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International trade

1.1 Scope of book

Since this book was first published 27 years ago, it has become an established
standard work on the subject and the market leader in its field. Moreover,
the pattern and complexity of world trade has changed enormously. Today
it is a very high profile international business which is driven by many
elements including technology, logistics, marketing, politics, finance,
E-commerce, innovative strategies, social/economic well-being, wealth
creation and the economic development of markets/regions. Overall, trade
means wealth and political power and influence worldwide. It encourages
investment and develops high professional standards. The fifth edition is
the vehicle for knowledge and good practice to realise this objective.

Furthermore, trade has become increasingly complex and this is best
exemplified by citing the exporter who hitherto designed, manufactured
and assembled the product in the exporter’s country. Today, more and
more exporters are out-sourcing most of their components to take advan-
tage of high-tech and lower cost and assembling the product in the
importer’s or third world country. Additionally, we are experiencing an
enormous increase in Business to Business (B2B) and Business to
Consumer (B2C) trade. Much of this is driven by E-commerce and logis-
tics.

Hence, there is a paramount need for all involved in the conduct of
international trade to be completely professional and focused on develop-
ing a competitive global product/service.

The book is structured in three parts: the export office and transport
modes at the commencement; constituents of the export contract includ-
ing finance, rates, customs and cargo/credit insurance; and finally a stra-
tegic input embracing execution of the export order, documentation, trade
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CHAPTER 1 INTERNATIONAL TRADE

law, market entry options, E-commerce, international physical distribution
management and planning. The text contains, throughout, case studies
and further recommended reading.

Basically, there are three major trading areas of the world: Europe
incorporating the expanded European Union (25 countries and possibly 28
by 2007/08) and single market, North America featuring NAFTA and the
Far East/Sub Continent featuring ASEAN, Japan, China and India.

An analysis of the growth in world merchandise trade by region 1995-
2002 (Table 1.1) and by commercial services 1995-2002 (Table 1.2) is given
below and merits close study. There is a particular focus on China and the
EU.

The main driving force in the world economy remains trade and
investment. Service trade will continue to grow faster than goods trade,
and goods trade and investment will continue to grow faster than trade.

TABLE 1.1 Growth in the value of world merchandise trade by region, 2002(Billion
dollars and percentage)

Exports Imports

Value  Annual percentage change Value Annual percentage change
2002 1995-00 2001 2002 2002 1995-00 2001 2002
6272 5 4 4 World 6510 5 —4 4

946 6 =6 —4 North America® 1431 10 -6 2

350 10 -3 0 Latin America 350 9 —2 -7
2657 2 0 6 Western Europe 2659 3 -2 4
2449 2 0 6 European Union (15) 2447 3 -2 4

314 7 5 10 C./E. Europe/Baltic 299 4 11 11

States/CIS
148 8 12 14 Central and 177 9 9 11
Eastern Europe

107 5 —2 4 Russian Federation 61 -6 20 13

140 6 -6 2 Africa 135 0 2

244 12 -8 0 Middle East 178 4 6 7
1620 5 -9 8 Asia 1458 3 =7 6

417 2 =16 3 Japan 337 2 -8 -3

326 1 7 22 China 295 1 8 21

603 5 -12 6 Six East Asian traders 550 2 -13 4

@ Excluding Mexico throughout this report.

Note: It should be mentioned at the outset that there are breaks in the continuity of the figures at the country
and regional levels.

Reproduced by kind permission of WTO.
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TABLE 1.2 Growth in the value of world trade in commercial services by region, 2002
(Billion dollars and percentage)

Exports Imports
Value  Annual percentage change Value Annual percentage change
2002 1995-00 2001 2002 2002 1995-00 2001 2002
1570 4 0 6  World 1545 4 1 5
309 7 -3 1 North America? 248 9 =1 1
56 6 -2 —4 Latin America 65 5 1 —9
763 4 9 Western Europe 716 4 3 9
686 4 3 10 European Union (15) 669 4 3
60 2 10  C./E. Europe/ 65 2 12 16
Baltic States/CIS
31 3 0 2 Africa 40 2 2 2
29 10 -10 =1 Middle East 45 5 -6 1
322 3 =1 7  Asia 367 2 -2 3
65 1 -7 2 Japan 107 =1 -7 0
39 10 9 20 China 46 8 9 18
150 3 -2 6 Six East Asian traders 137 3 —4 4

2 Excluding Mexico throughout this report.

Note: It should be mentioned at the outset that there are numerous breaks in the continuity of the figures at
the country and regional levels due to frequent revisions to the trade in services data. See the Technical Notes.

Reproduced by kind permission of WTO.

Overall, exporters worldwide are focusing their attention on develop-
ing a global strategy in their search for new markets and lower production
costs. This embraces all the elements of export strategy which this text
seeks to realise. Overall, it requires constant review in a changing market
and the development of an export-led strategy. Basically, it requires com-
plete professionalism at all levels of management — a feature extolled in
this book.

