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Unit One International Trade

Pre-reading activity

1. What is international trade? Can you give some examples of international trade?

2. In your opinion,what’s the difference between international trade and domestic trade?

Text A

International Trade

What is international trade?

International trade is exchange of capital, goods,and services across international borders
or territories. It refers to exports of goods and services by a firm to a foreign-based buyer
(importer). In most countries, it represents a significant share of gross domestic product
(GDP) ‘' . While international trade has been present throughout much of history (see Silk
Road'* , Amber Road"*') ,its economic, social , and political importance has been on the rise
in recent centuries.

Industrialization, advanced transportation, globalization, multinational corporations, and
outsourcing are all having a major impact on the international trade system. Increasing
international trade is crucial to the continuance of globalization. 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 borders.

International trade is in principle not different from domestic trade as the motivation and

the behavior of parties involved in a trade do not change fundamentally regardless of whether

o T
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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 as tariffs > | time costs due to border delays and costs associated with country differences
such as language, the legal system or culture.

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 a
factor of production, 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 economics.
Absolute advantage

In economics, principle of absolute advantage refers to the ability of a party ( an
individual ,or firm,or country) to produce more of a good or service than competitors, using
the same amount of resources. Adam Smith ® first described the principle of absolute
advantage in the context of international trade,using labor as the only input.

Since absolute advantage is determined by a simple comparison of labor productivities, it
is possible for a party to have no absolute advantage in anything;in that case ,according to the
theory of absolute advantageM ,no trade will occur with the other party. It can be contrasted
with the concept of comparative advantage which refers to the ability to produce a particular

good at a lower opportunity cost.

Comparative advantage

In economics, the principle of comparative advantage

refers to the ability of a party
(an individual, a firm, or a country ) to produce a particular good or service at a lower
opportunity cost than another party. It is the ability to produce a product most efficiently,
given all the other products that could be produced. It can be contrasted with absolute
advantage which refers to the ability of a party to produce a particular good at a lower
absolute cost than another.

Comparative advantage explains how trade can create value for both parties even when
one can produce all goods with fewer resources than the other. The net benefits of such an

outcome are called gains from trade. It is the main concept of the pure theory of international
trade.

« D,



Unit One International Trade

World Trade Organization

The World Trade Organization (WTO) "' is an international organization designed by
its founders to supervise and liberalize international trade. The organization officially
commenced on January 1, 1995 under the Marrakech Agreement " | replacing the General
Agreement on Tariffs and Trade ( GATT) ‘131 which commenced in 1947.

The World Trade Organization deals with regulation of trade between participating
countries; it provides a framework for negotiating and formalizing trade agreements, and a
dispute resolution process aimed at enforcing participants’ adherence to WTO agreements
which are signed by representatives of member governments and ratified by their parliaments.
Most of the issues that the WTO focuses on derive from previous trade negotiations, especially
from the Uruguay Round "' (1986-1994 ).

The organization is currently endeavoring to persist with a trade negotiation called the
Doha Development Agenda (or Doha Round)'"', which was launched in 2001 to enhance
equitable participation of poorer countries which represent a majority of the world’s
population. However,the negotiation has been dogged by “disagreement between exporters of
agricultural bulk commodities and countries with large numbers of subsistence farmers on the
precise terms of a ‘special safeguard measure’ to protect farmers from surges in imports. At
this time , the future of the Doha Round is uncertain”.

The WTO has 153 members, representing more than 97% of total world trade and 30
observers, most seeking membership. The WTO is governed by a ministerial conference,
meeting every two years; a general council, which implements the conference’s policy
decisions and is responsible for day-to-day administration; and a director-general, who is
appointed by the ministerial conference. The WTO’s headquarters is at the Centre William
Rappard , Geneva, Switzerland.

( http://en. wikipedia. org/wiki/International _ trade; http.//en. wikipedia. org/wiki/
Absolute _ advantage; http://en. wikipedia. org/wiki/Comparative _advantage; http;//en.
wikipedia. org/wiki/World_Trade_Organization)

Words & Expressions

motivation  n. RN (FT3hH) BN, HE, EE

tariff no GBLOCBLR, RYIREL

absolute adj.  #EXF, 5E 21 20

advantage n. b, FlgE v AR, AT vic 525, 3KA
adherence n.  GHSF 0 R EF

derive vt 3EN; (e )8, 3K15  derive fF vi. Bf, KR T "’
dog ve.  BRER, RBE; B R O HEnEs)
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efficiently adv. HCRH
deadline n. AR

integration n. 455 REER
territory n. it hRE
Notes

L.

