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Unit 1 International Trade Theories and Policies
EPRR B 5BR

Part 1 Intensive Reading #&5i%

Passage 1 Comparative Advantage and International Trade Lt B 5 ERR S

It seems that most countries of the world have a strong desire to mutually expand their trade.
At first sight, different nations appear to have many different economic, political and social
reasons for wanting to trade. Under the surface, however, there is a common financial advantage
enabling all countries to make a profit through international trade.

In his original state, man was self-sufficient, providing food, shelter and clothing, simple
though it was, for his family. /¢ did not take long, however, for him to realize that there were
some things he was more capable of doing than others and that it would benefit him to
concentrate his efforts on the production of those goods in which he was particularly proficient
and leave others to produce the goods that called for skills which he did not possess. This was the
beginning of specialization. And specialization on an international basis has now proved to be
really worthwhile.

The concepts of absolute and comparative advantage play a crucial role in the specialization
between countries. A country has an absolute advantage in the marketing of a product if it is the
sole producer, or can produce it for less than anyone else. Examples of absolute advantage are
rare since few nations are sole producers and economic conditions rapidly alter production costs.

A more realistic approach toward international specialization is that of comparative
advantage. This concept says that a nation has a comparative advantage in an item if it can
produce it more efficiently than alternative products. Nations will usually produce and export
those goods in which they have the greatest comparative advantage, and import those items in
which they have the least comparative advantage.For example, the United States, being a highly
industrialized nation with good natural resources, tends to export manufactured items and natural
resources, such as coal. By contrast, countries with low-cost labor tend to specialized in products
that require a significant labor content such as textiles, shoes, and clothing.



Passage 2 The Product Life Cycle Theory and International Trade
FRERBREL S ERRS

The product life cycle is based upon the biological life cycle. For example, a seed is planted
(introduction); it begins to sprout (growth), it shoots out leaves and puts down roots as it becomes
an adult (maturity); after a long period as an adult the plant begins to shrink and die out (decline).

In theory, it’s the same for a product. Individual products pass through distinct phases: after
a period of research and development, and trial manufacture, there is a period of introduction
characterized by slow growth and high development cost. This is followed by a period of growth
as sales and profits rise. A phase of maturity and saturation is then experienced as sales level off
and the first signs of decline occur. The final phase is decline, characterized by lower sales and
reduced profits, and eventually withdrawal, even final disappearance from the market.

However, in reality very few products follow such a prescriptive cycle. The length of each
stage varies enormously. The decisions of marketers can change the stage, for example, from
maturity to decline by price cutting. Not all products go through each stage. Some go from
introduction directly to decline. It is not easy for us to tell which stage the product is in.

Product life-cycle theory suggests that long-term patterns of international trade are influenced
by product innovation and subsequent diffusion. A country that produces technically superior goods
will sell these goods first to its domestic market, then to other technically advanced countries.
Developing countries will initially import and later manufacture these goods, by which stage the
original innovator will have produced new products with more advanced technology.

This usually applies to explain international trade of the technology-intensive product.
Because of the technological advantage it has, the innovating country is the sole producing and
exporting country of the new product in the stage of production. After some time, several other
technically advanced countries learn the new technology and begun to produce and export the
product. Meanwhile, the developing countries which have no technological advantage import the
new product from the innovating country and the several other technically advanced countries. This
situation will continue to the stage of growth. When it comes to the stage of maturity, some
developing countries may also learn the technology and begin to produce even export the product
while the innovator has begun to reduce the production and upgrade the technology. Finally, in the
stage of decline, the innovator and then the other technically advanced countries, may stop the
production of the “old” product and import it from the developing countries. Meanwhile, the
innovator has begun the stage of introduction of another new technological product.

Many cases could be found in reality to attest the theory. For example, many electronic
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home appliances, such as TVs, washing machine, micro-wave oven, were innovated in U.S. , the
firstly technologically advanced country in the present world. But now it is very difficult to find
the domestic manufactures of these products in U.S. and almost all these appliances used in the
families in U.S. are now imported from the developing countries including China.

Part2 Extensive Reading ;Zi%

Passage 1 An Overview of WTO tHR B FAHREER

The World Trade Organization (WTO) deals with the rules of trade between nations at a
global or near-global level. But there is more to it than that.

Essentially, the WTO is a place where member governments go, to try to sort out the trade
problems they face with each other. The first step is to talk. The WTO was born out of
negotiations, and everything the WTO does is the result of negotiations. The bulk of the WTO's
current work comes from the 1986-94 negotiations called the Uruguay Round and earlier
negotiations under the General Agreement on Tariffs and Trade (GATT). The WTO is currently
the host to new negotiations, under the “Doha Development Agenda” launched in 2001.

Where countries have faced trade barriers and wanted them lowered, the negotiations have helped
to liberalize trade. But the WTO is not just about liberalizing trade, and in some circumstances its
rules support maintaining trade barriers — for example to protect consumers and prevent the
spread of disease.

1. Function

At its heart are the WTO agreements, negotiated and signed by the bulk of the world’s
trading nations. These documents provide the legal ground-rules for international commerce.
They are essentially contracts, binding governments to keep their trade policies within agreed
limits. Although negotiated and signed by governments, the goal is to help producers of goods
and services, exporters, and importers conduct their business, while allowing governments to
meet social and environmental objectives.

The system’s overriding purpose is to help trade flow as freely as possible — so long as
there are no undesirable side-effects. That partly means removing obstacles. It also means
ensuring that individuals, companies and governments know what the trade rules are around the
world, and giving them the confidence that there will be no sudden changes of policy. In other
words, the rules have to be “transparent” and predictable.
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