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Chapter One

Intfroduction to
International Trade

a Brief Introduction

' ‘ This chapter mainly focuses on the brief introduction to international
trade, including the history of international trade, the reasons for and the
categories of international trade, etc. The basic knowledge about
international trade discussed in this chapter aims to provide a general
understanding of international trade for the learners, which will lay a solid
foundation for further study of international trade.

1.1 A Brief History of International Trade
BRERSHEENT

Trade refers to the activity of purchasing, vending, or exchanging goods or services between
or among people, firms, or countries. International trade, also called foreign trade, occurs when
goods and services are exchanged across national boundaries, involving the usage of two or more
currencies.

In our country, the history of international trade can be dated back to the primitive societies.
In the old days, people in the neighboring countries exchanged goods directly with each other,
which is known as barter trade today. In Han Dynasty, Zhang Qian’s travel to the western regions
(Xiyu) had opened the Silk Road. Later in Ming Dynasty, the voyage of the famous navigator,
Zheng He, to more than thirty countries had greatly promoted the development of international
trade in our country.

In the modern world, international trade develops very fast due to the social and economic
globalization. More and more countries, both developed and developing, are involved in
international trade. Meanwhile, more and more kinds of commodities, both visible and invisible,
are included in international trade. International trade becomes a very important factor in
evaluating a country’s comprehensive strength. Therefore, more and more countries give top
priority to their competitiveness in international market in order to boost their international trade
quality and quantity.
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1.2 Reasons for International Trade

ERBS~ENRE

International trade has occurred and developed under certain historical conditions. The
emergence of international trade is based on the following two conditions:

e The Development of Social Productive Forces #t &4 % &

With the development of social productive forces, more and more countries have surplus
products which can be exchanged as goods, thus making international trade possible.

e Formation of the Countries EZREIF K

The occurrence of classes and countries greatly expands the exchange of goods across the
boundaries of different countries, which promotes the development of international trade.

With the development of the modern society, some specific reasons begin to promote the
development of international trade, such as the uneven distribution of world resources,
unbalanced economic development, and political reasons, etc.

In the modern society, international trade plays a very important part in promoting a
country’s economic development. The pursuit of economic benefits becomes the major motive
for conducting international trade. A famous economist, David Ricardo, developed the classic
theory of comparative advantage in 1817 to show that the major purpose of international trade is
to get the most advantages. Ricardo holds that international trade is and should be mutually
beneficial. Even if one country is more efficient in producing all commodities, the country
doesn’t need to produce all products. What he should do is centralize the production of goods
with the most advantage. Through international trade, the country can get other products which
are out of production in its land. In this way, the country may develop a particularly comparative
advantage through its own actions.

The theory of comparative advantage explains why countries engage in international trade
even when one country’s workers are more efficient in producing every single commodity than
that in other countries. Widely regarded as the guiding principle of international trade, Ricardo’s
theory implies that every country, no matter where its level of development is, can find something
that it can produce more cheaply than another country.

1.3 Categories of International Trade

EFREAZ D

International trade can be classified into various categories according to different criteria.

1.3.1 Import Trade, Export Trade and Transit Trade
HORES, HORSTIEES

According to the moving directions of goods in transaction, international trade can be
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divided into export trade, import trade and transit trade.

Export trade means transporting the goods produced and processed in the domestic market
to the international market for sale, while import trade is just made in the reverse direction, which
refers to the transaction to transport the goods from foreign countries to domestic markets for sale
or for use.

Transit trade means that the goods are transported from the producing country to the
consuming country via a third country’s border. According to the disposal of the transacted goods
in the third country, transit trade can be further divided into direct transit trade and indirect transit
trade. Direct transit trade means the goods are further transported toward outside along the
domestic transportation line under the supervision of the customs of the third country, without
being placed in the bonded warehouse of the third country. In direct transit trade, the third country
earns profits by imposing import and export duties. In indirect transit trade, goods are first placed
in the bonded warehouse of the third country and then transported further to the importing
country without any additional processing. In this respect, the third country can earn warehousing
charges besides import and export duties.

1.3.2 Direct Trade, Indirect Trade and Entrepot Trade
HiZHAS, BEASMEORS

According to the number of participants involved, international trade can be classified into
direct trade, indirect trade and entrepot trade.

