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CHAPTER
1

INTRODUCTION TO
INTERNATIONAL TRADE

S R N N (B S I P I R e S P PN S B A S BN S I P PN e S R BN S e o5

W
¢
Chapter Objectives ¢
¢
1. To learn the definition and features of internaticnal trade; %

2. To understand the basic concepts in international trade.
T e T e e e

{\9»\9*\9» S s

1.1 Definition of International Trade

1.1.1 Trade

Trade is the activity of buying, selling, or exchanging goods or services between peo-
ple, firms, or countries. Trade is also called commerce. A mechanism that allows trade is
called a market. The original form of trade was barter, the direct exchange of one good or
service for another. To get your restaurant meal, for instance, you would have to offer the
restaurant something of immediate value. Modern trades generally negotiate through a medi-
um of exchange, such as money. The existence of money makes trade easier, which allows
trade to be roundabout. All sorts of commodities can be traded, ranging from a small quanti-
ty of a precious metal to a supertanker full of oil, Trade products fall into three main catego-
ries: primary products are natural resources obtained from mining, forestry, agriculture,
and fishing, such as tin, wood, grain, and fish; secondary products are manufactured from
primary products, and include cars, computers, ships, and clothes; tertiary products are
services provided by banks, insurance companies, law firms, and other professional organi-

zations.
1.1.2 International Trade

International trade is also known as world trade, foreign trade. overseas trade, etc. In-
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ternational trade is the exchange across national borders of goods, services, factors, and the
impacts of this trade on domestic and global economies. In most countries, it represents part
of Gross Domestic Product (GDP). While international trade has been present throughout
much of history, its economic, social, and political importance has been on the rise in recent
centuries. Industrialization, advanced transportation, globalization, multinational corpora-
tions, and outsourcing are all having a major impact on the international trade system. In-
creasing international trade is crucial to the continuance of globalization.

International trade is also a branch of economics, which, together with international fi-
nance, forms the larger branch of international economics. Increasing international trade is

basic to globalization.
1.1.3 Features of International Trade

International trade is the trade in commodities and factors that takes place among na-
tions. The basic motivations for all such exchanges, involving trade between nations, be-
tween regions, and individual consumers, are similar, including differences in tastes and fac-
tor endowments. However, there are some unique features of international trade. First,
though it is reasonable to assume that labor is completely mobile within a country, labor
mobility among countries is severely restricted because of government regulation and differ-
ences in such things as language, religion, and social customs. Indeed, it is usually assumed
in trade theory that labor is completely immobile among countries. Much of the theory of in-
ternational trade also assumes capital to be immobile among countries, Differences in the de-
gree of factor mobility are important because they help govern the incentives for and the im-
plications of trade in commeodities.

A second distinguishing feature of international trade is the governmental regulatory
power that does not.exist in individual or interregional trade. Countries impose tariff and
non-tariff barriers against imports. They limit the free flow of factors of production among
countries and even adjust domestic policies so as to change the pattern of international trade.
Such activities are virtually unknown among regions within the same country and in many

countries are actually against the law.

1.2 History of International Trade

Trade between the peoples and countries of the world is as old as human history. Land
and sea routes connected the first civilizations in Mesopotamia and around the Mediterra-
nean; and the Phoenicians of the eastern Mediterranean traded metals, cedar wood, cloth,
and animals across the sea as early as 3000 BC. One of the most important land routes was
the Silk Road, connecting China in the east with the Roman Empire in the west. Silks, gem-
stones, perfumes, and other luxury goods were carried along this route from 300 BC on-

wards, providing a direct link between two of the major civilizations of the world. The Euro-
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pean end of this route was controlled first by Constantinople (Istanbul) and then by the cities
of northern Italy, particularly Venice, which grew rich on the proceeds of this trade.

In the 15th and 16th centuries, the Spanish development of sea-going vessels and ad-
vances in navigation by the Portuguese and Spanish led to a vast increase in world trade, as
European merchants sought out new markets in Africa and Asia and brought back rare spices
and other exotic goods. All of the major European nations set up trading posts around the
world which grew into colonies and eventually, between the 16th and 19th centuries, devel-
oped into iand—based empires many times the size of their parent countries.

