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Chapter One
Part A Text

A Brief Introduction to International Trade

Trading is one of the most basic activities of mankind. It has existed in every society, every part
of the world, and in fact every day since the caveman came into being. International trade is a
business which involves the crossing of national borders. It includes not only international trade and
foreign manufacturing, but also encompasses the growing services industry in areas such as
transportation, tourism, banking, advertising, construction, retailing, wholesaling and mass
communications. It includes all business transactions that involve two or more countries. Such
business relationship may be private or governmental. In the case of private firms the transactions
are for profit. Government-sponsored activities in international business may or may not have a
profit orientation. .

In order to pursue any of these objectives, a company must establish international operational
forms, some of which may be quite different from those used domestically. The choice of forms is
influenced not only by the objective being pursued, but also by the environments in which the forms
must operate. These environmental conditions also affect the means of carrying out business
functions such as marketing. At the same time, the company operating internationally will affect to a

lesser degree, the environment in which it is operating.

HAARNKBABRFWIENZ —, BIHLHERARIES, HEETHRASM, T,
MARNTFIERELE T HHTAERS . EFEHSREAIBRERIHET R &5,
X, EMUEEEH S RESMER, RN EAEFNNR ST, E A mE En.
Helipdk s BATAE UE BSL. BEW. BRI LR AR, ARSI S E D
WEAANEANLLEEAR. KHESIED, WRERAMNER, HAEEERANXE.
NN BRI A H B ORI S53E 50, T E 5% E 7R 5t AT AR U LA B 1.

AREEEF, AR EECHEFASER. HPHEpRE5EN TS BAS
B BRI T SN FE K B A%, FI 5 A G I AR . X
%ﬁ@%@%%%ﬁ%ﬁ%%m%,m%%%%o@W,ﬁﬁ%%@&%%%@ﬁﬁgﬂﬁ,
RERXFE WA RIS H 5 AR A .

Section One Reasons for International Trade (347 H 755 H93hHL)

1. Resource Acquisition (F3K%EE)

International trade, also called foreign trade, or overseas trade, in essence, is the fair and
deliberate exchange of commodity and service across national boundaries. It includes import and
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export trade operations. It arises for many reasons.
Manufacturers and distributors seek out products and services as well as components and

finished goods produced in foreign countries. The different distributions of the world’s resources
determine the patterns of world trade. Some countries or regions are abundant in natural resources;
elsewhere, reserves are scarce or nonexistent. For example, the United States is a major consumer of
coffee, yet it does not have the climate to grow any fits own. So it has to import coffee from other
countries that are rich in coffee, like Brazil, Colombia and so on. Britain possesses large reserves of
coal but lacks many minerals such as copper and aluminum. The world’s raw materials are unevenly
distributed, and both modern manufacturing and agriculture require many different resources. Thus,
to obtain these through trading is an absolute necessity.

Climate and terrain affect the cultivation of some agricultural products, which a nation can
produce and trade internationally. Some South American countries, for instance, enjoy a favorable
climate for growing coffee. However, the United States almost does not grow coffee, and has to
import it. On the other hand, the climate and terrain of some states of America are ideal for raising
wheat. The wheat grown in the United States is so large that it is often exported to other countries.

B 5, NHSHS . HRAASREHIAE . WNAR L, HEFPEREME, B
BUUBHATES E R AR RS THAT . BEEHOLESFH OWEHEINE. XA
SHIXEHR SRR . v

G FMEHRIB R BAIRS, R dEETS I REEMERGS, BHEX
PR RAE . HFEAUR L RORES R R ESEERA S OKR. fim, £ELE—
NUMEEE 2 E, BB TRRRR, ERRARE WM, F, RERMAEA L=
Hz, B, FHMEL TSk Ok, XEAAKENEREE, NERI G, £2
KT =HIR. R &R RS AR, Wﬂﬁﬁﬁﬂﬂﬁﬂﬂ%%ﬁ%ﬁ?ﬂ%ﬁﬁ
BRltt, i 5 5 RARBUX L B YR R+ 4 L Y

SR R R A, X R AT AR E SR M T R R 5. W
fn, —HE—EERERKRIEEEEMEEN AR TRELEAEmEE, BAEO. B
—H, REFEMESURNLRREADENEK, Rk, XENIEFBERE, 2%

HOFHMER.
2. Benefits Acquisition &3 F5E)

With the development of manufacturing and technology, there has been another reason, i.e.,
economic benefit, for nations to trade. It has been found that a country benefits more by producing
goods it can make most cheaply and buying those goods that other countries can make at lower costs
than by producing everything it needs within its own border. This is often explained by the theory of
comparative advantage, also called the comparative cost theory, which was developed by David
Ricardo, John Stuart Mill, and other economists in the nineteenth century. The theory emphasizes
that different countries or regions have different production possibilities. Trade between countries
can be profitable for all, even if one of the countries can produce every commodity more cheaply. As

e
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long as there are minor, relative differences in the efficiency of producing a commodity, even the
poor country can have a comparative advantage in producing it.

Comparative advantage has directed countries to specialize in particular products and to
mass—produce. For example, the United States is relatively more efficient than Europe in producing
food (using one third the labor). Thus, while the United States has an absolute advantage in both
forms of production, its efficiency in food production is greater. Consequently, a great deal of

clothing is exported from Europe to the United States.

