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Knowledge Aims

€ Knowledge about international trade

€ Information about major trade organizations
Skill Aims

@  Grasp the general term in the international trade

There is no country in the world that can produce all the products it needs. Thus countries
join in international division of labor for effective production and reproduction. Sometimes a
country can buy goods and services from abroad on a barter basis.

International trade is the exchange of capital, goods, and services across international bor-
ders or territories. In other words, International trade is business whose activities involve the
crossing of national borders. It represents a significant share of GDP ( gross domestic product)
across most countries. It includes not only international trade and foreign manufacturing but al-
so encompasses the growing services industry in areas such as transportation, tourism, bank-
ing, advertising, construction, retailing, wholesaling, and mass communications. It includes
all business transactions that involve two or more countries. Such business relationship may be
private or governmental. The international trade system of a country is greatly influenced by its
industrialization, transportation, globalization, multinational ' corporations, and outsourcing. It
is definite that international trade is a major source of economic revenue for any nation that is
considered a world power. Without international trade, nations would be limited to the goods

and services produced within their own territories.
1. The Characteristics of International Trade

1) Higher Cost of International Trade

International trade is in principle not different from domestic trade as the motivation and
the behavior of parties involved in a trade does not change fundamentally depending on whether
trade is across a border or not. The main difference is that international trade is typically more

costly than domestic trade. The reason is that a border typically imposes additional costs such
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as tariffs, time costs due to border delays and costs associated with country differences such as
languages, the legal systems or more complicated procedure in cargo transportation.

2) Limited by a Country’s Foreign Reserves

International trade uses a variety of currencies, the most important of which are held as
foreign reserves by governments and central banks. Central banks of just about every country,
used to hold gold as national reserves, or some kind of last resort source of funding. To some
degree it’s still true, but is not practical on a large scale. The role of gold has declined since
the gold standard was abandoned 30 years ago by most economies. A lot of countries, apart
from smaller gold positions, now also hold foreign currencies as part of national reserves. This
mainly applies to currencies used in international trade. Mainly USD, EUR, JPY and to a
smaller degree GBP, CAD and AUD. Strategic commodities are usually priced in one of these
currencies and they are also most accepted form of payments and conversions in international
banking.

3) Capital and Labor Factors

Another difference between domestic and international trade is that factors of production
such as capital and labor are typically more mobile within a country than across countries. Thus
international trade is mostly restricted to trade in goods and services, and only to a lesser extent
to trade in capital, labor or other factors of production. Then trade in goods and services can
serve as a substitute for trade in factors of production. Instead of importing the factor of produc-
tion a country can import goods that make intensive use of the factor of production and are thus.
embodying the respective factor. An example is the import of labor — intensive goods by the
United States from China. Instead of importing Chinese labor the United States is importing
goods from China that were produced with Chinese labor. International trade is also a branch of
economics, which, together with international finance, forms the larger branch of international
economy.

4) Different Languages, Laws, Rules and Cultures

Of course, when in terms with international trade, it involves, in most cases, different
languages, especially different laws and rules, which may cause the obstacles among the trad-
ers. Furthermore, it is much more difficult for a company to have access to the cultures than to

the local rules and laws.
2. The Major International Trade Organization in the World

1) WTO ( World Trade Organization) >

WTO is the only global international organization in charge of the rules of trade between
nations. At its heart are the WTO agreements, negotiated and signed by the bulk of the world’s
trading nations and ratified in their parliaments. The goal is to help producers of goods and
services, exporters, and importers conduct their business. The WTO has helped to create a

strong and prosperous international trading system, thereby contributing to unprecedented glob-
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al economic growth. It currently has 153 members, of which 117 are developing countries or
separate customs territories. WTO’s activities are supported by a Secretariat of some 700 staff,
led by the WTO Director — General. The Secretariat is located in Geneva, Switzerland , and has
an annual budget of approximately CHF 200 million ( $ 180 million, [] 130 million). The
three official languages of the WTO are English, French and Spanish.

2) IMF (International Monetary Fund)’

IMF is an organization with 185 member countries. The members are represented through
a quota system broadly based on their relative size in the global economy. It is a specialized
agency of the United Nations with its own charter, governing structure, and finances to foster
global monetary cooperation, secure financial stability, facilitate international trade, promote
high employment and sustainable economic growth, and réduce poverty around the world.

3) World Bank*

The World Bank, not really a bank in the common sense, is a vital source of financial and
technical assistance to developing countries around the world. Different from the World Bank
Group, the World Bank is made up of only two institutions owned by 185 member countries
International Bank for Reconstruction and Development (IBRD) and International Development
Association (IDA) , each of which plays a different but collaborative role to advance the vision
of an inclusive and sustainable globalization. The IBRD focuses on middle income and credit-
worthy poor countries, while IDA focuses on the poorest countries in the world.

