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Chapter 1  Import & Export with International Settlement

Chapter 1 Import & Export with
International Settlement

1.1 Import and Export

Import and Export belong to international trade. International trade is the ex-
change of goods and services across national boundaries. On the one hand, it in-
volves trade transactions of both import and export. On the other hand, it includes
the purchase and sale of both tangible goods and intangible services. Exports are the
merchandise that individuals, companies or nations sell whereas imports are the
goods and services that individuals, companies or nations purchase. Export and im-
port share many commonalities in terms of terminology, rationale and purpose and
one can be considered as the mirror image of the other. Every trade transaction, be it
a business of export or import, is to create accounts, debts and claims between the
importer and the exporter and their respective countries, which are to be settled

through international settlement.

e Intemati_onal Settlement

International settlement refers to the money transfer via banks to settle accounts,
debts and claims among different countries. It is originated from international trade
transactions , including both tangible goods transactions and intangible service trans-
actions, as well as international non-trade transactions such as international lending
and investment, international aids and grants, cross-border personal remittance, etc.
For this reason, international settlement is divided into two types: international com-
mercial settlement, which is created for the settlement of international trade, and in-

ternational non-commercial settlement, which is made for non-trade transactions.
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While international non-commercial settlement is of equal importance in international
business, international commercial settlement will constitute the core part in this
book and it will be the major focus.

International settlement centers around payment methods. There are five pay-
ment methods in international settlement: remittance, collection, factoring, letter of
credit and letter of guarantee, each with its own subdivisions. Among them, remit-
tance, collection and letter of credit are the three most popular ones in international
trade.

There are two important ingredients in a payment method: financial instruments

and commercial documents. Without them, payment methods are not operational.

1.3 Documents

Documents form the basis of the international settlement and they are the two
important ingredients in payment methods. Therefore, documents in international
settlement are divided into two broad types: financial instruments and commercial
documents.

Financial instruments mainly refer to bills of exchange, checks and promissory
notes. The word “financial” implies that these instruments are made for the purpose
of settling payments. In simple words, financial instruments are orders given to make
or collect payments. When such orders are performed, payments are settled. Finan-
cial instruments are made to facilitate the payment settlement process in international
trade. As international trade involves traders from different countries, to ship cash
across national boundaries to settle payment is both inconvenient and dangerous for
the traders. In the modern era, financial instruments have taken the place of cash
and become the medium of exchange to settle payments. As a result, it is instru-
ments, not cash that move throughout the settlement process in international trade.
With the involvement of financial instruments, international settlement has moved
from cash-settlement into the era of non-cash settlement.

The second ingredient in payment methods is commercial documents. Commer-
cial documents are varied and they signify whether the responsibilities in a transac-
tion regarding the production, packing, shipment, and/ or insurance, ete. of the

goods have been fulfilled by the traders. They are made to facilitate the delivery of




