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Section 1
The Importance of Developing Export Trade

Imporance of Export Trade

The key to developing foreign trade of a country is the expansion
of its exports. Without export. there can be no guarantee of fulfitling
its import plan. Therefore, export trade is virtually the foundation of
China’s foreign trade. Only by exporting a part of her industrial and a-
gricultural products, can China obtain adequate foreign exchange to
purchase the necessary raw materials, advanced technology and equip-
ment badly needed for her modernization programs. The main source
of her foreign exchange income comes from the proceeds of export
trade, which account for about 80%of her total foreign exchange in-
come, while tourism, overseas Chinese remittance, shipping., insur-
ance and other non-trade income account for 20%. When foreign capi-
ta) in the form of investment and government loans can be obtained ,
they will be. in the final analysis. repaid mostly by export proceeds. It
is obvious that in order to absorb more foreign funds. China must con-
tinuously increase her exports.

Exporting a part of the industrial products to foreign countries
means that the Chinese products enter into competition with foreign
products in the international market. Competiton can prompt the en-
terprises to improve the quality and increase the variety of their prod-
ucts» and to upgrade their product structure, thereby contributing to
the technical transformatioﬁ and restructuring of these industrial pro-
duction. On the whole, it promotes industrial production. Exporting a
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part of agricultural products can increase the peasants’ per capita in-
come and promote the development of diversified agricultural econo-
my, thereby giving impetus to the further development of various
trades in the rural economy. More export paves the way for more im-
port. and by developing foreign trade China can develop her national

economy and realize her four modernizations at a good pace

Export Drive

\

As known to all. foreign trade is indispensable to any country.
however developed it may be. let alone a developing country like Chi-
na. Today. Japan. Britain. West Germany, France and the U. S.
A. are going all out to develop export trade just as many other indus-
trialized countries. Export, as an aspect in a country’s foreign trade,
is most important in that it exports to get the necessary foreign cur-
rency to pay for things it needs but cannot supply itseif. or cannot
supply adequately to meet the demands of its people and the needs of
its national reconstruction. Being a socialist developing country. China
needs to develop her national economy at a high rate, and has mapped
out an ambitious plan of modernizing herself and quadrupling her gross
national industrial and agricuitural output by the end of this century.
To achieve this goal, she must also launch an export drive that will
provide more foreign exchange to import the necessary raw materials
technology and equipment and so on from abroad. Even after the set
goal has been achieved . she will continue to import, probably. on a
larger scale. There will be no occasion to retrograde to a sealed econo-
my. Thus developivng export trade is obviously not an expediency but a

long term strategy.
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-Why Is the Balance of payments Important?

Sometimes a country can buy goods and services from abroad on a’
barter basis by paying for them with the goods instead of money. al-
though it is considered to be an outmoded method of international
commerce. By and large barter trade is not -enough to meet a country’s
import needs. Most foreign suppliers want to be paid in currency - ei-
ther in the currency of their own country or some other currencies
with which they can purchase whatever they like. When a country’s
balance of payments is in deficit , it means that not enough foreign cur-
rency is coming into the country to pay for its purchases from abroad.
If the deficit continues, sooner or latér the country will find it cannot
pay for its imports and have to cut them down. Under the circum-
stances,» when the country deals with its international payment prob- '
lems it will be very likely in an embarrassing position.

.

One way or another, it must take some necessary measures *to
make the two ends meet. ”

(1)Import Restiction It may be possible for a country to reduce im-
ports by cutting down on purchases of foreign luxury items and other
goods which the country really does not need. But the scope for doing
so is often very limited. Substantial cuts in imports are often very
painful; they can reduce the standard of living and hold back economic
growth. As a result. people may have to go without the goods they
need and which cannot be produced locally. Factories may have to
shut down or cut production because they cannot import necessary
parts and materials. U nfortunately some of the development projects
can be stopped or slowed down. Simply cut‘ting down on imports may
be necessary for a certain length of time, and may help alleviate the

3.

\



difficult situation. but it is not a solution in the long run.

(2) Foreign Loans A country can make up for a deficit on its bal-
ance of payments by drawing on its reserves of gold or foreign curren-
cy. if it has any, and if need be. by borrowing from other countries or
from international institutions. Besides, it may solicit outright grants
from other countries though in relatively small amounts. Loans may
be used to solve its payment problems within a short time but it has
several drawbacks. First, loans must be repaid. and the interest pay-
ments can themselves become a burdensome outflow and reduce even
further the amount of foreign exchange available for imports. Second-
ly dependence on grants from other countries can have unpleasent po-
litical consequences, The availability of such grants is very limited any-
way. Thirdly a country’s reserves of gold and foreign currency are
bound to be limited; even if they are large they could not cover a
deficit forever. China had some experience in this respect in the early
1980%.

