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Chapter 1

Introduction to Foreign Trade

International Trade Business, which is one of the basic courses for both full
time and part time college students majoring in International Trade, intends to
study the business related to international trade. It aims to enable students to grasp
knowledge and skill of international trade business through the study of the course.
Students are expected to learn to do business in accordance with the companies’
business plan, the trade policy, the existent laws and regulations of our country

and the international trade conventions.

1.1 What Are We Going to Learn in This Course?

International trade in goods is finalized through such business stages as
negotiation, making and fulfilling sales contracts. Among them, making and
fulfilling sales contracts are especially important to both contractual parties. A
contract that a firm of a certain country enters into with another firm in another
country for the sale or purchase of goods is called as an international sales contract
or a contract for the international sale of goods, which is, in fact, an agreement
between two parties of different countries that concerns the sale of goods and the
payment for the goods. Basically, it stipulates the respective rights and obligations
of both parties in the purchase and sale of goods which are seen in the clauses of
the contract, i.e. the specific trade terms and conditions, including the
description, quality and quantity of goods, their packing and prices, the delivery
date and place, mode of transportation, their insurance, payment, inspection,
claim for loss or damage, force majeure, settlements of complaints, disputes and
breach of the contract, etc. As these clauses involve different interpretations in
terms of international trade convention and laws of different countries, it adds
difficulty in doing business with a firm in a foreign country. For this reason,
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therefore, it is always necessary for a student of international trade to get familiar
with some related international trade convention and rules, and regulations of
related law. Besides, it is also the basic requirement that every businessperson of
foreign trade should use these trade convention and rules and regulations of law as
well as trade policy with flexibility to the advantage of our country.

In accordance with the above-mentioned requirements, the textbook lays
stress on the specific clauses of a contract for the international sale of goods, both
the signing and fulfillment of a contract and its usual practice.

It should be pointed out, however, that derived from traditional mode of
business, there appear new ways of international trade applied to trade in goods,
technology and service. As a result, the international business world adopts such
trade practices as exclusive sales, agency, invitation to tender and submission of

tender, consignment, auction, processing trade, futures, etc.

1.2 What Is International Trade?

According to Encyclopaedia Britannica, all economic transactions that are
made between countries are referred to as international trade. In this sense,
international trade is an exchange of goods and labour services between countries
or regions. As this exchange takes place worldwide, it is also called world trade or
global trade.

Traditionally, import and export practice or international trade business
confines to the import and export of goods. However, in the Uruguay Round of
the General Agreement on Tariffs and Trade starting from 1986, the traditional
definition of international trade is for the first time extended to the import and
export of technologies and services on account of the practice of international
economic exchange. Up to now, many countries have accepted the new
definition. In our country, the new definition has been adopted into law. The
Foreign Trade Law of the People’s Republic of China revised and adopted by the
8th Session of the Standing Committee of the 10th National People’s Congress of
the People’s Republic of China on April 6, 2004 defines in Article 2 that “For the
purposes of this Law, ‘foreign trade’ refers to import and export of goods and

technologies and the international trade in services. ”
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A known fact is that ever since the 1960s, the rapid development of science
and technology has brought about a great expansion of productive force.
Consequently, with a further international division of labour, both the contents
and mode of international trade have been changed. In spite of the fact that the
technology transfer, which is mainly shown in the license trade, and international
trade in services have already formed a considerable proportion in international
trade, trade in goods or visible trade still remains the most elementary and
essential part of international trade either in our country or in other countries.
What is more, much of the practice of technology transfer and trade in services is
based on the practice of trade in goods while some other practice simply adopts
that of trade in goods. Therefore, it is essential that a student majoring in
International Trade should learn the basic theory and usual practice of international
trade for the purpose of meeting his /her future job requirement or enabling further
research in international trade.

1.3 What Are Characteristics of International Trade in
Goods?

International trade is more or less the same with domestic trade in that they
are both essentially commercial activities with the same purpose of sale and
purchase of goods which are restricted by the rules of economics. But they differs
from each other in the following aspects;

First, since international trade is done between two countries, it is likely to
be affected by the foreign trade policy, trade measures and foreign exchange
control of the countries concerned. Naturally, it is more difficult to do
international trade business.

Second, the trade business between two countries certainly involves the
problem of adaptation of related trade law and regulations of different countries
which give rise to the discrepancies and conflicts between two legal systems and
practices. The application of laws for the protection of international trade is more
complicated than we can imagine.

Moreover, both the quantities and sums of international trade in goods are

usually larger than those of domestic trade. There is always a long time span
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between the signing of a contract and fulfillment of it since it takes quite a long
time to transport goods from one country to another. Under the circumstances,
there exists inevitably greater risk in international trade.

Finally, the turbulence of international situation and the change of market
conditions often result in the trade disputes. What is more, the frequent fluctuation
of foreign exchange rates in the world, the rising and falling of goods prices in the
international market, and the occurrence of economic and financial crisis all add

greatly to the difficulty and risk in international trade.

1.4 Some Other Basic Concepts of International Trade

In order to understand better the international trade business, students are
expected to be familiar with some other basic concepts of international trade.

1.4.1 Export and Import

Export refers to the trade business that transport products manufactured or
proceed in one country including labour services to foreign countries for sale.

Import is, however, opposite to export. It is the trade business that involves
the transportation of foreign products, including labour services, to domestic
market for sale.

