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Unit One

The World of International Trade

International trade creates value. It increases the efficiency

of “resource allocatxon Wreduces production costs
through economies of scale, lowers input costs, and through the
international division of labor, lowers prices paid by consumers
and increases product variety and availébilitz. International trade
also can lead to increased exposure for firms and for countries to
the forces in the international economy ; changes in prices and de-
mand in export markets, changes in prices and supply of import-
ed products, and changes in exchange rates. The increased open-
ness to the international economic environment can increase the
variability of a firm’s profits and of a nation’s GNP growth rate
and hence increase the risks of a firm’s operations and reduce the
stability of a country’s economy.

Ewr firm is affected by international trade by one
means or another as an exporter; as an importer; as a competi-
tor with i 1mports; or as a financial institution involved in trade fi-
nance, foreign exchange markets, and international debt man-

«1s



agement. Similarly every country to a greater or lesser extent is
influenced by international trade flows—and there is every likeli-
hood that these effects will increase into the foreseeable future.

M{’W@i@m:the forces behind it and
the means by which it is carried out—is essential to al_litfs_ingss
managers, not just to those directly éngaged in international
l;;;;ess operations. International trade, exporting and import-
ing, is often the first form of international operations for firms in
the manufacturing, natural resource, energy, and agricultural
sectors. Arguably, international trade is also the most important
form of international business. In 1985, world trade was over
$ 2 trillion compared to flows of outward foreign direct invest-
ment of just under $ 60 billion. International trade is ifextrica-
bly linked to foreign direct investment, international tecm
transfer, and international finance: international trade often
leads to.foreign direct investment which iﬁzt}?urn often changes
trade patterns. .

Trade leads to international financial flows and in turn trade
is affected by foreign exchange availability and exchange rate
movements. Technology transfer is often accomplished through
international trade in capital goods and, in turn, technology
transfer leads to trade in raw materials and semifinished and final
products. A

Over the 15-year period from 1965 to 1980, international
trade was one of the major driving forces behind world economic
expansion. The real value (the volume) of world exports ex-
panded four-fold (9.6 percent per year on average) between 1965
and 1980(from $ 500 billion to $ 2 trillion in constant 1980 dol-

« 2.



lars). This expansion was fostered falling tariff and nontariff
-—-’\_/\_./_\/_:'7-'-’ ‘ -

barriers to trade in most countries and by the export-oriented

Prowth strategies of countries during this period. During

the global recession 1980-83 R'Wechnedm\;eal terms

m decline which in turn worsened the recession in
mes. The rise in the real value of the U. S. dollar
from 1977 through early 1985 had a severe negative impact on
U.S. exporters and import-competing industries. At the same
time,\mounting U. S. trade \deficits helped its trading partners
recover from the recession. The fall of the U. S. dollar from
1985 t01988 has led to a modest recovery of U. S. exports and a
reduction of imports, but its subsequent rise in 1989 has led to
concerns that the U. S. trade deficit will continue for an extended
. period.

If the United States is to stop going further and further into
debt with the rest of the world, however, its trade balance will
have to move from its 1987 deficit of $ 160 billion to a trade}yr;
Plus of between $50 and $ 75 billion by 1993. (The trade sur-
plus is necessary to pay the interest and \dividends on the almost
$ 1 trillion of international debt and'‘net inward foreign direct in-
vestment the United States will have accumulated by that year. )
The longer this reversal from a trade deficit to a trade surplus is
delayed beyond 1993, the greater the eventual surplus will have
to be—otherwise U. S. international indebtedness will continue
to rise forever. .

For the United States to reverse its trade position, its trad-
ing partners will have to absorb more than a $220 billion

turnaround on their trade accounts. Most developlng countrxes



are not 1%9&%@_@& imports or decrease exports; they
e — T -
‘have debt problems of their own. If anything, their goals are to,
gccelerat export growth " The oil exporters will not absorb it;
oil prices nearly doubled from mid-1988 to mid-1989 and U. S.
imports of oil continue to rise. That leaves Japan, some Euro-
‘pean countries, Canada, and the newly industrializing countries
and regions of Asia, such as the Republic of Korea, Singapore,
Taiwan, and Hong Kong, to make the adjustment. Yet no coun-
try wants to reduce exports and increase imports for fear of re-
ducing its own economic growth rate. Meanwhile, the United
States (as of early 1990) was stacking up international debt at a

. . . . \' 7z
rate of over $ 120 billion per ye .%ne reaction to this impass
has been a rise in protectionism as each country has tried to shift

