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Chapter One
Overview

Section 1  Introduction to International Trade

N PR 52 53

Learning Objectives
After completing this section, you should be able
e to explain the reasons and importance of engaging in international trade
e to tell the differences between domestic and international trade ;
e to distinguish the major categories of international trade and théir‘features‘

‘Key Terms and Expressions 7
export, import, absolute advantage, comparative advantage, visible ‘goods, *
invisible goods, general trade, processing trade, trade in service, direct trade, -
indirect trade, entrepot trade, transit trade '

\ DR R T L R W S W R DI TR T R T TR T T VR U TR DN R U VR R R U W TR WT R W W e S g.\},\\“,_\_;!

1.1 International Trade and Its Importance EfrSZ S R HEETEM

International trade, also called foreign trade or world trade, is the exchange of capital,
goods and services between organizations and countries across national boundaries, involving
the use of two or more currencies. In most countries it represents a significant share of gross
domestic product (GDP). It concerns import and export trade operations, and includes the
purchase and sale of both visible and invisible goods.

International trade has a long history and grew rapidly with the development of
transportation and communication technologies developed especially during the industrial
revolution. Recently, thanks to the unprecedented (adj. 52 TCHIHI, A ) development of
techniques and services in all trade-related fields as well as the great improvement in
trade-related laws, regulations and conventions, international trade is growing even faster and

1
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involving even more countries. As one of the most important economic activities today, it plays
a more and more important role in the development of a nation’s economy and in the

acceleration (n. JII&, {2id) of globalization worldwide.
It is the same case with China which is the 2nd largest country in the world by GDP. High

growth of exports and imports has been an important factor in making Chinese economy
dynamic. Table 1.1 shows the leading exporters and importers in world merchandise trade in
2011, from which we can see clearly China has played the leading role in the international trade.

Figure 1-1-1  Leading exporters and importers in world merchandise trade,

2011 (billion dollars and percentage)

Rank Exporters Value Share | Rank Importers Value Share
1 China 1,898 10.4 1 United States 2,266 12.3
2 United States 1,480 8.1 2 China 1,743 9.5
3 Germany 1,472 8.1 3 Germany 1,254 6.8
4 Japan 823 4.5 4 Japan 855 4.6
5 Netherlands 661 3.6 5 France 714 3.9
6 France 596 33 6 United Kingdom 638 3.5
7 Korea 555 3.0 7 Netherlands 599 3.2
8 Italy 523 2.9 8 Italy 557 3.0

9 Russian Federation 522 2.9 9 Korea 524 2.8
10 Belgium 477 2.6 10 Hong Kong, China 511 2.8

Table 1.2 figures out the percentage of exports of Chinese export to GDP from 2005 to
2010 which tells a great importance of exports to our GDP during the period although there
were ups and downs on the ratio.

45% 450
40% 400
35% 350 =
=] 172}
g 30% 300 2
e~ ©
& 25% 250 g
] =
£ 20% 200 F
E 15% 150 §
="
>
10% 100 &
5% {50
0% 0

W Export —e— Export/GDP Ratio

Figure 1-1-2 China Export/GDP Ratio
(2005~2010 Q,)

Sources: China National Bureau of Statistics, China Customs Statistics, People’s Bank of China
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©® Warming-up Discussion:
1. Suppose there were two kinds of goods, beef and potatoes; and only two people,
a rancher (44 \), who can only produce beef, and a farmer, who can only produce
potatoes, what should they do to make both sides have roast beef and French fries?
2. According to your understanding, what are the reasons for international trade?

1.2 Rationale for International Trade EFr%2 5 B9HRH

The fundamental reason for foreign trade is quite simple: Some nations are better at
producing certain things than others. This means that they will all be economically better off if
they specialize in what they do best and exchange a portion of what they produce for the goods
of other nations who also specialize in what they do best.

Primarily, when a nation has the products that exceed its domestic demand, it may
consider exchanging them for something else with another nation. However, when international
trade has developed to its present stage, the reasons for nations to trade with one another are far
beyond the surplus (adj. ¥/ #]) products. Resource reasons, economic reasons, political
reasons and many other reasons are all responsible for the boom (n. % 5g) in international trade.

