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An Overview of International Settiement
[H b &5 55 it ich

EEBIERE After studying this unit, you will be able to

e Find out about the concept, developing history and system of international settlement;

® Grasp the concrete conditions of international settlement;

e Understand the fund clearing systems in major international financial centers.

1.1 What is “International Settlement” {4 REREE

1.1.1 Definition of International Settlement [E R4 &K

International settlement refers to financial activities conducted across different countries, including payments
effected or funds transferred from one country to another, in order to settle accounts, debts, claims, etc. emerged
in the course of political, economic or cultural contracts among them. In a word, international settlement refers to
the activities of settling claims and debts among countries.

As everybody knows, most of the international payments and settlements originate from transactions in world
trade. To be more specific, international settlement may arise from:

(1) Visible trade. Visible trade involves the exchange, or the import and export, of tangible goods. In the
process of importing/exporting of commodities and goods between the buyers and sellers, importers in one country
should make payment to exporters in another country for the goods imported. On the other hand, exporters may re-
ceive payment from the overseas buyers.

(2) Invisible trade. By contrast to visible trade, invisible trade refers to business transaction of services in as-
pect of consulting, shipping services, tourism, and banking and insurance etc. Invisible trade represents an in-
creasing percentage of world trade. Invisible trade can be classified into the service trade and technology trade.

(3) Payments between governments. The government of one country may make payment to other country. for
political , military, or economic reasons, such as giving aids and grants, offering loans, providing disaster relief,
etc.

(4) Financial transaction. International financial transaction includes foreign exchange market transactions,
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syndicated loans, government supported export credits, international securities issues, etc.

(5) Others. Other modes of international payments and settlements include overseas remittance, educational

expenses, inheritance, etc.

1.1.2 Types of International Settlement [E R ERIFhAE

Generally international settlement can be divided into two types: international trade settlement and internation-
al non-trade settlement.

International trade settlement refers to financial activities arisen from international commercial transactions,
while international non-trade settlement means those financial activities across the borders generated in the course of
other economic, political and cultural contacts. Payments for visible trades fall into the category of international
trade settlement, and payments for services trade and technology trade, transfer of funds among countries arisen
from the need of government s or privates, such as disaster relief donation between governments, overseas remit-
tances, educational expenses, inheritance, etc. all belong to international non-trade settlement.

International trade settlement is the main part of the international settlement. In the process of international
trade, at the heart of every business transaction there are two core parties, 1. e. the buyer and the seller. Both par-
ties have one thing in common: to profit from the transaction and to expose themselves to the least risk
possible. Fundamentally, both in the domestic trade or in international trade, the buyer wishes to get the goods or-
dered and paid for, and the seller wishes to get payments for the goods shipped. In international trade, however,
there exists some uncertainty and risks for the buyer and the seller. As the transaction is to be done across border,
and the buyer and the seller are separated by long distance, differences in culture and business tradition, different
government and economic systems, different currencies, different legal and banking systems.

In the transaction, there are some concerns the buyers and sellers will have, such as the quality of goods,
certainty of payment and so on, in addition, the both parties will focus on whether the counterpart fulfills the con-
tract. The motivation for the seller to supply and ship the goods is to getting payments. Meanwhile, the buyer must
exchange money for the goods he ordered. It is obvious that the concern of both sides is eventually about
money. Therefore, payment becomes the touchstone for examining the integrity of performance of the two parties. Or
the most critical issue in the transaction is how to timely and safely recover the money and pay the money which
should be received or paid. To unsure both wins, two parties must strive to fulfill their contracts, and supervise
each other to perform the contract. Therefore, payment, as a most important stage in international trade, seems to
be a fund transfer, a clearance of debit and credit, but whether the payment is to be made effectively and efficient-

ly depends on the willingness and competence of the both sides in fulfilling the contract.

1.1.3 Basic Content of International Settlement ERZEHNEALAANE

In essence, international settlement is how to timely and safely make or collect payment for each individual in-
ternational transaction. Thus, international settlement is also called payments terms or payment methods in a con-
tract in international trade.

Traditionally, the main payment methods in international trade consist of consignment, payment in advance,
open account, remittance, documentary collection, letters of credit, standby letters of credit, and bank guaran-
tees. With the development of international trade and further involvement of banks in trade finance, another two

techniques are becoming increasingly important, 1. e. factoring and forfeiting.