It is clear that sooner or later a country has to get its foreign cur-
rency outflow and inflow more or less in balance. by reducing the out-
flows. or increasing the infolws. or by doing a bit of both.

(3) import Substitution In the longer term, a country can put its
balance of payments on a healthier footing by becoming self-sufficient
in many categories of commodities. To achieve this many developing
countries follow a policy of import substitution, such as India. This
involves encouraging the production of imported products through
such means as direct government investment or investment incentives
coupled with high tariffs or other trade barriers to protect the new in-
dustries from import competition. It is obviously a good thing if coun-
tries can reach the point where they do not.have to rely on foreign sup
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pliers for critical goods. But import substitution cannot really solve a
country’s balance of payments problems, because no country can pro-
duce everything that it needs or that its people would like to have. As
a country develops. its import requirements actually increase, even if
it does become self-sufficient in many products.

However inport substitution if well managed can achieve positive
results beneficial to the overall‘ development of its national economy.
For instance China needs to have her own automobile industry, aero-
nautic industry. electronics industry etc. and build her own chemical
fertilizer plants. iron and steel works. such as Baoshan Iron and Steel
Complex and many other machine plants which are vital to the devel-
opment of industry and agriculture and national defence. Import sub-
stitution can enable her to cut down on imports and hence on the out-
flow of foriegn exchange. However. if carried too far an import sub-
stitution policy can in all probability hold back a country’s economic
development. When domestic companies are protected by trade barri-
ers from foreign competition they may have no incentive to operate ef-
ficiently . because they depend largely upon domestic sales rather than
export. If they are geared to serve only the limited domestic market
they may not be able to operate on an efficient scale of production.
Consequently investment capital may be diverted to protected. ineffi-
cient industries. By erecting high trade barriers to protect its import
substitution industries, a country can invite, though not frequently,
retaliation by other countries, with the resuit that its exports suffer.
Therefore a country should be circumspect in the course of implement-
ing the policy of import substitution

(4) Export Expansion Instead of putting so much emphasis on im-
port substitution it makes more sense for governments to balance it
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with a policy of export expansion which is an outward-oriented strate--
gy and sometimes is called export substitution. The idea is to join in
what has been called the “international division of labour”, where each
.country makes best use of its resources and concentrates on producing
and exporting products in which it has a comparative advantage while
buying from other countries the products they produce more efficient-
ly.

With the increase of their export earnings countries are better
able to pay for imports. But there are other reasons why a country es-
pecially a developing one like China should try to expand her exports,
develop new export-oriented industries and seek new markets. The
reasons are not far to seek. '

(a) Increased scale of production

Through exportation, industries can increase the scale of their
production thus increasing efficiency and lowering costs. eg, the tex-
tile industry and garment industry in Shanghai, Beijing and Qingdao.
Wider market prospects can also justify the rapid development of some
national resources through certain projects which would not have been
feasible if based only on the local market. For example the minerals
such as wolfram, antimony and tin might not have been developed on
such a large scale if it were not for export.

(b) Economic growth

Development of éxport industry can create new employment and
help stimulate economic growth. The apt example is the township en-
terprises in China. In recent years they have rﬁade remarkable achieve-
ments in supplying more and more good quality goods for export. In
1985, their exports amounted to 4 billion U. S. Dollars. Millions of
farrﬁers are now working in factories in the rural areas.

-6.



(4) Technological advance

.Expansion and diversification also lead to improvement in the
technological “know-how”. Competition in international markets stim-
ulates exporters to adapt their products to the needs of the market, of
ten followed by the use of more modern technological processes and
production methods. This has a dynamic effect on industry in the de-
veloping countries. These beneficial effects are not confined to produc-
tion aspects. Greater knowledge is gained in marketing channels. per-
sonal selling and publicity. This can have a very beneficial effect on
business efficiency in general.

(d) Better products

Another argument for export expansion is that competition in
world markets stimulates domestic industries to produce better quality
goods, a development which is also of benefit to people buying the
same goods at home. It was reported that some of the township enter-
prises surprisingly won 6 gold medals for their excellent export com-
modities in international fair in 1985. Ia producing better quality
goods the factories usually demand a higher level of skills so that the
impact of export expansion also increases the level and the number of
jobs. '

How will business enterprises benefit by exportation?