1.2.1 Resource reasons %% 55 FH

The uneven distribution of resources around the world is one of the basic reasons why
nations begin and continue to trade with each other.

Climate conditions and terrain are very important for agricultural produce. The difference
in these factors enables some countries to grow certain plants and leaves other countries
with the only choice to import the produce they consume. For example, Canada has nickel
mines (n. #4") but is too cold to grow oranges. The United States has only a few small nickel
mines but produces large crops of oranges. So the United States buys nickel from Canada and
Canada buys oranges from the United States. Another example is that the US Great Plains states

3



M E555%% UER)

have the ideal climate for raising wheat which has made the US a big wheat exporter.

Raw materials are scattered around the world in an uneven way so countries that do not
have the resources must buy materials from countries that produce them. The Middle East, for
instance, has rich oil reserves and is the main source of oil supply to the world. It has over 50%
of the world total reserves and produces about 40% of the world total output. Over 2/3 of the
oil that West Europe and Japan need is imported from the Middle East and the US oil military
consumption (n. JH%%, JF3%)in Europe and Asia is largely purchased from that area.

1.2.2 Economic reasons 257K

In addition to getting the products they need countries also want to gain economically by
trading with each other. It makes economic sense for a nation to specialize in certain activities and
produce those goods for which it had the most advantages. It is made possible by varied prices
for the same commodity around the world reflecting the differences in the cost of production.

# Absolute advantage 3%

In his 1776 landmark book The Wealth of Nations Adam Smith argued that countries differ
in their ability to produce goods efficiently. In his time the English were the world’s most
efficient textile manufacturers, while the French had the world’s most efficient wine industry.
The English had an absolute advantage in the production of textiles while the French had an
absolute advantage in the production of wine. Thus a country has an absolute advantage in the
production of a product when it is more efficient than any other country in producing it. By
specializing in the production of goods in which each has an absolute advantage both countries
benefit by engaging in trade.

¢ Comparative advantage fHT{L

David Ricardo took Adam Smith’s theory one step further by exploring the theory of
comparative advantage. International trade is mutually beneficial even when one nation is more
efficient in the production of all goods, as long as there are differences in the relative costs of
producing the various goods in the two potential nations. China, for example, is a labor intensive
economy and has enjoyed a long history of textile production. Hence, it is able to produce large
quantities of textile products at much lower cost than some other countries. In other words, it
has the comparative advantage in the production of textile products and thus will benefit its
economy by exporting these goods or exchanging these goods for the products of other nations.

Case Study

--------------------------------------------------------------------------------------------------------------------------------------------

: Michael Jordan is a good player, who may also be out of common run in other
i activities. He can finish mowing his own lawn within 2 hours which is faster than anyone
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: else can do; however, he may earn US$10,000 in 4 hours by doing a television
: commercial advertising for sports shoes. To compare, Jennife, who lives next door,
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Chapter One Overview&

i needsto spend 4 hours finishing the trimming of Jordan’s lawn, or in the same 4 hours :;
» she could work at McDonald’s to earn US$20. Do you think Jordan should mow the
i lawn by himself? What do you think they should do to enable both sides to get the best ::
i economic benefits? i
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1.2.3 Political and other reasons B{?ﬁ&ﬁﬁﬁlﬁﬂ

Political objectives can sometimes outweigh economic considerations between countries.
One country might trade with another in order to support the latter’s government which
upholds the same political doctrine (B8 X7k, BUAHIE).

Why does a nation still need to import the same item from other nations even if it has
enough of a particular item to meet its needs? This is largely because of the differences in tastes,
preferences and consumption patterns (75 %?1#%3\) to be satisfied. For example, the United
States produces more automobiles than any other nations; it still imports large quantities of
autos from Germany, Japan, and Sweden primarily because there is a market for different types
of cars in the United States.

In summary, the development of trade between nations is attributed to the imbalance
between nations in terms of natural resources, technology resources, human resources, cost of
production, political strength, tastes, preferences and consumption patterns, etc.

Notes