1. Consignment ZHE

Consignment is the act of consigning, which is placing any material in the hand of another, but retaining
ownership until the goods are sold or person is transferred. There are two parties involved in goods consignment busi-
ness: one is the exporter or consignor or trustor, who is entrusted to another sales person; the other is the foreign
distributor or the underwriter, the trustee is to accept the consignment of goods or business. From a legal perspec-
tive, the relationship between the exporter and the foreign distributor in the consignment business is principal-agent
relationship, both parties shall be subject to the commission and the agents of the law. In other words, the export-
er, as the real owner of the goods under the consignment agreement, will have to be responsible for the freight,
insurance, warehouse, import duties, etc. and to undertake all the risks and losses incurred to the goods and then
he should carefully investigate the market conditions in the importing country, select creditworthy distributors, and
even require a bank guarantee when possible to protect against the risks.

2. Payment in advance F{¥

It is also called advance payment, which means the importer places the funds at the disposal of the seller prior
to shipment of the goods or provision of services. Under such method of payment, the exporter has immediate or ad-
vance use of the money and there is no risk at all to him. However, it is risky to the importer. Then only in a very
few cases, where the credit standing of seller is extreme good, the importer is in urgent need of the products that
the exporter is selling and there is no alternative sources of supply, the buyer can be willing to make payment in
advance.

3. Open account [&%H

In contrast with payment in advance, open account, also called sale on credit, means under an open account
payment arrangement the importer agrees to pay the seller at an agreed time and an agreed manner. Usually, there
are no strict contracts or documentation required between the two parties. Or, the goods are shipped to an importer
without guarantee of payment. If the importer does not pay on the agreed time, it may provide the least risk for the
importer and the greatest risk for the exporter. Thus, in general, there are some following issues that should be
considered in using open account: the credit of importer is very good, the importer and the exporter have already a
longstanding, friendly and profitable relationship, the exporter has sufficient liquidity to extend any necessary
credit to the importer or has access to export financing, the exporter believes the government of importer’s country
will not impose regulations deferring or blocking the transfer of funds.

4. Remittance ;L 3K

Remittance can be defined as the payment of a sum due from one party to another, such as a buyer to a seller,
through a bank by certain means of payment. That is, a bank, at the request of its customer, transfers a certain
sum of money to its overseas branch or correspondent bank and instructs them to pay to a named person or corpora-
tion who is domiciled in the country. Details will be discussed later in Chapter 3.

5. Documentary collection R 88 FE L

Collection is a kind of payment system, in which creditors submit financial documents or commercial docu-
ments or both for obtaining proceeds to the remitting bank and ask it to entrust his relational bank to make the docu-
ments available to the payer. Collection has two types: clean collection and documentary collection. Under a docu-
mentary collection, prior to the receipt of the goods, the importer is usually required to get the documents against

either payment or acceptance. A collection is, after all, a credit facilitated by an exporter to an importer. that is,
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the exporter dispatches prior his goods to the importer based on trusting the latter, however, there is the possibility
of the importer or his banker refusing to honor the draft and take up the shipping documents. A bank is involved in
the handling of the documents between the two parties and is risk-free as long as it will act in good faith and exercise
reasonable care. Details will be discussed later in Chapter 4.

6. Letter of credit {5 FE

Credit means any arrangement, however named or described, that is irrevocable and thereby constitutes a
definite undertaking of the issuing bank to honor a complying presentation. That is, a letter of credit is an undertak-
ing issued by a bank at the request of the importer or on its own behalf and in favor of the exporter, to pay the sell-
er or beneficiary the value of the draft and/or documents upon receipt of certain documents within a specified period
of time, provided the documents have fulfilled the terms and conditions of the credit.

A letter of credit is based on the bank credit. Issuing bank is primarily liable, in other words, provided that
the stipulated documents are presented to the issuing bank and that they constitute a complying presentation, the
issuing bank must undertake to pay. If the issuing bank invites another bank, such as its correspondent bank in the
exporter’s country, to assume an additional liability for the payment, this means that the letter of credit bears
double guarantee by both the issuing bank and the confirming bank. In addition, in credit operation all parties con-
cerned deal with documents and not with goods, services and / or other performances to which the documents may
relate. The Credit is an independent and autonomic arrangement / document. Details on letter of credit transactions
will be discussed in Chapter 5.