MR AR R, FET S MESERABTHSOER, MEFMS. A
AR, WR—ADERREFRRAN G, TR E RN R A L7 5,
AKX HE B AP AN RERE . 0 TFiX— 4, A% SRS mis kR,
BB R AT, REAT - Z2E. HEREE - HRA 19 LR —t
L FFEBTRE . HERBESCHESRE. ARARFHIMEAGRRGE T, §
FZRFIH B3I MAEF, B~ o BRI A=A R & . REREEE
—HREMRENE EEAERMBOANER, BRI E A A AERX R R e g

B 5] F 8 B L IR A =R G, B, 3 AR R B T K
WMo REEM™ G SRR S BRIPTR IS NI 13, SIEREFTES N H R KT E
(1720 WL, ZERERRLARENL H T, EEF AR RE, (5R AR 5 KRR L R R
M E R, Pril, FKEHKRREMBRMHED.

3. Diversification (Z#EZE)

Companies usually prefer to avoid wild swings in their sales and profits; so they seek out
foreign markets and procurement as a means to this end. Some film companies have to smooth their
yearlong sales somewhat because the summer vacation period (the main season for children’s film
attendance) varies between the northern and southern hemispheres. These companies have also been
able to make large television contracts during different years for different countries. Many other
firms take advantage of the fact that the timing of business cycles differs among countries. Thus
while sales decrease in one country that is experiencing recession, they increase in another that is
undergoing recovery. Finally, by depending on supplies of the same product or component from
different countries, a company may be able to avoid the full impact of price swings or shortages in
any country that might be brought about, for example, by a strike.

AR BB ERAFNENBIPIBES, A FEH2F BT H B XRS5 B
MIFEHE. b FREdb LR B BRI E AR R (R L s M R ) , s
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4. Expand Sales (¥ X$§€s)

Sales are limited by the number of people interested in a firm’s products and services and by
customers’ capacity to make purchases. Since the number of people and the degree of their
purchasing power are higher for the world as a whole than for a single country, firms may increase
their sales potentials by defining markets in international terms. Ordinarily, higher sales mean higher
profits.
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There still are some other reasons for international trade. Some nations are unable to produce
enough products of a certain item. Thus they have to import some to satisfy a large domestic demand.
Moreover, the preference for innovation or style also leads to international trade, which makes
available a greater variety of products and offers a wider range of consumer choice of a certain
product. Finally, some nations of the world trade with others mainly for political reasons. In those
cases, more considerations are given to political objectives rather than economic motivation.
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Section Two Problems Concerning International Trade (35 5<H 5% 5 15 8)

1. Cultural Differences (3{tZ£R6)5H)

When dealing in international trade(exporting and importing), a businessman has to face a
variety of conditions which differ from those to which he has grown accustomed in the domestic
trade. The fact that the transactions are across national borders highlights the differences between
domestic and international trade. Generally, there are certain differences which justify the separate
treatment of international trade and domestic trade. In particular, these differences include cultural
differences, monetary conversion, and trade barriers. Foreign traders must be aware of these
differences because they often bring about trade conflicts in international trade.

There are many cultures as there are peoples on earth. When companies do business overseas,
they come in contact with people from different cultures. They often speak different languages and
have their own particular customs and manner. The people of all cultures are ethnocentric. This
means that they judge the world from their own ways of looking at things. Therefore, in international
trade, business people should be on alert against different local customs and business norms.
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2. Monetary Conversion (%5 52 (a)588)

Monetary conversion is another major problem in doing international trade. If every country in
the world use the same currency, the world trade would be made much easier. But this is not the case:
a Canadian beer producer wants to be paid in Euro dollar. Currencies, like other commodities such
as beer,have a certain value. The only difference is that each currency’s value is stated in terms of
other currencies. Euro dollars have value in US dollars, which have a value in Britain pounds, or a
value in Japanese yen. These exchange rates change every day and are constantly updated in banks
and foreign exchange offices around the world.

Importing and exporting firms to whom the payment is made in foreign currency can be
involved in significant foreign exchange risks because of the fluctuation in exchange rates. An
importer, for example, does not receive a shipment immediately after ordering it, and is often given a
short period of commercial credit. Suppose a Canadian importer must pay a certain amount of
Canadian dollar in 60 days to a German exporter for the import of some equipment. This transaction
leaves the Canadian firm open to substantial exchange rate risk because during those 60 days, the
Canadian dollar may depreciate relatively to the Euro dollar, forcing the Canadian firm to spend a
large amount of Canadian dollars to satisfy its import commitment.
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3. Trade Barriers (B 58 £)

The third problem is trade barriers. It is generally assumed, as the famous economist David
Ricardo stated in the 19th century, that the free flow of international trade benefits all who participate.
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In actual practice, however, the world has never had a completely free trading system. This is
because every individual country puts controls on trade for the reasons:

(1) To correct a balanced-of-payment deficit.

Such a deficit occurs when the total payments leaving a country are greater than money in
receipt entering from abroad. The country then tries to limit imports and increase exports.

(2) In view of national security.

Nations sometimes restrict exports of critical raw materials, high technology, or equipment
when such export might harm its own welfare. )

(3) To protect their own industries against the competition of foreign goods.

This is generally on the grounds that infant industries need to be shielded from foreign
competition during their start-up periods. A country usually offers protection to its domestic
industries by taxing imports of similar foreign goods. The tax may be levied as a percentage of the
value of the imports, which is called an ad valorem tariff. When a tariff is added to the price of a
foreign product coming into a country, it raises the price of the item to the consumer.

Although tariffs have been lowered substantially by international agreements, countries
continue to use other devices to limit imports or to increase exports.
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There still exist other problems, but the above three are the most common problems in

international trade.
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Section Three Forms of International Trade (E k5% 5 EX)

Since there are tremendous differences between international trade and domestic trade, some