4) EU ( European Union)’®

The European Union, established by the Treaty of Maastricht on 1 November 1993, is an
economic and political union of 27 independent states based on the European Communities and
founded to enhance political, economic and social co-operation. It is formerly known as Euro-
pean Community (EC) or European Economic Community (EEC). The EU has developed a
single market through a standardized system of laws which apply in all member states, guaran-
teeing the freedom of movement of people, goods, services and capital. Important institutions
and bodies of the EU include the European Commission, the European Parliament, the Council
of the European Union, the European Council, the European Court of Justice and the European
Central Bank.

5) APEC ( Asia - Pacific Economic Cooperation) ®

Asia — Pacific Economic Cooperation is the premier forum for facilitating economic growth,
cooperation, trade and investment in the Asia - Pacific region. It is the only inter-governmental
grouping in the world operating on the basis of non - binding commitments, open dialogue and
equal respect for the views of 21 participants. Unlike the WTO or other multilateral trade
bodies, APEC has no treaty obligations required of its participants. Decisions made within
APEC are reached by consensus and commitments are undertaken on a voluntary basis. APEC

was established in 1989 to further enhance economic growth and prosperity for the region and to
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strengthen the Asia — Pacific community. APEC also works to create an environment for the
safe and efficient movement of goods, services and people across borders in the region through
policy alignment and economic and technical cooperation.

6)ICC (International Chamber of Commerce)’

International Chamber of Commerce is the voice of world business championing the global
economy as a force for economic growth, job creation and prosperity. Because national eceno-
mies are now so closely interwoven, government decisions have far stronger international reper-
cussions than in the past. ICC is the world’s only truly global business organization responds by
being more assertive in expressing business views. Its’ activities cover a broad spectrum, from
arbitration and dispute resolution to making the case for open trade and the market economy
system, business self — regulation, fighting corruption or combating commercial crime. It has
direct access to national governments all over the world through its national committees. The
organization’s Paris — based international secretariat® feeds business views into intergovernmen-

tal organizations on issues that directly affect business operations.
3. China’s Trade with the United States and the World

During the tenth five - year planning, foreign trade of china maintained a rapid develop-
ment, and strategies of rejuvenating foreign trade through science and technology, winning by
quality and going global made new progresses. As a result, the gradual improvement of struc-
ture of foreign trade, quality and efficiency made an outstanding contribution to the economic
and social development. China’s position in world trade has been greatly elevated. With
multi — channel and diversified management system in China’s foreign trade and economic rela-
tions, a framework of “broadly — based foreign economic relations and trade” has been set up
initially. In this system, import and export trade, utilization of foreign capital, overseas invest-
ment, contracting of engineering projects overseas, cooperation in labor service and foreign aid
mutually promote, and it involves the participation of foreign trade, production, scientific re-
search and financial depariments.

After the entry into WTO, Chinese economy maintained a momentum® of steady and rapid
development, made an obvious effect in macro control, and unsteady and unhealthy factors in
the process of economic operation was controlled. Major industries developed steadily, industri-
al structure optimized gradually and international competitiveness improved obviously, which
further enhanced the influence of global economy. Besides, domestic market operated steadily,
counter — measures in automobile, refinery and petrochemical industry in the transition period
was powerful, Chinese major industries was slightly influenced by imported products.

The utilization of foreign capital was the first step China took in its opening — up endeavor,
and it has undergone rapid progress over the past 30 years. At the same time, China also ab-

sorbed foreign capital through such forms as investment in securities and loans from foreign gov-
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ernments and financial institutions. At present, China has become the largest recipient of for-
eign investment among the developing countries, second only to the United States in the world.
The country’s efficiency in foreign capital utilization has been continuously improved. This is
indicated by the fact that the number of capital - intensive technology — intensive projects has
markedly increased, and so have the areas in which foreign investment is encouraged by the
Chinese Government, whereas areas in which the utilization of foreign capital is restricted have
become increasingly fewer.

And the basic industries and infrastructure projects have turned out to be the hot spots for
foreign investment. The appeal held by the country’s central and western parts for foreign in-
vestment has been enhanced. Now, China’s trading and economic partners spread throughout
the world. More and more world famous transnational corporations start their investment in Chi-
na. The number of large projects has been increasing and the average scale of foreign invest-
ment in single projects has been on a continuous rise.

Foreign contracts of engineering projects and labor service cooperation have undergone
great development. At the earlier stage of the reform and opening ~ up drive, only a few enter-
prises were engaged in this field. But now, the number of such enterprises has exceeded 700
and they are of a complete range and possess a strong competitive edge on the world market.
Their scope of business has been extended more and more into the hi — tech field, and the av-
erage scale of cooperative projects has become larger and larger.

China’s economic and technical assistance to foreign countries has further expanded.
Shortly afier the founding of the People’s Republic, China began to provide economic and tech-
nical assistance to other countries. Marked achievements have been made in multilateral and
bilateral trade '* and economic cooperation. Its bilateral relations with such major trade partners
as the United States, Japan and European countries as well as other countries and regions have
been continuously consolidated. This has helped the country to enjoy a sound international en-

vironment for the development of foreign trade and economic relations.
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