gross domestic product (GDP) : [l 1A% S , J44 76— BHI PO (— 1 B —4F)
A RS M 2 T A 4 T R 9 95 O (L, BN A it
RPN AEHE bR . AL AT LA e — A R A 25 9 B, 38 1 LA 5 e — [0 ]
IR . — R [E P 7 S (R DA R B A48, S 0 9 AL
Y R R T, A St 2675 % : GDP = CA + 1+ CB + X, 3{h CA Hili # 1
SRS (CB B S X vk F

Silk Road: 224 i, PR, JEH5PHIL (ZA TERT 206 4F—/ATE 25 4F) B, 1H 3K 28 iy
PP BRI L %2 (4TG %) WAR AT, 2 BT, S0P D , 310 M it 45 [
B L3 2R B B AL 2258 2 B DA ) L 59 4P 2 S D 24 4
B BRI SSIER ) o TR 3 AR B 02 1 5 o A 8 5 S W R, BT 4
(il LA AR & 22 SR R P B 10) o FOAEAE 1 F DU, 45 A bt b =
I

. Amber Road : BZ 312 = AU — 2%z i BT HA ) 5 5 1 B, 3 2% 7K B Rt B 435 5 1T 1A )

1 R T B, DA BN A P 1 e AR 8 25 ) e 1 TR U e ) o o, RS T R (1 2
R S 7L . R TS B9AR 1 — Brit 1R Y, 3R EIE e i o b (9 E
S NER S, BN AL FIRE B 30 6 o 152 014 7 b, 228 vy A4 307 0 T00 AR 565 S84 Tl 08 i 31 B K
A Al RIEAR K o BEFAZ BRERES T BRI 0 7 Hb AL R | o 2R it DX R GE Z b X £
TH B, 28 1 o5 — 25300 1 18 B 22 94 22 R Ak S0 11 .

International trade is in principle not different from domestic trade as the motivation and
the behavior of parties involved in a trade do not change fundamentally regardless of
whether trade is across a border or not. [E R % 55 EH N % 5 RN FIFRA 4R,
I 2 T SR T R A3 U , A8 B 5 2 1 I R 55

in principle: J5i0) |-, Ki4k |-

- tariff s SRS T 5 4% [ ot AE A By — B A, A — [ T S AR o 3 S5 ) B el

P i HEMSC A — R BL . LA SCBE R B2 A — A R K T S T O ) b 2 —

. 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. [E PR 5 £3 R T/
an MR35 51 5 AR RGEA (55 H sl Al A = IR R T 5 -

to be restricted to; H R F------ I ;SRR PR il

to a lesser extent: /N4y, B /D Hy

. labor-intensive goods 57 Bl 4 B i XA A 55 S LR ™ i, BAEAE - A P HEKR
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HESF A S A, AR AR 7 AR R 5 SR T AR A L RR I e RS B AR
BUP= i E A T AR 5 sl & A e, b g0l & ah il H A 8RR T4k
72 ity LA B AR 25 A A 7 A 5

Adam Smith: W24 - #% (1723—1790) 23 [F ™ |k a4 T35 F Tlk i 1 ) 22 55 27
Ko Pk ar RIS N T3 F Tl F2 AU Tlk 93 38, B 3 SCRI Ry 3 SCR S B
XA RERG . Y - R AU T B B R B EOK, Rl 1776 4F IR I AURAE
I BRI P BURUE B 50 ) (RTARC I B 8) ) R 2R T 8 R 3 &, S0 F il
WA, RG4S A GG . 2 - W Do A i B 5 B A S AL

. the theory of absolute advantage ; £ X} fif: #3185 , X FR4a X} il 4% 1% ( Theory of Absolute