But sometimes an importer may import some products and then, without any
processing of the imported products export them again. In this case, this trade
business is termed as Reexport. On the other hand, if the exported products are
imported again without any process in foreign countries, this trade business is
termed as Reimport.

1.4.2 Value of Foreign Trade and Quantum of Foreign Trade

Value of foreign trade is an important index to show by means of currency of
a country the total value of trade in a given period, thus revealing the status of
foreign trade in the said country.

Quantum of foreign trade reflects by means of constant price the development
of foreign trade without consideration of inflation.
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1.4.3 Balance of Trade

Balance of trade indicates the balance between export value and import value
in a given period. Theoretically, favourable trade balance occurs when export
value exceeds import value while unfavourable trade balance occurs when import
value exceeds export value. Trade balance reaches its equilibrium when export
value amounts to import value.

Favourable trade balance is also termed as active trade balance, export
surplus, or simply trade surplus whereas unfavourable trade balance is also termed
as adverse trade balance, import surplus, or simply trade deficit.

1.4.4 Composition of Foreign Trade and International Trade by
Regions

The ratio between two kinds of products ( primary products and industrial
products) traded in a given period and the total volume of trade is reflected in
composition of foreign trade.

International Trade by Regions shows the extent of the involvement of
countries or regions in international commodity flow. In other words, it indicates
the distribution of countries or regions with their volume of trade in the world and

their respective position in the international trade.
1.4.5 Classification of International Trade

From different perspectives, international trade may be classified differently
so as to clearly reveal various kinds of trade.
1.4.5.1 Export Trade, Import Trade and Transit Trade

According to the direction of commodity movement, international trade may
be divided into export trade, import trade and transit trade.

Export trade and import trade are in a sense the same as export and import.
As stated previously in Export and Import, they refer to the trade activities that
transport products, including labour services, either to a foreign country or from a
foreign country.

But transit trade emphasizes the necessity of the passage of goods through a
third country for the purpose of transporting them from the manufacturing country
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(exporting country ) to consuming country (importing country ). For the third
country that allows the passage of goods, this trade activity is transit trade.
1.4.5.2 Tangible Trade and Intangible Trade

Depending on whether the real goods are traded, the international trade may
be divided into visible trade and invisible trade.

Tangible trade or visible trade is a trade that concerns real goods which are
visible. For this reason, visible trade is also termed as trade in goods.

Intangible trade or invisible trade emphasizes the intangibility of the products
traded. In other words, the object of trade is not visible. Invisible trade usually
includes trade in services and trade in technology.
1.4.5.3 Direct Trade, Indirect Trade and Entrepot Trade

From the point of view of trade relation, international trade may be seen as
direct trade, indirect trade and entrepot trade.

By direct trade, the products are sold directly to importing country without
transshipment via any other countries. This is a trade concluded directly between
two countries.

On the other hand, when a trade between an exporting country and an
importing country is executed indirectly through a third country, this is an indirect
trade. Transit Trade is one way of indirect trade.

However, if a trade is conducted not directly between an exporting country
and an importing country, but via a third country, this is so called entrepot trade.
There are usually two ways of entrepot trade; The goods are transported from an
exporting country to a third country and then without any process of the goods
transported to an importing country. Another way is to transport goods directly
from an exporting country to an importing country. But the trade is concluded
separately between the exporting country and the third country for export and then
between the third country and importing country for import.

1.5 What Are the Basic Procedures of Export Business?

In order to present a clear idea as to how international trade proceeds, we
think it advisable to explain first the basic procedures of export business.
In fact, the basic procedures of export business may be summed up in the
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following three stages, namely, preparation for export, negotiation of terms and
conditions for the formation of a contract, and fulfillment of a contract.

1.5.1 Preparation for Export

The preparation for export involves market survey, pricing, preparing goods,
advertising, contacting clients, etc. In a sense, the preparation for export lays a
good foundation for the next stage, the negotiation of terms and conditions for the
formation of a contract.

First of all, market survey is a way to collect related information about the
international market so as to study and predict its future movement, all of which
are the necessary basis for correct decisions. In international trade business, the
market survey usually focuses on specific importing country with regard to its
political and economic conditions, its foreign policy and trade policy, its principal
trading countries, its usual exporting and importing commodities, etc. The market
survey also aims at the target market conditions of the importing country in
general, the related products in particular, especially the varieties, styles,
qualities,, packing, etc. of the products and their sale, cost, consumption, prices,
principal suppliers, etc. Meanwhile, the market survey should try to discover the
prospective clients.

Second, pricing is made on the basis of market survey. It directly affects the
profit of the exporter. What are taken into consideration when making pricing are
the demand of the target market, the advantages and disadvantages of the
exporting products, and cost accounting, etc.

Moreover, advertising is an important way in the promotion of products. If it
is properly used, advertising will effectively influence the buying decisions of
clients in the importing country. The usual means of advertising includes
newspapers, magazines, TV, radio broadcast, brochure, etc.

Furthermore, contacting clients to establish a stable sale network is above all
important to an exporter. A reliable client with wide connections in his country is
a sure way of minimizing risks and maximizing profits. When contacting a client
for business for the first time, however, it is always advisable to take a policy of
caution. The exporter needs to get such necessary information about the client as

reputation, credit, financial status and business mode, etc. before concluding a