7. Guarantees/Standby letters of credit $R{THREE/ & BA{SHiIE

A guarantee is an irrevocable written undertaking made by the guarantor, namely, the issuing bank, at the
request of the applicant to the beneficiary, guaranteeing that the issuing bank will hold itself financially liable for
the consequences of non-performance of the obligations by the applicant to the beneficiary. A standby letter of credit
is similar to a guarantee and mostly used in cases where the buyer requests a trade transaction on an open account
basis. Standby letters of credit are originally used in the United States, where they take place of guarantees, which
under the laws of most US states may not be issued by banks. Generally speaking, a standby letter of credit is an
obligation on the part of an issuing bank to pay a beneficiary in the case of the nonperformance of the appli-

cant. Details on guarantee transactions will be discussed in Chapter 8.

8. Factoring {RIB

Factoring is a full financial package that combines services of credit protection, accounts receivable bookkeep-
ing, and collection of proceeds. When an exporter and an importer enter into an international transaction contract in
which O/A or D/A has been agreed upon, the exporter can sign an agreement with an international factor, under
which a supplier may or will assign, normally without recourse, accounts receivable to a factor for ledgering re-
ceivables, collecting proceeds and/or protecting against bad debts. If the debtor goes bankrupt or is unable to pay
its debts for credit reasons, the factor will pay the seller. The advantages of international factoring to exporters are in
some respects similar to the advantages in forfeiting. Details about factoring transactions will be discussed in
Chapter 8.

9. Forfeiting {@#HE

Forfeiting is the purchase of a series of credit instruments such as bills of exchange, promissory notes, or oth-

er freely negotiable instruments on a non-recourse basis. In short, forfeiting is the term generally used to denote the



purchase of obligations falling due at some future date, arising from deliveries of goods and services-mostly export
transactions-without recourse to any previous holder of the obligation. Forfeiting is generally applicable to- capital
goods trade settlement. In forfeiting the forfeiter provides 100% without recourse finance for the exporter and the

importer’s payment obligation is guaranteed by a local bank. Details will be discussed in Chapter 8.

1.2 Origin and Development of International Settlement EFREEHRES ZE

International settlement originated in international trade. With the development of commodity production, a
commodity exchange emerges, thus resulting in international trade. The historical development of international set-

tlement presents the following five characteristics.

1. From cash settlement to non-cash settlement MW EEEB|FEMESEE

Before the 6th century B. C. , goods were exchanged between traders in different countries on a barter basis. A
barter system of exchange of goods equivalently, puts the trading parties at great inconvenience. Then, gold, sil-
ver and other precious metals act as a general equivalent, and serve as a medium of exchange at the beginning of
the Sth century B. C. , thereby ending the barter transaction. Payment is to be made in cash between traders. This
direct transfer of precious metals is called cash settlement.

Cash settlement, there are many drawbacks, such as transportation risks, inventory inconvenient, difficulty
in distinguishing the authenticity, and so on. From the 11th century A. D. , in times of quick development of the
Mediterranean trade of goods, business people began to use the “written pledge” instead of cash. To the 16th and
17th centuries, first in Europe, “written pledge” gradually developed into the “instruments” . Instruments, such
as bills of exchange, promissory note and check, were created and gradually took the place of coins in internation-
al payments. With the establishments of foreign exchange banks at the end of the 18th century, international pay-
ments could be settled by way of transferring funds through the accounts maintained with these banks. From then
on, the non-cash settlement era began. Nowadays non-cash settlements are universally adopted all over the world.

2. From buying and selling of commodity to doing of documents MM L E R AIERH TS

In 18th-century capitalist period, trade has developed rapidly. By the end of 19th to early 20th century, with
the further development of capitalism, commerce, shipping and insurance sectors have been divided into three
separate sectors, and bills of lading, insurance policy and other commercial documents also appeared. Bills of lad-
ing, from a receipt of general cargo into a certificate of the title to the goods, can be negotiated by endorse-
ment. Insurance policy also became a negotiable document. Then, international trade settlement developed from the
sale of goods into the sale documents. Cash against document has displaced cash on delivery as the most popular
form of international settlement.

