 1991, the United Nations im-
posed a trade embargo against Iraq for its invasion and subsequent oc-
cupation of Kuwait in an attempt to force it back to its original national
boundaries. Even though the measure itself was not effective in achiev-
ing withdrawal, the fact that Iraq’s isolation from the trade communi-
ty was seen as a major policy action demonstrates the importance of in-

ternational trade.

N . Opportunities offered to firms by international trade

On the microeconomic level, participation in international trade
can help firms achieve ec:momies of scale that cannot be achieved in do-
mestic markets. Addressing a global market (meeting the demands of
global market) simply adds to the number of potential customers. In-

ternational trade permits firms to hone their competitive skills abroad
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