. : coult Rkl

the adjustment costs onto someone else, From 1980 to 1988, theo

e e

percentage of U. S. imports under some form of nontariff re-
‘straint rose from 8 to 24 percent. These trade restraints cost
U. S. consumers tens (some say hundreds) of billions of dollars

per year. The United States has also enacted trade legiélation

which requires the government each year to assemble a hit list of
countries that it feels are not dealing fairly with American ex-

ports, investment, or intellectual property (patents and trade-

marks). This list is then used as the basis of negotiations with
these countries, and in the event the outcomes of these negotia-

. . .\ \ . A
tions are not satisfactory, to impose trade sanctlonsﬁ)\ﬁ R

Trade distorting policies in the European Community under
the Common Agricultural Policy (CAP) have turned the EC from
the largest net importer of food products to the largest net food

exporter in less than two decades. The CAP costs the EC be-
- 4 *



tween $ 40 billion and $ 50 billion per year in direct subsidies.
The CAP costs consumers in the EC countries roughly an equal
amount in higher prices and has added 4 percent to the unem-
ployment rate in Europe. It has precipits%fd the largest trade war
in 40 years as the United States and Canada have responded to a-
gricultural subsidies in Europe with massive increases in the sub-
sidies they pay to their own farmers. There are also fears that
“Europe 1992” will become %%;{ SSL Europe” for exporters from

e} Qa); o

Japan has reduced its explicit tariff anld nontariff barriers to

Japan and North America.

trade to levels below those in most other countries and has
ceased its policy of undervaluing its exchange rate (to increase
exports and reduce imports). Japan’s international trade and do-
mestic market structure are dominated by large trading houses
and industrial groups and its distribution channels for manufac-
tured products at best have proven difficult for Western ex-
porters to penetrate. The Japanese government has also contin-

ued to follow a mercantilist trade strategy toward high technolo-

gy products in emerging industries through a combination of di-

:mbsTale— »éi-ri’d:rhéﬂi'é‘t"vf;i;i){é&ic')rbl.“ One view of Japan’s future
trade .;.nd economic strategies has been graphically expressed by
Mr. Morita (Chairman of the Board of Sony) and Mr. Ishihara
(a cabinet minister) in The Japan that can say “No”. They fore-
see a Japan that is largely independent of U.S. economic and po-
litical pressures and has reoriented itself toward leading a trading
block of the countries on the Asia Pacific Rim, including China
and eastern Russia.

In short, the pressures on the international trading system

.50



at the start of the 1990s are enormous and there is little prospect
that they will abate in the decade ahead. These pressures have
been felt in the latest round of trade negotiations under the Gen-
eral Agreement on Tariffs and Trade (GATT), the major body
responsible for maintaining and improving the world trading sys-

tem. The negotiations have not gone well, and five issues—trade
b,

igig@it\ural prgd\Wl property (patents and trade-

marks ), trade in services, trade related investment measures,

and further market access for developlng countries—continue to

d1v1de “the partlcnﬁatmg éountrles If these negotiations are not
successful, there is a real possibility that protectionist policies
will proliferate even further among countries around the world.

There*are other areas of uncertainty—both opportunity and
risk—for firms engaged in international trade as well: the drive
for modernization and deregulation in the People’s Republic of
China, the economic and political reforms (transformations?) in
the Eastern European countries; the Canada-U. S. Free Trade
Agreement; and the emergence of Japan as a leading (the lead-
ing?) country for technology generation, trade, international
capital, and foreign direct investment. Yet, it is within this en-
vironment that firms must compete on world trade markets if
they are to survive, much less prosper.

This is the world of international trade.

New Words

1. allocation [,aela'keifen] n. (D [U] the giving of shares or

places $kR%: ;B @ [C] a share, as of money or space 4B 47 ;
. 6 .



il

2. economy [i(:)'konomi] n. (instance of) avoidance of
waste of money, strength or anything else of value 2% ; ;¥
5

3. availability [o,veilo'biliti] rn. R (KEB W TERHE;F
B 7T AR A (R B) B A (E )

available [a'veilabal] adj. (D able to be obtained, used,

te. AIB B M 7T AHK; AT R B A @ able to be visited or seen;
not too busy AT EEZ AT WE M ; A KITH

4. recession [ri'sefon] n. a period of reduced business activ-
ity; slump TRk 30 A4 3538 B 30 5 4= 2 3 4R i 38

5. dividend ['divi\dond] n. a portion of the net profits that
has been officially declared by the board of directors for distribu-
tion to stockholders L%, iR &, mﬁEAEiﬁ/\fﬁB‘Jﬁﬂﬁﬁ’ﬁ‘Eﬂ
8 ¥ ) B — BB 4

