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International Trade

Section A

JAntroduction.

In today’s complex economic world, neither individuals nor nations are self-sufficient.
Nations have utilized different economic resources; people have developed different skills.
This is the foundation of world trade and economic activity. As a result of this trade and
activity, international finance and banking have evolved.

For example, the United States is a major consumer of coffee, yet it does not have the
climate to grow any of its own. Consequently, the United States must import coffee from
countries (such as Brazil, Columbia and Guatemala) that grow coffee efficiently. On the other
hand, the United States has large industrial plants capable of producing a variety of goods, such
as chemicals and airplanes, which can be sold to nations that need them. If nations traded item
for item, such as one automobile for 10,000 bags of coffee, foreign trade would be extremely
cumbersome and restrictive. So instead of barter, which is-the trade of goods without an
exchange of money, the United States receives money in payment for what it sells. It pays for
Brazilian coffee with dollars, which Brazil can then use to buy wool from Australia, which in
turn can buy textiles from Great Britain, which can then buy tobacco from the United States.

The Reasons of International Trade
International trade, the exchange of goods between nations, takes place for many reasons.

The first, as mentioned above, is that no nation has all of the commodities that it needs. Raw
materials are scattered around the world. Large deposits of copper are mined in Peru and Zaire,
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diamonds are mined in South Africa and petroleum is recovered in the Middle East. Countries
that do not have these resources within their own boundaries must buy from countries that
export them.

International trade also occurs because a country often does not have enough of a
particular item to meet its needs. Although the United States is a major producer of sugar, it
consumes more than it can produce internally and thus must import sugar.

Third, one nation can sell some items at a lower cost than other countries. Japan has been
able to export large quantities of consumer electronics because it can produce them more
efficiently than other countries. It is cheaper for the United States to buy these from Japan
than to produce them domestically. According to economic theory, Japan should produce and
export those items from which it derives a comparative advantage. It should also buy and
import what it needs from those countries that have a comparative advantage in the desired
items.

Finally, International trade takes place because of innovation or style. Even though the
United States produces more automobiles than any other country, it still imports large
numbers of autos from Germany, Japan and Sweden, primarily because there is a market for
them in the United States.

For most nations, exports and imports are the most important international activity. When
nations export more than they import, they are said to have a favorable balance of trade. When
they import more than they export, an unfavorable balance of trade exists. Nations try to
maintain a favorable balance of trade, which assures them of the means to buy necessary
imports.

The Future of International Trade

In spite of the difficulties of predicting future trends in international trade, we can specify
factors that will be important. Some of these are: population growth, possible scarcity of
commodities, the food and energy situation, relations with the Third World (developing
nations), pressures to preserve the environment, and international cooperation on political,
social, economic, and monetary problems. :

Although feeding the world’s population will be a major problem, the world is probably
not headed for disaster. First, the world’s arable acreage can be expanded greatly. Second, the
distribution of food and the yield of food per acre can be improved. Third, population growth
can be controlled. Historical evidence shows that birth and death rates level off as countries
move into the industrial stage. |

If population growth continues at its present pace, the future balance between food
demand and supply may become dependent on new dietary patterns. Reduced consumption of
meat, increased use of new high-protein food made from soybeans, and development of ocean
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Chapter 1 International Trade

resources for food are some alternatives that must be considered.

- As the population grows, prices of commodities will fluctuate. As countries endeavor to
increase yields on existing croplands through intensified use of water, energy, and fertilizers,
the cost of commodities will rise.

Growth of trade will depend greatly on availability of energy sources. There may still be
a trillion barrels of recoverable oil in the Middle East. But the oil crisis of 1974 has led to a
renewed interest in coal and to a search for alternative sources of energy. Solar, geothermal,
and nuclear energy will play a large role in the years to come.

In future trade the key development to watch is the relationship between the
industrialized and the developing nations. Third World countries export their mineral
deposits and tropical agricultural products, which bring them desired foreign exchange.
Tourism has also been greatly responsible for the rapid development of some developing
nations. Many Third World nations with high unemployment and low wages have seen an
emigration of workers to the developed nations. Western Europe has received millions of
such workers from Mediterranean countries. The developing nations profit when these
workers bring their savings and their acquired technical skills back home. Many developing
nations benefit when Western nations establish manufacturing in their countries to take
advantage of cheap labor.

The Western World will eventually move to a period of relatively low economic growth,
coupled with a high rate of unemployment. A so-called welfare society will emerge. The
unemployed in the new welfare society will be taken care of by the employed through
generous contributions to the social welfare system.

