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Part One International Trade

Unit One Export Steps Outline

How does your tape recorder made in Japan come tohe
in China’s stores? How does Chinese tea end up as part of
an American family’s drink? Many products we usce are in
fact the result of international trade. International trade is
the exchange of goods and services between nations,

However,how 1s international trade transacted? How
will a Chinese company go through to arrange the export of
its products? Some of the most important steps are outlined

as follows ;
1. Identify Potential Cusiomers

The company needs to know which foreign companies
are likely to use the product or might be interested in
marketing and distributing the product in thewr country.
Trade directories, business organizations. governmert
agencies and other business people are all sources that might

be used,
7. Contact Potential Customer

Telephone . letter, telex or a salesperson’s visit are
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among the most comimnon ways the company may contact a

foreign company to see if it is interested in doing business.
3. Negotiate Terms and Sign Contract

If a foreign company is interested in buying the
-Chinese company’s products, negotistions should be
organized and agreement reacbed on the terms of sale.
including the price ,the mode and date of payment,delivery
date and place of the goods and so on. Usually, both the
supplier and the buyer want a written contract stating all
these terms. Lawyers will probably be needed to help write

the contract.
4. Financing the Export

Some form of debt or loan is generally necessary for
international trade transactions. For example, the supplier
may need money right away to meet the expenses of
producing and shipping the goods. but the customer
probably won’t have to pay until after the goods bave keen
delivered. In cases such as this,the exporter may receive a

loan to meet his expenses until payment is actually received.
5. Insurance

Usually . companies buy insurance to protect themselves
from loss if their goods are destroyed or damaged. For
example, there could be a disaster such as a fire, an
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earthquake. a ship sinking. or simply a box falling off a
truck or forklift. If the company has bought insurance.ir

will be reimhbursed for any such loss.
&. Toland Yransportation in Seller’s Counlry

The goods need 1o be moved from the production area
(factory, farni. mine etc. )to the airport or seaport from
where they will be shipped to the buyer’s couatry.
Arrangements can be made to have the goods shipped by

truck or train.
7. Export Processing

At the airport or seaport. various papers must be
prepared and processed to keep track of the goodys and mauke
sure they get on the right ship or plane. In addition . the
government requires that an export declaration he
completed so that the country can keep records of exports.

Finally .the goods must be loaded onto a ship or plane.
8. International Shipping

The exporting company must make arrangenients with
a shipping company to transport the goods from supplier’s

country to customer’s. Most exports are shipped by sea,
9, Import Processing

When the goods arrive at the seaport or airport in the
3



customer’s country, there will be more paperwork. Part of
the paperwork is needed to keep track of this particular
shipment among all the goods coming into the seaport or
airport. More paperwork will also be required by the
country’s government;a tax {called tariff) may be charged
on the goods;and the goods may have to be inspected by
customs officials. Of course,the goods will also have to be

unloaded from the ship or plane,
10. Inland Transportation in Buyer’s Country

Finally,the goods need to be delivered from the port to
the customer’s place of business. This can be done by
hiring a trucking company or arranging to have the goods

delivered by train.
11. Payment

The sales contract usually states whether the payment
will be made in RMB or in the currency of the foreign
country. Whichever currency is used, the foreign exchange

services of a bank will probably be needed.
Notes:

1. go through—— & 7 , £ &

2. distribute—— 3. 4 £ 2 . HE

3. trade directory--—— L # AT 4 &

4. term——— F K. &4 H& FAHEBR
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5. written contract— #F & [

6. finance---- i % 4

7. insurance HERE 28
8. reimburse 4, #h g
9. paper LR R 5 FRE

10. export declaration—— o1 @w JR & 5 o £ ob AR b
AR, AT o AR R LA Al AR AL,
11, currency —— %' i

12. foreign exchange—— 430 . @ 5 o 4,
Exercise

Translate the following into Chinese:
1. bilateral trade

2. free trade zone

3. barter trade

4. processing on supplied materials

5. compensation trade

6. licensing trade

7. joint - - venture

8. assembling on supplied parts

9. foretgn - - funded enterprise

10. structure of export products

11. spot

12. future

13. risks of foveign trade

14. carrving out national construction by exclusively relving

)



on foreign trade

15. International Trade Charter



Unit Two The Reasons For International Trade

Every cne may be aware of the flow of goods and
services between nations.but not every one undersiands the
reason for it,the way in which the transactions that rause
the flow are made.or the effect the flow has on levels of
economic activity and on standards of living. Two obvious

reasons for international trade are described below.

