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Chapter 1 Basics of International Trade

Learning Objectives

® The importance of international trade;

® The difference between international trade and domestic trade;
® The measurement of international trade;
(]

Trade protectionism and its various forms.

Opening Case

News Report
US Congress Backs Action on Renminbi

The US House of Representatives passed legislation that would punish China for undervaluing
its currency and harming the competitiveness of US manufacturers and exporters, in a move that could
heighten trade tensions between the two countries. r

China quickly attacked the legislation on Thursday as contrary to WTO rules and “a new move of
the US’ rising trade protectionism.” In a statement distributed through state media, a spokesman for the
Ministry of Commerce said China “has never undervalued the Yuan exchange rate to gain a competitive
edge.”

Although the bill’s fate remains unclear, since it still needs to move through the Senate and be
approved by Barack Obama, US president, its bipartisan passage in the House by a wide 348-79 margin

reflects growing frustration with China’s economic policies...

Questions for discussion:

1. What’s the purpose of the passage of legislation in the House of Representatives to punish China for
undervaluing its currency?

2. What’s the relationship between the foreign exchange rate of a country’s currency and its foreign

trade?



Chapter 1 Basics of International Trade

1.1 Brief Introduction to International Trade

1.1.1 The Importance of International Trade to National and Global Economy

International trade is the exchange of capital, goods, and services across international borders or
territories. It is also called import and export trade as the operations of international trade are comprised
of two parts—the import and the export. International trade is the aggregate of all the import and export
operations among the regions and countries in the world. International trade is a major form of the
interconnection among countries and regions in the world on the basis of international labor division,
reflecting the mutual dependence of these countries or regions in the economic area. In contrast to
international trade as an aggregate concept, the term, foreign trade/oversea trade, is used to refer to the
exchange of goods and services of one specific country (region) with other countries (regions). It is also

international trade, but viewed from a single country or region’s perspective.

Import and export trade is an important component of the world economy as well as the economy of an
individual country or region. Along the history which can be even traced back to caveman, the economic,
social, and political importance of international trade has been on the rise, especially in recent centuries.
Industrialization, advanced transportation, globalization, multinational corporations, and outsourcing are
all having a major impact on the international trade system and make the rapid growth of it a great fact.
Increasing international trade is crucial to the continuance and in-depth development of globalization.
International trade helps coordinate the supply and demand of the world market and promotes the sufficient
use of the resources worldwide. Without international trade, countries would be limited to the goods and
services produced within their own borders. In addition, international trade tightens the relations among
the participating countries and regions and booms the economic development of the whole world with the
general welfare for the people to be promoted to certain degree.

As for a single country or region, international trade represents the following importance:

(1) Stimulating economic growth. Being engaged in international trade, a country can enjoy a huge
market with over six billion potential customers for the goods or service it supplies. The huge international

demand leads to greater increase in production and extensive use of all kinds of sources, which helps to
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stimulate the economic growth and increase the employment rate by creating more job opportunities at
home. This is especially true of the countries such as China and India with intensive labor resources.

(2) Improving welfare. Through international labor division and the extensive exchange of all kinds
of products, efficient and increased world production brought about by the operations of international trade
allows people to consume a larger and more diverse bundle of goods at a lower cost, thus the welfare as
well as living standards of people is largely increased.

(3) Enhancing competitiveness of the domestic firms in the international market. Competition from
international trade forces domestic firms to be more efficient through indigenous innovation or introducing
new technologies and advanced equipment from abroad, thus their competitiveness in the international
market can be largely increased.

Since the opening and economic reform policy was implemented, especially with the entry into WTO,
China has achieved steady development in international trade which contributes a great deal to the rapid
development of China’s economy. By the year of 2011, China ranks the second among all countries in the
world in terms of GDP, with a 3rd position in total international trade. The introduction of foreign capital
and advanced technology highly accelerated its industrial development. In recent years, the main export
items of China have changed from the natural resources and light industrial products to machinery and
electronic goods. To further utilize the world market and resources, many enterprises are making efforts to

go global, which will in a deeper sense lead to China’s integration into the world economy.

Chart 1.1 Countries and Regions Ranking Top 10 in Total International Trade (2011)

Rank Comiteyor Reglon Total International Trade Date of
(Billions of USD) Information
; World 27,567.0 2010 est.
1 | BE=United States 3,825.0 2011 est.
. @ European Union (Extra-EU27) 3,791.0 2010 est.
2 | E@lchina 3,561.0 2011 est.
3 | M Germany 2,882.0 2011 est.
4 @ Japan 1,595.5 2011 est.
s |l Brrance 1,263.0 2011 est.
6 %United Kingdom 1,150.3 2011 est.
7 | s Netherlands 1,091.0 2011 est.
8 | .@. South Korea 1,084.0 2011 est.
o B Bray 1,050.1 2011 est.
- |EE8 Hong Kong 944.8 2011 est.
10 |§eefcanada 910.2 2011 est.

Source: Exports/Imports. The World Factbook.



Chapter 1 Basics of International Trade

1.1.2 Classification of International Trade

From different perspectives and according to different criteria, international trade can be classified as
different types. A general understanding of each type of international trade enables the potential traders to
gain an insight into the width and depth of it so as to make good preparations for their active participation
in this area.

I. Import, export and transit trade

Considering the directions of cargo flow, there are export, import and transit trade.

The import trade refers to the activities through which the goods produced or processed in other
countries or regions are transported to the domestic market for sale or consumption. While in contrast, the
export trade goes in a reverse direction. It refers to the movement of the goods produced or processed
in domestic market to other countries or regions for sale. The import and export trade are mentioned in
terms of the two parties involved in an international business transaction. The transaction is simultaneously
viewed as import for the buyer and export for the seller. In addition, if the imported goods are transported
to another country, this is known as re-export. Similarly, re-import occurs when the exported goods are
brought in.

If the goods produced or processed in Country A are transported to Country B for sale via a third
country, then the trade can be taken as transit trade as of this third country. The third country in this kind
of trade mainly makes a profit by imposing import and export duties on the goods coming into and going
out of its boundary. As the transit trade hinders the development of free trade, it is not acceptable to the
member countries of WTO.

2. Visible trade and invisible trade

In terms of the form of the goods traded, international trade can be classified as visible trade and
invisible trade.

Visible trade, also called tangible trade, refers to the import and export of goods that are physically
visible. Cars, garments, furniture, all kinds of equipment and things alike are all visible goods. Different
from the visible trade, invisible trade involves the import and export of the items that are not physically
visible. The transfer of the patent and technology, tourism, the financial and insurance services, international
transportation, and the labor services offered across borders of countries are the major forms of intangible
trade.

Although there is an apparently escalating trend of the fast growth in invisible trade with the
fast advancement in communication and technology, visible trade is still the most important form of
international trade. For this reason, visible trade is the focus of this text book. The procedures as well as
regulations and rules related to visible trade will be discussed in elaborate details.

3. Direct and indirect trade

Considering the number of parties involved in the international trade, there are direct trade and indirect