International trade is the process of exchanging goods or services between
two or more countries, involving the use of the Euro or more currencies.
Overall, it produces a more efficient employment of the productive forces
of the world. Hence, it embraces two basic elements. First, it is carried out
between two or more nations. Thus, when trade is executed beyond
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national frontiers, it is invariably subject to political, social, economic, and
environmental policies introduced by nations from time to time. To a large
extent, such policies (though desirable from a national or trading bloc
point of view) have either encouraged or hampered the free flow of
merchandise in international trade. The second factor is the use of different
currencies with their inherent exchange rate differentials - this is
eliminated in the Euro-zone countries; the terms of trade; or alternatively
the balance of trade. This produces a favourable result in some countries
but unfavourable in others.

Study Table 1.1 featuring the growth in the value of world merchan-
dise trade by region 1995-2002 and Table 1.2 detailing the growth in the
value of world trade in commercial services by region 1995-2002. Factors
contributing to Tables 1.1 and 1.2 include exchange rates and price devel-
opments; the depreciation of the United States dollar against the currencies
of major traders in Asia and Western Europe; sluggish import demand in
Western Europe; a short contraction of Latin America’s imports constituted
a drop on global trade expansion; China’s trade expansion (both imports
and exports) was three times faster than global trade and between 2000
and 2002 its exports and imports rose by 30 per cent — China has become
the fourth largest merchandise trader (if one counts the EU as a single
trader) in 2002; and chemicals emerged as the strongest trade growth dur-
ing period 2000-2002. It must be emphasized that the aforementioned
Chinese level of trade growth is not sustainable.

The foregoing demonstrates the range of factors contributing to why
Nations trade with one another and these can be further exemplified in dif-
ferences in taste, preferences and consumption patterns.

The rapid growth in international trade and specialization raises the
question of the economic reasons for trade. Why does Japan export mainly
manufactured goods and import principally raw materials? Why is the agri-
cultural sector in the USA so different to that of the Netherlands? But most
important of all, do countries gain or lose from opening up their bounda-
ries to international trade?

The key to such questions lies in the theory of comparative advantage.
This principle holds that a nation can raise its standard of living and real
income by specializing in the production of those commodities or services
in which it has the highest productivity or comparative advantage. The
benefits of specialization may also be affected by transport costs: goods and
raw materials have to be transported around the world and the cost of the
transport will narrow the limits between which it will prove profitable to
trade.

Extending the principle of comparative advantages a little further,
where a country has ‘absolute advantage’ in the production of two or more



1.2 FUNCTION OF INTERNATIONAL TRADE

products, it is still beneficial to trade. For example, the USA may have a
higher output per worker (or per unit output) than the rest of the world both
in steel and computers. However, it might still benefit the USA to engage in
trade — exporting computers (in which it is relatively more productive) and
importing steel (in which it is relatively less productive). Similarly, a country
will gain by trading with the USA, even if it is absolutely less efficient in the
production of a range of goods. It is unrealistic to believe a country has no
comparative advantage in anything. It may be the least efficient at every-
thing, but it will still have a comparative advantage in the industry in which
it is relatively least bad. Even if a country were the most efficient in every
industry, giving it an absolute advantage in everything, it could not have a
comparative advantage in everything. In some industries, its margin would
be more impressive than in others.

Further examples of comparative and absolute advantage are as fol-
lows: country A is better than country B in manufacturing washing
machines, and country B is better than country A at producing oranges.
Hence, both would benefit if B specialized in oranges and A specialized in
washing machines and they traded their products, thereby extolling the
law of absolute advantage.

Comparative advantages arise if countries A and B trade with each
other even if A is better than B at making everything. If A is superior at
making washing machines but only slightly better at producing oranges,
then A should still invest resources in what it does best — producing wash-
ing machines and export the product to country B.

However, country B should still invest in what it does best — producing
oranges, and export that product to country A, even if it is not as efficient as
country A. Both would still benefit from the trade. A country does not have
to be best at everything to gain from trade. The theory goes back to classical
economist David Ricardo. Every country has a comparative advantage.

To conclude our review of absolute advantage, a country with no abso-
lute advantage should concentrate on the products and/or services which
bring the greatest comparative advantage; and for a country having an
absolute advantage in all lines of production, then it would still be worth-
while to enter into trade provided there are comparative advantages in cer-
tain commodities. In such circumstances, the country should concentrate
on the products which bring the greatest comparative advantage. Trade will
not take place, however, if there is no comparative advantage.

In examining the theory of comparative advantage it should be
remembered that it assumes free trade which limits the benefits from spe-
cialization. Additionally, the theory ignores foreign exchange difficulties;
fails to take account of transportation and logistics costs, where increasing
costs can wipe out gains from trade; assumes constant cost of production
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