Political questions remain as to the world’s future. We can only speculate as to whether
organized markets such as the Common Market and COMECON could eventually merge. In
the present political climate, this would seem impossible, although some cooperation
agreements are already in effect. Obviously a merger between the Western and Eastern
European markets would greatly enhance international trade. _

International monetary cooperation will have a significant impact on future trade. If the
IMF countries are not able to agree upon a new international monetary order in the years to
come, international trade may become too risky for some companies to get involved in. If the
IMF is unable to cr’eate sufficient international liquidity reserves in the future, there may not
be enough liquidity to sustain growth in trade.

However, growing international consultation and cooperation in economic, monetary, and

political matters will certainly contribute to the flourishing of world trade for the years to
come.
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1.barter HHR®5

2. comparative advantage FHXTIE

3. favorable balance of trade 5 5=

4. unfavorable balance of trade % Bi¥i%

5. the Third World 25 =157

6. developing nations KRB+ EHK

7. developed nations  RiAEHZK

8. the Common Market LT3, BEHERN CM
9.COMECON £ HBZERS, £# R Council for Mutual Economic Assistance
10. international monetary cooperation E Br#t &1k

11.IMF HEHMESEHL, 2FRE International Monetary Fund
12. international liquidity reserves EFriEEAE 6%

= EXERCISES

I. Translate the following sentences into Chinese.

1. So instead of barter, which is the trade of goods without an exchange of money, the
United States receives money in payment for what it sells.

2. International trade also occurs because a country often does not have enough of a
particular item to meet its needs.
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Chapter 1 International Trade

3. Nations try to maintain a favorable balance of trade, which assures them of the means
to buy necessary imports.

4. If population growth continues at its present pace, the future balance between food
demand and supply may become dependent on new dietary patterns.

5. As countries endeavor to increase yields on existing croplands through intensified use
of water, energy, and fertilizers, the cost of commodities will rise.

6. The Western World will eventually move to a period of relatively low economic
growth, coupled with a high rate of unemployment.

II. According to the passage, answer the following questions.

1. What is the foundation of international trade and economic activity?

2. For how many reasons did international trade occur? And what are they?

3. Why the world won’t be headed for disaster although there is a major problem of
feeding the world’s population?

4. Which sources of energy will play a large role in the years to come?

5. Why do Western nations establish manufacturing in developing nations?

Section B

Trade barriers are obstacles that restrict trade among countries. They can be divided into
three groups: natural barriers, tariff barriers, and non-tariff barriers.

Natural barriers. Even if a product can be produced more cheaply in country A than in
country B, the cost of shipping it to country B might wipe out the production cost advantage.
Distance, therefore, is the major natural barrier to international trade. However, technology
has helped us to reduce many of the natural barriers such as distance. The big problems are the
“created” barriers such as tariff and non-tariff barriers.

Tariff barriers. Tariffs are duties or taxes that a government puts on products imported
into or exported from a country. Governments rarely. impose tariffs on exports because they
generally favor exporting products to other countries.

Tariffs serve two main purposes: to generate tax revenue (revenue tariff) and to
discourage imports (protective tariff). A revenue tariff raises money for the government that
imposes it. Since the purpose is not to reduce imports of the product on which the tariff is
imposed, revenue tariffs are rather low. A protective tariff is designed to discourage foreign
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business from shipping certain goods into the country.

Non-tariff barriers. There are many non-tariff barriers to trade. They include:

Import quota. An Important quota places a limit on the amount of a product that can enter
a country. It may be an absolute limit, in which case all imports stop when the quota is filled.
In some cases, a quota is combined with a tariff so that a limited amount can enter the country
duty free. Additional imports carry a tariff.

Subsidy. A subsidy is a direct or indirect government payment or special privilege granted to
transportation, agriculture, mining and other industries. In countries where protectionism continues
as a part of national economic policies, subsidy is seen as a means to promote national
self-sufficiency, to encourage emerging industries and to alleviate depression and unemployment.

Foreign exchange control. Foreign exchange control refers to the case in which importers
must apply for prior authorization from the government to obtain the foreign currency
required to bring in designated amounts and types of goods.

Cartels. A cartel is a group of or an association of producers operating in the same
industry that attempts to develop mutual agreement on such matters as prices, output, and
market allocation. A cartel is usually formed for the purpose of gaining economic strength in
the marketplace by raising prices in unison, or agreeing as a group not to lower prices.