During the 18th and 19th centuries, the Industrial Revolution transformed the British e-
conomy into the richest in the world. New factories manufacturing cotton and other goods
sprung up throughout the country, requiring raw materials from overseas to keep them sup-
plied. This led to a vast increase in world trade and established Britain as the world’s largest
trading nation. The development of railways and steam ships enabled goods to be transported
around the world in a fraction of the time achieved by sailing ships. A century later, most of
Europe and North America were industrialized, leading to the dominance of the world econo-
my by a few key nations. Until the mid-20th century, trade was mainly in primary products,
but today it is dominated by the import and export of secondary and tertiary products be-
tween industrialized nations.

The pattern of world trade has shifted in the 20th century as developed nations have set
up their own manufacturing plants in developing countries, where labor and manufacturing
costs are much cheaper. This situation can be both helpful and harmful to the developing
country. For example, the new industry can create employment for the people living there,
develop the infrastructure, and boost the economy. However, such a set-up can also be seen
as exploitative because wages are often very low, the majority of profits go to the manufac-
turer, and the situation often prevents the host country from developing its own manufactur-
ing base, thereby increasing its reliance on expensive imports. Today, tourism is an increas-
ingly important service industry in developing nations whose economies would otherwise be
solely dependent on one or two primary products. As these poorer countries become more
profitable, they will have more money to invest in their own industries, and so the balance of
trade will shift again, as it continues to reflect the fluctuating fortunes and needs of the na-

tions of the world.

1.3 Basic Concepts of International Trade

1.3.1 International Trade Classification

There are various forms of international trade and they can be classified into various cat-

egories according to a number of different criteria.



6 PART I International Trade Theory and Practice

1.3.1.1 Export Trade, Import Trade and Transit Trade

From the d'irection of the movement of commodity traded, international trade can be
classified into export trade, import trade and transit trade.

Export trade means to transport the goods which are produced and processed in domestic
market to international market for sale. On the other hand, import trade is made in the re-
verse direction; it refers to the transaction to transport the goods from foreign countries to
domestic markets for sale or use.

1f goods are transported from the producing country to the consuming country via a third
country’s border, this is known as transit trade. Transit trade can be further divided into di-
rect transit trade and indirect transit trade. Direct transit trade means the goods are not
placed in the bonded warehouse of the third country, but further transported toward outside
along the domestic transportation line under supervision of the customs of the third country,
In this sense, the third country earns its profit mainly by imposing import and export duties
on the goods when they enter into or leave the boundary of the third country.

In contrast, indirect transit trade refers to the fact that goods are first placed in the
bonded warehouse of the third country and then transported further to the importing country
without any additional processing. Under this situation, the third country is able to earn the
warehouse charges besides the above-mentioned customs duties. However, under neither
case shall the third country obtain profits form goods processing or assembling.
1.3.1.2 Tangible Trade and Intangible Trade

From the form of the goods, international trade can be classified into tangible trade and
intangible trade.

Tangible trade, also referred to as visible trade, is the exchange of physically tangible
goods. There are many varieties of goods being traded internationally. According to SITC
(Standard International Trade Classification), the international trade commodities could be
classified into 10 categories as follows; food stuffs (0); beverages and tobacco (1) ; non-food
items (not including fuels) (2); mineral fuel, lubricating oil and related raw material (3);
animal and vegetable oils and fats and wax (4); chemical industrial products and related
products (5); finished products classified by raw materials (6); machinery and transpbrta—
tion equipment (7); other products (8); items of unclassified commodities (9).

When we import/export the above goods, we have to carry out importing/exporting
customs formalities and the goods should be checked by the customs. Therefore, such trans-
actions are observable, i. e. visible. These tangible commodities have to be shipped from the
exporting country to the importing country.

Intangible trade is the international exchange of intangible goods, such as service and in-
tellectual property right. Such transactions can not be observed and recorded by the cus-
toms, which is the reason why they are also termed invisible trade, Intangible trade is far
more complicated than tangible trade and very much different from it.