6. accumulate [o'kjuimjuleit] v. to make or become greater
in quantity or size; collect or grow into a mass & ; BHF ;A

7. indebtedness [in'detidnis] n. the state of being indebted;
something (as an amount of money) that is owed # %

8. turnaround ['te:nayraund] n. a reversal or major change
of direction ¥#l

9. reverse [ri'vais] v. to change round (proper order or po-
sitions) X ¥% , Hi {8

10. accelerate [ok'selareit] v. to (cause to) move faster
Cf#) m

11. impasse [im'pa:is] n. [usu. sing. & % 2 %] a point
where further movement is blocked 85 ;36 &%

12. enact [i'naekt] v. (of the government ) to make or pass

« 7



(a law ) CBORP) # & 208 o (B

13. legislation [ ledzis'leifon] n. (D the act of making laws
ML HEENHEE @ a body of laws #H

14. sanction ['seepkfen] n. an action, taken against a per-
son or esp. a country that has broken a law or rule $|#

15. precipitate [pri'sipiteit] v. to hasten the coming of (an
unwanted event ) B (48 32 3K 0 #3544 ) € s

16. fortress ['fortris] n. a large fort ;place strengthened for
defence 24 ; H#E

17. explicit [ik'splisit] adj. (of statements, rules, etc.)
clear and fully expressed (#5778 . 1 %) & & B 5 19

18. mercantilist ['makontailist] n. TR £ X & adj. ERF
FE X

19. abate [a'beit] v. (of winds, storms, disease, pain,
etc. ) to become less strong; decrease (X, % K. 5hs o %
5 WH ; B

20. proliferate[prou'liforeit] v. to increase rapidly in num-
bers ¥ ; ¥ #(

21. deregulation[di:regju'leifan] n. the act or process of re-

moving restrictions and regulations (as on the taxi industry) #

HWONHBEED TR B HE; R
Phrases and Expressions

1. involve in: to cause (someone or something) to be part
of, included in, mixed with, or deeply concerned in (something
or doing something) fi#EEH %, HZHEW  HHA, HEA

Your delay in opening the credit has involved us in unneces-

.8



sary expenses.

BRHRRFLERIEER I REZRADENER.

In addition to my studies, I got involved in lots of extracur-
ricular activities,

BRTFILUSN  RESMIFZHRIES.

2. engage in; make oneself busy in; take part in M2 ;f-F;
Zm

Owing to the high cost of living more English women engage
in industry than in the past.

HTFEERAR NEILTAENERALBREEET,

The government does not allow its officials to engage in
trade.

BHEAAAFRERELH.

be engaged in: to be busy with (something) =F, B (X
) '

He is engaged in conversation with a foreign businessman.

b 7E R — B Sh R 38K

We are engaged in all sorts of advertising business.

RNBEMH &%,

engage i A] BL 3% R :to arrange to employ (someone) i f , i
HEGEAD

He has engaged three new assistants.

We engaged him to drive us around the city.

3. compare to: (cause to) be regarded as being like or equal
to (§8) LL4E; tu il

People often compare packing and packaging of commodities
to nourishment for human beings. AMIEAET M OEEETL
EAR B IR,

Qe



Steel output dropped 32 percent this May compared to the
same month of last year. 44 5 H 54 5 AHLL . WEBTK®
T 32%.

compare with: examine to find things that are the same or
different; be worthy of comparison with 1545 tb 48 ; 5 5 - 4 [,

We have compared your offer with those of the European
manufacturers. TITEW R T MA SRM T RO WA HITT
¥,

beyond/past/without compare J 545k,

Your price is so high that it is beyond compare. #R 7 # ¥ &
BESRH,

comparison n. HLE, X H,

to make a comparison # 47 kb5

to bear/stand comparison with 48 I, R F ;224 08

Although the product is good in design, it cannot stand
comparison with ours in quality. BRE=H®H RF,.BEE -
TR LRI,

in comparison with 5-#]

Our price is moderate in comparison with those of European
manufacturers. BT M # SEKM ™ KON M LR B,

4. in a position to (do): able to (do) RE#E

We will contact you by cable as soon as we are in a position
to accept fresh orders. — BT REEZHITH 0, 7 B Fes 4t
5% FTKRER,

We are not in a position to entertain business at your price,
since it is below our cost price. B HF TR T WM K E S35
%, BHEBRTFRITOREH,

What will be clear is that hardly anybody will be in a posi-

¢ 10 -