3. From direct settlement among business men to indirect settlement through banks

MEABMEEEERESRITHEELEE

As mentioned abové, under the conditions of barter trade and cash settlement, international trade payments
were made by the buyer directly to the seller. There is credit risk in the international payment and settlement direct-
ly between traders through a commercial paper. As a giving or receiving credit institution, Bank makes a change
from the settlement between the importers and exporters into the inter-bank settlement, through buying and selling

a variety of bills of exchange for different currencies, different amounts and different pay period. Banks acted as in-
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termediaries effecting international payments. With the worldwide banking network and modern banking technicali-
ty, banks can not only provide easy and quick transfer of funds needs for conducting international trade but also
furnish their customers with valuable economic and credit information. Nowadays banks have become indispensably
important financial intermediaries in international trade payment and settlement.

4. From simple trade terms to complicated trade terms which connected with both delivery of goods and

payment of proceeds MBI EAMEEEFBFRERHHESHREEYEF

In the past, international trade payments were settled on very simple price terms, such as cash on delivery,
cash on shipment, cash with order, cash before shipment, etc. In modern international trade, with the develop-
ment of international transportation industry, computer technology and Internet technology, international trade pay-
ments are effected in more complex price terms connected with both delivery of goods and payment of proceeds. As

indicated in the latest version of INCOTERMS'™ 2010 ( International Rules for the Interpretation of Trade Terms

2010), ICC Publication No. 715E, the 11 rules are presented in two distinct classes 2,
RULES FOR ANY MODE OR MODES OF TRANSPOTR
EXW EX WORKS T &M%
FCA FREE CARRIER R TKIEN
CPT CARRIAGE PAID TO AR
CIP CARRIAGE AND INSURANCE PAID TO 16 B R AR A &2
DAT DELIVERED AT TERMINAL ERE
DAP DELIVERED AT PLACE FRAEHLAS 5%
DDP DELIVERED DUTY PAID =R A
RULES FOR SEA AND INLAND WATERWAY TRANSPORT
FAS FREE ALONGSIDE SHIP WA
FOB FREE ON BOARD fi I 3e 4%
CFR COST AND FREIGHT A iz 2
CIF COST INSURANCE AND FREIGHT WA . AR s B

‘ ' INCOTERMS'™ 2010
B R 5 AR — A A T IR B S 4 B & Fl P e A KB, L4k 7 i R AE k3 5 2
FHEMERTHEERT S A AREGEETE, RAFRE, EFHERA TR (BFRTHREM
BN TRAHFEE T L AR R 4 & 2 e R,

AM 1936 FRFARSHCE (BRT HREMBEN) G, K% 1953 F, 1967 4 1976 F
1980 4, 1990 & 2000 & k1537, (BT HAEHEEL 2010) £ R T LHH 5 K 69 R 873§ ho,
O FABET ST RIS, AR R ERR Yzt e % oF TAF M, (BIRT HREME
WA 2010) LA AR T GAM, WAME B 13 FR VAT 11 &, FAEFHTARMN G RE SR
po A A (R B KR RAE A 2010) R BHALE B — MR FTA A T % A P e S R P 26
F—ANE T S REBERA,

© See INCOTERMS® 2010, ICC publication No. 715E, came into force in January 1, 2011.



1= kR |

INCOTERMS™ 2010 ¢4 £ & T 4t.;

1. Rigp£ehA%. §R%ke EFCD WK T A MK, PPER TAMERF XY RERERN T
EFe R rEK L e K5,

2. RHREAHZHRRNG 1I3FFEH 11 5,

3. M INCOTERMS2000 # v/~ D 28 % % K4&, BF DDU (Delivered Duty Unpaid) . DAF ( Delivered |
At Frontier) . DES ( Delivered Ex Ship) #= DEQ ( Delivered Ex Quay), R4&% 7 DDP ( Delivered :
Duty Paid) , ;

4. #¥gmmAr D 8% B K&, B DAT ( Delivered At Terminal ) %5 DAP (Delivered At Place ), |

5. B4, Fau, CanR HAEEARA R, ‘

FH KRB 34 A INCOTERMS® 2010 #7 5, %4 %2,

(1) EXW

“Exworks” means that the seller delivers when it places the goods at the disposal of the buyer at the seller’s

ex works (insert named place of delivery).

premises or another named place (i. e. works, factory, warehouse, etc. ). The seller does not need to load the
goods on any collecting vehicle, nor does it need to clear the goods for export, where such clearance is applicable.
The parties are well advised to specify as clearly as possible the point within the named place of delivery, as
the costs and risks to that point are for the account of the seller. The buyer bears all costs and risks involved in tak-
ing the goods from the agreed point, if any, at the named place of delivery.
(2) FCA

The rule may be used irrespective of the mode of transport selected and may also be used where more than one

free carrier (insert named place of delivery).

mode of transport is employed.