Dumping. Dumping means shipping substantial quantities of a product to a foreign
country at prices that are below either the home-market price of the same product or the full
cost (including profit) of producing it.

1. trade barriers H5EE2R
2. tariff barriers <BiBEL
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3. non-tariff barriers JEXBiREL

4. natural barriers  E4RBER

5. import quota 3 [T EZHR

6. depression (&¥F) W&k, AEN
7. foreign exchange control  #ML & i
8. dumping {4

L. Translate the following sentences into Chinese.

1. Even if a product can be produced more cheaply in country A than in country B, the
cost of shipping it to country B might wipe out the production cost advantage.

2. Tariffs are duties or taxes that a government puts on products imported into or
exported from a country.

3. A protective tariff is designed to discourage foreign business from shipping certain
goods into the country.

4. In countries where protectionism continues as a part of national economic policies,

subsidy is seen as a means to promote national self-sufficiency, to encourage emerging
industries and to alleviate depression and unemployment.

IL. Answer the following questions according to the passage.
1. What are trade barriers?
2. How can trade barriers be grouped?

3. Why do you think distance is considered to be a barrier to international trade?
4. What is the difference between revenue tariff and protective tariff?

Section C

The World Trade Organization

On January 1, 1995, a new formal international organization was born, the World Trade
Organization (WTO). It takes over the traditional functions of the informal GATT, and in
addition expands and diversifies its role into new areas of activity agreed upon in the Uruguay
Round (UR): service transactions, intellectual property rights, trade related investment issues,
and agriculture. Hts creation was also agreed upon in the Uruguay Round, and it will be
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responsible for the execution of that agreement. The WTO inherits GATT’s rules, such as the
principle of non-discrimination between supplying countries (MFN), the principle of equal
treatment of foreign and domestic firms (national treatment), and the outlawing of import
quotas and export subsidies.

Although legally distinct from GATT, the WTO inherits GATT’s functions as well as its
staff and institutional set-up. It is to provide the framework for the conduct of trade among
member states, including the new aspects of international transactions agreed upon in the UR.
It is both a forum for negotiations and an instrument for implementing the results.

Members of the WTO follow three most important principles:

(1) The most-favored nation concept, i.e. every contracting party grants all other parties
any tariff advantages that it grants to any other country.

(2) Although customs duties are recognized as a legitimate instrument of protection, they
should be reduced as far as possible.

(3) The abolition of quantitative restrictions on imports; these are permissible, however,
if necessitated by reasons relating to the balance of payments, and these exceptions are
carefully supervised.

In order to further facilitate the free development of cross-border trade, the WTO has
added three new dimensions to its responsibilities. First, the WTO, unlike the GATT, has had a
legal framework to function in, as it was created by an international conference with an accord
legitimately ratified by all the contracting parties concerned. Second, since the WTO is in a
posiﬁon to exert powerful leverage on the trading policies of its member states, it has mightier
teeth to enforce the rules and regulations of this governing global body. Third, in addition to
the traditional goods trade under the GATT, the WTO also policies the technology trade and
the service trade, which account for a large segment of business interflow of today.

—————————————————————— New Words amd Bpressdioms ----------------------
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NOTES

1. GATT KBIER 5 BE, £FRIZ General Agreement on Tariffs and Trade

2. The Uruguay Round Z#;zE[E&

3. intellectual property rights &=

4. the principle of non-discrimination between supplying countries {5 [H 2 ]ty JE
LR ) .
5.MFN EEEABEL, 2% the most-favored nation concept

6. contracting party ZFZ1 ), ZFLAE

7. the principle of equal treatment of foreign and domestic firms [H4}E K NGRS
5 BN

8. national treatment [ E 438 = )

9. import quotas  #f L1 AL

10. export subsidies  H &Ml

11. quantitative restrictions on imports 3 [ 3 & fR %)

12. cross-border-trade PEIEH 5

EXERCISES

L. Translate the following Sentences into Chinese.

1. Its creation was also agreed upon in the Uruguay Round, and it will be responsible for
the execution of that agreement.

2. Although legally distinct from GATT, the WTO inherits GATT’s functions as well as
its staff and institutional set up.

3. The most-favored nation concept means that every contracting party grants all other
parties any tariff advantages that it grants to any other country.

4. In order to further facilitate the free development of cross-border-trade, the WTO has
added three new dimensions to its responsibilities.

IL. According to the passage, answer the following questions.

1. When was WTO created?

2. What are the new areas of activity of WTO?

3. What are WTO’s main functions?

4. What are the three new dimensions added to WTO’s responsibilities?
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