Direct trade means that the goods are transported directly from the producing country to the
consuming country. In direct trade, only two parties, namely, the exporter and the importer, are
involved in the transaction. In indirect trade, three parties are involved: the exporter, the importer
and the intermediate country. When goods pass through an intermediate country, they will remain
here for some length of time before shipment to the destination. It can also be called trade through
intermediate countries.

In entrepot trade, the transaction of goods is not directly conducted between the producing
country and the consuming country, but conducted by the third country. For the third country, this
trade is entrepot trade. Entrepot trade involves only one party, namely, the third country, which
plays three roles at the same time: the importer, processor as well as exporter. There are a lot of
reasons for the occurrence of entrepot trade, such as geographical reasons, historic reasons,
political and economic reasons. Some countries or areas are famous for their entrepot trade in the
world, such as Singapore, Hong Kong, London and Rotterdam.

Here we need to make clear the following two pairs of international trade:

e Indirect Trade & Transit Trade [EEBR SFTIER S

Three countries are involved in indirect trade. It is indirect export for the producing country,
indirect import for the importing or consuming country, while for the third country it is entrepot
trade. In transit trade, there are also three countries involved, yet the third country is usually
involved because of geographic reasons. The third country isn’t engaged in the transaction, but
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the statistics of the transacted commodities need to be collected when they pass in and out of the
country’s customs or borders. Therefore, transit trade becomes a part of the third country’s
international trade.

e Indirect Trade & Entrepot Trade [E1# 82 55 AR 5

Indirect trade is also different from entrepot trade. In indirect trade, the goods remain the
same; while in entrepot trade, the goods can be categorized, sorted or further produced by the
third country. The third country serves as a distribution center, temporary storehouse or
warehouse. In entrepot trade, the trade is not conducted between the producing country and the
consuming country, but conducted by the third country. That is, there is no direct trade
relationship between the producing and consuming countries.

1.3.3 Visible Trade and Invisible Trade B A SF LA S

According to the different forms of the transacted goods, international trade can be divided
into visible trade (tangible trade or commodity trade) and invisible trade (intangible trade or
service trade).

Visible trade refers to the exchange of physically tangible goods such as foods, cars and
machines between countries. Tangible goods can be seen and touched, which account for a large
proportion of international trade. Invisible trade refers to the export and import of intangible
(invisible) goods, such as services, technology, tourism, transportation, insurance and education.
In the modern society, invisible trade becomes increasingly important to some countries,
accounting for quite a large share in their gross domestic production.

1.3.4 Barter Trade and Free-liquidation Trade
SERASGMBHELHAS

As to the settlement instrument involved, international trade can be classified into barter
trade and free-liquidation trade.

Barter trade refers to the method of exchange by which goods or services are directly
exchanged for other goods or services, without using a medium of exchange like money. Barter
trade is usually bilateral, yet sometimes may be multilateral, which usually exists parallel to
monetary systems in most developed countries, but to a very limited extent. Barter trade is
considered as an old form of trade, yet nowadays in times of monetary crisis, barter usually
replaces money as the method of exchange. In current international trade, barter trade is
flourishing and roughly close to 1/3 of the total world trade volume.

Free-liquidation trade, on the other hand, means the exchange of goods or services with an
intervening medium of exchange or money according to rates of exchange. The means of
payment serving as the intervening medium of exchange are mainly U.S. dollars, pounds, marks,
francs and Japanese yen, which belong to the freely convertible currencies.

Besides the above-mentioned categories of international trade, there also exist some other
types of international trade classified under other norms or standards. For example, in terms of
the specific trading goods, international trade can be divided into trade in services, processing
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trade, merchandise trade and general trade.

Trade in services refers to the sale and delivery of intangible products between producers
and consumers. Processing trade refers to the business activity of importing all or part of the raw
and auxiliary materials, parts and components, accessories, and packaging materials from other
countries, and re-exporting the finished products after processing or assembling by the
enterprises. Merchandise trade only includes trade in tangible goods. Different from the above
specific trades, general trade refers to the total import and export trade in one country.

