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Chapter 1

International Settlement under
Globalization

1.1 International Trade and Settiement

Global economic integration is an inevitable trend. The interaction and inter-reliance of the
world economy has been greatly strengthened. The founding of the World Trade Organization has
speed up economic globalization. Markets in different areas have become linked closely together.
They have been gradually integrated into one single market. In addition, the developments of
regional economic integration such as the EU and APEC have made great contributions to global

economic integration because they have set up models for other countries in the world to follow.

1.1.1 International Trade

A core element of globalization is the expansion of world trade through the elimination or
reduction of trade barriers, such as import tariffs. Greater imports offer consumers a wider variety
of goods at lower prices, while providing strong incentives for domestic industries to remain
competitive. Exports, often a source of economic growth for developing nations, stimulate job
creation as industries sell beyond their borders. More generally, trade enhances national
competitiveness by driving workers to focus on those vocations where they, and their country,
have a competitive advantage. Trade promotes economic resilience and flexibility, as higher
imports help to offset adverse domestic supply shocks. Greater openness can also stimulate
foreign investment, which would be a source of employment for the local workforce and could

bring along new technologies—thus promoting higher productivity.

1.1.2 International Settlement

Tracing back the history of international settlement, the medium of exchange originated
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from coins to notes. Later on, commercial drafts and other credit instruments emerged and

became popular to meet the needs of the constantly increasing business activities in both
geographical regions and volume of the international trade.

Due to globalization, the volume of international trade has boomed. International political,
economic and cultural exchange inevitably leads to credits and debts owed by one country to
another. Most of the international payments originate from transactions in world trade. With the
enormous international trades worldwide, the volume of the international settlement has
amounted to trillions of US dollars. Banks, as a result, are focusing more and more on the
development of the businesses because it is a major resource of profit.

International payments and settlements are financial activities conducted among different
countries in which payments are effected or funds are transferred from one country to another in
order to settle accounts, debts, claims, etc. The international settlement involves tangible trades,
intangible trades, foreign investments, funds borrowed from or lent to other countries and so on.
To be more specific, international payments and settlements may arise from commercial
payments, payments for the services rendered, payments between governments and transfer of
funds among countries. Depending on the creditability of financial institutions, both buyers and
sellers are usually willing to complete their settlement through banks respectively, and a financial
arrangement could be reached then.

1.2 International Settlement in New Era

Over time, the business of international settlement has developed its following noticeable
characters.

1.2.1 Computerization on Clearing

Information technology makes the international trade more efficient than ever. The
fulfillment of international settlement relies on the fund transfers between the sellers and buyers
through their respective accounts. Consequently, fund transfers are processed and settled through
certain clearing systems. For example, US dollar clearing systems include CHIPS, FEDWIRE,
book-transfer and ACH (Automated Clearing House). Each system uses a unique set of codes to
identify parties in a fund transfer.

Recently, the use of electronic media to switch funds and exchange related information
among banks and their customers at the global level has increased dramatically. SWIFT(Society
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for Worldwide Interbank Financial Telecommunications) is known as an important
communication system. It was developed to respond to the growing need of financial institutions
to process financial information electronically. Using the SWIFT network, banks can
communicate with both customers and colleagues in a structured, secure, and timely manner. Up
till recently, SWIFT is known as one of the most extensively used and sophisticatedly developed
systems to operate the business on a fast track.

1.2.2 Innovation on Products

Challenges and opportunities for banks to grow more and more competitive in a global
economy go hand by hand. Needless to say, to meet the higher and higher demand of the
international market, banks need to develop innovative products and deliver the best services
possible in whatever way they can. Many of the colleagues have set us an example. Same Day
Remittance Service and Future Advising applied in the business of remittance make the fund
transfer efficient. Irrevocable Reimbursement ensures the exporter’s bank to receive refund from
those risky areas.

1.2.3 Enhancement on Financial Means

The demand for finance arrangement under international settlement has increased since the
international trade has shifted from the seller’s market to the buyer’s market. A facility in fund
arrangement for buyers or sellers is referred to trade finance. This business is put into main
business scope of western commercial banks and becomes a target for tough competition in the
banking field due to its lower risk and cost.

1.2.4 Combination of International Settlement and Lending

International lending is often accompanied by international payments. In so doing, extensive
transactions, such as the export business of capital goods and engineering projects can be
promoted. The exporter’s credit extended to the sellers in the exporting country or to the buyers
or banks in the importing country can well serve as a typical illustration. Many international
financial means, such as project finance, structured trade finance, BOT and ABS are widely used

in our infrastructure constructions, like power stations, water stations and highway and subway.
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1.3 Types of International Methods

Usually international settlement is divided into three broad categories: remittance, collection
and letter of credit. Negotiable instruments, however, ways of international settlement and
documents used in the international settlement sometimes constitute the framework of
international settlement. For example, following payment terms can be read in the sales contracts.

1. The Supplier agrees that the Buyer will effect payments under the term of T/T against
receipt of B/L by fax.

2. Hong Kong Suppliers agree that the Buyer will effect payments under the term of CAD
(Cash against Documents).

3. Only in case of new Suppliers and first order to them, the Buyer might agree to effect
payments under L/C terms. The L/C charges on the Buyer’s side will be born by the Buyer and
the L/C charges on the Supplier’s side will be born by the Supplier. The Bill of Lading made out
to order and notify the Buyer.

4. In case that the Supplier still insist on L/C terms even after the first order, the Supplier

agree to take over all L/C charges on him . In those cases we request a Bill of Lading to be made
out to order.

1.4 International Customs and Practices

The International Chamber of Commerce is the world business organization. It is the only
representative body that speaks with authority on behalf of enterprises from all services in every
part of the world.

1. International practice concerning bills: Bill of Exchange,1882.

2. International practice concerning settlement: Uniform Rules for Collection (ICC
Publication No. 522), Uniform Customs and Practice for Commercial Documentary Credits,
1993 Revision (ICC Publication No. 500) and 2007 Revision (ICC Publication No. 600).

3. International practice concerning documents: Hague Rules, Hamburg Rules, International
Convention Concerning the Transport of Goods by Rail, Agreement on International Rail-Road
through Transport of Goods, Uniform Rules for a Combined Transport Documents, Institute
Cargo Clauses(ICC), International Rules for the Interpretation of Trade Terms (INCOTERMS
2000), UNCITRAL Arbitration Rules.
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