Cost)  HbuIs 43 T.1% ( Theory of Territorial Division of Labor) , iZFiE¥F— FE N A6 R
b2z [8) AN [R] T Ap 2z Ta] 64 43 1 Tt D) 4 e 31 4% [ 2 8] #9431, TR B8 B 4 T3 .
AP H I R R EKA M A SIS, REE S AT AR EERERAD T -
W .
comparative advantage : LA Un2R 5 A4 = oA R & 00 AR AR B, — A Rl R A =
A i B A 5 — A E A IR 4 i AR X AP R A= B 5 0 — 1 E A
HA LBMmH.
the World Trade Organization( WTO) :1994 4 4 H 15 H £ EEI& BF 09 SHi v H 1 2547
B K BB E S E ]G T I e BT B BR YA A 52 5 4L 4 (R AR 3R
A7), IR T 1947 ST S b8 (GATT) o A LUR — Ak TERS
E A K AEEFRRAZ, 1995 451 A 1 HIEX IR E4E, i ST Bt R 2 5 A9 5
P, B AE S H N EURSEIRE, 1996 45 1 H 1 H , & IE BV 5 S b I i HL
o SR LUE BA S AL 0 PRel 2R, 76 PRl figt ol 53 4 i 7 T LA O v AU
H5XFEUEM L, AL Y R 5 IR SF 55 LA B PR B 1 Ok B
e s TR it 5 .
The Marrakech Agreement ; { SHivgAHPhsl) , PR 8 St 5 52 5 24 430 5 hir s A 1y
W) ( Marrakech Agreement Establishing the World Trade Organization, WTO
Agreement) |, R FRCE ST 52 5 A AU T | 206 B e B4 [m] AR )ik i Y
PR, 1995 4 1 A 1 HAR., EHFF EX 16 55 4 A M. R Z UK
S TR FAGHLA,
the General Agreement on Tariffs and Trade ( GATT) . & —/NBURT 18] 46 45 M A & LB
FER 5 U i 2 1 BRI , TRTFR C TS . B 5% B S 38 a1 sk G Bt A H A 57
Sy REL W BR E PR32 B b i 22 50 5 08 , ik [ PR 52 55 B i Ak, AFE 4 R R B8, 3
KB AR = S0 . SRR EME T 1947 4£ 10 A 30 HYEH WRLA LT, IFF 1948 4
1 A1 HIFdRA.
the Uruguay Round:1986 4F 9 A 7E S LR ITRFMIRAEAT T X R A ER KA S
WU AT — 35 B 1R U 230 7 5 RS R — 5] im0 ShiE A
WH . XIEE A A IR K — KA SR A, il 7 452k F 1994 4E 4 A fEREIRFF S
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15. the Doha Development Agenda (or Doha Round) ; 2215 [l 5 5 iR H| N FR 22 W A& Jig 1Y
i, R RS ST 2001 4F 11 ] 46 R I IR B AR 20 W 28 4T O T 5 B2 o 2 2055 DU K
K G BUh IF IR T —f 2 B kA . R IEUE T 2005 4 1 7 1 H T2 mISS R
PRAH 2 2005 4RI R IR AR BEIE UM , BT 2006 45 7 H 22 H AR 515 4141
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Exercises

1. Decide whether the following statements are true or false.

1) International trade is in principle completely different from domestic trade even regardless
of whether trade is across a border or not. ( )

2) Increasing international trade is importani to the continuance of globalization. ( )

3) It is possible for a party to have no comparative advantage in anything;in that case,
according to the theory of comparative advantage ,no trade will occur with the other party.
( )

4) 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. ( )

5) The World Trade Organization ( WTO) is an international organization designed by its
founders to supervise and liberalize international trade. ( )

2. Fill in the blanks with the information from the text.

1) The WTO is governed by a ,meeting every two years;a , which
implements the conference’s policy decisions and is responsible for day-to-day
administration ;and a ,who is appointed by the ministerial conference.

2) Industrialization , S s ,and outsourcing are all having a
major impact on the international trade system.

3) Another difference between domestic and international trade is that factors of production
such as and are typically more mobile within a country than
across countries.

4) International trade is exchange of ,goods ,and across international
borders or territories.

5) International trade is a major source of for any nation that is considered a
world power.

6) In economics,the principle of comparative advantage refers to the ability of a party (an
individual ,a firm, or a country ) to produce a particular good or service at a lower

than another party.

7) The World Trade Organization officially commenced on under the
Marrakech Agreement, replacing (GATT) , which

i G5
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commenced in 1947.
8) The World Trade Organization deals with between participating countries ; it
provides a for negotiating and formalizing trade agreements, and a
aimed at enforcing participants’ adherence to WTO agreements which are
signed by representatives of member governments and ratified by their parliaments.

9) WTO is currently endeavoring to persist with a trade negotiation called the Doha

Development Agenda ( or ) , which was in 2001 to enhance
equitable participation of which represent a majority of the world’s
population.
10) The WTO has members , representing more than %o
of total world trade and observers, most seeking membership.

3. Translate the following sentences from English to Chinese.

1) International trade refers to exports of goods and services by a firm to a foreign-based
buyer (importer). In most countries, it represents a significant share of gross domestic
product ( GDP).

2) Comparative advantage explains how trade can create value for both parties even when one
can produce all goods with fewer resources than the other.

3) In economics, principle of absolute advantage refers to the ability of a party ( an
individual ,or firm,or country) to produce more of a good or service than competitors,
using the same amount of resources.

4) Most of the issues that the WTO focuses on derive from previous trade negotiations,
especially from the Uruguay Round.

5) Then trade in goods and services can serve as a substitute for trade in factors of
production.

Text B

Who Gains from Trade?

Classical economic theory favors free trade among nations. Each country specializes in
what it makes most efficiently, so that everyone can buy goods as cheaply as possible.
Imagine two countries, Riceland and Beanland. At first,each grows its own rice and beans.
Riceland is blessed with a wet climate ideal for growing rice''’, but its bean fields require
constant, backbreaking work to drain the soil and keep the beanstalks from rotting. Beanland’

s climate is ideal for beans,but the people sweat and strain hauling water to the rice fields.
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