The Chinese enterprises now begin to understand why exporting
makes sense from the point of view of business enterprise. although
~ most of them were accustomed to the way they ran their business ac-
cording to the instructions received from the administrative bodies and
did not concern themselves with marketing their products abroad and
economic returns. It seems all the more jmportant now than ever be-
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fore for them to know why exporting is good not only for the country
but also for the business enterprises themselves.

(1) Reducing unit cost

Business enterprises used to believe that export was unprofitable
because they would have to sell goods at lower prices than domestic
sales. Now this is not always the case especially after the recent ad-
justment of the exchange rate by the Bank of China; but even if it is
not so profitable as in the home trade, the higher volume will often
mean lawer cost per unit of production- yielding overall greater prof-
its.

(2) More stability

In single markets the demand for many products is very seasonal .
for reasons of climate (eg. umbrellas). religion (eg, gifts) or eco-
nomics (people may only be able to afford some things once a year ).
Sales to export markets will often fill in the seasonal “troughs ” in de-
mand. so that factories can be kept busy all the year through and
cash-flow problems can be eased.

(3) Access to foreign exchange

In many countries only those companies that export are allowed
foreign exchange to buy imported machinery and they are given pref-
erence in the allocation of licences to import modern technology and e-
quipment and necessary materials. In China, the foreign trade cofpo-
rations (FTCs) are allowed to tetain a certian percentage of their for-
eign exchange earnings, say 80% of export proceeds, for them to im-
port the necessary equipment and raw mgterials so that they can in-
crease their production capacity or reduce their cost of production.

(4) Absorbing new ideas

If a company is exposed to new ideas from overseas markets, and
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if its products have to compete in world markets, it will improve ever-
aspect of its operations. The important thing is to mage their products
suitable for changing overseas demands. The exporters must kcep
abreast with the technical progress of the world’s manufacturing in-

dustry.
Summary

From the author’s point of view. our strategy is to take full ad-
vantage of the favourable conditions in the socialist system when for-
mulating export strategy. We may strive to keep the advantage of im-
port substitution while overcoming its shortcomings. At the sameqtime
we must go all out to develop our export trade while avoiding any pos
sible pitfalls. In shortt it is a policy of integrating import subsiitution
with export expansion with emphasis placed on the following points:

(1)To adopt policies which promote the manufacture of industrial
goods which have to be imported at present but which have the poten-
tial to be produced economically within the country in future with a
view to reducing the volume of such imports. In agriculture China
should further increase the production of sugar., rubber and other farm
products which she has imported regularly from abroad in large quan-
tities,

(2) To formulate rational industrial policies of differcntial (yeat
ment according to different conditions of industries and products.
Products which do not find heavy demand in China but have great po-
tential demand in overscas markets are to be developed to serve the ex
port expansijon strategy. geared to international market and supported
by promotion policies. For instance, lately in the coastal provinces in
China great efforts have been made to increase the production of pearls



and carpets mainly for export. which have been favourably received on
international market.

(3) To exploit fully foreign resources and markets in developing
the production of export commodities. The government should chan-
nel a certain amount of foreign exchange and other capital into sup-
porting exports in the long term so that we can get adequate foreign
exchange to import the necessary technology and equipment. raw ma
terials . etc. It is worth mentioning that the Bank of China has made
great contributions to the absorption of foreign funds and lend them to
those enterprises which need them to import technology and equip-
ment, and raw materials, and thus enhance their export capability.

In conclusion. developing export trade is China’s long term strate-
gy . so long as we adhere to the policy of opening to the outside world .

which has been incorporated into China’s Constitution.
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Section 2°
Exporting—What Is It All About?

Basic Concept of Exporting

Surprising as it may sound, there is no country in the world that
can produce all the things it needs. In order to engage in effective pro-
duction and reproduction, raw materials » equipment and technology
that are not available domestically must be imported from abroad.

However. unless a country exports it will not have the foreign ex-
change to import the things it badly needs. Therefore, all countries in
the world are intensifying their exporting activities in order to capture
a large share of the competitive world market.

What is exporting., anyway? Exporting in the briefest terms, is
the process of earning money, ie. foreign exchange by selling products
and /or services in foreign markets. In order to fulfil this, an individu-
al exporter may it be a state owned corporation, a private incorporat-
ed company or even a one person proprietorship, must behave like any
other seller who is marketing his products and/or services in his own
country or abroad. '

The éxporter must provide the right product

-in the right place
- at the right time
at the right price
-and he must make sure that he gets paid for the product.

Although the basic principles are the same for doing business at

home or abroad , it is generally more complicated and difficult to sell o--
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