General Agreement on Trade in Services (GATS) defines the trade in services as: (1)
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services supplied from the territory of one party to the territory of another (for example, TV
shows); (2) services supplied in the territory of one party to the consumers of any other (for
example, tourism); (3) services provided through the presence of service providing entities
of one party in the territory of any other (for example, banking); (4) services provided by
nationals of one party in the territory of any other (for example, construction projects or
consultancies). _

Agreement on Trade Related Aspects of Intellectual Property Rights (TRIPs) defines
the scope of the intellectual property rights as follows: copyright, trademark/service mark,
patent, trade secret and know-how, geographical indication, industrial design, layout design
of integrated circuit, etc.
1.3.1.3 Direct Trade, Indirect Trade and Entrepot Trade

From the number of participants involved, international trade can be classified into di-
rect trade, indirect trade and entrepot trade.

Direct trade means that goods are transported directly from the producing country to the
consuming country. In this case, only two parties are involved in the transaction, namely the
exporter and the importer.

Indirect trade, or trade through intermediate countries, on the other hand, occurs when
goods pass through an intermediate country other than the producing or consuming country,
remaining in that country for some length of time before shipment to the destination. Three
parties are involved in indirect trade: the exporter, the importer and the intermediate party.

Entrepot trade refers to the transaction which involves importing goods from overseas
for further processing or assembling and then re-exporting the goods abroad. Entrepot trade
involves only one party, who is the importer, the processor, and at the same time also the
exporter,
1.3.1.4 Barter Trade and Free-liquidation Trade

From the settlement instrument involved, international trade can be classified into bar-
ter trade and free-liquidation trade.

Barter trade means the direct exchange of goods or services—without an intervening me-
dium of exchange or money—either according to established rates of exchange or by bargain-
ing. It is considered the oldest form of trade.

Free-liquidation trade refers to the exchange of goods or services with an intervening
medium of exchange or money according to rates of exchange, Cash trade is one form of free-
liquidation trade.

In addition to the above-mentioned forms of international trade, there are also some oth-

er types of international trade that are classified under other norms or criteria.

1.3.2 Important Terms about International Trade

1.3.2.1 General Trade System and Special Trade System

There are two systems of recording merchandise exports and imports in common use.
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They are referred to as general trade system and special trade system.

General trade system is a system under which statistic figures are collected based on the
country territory. It covers all types of inward and outward movements of goods cross the
country border. '

Special trade system is a system under which statistic figures are collected based on the
customs territory. It covers all types of inward and outward movements of goods through the
customs territory.

The two systems differ because of the difference between the country territory and the
customs territory. Normally, the two territories are the same. But sometimes, the former
may be larger than the latter. Many countries set up bonded warehouses and free trade zones
which are in the country territory but out of the customs territory. Thus the customs territo-
ry is not as large as the country territory. In other special cases, the country territory may be
smaller than the customs territory. For instance, as to the members of EU, such as France,
German, Italy and etc. , they all have the uniform customs territory of EU which is much
larger than their individual country territories.
1.3.2.2 Value of International Trade and Quantum of International Trade

Value of international trade refers to the sum of the exports based on FOB prices of all
nations within a certain period, and sometimes it may be also called the value of world trade.
It shall be distinguished from the term “value of foreign trade” which means the total amount
of the import and export of a nation within a certain period.

Quantum of international trade is the value of international trade without the influence
of the factor of price fluctuations. It is calculated on the basis of the value of international
trade within the same period by a statistical method. For example: in 1997, the value of in-
ternational trade is $ 5440 billion. Take 1990 as the basic period, the price index in 1997 is
200%. Then the quantum of international trade is $ 5440 billion /200% = $ 2720 billion.

In the same way, the quantum of foreign trade is to be calculated on the basis of the val-
ue of foreign trade of the certain nation.
1.3.2.3 The Commodity Composition of International Trade

The commodity composition of international trade is the constitution of all kinds of
goods in world trade. As for an individual nation, the constitution of all kinds of goods in its
foreign trade is termed “the commodity composition of foreign trade”. Here, generally
speaking, the trade goods shall be classified according to SITC.
1.3.2.4 The Geographical Composition of International Trade

The geographical composition of international trade indicates that which is the biggest
trader in the world and which is the second and so on. As far as an individual nation is con-
cerned, the term “geographical composition of foreign trade” shows that which country is its
most important trade partner.
1.3.2.5 The Degree of Dependence on Foreign Trade

The degree of dependence on foreign trade indicates the role of foreign trade in a