“Free Carrier” means that the seller delivers the goods to carrier or another person nominated by the buyer at
the seller’s premises or another named place. The parties are well advised to specify as clearly as possible the point
within the named place of delivery, as the risk passes to the buyer at that point. .

If the parties intend to deliver the goods at the seller's premises, they should identify the address of those
premises as the named place of delivery. If, on the other hand, the parties intend the goods to be delivered at an-
other place, they must identify a different specific place of delivery.

FCA requires the seller to clear the goods for export, where applicable. However, the seller has no obligation
to clear the goods for import, pay any import duty or carry out any import customs formalities.

(3) FAS

This rule is to be used only for sea or inland waterway transport.

free alongside ship (insert named port of shipment).

“Free Alongside Ship” means that the seller delivers when the goods are placed alongside the vessel (e. g. ,
on a quay or a barge) nominated by the buyer at the named port of shipment. The risk of loss of or damage to the
goods passes when the goods are alongside the ship, and the buyer bears all costs from that moment onwards.

The parties are well advised to specify as clearly as possible the loading point at the named port of shipment,
as the costs and risks to that point are for the account of the seller and these costs and associated handling charges
may vary according to the practice of the port.

The seller is required either to deliver the goods alongside the ship or to procure goods already so delivered for

shipment. The reference to “procure” here caters for multiple sales down a chain ( ‘string sales’ ), particularly
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common in the commodity trades.

Where the goods are in containers, it is typical for the seller to hand the goods over to the carrier at a terminal
and not alongside the vessel. In such situations, the FAS rule would be inappropriate, and the FCA rule should be
used.

FAS requires the seller to clear the goods for export, where applicable. However, the seller has no obligation
to clear the goods for import, pay any import duty or carry out any import customs formalities.

(4) FOB

This rule is to be used only for sea or inland waterway transport.

free on board (insert named port of shipment).

“Free on Board” means that the seller delivers the goods on board the vessel nominated by the buyer at the
named port of shipment or procures the goods already so delivered. The risk of loss of or damage to the goods passes
when the goods are on board the vessel, and the buyer bears all costs from that moment onwards.

The seller is required either to deliver the goods on board the vessel or to procure goods already so delivered for
shipment. The reference to “procure” here caters for multiple sales down a chain ( *string sales’ ), particularly
common in the commodity trades.

FOB may not be appropriate where goods are handed over to the carrier before they are on board the vessel,
for example goods in containers, which are typically delivered at a terminal. In such situations, the FCA rule
should be used.

FOB requires the seller to clear the goods for export, where applicable. However, the seller has no obligation
to clear the goods for import, pay any import duty or carry out any import customs formalities.

(5) CFR

This rule is to be used only for sea or inland waterway transport.

cost and freight (insert named port of destination).

“Cost and Freight” means that the seller delivers the goods on board the vessel or procures the goods already
so delivered. The risk of loss of or damage to the goods passes when the goods are on board the vessel. The seller
must contract for and pay the costs and freight necessary to bring the goods to the named port of destination.

When CPT, CIP, CFR or CIF are used, the seller fulfils its obligation to deliver when it hands the goods
over to the carrier in the manner specified in the chosen rule and not when the goods reach the place of destination.

This rule has two critical points, because risk passes and costs are transferred at different places. While the
contract will always specify a destination port, it might not specify the port of shipment, which is where risk passes
to the buyer. If the shipment port is of particular interest to the buyer, the parties are well advised to identify it as
precisely as possible in the contract.

The parties are well advised to identify as precisely as possible the point at the agreed port of destination, as
the costs to that point are for the account of the seller. The seller is advised to procure contracts of carriage that
match this choice precisely. If the seller incurs costs under its contract of carriage related to unloading at the speci-
fied point at the port of destination, the seller is not entitled to recover such costs from the buyer unless otherwise
agreed between the parties.

The seller is required either to deliver the goods on board the vessel or to procure goods already so delivered for
shipment to the destination. In addition, the seller is required either to make a contract of carriage or to procure
such a contract. The reference to “procure” here caters for multiple sales down a chain ( ‘string sales’ ) , particu-
larly common in the commodity trades.

CFR may not be appropriate where goods are handed over to the carrier before they are on board the vessel,



