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Chapter 1 General Introduction to
International Trade

[ Teaching Objectives & Demand]
By studying this chapter, you should be able to master
Definition of international trade
The importance of international trade
International trade restrictions
World Trade Organization(WTO)
Main procedure of international trade
Relative international practice and laws
Overview of international contract

Overview of this book

Lead-in: News Report

China’s Trade Surplus with US Misread

China Daily, Updated: 2010-03-16 16:26

China’s large trade surplus is often used by the United States to argue why China should allow
its currency to rise. Yet most US officials ignore a very important fact: a majority of China’s exports
to the US are produced by US-funded companies and huge profits go back into American pockets.

China’s Surplus, Foreign Companies Benefit

Chinese former Premier Wen Jiabao said at Sunday’s news conference that half of China’s
exports came from the processing trade —— where imported components were assembled at factories
in China and 60 percent were made by foreign-funded companies or joint ventures with foreign
partners. “Therefore, to restrict trade with China is tantamount to causing difficulty for the

—

businesses of your own countries,” he said.

According to statistics provided by the Ministry of
Commerce, 55.9 percent of China’s exports were produced
by foreign companies last year. The proportions were 83
percent and 75 percent respectively for high-tech products
and electronic products. And, over 90 percent of high-tech
products exported to the US was made by foreign

enterprises.
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Big Surplus, Small Profit

Researchers at the University of California at Irvine conducted a case study of Apple’s iPod to
examine which countries captured the most economic value from iPod production. The conclusion
showed that only four dollars was retained in China, with the bulk going to the designers, retailers
and component suppliers.

It seems unfair therefore that the full price of an iPod, roughly $300, instead of four dollars,
was counted as part of China’s exports to US.

“China’s cheap labor helps foreign companies cut wage costs and increase their profits.
Ironically, the rising profits go into foreign bosses’ pockets and China is left to take the blame for the
trade imbalance,” said Tan Yaling, an expert at the China Institute for Financial Derivatives at
Peking University.

Hi-tech Export Controls

Premier Wen said the country’s trade imbalance would be much smaller if the US would
approve more high-tech exports to China.

The US government unveiled new export control regulations in 2007, which blocked the export
of 20 categories of products to China, including airplane engines, lean oil, lasers and avionic
devices.

Statistics showed that 18.3 percent of China’s high-tech imports came from the US in 2001. The
figure dropped to eight percent in 2008, partially reflecting harsh US export controls to China.

“On one hand, the United States asks Beijing to reduce its trade surplus. On the other hand, it
refuses to sell high-tech commodities to China. What really does it want?” said Zhang Yansheng,
director of the Institute of Foreign Trade of the National Development and Reform Commission.

“I sincerely hope the Europe Union and the United States will recognize China’s market
economy status and lift restrictions on the exports of high-tech commodities to China because that
will help promote trade balance in the world,” Wen said Sunday.

Questions:

1. Why does China’s trade surplus shrink in 2010?

2. What are the main reasons?

3. What is the US real purpose to control China’s exports?
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1.1  What Is International Trade

International trade, also known as world trade, foreign trade, overseas b5 52 5 8t R EA
trade, etc., is the exchange of goods and services between different countries or ) [ 5 a Hh [X > il 42 #
regions. Whether a transaction is international trade or not mainly depends on 5 o R4 . i 17
the buy and seller’s business location and customs territory. R AN AR E R

Depending on what a country produces and needs, it can export and 5o ik I s, 0
import. Exports refer to that individuals or nations send goods to another 4 x a5 92 A b 1
country, and imports refer to that individuals or nations bring in goods from g - 4 2+ 51 12 75 2 [6 b5
another country. Therefore, international trade concerns trade operations of gy 53 - g 1) 2y 77 2% b Hh
both import and export, and includes the purchase and sale of both visible and 5 s .
invisible goods, thus international trade can be divided into visible trade,
invisible trade and modern barter. More details are shown in Figure 1-1.

Figure1-1 The structure of International Trade

1.2 The Importance of International Trade

International trade is not a zero-sum game of winners and losers; it is a HERS AR —
game in which everyone wins and, the continued strength of the world 4% 1 # sk % g # 1 22
economy has been supported by strong growth in international trade. There are  fjigak, ffi2—H5 5%
three main reasons to get into the trade game for every participant. (GBS a

e Imports can bring profits, while exports can made profits.

e The world is interdependent. People of each nation rely on people of

other nations to exchange goods or services.
e International trade can create jobs.