1.4 Chadllenges in International Trade
EBREE S B Ih eV Pk &E

When the trade is executed beyond national frontiers, some problems may arise due to the
political, social, economic and environmental policies of different nations, which can be
illustrated as follows:

e Cultural Problems X{LZ &%

Cultural problems usually arise from the cultural differences, including languages, customs,
traditions, religions and values, etc. Cultural differences often bring challenges and even set traps
for the involved countries.

e Money Conversion £ 5t

Different countries usually adopt different currencies. When conducting international trade,
traders need to choose an appropriate currency to fulfill the transaction. Yet the fluctuation of
exchange rate may bring about uncertainties and even risks for the involved countries when they
use foreign currencies.

e Trade Barriers RS2

In order to protect the domestic trade, some countries may control or restrict international
trade. The government-induced restrictions on international trade usually include tariff barriers
and non-tariff barriers.

Tariff is a tax imposed on imported goods and services. Tariffs are used to restrict trade, as
they increase the price of imported goods and services, making them more expensive to
consumers. This is a way for governments to raise revenue or to protect domestic industries from
foreign competition, since consumers will generally purchase foreign-produced goods when they
are cheaper.

Non-tariff barrier is usually abbreviated as NTB, which refers to a range of actions, other
than tariffs, that governments apply to restrict imported goods. Non-tariff barriers usually include
quotas, importing license, license for foreign currencies, etc.
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1.5 Advantages of International Trade

BB ZHNAS

In the progress of globalization, international trade becomes the backbone of our modern
commercial world, which plays an important role in the economic development in our society.
Generally speaking, a nation is likely to get the following benefits from trading with other
nations:

» Accelerating a country’s overall economic growth.

» Upgrading a country’s modernization.

» Boosting a country’s competitiveness in the world market.

» Promoting mutual understanding and friendship between or among trade partners.

» Solving a country’s shortage of capital and resources.

» Raising the living standards of the people.

» Solving the unemployment problems.

1.6 E-commerce and International Trade

BIFESS5EMRES

1.6.1 Development of E-commerce B FHEEHER

Electronic commerce, commonly known as e-commerce, refers to the buying and selling of
products or services via electronic systems such as the Internet and other computer networks.
With the commercialization of the Internet in the early 1990s, electronic commerce as a
revolution in business has changed the way we do business, the way we shop and even the way
we think.

1.6.2 Types of E-commerce BB FR &SR3

E-commerce can be mainly classified into the following types according to the nature of
transactions.

e Business—to-Business (B2B) &3} &

B2B refers to the transactions between companies and businesses, which makes up 80% of
e-commerce. The primary components of B2B include e-infrastructure and e-market. There are
some best practice models such as Alibaba in China, IBM and Dell in USA. In B2B international
trade, the trading procedure has been simplified compared with the traditional one.

e Business-to-Consumer (B2C) &x1 %

B2C refers to the e-commerce between companies and consumers, which is the second
largest and earliest form of e-commerce. B2C is usually about the retailing transactions with
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individual shoppers. B2C concerns every aspect of economic life, dealing with transactions of
tangible and intangible goods. It provides some sources for purchasing products and information,
such as Joyo Amazon.com and other group buying companies, at the same time, you can manage
your personal finance through the online banking tools, such as Alipay and eBay.

e Business-to—Government (B2G) @& x4

B2G refers to the e-commerce between companies and the public sectors, which can make
procurement more effective and increase procurement process transparency.

e Consumer-to—Consumer (C2C) B3 &

C2C is a direct transaction between private individuals and consumers. Individuals can sell
and buy residential properties, cars, knowledge as well as expertise. Taobao and eBay auction are
two good examples.

e Mobile Commerce (M—commerce) &%

M-commerce refers to the buying and selling of goods and services through wireless
technology and handheld devices. Mobile banking and bill payment can serve as two good
applications.

E-commerce becomes a global commerce in the modern world. It can be conducted between
different areas and countries and people. It can reduce the operating costs of business negotiation
because e-mail can replace traditional mail. And it is quicker because we can realize our
customer’s demand and supply through the Internet instead of traditional advertisements or trade
fairs. Thanks to e-commerce, we now have more invisible trade and non-paper trade.

1. barter trade % % % %

2. comparative advantage 4 #) #

3. direct trade AR %

4. direct transit trade A 4£EEH 5

5. entrepot trade 33 2% 5, T4#K 5

6. export trade £ 2 % 5

7. free-liquidation trade A W4 L X 5, AWLE AT H
8. import trade # 2 % 5

9. indirect trade B 4% %

10. indirect transit trade 32337 K 5, Mo T 5
11. invisible trade 7% % %

12. surplus &%, £

13. transit trade IR K 5, #oH{ 5