1. International trade increases the range of products
available.

People may want goods that cannot be readily
produced in their country. Tea cannor be easily grown in
large quantities in Great Britain: therefore. Great Britain
imports tea from Asia. Japan has virtually no petroleum
deposits; thus, it must import petroleum from the Persian
Gulf region,Indonesia.and other countries.

Even when a product can be and is produced within a
country, international trade allows a wider range of
consumer choice of that product, For example . the United
States of America is the world’s leading producer of
automobiles ; however , without foreign trade. the range of
automobile makes and types available in the U, 8. would be
reduced. International trade makes available a greater

variety of products and allows a wide range of customer
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choice.

2. International trade increases total production and
consumption,

All nations have higher standard of living because of
international trade. This is chiefly because international
trade allows greater specialization. The most efficient means
of organization global production is to have each nation
specialize in the goods and services it produces best, and
then trade with other nations for the other things it needs.
To understand how international trade actually helps the
world economy ,it is necessary to understand the important
economic concepts of absolute and comparative advantage.

(1) Absolute advantage

Consider the following example . .

Country A produces record albums very efficiently, but
does not have the resources or technology to produce stereo
headsets efficlently. Using the equipment available, it takes
a worker in Country A two hours to produce & record
album, but seven hours to produce a stereo headsets.
Country B, on the other hand, has the resources and
technology to manufacture <t-* 5 headsets quite efficiently ,
but lacks the capability iv make record albums efficiently.
Using the equipment available,it takes a worker in Country
B four hours to produce a record album, but only three

8



hours to make a stereo headset.

 First, let’s imagine that Country A and Country B
decide to work alone, not trading with each other. then
Country A will spend nine hours to make one headset and
one album,Country B will spend seven hours.

If each country wants an equal number of albums and
headsets, how many albums and headsets can be produced
respectively in one 36 -- hour work week by one worker in
Country A and Country B? The result can be easily got:tour
and five.

Now., let’s assume that Country A and Country B
respectively decide to specialize in what they produce best;
these are the items in which they have an absolute
advantage. Therefore, Country A has the advantage in
making albums, Country B has the advantage in making
headsets.

If country A makes only alhums. it would be able 1o
produce 18 in one 36 — hour work week by one worker:
Country B.12 headsets,

Now,Country A and Country B need to trade so that
people in both countries will be able to buy headsets and
albums. Let’s say that they agree that two headsets will be
worth three albums and they trade on these terms, Each
side decides to trade half of what it produces. Then the

result is as follows;



Working Their Own Specializing and Trading
albums headsets
6

albums beadsets
Country A 4 4 9
Country B 5 5 9 )

From the above, we conclude that f one country
specializes in producing the goods in which it has absolute
a&vantage and imports the goods in which 1t has no
advantage,it will be benefited.

(2)Comparative advantage

The theory of absolute advantage, in fact, does not
adequately explain the basis for international trade,If it did,
a nation with an absclute advantage in the production of all
goods would have no incentive to trade. Bur this is not the
case,as the nineteenth — century economist David Ricardo
proved with his theory of comparative advantage. According
to Ricardo, foreign trade is mutually beneficial,even when
one nation is absolutely more efficient in the production of
every good,as long as there are differences in the relative
costs of producing the various goods in two potential trading
nations. As initially formulated, the theory of comparative
advantage is based on labor — cost differentials. Later
researchers have shown that both supply and demand
- factors play a role in determining the relative prices of
commodities that form the basis for mutually advantageous

exchange.
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Suppose that Country € can produce both record

albums and stereo headsets more efficiently than Country

D.

Tirue for Making Time for Making
One Album One Headset
Country 3 hours 3 hours
Country D 7 hours 4 hours

If each country produces the products alone and wants
an equal number of albums and headsets. Country C can
make 6 albums and 6 headsets in one 36 —hour work week
by one worker; Country DD, 3 albums and 3 headsets,

Now, let’s assume that these two countries decide to
speciallze and trade. Country C  should specialize in
manufacturing the product ~in which {ts advantage is
comparatively greatest. Coui{t\“&"g{) should ‘s;ﬁzl:ialize in the
item where its disadvantage is comparatively less. This is
the principle of comparative advantage. Under this
principles Country C should produce album; Country D
headset.

How many albums can one worker in Country C
manufacture in a 36 —hour work week?How many headsets
can one worker in Country D produce in a 36 —hour work
week? We can get the answers of 12 and 9.

Now, the two countries must trade. Let’s say they

agree to trade three headsets for two albums. Country D

A