€
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Those who are winning the trade game know that, regardless of national
deficits or surpluses, the time is right for an import or export business to make
profits, thus the whole world welfare will be improved.

1.2.1 International Trade Restrictions

We all know international trade is very important to the world and
national economy, but compared with the domestic trade, there are more
problems the imports or expofts will have to face in doing international
business, including cultural differences, language misunderstandings, trade
barriers, etc. These problems would make international trade more risky.

Governments can control international trade. The most common
measures are tariffs (duties) and quotas. A tariff is a tax on imported goods,
which is also called tariff barriers, such as specific duties, ad valorem duties
and compound duties. And a quota is the maximum quantity of a product
allowed into a country during a certain period of time. It is a kind of
non-tariff barriers which is to limit the quantity of imports, increase the cost
of getting imports into the market, and create uncertainty about the conditions
under which imports will be permitted. These measures are protectionist as
they raise the price of imported goods to protect domestically produced

goods and infant industries.

1.2.2 Differences Between International Trade and
Domestic Trade

The fundamental characteristic that makes international trade different
from domestic trade is that international trade involves activities that take place
across national borders. Thus when trade is executed beyond national frontiers,
it is invariably subject to the political, social, economic and environmental
policies of other nations. Such policies have either encouraged or hampered the
free flow of merchandise in international trade. Special problems that not
normally have experienced when trading at home may arise in international
trade. The followings are the major differences between domestic trade and
international trade:

Mobility in factor of production

Domestic Trade: Free to move around factors of production like land,
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labor, capital and entrepreneurship from one state to another within the same
country.

International Trade: Quite restricted.

Movement of goods

Domestic trade: easier to move goods without many restrictions. Maybe
need to pay sales tax, etc..

International Trade: Restricted due to complicated custom procedures and
trade barriers like tariff, quotas or embargo.

Usage of different currencies

Domestic trade: same type of currency used.

International trade: different countries use different currencies.

Broader markets

Domestic trade: limited market due to limits in population, etc.

International trade: Broader markets.

Language and cultural barriers

Domestic trade: speak same language and practice same culture.

International trade: Communication challenges due to language and

cultural barriers.
1.3 World Trade Organization

In order to reduce trade restrictions between member countries,
international organization such as WTO (World Trade Organization) was
established to regulate tariffs and deal with the rules of trade between nations.

1.3.1 Overview

The World Trade Organization came into
force on January 1, 1995. As one of the youngest
of the international organizations, the WTO is the
successor to the General Agreement on Tariffs
and Trade (GATT) established in 1947, and now
GATT has become part of it.

WTO is an organization for trade opening

and, is a platform for governments to negotiate trade agreements. It is a place
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for them to settle trade disputes and operate a systém of trade rules. Essehtially,
the WTO is a place where member governments try to sort out the trade

problems they face with each other.

1.3.2 Functions of the WTO

The main functions of the WTO can be described in very simple terms as
follows:

e To oversee implementing and administering WTO agreements;

e To provide a forum for negotiations; and

e To provide a dispute settlement mechanism.

The goals behind these functions are set out in the preamble to the
Marrakech Agreement. These include

e Raising standards of living;

e Ensuring full employment;

e Ensuring large and steadily growing real incomes and demands; l

e Expanding the production of trade in goods and services.

These objectives are to be achieved while allowing for the optimal use of the
world’s resources in accordance with the objective of sustainable development, and
while seeking to protect and preserve the environment. The preamble also
specifically mentions the need to assist developing countries, especially the least

developed countries, secure a growing share of international trade.
1.3.3 Basic Principles

The WTO establishes a framework for trade policies which do not define
or specify outcomes. That is, it is concerned with setting the rules of the trade
policy game, not with the results of the game.

Five principles are of particular importance in understanding both the
pre-1994 GATT and the WTO. They are nondiscrimination, reciprocity,

binding and enforceable commitments, transparency, and safety valves.

1.3.4 Missions

The WTO’s stated goal is to raise people’s welfare, reduce poverty, and



